



































THREE SCENARIOS

Second, the adoption of strong environmentalist measures does not
seem likely to reduce economic growth (as measured by gross domestic
product). Moreover, this conclusion is not dependent on any specific
assumption in the figures which might need to be revised later in the light
of better information or fuller calculations. For the economic effect of a
carbon tax would be quite different from the effect of the jumps in
petroleum prices in the 1970s. The OPEC price increases involved a direct
transfer from consuming countries to exporting countries, with damaging
effects on the economies of the former. A carbon tax, in contrast, would
involvea shift from more-energy-intensive sectors to less-energy-intensive
sectors within the same country. Since the deflationary effects of the carbon
tax would be offset by reductions in other taxes (or increases in public
expenditure, for example on energy conservation), there is no reason to
expect the net effect on the economy as a whole to be deflationary. Hence
the view that a carbon tax, even if desirable in itself, cannot be
contemplated, because it would have unacceptably damaging effects on
economic growth, would appear to be misplaced.

Other studies which have concluded that measures of these kinds
need not be serlously dama Kgmg to economic growth include: one in
Britain;**® one in Australia’** (GDP growth rate cut by less than 0.1 per
cent); one in Norway40 (GDP growth cut by 0.4 per cent a year, with
two-thirds of the loss offset by gains in health and other benefits); and the
National Environmental Policy Plan in the Netherlands.

Third, a high carbon tax and other environmental-improvement
measures, while unlikely to make much difference to total economic
growth, as measured by gross domestic product, would nonetheless be
likely to bring about major structural changes in the economy - in price
differentials, in consumption patterns and life-styles, in industrial
structure and in the distribution of employment. These changes would not
be painless and would involve dislocation and transitional costs,
particularly if the measures were brought in late and did not allow
adequate time for adjustment. The basis for choice would therefore seem
to be, not whether we can afford slower economic growth, but whether the
benefits of a better environment are worth the costs of getting it, and
whether risks of global warming are serious enough to justify the changes
needed for reducing emissions of greenhouse gases.
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