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Negative Externalities — The Social Welfare Loss
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CLEARY GOTTLIEB See John Newman, “The Output-Welfare Fallacy: A Modern Antitrust Paradox ”



https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3866725
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Figure 1 First-mover disadvantage in green
coordination

Firm payoff matrix

o T e

Grey 5'5:;@_5, 50 60, 25
Green 1253 60 50, 50

See Jenkins et al (Oxera), “When to give green light to green agreements”
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https://www.oxera.com/insights/agenda/articles/when-to-give-the-green-light-to-green-agreements/
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The pace of low-carbon innovation has slowed
down

Share of climate mitigation patents in total patents, 1978-2019
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CLEARY GOTTLIEB Dechezlepretre, OECD, presentation, October 14, 2021
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> Why? Weak climate policies...

Climate policy stringency in OECD
countries, 1990-2020
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I Technology support policies (OECD avg.) I Market based policies (OECD avg.)
I Non-market based policies (OECD avg.)

Source: OECD Environmental Policy Stringency
indicator (2021)
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CLEARY GOTTLIEB Dechezlepretre, OECD, presentation, October 14, 2021
See also World Bank Carbon Pricing Dashboard



https://carbonpricingdashboard.worldbank.org/
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Estimated reductions in annual global greenhouse gases by 2030, compared to current policies, in
billion metric tons of CO, equivalents.

Emissions reductions Latest emissions
needed to limit warming to 1.5°C reduction pledges
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Note: Chart uses average estimates for current policy level projections and median estimates for emissions leading to 1.5°C of warming.

Source: Climate Action Tracker
Graphic: John Keefe, CNN

CLEARY GOTTLIEB Regulatory deficit: Promises made at COP26
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https://one.oecd.org/document/DAF/COMP/WD(2021)58/en/pdf
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3802194
https://www.linklaters.com/en/about-us/news-and-deals/news/2020/april/92-percent-of-businesses-call-for-changes-to-competition-rules-to-boost-climate-change-collaboration
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https://www.straitstimes.com/world/jakarta-wants-oil-majors-to-ditch-zero-deforestation-pact
https://www.weforum.org/first-movers-coalition
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Figure 3 Incentive to coordinate on grey

instead
when choosing
Firm payoff matrix {Green)} is costly,
but consumers have
sufficient WTP
| Grey | Green
Grey 50, 50 25, 60
Green 60, 25 30, 30

MNote: The first entry in a cell reflects the payoff for Firm A and the second entry represents the payoff for Firm B. In
this case, firms would actually choose [Green} under competition (for instance, because costs are not too high and
there is sufficient willingness-to-pay), but would under coordination choose {Grey}.

Source: Oxera.

Source: “When to give the green light to green agreements” (Jenkins et al, Oxera)



https://www.oxera.com/insights/agenda/articles/when-to-give-the-green-light-to-green-agreements/
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Figure 1 - The Commission’s Findings In AdBlue Cartel
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Source: European Commission

See also “Colluding Against Environmental Regulation” (Jorge Ale-Chilet, Cuicui Chen,
Jing Li and Mathias Reynaert) TSE Working Paper 1204, April 2021
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