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What	are	Ins7tu7ons?	

•  Ins7tu7ons	are	social	crea7ons	that	help	
stabilize	expecta7ons,	provide	informa7on	
and	lower	the	costs	of	regular	interac7ons	

•  Their	impacts	on	carbon	mi7ga7on	arise	both	
in	decision-analy,c	and	strategic	modes	of	
policy	choice,	human	decision-making	and	
organiza7onal	behavior	



Some	Inconvenient	Insights	about	
Ins7tu7ons	and	IAMs	

•  Most	of	what’s	interes7ng	in	ins7tu7onal	research	is	
subtle,	complex	and	thus	hard	to	parameterize	for	
coarse	models	(recall	2011	and	2012	mee7ngs)	

•  Most	ins7tu7onal	impacts	on	mi7ga7on	(and	
adapta7on)	are	sub-na7onal	in	origin	and	impact	and	
thus	hard	to	integrate	into	models	with	na7ons	and	
regions	as	unit	of	analysis	

•  Most	ins7tu7onal	insights	lead	to	pessimism	about	
speed	and	cost	of	policy	implementa7on	

Ø But,	before	we	slit	our	wrists,	there	is	a	lot	we	can	do	
to	add	ins7tu7ons	



Adding	Ins7tu7ons:	
Decision-Analy7c	Mode	

ü Ins7tu7ons	affect	credibility	of	long-term	
projec7ons	and	commitments	

ü Ins7tu7ons	affect	the	cost	of	capital	
ü Ins7tu7ons	affect	exis7ng	technology	costs	
Ø Ins7tu7ons	affect	the	ability	to	invest	in	
innova7on	

Ø Ins7tu7ons	affects	norms	about	environmental	
quality	and	preferences	

Ø Ins7tu7ons	affects	policy	instrument	choice	





Note:	The	effect	of	an7cipa7on	on	regulatory	costs	for	developing	countries		
(%	deadweight	loss	of	economic	output	from	developing	countries	in	our	
“second	best”	scenario).	Calculated	from	WITCH	and	reported	in	BoseX	and	
Victor	(2011)	
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(~8	year	
an7cipa7on)	

Costs	of	Second-Best	Policies	(aka	life):	
The	Problem	of	Short	Time	Horizons	





Global marginal abatement costs 
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UNIFORM	INVESTMENT	RISKS
PERCENTAGE	CHANGE	WITH	RESPECT	TO	
UNIFORM	INVESTMENT	RISK	SCENARIO
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10	Data	source:	IEA	and	OECD	NEA	(2010)	
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Huge	capital	cost	varia,ons	across	countries	
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Ins7tu7ons	and	Innova7on:	
”Intui7on	Map”	

•  High	capex,	complex	system	technologies	don’t	just	“learn”	
but	require	demo	projects	

•  Degree	of	need	for	demos	depends…	
–  ...gap	between	current	and	compe77ve	performance	
–  …the	importance	of	system	integra7on	for	overall	performance	
–  …risk	aversion	of	deploying	ins7tu7ons.	

•  We	can	create	an	algorithm	that	differen7ates	technologies	
that	”learn	through	scale”	from	those	that	“learn	through	
demos”	
–  Former:	exis7ng	renewables	and	efficiency;	PWRs	
–  Laker:	BECCS,	radical	novel	renewables;	SMRs	

•  Countries	vary	in	the	credibility	of	their	demo	programs	



“gross” vs “net” negative emissions 

Sources:	Fuss	et	al	(2014)	upper	right;	Van	Vuuren	et	al	(2011)	lower	le-;	Graphics	courtesy	of	Chris	Jones,	UK	Met	Office	
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Ins7tu7ons	and	Policy	Instruments	

•  How	can	we	move	beyond	stylized	“first	best”	
efficient	instruments?	

