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Foreword

Political economy can be a sensitive topic. At an individual level, why people do what they
do and think what they think is inherently personal, private even. Collectively, however,
people’s thoughts, feelings, and behaviors shape current and future events.

It is tempting to avoid analyzing or addressing the political economy for fear of creat-
ing unnecessary controversy. But for climate policy makers, this stance will not hold, as
shown by the successes and failures of the past decade.

The world has united around the Paris Agreement on climate change, committing to
hold global temperature rise to less than 2°C above preindustrial levels and pursue
efforts to limit it to 1.5°C. More than 70 countries, representing 76 percent of global
emissions, have pledged to reach net zero emissions. Meanwhile, the costs of low-carbon
technologies have fallen, and their capabilities have risen.

If people were driven purely by science and economics, the climate crisis would be
halfway to solved by now. But, as the latest Intergovernmental Panel on Climate Change
(IPCC) report lays out so unequivocally, it is not. Moreover, unless the political economy
is considered as thoroughly as the science and economics of climate change, it will not be.

When we look at climate success stories across the world, it is tempting to focus on the
substance of policies, be it climate-smart agriculture, renewable energy, or green build-
ing codes. This is undoubtedly useful. Yet it is equally useful to peel back the particulars
to expose the underlying characteristics of successful policies. In doing so, we are forced
to reevaluate what is considered possible.

As this book shows, overcoming political economy barriers is within reach. However,
it does require policy makers to adopt certain approaches.

First, appreciate that the political economy is not a static force to navigate.
Rather, it is a dynamic relationship that evolves. Indeed, policy makers have the abil-
ity to strategically shape how the political economy evolves by doing things that build
support over time.

Politicians build support for what they want to do by knowingly picking their battles
and words to change minds. Policy makers can also bridge the gap between what is pos-
sible and what is needed by knowingly advancing policies that will be well received by
most, if not all. This, in turn, facilitates further action. As the adage goes, “new policy
creates new politics.”

Second, fully consider what is really motivating people. People’s willingness to
embrace climate policies is not purely driven by fear of extreme climate impacts or
whether they themselves personally benefit. There are even cases where direct benefi-
ciaries of particular climate policies still oppose them because they perceive them as
unfair or illegitimate.

Sometimes, the primary driver of individuals’ views on climate action is not their
budget but their beliefs. Yes, policy makers need the hard data to plainly assess where
the costs and benefits fall. But it is essential to acknowledge that this is only half the
equation.

Xi



xii

Within Reach

Third, embrace pragmatism. This is easier said than done. As the science becomes
increasingly grim and the timeline more urgent, it is tempting to become more unyielding
in what is considered an adequate policy response. Fight that urge. It will only close
doors. Instead, be more flexible about how to achieve climate objectives on the informed
understanding that doing so will open more doors than it closes.

In practice, that requires policy makers to give much more thought to policy
opponents—both the substance behind their opposition as well as the power they wield
to slow or sink action. Find out what feeds them, without presumption, and make room
for them.

The need for emissions reduction is more urgent than ever. The approach proposed in
this book is not about slowing change—quite the opposite. By starting with what is possi-
ble, policy makers can create momentum and help catalyze new technologies, new eco-
nomics, and new politics, making accelerated change possible.

Navigating political economy barriers is hard. It is easier to believe that if people just
understand the science of climate change, they will support emissions reduction efforts.
Or that if people benefit from a climate policy, they will support it. That may be true to a
degree, but it will not ever be enough.

Knowing what has been achieved, and the urgency of what is left to do, policy makers
need to favor climate action that is dynamic, that allows for the paradoxes of human
nature, and that is above all pragmatic. The success of climate action over the next decade
and beyond depends upon policy makers embracing their power to shape not only
economic and technological fortunes, but the political economy too.

Juergen Voegele
Vice-President for Sustainable Development
World Bank
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By adopting the Paris Agreement in 2015, 195 governments agreed to hold global warming
at well below 2°C above preindustrial levels and pursue efforts to limit it to 1.5°C. Despite
multiple pledges and commitments, the rapid progress in key technologies, and the many
policies introduced to date, the world is not on track to meet this objective. Moreover,
despite robust evidence that countries have opportunities to reduce emissions at no or even
negative costs, the failure to seize these opportunities suggests that the main obstacle is
neither economic nor technological. Rather, the political economy is proving to be the key
barrier to progress.

This obstacle is not impassable: there are many examples of successfully implemented
climate policies. For example, in 2014, defying political and economic challenges, the
Arab Republic of Egypt’s Energy Subsidy Reform eased fiscal pressures and encouraged
greater private investment in clean energy, with solar and wind generation growing
almost threefold in the following five years. In Canada, the province of British Columbia
introduced a carbon tax after the financial crisis in 2008, covering 70 percent of green-
house gas emissions. That reform has reduced emissions and inequality, has raised
growth and employment, and now has the support of a majority of citizens. Kenya
reformed its power sector, a sensitive and important source of revenues and influence,
thus improving efficiency, increasing cost recovery, and mobilizing private sector invest-
ments into renewable energy. The lesson from these case studies is clear—climate action
with an impact is possible in the real world.

This book sets out why climate policies are successfully adopted in some cases but
meet substantial opposition in others. Guided by the 4i Framework—covering four key
components of the political economy: institutions, interests, ideas, and influence—it
offers a framework to help policy makers replicate these achievements and effectively
maneuver through a multitude of political economy barriers.

Climate change presents a unique challenge in that policy makers need to balance the
speed and scale required to achieve global climate objectives with the time required to
ensure political acceptability and social sustainability. To implement sustainable and
transformative climate policies, policy makers can approach the design of their climate
strategy and policies along four dimensions.

1. Climate governance: strategically adapt the institutional architecture and embed
climate objectives into a positive development narrative. Institutions frame the
relationship between actors and shape their influence, ideas, and interests. Policy mak-
ers can start by strategically using and adapting the institutional context for the climate
transition, for instance, through climate change legislation, long-term strategies, or just
transition frameworks.

If climate change mitigation objectives are already widely recognized in public
debates and polarization on climate policy is low, policy makers can build strategic cli-
mate institutions to help mediate interest groups and build consensus, facilitate
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and inform stakeholder engagement and alignment, foster supportive coalitions, and
improve the overall institutional context. As demonstrated by the European Union’s Fit-
for-55 plan, these kinds of institutions can create stability and predictability, reduce the
likelihood of policy reversal, and help maintain a consistent and cost-efficient strategy,
even if the political context changes.

If climate change mitigation objectives are less consensual, governments can layer

climate governance functions into existing institutional structures and policy objectives.
For example, proactive climate-oriented entities have emerged within various Indian
government ministries, achieving tangible outcomes by incorporating a climate
perspective into existing organizational frameworks and aligning it with established
priorities. Between 2014 and 2022, India’s renewable power generation capacity more
than doubled, while energy efficiency improved, enhancing energy security.
Policy sequencing: balance short-term feasibility and long-term ambition.
Because the political economy and institutional contexts are not static, policy makers
need to follow a dynamic approach in designing and implementing reforms. Policy pri-
oritization can be based not only on technical and political feasibility but also on the
ability to actively build political support, increase capacity, and reduce the costs of future
climate action. For example, policies that create interest groups that benefit from and
support climate action can facilitate and enable further action, such as in China, where
industrial policies in the mid-2000s supported renewable energy industries, thereby
paving the way for the successful launch of an emissions trading scheme in 2017.

Because climate policy adoption is path-dependent, it is much easier to introduce
policies that build on existing institutional capacity and know-how. With the help of the
Climate Policy Feasibility Frontier—a tool to inform policy choices by considering exist-
ing and expected policy-making capacity—analysis finds that, for Tiirkiye, a legally bind-
ing climate strategy or binding emissions reduction target and an emissions trading
scheme or a carbon tax would be feasible and most likely to build momentum toward
further action.

Targeting tipping points—that is, rapid changes in social, technological, and political
domains—through shifts in societal values and behavior, technology maturity and acces-
sibility, or support for and implementation of policies can also help governments incen-
tivize rapid and systematic change. Thanks to these tipping points, a well-sequenced
approach does not need to be slow, making it possible to combine political feasibility
with ambition and speed.

Policy design: focus on people and manage the distributional effects of climate
policies. Policy makers also need to minimize, manage, and, if necessary, compensate for
the distributional impacts of policies on the poor and vulnerable as well as on interest
groups, sectors, and regions. New analysis for this book finds highly heterogenous
impacts of climate policies across households, with a larger variance within than across
income groups. These impacts depend not only on consumption patterns but also on
factors like access to electricity or public transit. Poor people who do not consume much
fossil fuel and cannot access modern transportation may not experience heavy direct
impacts from climate policies, but ill-designed policies can make it harder for them
to transition away from biomass or to access better-paying jobs. Near-poor and
lower-middle-class households, who consume more energy and are highly vulnerable to
price changes, experience larger and more visible immediate impacts from policy
reform. New analyses in Cape Town, Kinshasa, and Rio de Janeiro show that higher
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transportation fuel costs have particularly large impacts on lower-middle-class house-
holds. While protecting the poorest and most vulnerable people is an imperative, politi-
cal opposition is more likely to originate from impacts on well-organized or powerful
interest groups, or from impacts that are concentrated on sectors or places that lack the
resources or substitution options to adjust.

Possible and affordable tools for protecting poor and vulnerable populations include

revenue redistribution and compensation, but it is important to consider practical
challenges—such as lack of social protection infrastructure and of household data—to
enable effective targeting and delivery. Active labor policies, reskilling programs, social
protection systems, place-based policies, and green industrial policies form part of the
toolbox policy makers can use to reduce concentrated impacts, facilitate the transition,
and make policies more acceptable and sustainable over time.
Policy process: use public engagement and communication to improve policies
and their legitimacy. Support for, or opposition to, a policy derives not only from
people’s interests but also from their perceptions of reform effects and the legitimacy of
decision-making. Civic engagement can improve a policy’s design, enhance legitimacy,
foster compromise, and help identify unintended consequences early. Effective commu-
nication can make reforms more accessible to the public and increase support. In 2011,
El Salvador’s gas subsidy reform was met with opposition—particularly from lower-
income households, although they were expected to benefit the most—driven by misin-
formation and mistrust in the government. As households started to benefit from the
reform, however, their perceptions improved, and the reform eventually gained broad
support. Experience from Indonesia also shows that opposition to fossil fuel subsidy
reform is directly linked to local perceptions of corruption. When corruption is low,
poor households are more than two-and-a-half times more likely to support than to
oppose fuel subsidy reform. Without public trust, even well-designed, well-intentioned
promises of compensation and redistribution can lack credibility. For a reform to be
perceived as legitimate, it must involve transparent and participatory policy processes,
and have outcomes that are desirable and acceptable for the public.

This book shows how appropriate governance frameworks, strong institutional
capacity, well-designed policies with adequate compensation measures, and early
engagement with all stakeholders are essential strategic elements to build consensus
and momentum for transformative policies. By deploying these tools, policy makers can
navigate the urgency of climate action and its political economy challenges to achieve
their long-term climate goals and secure a livable planet.
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Overview

Navigating politics: A key obstacle to urgent climate action

Good intentions, yet insufficient progress

In 2015, through the Paris Agreement, 195 governments agreed to hold global warming at
well below 2°C above preindustrial levels and pursue efforts to limit it to 1.5°C. The subse-
quent 2021 Glasgow Pact affirms the need to reduce global carbon dioxide (CO,) emissions
to net zero by midcentury to limit warming to 1.5°C. Net zero means reducing emissions as
close to zero as possible and compensating for the remainder with carbon removals through
natural carbon sinks and technological solutions. Country climate commitments signal
a willingness to act and meet these goals. As of March 2023, 172 countries had submitted
a new or updated nationally determined contribution (NDC) in line with the Paris
Agreement’s ratcheting mechanism. In addition, over 70 countries—covering 76 percent of
global emissions—have pledged to reach net zero. According to Climate Action Tracker
(NewClimate Institute 2022), current NDC targets and long-term pledges would lead to
warming of 2°C in 2100, close to the Paris Agreement’s objective.

Nevertheless, ambitious goals and aspirational commitments have not translated into
the required national actions, as illustrated by the recent synthesis report of the United
Nations Framework Convention on Climate Change’s global stocktake technical dialogue
(UNFCCC 2023). Promises aside, if countries implement only their current climate poli-
cies, warming will exceed 2°C and could be as high as 3.4°C by 2100, with devastating
impacts (NewClimate Institute 2022). Adoption and implementation of climate policies
have taken place much more slowly than climate goals would dictate, creating a gap
between commitments and action and raising concerns about the feasibility of policies
needed to achieve climate goals.

What is holding us back?

Today, the single biggest barrier to urgent climate action is neither the lack of affordable
carbon-free technologies nor the lack of resources. Continuous technological innovation is
providing us with modern zero-carbon solutions in transportation, energy, and agriculture,
with rapidly declining costs. Many clean technologies are already cheaper than carbon-
intensive ones, even without factoring in local externalities and costs, such as air pollution
and dependency on and costs of energy imports. Vast volumes spent on harmful subsidies
in energy, water, and agriculture illustrate that governments have resources that they
could use better for resilient, low-carbon development (Damania et al. 2023). And the
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World Bank’s Country Climate and Development Reports identify many opportunities for
synergies between development and climate objectives (World Bank Group 2022).

Why do governments not seize these opportunities? Governments certainly face chal-
lenges related to a lack of financing or access to technologies. But one key barrier is the
difficulty of designing and enacting structural change in a complex political environment
that is defined by a wide range of political interest groups of varying degrees of power and
influence; inconducive institutional architecture; limited government capacity; and
diverging preferences, views, and beliefs across people, sectors, and groups (Peng et al.
2021). This complex context in each country—known as the political economy—ultimately
enables or constrains effective responses to the threat of climate change.

There is no time to lose

The conventional approach in such contexts is to patiently work with and around these
political economy constraints. This approach means gradually reforming institutions, care-
fully monitoring public support, and compromising on the speed and scale of policy imple-
mentation in favor of maximizing consensus building and minimizing disruption. But
climate change is unique in that it requires urgent transformative action that can be delayed
no longer.

Achieving this transformation is easier said than done. No technological innovation
can magically solve the many political economy barriers to enacting climate policy, and
no single approach can successfully overcome these barriers in all countries and con-
texts. Policy makers will have to find the right compromise between urgent action and
taking the time needed to ensure political and social acceptability and sustainability.

The political economy can be managed, and change can happen fast

Countries have not been idle: they have implemented climate policies that are curbing
emissions growth. High-visibility failures and unrest, as recently seen in Ecuador and
France, hide a large number of climate policies that are being successfully implemented.
According to the Climate Policy Database, countries have announced more than 4,500 cli-
mate policies over the last three decades.! This book’s companion report, Reality Check:
Lessons from 25 Policies Advancing a Low-Carbon Future, provides examples of successful
implementation of climate policies, even in difficult political economy contexts (World
Bank 2023). Many of the examples are neither first-best policies nor best practice. Faced
with institutional capacity constraints and the need to manage trade-offs with other policy
objectives, governments have often had to compromise. But these interventions have man-
aged to draw enough support to be successfully implemented, and to create momentum
toward more climate action.

e Costa Rica’s National Decarbonization Plan, one of the most ambitious global strategies
for low-carbon development for a middle-income country, helped align stakeholders’
expectations and mobilize at least US$2.4 billion in international concessional finance.

e The Arab Republic of Egypt’s Energy Subsidy Reform offers an example of successful
fossil fuel subsidy reform—a notoriously challenging policy to implement. It has eased
fiscal pressures and has encouraged greater private investment in clean energy, with
solar and wind generation growing almost threefold between 2014 and 2019.

e The carbon tax in the Canadian province of British Columbia, introduced in 2008 right
after the global financial crisis and covering 70 percent of greenhouse gas emissions,
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has reduced emissions and inequality, raised growth and employment, and now
receives majority support from citizens.

e Climate-smart agriculture in Africa’s Sahel region, thanks to targeted interventions, has
been adopted by farmers in the form of low-cost, efficient traditional practices. For
example, in Niger, farmer-managed natural regeneration increased yields by 16-30
percent between 2003 and 2008 and added nearly 5 million hectares of tree cover.

e With the help of Colombia’s mandatory green building code enacted in 2015, 11.5 million
square meters of space built or under construction got certified as green under the
International Finance Corporation’s EDGE program by the end of 2022, and 27 per-
cent of new buildings were certified between 2021 and 2022.

e India’s national solar mission has made the country one of the world’s most rapidly
growing solar markets, with solar growing from 4 percent to 13 percent of power gen-
eration between 2014 and 2022. The private sector has been heavily involved, invest-
ing US$130 billion since 2004.

e Kenya’s power sector reforms have made it one of the most successful countries in
attracting private financing for clean power assets and Africa’s largest developer of
geothermal power. Since 2000, the CO, intensity of power generation has fallen four-
fold. As well as reducing greenhouse gas emissions, these reforms have made electric-
ity supply more reliable and increased people’s access to energy.

This book aims to understand why these measures were successfully implemented,
whereas similar measures have triggered strong opposition elsewhere. It provides a
framework to help policy makers reproduce these successes in other contexts and
successfully navigate political economy constraints (see box 0.1 for what this book does
not address).

BOX O.1
What this book does not cover

An important caveat is that this book has a limited scope. In particular, it does not discuss how international
agreements can create incentives for policy makers and countries to reduce greenhouse gas emissions or
the dynamics through which they facilitate and enable national action. The Paris Agreement does not
include a mechanism to solve the free rider problem and lacks an enforcement mechanism (Keohane and
Oppenheimer 2016), but it does support “catalytic cooperation,” with early movers reducing costs for
others and enabling them to commit to increasingly ambitious targets over time (Hale 2020). This book
does not discuss how to manage historical responsibility for future climate change, the unequal carbon
budget available to lower-income countries, or the need for quicker emission reductions from high-income
countries. It does not cover the weaknesses of the Paris Agreement regarding the so-called means of
implementation, or the financial and technological support provided by higher-income countries to help
lower-income countries adapt to and mitigate climate change, including their failure to deliver on their own
commitment to “mobilize US$100 billion per year for the needs of developing countries in the context of
meaningful mitigation action” (UNFCCC 2023). Although these questions are related to domestic political
economy challenges, because political feasibility at the country level depends on the fairness of global
processes and the fair contribution of all countries, we do not focus on these international challenges here.

