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Abstract 

With the election of President Trump, climate deniers feel emboldened and moved from the 

fringes to the centre of global policy making. We study how an agnostic approach to policy, 

based on Pascal’s wager and allowing for subjective prior probability beliefs about whether 

climate deniers are right, prices carbon. Using the DICE integrated assessment model, we find 

that assigning a 10% chance of climate deniers being correct lowers the global price on carbon in 

2020 only marginally: from $21 to $19 per ton of carbon dioxide if policymakers apply 

‘Nordhaus discounting’ and from $91 to $84 per ton of carbon dioxide if they apply ‘Stern 

discounting’. Agnostics’ reflection of remaining scientific uncertainty leaves climate policy 

essentially unchanged. The robustness of an ambitious climate policy also follows from using the 

max-min or the min-max regret principle. Letting the coefficient of relative ambiguity aversion 

vary from zero, corresponding to expected utility analysis, to infinity, corresponding to the max-

min principle, we show how policy makers deal with fundamental climate model uncertainty if 

they are prepared to assign prior probabilities to different views of the world being correct. 

Allowing for an ethical discount rate and a higher market discount rate and for a wide range of 

sensitivity exercises including damage uncertainty, we show that pricing carbon is the robust 

response under rising climate scepticism. 

Keywords: climate model uncertainty, differential discount rates, climate scepticism, robust 

climate policies, max-min, min-max regret, ambiguity aversion, DICE integrated 

assessment model 

JEL codes: H21, Q51, Q54  

Revised September 2018

                                                           
*
 Rezai acknowledges support from Austrian Science Fund (J3633). Van der Ploeg acknowledges support from the 

BP funded Oxford Centre for the Analysis of Resource Rich Economies. We thank Henk Dijkstra, Cameron 

Hepburn, Antony Millner, Nicholas Stern, Joe Stiglitz, Tony Venables, Peter von zur Muehlen, Sweder van 

Wijnbergen, and Tim Willems for helpful comments and discussions on the topic of climate skepticism and 

fundamental climate uncertainty. We are also grateful to two anonymous referees for their constructive comments 

and suggestions. 
†
 Department of Economics, Oxford University, Manor Road Building, Manor Road, Oxford OX1 3UQ, U.K. Also 

affiliated with VU University Amsterdam, CEPR and CESifo. Email address: 

rick.vanderploeg@economics.ox.ac.uk. 
‡
 Department of Socioeconomics, WU - Vienna University of Economics and Business, Welthandelsplatz 1, 1020 

Vienna, Austria. Also affiliated with IIASA. Email address: armon.rezai@wu.ac.at. 



Download English Version:

https://daneshyari.com/en/article/11262990

Download Persian Version:

https://daneshyari.com/article/11262990

Daneshyari.com

https://daneshyari.com/en/article/11262990
https://daneshyari.com/article/11262990
https://daneshyari.com

