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STERN REVIEW: THE ECONOMICS OF CLIMATE CHANGE 

Main Conclusions

1. Climate change is an economic, energy, security and political issue, not just an environmental issue. 

2. The Stern Review makes five main conclusions. Firstly, climate change is the greatest long-term threat faced by humanity. It could cause more human and financial suffering than the two world wars and the great depression put together. 

3. Secondly, the costs of inaction far outweigh the costs of action. At a minimum, a failure to tackle climate change [Stern calls this “business as usual”] could cost 5 per cent of global GDP by 2050.

4. Thirdly, the window of opportunity to reverse the rise in global emissions is narrowing. The science and the economics suggest that to avoid catastrophic climate change, or at least its likelihood, global emissions must peak in the next 10 to 15 years.

5. Fourthly, the report shows how the stock of CO2 or its equivalent has risen in the 150 years since the industrial revolution to 430 parts per million. It continues to rise at around 2 parts per million a year. Stabilisation at between 450 and 550 parts per million by 2050 would mean at least a 25 per cent cut in global emissions, and for richer countries with higher emissions, it would mean a cut of 60 per cent or more.

6. Finally, the report makes it clear that climate change is not an insoluble challenge. The technologies to reduce energy demand, increase energy efficiency and develop low-carbon electricity, heat and transport are within grasp. The costs are manageable at around 1 per cent of global GDP. The earlier action is taken across all countries and all sectors, the more costs will be kept down.

Policy Responses

7. The first half of the Review [Parts I – III] considers evidence on the economic impacts of climate change including stabilisation. Parts IV – VI examine mitigation, adaptation and international policy responses respectively.

Mitigation

8. Stern identifies three essential elements in policy responses for mitigation.

9. Firstly, the need for carbon pricing is critical. Greenhouse gases are, in economic terms, an externality. Put simply, those who produce them don’t face the full consequences of the costs themselves Putting an appropriate price on carbon [through taxes, trading or regulation] will ensure the full social cost of action is paid. This will lead organisations and individuals to switch from high carbon goods and services and to invest in low carbon alternatives.

10. Stern does specifically state in this area “at a national or regional level governments will want to choose a policy framework that is suited to their specific circumstances”. This could include the existing tax and governance system, participation in regional trading initiatives to reduce emissions and the structure of the economy and characteristics of specific sectors.

11. Secondly, technology policy is vital to bring forward the range of low carbon and high efficiency technologies needed to make deep cuts in emissions. Research and development, demonstration, and market support policies will all help drive innovation and motivate a response particularly by the private sector.

12. Thirdly, policies to remove barriers to behavioural change. Opportunities for low cost mitigation options are not always taken up [particularly in energy efficiency measures] due to a lack of information, the complexity of the choices available or the up front costs. Policies on regulation, information and financing are consequently important. A shared understanding of the nature of climate change and its consequences needs to be fostered through evidence, education, persuasion and discussion but also by demonstrating leadership.

Adaptation

13. Adaptation is a vital part of the response to the challenges of climate change. It is the only way to deal with the unavoidable impacts of climate change to which we are already committed. Additionally, it offers an opportunity to adjust economic activity in vulnerable sectors and support sustainable development. Adaptation can mute the impacts of climate change but cannot by itself solve the problem.

14. But adaptation is complex and many constraints have to be overcome. Stern stresses that Government and regions have an immediate role to play in making adaptation happen by providing both policy guidelines as well as economic and institutional support to all sectors.

15. Adaptation strategies and policies need to operate at two broad levels:

· Building adaptive capacity by creating the environment and conditions  [regulatory, institutional and managerial] needed to support adaptation. Measures to build adaptive capacity range from understanding the potential impacts of climate change [for example through undertaking impact studies and identifying vulnerabilities] to piloting specific actions. 

· Delivering adaptation actions to help reduce vulnerability to climate risks or to exploit opportunities, for example investing in physical infrastructure to protect against specific climate risks such as flood defences.  

The Government Response

16. In response the Government has announced a legislative timetable to become a leading low-carbon economy. Climate change legislation they say  “ will provide a clear, credible, long-term framework for the UK to achieve its long-term goals of reducing carbon dioxide emissions.”

17. The Bill will be based on four pillars. First, it will put into statute the Government's long-term goal to reduce carbon dioxide emissions by 60 per cent by 2050 from 1990 levels. They are also going to consider appropriate interim targets. 

18. Secondly, the new legislation will establish an independent body [a carbon committee] that will work with Government to reduce emissions over time and across the economy. The committee's advice will be mindful of sectoral and competitiveness impacts, including the need to secure energy supplies at competitive prices.

19. Thirdly, the targets need to be accompanied by substantive measures and the legislation will, therefore, create enabling powers to put in place new emissions reduction measures to achieve goals.

20. The fourth pillar of the legislation will be an assessment of what additional reporting and monitoring arrangements are necessary to support a transparent framework for emissions reduction.

Regional Response

21. The Assembly has recently commissioned a major piece of work. It is being undertaken by ARUP, Stockholm Environment Institute and Cambridge Econometrics to look at the impact current regional strategies have on addressing climate change issues. It will take in to account the recommendations of the Stern Review particularly in relation to mitigation and adaptation policy responses. 
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