Instead, we focus on political economic barriers to domestic policies and interventions that contribute
to decarbonization. Acknowledging that policy makers have diverse interests—influenced by their
responsibilities, relations to other stakeholders, exposure to lobbying, and other factors (Persson and

(Continued)
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BOX O.1
What this book does not cover (continued)

Tabellini 2002)—this book focuses on how governments with a genuine commitment to their stated
decarbonization goals can achieve them and capture identified opportunities for synergies between
development and climate objectives, while juggling other objectives and managing a complex political
economy context.

This book does not discuss the political economy challenges faced by adaptation and resilience goals,
even though they are as important and connected to the rest of the climate challenge. The World Bank is
developing a broader work program on the political economy of climate action, of which this book is only
one contribution. Including further analytic work on governance, institutions, and political economy
aspects that matter for climate change mitigation and adaptation, this program will support an increasing
range of country engagements on various governance aspects of climate change to contribute to and
support effective policy actions and enable public and private investments to secure a livable planet.

A way forward: A dynamic approach to the political economy

The political economy is not set in stone: although policy makers must consider it when
designing institutions and policies, they can also change it over time. This dynamic lens
leads to the following four key messages.

First, governments should aim to move from opportunistic or unstable to enduring
and strategic climate institutions and to embed climate objectives into a positive develop-
ment narrative. Country-level political economy dynamics—specifically climate policy
narratives and political polarization—determine the best approach to climate institutions
in different countries. But climate institutions that are a “good fit” for the political econ-
omy today can pave the way for more strategic climate institutions tomorrow. Climate
change framework laws, long-term strategies, and just transition frameworks are three
key strategic climate institutions that can fundamentally alter the political economy of
climate policies, and they have been implemented in countries as diverse as Costa Rica,
South Africa, and the United Kingdom.

Second, governments can prioritize policies that are feasible in a given political econ-
omy context, but that also transform the political economy by building greater political
support and reducing the costs of climate action over time. This book offers tools for
countries to strategically select and sequence policies that build institutional capacity,
create winners who will support further policy action, or offer firms and people afford-
able options to substitute for fossil fuels. Governments can also leverage reinforcing pol-
icy feedback processes and target tipping points in the broader socio-technical-political
system. They triggered such a tipping point by making solar power the cheapest option to
generate electricity, and they can now do the same with electric vehicles or heat pumps
by making them the default (and affordable) option for consumers. Thanks to such tip-
ping points, strategically selecting and sequencing feasible policies does not mean cli-
mate progress will be slow.

Third, the design and implementation of policies need to consider the political econ-
omy, including concentrated distributional impacts and the need for policy legitimacy.
Climate policies have heterogenous distribution implications across societal groups,
income classes, sectors, occupations, or space, and impacts vary more within than across
income groups. It is possible and affordable to protect poor and vulnerable populations
through compensation; however, the political economy involves more than distributional



Overview

impacts, and protecting poor households is not enough to ensure acceptability. Opposition
to a policy reform is often triggered by concentrated impacts on well-organized or well-
connected groups—such as powerful interest groups, organized workers in key sectors, the
urban lower-middle class, carbon-intensive regions, or other societal groups—making
complementary policies and compensation more challenging to design and implement.

Fourth, opposition also often originates from a perceived lack of legitimacy of
(or agency in) the policy process. Civic engagement and communication can help design
better policies and identify unintended consequences as soon as possible. They also help
build legitimacy and develop working compromises and necessary support by mediating
distributional conflict, differences in preferences and priorities, and unequal power
dynamics.

The defining features of every political economy setting

At first glance, the political economy barriers that impede climate change policies may
appear so wide and varied that they defy any systematic definition, let alone strategy.
Governments manage many competing demands with constrained resources, and future
climate change impacts are less visible and salient than immediate transition costs. Short
political mandates can undermine action on long-term objectives; misinformation and lob-
bying can distort public discourse and opinions; high-level climate ambitions are not always
in tune with the day-to-day priorities of political leaders and communities; and repeated
crises can change short-term priorities overnight. There can also be considerable institu-
tional and political barriers, sometimes linked to low institutional capacity and poor gover-
nance, and sometimes erected by vested interest groups. And political, cultural, or
ideological beliefs can reinforce opposition to action.

The 4 i’s: Institutions, interests, ideas, and influence

Nevertheless, governments have a long history of operating within this reality of political
economy barriers. Based on decades of experience ranging from education policy to
macrofiscal management, extensive evidence documents the drivers of political economy
barriers and solutions. Drawing on a vast range of political economy theories, concepts,
case studies, definitions, and analysis tools, this book highlights how it is possible to ana-
lyze and understand seemingly insurmountable political complexity and turn it into a guid-
ing framework for devising effective policy strategies. Although distributional impacts
have often attracted the most attention, a systematic approach can help dissect political
economy issues into four key components, which make up the 4i Framework (Godinho,
Hallegatte, and Rentschler, forthcoming, and figure 0.1):

1. Institutions: the formal and informal rules, norms, and organizations that provide incen-
tives and constraints for economic, political, and social behavior in society
2. Interests: heterogenous distributional impacts, as well as differences in priorities and
preferences, that shape all actors’ behavior
. Ideas: the beliefs, values, and worldviews that shape actors’ preferences
4. Influence: the power, authority, and leverage that actors can use to advance their inter-
ests and ideas, and their interactions with each other and institutions.

w

These components are the result of a long process of historical, political, social, cul-
tural, and economic development, making them highly specific to place and time. Some
factors are determined by centuries of sociopolitical history, such as the formation of
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FIGURE O.1. The 4i Framework and an iterative approach to climate policy
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laws, values, and norms. Others are more transient, determined by an ongoing crisis or
lobbying by certain interest groups. Yet they all act together to give rise to countries’
institutional structures, which ultimately constitute the policy-making environment for
all political and economic development, including climate change mitigation. This also
means that institutions, interests, ideas, and influence can act as enablers for, or barriers
to, good climate policies.

Successfully navigating the political economy for climate policies means recognizing
and leveraging the enabling factors—while also avoiding or purposefully changing the
barriers. Despite the attention paid to distributional impacts, they are only one dimen-
sion of the political economy, especially when winners of the policies feel like losers
(Calvo-Gonzalez, Cunha, and Trezzi 2015). As illustrated by many examples discussed in
this book, such as the reform of gas subsidies in El Salvador in 2011, perceptions and ideas
also matter.

A four-pronged iterative approach for urgent climate action in a complex
political economy

In practice, policy makers can approach the design of their climate strategy and policies
along four dimensions (see figure O.1), which correspond to chapters of this book:

1. Climate governance: strategically adapt the institutional architecture and embed climate
objectives into a positive development narrative (chapter 2). Because institutions frame
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the relationship between actors—and their influence, ideas, and interest—policy makers
can start by strategically using and adapting the institutional context for the climate
transition, building on existing structures and societal goals.

2. Policy sequencing: balance feasibility and long-term ambition (chapter 3). The political
economy and institutional context are dynamic and can be influenced by policies. Hence,
policy makers can select their priorities, not only to make policy implementation feasible
but also to actively build capacity and change the political economy and institutional con-
text, building momentum toward the long-term objective and transformation.

3. Policy design: focus on people and manage the distributional effects of climate policies
(chapter 4). After selecting policy priorities, policy makers need to minimize and manage
the distributional impacts of policies, including impacts not only on the poor and vulner-
able but also on well-organized interest groups, sectors, or regions.

4. Policy process: use public engagement and communication to improve policies and their
legitimacy (chapter 5). Civic engagement can improve a policy’s design, enhance legiti-
macy, foster compromises, and help identify unintended consequences early. Effective
communication can make reforms more accessible to the public, increasing support and
sustainability.

Climate governance: Strategically adapt the institutional
architecture and embed climate objectives into a positive
development narrative

To tackle complex development challenges, including climate change, governments need
to organize their institutional architecture in line with national priorities, through legal
and regulatory frameworks, institutions with enforcement capacity, and ministries with
well-defined roles and responsibilities. In the context of mitigating climate change, the way
countries organize themselves—known as climate governance—defines their available
policy-making options. Formal climate governance institutions provide the rules, norms,
and procedures that guide target setting, policy making, and implementation.

To change the political economy, climate governance institutions must first fit in

Real world examples of efforts to build climate institutions demonstrate how the political
economy can shape the form and functionality of these institutions (Dubash et al. 2021).
Climate-related political narratives fall between two extremes: mitigation-centric narra-
tives emerge where climate change mitigation is already a well-established, high-priority
public goal that allows for explicit emissions reduction framing; embedded climate narra-
tives are likely when climate is lower on the agenda, and it is easier to subsume climate
goals under other objectives, such as green growth, energy security, or job creation
(table O.1). At the same time, countries have different levels of polarization related to cli-
mate change, and that polarization influences the stability of institutions and policies.

In places with a consensus on climate action and low levels of polarization on climate
policy, governments can build strategic climate institutions to help mediate interest
groups and build consensus, facilitate and inform stakeholder engagement and align-
ment, foster supportive coalitions, and improve the overall institutional context. For
example, the European Union’s Fit-for-55 initiative supports the alignment of member
countries’ policies and legislations with the EU climate objective of reducing its emis-
sions by at least 55 percent by 2030, thereby enabling the provision of a coherent and
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TABLE O.1. Types of climate governance

Interests Ideas
Dominant narrative on climate policies

Embedded Mitigation-centric
Extent of political Low Under-the-radar climate politics Climate consensus politics
polarization of Opportunistic climate institutions Strategic climate institutions
climate policy
High “Contested sector” politics In-the-crossfire politics
Unstable sectoral institutions Unstable climate institutions

Source: Based on Dubash et al. 2021.

balanced framework for climate action. Such institutions can create stability and
predictability, make policy reversal less likely (though not impossible), and help maintain
a consistent and cost-efficient strategy over time, even if the political context changes.

Climate institutions prematurely established in contexts without climate consensus
and where climate politics are contested can trigger negative feedback effects, increasing
polarization and opposition to the institution itself and to climate action more broadly. In
this context, governments can instead start with embedded institutions by layering cli-
mate governance functions into existing institutional structures, embedding climate into
other political priorities with a focus on “win-wins” or synergies. In India, active but
opportunistic climate institutions have emerged across multiple ministries through the
layering of a climate lens into existing bodies. Building on existing priorities—including
increasing energy supply and security, and controlling air pollution—these institutions
have developed, crucially, without strong national mitigation-centric strategic institu-
tions, such as a climate change framework law, which could have triggered backlash
(Pillai and Dubash 2021). And they have delivered results: Between 2014 and 2022, India’s
renewable power generation capacity, including hydropower, more than doubled, with
solar power growing from 3 to 63 gigawatts, and energy efficiency improvements pre-
venting 12 percent of additional annual energy use by 2018.

Climate governance frameworks that reflect societal goals can bridge today’s
political economy with the future

Climate laws, green growth strategies, just transition, and other climate governance frame-
works can help bridge today’s political economy with a net zero future by reflecting societal
goals, priorities, and imperatives and linking them to climate action and outcomes.
Countries have implemented the following three key tools:

1. Climate change framework legislation can help countries design their own effective and
comprehensive strategy, setting targets and creating institutions to engage and coordi-
nate stakeholders. Established legal frameworks also help citizens hold their govern-
ments to account for their actions and inactions and serve as a binding regulatory
structure at times of change in political administrations and priorities. In 2012, Mexico
became the first large oil-producing emerging economy to adopt climate legislation
when its parliament passed the General Law on Climate Change, or Ley General de
Cambio Climatico. This law established an aspirational goal of reducing emissions by
50 percent by 2050.
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2. Long-term strategies (LTSs) are a complementary approach to developing a climate
governance framework. As of October 2023, 68 countries had an LTS under the United
Nations Framework Convention on Climate Change, providing a realistic pathway
toward long-term objectives and identifying useful milestones for shorter-term strate-
gies and plans. LTSs have multiple roles and functions in climate governance, starting
with informing political debates and choices. Costa Rica’s LTS, the Plan Nacional de
Descarbonizacion, uses a whole-of-economy pathway with targets and timelines for all
emitting sectors to coordinate action and identify barriers (World Bank 2023). When an
LTS receives widespread support or is embedded in law, it can be a powerful instrument
for maintaining momentum, coordinating action across sectors, and offering a bench-
mark to measure progress over time.

3. Governments can either develop just transition frameworks, like in South Africa, or
integrate just transition principles into other institutions, such as climate strategies and
framework laws. Just transitions will vary, depending on local context and as defined
through local processes, they have four common guiding principles: distributional
justice (the fair distribution of costs and benefits); procedural justice (transparent and
inclusive processes); recognition justice (recognition, respect, value, and right to self-
determination for all actors); and structural justice (addressing and redressing
institutional structures that produce or perpetuate injustice).

Policy sequencing: Balance feasibility and long-term ambition

Policy makers face hard choices between focusing on low-hanging fruit or investing in
more challenging—but more transformational—strategies and policies. Although focus-
ing only on easy policies may ensure action, it is unlikely to trigger the systemic changes
needed to reduce emissions to zero, at least in a time frame consistent with global objec-
tives. By contrast, focusing solely on transformational policies can lead to inaction if
political forces or lack of capacity makes enactment, implementation, or enforcement of
climate policies impossible. Ideally, governments should balance policies’ short-term
political feasibility with their contribution to long-term objectives, including through a
transformation of the political economy context. They can do so by selecting policies that
are feasible but that also build greater political support and reduce the costs of climate
action over time, leveraging reinforcing policy feedback processes, creating interest
groups that support climate action, and targeting tipping points to accelerate transforma-
tional change toward net zero.

Because policy and political processes are not static, policy packages need to evolve
over time in a dynamically efficient way. As governments introduce new climate policies,
they create effects that alter the broader political economy. From a political economy
perspective, the lowest-cost option at one point may lead to political backlash and create
higher costs in the future, whereas a more expensive policy today might shift the political
economy to make more efficient policies easier to implement later. For instance, taxing
polluting gasoline cars may be an efficient policy, but the measure is likely to backfire if
people lack access to alternatives. Investing in public transit, subsidizing charging sta-
tions, and incentivizing the production of affordable and efficient electric vehicles will
require higher investments per ton of avoided carbon emissions over the short term, but
are more likely to trigger virtuous mechanics of change and help achieve long-term
climate objectives.
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Countries can prioritize policies that are easier to introduce and
build future policy-making capacity

Climate policy adoption is path-dependent and therefore partly predictable. A new analy-
sis of past policies using the Climate Policy Database shows that policies are much easier to
introduce if they build on prior related institutional capacity and know-how (Mealy et al.,
forthcoming). A country would have difficulty effectively implementing vehicle or indus-
trial air pollution standards without first having the capabilities to monitor and audit
vehicle or industrial performance. Governments need to consider such path dependency
in policy making when thinking about policy package design, because choices today will
influence policy options tomorrow.

The Climate Policy Space provides a visual representation to better understand how
policies and measures can build on each other (figure 0.2). The Climate Policy Space is
anetwork in which nodes represent climate policy instruments linked according to how
often they are present together in a country. In panel a of figure 0.2, policies are colored
and sized according to their prevalence across countries (darker policies have been
more commonly introduced); in panel b, they are colored by key policy cluster, from
highly prevalent nonbinding targets and climate strategies that are fairly easy to intro-
duce to policy instruments that relate mostly to technological deployment and
innovation.

Countries with different income levels are concentrated in different regions of the
Climate Policy Space. Panel ¢ shows that low-income countries, which typically have less
developed levels of institutional capacity, tend to have introduced mostly nonbinding tar-
gets or strategies. Lower-middle- and upper-middle-income countries show a broader
range of policies, suggesting that expanding policy-making capacity into binding targets,
institutional creation, and regulatory and market-based instruments may go hand in
hand with rising levels of economic development. High-income countries span a vast
range in the Climate Policy Space network, with a notable presence in technology-centric
policies, arguably the actions that require the most capacity.

Combined with the usual analysis of the efficacy, costs, and benefits of policies, the
Climate Policy Feasibility Frontier (CPFF) can help inform policy choices that realisti-
cally work with countries’ policy-making capacity and gradually build greater capacity to
introduce more ambitious types of policy. The CPFF has two key dimensions:

1. Relative likelihood of introducing a policy in the next five years. Based on how related a
new policy is to a country’s existing set of policies, this metric is expressed in relative
terms, comparing policies without measuring their absolute likelihood. It measures the
ease of implementing a given policy, based on a country’s prior policy experience and
inferred policy-making capacities.

2. Capacity-building potential. Reflecting the extent to which a new policy will increase the
likelihood of implementing further policies in the future, this metric aims to capture the
learning and capacity development potential associated with introducing a new policy
and measures how introducing a given policy is expected to change a country’s
policy-making capacity, making it easier to implement other climate policies.

The CPFF identifies policies that may be easier to implement, as well as step-by-step
pathways toward a desired policy. Figure 0.3 maps Tiirkiye’s and Viet Nam’s positions
in the Climate Policy Space (panels a and ¢) and their CPFFs (panels b and d). Each dot
in the CPFFs denotes a new policy the countries have not introduced before and
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FIGURE 0.2. The climate policy space

a. The Climate Policy Space
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corresponds to policies colored in gray in the climate policy space. For Tiirkiye, policies
that appear the easiest to introduce in the next five years include a legally binding climate
strategy and a binding emissions reduction target, which would have to be included in a
law, such as a climate change framework law.2 Its CPFF also identifies an emissions trad-
ing scheme and a carbon tax as potential next steps. The government has recently
announced its intention to develop the former, confirming it as a highly feasible interven-
tion for the country.

The CPFF emphasizes the importance of country context and identifies different rec-
ommendations across countries. For Viet Nam, which has a different set of institutional
capabilities from that in Tiirkiye, the most feasible and likely policies include institu-
tional creation and binding greenhouse gas reduction targets. Policies to boost climate-
related infrastructure investments could help Viet Nam build further capacity; although
CO, taxes are likely to be less feasible in the short term, other policies can help pave the
way toward this goal.

Governments can leverage reinforcing policy feedback processes and
target tipping points

Strategically selecting and sequencing feasible policies to build greater institutional
capacity and political support does not mean climate progress will be slow. By taking
advantage of the dynamism of socio-technical-political systems, governments can build
momentum to accelerate transformational climate action. Introducing specific policies can
transform the associated politics, which in turn shapes the future space of policy
possibilities. Policy feedback relates to the effects that policies can have in either reinforcing
or undermining the direction or pace of future policy making. The adage “new policy
creates new politics” captures the way each climate policy or intervention affects the
political economy landscape, creating new incentives, spreading new ideas, supporting new
coalitions, and reforming institutions.