•  Some	places	to	begin:	
–  Incumbency	effects:	assume	that	policies	that	deliver	
large	rents	to	exis7ng	firms	will	be	s7ckier	than	
policies	that	don’t	

–  Regula,on	&	Markets:	assume	that	poli7cians	almost	
always	favor	regula7on	over	markets,	and	model	how	
regulatory	and	market	instruments	interact	

– Model	inefficiencies	in	exis7ng	policies	and	assume	
policy	reform	only	affects	the	margins	
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Source:	Inchauste	and	Victor,	eds.,	“The	Poli7cal	Economy	of	Energy	Subsidy	Reform,”	World	
Bank	(in	produc7on)	

The	Poli7cal	Economy	of	Incumbency	



Source:	Inchauste	and	Victor,	eds.,	“The	Poli7cal	Economy	of	Energy	Subsidy	Reform,”	World	
Bank	(in	produc7on)	
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CARB Concept paper, 15 Feb 2013 

Climate	Markets	are	“Potemkin”	
Markets	
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Source:	Ajami,	Thompson	and	Victor,	2014,	“The	Path	to	Water	Innova7on,”	Hamilton/
Stanford	
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Ø Ins7tu7ons	affect	credibility	of	cross-border	
linkages	
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cohesion	and	the	depth	of	coopera7on		

Ø Ins7tu7ons	allow	“experimentalist”	
approaches	to	governance		
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Moving	from	Autarchy	to	True	
Interna7onal	Coopera7on	



Poten7al	Gains	from	Cross-Border	Linkages	

Source:	Aldy	et	al	(and	many	of	you),	in	press.	



Rethinking	How	IAMs	model	Trading:	
Intui7on	Map	

•  Huge	poten7al	gains	from	integrated	global	markets	
•  Gains	are	most	risky	(and	least	credible)	when	they	
involve	countries	with	poor	ins7tu7ons	

•  Trading	is	most	likely	between	countries	of	similar,	
high	ins7tu7onal	quality	
–  Gresham	meets	carbon	
–  Let’s	call	this	the	“Carbon	Trading	Paradox”	

Ø Create	algorithm	to	index	trading	transac7on	costs	and	
valid	cross-border	flows	by…	
–  Ins7tu7onal	quality	
–  Exis7ng	cross-border	flows	(FDI,	trade)		
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Adding	Club-driven	coopera7on	to	
IAMs:	

Intui7on	Map	
•  Large-N	coopera7on	is	prohibi7vely	difficult		

–  Prone	to	shallowness	and	gridlock	
–  S7cking	with	large	N	ins7tu7ons	will	guarantee	failures	of	
collec7ve	ac7on	

•  Deeper	coopera7on	possible	in	smaller	groups	under	the	
“right	condi7ons”	
–  ABM	modeling	has	helped	iden7fy	those	(border	measures,	
condi7onal	commitments,	true	club	benefits	in	the	Buchanan	
sense,	etc)	

•  Implies	large	differences	in	marginal	costs	along	with	
adequate	measure	to	address	leakage	

Ø Use	IAMs	to	create	dynamic	es7mates	of	leadership	costs,	
efficiency	losses	and	maps	of	differen7al	coopera7on	
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Experimentalist	Governance	in	IAMs:	
Intui7on	Map	

•  Global	coopera7on	is	not	a	“PD”	problem	as	
much	as	an	informa7onal	one	

•  Actors	oren	want	to	act	but	don’t	know	what	to	
do—don’t	know	what	works,	scales	and	
integrates	coopera7on.	

•  They	solve	these	problems	by	running	policy	
experiments	that	reduce	transac7on	costs	
through	learning	and	scaling	

Ø Create	algorithm	that	rewards	early	efforts	with	
lower	abatement	costs	and	deeper	coopera7on	



An	Offer	

Any	IAM	team	that	wants	to	“add	ins7tu7ons”	
my	team	will	help	get	you	the	right	theory	and	
measurement	approach.	



Thank	You	



All	this	suggests	that	climate	policy	will	
unfold	at	higher	cost	and	slower	speed	

than	might	be	ideal…	
	

…and	those	two	trends	are	self-reinforcing	
and	rewarding	to	local	incumbents…	

	
	

Some	Implica7ons	
(from	Snowmass	2012)	



At	least	two	areas	where	“adding	
ins,tu,ons”	could	result	in	faster	ac,on	

•  Diffusion	of	social	norms	affec7ng	aXtudes	and	
behavior	
– Oren	a	7pping	phenomenon,	especially	vis	behavior	

•  Slavery;	“logic	of	appropriateness”	
•  Alters	preferences	and	restructures	the	coopera7on	
problem	

•  Drivers	of	Technology	Deployment	Costs	
–  Rapid	organiza7onal	learning	

•  Offshore	drilling	
•  Sweeney’s	airlines	example	from	yesterday	



Thank	You	



Polity	Scores	
ranging	from	-10	(consolidated	autocracy)	through	middle	scores	(“anocracy,”	

meaning	no	integrated	authority)	to	+10	(consolidated	democracy)	
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