Some policies can drive positive, reinforcing feedback effects, leading to faster climate
progress and more ambitious action. For example, China’s national sustainable energy
policy was sequenced to reduce resistance from existing institutions and increase sup-
port by fostering winning coalitions, while gradually increasing policy stringency and
reducing costs (Li and Taeihagh 2020). First, the government provided support for
renewable energy, building interest groups in these technologies, before gradually ratch-
eting up policy stringency. Once renewable energy became cost-competitive, the govern-
ment started reducing feed-in tariffs and other subsidies.

Governments can also aim to strategically target tipping points in social, technological,
and political domains, which can drive rapid and systemic change. A tipping point refers
to nonlinear change in a complex system, in terms of the speed or nature of change. The
primary driver of a tipping point is the dominance of positive over negative feedback
effects, which reinforce change. Several types of tipping point are relevant for accelerat-
ing progress toward net zero:

 Social tipping points: Rapid self-reinforcing shifts in attitudes, beliefs, behavior, and
values in society

e Technological tipping points: Significant shifts in technology maturity, performance,
costs, or accessibility

 Policy tipping points: Rapid shifts in support for and implementation of a particular
policy or set of policies.
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Sharpe and Lenton (2021) explore relative technology cost tipping points, when
low-carbon technology (renewable energy in the power sector; electric vehicles in the
transportation sector) becomes cheaper than high-emitting technology (coal and gas in
the power sector; internal combustion engines in the transportation sector), first with—
and then without—policy support. They show how these tipping points lead to changes
not only in technology shares but also in climate politics, enabling more ambitious and
faster policy change. Triggering one tipping point can increase the likelihood of trigger-
ing another, leading to a virtuous cycle of increasingly rapid progress on decarbonization.

Policy design: Focus on people and manage the distributional
effects of climate policies

Who benefits, who loses, and who pays are not the only drivers of political economy chal-
lenges, but they remain key. Distributional conflict has two aspects. People might mobilize
against a policy if they think it may negatively affect them (this includes powerful incum-
bents or groups) or if they think the policy has unfair or unjust impacts, for them or for
society at large. To reduce the risk of distributional conflict, policy makers can do the
following:

 Reduce distributional effects with policies that remain as neutral as possible and avoid
disproportional impacts on some categories. If a climate policy creates incentives to
reduce emissions, however, it is hard to avoid concentrated impacts on carbon-
intensive sectors or activities, such as coal mining.

e Compensate people or groups that are negatively affected, either directly or indirectly.
For example, Indonesia increased its social protection transfers to poor households
during its fossil fuel subsidy reform. Countries sometimes target transfers toward
powerful groups that are negatively affected, even without an ethical justification to
do so, because these groups have de facto veto power.

e Improve policy legitimacy by adopting inclusive, transparent processes. People will
more easily accept policies with significant impacts when they believe the process that
led to the design and implementation of those policies is legitimate and just (Barron
et al. 2023).

Climate policies affect different groups through multiple, intersecting channels; and
distributional impacts are complex and heterogenous, crossing income groups, sectors,
occupations, locations, genders, ethnicities, or other characteristics. Analyzing consump-
tion by income classes does not capture all distributional issues, so multidimensional
analyses are important for designing fair policies. These analyses are also important for
managing the political economy, because organized opposition to a policy is more likely
by economic sector, geographical area, or ethnic group than by income class.

Consumption effects

Because of different consumption patterns, the impacts of carbon pricing on consumption
vary across income levels, but differences within income groups are larger than those across
income groups (Dorband et al. 2019; Dorband et al. 2022; Douenne 2020; Feindt et al. 2021;
Missbach, Steckel, and Vogt-Schilb 2022). In countries where poorer households have lim-
ited access to energy-consuming assets and services—such as cars, air conditioning, or gas
for heating and cooking—these households are less exposed than richer households to an
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increase in fossil fuel prices. Thus, carbon pricing tends to have a lower and neutral impact
in low-income countries and a larger and progressive effect in lower-middle-income coun-
tries where poor households have lower-than-average energy expenditure (figure 04).
Among upper-middle-income countries, the evidence is more mixed and varies with levels
of access to public transportation and electricity and other lower-carbon alternatives.
However, the near-poor and lower-middle classes, who have enough resources to consume
fossil fuels but are vulnerable to small price changes, appear particularly vulnerable.

These findings may, however, underestimate the vulnerability of poor people. Because
poor people tend to spend a large fraction of their income on food, they can be heavily
affected by climate policies that translate into higher food prices. And, although carbon
pricing systems rarely cover emissions from nonenergy sources, ill-designed climate pol-
icies that negatively affect agriculture and food systems—for example, by reducing access
to key inputs—could have large impacts on food prices, and therefore on poverty. It is also
important to take a dynamic view: even where higher energy prices do not affect poor
people now, such policies could slow down progress toward universal access to modern
energy, clean cooking, and food security. For example, an increase in fossil fuel prices
may not directly affect households that cook with biomass, but the change in price may
delay the ability of these households to shift to modern cooking techniques if they do not
have access to affordable electricity and electric cookstoves (Greve and Lay 2023).

FIGURE 0.4. lllustration of the consumption impacts of a (noncompensated) increase in fuel
prices, in a subset of countries, by income level
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Source: Dorband, forthcoming, using the Climate Policy Assessment Tool developed by the International Monetary
Fund and the World Bank to estimate the impact of carbon pricing (https:/www.worldbank.org/en/topic
/climatechange/brief/climate-policy-assessment-tool).

Note: These illustrative simulations, performed in 74 countries for this book, assume the introduction of a tax of
US$60 per ton of carbon dioxide and the removal of energy and fossil fuel subsidies, with no recycling of the
revenues or savings. These assumptions are not meant to be realistic policy packages but to illustrate the
vulnerability of households to changes in fuel prices. The figure shows median impact per decile and then per
country; because some households are very heavily affected, average impacts are larger than median impacts.
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Employment effects

Ample evidence demonstrates that well-designed climate policies can be net job creators
(Godinho 2022; Metcalf and Stock 2020; World Bank Group 2022). But such positive
employment outcomes are not automatic; rather, they depend on the design of climate and
other socioeconomic policies. Job creation can be driven by policy design, say, when
governments recycle revenues from a carbon pricing scheme into the economy through
infrastructure investments or tax breaks. It is also linked to the transition itself—for exam-
ple, when climate-smart agriculture practices or renewable energy solutions are more job-
intensive than existing practices and technologies. And job creation in sunrise sectors,
such as renewable power or electric vehicle global value chains, will depend on the invest-
ment climate, available infrastructure, a trained labor force, and appropriate tax policies
and trade regulations.

To understand the effect of climate and development policies on labor and skills, a new
analysis for this book explores the implications of an illustrative climate policy package
combining carbon pricing with cash transfers and investments in infrastructure and
public goods (Dorband, forthcoming). Despite mostly positive net effects, sectoral reallo-
cations and policy-induced structural changes can be sizeable, particularly in more
carbon-intensive economies. Jobs tend to be reallocated rather than lost, but overall job
losses may be as large as 1-2 percent and gains amount to 3-4 percent of total baseline
employment. And, although carbon-intensive economies may not experience larger net
effects, they do undergo larger structural change, with more reshuffling of jobs.

Spatial effects

Distributional effects can emerge, even within urban areas. Climate policies that increase
the price of certain transportation options can induce changes in transportation behavior
and decisions about where people live and work. New evidence for this book shows a large
heterogeneity in the final impacts, with a big role for adjustments through housing and
labor markets. For example, fuel price increases do not have regressive impacts in Kinshasa,
Democratic Republic of Congo (map O.1), because the poorest people are already priced out
of—and excluded from—energy-intensive services or have limited access to areas with a
high concentration of jobs (Nell et al. 2023). As a result, increased fuel prices affect poorer
households less than slightly richer households, which are more likely to lose access to
services or areas. Combined with the lower voice and influence of the poorest households,
this higher vulnerability of near-poor households may explain why protecting the poorest
alone has failed to ensure acceptability of climate or energy policies, as happened in
Ecuador.

Other dimensions of exclusion and injustice

The most vulnerable members of society tend to be those who experience social exclusion
and structural injustice based on ethnicity, gender, age, religion, and other factors. Ex ante
assessments of consumption, employment, income, and spatial distributional effects are
less able to predict these outcomes, which largely depend on political economy factors,
such as institutional discrimination, culture, ideology, and unequal power dynamics (Peng
et al. 2021). Ex post assessments of the social effects of climate policies therefore represent
an important area of analysis that can help policy makers better manage the intersection of
distributional effects and social inequality (see box 0.2 for gender implications of climate
policies in the agriculture sector).
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MAP O.1. Losses in accessibility of jobs in Kinshasa, Democratic Republic of Congo, in a
scenario with a 100 percent fuel price increase, by area and income decile
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BOX 0.2
Gender and climate mitigation policies in agriculture

Despite women’s important contribution to agriculture, persisting gender inequalities mean they tend to
have less access to resources, including land, inputs, financial services, education, and decent employment
opportunities (Erman et al. 2021). Gender roles in agriculture and structural differences have implications
not only for how climate mitigation policies affect social equity outcomes but also for how different groups
adopt these policies and whether the policies facilitate a just transition for all. Mitigation policies and
instruments that do not recognize gender dynamics and related transitional challenges could exacerbate
existing inequalities. For example, a study in India shows that shifting rice production from conventional to
direct-seeded or machine-transplanted methods could affect women more than men (Gartaula et al.
2020).

Making mitigation policies gender-responsive also poses a challenge because those who can benefit
often lack political voice. Evidence shows this lack of power, voice, and recognition exists from household
and local levels (Larson et al. 2015) to national and international decision-making and governance
frameworks (Gautam et al. 2022). Recognizing women’s knowledge of and role in sustainable practices
and creating meaningful opportunities for them in decision-making can increase mitigation effectiveness
and reduce gender gaps. Undertaking gender analysis in mitigation policies and programs—including
financing mechanisms and technological development—can help ensure distributive and procedural

justice.

Source: Kabir, De Vries Robbe, and Godinho, forthcoming.

Governments can use complementary policies to reduce distributional effects

Complementary policies can ensure that climate policies are affordable and do not have a
negative effect on poor and vulnerable populations. For example, recycling just a fraction of
carbon pricing revenues or repurposing subsidies through direct transfer can usually make
reforms pro-poor. One study of Latin American countries, for example, estimates that recy-
cling about 20 percent of savings from subsidy reforms would fully alleviate consumption
impacts on the bottom 40 percent of the income distribution (Feng et al. 2018).

But compensating people is hard: it requires appropriate systems and delivery mecha-
nisms, including broad, strong, and flexible social protection systems. The heterogeneity
of impacts makes it difficult to target transfers to support the most affected and vulnera-
ble households. In Chile, Colombia, Ecuador, and Uruguay, an estimated 3 to 4 percent of
all households are not covered by social transfers, even though they are both among the
poorest 20 percent and among the 20 percent most affected by a fuel price change
(Missbach, Steckel, and Vogt-Schilb 2022). Spatial effects and income and employment
transitions are even harder to manage and require active labor market policies and pro-
active sectoral and regional transition strategies and support. Importantly, loss of employ-
ment goes beyond a simple loss of income and can affect people’s status, culture, and
family or community life.

As well as fostering winners, green industrial policy can help reduce impacts for
potential policy losers and smooth the transition (Cullenward and Victor 2020; Hallegatte,
Fay, and Vogt-Schilb 2013). When behaviors are weakly responsive to prices, when firms
and households lack substitution options to adjust to a change in fossil fuel prices, or
when prices cannot be changed for political reasons, implementing green industrial pol-
icies first can transform the capital stock or create substitution options while minimizing
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short-term social costs (Rozenberg, Vogt-Schilb, and Hallegatte 2020). Rather than a
substitute for other policies, such as carbon pricing, green industrial policies can there-
fore appear as a complementary, or preparatory step. And, when the main political econ-
omy obstacle is the political economy of concentrated impacts, governments can use
green industrial policies to support sunset industries to facilitate their downscaling or
adjustment. To reap the full benefits of green industrial policies, however, countries need
to carefully manage some political economy risks, including corruption, policy capture,
and distributional conflicts.

Some communities or regions specialize heavily in activities with high carbon
intensity, such as coal mining, and need a place-based approach to ensure a just and
acceptable transition. The experiences of European coal regions, which lost their
coal-related revenues and employment decades ago, illustrates how well-managed
coal transitions can minimize long-term negative effects. But managing such major
economic transitions takes time, and governments need to consider effects on labor;
social, human, and economic development; local ownership, participation, and mobi-
lization; stakeholder inclusion; and inclusiveness. Rather than adopting simple com-
pensation mechanisms that focus only on employment impacts, successful transitions
have targeted social, human, and economic development interventions and have had
strong local ownership and engagement. The Dutch 10-year coal phase-out, which
included substantial support for workers who lost their jobs and was supported by the
trade union, shows that a well-planned transition need not have severe long-term
adverse impacts.

Widely used to support the transition of distressed communities, place-based policies
can include a range of measures, from tax incentives and expenditures to manufacturing
extension and training programs. Although it is generally preferable to invest in people
rather than places (World Bank 2009), governments can justify place-based interven-
tions that reduce barriers to—or the costs of—migration, increase spatial equity, or help
affected regions fulfill their economic potential (Bartik 2020). The research on the costs
and benefits of place-based policies suggests that results depend on scale and design
(Grover, Lall, and Maloney 2022). But experience shows that these interventions need to
include multiple instruments, such as transportation investments to improve connec-
tions, fiscal incentives and direct service provisions, and a package of measures to foster
skills, enterprise development, and innovation. Considerable evidence demonstrates that
tax incentives alone are not enough for a policy to succeed: one study across 77 countries
finds that infrastructure and trade facilitation have a significant positive impact and that
tax and other financial incentives are less important (Farole 2011).

Policy process: Use public engagement and communication to
improve policies and their legitimacy

Engagement helps policy makers design good policies and levels the influence playing field,
preventing capture by the most influential interest groups. Different groups can voice their
priorities and values through civic engagement processes, giving policy makers crucial
information related to objective setting, instrument choice, and framing. Civic engagement
can bring different communities’ concerns to the surface, allowing policy makers to iden-
tify where complementary measures are needed. Including a wider array of actors in policy
processes can also spur policy innovation, allow governments to test reactions to policy
options ahead of implementation, and boost process legitimacy (box 0.3).
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BOX 0.3
Process legitimacy depends on how decisions are made

Process legitimacy—one of four critical dimensions of social sustainability alongside social cohesion,
inclusion, and resilience—is about how policy making and implementation happen, how consistent they are
with a given context, and how legitimate most actors perceive them to be. Specifically, it has to do with the
extent to which actors in society accept who has authority, what goals are formulated, and how decisions
are made and implemented.

Process legitimacy is strong when actors believe that decisions are made by credible authorities in ways
that align with their values and reflect accepted rules and norms relating to decision-making, including
measures that support conflict resolution and compromises. Transparent and participatory processes, and
desirable or acceptable outcomes, can enhance process legitimacy. Including and engaging potential
policy losers is particularly important when policies might incur costs.

Source: Barron et al. 2023.

FIGURE 0.5. Share of population that reported being “satisfied” or “very satisfied” with
El Salvador’s 2011 subsidy reform, 2011-13
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Public perception can be an important driver of opposition to climate policies, even
when policies follow a sound and progressive design. This is because, without public
trust, even well-designed, well-intentioned promises of compensation and redistribution
can lack credibility. Although El Salvador’s 2011 gas subsidy reform benefited households
in all but the top two deciles of the income distribution, it was unpopular, especially
among the lower-income groups that would benefit most, in large part because of misin-
formation and mistrust of the government’s ability to implement the policy. Perceptions
improved gradually—and significantly—with the share of people expressing support for
the policy increasing from 30 percent to 60 percent over a year and a half (figure O.5).
Similarly, empirical evidence from Indonesia shows a direct link between opposition to
fossil fuel subsidy reform and local perceptions of corruption (Kyle 2018). When corrup-
tion levels are perceived to be low, poor households are more than two-and-a-half times
more likely to support than to oppose fuel subsidy reform.
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Important tools include policy communication and awareness raising, which equip
different actors with the information needed to advocate for or appropriately respond to
policy measures. Transparency helps prevent and allay concerns about policy capture,
and such trust is essential for process legitimacy. For example, when Nigeria reformed
fossil fuel subsidies in 2012, its failure to explain the intended use of about half of the
subsidy savings raised suspicions of corruption, further fueling antigovernment protests
(Alleyne and Hussain 2013). Indonesia’s successful 2005 subsidy reform, by contrast,
included a wide-scale, well-prepared communication campaign that highlighted how
savings would be recycled through a cash transfer to compensate for the impacts of
reforms.

A way forward: Enacting climate action

For policy makers, introducing the policies needed to achieve climate objectives will be
challenging and will require time, resources, and political capital. Unsurprisingly, govern-
ments tend to rely more on climate policies that use “pull” (subsidies and incentives) and
nonmarket instruments because they tend to face less opposition than “push” (taxes and
fines) and market instruments (Drews and van den Bergh 2016). The 2022 US Inflation
Reduction Act, the world’s largest fiscal package for climate mitigation to date, comprises
only “pull” instruments, such as public investment and tax credits for clean energy, fuel and
vehicles, conservation, and reducing air pollution.

But not all climate reforms will be popular or easy. Achieving long-term goals will
mean changing and navigating the political economy. More disruptive or transformative
policies—which can often also improve efficiency, capacity, and productivity and deliver
benefits for development—require governments and policy makers to trigger shifts in
actors’ ideas, interests, or influence to generate enough support. This could mean
establishing the right governance framework, including civic engagement platforms, to
provide information that helps actors (re)form ideas about climate change and
(re)consider their interests, and allows them to influence the climate policy agenda. At
the strategic level, it also means selecting policies that not only are based on economic
costs and benefits but also influence the political economy and build consensus and
momentum toward shared objectives. At the policy level, it means trying to make more
difficult policy instruments acceptable or even attractive for key stakeholders by
engaging with those stakeholders early on, reflecting their interests in policy design,
and clearly communicating with them.

The urgency of the climate change challenge means that we cannot afford to wait for
the right governance and political economy context before starting to implement cli-
mate policies. Instead, institutional changes and capacity building will have to happen
in parallel with the implementation of the best policies, chosen among those that are
feasible and can create momentum and facilitate further action in the future. This pro-
cess will have to be supported by a combination of complementary policies—to protect
the most vulnerable and to prevent or compensate for concentrated impacts on sectors
or regions—and strong communication and engagement processes to make sure policy
design is informed by stakeholders and that stakeholders understand and accept policy
choices. Only such an approach, built for and informed by the political economy, can
unlock climate policy progress and create pathways to more rapid transformative
change.
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Notes

1. NewClimate Institute, Climate Policy Database, https://climatepolicydatabase.org.

2. Targets or strategies are considered “binding” when individuals and institutions in the public and
private sectors must comply with them, for instance, because the targets or strategies are part of
national legislation.

3. Sunrise sectors or industries are expected to grow in productivity and competitiveness over time
and benefit from climate and industrial policies; sunset sectors or industries are those in decline.
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Political Economy

A Major Barrier to Aligning
Climate Policies with Commitments

In 2015, 195 governments agreed to strengthen the global response to the urgent threat
of climate change by setting clear climate goals in the landmark Paris Agreement. They
agreed to hold global warming at well below 2°C above preindustrial levels and pursue
efforts to limit it to 1.5°C. The subsequent 2021 Glasgow Pact affirms the need to reduce
global carbon dioxide (CO,) emissions to net zero by midcentury to limit warming to
1.5°C. Net zero means reducing emissions as close to zero as possible and compensating
for the remainder with carbon removals through natural carbon sinks and technological
solutions. Staying within these limits should stabilize the climate and keep adaptation
needs within manageable bounds, safeguarding sustainable development and poverty
eradication efforts.

As of March 2023, 172 countries had submitted a new or updated nationally deter-
mined contribution in line with the Paris Agreement’s ratcheting mechanism to better
align country commitments with global goals (see box 1.1 later in this chapter). In addi-
tion, more than 70 countries covering 76 percent of global emissions have pledged to
reach net zero, including most major polluters, such as China, the European Union, and
the United States.

On the whole, countries’ emissions reduction commitments are converging on
Paris Agreement targets. According to the Climate Action Tracker, an emissions path-
way based on nationally determined contribution targets alone would likely lead to
warming of 2.4°C in 2100; when factoring in countries’ pledges, projections decrease
to the Paris Agreement’s upper global warming limit of 2°C (NewClimate Institute
2022). Although they will need to ratchet their emissions reduction commitments
further to align them with the 1.5°C limit, commitments are slowly converging toward
global goals, which is a major success for the Paris Agreement and its bottom-up
approach.

The urgent need to align policies with pledges and commitments

Despite increasingly ambitious high-level commitments, most countries are not on track
to achieve their own targets or to contribute their fair share to reducing global emissions.
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In fact, following decades of growth, CO, emissions surpassed prepandemic levels in
2022, reaching an all-time high of more than double the emission levels of 50 years ago
(UNFCCC 2023).

To align commitments with action, all countries urgently need to implement poli-
cies that will rapidly decarbonize their economies and development paths. To do so,
they will need to develop and implement policies to decarbonize the electricity sup-
ply; deploy efficiency measures, fuel substitution, and electrification to reduce emis-
sions from transportation, buildings, and industry; advance low-carbon agricultural
practices; protect and expand forests and other natural carbon sinks; and address
emissions related to lifestyle, behavior, and consumption with demand-side measures
(Fay et al. 2015).

The political economy as a major barrier to more ambitious
climate policy

Despite long-harbored concerns about their economic impacts, these climate policies can
work for the economy. If well designed and implemented, they can deliver benefits and
contribute to economic development goals. The Intergovernmental Panel on Climate
Change and much of the literature suggest that limiting global warming to 2°C or less
would have a small, and possibly negative, aggregate economic cost (IPCC 2023). The
World Bank Group’s Country Climate and Development Reports show that, with early,
well-designed actions, it is possible to reduce greenhouse gas (GHG) emissions by 70 per-
cent by 2050 without compromising economic growth. Countries could also see immedi-
ate economic, productivity, and health benefits because efficiency, electrification, and the
shift to renewable energy will improve air quality, reduce congestion, and reduce fuel
spending and imports.

These analyses raise the following key question: Why are the opportunities to capture
synergies between development, growth, poverty reduction, and climate objectives not
explored more systematically? This book claims that a key reason is that such policies do
not always work for politics: powerful vested interests, winners and losers, ideological
battles, and institutional inertia are just some of the political economy issues that make it
difficult to capture synergies between development and climate objectives. Unequal dis-
tributional impacts are undeniably part of the political economy challenge, but political
economy challenges go beyond distributional impacts. In recent years, several ambitious
climate-related policies have triggered intense public backlash and become highly polit-
ical issues, with many factors affecting public and political acceptability. There are also
governance and institutional challenges to consider. It is these political economy con-
straints, rather than technical limits, that pose the main barrier to more, and more strin-
gent, climate policies.

Widespread progress in spite of political economy barriers

These political economy barriers are not unmovable, and countries have not been idle: they
have implemented climate policies that are limiting emissions growth. The number and
coverage of climate policies have expanded considerably over the past three decades, and
evidence shows that they have curbed and continued to curb emissions growth (Eskander
and Fankhauser 2020; IPCC 2022). According to the NewClimate Institute’s Climate Policy
Database, countries have announced more than 4,500 climate policies over the last three
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decades (figure 1.1).! Key economywide policies, such as ending fossil fuel subsidies and
carbon pricing, are progressing but remain less frequent than sectoral policies. Long-term
targets and planning help countries coordinate across sectors, with short-term milestones
informing sector-level polices and actions and providing predictability and signals to
stakeholders.

The companion report to this book, Reality Check: Lessons from 25 Policies Advancing
a Low-Carbon Future (World Bank 2023a), provides examples of successful implementa-
tion of climate policies, even in difficult political economy contexts. High-visibility fail-
ures, or unrest as recently seen in Ecuador and France, hide the large and growing number
of climate policies that are being successfully implemented. The Reality Check report
finds that public and political support, strong institutions, cross-party backing, broad
engagement, and flexibility in design have played key roles in these successes.
Collaboration among diverse stakeholders, including government, private sector, civil
society, and academics, is vital. Capacity building aids policy design and execution, with
contextual adaptations necessary for success.

Many of the examples are not first-best policies or even best practice: to achieve suc-
cessful implementation, governments often had to compromise. They faced institutional
capacity constraints and had to manage trade-offs with other policy objectives. Some
interventions were just the first step, and most countries are adjusting policy design as
they draw lessons from real-world implementation. But these interventions managed to
draw enough support to be implemented, and to create momentum toward more climate
action. Examples include the following:

FIGURE 1.1. Climate policies announced globally, 1980-2020
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Climate Change (2009); COP21 = 21st session of the Conference of the Parties to the 1992 United Nations Framework
Convention on Climate Change (2015).
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Costa Rica’s National Decarbonization Plan. The government made a concerted effort to
convince diverse stakeholders of the need for bold action, some of whom did not origi-
nally share that ambition. The National Decarbonization Plan is one of the most ambi-
tious global strategies for low-carbon development for a middle-income country. Net
benefits of implementing the new plan are estimated at US$41 billion through 2050,
which helped Costa Rica mobilize at least US$2.4 billion in international concessional
finance.

The Arab Republic of Egypt’s energy subsidy reform. Egypt offers an example of
successful fossil fuel subsidy reform—a notoriously challenging policy to implement.
Energy subsidy reform has eased fiscal pressures, with the budget deficit falling
from 12.9 percent to 8.1 percent of gross domestic product between 2013 and 2019.
It has also encouraged greater private investment in clean energy, with solar and
wind generation growing almost threefold between 2014 and 2019. Proactive
communications and a boost in social protection mechanisms played strong roles in
facilitating the reforms.

British Columbia’s carbon tax. Introduced by the Canadian province in 2008, the tax
covers 70 percent of GHG emissions. Strong communication efforts facilitated imple-
mentation, with extensive empirical evidence finding that the tax reduced emissions
and inequality and raised growth and employment. The reform now receives majority
support from citizens.

Climate-smart agriculture in Africa’s Sahel region. Thanks to targeted interventions,
farmers have adopted low-cost, efficient traditional practices, such as agroforestry and
conventional rainwater harvesting techniques, to capture rainfall, reduce runoff,
restore soils, and improve agricultural productivity. In Niger, farmer-managed natural
regeneration increased yields by 16-30 percent between 2003 and 2008, while adding
nearly 5 million hectares of tree cover.

Colombia’s mandatory green building code. Along with this code, enacted in 2015, the
government introduced tax incentives for technical solutions such as insulation and
energy-efficient air conditioning systems. By the end of 2022, 11.5 million square
meters of green space had been built or were under construction (World Bank 2023c).
Between 2021 and 2022, 27 percent of new buildings were certified as green under the
International Finance Corporation’s EDGE program.

India’s national solar mission. The support of federal, state, and local policies and
regulations has contributed to the country’s solar success. One of the world’s most
rapidly growing solar markets, India saw solar go from 4 percent to 13 percent of power
generation between 2014 and 2022. The private sector has been heavily involved in
creating India’s renewable energy market, investing US$130 billion since 2004. The
country is becoming a domestic manufacturing hub for solar panels, which has created
new green jobs.

Power sector reforms in Kenya. These reforms have made Kenya one of the most suc-
cessful countries in attracting private financing for clean power assets, and an invest-
ment destination for independent power producers. Because of successful energy
sector reforms, as much as 70 percent of new power generation capacity in the country
is renewable energy, including geothermal, solar, and wind. Since 2000, the CO, inten-
sity of power generation has fallen fourfold. As well as reducing GHGs, these reforms
have had substantial development benefits, making electricity supply more reliable
and increasing people’s access to energy.
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The scope of this book

This book aims to understand why climate policies have been successfully implemented in
some places but have triggered strong opposition elsewhere, and to provide a framework to
help policy makers reproduce these successes and navigate political economy constraints.
The many political economy analysis tools already developed, inside and outside of the
World Bank (Fritz, Levy, and Ort 2014; Hudson and Leftwich 2014; World Bank 2017), do
not provide a discussion of climate change challenges. This book contributes to this line of
work by focusing on low-carbon development and countries’ emissions reduction objec-
tives. It does not, however, cover the whole range of issues relevant for the political econ-
omy of climate change.

First, this book focuses on low-carbon development and commitments related to GHG
emissions but does not cover similar political economy challenges faced by adaptation
and resilience goals. As discussed in World Development Report 2014: Risk and
Opportunity—Managing Risk for Development (World Bank 2013), there are similarly
strong political economy barriers to implementing resilience and adaptation policies
(for example, when flood management has an impact on land values and therefore the
redistribution of wealth). Strong vested interests and political conflicts will also affect the
feasibility and viability of policies related to sharing resources, such as water across
users, including for agriculture and irrigation, hydropower generation, health and
well-being, and maintenance of healthy ecosystems. Although these issues are important,
they are not the topic of this book.

Second, this book focuses on national-level political economy challenges, without
going deeply into the important international dimensions. For example, we do not dis-
cuss how to manage historical responsibility for today’s GHG concentrations and the
unequal use of the carbon budget available for keeping global warming well below 2°C.
Historical responsibility and the concept of Common but Differentiated Responsibilities
of the United Nations Framework Convention on Climate Change and the Paris
Agreement are essential dimensions of the discussion regarding the required ambition of
countries’ targets and policies, the needs for concessional and nonconcessional financ-
ing, and how to help poorer countries and people manage the unavoidable “loss and dam-
age” caused by climate change. These questions are related, because political feasibility
at the country level depends on the fairness of global processes and the fair contribution
of all countries; however, this book does not focus on such international challenges.

Third, this book focuses on how governments with a genuine commitment to their
stated climate goals can achieve those goals, despite facing a range of other objectives
and a complex political economy context. Governments have different incentives and
priorities when it comes to climate action. These are affected and constrained by the
domestic context, as discussed later in this book, and by the international architecture,
including the Paris Agreement (box 1.1) and other agreements and relationships. Although
a gap exists between the objectives stated in the international arena and the priorities
discussed in the domestic context, World Bank (2023a) provides ample evidence that
countries are working toward their stated goals. This book focuses on the barriers to
increasingly rapid actions—barriers created by the political economy context.

This book is part of a broader work program. Further work on climate governance, insti-
tutions, and political economy is under way at the World Bank to support an increasing
range of country analytics, engagements, and lending operations. That work aims to contrib-
ute to and support effective policy actions, as well as enable public and private investments.

31



32

Within Reach

BOX 1.1
The Paris Agreement ratcheting mechanism

The 2015 Paris Agreement is the second operational agreement reached under the United Nations
Framework Convention on Climate Change. The first, the 1997 Kyoto Protocol, set emissions reduction
targets for industrialized countries. Attempts to build consensus on a follow-up agreement to establish
legally binding targets for all major economies failed at the 15th Conference of the Parties to the United
Nations Framework Convention on Climate Change (COP15) in 2009. Countries took an alternative
approach, built around voluntary, nationally determined contributions, or NDCs (which are not legally
binding). Instead of top-down targets or enforcement mechanisms, the resulting Paris Agreement relies on
an “ambition ratcheting” mechanism, whereby countries regularly take stock of progress and increase the
stringency of their NDCs accordingly (figure B1.1.1).

Some authors question the Paris Agreement’s ability to achieve its global objectives because it
lacks mechanisms to solve the free rider problem and to enforce the agreement (Bang, Hovi, and
Skodvin 2016; Barrett and Dannenberg 2016; Keohane and Oppenheimer 2016; Nordhaus 2021; Sachs
2019). Hale (2020), however, makes the case that free riding is not the main obstacle to climate action.
This is because the free riding (or prisoners’ dilemma) framing neither captures the full complexity of
the decarbonization challenge nor provides consistent explanation for the political behavior and
outcomes observed in the past 25 years (Aklin and Mildenberger 2020). Hale identifies three essential
characteristics of the climate change mitigation challenge that a traditional (repeated) prisoners’
dilemma does not capture:

1. Development-climate synergies (or joint products). Contributions to global public goods also yield “pri-
vate” benefits, in the form of higher productivity and efficiency, reduced air pollution or congestion, and
reduced energy costs and imports, as illustrated in the Country Climate and Development Reports (see
World Bank Group 2022).

2. Heterogeneity. Countries face different costs and barriers to reducing greenhouse gas emissions, with
some benefiting from higher renewable energy potential and others losing out because of reduced
fossil fuel exports. Preferences also vary, with some countries exhibiting higher willingness to pay to
protect the global climate.

FIGURE B1.1.1. Paris Agreement: Mechanisms to ratchet ambition and monitor progress
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BOX 1.1
The Paris Agreement ratcheting mechanism (continued)

3. Increasing returns. Emissions reduction costs are not constant over time, and they depend on policies
and investments, as illustrated by the declines in the cost of renewable energy, electricity storage, or
electric mobility.

These characteristics mean that a group of early movers—those with lower emissions reduction costs,
higher synergies with development, and more willingness to act—can have a transformational global
impact by reducing costs for others. Thus, cooperative action becomes progressively self-reinforcing over
time and helps overcome the current “lock-in” to carbon-intense patterns through innovation and scale
(Bernstein and Hoffmann 2018; Farmer et al. 2019; see also chapter 3 of this book).

In this context, Hale (2020) claims that the Paris Agreement’s main contribution is its support for
“catalytic cooperation.” It helps build action over time by changing preferences and lowering the cost of
reducing emissions through technological change and shared experience on what works. The key weakness
of a “pledge and review” approach is that it captures only what countries will commit to. In a “one-off”
commitment system, this weakness would prevent the agreement’s success. But, with evolving technologies,
changing preferences, and increasing returns, countries may be willing to increase their own ambition over
time. Through the NDC updates every five years, the Paris Agreement aims to create a dynamic feedback
loop, capturing the impact of changed costs and preferences and translating them into enhanced ambition
in the way ahead. It is well known that cooperation is easier when commitments are repeated continuously
(Macy 1991), and most international institutions build on such an approach—for example, in trade regulations
and tariffs, or commons such as the ozone layer.

Other authors have emphasized the impact of the review process to identify good practices, better
anticipate costs and benefits, and increase the willingness to act (Abbott 2017; Aldy 2018; Chayes and Chayes
1995; Sabel and Victor 2017; Victor, Raustiala, and Skolnikoff 1998). The Paris Agreement includes several
mechanisms through which exchange across countries can accelerate action—the NDC implementation
review (article 13), the global stocktake (article 14), and the mechanism to “facilitate implementation of and
promote compliance with the provision of the Paris Agreement” (in a “nonpunitive” manner) (article 15)—
which are expected to facilitate countries’ actions and reduce risks and costs over time.

Policy makers face different incentives in the international and domestic arenas, and pledges to the
international community may differ from their domestic discourses and commitments (see box 1.3). Some
scholars suggest that countries often achieve their international objectives only because those objectives
require countries to do little more than they would in the absence of an international agreement
(Downs, Rocke, and Barsoom 1996), and some highly visible cases of noncompliance suggest that
international commitments can be empty promises, disconnected from domestic objectives. Other
evidence, however, shows that goal setting can create domestic incentives and policies—for example,
through benchmarking, international comparison, and “naming and shaming” (Biermann, Kanie, and Kim
2017; Kanie et al. 2017; Kelley 2017). Although the Paris Agreement does not include an assessment of
NDCs or their implementation, its transparency framework enables third parties to compare countries’
commitments and policies (NewClimate Institute and Climate Analytics 2019; van Asselt 2016).

International agreement also influences domestic political economy, affecting preferences and
creating new constituencies. International climate governance has built a unique network of stakeholders
and participants that goes beyond national governments to include nongovernmental organizations and
community representatives, the academic world and think tanks, subnational actors such as cities
and regions, and private sector actors, including industry associations and institutional investors (Betsill
et al. 2015). The influence of this broader set of actors makes it more likely that governments will find a
supportive constituency for strong climate policies (Bromley-Trujillo et al. 2016; Cao and Ward 2017,
Stokes 2020; Urpelainen 2009).

The Paris Agreement is only one of the international agreements relevant for climate action. The broader
international agenda—which includes the Sustainable Development Goals and the Addis Ababa Action

(Continued)
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BOX 1.1
The Paris Agreement ratcheting mechanism (continued)

FIGURE B1.1.2. Net GHG emissions per capita, by country income group, population, and GDP per
capita, 2019
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Agenda—is also closely connected. As climate action becomes better mainstreamed and climate policies
increasingly affect other domains, other agendas also become important. For example, the EU Carbon
Border Adjustment Mechanism, the Inflation Reduction Act and its local content requirements, and the
development of global green value chains all illustrate how climate policies increasingly connect to global,
multilateral, and unilateral trade agreements. These parallel negotiation arenas create new incentives for
countries to act on climate change—for example, to benefit from easier access to global consumer markets.
Building on these opportunities could create additional incentives for action—for example, through climate
clubs that would provide benefit for members that achieve certain levels of ambition or implement certain
policies (Nordhaus 2021).

Nevertheless, the Paris Agreement faces difficult challenges, including on equity across countries. High-
income countries have much higher emissions per capita than the rest of the world, and these countries
have consumed a disproportional share of the carbon budget available to keep global warming well below
2°C (figure B1.1.2). And, despite declining emissions, their policies are still considered inconsistent with
their own stated climate objectives (IPCC 2023; UNFCCC 2023). Regardless of whether the international
community and network of international agreements create appropriate incentives and prevent free riding,
there is a consensus that they do not provide appropriate resources for lower-income countries to tackle
climate change. The discussion on the “means of implementation” remains extremely controversial. Most
visible is high-income countries’ failure to deliver on their commitment—made in Copenhagen in 2009 and
included in the Paris Agreement in 2015—to a collective goal to “mobilize US$100 billion per year for the
needs of developing countries in the context of meaningful mitigation action” (UNFCCC 2023).
Understandably, many low- and middle-income country governments have asked for accelerated action in,
and increased financial and technological support from, high-income countries before they implement
more ambitious policies.
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Building on this book and previous work focusing on public financial management and cli-
mate change, future work will focus on the full range of institutional capabilities that coun-
tries need to address climate change challenges, in key sectors such as energy, agriculture,
and forestry, and for disaster risk management.

Outline of this book

Chapter 2 discusses climate governance, and how countries can adapt their institutional
architecture to enable climate policies. It begins with an overview of climate governance,
its forms, and its functions, and considers how countries can use it to enable more transfor-
mative action by reducing political economy barriers and increasing support over time. The
chapter then focuses on national climate legislation, long-term strategies, and just transi-
tion frameworks—all of which can play a crucial role in building a public mandate for action
and the institutional architecture to achieve it.

Chapter 3 explores how to prioritize and sequence climate policies to create ambitious
policy pathways. The objective is to consider policy choices and prioritization not only in
a static framework but also in terms of ongoing feedback dynamics between policies and
political economy constraints. The chapter discusses how to select policies that align
with a country’s current capacity and institutional context, build future capacity, and
influence the political economy over the long term. It then uses the Climate Policy
Database to develop the Climate Policy Feasibility Frontier, a tool to help identify—in a
given country context—the most realistic policies that can build momentum toward long-
term objectives and transformation.

Chapter 4 focuses on policy design, or how to navigate political economy constraints
and minimize negative distributional impacts. Distributional impacts cause opposition to
climate policies from those who expect to experience negative impacts as well as from
those concerned about the fairness of policy outcomes. The chapter explores distribu-
tional impacts along multiple dimensions, including income groups, sectors, regions,
smaller spatial areas, and other preexisting dimensions of exclusion. It suggests
approaches and processes for designing policies and their complementary actions in
ways that improve design, monitor results, identify unintended consequences early, and
build the needed legitimacy of climate action.

Finally, chapter 5 discusses public engagement and communication as tools in the pol-
icy process to maximize acceptability and legitimacy of reforms. It looks at different
approaches to public engagement that can be applied throughout the policy development
and implementation process to help policy makers navigate issues of fairness and equity,
as well as limit undue influence and capture by vested interests. Acknowledging the fact
that even well-designed reforms do not necessarily spur public support, the chapter dis-
cusses how well-targeted communication strategies can increase societal acceptance.

The 4i Framework for understanding political economy barriers

At first glance, the political economy barriers that impede climate change policies can
appear so wide and varied that they defy any systematic assessment, let alone strategy.
Governments manage many competing demands with constrained resources, and future
climate change impacts are less visible and salient than immediate transition costs. Short-
term political mandates can undermine action on long-term objectives; vested interests,
misinformation, and lobbying can distort the policy discourse and public opinion;
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high-level climate ambitions are not always in tune with the day-to-day priorities of politi-
cal leaders and communities; low institutional capacity and poor governance can hamper
progress; and repeated crises can change short-term priorities overnight.

Political economy has become a buzzword in climate discussions, especially when it
comes to explaining climate policy failures. The following economy analysis tools can
help governments build a comprehensive map of the political economy to inform their
governance and policy strategies (World Bank 2017):

e Institutional analysis examines the formal and informal rules, norms, and practices
that govern economic and political behavior, such as property rights, regulatory frame-
works, and corruption. The World Bank’s Climate Change Institutional Assessment is
an application of this approach to climate change (see chapter 2).

e Stakeholder analysis identifies and explores the preferences and power of different
actors, such as government officials, private sector actors, civil society groups, and
international organizations.

e Power analysis analyzes the distribution and sources of power among actors in society,
including how they exercise and contest it.

e Narrative analysis maps out predominant narratives, themes, and discourses to under-
stand how actors construct meaning and understand political and economic processes,
decisions, and outcomes.

A background paper for this book proposes a political economy framework—the
4i Framework—to provide a common and unifying ground from which to address the
challenge (Godinho, Hallegatte, and Rentschler, forthcoming). As shown in table 1.1 and
figure 1.2, the 4i Framework depicts the political economy as a system made up of
mutually constitutive, interdependent, and dynamic relationships between the core
elements—institutions, interests, ideas and influence—or the four i’s (Jackson 2009).

Institutions matter

Governance and political institutions influence governments’ ability to design and
implement climate policies. The nature of the institutions influences their ability to
implement these policies, but this link is complex and depends on many other factors.

TABLE 1.1. The four i’s of political economy

Four i’s Definition Examples

Institutions The formal and informal rules, norms, and Legislation and policy, legal systems, government
organizations that provide incentives and constraints  agencies, tradition, norms, trust, and cultural
for economic, political, and social behavior in society  practices

Interests The wants, needs, and objectives that shape the Income or profit (material); voting, representation, or
preferences and behavior of actors political office (political); and belonging or status

(social)

Ideas The beliefs, values, and worldviews that shape the Ideologies, identity, morals, cultural narratives, and
preferences and behavior of actors scientific paradigms

Influence The power, authority, and leverage that actors use to  Voting, civic organization, protest, media and

advance their interests and ideas and their interaction
with each other and with institutions

communication, political lobbying, and bribery

Source: Godinho, Hallegatte, and Rentschler, forthcoming.
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FIGURE 1.2. The 4i Framework and four-pronged approach for climate policy
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Despite important exceptions, on average, parliamentary democracies are more likely to
implement climate policies and generally have lower emissions growth (Lachapelle and
Paterson 2013; Lamb and Minx 2020). Proportional electoral systems seem to reduce the
political costs of long-term climate policies, allowing governments to impose short-term
costs on voters (Finnegan 2022). Countries with longer experience of democracy also
appear to have more climate policies (Fredriksson and Neumayer 2013), possibly incentiv-
ized by democratic cultural norms such as accountability, a free press, and a stronger civil
society. However, democracies are less likely to pass climate legislation ahead of elections
(Lamb and Minx 2020), and having multiple veto points can make passing new laws or
policies more difficult (von Stein 2022). Less democratic governments with strong state
capacity and lower exposure to corruption may be able to implement swifter, more
wide-ranging, and less popular climate policies (Beeson 2016; Michaelowa 2021). Political
culture and public acceptability remain important in all contexts. Chapter 2 of this book
focuses on how the political economy shapes the emergence of climate institutions and
how governments can establish more strategic and sustainable climate governance.

The degree of (de)centralization in a country can also affect administrative capacity and
effectiveness. On the one hand, environmental federalists have long argued that more cen-
tralized governance is needed for a coherent response to nationwide or global problems,
such as climate change (Shobe 2020). Proponents of decentralized responses, on the other
hand, argue that decentralization has two major political economy benefits. First, it allows
for more ambitious subnational-level action in the absence of central government
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leadership (Steurer and Clar 2015). Second, it may make it easier for policy design and
implementation to reflect local ideas and interests, increasing support for such policies.
Looking at how India’s fiscal federalism can be adjusted to account for climate change,
Martinez-Vazquez and Zahir (2023) identify many challenges related to the attribution of
roles and responsibilities, revenue assignment, and fiscal transfers and borrowing.

The perception that institutions lack transparency, fairness, and good governance can
undermine people’s confidence in government policies and trigger opposition. Sectors
that are central to mitigation efforts—such as energy, extractives, land use, and forestry—
are also common sites of corruption (OECD 2016; Sovacool 2021; Tacconi and Williams
2020). There is also evidence of corruption in renewable energy technologies, such as
hydropower (Pavlakovic¢ et al. 2022; Scudder 2008), wind power (Gennaioli and Tavoni
2016), and solar power (Dvorak et al. 2017). Corruption undermines trust in and support
of government and increases inefficiency and costs, which can exacerbate citizens’ con-
cerns (Kulin and Johansson Sevi 2021). Research shows that exposure to corruption is a
limiting factor for climate policy and is associated with higher emissions (Lamb and
Minx 2020). People’s support for policies is shaped by their perception of a government’s
track record, and citizens of countries with poor governance and widespread corruption
are less trusting of public policy promises and institutions’ capacity to deliver in the pub-
lic interest. Empirical evidence from Indonesia, for example, shows that opposition to
fossil fuel subsidy reform is directly linked to local perceptions of corruption (Kyle 2018).

Administrative capacity, civic consultation and responsiveness, and sector governance
norms are key determinants of the effectiveness of climate policy and influence policy
instrument choice (Lo 2015, 2021a, 2021b; Macaspac Hernandez 2021). For example,
countries with strong institutional capacity tend to favor regulatory over fiscal climate
policies (Hughes and Urpelainen 2015). Countries with weak institutions are less likely
to be able to introduce complex instruments and policies, such as emission trading sys-
tems, technology-focused research and development, or sophisticated targeting systems
to protect vulnerable populations. Chapter 3 of this book focuses on how the sequence of
climate policies should not only consider capacity constraints but also be designed to
build this capacity over time.

Interests diverge

Even when climate policies have positive economic impacts in the aggregate, they may still
have large distributional impacts. This is the key focus of chapter 4. In general, opposition
can be expected from those who benefit from existing institutions and policies, and who
therefore have a vested interest in maintaining the status quo. Similarly, support can be
expected from those who stand to benefit from policy change. The reality, however, is often
more complex because actors can have multiple, sometimes conflicting, interests. Uneven
distributional impacts, such as consumption impacts, sectoral effects on skills and labor, or
their spatial dimension, can lead negatively affected actors to prioritize economic over
other interests.

Actors involved in or benefiting from fossil fuel extraction and production, energy-
intensive industries, or deforestation tend to oppose climate policy. Fossil fuel subsidies
and other incentives serve to entrench such interests, sometimes indirectly (box 1.2),
especially in the energy sector (Skovgaard and van Asselt 2018). Studies show that when
the coal, gas, or oil industry plays a disproportionate role in the power sector, local
economy, or exports, opposition from these industries and the spatial effects of climate
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BOX 1.2
The challenge of indirect carbon pricing: Hidden incentives and interests

Governments use a variety of instruments to price carbon. The World Bank’s annual State and Trends of
Carbon Pricing reports on progress in this domain (World Bank 2023b). The choice of instrument and
policy design depends on the policy objectives and national circumstances, including the political economy.
For example, emissions trading systems (ETSs) have often seemed politically easier to introduce than
carbon taxes, especially when free permit allocation has protected big emitters against a large increase in
costs (World Bank, forthcoming). But direct pricing of emissions through carbon taxes or ETSs does not
paint a complete picture of the price incentives facing actors. For example, a fuel excise tax provides a
carbon price signal, even though it is not necessarily proportional to a product’s relative emissions. Such
indirect carbon pricing policies are primarily implemented for purposes other than climate mitigation, such
as raising revenue. Fossil fuel subsidies—prevalent across countries—effectively constitute a negative
indirect carbon price, counteracting the positive price signal from direct and indirect carbon pricing
instruments.

The magnitude of indirect carbon pricing policies dwarf those of direct carbon pricing. In 2022,
governments collected almost US$100 billion in revenue from ETSs and carbon taxes, but fossil fuel excise
taxes and subsidies were worth over US$1 trillion. An Organisation for Economic Co-operation and
Development report estimating net effective carbon rates across 71 countries finds that implicit or indirect
carbon prices set by fuel taxes are generally much higher than those set by carbon taxes or ETSs (OECD
2022a).2 With a weighted average indirect carbon price applied by fossil fuel taxes in 2021 three times the
average carbon price set by carbon taxes and ETSs, fuel excise taxes account for about three-quarters of
the total positive carbon price. Failure to account for the impact of indirect carbon prices (particularly
fossil fuel subsidies) can be misleading and obscure price incentives (Pryor et al. 2023). For example, many
countries, including France and Uruguay, have introduced explicit carbon taxes while also reducing other
energy taxes to smooth the shock on total energy prices and make the introduction of a new tax more
politically acceptable.

Source: J. Pryor, based on World Bank 2023b.
a. The net effective carbon rate includes the carbon price applied by direct carbon pricing instruments (ETSs and carbon taxes)
and fuel excise taxes minus fossil fuel subsidies across 71 countries.

change action can create challenges for climate policy making (Fankhauser, Gennaioli,
and Collins 2015; Lachapelle and Paterson 2013; Lamb and Minx 2020). Similarly,
dominant agriculture and forestry interests can obstruct or undermine climate
mitigation efforts (Angelsen et al. 2012; Hochstetler 2020). In addition, policy makers
have their own interests that are shaped by things such as their specific responsibilities,
their relations to other stakeholders, or lobbying (box 1.3).

Environmental organizations and low-carbon industries, in contrast, have an interest
in—and are therefore more likely to support—climate policies. Thus, policy sequencing
(explored in detail in chapter 3) can help governments foster supportive interest groups.
For example, green innovation and industrial policies can help grow political support
coalitions and reduce the cost of low-carbon technologies, increasing the support base
for broader climate policies.

Actors’ interests are contingent on policy choice and design. For example, labor unions
have an interest in protecting jobs. If governments adopt a just transition approach by includ-
ing active labor market policies and compensation schemes in their climate reforms, labor
unions are more likely to support them. Similarly, civic interest groups and the general public
may oppose or support climate policy, depending on cost-of-living or distributional outcomes
(Dorband et al. 2019; Sovacool 2017). For this reason, the public often favors “pull” (subsidies
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BOX 1.3
Policy makers have their own interests

Decision-makers in the political sphere exhibit diverse interests, influenced by factors like their specific
responsibilities, relations to other stakeholders, or exposure to lobbying (Jakob et al. 2020). These factors
can lead to situations in which the best interests of the public may not align with the individual incentives
and rational self-interest that shape the behavior of policy makers (Persson and Tabellini 2002).

Policy makers have interests that affect whether they support or oppose climate policies, notably
(re)election to public office. Although it is generally expected that political decision-makers will respond
positively to an increased prominence of, and public demand for, climate action (Schaffer, Oehl, and
Bernauer 2022), they may avoid or delay action when policies could cost them at the polls or threaten
political funding channels (Furceri, Gansimeir, and Ostry 2021). A group’s political power is therefore a
decisive aspect in shaping a policy maker’s interest, which becomes key in climate politics: the main
beneficiaries of strengthened mitigation efforts are not born yet and therefore cannot influence policy
makers’ interests and current decision-making (Persson and Tabellini 2002). In Europe, green political
parties have played an important role in driving the climate agenda and have reaped the benefits at the
polls as public demand for climate action increases (McBride 2022). However, examples from Germany, the
Netherlands, and Romania, where approval ratings for right-wing populist parties are on the rise, partly in
response to government climate action, show that it can work the other way, too.

Lobbying efforts and the power dynamics of interest groups can also affect policy makers’ interests and
sway policy decisions. The success of these lobbying efforts predominantly depends on the political power
of involved groups, determined by aspects such as representation, resources, or networks. For example,
highly institutionalized groups like farmers often have greater influence on the political process than does
the general public, which is less organized and may therefore be unable to effectively communicate its
interests (Persson and Tabellini 2002). As a result, the relationship between policy decisions and public
opinion is not always straightforward. For example, Finland collected public opinion on 99 energy and
climate policy measures through an online survey to inform its National Energy and Climate Strategy for
2030, yet the resulting policy outcomes did not reflect the survey results (Kinnunen 2021).

The rational self-interest of policy makers can be another driver of decision-making in the political
process. In the absence of a coherent climate governance strategy and enabling institutional architecture
and capacity, conflicting interests among policy makers can be difficult to overcome, especially when their
interests extend beyond their political office. The “revolving doors” phenomenon—whereby individuals
move from public office to private companies and vice versa—is often identified as a risk factor. Those
advising decision-makers, including scientists and economists, also have interests of their own, such as
maintaining influence in policy making, which can make them vulnerable to pressure to legitimize political
policy preferences (Geden 2015). For example, some suggest that models that rely heavily on negative
emissions technologies despite high costs, low co-benefits, and uncertain feasibility offer a backstop to
political interests that want to delay action (Beck and Mahony 2018; Honegger and Reiner 2018; KeyRer
and Lenzen 2021; Otto et al. 2021).

and incentives) over “push” (taxes and fines) policies (Drews and van den Bergh 2016)—see
figure 1.3. Policy design can be tailored to the interests of different actors to increase support
or acceptability (Wicki, Fesenfeld, and Bernauer 2019).

Ideas are a battleground

Actors do not act only in their own political or economic interests; they also pursue and
respond to ideas, making the policy process and communication a key part of the challenge.
Stakeholder and public knowledge, opinions, and perceptions are key drivers of climate
policy decisions, especially in competitive electoral democracies (Drews and van den Bergh
2016). Public knowledge about the effects of a policy is key because refusal can often be
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FIGURE 1.3. Share of respondents who supported different climate change policies across 28 countries
in 2022
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Source: World Bank staff calculations, based on data from Dabla-Norris et al. 2023.

Note: Each row in this figure shows the share of favorable responses in each country to the following questions: “Thinking about all of
the impacts of a carbon pricing policy, to what extent do you support or oppose such a policy in your country?”; “Thinking about all
the impacts of a subsidy to renewable energy, to what extent do you support or oppose this policy in your country?”; and “Thinking
about all of the impacts of regulation, to what extent do you support or oppose this policy in your country?,” respectively.

traced back to issues of complexity and a lack of understanding rather than to interest-based
rejection. For example, studies from Germany show that 62 percent of respondents feel
rather or very poorly informed about the carbon pricing scheme and largely overestimate
its negative financial effects (ERler et al. 2023). The interplay between the ideas and inter-
ests of the public, decision-makers, influential stakeholders, and political leaders is a stand-
out issue. Political leaders and influential stakeholders can have particular impact, as seen
in Brazil, Mexico, the Philippines, and the United States (Lachapelle and Paterson 2013;
Marquardt, Oliveira, and Lederer 2022). However, public ideas are also important, espe-
cially when they lead to mobilization for or against policies, as demonstrated by the Gilets
Jaunes protests in France and the global Fridays for Future movement.

Ideologies and worldviews tend to overshadow subjective climate change knowledge,
education level, and demographics (Hornsey et al. 2016; McCright, Dunlap, and Marquart-
Pyatt 2016). Survey data show that concerns about climate change are high and that the
public generally supports climate action, albeit with large variation in support for differ-
ent climate policies (Ipsos 2022; OECD 2022b) and across nationalities, socioeconomic
groups, and educational attainment levels (ISEAS-Yusof Ishak Institute 2022). When
comparing public concern about climate change across countries, commitment to demo-
cratic values is an important predictor (Lewis, Palm, and Feng 2019). Although ideational
factors can coalesce or contribute to making climate change acceptance or denial an
intergroup identity issue, polarizing public opinion, their effects differ across contexts.
For example, education has positive effects on pro-climate beliefs at low and middle lev-
els of development (Czarnek, Kossowska, and Szwed 2021). At higher levels, however,
this effect declines. Social consensus on the reality of climate change and the need for
action can also mediate identity- and ideology-based denialism (Goldberg et al. 2020).
Trust—in government, science, and peers—is another important mediator that can influ-
ence support for climate policies (Drews and van den Bergh 2016; Jagers, Lofgren, and
Stripple 2010; Kitt et al. 2021; Kulin and Johansson Sevi 2021; Lamb and Minx 2020).
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As with public opinion, ideology and information also shape policy makers’ climate
beliefs, ideas, and interests (Elgin 2014). Policy making can be especially difficult when
ideological polarization exists among decision-makers (Rietig 2019). Policy makers are
also often targeted by networks of think tanks and experts funded by—and producing
research to the benefit of—vested interests (Franta 2021; Plehwe 2014). This targeting is
concerning, because policy makers often rely on scientific or economic ideas to legiti-
mize or change their policy choices (Satoh, Nagel, and Schneider 2022). To support
evidence-based policy making and prevent undue influence by vested interests, increased
transparency in policy research is vital. Scientific and other research bodies, especially
those with a public mandate and transparent funding, can play an important role in
informing policy and holding policy makers to account. For example, the United
Kingdom’s Committee on Climate Change has been instrumental in shaping climate pol-
icy (Averchenkova, Fankhauser, and Finnegan 2021). International scientific bodies,
agencies, and nongovernmental organizations—such as the Intergovernmental Panel on
Climate Change and the International Energy Agency—can also inform policy making by
providing research and policy advice.

Although belief in climate change is an important determinant of support for cli-
mate action in general, public acceptability of specific policies depends more on
design and communication (Hornsey et al. 2016). People often lack the necessary
knowledge and firsthand experience to make informed decisions. Moreover, because
they have limited time and resources to weigh the costs and benefits of complex pol-
icy issues, they rely on trusted actors to make decisions for them (Kitt et al. 2021;
Terwel et al. 2010). The public often bases its trust in policy makers and government
officials on their perceived competence and integrity, as well as on the extent to
which their values align (Kitt et al. 2021). Research in psychology has shown that
people are more likely to accept information when it comes from a communicator
whom they perceive to be an expert and to have no additional motives for communi-
cating the information (Kelman and Hovland 1953). Policy design, framing, and com-
munication that address public concerns and build trust can help increase public
support for climate action. As shown in figure 1.4, perceptions of fairness and effec-
tiveness are the strongest determinants of public support for climate policies
(Bergquist et al. 2022). Research shows that focusing policy communication on
co-benefits and appealing to values such as community and fairness can build sup-
port for climate policy and circumvent ideological obstacles (Bain et al. 2016).
Chapter 5 of this book explores how public engagement, policy processes, and com-
munication can facilitate acceptance of and support for climate policies.

Influence has many avenues

Actors’ ability and means to influence policy making ultimately determine whose interests
and ideas are reflected in policies (box 1.4). Power struggles take place in a range of
arenas—from news media to behind-doors lobbying—and at all stages of the policy-making
process—from framing issues and solutions, to designing policies and institutions, to
interpreting and implementing policies (Morrison et al. 2019). Power dynamics skewed
toward incumbents with an interest in maintaining the status quo can derail or delay
climate policy. Understanding the balance, source, and mode of influence between actors
helps address power imbalances and makes policy processes and outcomes more inclusive
and representative (chapter 4 addresses this topic).
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FIGURE 1.4. Relationship between determinants and public opinion about climate change
taxes and laws
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Note: This figure shows the result of a meta-analysis based on 51 articles incorporating 89 data sets from 33
countries with a total of 119,465 participants. The y-axis measures the importance of a factor (for example,
perception of fairness) on a measure of public opinion about climate change taxes and laws (for example, opinion
regarding a reform that would increase gasoline prices and reduce public transportation prices).
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BOX 1.4
Mapping out actors’ interests, ideas, and influence

A common stakeholder analysis approach uses a matrix tool, sometimes called a power-interest matrix, to
map out actors’ power and preferences. Within the 4i Framework, power refers to actors’ relative influence;
their preferences depend on their interests and ideas (figure B1.4.1).

* Key actors (upper right in the figure) have the most influence and have strong preferences related to a
specific policy issue or reform. Understanding the interests and ideas underlying their preferences and
sources of influence is essential.

e Latent actors (upper left) have influence but have no strong preference relating to the policy issue.
They might be context setters—including institutional bodies, such as regulators—that are not actively
involved but whose implicit support is required to pass or implement the policy.

e Marginalized actors (lower right) have strong preferences, or may be significantly affected by the policy
reform, but have limited influence over other actors or in policy processes. They can quickly move into
the upper right quadrant when mobilized—for example, during mass protests or strikes.

* Apathetic actors (lower left) have limited influence and weak preferences related to the policy issue or
are disengaged.

(Continued)
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Mapping out actors’ interests, ideas, and influence (continued)

FIGURE B1.4.1. Power-interest matrix
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Source: Original figure prepared for this report.

Economic and political incumbents use access, resources, and position to influence
policy decisions. Lobbying plays a big role, and incumbent industry has an advantage in
terms of organization, resources, and access to decision-makers. In the United States,
fossil fuel and transportation companies, utilities, and affiliated trade unions spent at
least US$2 billion on climate lobbying between 2010 and 2016 (Brulle 2018; Culhane,
Hall, and Roberts 2021; Meng and Rode 2019). In Finland, lobbies have successfully
shaped climate policy by directly (and discreetly) lobbying politicians and participating
in policy processes (Vesa, Gronow, and Yld-Anttila 2020).

Incumbent industries can effectively oppose, or sometimes ignore, climate policies.
They can oppose policies through noncompliance, particularly when enforcement is
costly, information asymmetries exist, and regulation is weak. They can also secure for-
mal or informal exemptions, as attested by the large numbers evading air pollution, gas
flaring, and fuel standard regulations in various countries (Cao et al. 2021; Gupta, Saksena,
and Baris 2019; Korppoo 2018; Ya'u, Saad, and Mas’ud 2021). Quashing implementation
through insufficient budget support is also common, highlighting challenges for design-
ing enforceable policies that are resilient to change or fracture within government. For
example, Mexico’s General Law on Climate Change, Ley General de Cambio Climatico,
hailed as one of the world’s strongest climate laws when it was passed in 2012, has been
weakened by its lack of concrete and timely implementation mechanisms, low support
among elected leaders, and lack of budgetary support for climate institutions
(Averchenkova 2020; Vance 2012).

Those with less direct influence over policy making or policy makers—notably civil
society and civic groups—have used alternative strategies, such as mass mobilization and
protests. Outsiders with few resources or little direct access to policy making can use
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several mechanisms to influence policy. Swaying public knowledge of and demand for
climate action is one way to change incentives facing policy makers concerned with elec-
toral support (Newell 2021), and public mobilization has promoted action and urgency
(Cheon and Urpelainen 2018; Fisher and Nasrin 2021; Piggot 2018). Indeed, international
and local movements, campaigns, and coordination—such as Fridays for Future and
Extinction Rebellion—have become increasingly influential (Ginanjar and Mubarrok
2020; Li, Trencher, and Asuka 2022; Marquardt 2020; Rayner 2021).

Litigation is another strategy that has gained in both momentum and impact, espe-
cially among people who face barriers to direct participation in or influence over policy
processes (Setzer and Vanhala 2019). The number of climate change-related cases target-
ing governments, private sector actors, and financial institutions has more than doubled
globally since 2015 (Setzer and Higham 2022). Some cases—such as that brought by the
Dutch Urgenda Foundation—have used a country’s constitution or human rights law to
challenge the adequacy of existing climate policy to increase government ambition
(Wewerinke-Singh and McCoach 2021). Others have used litigation to challenge fossil
fuel exploration licenses, environmental impact assessments, and the transparency of
decision-making or information, for example, on climate risks; still others have brought
corporate liability and fiduciary duty cases against private sector actors (Setzer and
Higham 2022). For example, projects for a third runway at London’s Heathrow Airport
were ruled illegal because the plans did not adequately consider the UK government’s
climate commitments (Carrington 2020).

Civic actors’ influence in climate policy making and implementation depends on, and
is often limited by, other political economy factors. In particular, the relative power and
influence of vested interests alongside increasing state-sanctioned intimidation and vio-
lence limit civic engagement. Environmental defenders tend to face high personal and
physical risk, despite relying primarily on nonviolent means of action. In 2020, the global
Environmental Justice Atlas identified 2,743 cases of environmental conflict. Among
actors taking some form of civic action, including litigation, protest, or mobilization,
18 percent had experienced physical violence; 13 percent had been assassinated; and
about 20 percent faced criminalization of dissent through imprisonment, restricted
rights, or prosecution without clear charges (Scheidel et al. 2020). Intimidation is not, of
course, the only influence; misinformation campaigns and strategic communications by
vested interests are especially potent in limiting or redirecting civic engagement (Supran
and Oreskes 2017). Around the world, spaces for civic engagement and media freedom, or
the protection of these spaces, are being closed, with implications (intentional or other-
wise) for environmental civic action and thus on the design of climate policies.

In a nutshell: A dynamic strategy to progressively reduce
constraints and build support for climate policies

This book finds that the political economy is not written in stone and should be considered
a changing and malleable constraint. When prioritizing and sequencing climate policies,
and when designing policy processes and climate policies themselves, governments can
apply a dynamic approach to the political economy challenges to climate governance. This
dynamic lens leads to the following three key messages.

First, governments should aim to move from opportunistic or unstable to enduring
and strategic climate institutions. Country-level political economy dynamics—specifically
climate policy narratives and political polarization—determine the best approach to
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climate institutions in different countries. The climate institutions that are a “good fit”
for the political economy today can pave the way for more strategic climate institutions
tomorrow. Climate change framework laws, long-term strategies, and just transition
frameworks and principles are key strategic climate institutions that can fundamentally
alter the political economy of climate policies.

Second, governments should select and sequence policies on the basis of dynamic
rather than static efficiency, considering how they feed back on the political economy
and balancing short-term feasibility with long-term objectives. The lowest-cost option
from a purely economic perspective may well lead to political backlash and create higher
costs in the future, whereas choosing a more expensive policy today might be more
dynamically efficient if it shifts the political economy to make it easier to implement
more efficient policies later. By strategically selecting and sequencing policies, govern-
ments can build institutional capacity and create policy beneficiaries who will support
further policy action. Governments can also offer firms and people affordable options to
substitute away from fossil fuels. They can also leverage reinforcing policy feedback pro-
cesses and target tipping points in the broader socio-technical-political system to accel-
erate transformational change. These tipping points, which can be technological, social
and behavioral, or political, are key to accelerating decarbonization. Strategically select-
ing and sequencing feasible policies does not mean climate progress will be slow.

Third, policy process and design need to consider the political economy, including
concentrated distributional impacts and the need for policy legitimacy. Climate policies
have heterogenous distribution implications across societal groups, income classes, sec-
tors, occupations, or space; and the variance in impacts is larger within income groups
than across income groups. Compensation to protect poor and vulnerable populations is
possible and affordable; however, the political economy involves more than distributional
impacts, and protecting poor households is not enough to ensure acceptability. Opposition
to a policy reform is often triggered by concentrated impacts on well-organized or
well-connected groups, such as powerful interest groups, organized workers in key sec-
tors, the urban lower-middle class, carbon-intensive regions, or other societal groups,
making complementary policies and compensation more challenging to design and
implement. Opposition also often originates from a perceived lack of legitimacy of
(or agency in) the policy process. Civic engagement and communication can help build
legitimacy and develop working compromises and necessary support by mediating distri-
butional conflict, differences in preferences and priorities, and unequal power dynamics.

Note

1. NewClimate Institute, Climate Policy Database, https://climatepolicydatabase.org.
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Climate Governance

Strategically (Re)Building the
Institutional Context for Transition

KEY INSIGHTS

National climate governance is about how states build, use, and adapt formal institu-
tions (organizations and rules) to address climate change by making credible com-
mitments and institutional arrangements that facilitate coordination and cooperation
to achieve them.

Governments should aim to move from opportunistic or unstable to enduring and
strategic climate institutions. Climate institutions that are a good fit for the politi-
cal economy pave the way for more strategic climate institutions.

Climate change framework laws, long-term strategies, and just transition frame-
works and principles are key strategic climate institutions that can fundamentally
alter the political economy of climate policies. Creating a whole-of-economy insti-
tutional structure and a shared vision for action can help align institutions, inter-
ests, ideas, and influence with the transition.

The previous chapter shows how most countries face political economy constraints, mak-
ing it difficult to adopt and implement sufficiently stringent climate policies. This chapter
focuses on the role of climate governance and institutions, looking at how the political
economy shapes the emergence of climate institutions, from often opportunistic or ad hoc
structures to more strategic approaches.

Using formal institutions to address climate change on
a national level
Governance can be described as the way rules, norms, and actions are structured,

sustained, regulated, and held accountable. It is the process through which state
and nonstate actors interact to design and implement policies within a given set
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of formal and informal rules that shape and are shaped by power (World Bank
2017). This process is frequently affected by common problems such as capture,
unbalanced resource allocations, and limited stakeholder engagement in decision-
making (figure 2.1).

Public institutions are key in shaping the governance process and executing process
outcomes. Public institutions include government and public service bodies that struc-
ture public affairs, deliver services, and implement regulations, and the rules that govern
those bodies. To enable climate policies, institutions need to perform three key functions:
enabling credible commitment, inducing coordination, and enhancing cooperation
(World Bank 2017)—see table 2.1.

Climate institutions can help establish formal rules and organizations that facilitate
the design, implementation, and enforcement of effective climate policies. They include
laws, strategies, frameworks, and institutional bodies and organizations that alter the
way climate policies are made and enacted (box 2.1). For example, Chile enacted a Climate
Change Framework Law in 2022 imposing legally binding climate neutrality by 2050 and
establishing principles such as scientific validity, cost-effectiveness, citizen participation,
and equity and climate justice. The country also created new climate governance bodies,
such as the Council of Ministers for Sustainability and Climate Change and the Scientific
Advisory Committee (Grantham Research Institute 2022). These new formal rules and
organizational bodies have the potential to fundamentally alter the way the country
makes its climate policies.

Governments will need additional capacities and resources to fulfill climate gover-
nance functions across institutions. This includes expanding capacities for planning and

FIGURE 2.1. Governance dimensions and frequent governance problems

Decision-making/

commitments Frequent
governance
problems
Capture
Regulation: Uneven enforcement
Accountability de\;ecjgg;?;:to?”d and rights

Limited/no stakeholder
G9vern§nce involvement in
dimensions decision-making

specific rules

Highly unfair or
unbalanced resource
allocations

Violence and insecurity

Economic and/or
political elites
capturing rents

Implementation
and enforcement
(capacity, resourcing,
intent of equal
enforcement)

Adjudication

Source: Original figure developed for this report.
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TABLE 2.1. Climate governance: Three core functions of institutions
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Governance

function Tasks Examples
Enabling Make credible climate commitments by setting Regular NDC updates
credible long-term and intermediate targets. Framework climate legislation and long-term
commitment  payelop clear policy plans that capture scaling, pledges or targets
acceleration, adjustment, and enforcement Integrating climate into national development plans
mechanisms.
) ) . ) LTSs and sectoral targets and plans
Establish and capacitate governance and financing Reaul ) £ volici d lati
mechanisms. egular reviews of policies and regulations
Establish and capacitate accountability mechanisms. Climate |nst|t_ut|ons and bpd|es respon_5|b|_e for
governance, implementation, and monitoring and
evaluation
Inducing Coordinate actions between actors, across sectors, Cross-sectoral coordination mechanisms, such as

coordination

and between levels by developing and updating
systematic strategies and road maps.

Collect and make information available to
stakeholders.

Institute appropriate coordination mechanisms.

interministerial, interregional, or parliamentary
forums

LTSs and sectoral transition strategies
Emissions reporting

Green budget tagging

Private-public forums

Enhancing

Develop and adopt binding rules and regulations.

Incentive structures with a mix of regulations and

cooperation  |ntroduce incentives and disincentives to prevent

free riding and generate compliance.

Implement engagement and communication
strategies that inform, empower, and help secure
buy-in from stakeholders, particularly the public.
Develop and ensure the necessary capacity,
resourcing for implementation, and equal
enforcement.

Adjudicate when necessary.

and so on

investment

public reporting

Communication instruments, such as labeling,
public engagement, education and training, and

pricing instruments for emissions, pollution, pricing,

Fiscal policies, including taxes, subsidies, and public

Source: Original table developed for this report, based on World Bank 2017.
Note: LTS = long-term strategy; NDC = nationally determined contribution.

managing energy transitions or conducting climate-informed public investment apprais-
als and developing new functions, such as techniques for monitoring greenhouse gas
emissions. Meeting this need will require additional staff and financial resources to
deliver new mandates, from intensifying forest protection efforts to enhancing agricul-
tural extension services and assessing priorities in public investment management.
Although some governments will face challenges in financing these needs on top of other
development imperatives, they will find it easier with social and political consensus that
addressing climate change adaptation, mitigation, and just transition expenditures are
both a priority and in the interest of economic development.

Lessons from real-world climate institutions

Real-world examples of climate institution-building efforts demonstrate how the political
economy can shape the form and functionality of these institutions. Dubash et al. (2021)
explore how political economy dynamics—specifically climate policy narratives and
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BOX 2.1
The World Bank’s Climate Change Institutional Assessment

The Climate Change Institutional Assessment (CCIA) is a framework that helps countries assess the
strengths and weaknesses of their institutions to address climate change. It has been applied in more than
50 countries in all regions, at all stages of development, and facing the full range of climate impacts. The
CCIA covers five pillars—organization, planning, public finances, subnational governments and state-
owned enterprises, and accountability—and 23 topics that address the political economy challenges of
climate change (figure B2.1.1). The CCIA focuses on crosscutting, center-of-government institutions, such
as planning, finance, economy, and climate-specific agencies, and on mechanisms for engaging with
nongovernment stakeholders. An umbrella diagnostic, it has complementary tools—such as PEFA Climate,?
which identifies the strengths and weaknesses of climate-responsive public financial management, and
C-PIMA P which assesses countries’ capacity to manage climate-related infrastructure—for in-depth analysis
of specific topics. It complements diagnostics that focus on the private, financial, and specific sectors
(energy, transportation, agriculture, and so on). Each CCIA produces a set of recommendations that have
informed the preparation of nationally determined contributions, long-term solutions, technical assistance,
and investments.

FIGURE B2.1.1. The five pillars of the CCIA

PILLAR 1.
Organization

1.1 Regulatory
framework

1.2 Functional
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1.3 Coordination

1.4 Technical
capacity

PILLAR 2.
Planning
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2.2 Medium-term
strategy
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2.4 Development
planning

2.5 Monitoring,
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verification

PILLAR 3.
Public Finances

3.1 Public financial
management

3.2 Public
investment
management

3.3 Public
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3.4 Climate finance

PILLAR 4.

Subnational
Government and
SOEs

4.1 Functional
allocation,
coordination,
and capacity

4.2 Strategic
and land-use
planning

4.3 Subnational
climate
finance

4.4 State-owned
enterprises

PILLAR 5.
Accountability

5.1 Access to
climate
information

5.2 Stakeholder
engagement

5.3 Independent
expert advice

5.4 Legislative
review

5.5 Audit

5.6 Judicial review

Source: Original figure developed for this report, based on World Bank 2021.

Note: CCIA = Climate Change Institutional Assessment.

a. For more about PEFA Climate (Public Expenditure and Financial Accountability Climate Responsive Public Financial
Management Framework), see https://www.pefa.org/resources/climate-responsive-public-financial-management-framework
-pefa-climate-piloting-phase.

b. For more about C-PIMA (Climate-Public Investment Management Assessment), see https://infrastructuregovern.imf.org
/content/PIMA/Home/PimaTool/C-PIMA.html.
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political polarization—shape the form and functioning of climate institutions in different
countries. Political narratives reveal dominant policy ideas, which are divided into oppos-
ing narratives:

e Mitigation-centric narratives emerge where climate change mitigation is already a
well-established and high-priority public goal that allows for explicit emissions reduc-
tion framing.

e Embedded climate narratives are likely when climate is lower on the agenda, so it is
easier to use framing that subsumes climate goals under other objectives, such as green
growth, energy security, or job creation.

Moreover, the prevailing levels of political polarization are related to the pro- or anti-
climate interests of influential actors:

e High levels of polarization are likely when there are influential pro- and anticlimate
actors, especially if there are distributional conflicts between winners and losers (as is
often the case with oil and gas exporters).

e Low levels of polarization are likely when most influential actors are pro-climate policy
and/or in the case of limited trade-offs or costs for powerful actors or societal goals.

Based on these dimensions, Dubash et al. (2021) identify four types of climate politics
(table 2.2) that tend to produce four distinct types of climate governance institutions:
opportunistic, strategic, unstable sectoral, and unstable climate institutions.

Strategic climate institutions are more acceptable, durable, and effective when a work-
ing political climate consensus exists—that is, when the need for ambitious climate poli-
cies is widely accepted in the public discourse—and levels of political contestation are
lower. Governments can use strategic climate institutions to fundamentally (re)structure
the state response to climate change. These institutions provide an overarching institu-
tional framework that guides climate vision, target setting, decision-making, institutional
development, and implementation, bringing together the core governance functions.
They can take the form of a climate law or strategy that fulfills the functions of narrative
and high-level direction as well as setting out principles for action, mechanisms for
upgrading existing institutions to enable and coordinate policy making and implementa-
tion, and plans for mobilizing and channeling finance (Sridhar et al. 2022). To be credible,
these institutions should include oversight, accountability, and enforcement measures as
well as processes that support stakeholder alignment (box 2.2).

TABLE 2.2. Types of climate governance

Interests Ideas

Dominant narrative on climate policies

Embedded Mitigation-centric
Extent of Low Under-the-radar climate politics Climate consensus politics
political - Opportunistic climate institutions Strategic climate institutions
polarization of
climate policy High “Contested sector” politics In-the-crossfire politics
Unstable sectoral institutions Unstable climate institutions

Source: Dubash et al. 2021.
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1
BOX 2.2
How consensus enabled the United Kingdom’s strategic climate institutions and 2008 Climate
Change Act

The United Kingdom provides an example of climate consensus politics that have enabled and then been
advanced through strategic climate institutions, specifically the 2008 Climate Change Act (Averchenkova,
Fankhauser, and Finnegan 2021). The act followed almost two decades of climate institution building, from
the 1994 UK Programme on Climate Change to the 2000 Climate Change Programme, which established
mitigation-centric discourse, bolstered by the country’s participation in the 1997 Kyoto Protocol through
the European Union and adopting targets under EU climate packages.

The Climate Change Act built on and enhanced mitigation targets and established additional climate
institutions, most prominently the independent Climate Change Committee. The absence of a powerful
coal lobby—the result of dismantling the coal industry in the 1980s—certainly helped. Other political
economy-enabling factors include strong democratic institutions and administrative capacity. The act also
favored market-mimicking instruments that align with prevailing market ideology-based preferences, and
the Climate Change Committee has played a key role in shaping ideas and policy discourse. The United
Kingdom has been able to meet its five-year mitigation targets, with especially deep declines in the power
sector.

Sources: Lockwood 2021; World Bank 2023.

By contrast, high political polarization or a contested dominant narrative on climate
makes it much more difficult to develop strategic institutions and stable sectoral institu-
tions. When there is greater resistance and reactivity in the political economy, it can be
difficult to consolidate governance gains and build climate policy progress; climate insti-
tutions may be blocked or rolled back as vested interests work against them. This hap-
pened with Brazil’s Action Plan for the Prevention and Control of Deforestation in the
Legal Amazon. In such a context, even efforts to layer climate institutions in key sectors
are at high risk of backlash because the political economy is highly sensitive and reactive
to change (box 2.3).

Opportunistic climate institutions tend to emerge when climate politics are under the
radar because of climate narratives embedded in other objectives and low levels of polit-
ical contestation around climate change, as is the case in many low- and middle-income
countries. Because climate change is not central to politics, or may be actively kept out of
politics, climate change mitigation is tailored to other domestic agendas and layered onto
existing institutions—for example, by adding climate change mandates or reporting to
existing portfolios, such as energy or transportation (box 2.4). Opportunistic institutions
can avoid increasing contestation or polarization, especially in contexts where mitigation
could encounter resistance if it is perceived to be at odds with other priorities or dis-
courses. Such institutions often depend on individual champions but can wither when
their support wanes, because they are less likely to be institutionalized through legisla-
tion. By aligning climate change objectives with national development priorities, oppor-
tunistic climate institutions can be an important first step toward developing more
established and dedicated climate institutions in the longer term. Lacking frameworks
that can align actions across sectors, they also face greater risk of miscoordination, which
can result in duplication of efforts or interventions that work at cross-purposes.
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BOX 2.3
Political economy barriers to Brazil’s Action Plan for the Prevention and Control of
Deforestation in the Legal Amazon

The 2004 Action Plan for the Prevention and Control of Deforestation in the Legal Amazon, overseen and
implemented by several government bodies, contributed to a 76 percent reduction in the annual
deforestation rate between 2005 and 2012. This achievement demonstrates existent and available
governance capacity. But the success of these efforts drew backlash from rural and agricultural interests,
which exerted considerable pressure on the government and politicians in a macroeconomic context that
magnifies revenues from extensive agriculture (Hanusch 2023). Under pressure from these vested interests,
budget allocations declined from 2011, regulations weakened—for example, the 2012 revised Forest Code
vastly reduced the area required for legal reserves on rural private properties and deaccelerated the
implementation of the Environmental Cadaster—and high-level political support dissolved, eroding the
capacity of the climate institutions underpinning the anti-deforestation efforts (Hochstetler 2021). By
2020, Brazilian Amazon deforestation rates were at their highest in a decade (figure B2.3.1).

In its first six months, the new administration, which took office early in 2023, demonstrated the
importance of political commitment for reinstating public policies in support of the environmental
protection agenda. Effective policy changes to date—including strengthening the environmental protection
agency lbama as the authority in charge of combating illegal deforestation and the indigenous agency
FUNAI, leading to the demarcation of new indigenous territories, the reactivation of the Amazon fund, and
the swift approval of the cross-ministerial action plans to combat deforestation—have led to a significant
reduction in deforestation within a few months. These ups and downs of climate policy implementation
show that the political economy is at least as important as capacity when it comes to ensuring durable
climate action. A consensus of all major stakeholders will now be needed to maintain those initial results
and avoid a new political backlash.

FIGURE B2.3.1. Deforestation in Brazil, 1996-2020
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BOX 2.4
The emergence of opportunistic climate institutions in India

In India, active but opportunistic climate institutions have emerged across multiple ministries because a
climate lens has been layered onto established bodies. Building on existing priorities—including increasing
energy supply and security, and controlling air pollution—these institutions have emerged, crucially,
without strong national mitigation-centric strategic institutions, such as a climate change framework law,
that could have triggered backlash due to prevailing discourses around potential trade-offs between
climate and development goals.

Previous efforts to create more strategic institutions, specifically related to the National Action Plan on
Climate Change, have been politically difficult. In contrast, opportunistic, sector-based, more bottom-up
climate institutions—initiatives around solar energy, energy efficiency, and electric vehicles, which are
delivering significant mitigation gains, primarily as co-benefits to developmental aims—have been
successful. Between 2014 and 2022, India’s renewable energy power generation capacity, including
hydropower, increased by a factor of 2.2, with solar power growing from 3 to 63 gigawatts (Government
of India 2023), thereby contributing to increased energy supply and enhanced energy security. And by
2018, energy efficiency improvements since 2010 prevented 12 percent of additional annual energy use
(IEA 2021). These opportunistic climate institutions are also creating new interests in these sectors; as a
result, climate is becoming mainstreamed, contributing to shifts in the political economy that could
reinforce climate action going forward.

Source: Pillai and Dubash 2021.

Unstable climate institutions might not survive when the climate agenda is caught in
crossfire politics—that is, when climate narratives are mitigation-centric but high levels
of contestation and polarization surround the climate agenda. Climate can become a hot
topic when it is embroiled in a polarized and ideologically fraught political landscape, as
seen in Australia and the United States. In such cases, climate change can come to repre-
sent broader issues of political affiliation and identity politics, with a strong undertow of
vested interests. Shifting narratives or layering approaches can help embed climate poli-
cies in existing programs, such as energy procurement, to protect climate institutions and
policies from rollback after a change in government.

Institutions that are a good fit for the political economy can cause more enabling con-
ditions to emerge. Climate governance institutions can trigger feedback in the rest of the
political economy, with implications for the evolution of climate governance over time.
For example, where mitigation-centric strategic climate institutions are prematurely
established in contexts without climate consensus or where climate politics are contested,
such institutions can trigger negative feedback, increasing polarization and opposition to
the institution itself and climate action more broadly, as happened in Brazil. A better fit
in such contexts might be opportunistic institutions, if they lead to positive feedback by
supporting the emergence of pro-climate interests and mainstreaming, as seen in India.
Alternatively, sectoral or subnational institutions that focus largely on existing priorities
and have mitigation as a co-benefit may deliver emissions reductions and subtle shifts in
the political economy in a more bottom-up manner, as happened in Australia and South
Africa (boxes 2.5 and 2.6).
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BOX 2.5
Political polarization undermines climate institutions in Australia

Australia’s highly polarized political discourse around climate mitigation has undermined opportunities for
building durable climate institutions (MacNeil 2021). The Australian economy’s high resource dependency
(particularly on fossil fuels) has fostered powerful vested interests in key emitting sectors that have
consistently mobilized against climate action over the past three decades. Despite the establishment
between 2007 and 2013 of several climate institutions—including the Australian Renewable Energy Agency,
Carbon Pollution Reduction Scheme, Clean Energy Act and Clean Energy Futures Package, Clean Energy
Finance Corporation, Clean Energy Regulator, Climate Change Authority, Climate Commission, and Multi-
Party Committee on Climate Change—most were rolled back or undermined after a change in government.
In 2014, the government disbanded the Climate Commission and repealed the carbon price legislated
under the Clean Energy Act.

Given the high levels of national-level political contestation and polarization, subnational climate
institutions have become the primary driver of policy-based emissions reductions in Australia, enabled to
a degree by national interventions that improved investment conditions and incentives around renewable
energy. Specifically, the Australian Renewable Energy Agency and Clean Energy Finance Corporation have
been essential in providing “pull” instruments in the form of government funding and job creation in
renewable energy. Whether these or similar interventions are enough to shift interests and other political
economy factors to more strategic climate institutional action is yet to be seen.

Following the most extensive bushfires in the country’s history, in the summer of 2019-20, and major
floods in early 2022, a new government came to power in May 2022 with a mandate to strengthen
Australia’s response to climate change. The government passed a climate change framework law enshrining
a 43 percent reduction in emissions by 2030, a 2050 net zero target, and an enhanced role for independent
expert advice. Separate legislation was passed to strengthen the “safeguard mechanism” to ratchet down
emissions from major sources.

BOX 2.6
Why coal politics trump climate institutions in South Africa

Climate institutions in South Africa have struggled to take hold because of highly contested politics in
fossil fuel-based sectors. Coal dominates the power mix (figure B2.6.1) and accounts for 84 percent of
emissions in the energy sector; vested interests in this and other coal-dominated sectors—including
electricity, synthetic fuel, and steel—are deeply embedded and powerful. In contrast to other cases, where
cross-sectoral coordination is viewed as the key challenge, South Africa’s main climate challenge lies in
reorienting a single sector dominated by a few powerful actors (Baker et al. 2015). Climate institutions
outside the energy sector, such as the 2011 National Climate Change Response White Paper, and
interventions within the sector, such as the Integrated Resource Plan and the Renewable Energy
Independent Power Producers Procurement Programme, have been delayed or stalled, or have had limited
effect.

More recently, efforts have shifted to strategic climate institutions centering on a just transition narrative,
through the Just Transition Framework (Presidential Climate Commission 2022), which speaks to social
and political priorities relating to redistributive development and addresses concerns of some powerful
interest groups (namely labor unions), with mitigation as a co-benefit. At the same time, the energy supply
crisis and rapid performance decline in South Africa’s aging coal infrastructure have opened the way for
reforms that might allow for the needed reorientation of the energy sector. Ultimately, these factors will
likely drive the bulk of mitigation in South Africa. Additionally, discussions increasingly center around the
European Union’s Carbon Border Adjustment Mechanism and its implications for the South African export
industry. To preserve industrial competitiveness and increase global climate action, Carbon Border

(Continued)
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BOX 2.6
Why coal politics trump climate institutions in South Africa (continued)

Adjustment Mechanisms aim to balance the prices of goods produced in a jurisdiction with carbon pricing
mechanisms and externally produced goods by applying an equivalent carbon price on imported goods.
Possibly affecting a large share of South African producers—including those in the steel industry, which
employs 28,000 people—such a mechanism will have a great impact on the country’s political economy of
climate action (Presidential Climate Commission 2023). With highly interdependent national, provincial,
and local spheres of government, generating a climate consensus political narrative and building strong
government coordination mechanisms and capabilities could help open the way for more strategic climate
institutions, accounting for the responsibility of state actors and smoothing the transition.

FIGURE B2.6.1. South Africa’s power mix, 1990-2021
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Source: Tyler and Hochstetler 2021.

From opportunistic or unstable to strategic climate institutions

At first, opportunistic or unstable climate institutions may be the only feasible form in the
political economy. In such cases, governments can work within the existing political econ-
omy by layering climate governance functions into existing institutional structures, embed-
ding climate into other political priorities with a focus on “win-win” or synergies, and
frontloading initiatives that help bring down costs, boost innovation, and build capacity.
Building climate into existing institutions—instead of waiting for the perfect conditions—
can enable quicker and more ambitious action. To this end, governments can adopt a range
of approaches, such as

e Co-benefits and development synergies, by mainstreaming climate through existing
high-level political priorities, emphasizing co-benefits and synergies, or focusing on
topical issues, such as energy access or job creation

e Integration, by building climate objectives or mandates into sectoral institutions (for
example, adding a renewable energy contingent to an energy planning and procure-
ment body or an electric vehicle unit to a transportation authority)

* Pilot programs, by using experimental approaches to allow for institutional learning,
proof of concept, and litmus for social and political adjustment
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e Public investments, by using institutions to provide green public investment and
research and development strategies to drive down costs, crowd in other finance
sources, spur innovation, and support emergent green interests

e Monitoring, by building capacity to provide information that can later be used in
enforcement

e Capacity building, through education and training programs across government
departments, industry, and professional groups, and through formal education.

Governments should aim to move from opportunistic or unstable to enduring, strate-
gic climate institutions. Countries cannot achieve transformative systemic change with-
out widespread social buy-in because of the changes to production, consumption,
governance, and lifestyles such transformation implies. To develop buy-in, governments
will need to develop strategic climate institutions that show how to reach society’s goals
alongside or through climate goals and create a desirable vision for the future that aligns
with people’s deeper values, principles, and aspirations. By creating more enabling con-
ditions, governments can lay the groundwork for and begin developing strategic institu-
tions. For example, they can start to establish climate governance institutions that help
mediate interest groups and build consensus around narrative and high-level direction
setting, facilitate and inform stakeholder engagement and alignment, foster supportive
coalitions, and improve the overall institutional context.

Strategic climate institutions: Framework legislation, long-term
strategies, and just transition frameworks

Climate change framework law, long-term strategies (LTSs), or just transition frame-
works can provide an overarching institutional basis for making and implementing cli-
mate policy. In contrast to opportunistic or unstable institutions, which often target a
single sector or issue, these strategic institutions provide a whole-of-economy frame-
work that integrates multiple objectives and existing institutions. They provide a
shared vision and mandate for climate policies and action built around a holistic
approach that aligns climate targets with economic development goals, social objec-
tives, and citizen engagement imperatives.

Climate change framework legislation

Climate change framework legislation provides a legal basis for climate policy. Over
60 countries have adopted framework legislation to tackle climate change, and more are
developing or considering it. Such laws can help countries design their own effective and
comprehensive strategic climate legislation, from setting targets and developing strategies
to engaging and overseeing stakeholders. But they also provide new avenues for stakehold-
ers to influence climate action—for instance, when they create new coordination bodies,
improve and structure stakeholder engagement, or translate nonbinding ambitions into
binding targets and open the door to using litigation as a commitment device (box 2.7).
The comprehensiveness of climate change framework legislation varies across coun-
tries, representing different stages of political economy readiness. Some countries may
need to implement alternative governance interventions before or instead of adopting
comprehensive framework legislation, or to develop more limited framework legislation
that they can enhance at a later stage. Several countries have taken the latter approach,
including only some of the elements outlined in table 2.3 in their national climate legisla-
tion. For example, the figure shows that in 2023, of the 33 economies identified in the
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BOX 2.7
Climate change litigation as a tool for improved climate action

Established legal frameworks help citizens hold governments to account for their actions and inactions
and serve as a binding regulatory structure when political administrations and priorities change. These
frameworks represent a way of institutionalizing and protecting defined priorities over time: governments
are obliged to adhere to—and can be prosecuted for violating—their own laws and regulations. Such
frameworks can also serve to make governments’ commitments more credible in the long term, which is
necessary to influence household and business decisions. Climate and environmental activists and
nongovernmental organizations also increasingly use climate litigation to hold governments and companies
legally responsible for contributing to global warming (Schiermeier 2021).

Within the last 20 years, the number of lawsuits related to climate change has grown from less than 10
in the early 2000s to nearly 200 in 2020 (figure B2.7.1). Today, more than 2,000 cases of climate change
litigation have been identified worldwide, with cases filed in the United States making up the largest share
(71 percent), followed by Australia (6 percent), the United Kingdom (4 percent), and the European Union
(3 percent); but numbers are also growing in the global South (Setzer and Higham 2022).

Most cases have been filed by nongovernmental organizations, individuals, or both acting together; and
governments remain the most frequent targets in climate litigation (Setzer and Higham 2022). For example,
in 2015, the Dutch environmental group Urgenda Foundation, together with 900 Dutch citizens, sued the
Dutch government for failing to take enough action to prevent climate change and adhere to the agreement
of keeping global temperature increases within 2°C of preindustrial conditions. The court in The Hague
rebuked the government for its pledge to reduce emissions to only 17 percent below 1990 levels by 2020
as inadequate and ordered it to increase this number to at least 25 percent. The court’s decision constitutes
“the first decision by any court in the world ordering states to limit greenhouse gas emissions for reasons
other than statutory mandates.”® Similarly, supported by the establishment of national judicial climate
change agenda implementation mechanisms, the Brazilian public increasingly uses litigation to promote
climate goals and has had several climate-related appeals before the federal supreme court. For example,
in 2020, four political parties filed a case before the court, denouncing the federal government’s alleged
failure to adopt administrative measures concerning the Amazon Fund; the case resulted in reactivation of
the fund in 2023 under the new administration.p

Although cases filed by nongovernmental organizations and individuals make up the largest share of
climate litigation, governments, companies, and trade associations can also file climate cases in the courts,
as illustrated by multiple examples from the United States (Setzer and Higham 2022). In 2023, Multnomah

FIGURE B2.7.1. Climate change-related lawsuits, 2000-21
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BOX 2.7
Climate change litigation as a tool for improved climate action (continued)

County, Oregon, sued Exxon, Chevron, and other fossil fuel companies and industry groups for over US$50
billion to reduce and mitigate the harms caused by climate change. The county also accused consulting
company McKinsey of supporting the industry in selling fossil fuel products and in falsely promoting them
as harmless to the environment (Mindrock 2023).c The lawsuit follows similar cases filed against oil
companies in previous years by various US cities.d

a. Global Climate Change Litigation database, Urgenda Foundation v. State of the Netherlands, https://climatecasechart.com
/non-us-case/urgenda-foundation-v-kingdom-of-the-netherlands/.

b. Global Climate Change Litigation database, PSB et al. v. Brazil (on Amazon Fund), https://climatecasechart.com/non-us
-case/psb-et-al-v-brazil/.

c. U.S. Climate Change Litigation database, County of Multnomah v. Exxon Mobil Corp. https://climatecasechart.com/case
/county-of-multnomah-v-exxon-mobil-corp/

d. U.S. Climate Change Litigation database, City of Oakland v. BP p.l.c. https://climatecasechart.com/case/people-state-california-v
-bp-plc-oakland/; City of Charleston v. Brabham Oil Co. https://climatecasechart.com/case/city-of-charleston-v-brabham-oil-co/;
City of New York v. Exxon Mobil Corp. https://climatecasechart.com/case/city-of-new-york-v-exxon-mobil-corp/.

TABLE 2.3. A comparison of climate change framework legislation across 33 economies
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TABLE 2.3. A comparison of climate change framework legislation across 33 economies (continued)
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Source: Updated version of figure A.2 in World Bank 2020.
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“Reference Guide to Climate Change Framework Legislation” (World Bank 2020), only
12 have adopted long-term targets, 13 do not define roles for subnational governments, 12
do not integrate stakeholder engagement, and 17 do not include provisions for financing
for implementation.

Gaps in climate change framework legislation can undermine its effectiveness by allow-
ing political economy constraints to persist or reemerge. For example, without legally
binding targets or rules relating to ambition ratcheting to keep legal targets in line with
climate goals, climate change legislation can become less effective over time, opening the
way for backsliding, as happened in Mexico (box 2.8). Similarly, the failure to establish
organizations responsible for implementation—or clear rules about delegating roles and
responsibilities and financing mechanisms—can make the law less credible or more diffi-
cult to enforce. For countries that begin with a more limited climate framework law, plan-
ning and enacting enhancements to strengthen its effectiveness and durability are vital.

Long-term strategies

LTSs offer a complementary approach to developing a climate governance framework,
which can be based on or inform climate framework laws.! As of September 2023,
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BOX 2.8
Mexico’s General Law on Climate Change

In 2012, Mexico became the first large oil-producing emerging economy to adopt climate legislation when
its Parliament passed the General Law on Climate Change (Ley General de Cambio Climatico, or LGCC).
The LGCC established an aspirational goal of reducing emissions by 30 percent below an unspecified
baseline scenario by 2020, and by 50 percent below the 2000 emission level by 2050.

The law’s key impacts included establishing key federal-level institutions to deal with climate change,
defining responsibilities for states and municipalities, and defining long-term objectives. It effectively set
the basis for climate policy in Mexico, including the National Strategy on Climate Change and Special
Program on Climate Change (Averchenkova and Guzman Luna 2018).

In April 2018, Mexico amended the LGCC to align it with the Paris Agreement. This amendment included
revisions to greenhouse gas and black carbon targets, indicating that emissions would peak by 2026 and
that the country would reduce greenhouse gas intensity per unit of gross domestic product by about
40 percent between 2013 and 2030.

Although the Special Program on Climate Change had a mixed implementation record between 2014
and 2018, achieving only 43 percent of the set goals (INECC 2017), the LGCC has played a major role in
guiding the low-carbon transition in the energy sector. The Energy Transition Law, adopted in 2015, builds
on emission targets set in the LGCC and has helped drive the development of renewable energy in the
country. It sets targets for clean energy generation (35 percent by 2024 and 50 percent by 2050), enabling
mechanisms for renewables, such as long- and medium-term electricity auctions and the Clean Energy
Certificates market. As a result, wind and solar generation tripled over the five years leading to 2021
(Gabbatiss 2021).

Since the end of 2018, however, the country has seen a change in political commitment toward climate
change and renewable energy policies (Parish Flannery 2021). Delays in revising policies under the Special
Program on Climate Change, structural and operational changes to the climate change fund and its
continued difficulties leveraging resources, budget cuts for climate change activities, and increased
support to fossil fuels (ICM 2020) threaten the country’s ability to meet the objectives of the law and
implement its nationally determined contribution. The overall emission reduction objectives set in the law
stand, however, and changing them would require an agreement of the legislature.



70

Within Reach

67 countries have LTSs under the United Nations Framework Convention on Climate
Change, providing a realistic pathway toward long-term objectives and identifying useful
milestones for shorter-term strategies and plans. Despite the possibility of reducing emis-
sions by 10 or 20 percent by acting only on the emissions that are cheapest to abate, a tran-
sition toward net zero requires action on all emissions sources and thus a different approach
to sequencing and prioritization. Rather than identifying the cheapest emissions to abate,
achieving net zero emissions requires designing the least-cost transition for each sector
and emission source, with the right sequencing and timing of actions. LTSs can be the basis
for developing short-term climate plans or strategies, including nationally determined
contributions.

LTSs have multiple roles and functions in climate governance, starting with informing
political debates and choices. If the institutional setup is well designed and the process
inclusive and technically sound, design of an LTS can inform political debates in coun-
tries and identify the critical choices and milestones they need to make. It can also some-
times inform the choice of a long-term target—for example, the date to achieve net zero
emissions. But this requires designing LTSs in an iterative manner, using the process to
capture knowledge from public and private actors, and offering opportunities for all
stakeholders to provide feedback and contribute to the discussion. The original LTS
effort carried out in France in 2012 to elaborate the low-carbon national strategy, or
Stratégie Nationale Bas Carbone, prioritized the generation of whole-of-economy path-
ways consistent with keeping global warming under 2°C and invited different stake-
holder groups and experts to develop their own scenarios. The strong central team,
comprising government officials and hired specialists with modeling and technical
expertise, played a crucial role; that team collated and analyzed a wide range of technical
scenarios from different stakeholder groups, and used them to create four overarching
alternative visions or pathways, which informed the political debate. The team’s ability
to incorporate input and experts from diverse sectors, and to guide technical delibera-
tions and synthesis, gave these four pathways credibility, and they were accepted as a fair
range of options for national consideration. Similarly, Costa Rica’s LTS, the Plan Nacional
de Descarbonizacién, used a whole-of-economy pathway that presented targets and time-
lines to all emitting sectors to enable technical discussions that could explore the extent
of necessary changes and frame existing barriers and the required enabling conditions
(see World Bank 2023).

When an LTS receives widespread support or is embedded in law, it can also provide a
powerful instrument to maintain momentum, coordinate action across sectors, and offer
abenchmark to measure progress over time. The need for a coordinated transformation—
for example, between the power and transportation sectors—is a well-known obstacle to
decarbonization. An LTS can provide the key milestones to support such coordination—
for example, with indicative targets for the share of electric vehicles on the roads, which
both the energy and transportation ministries can use to design their policies and plans
(Fay et al. 2015). LTSs can also provide a set of milestones, such as the share of renewables
in the power mix, the modal share of rail in freight, or the number of retrofitted dwellings.
Ministries and public agencies can then use these milestones to set up monitoring and
evaluation systems to track progress and identify lagging sectors that require additional
interventions; private sector stakeholders and the general public can use them in their
own decision-making and to assess the government’s performance. For this to happen, it
is important to make sure that the LTS’s objectives become part of the functional
mandates of various ministries and agencies. In France, the Climate Change Law of 2015
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has empowered the development and implementation of the LTS. This implementation
notably includes the multiyear energy program, or Programmation Pluriannuelle de
IEnergie, which establishes the government’s energy priorities over 10 years. Costa Rica
made efforts to build LTSs into both national law and international cooperation deals—
for example, agreeing to policy-based loans with development partners that align
financing on favorable terms with achieving environmental policy milestones. In doing
so, it strengthened the interest of the Ministry of Finance and investor groups in ensuring
the targets were met.

Just transition principles and frameworks

A growing number of countries are developing just transition frameworks, helping
those countries establish a social mandate and guiding principles for climate action
based on equity and fairness. These frameworks offer a people-first approach that
considers how to include and support people and societies to enhance the equity and
fairness of climate policy decisions and outcomes. A notable example is South Africa’s
Just Transition Framework, adopted by the cabinet in 2022 (box 2.9). Just transitions

1

BOX 2.9
South Africa’s Just Transition Framework

South Africa is regarded as an international leader when it comes to the ambition of its commitments on
climate mitigation, specifically among developing countries. This position is especially remarkable given
the country’s highly emissions-intensive economy. It is Africa’s largest greenhouse gas emitter and the
world’s twelfth largest, and at least 84 percent of its carbon dioxide emissions come from the coal industry
(Ritchie, Roser, and Rosado 2020). As well as submitting two nationally determined contributions (in 2016
and 2021), its Low-Emission Development Strategy (2020), and its National Adaptation Plan (2020) to the
United Nations Framework Convention on Climate Change, the country has established several climate-
related laws, policies, and strategies. They include the White Paper on the Promotion of Renewable Energy
and Clean Energy Development (2003), National Climate Change Response White Paper (2011), Green
Transport Strategy (2018), National Energy Efficiency Strategy (2019), Carbon Tax Act (2019), and Green
Finance Taxonomy (2022).

Climate action in South Africa faces both challenges and opportunities because the political economy
surrounding it remains a contentious issue and slows progress. South Africa’s distinctive cabinet-approved
Just Transition Framework not only exemplifies this complexity but also provides a positive perspective.
For example, although the extensive consultations required to build consensus contributed to the delay in
passing the Climate Change Bill, they also highlight the commitment to a just and equitable transition and
underpin the government’s responsibility in securing “ecologically sustainable development and use of
natural resources while promoting justifiable economic and social development,” as stated in the country’s
1996 Constitution. Once it becomes law, the Climate Change Bill will not only enhance the overall governance
framework for climate change response but also formally codify South Africa’s nationally determined
contribution targets, further emphasizing the nation’s commitment to addressing climate change.

Neverthless, after some initial success, South Africa’s pioneering Renewable Energy Independent Power
Procurement Program was undermined by influential actors with vested interests in the coal industry and
ideological oppositions to private sector involvement in the energy sector. Those actors included the state
monopoly power company Eskom, industry trade unions, and the Ministry of Energy and Minerals. Opposition
to the energy transition also stems from and is amplified by concerns about justice in a country still
marked by extreme inequality and exclusion 30 years after the end of Apartheid. In particular, South Africa’s
powerful trade unions have concerns about labor and the sectoral and spatial effects of the transition.

(Continued)
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BOX 2.9
South Africa’s Just Transition Framework (continued)

Uncertainty regarding the equitable distribution of benefits from the transition toward renewables increases
fear and resistance (World Bank Group 2022). Altogether, creating a shared vision for the climate transition
with support from important actors, including citizens, has been a major challenge.

To address this situation, the country established the Presidential Climate Commission in 2020, bringing
together representatives from government, business, labor, civil society, and research and academic
institutions to coordinate and oversee a just transition toward a low-carbon, inclusive, climate-resilient
economy and society. As one of its first tasks, it developed a Just Transition Framework that meets the
needs of all social partners. Adopted by the cabinet in 2022, the framework supports South Africa’s broader
efforts to redesign the economy to the benefit of most citizens and enable deep, just, and transformational
shifts in the context of delivering an effective response to climate change. It is built around three principles:

1. Distributive justice distributes risks and opportunities fairly, cognizant of gender, race, and class
inequalities.

2. Restorative justice addresses historical damages against communities.

3. Procedural justice empowers and supports workers and communities through the transition.

The framework spotlights at-risk sectors and value chains and lays out key policy areas for a just
transition, governance imperatives, and financing.

FIGURE 2.2. Four principles for a just transition

Transparent and inclusive
decision-making and equal access
to process and justice mechanisms

Fair sharing of benefits and
costs, based on distribution of
risks and capacity to respond

1
Distributional
justice

2.
Procedural
justice

4,
Structural
justice

3.
Recognition
justice

Recognition, respect, value, and
right to self-determination of all
individuals and groups

Addressing and redressing
institutional structures that
produce or perpetuate injustice

Source: Original figure developed for this report.

will vary depending on local context and as defined through local processes, but they
have four common guiding principles: distributional justice, procedural justice,
recognition justice, and structural justice (figure 2.2). When designing just transition
frameworks to guide their own journey to net zero, governments can draw lessons from
other countries’ experiences (Krawchenko and Gordon 2021). They can also learn from
and build on existing social service and social justice architectures, including newer and
more innovative instruments.
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Countries can also integrate just transition principles into other strategies and
laws, including nationally determined contributions (UNFCCC Secretariat 2021).
For example, the European Commission’s proposed Fit for 55 legislative package includes
a Just Transition Mechanism and Social Climate Fund. Industry- or sector-specific
strategies that include just transition principles and mechanisms include Canada’s Task
Force on the Just Transition for Canadian Coal Power Workers, Spain’s Just Transition
Agreements, and New Zealand’s Just Transition Unit (Krawchenko and Gordon 2021).

Note
1. This section is based on World Bank and IDDRI, forthcoming (background paper for this book).
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Policy Sequencing

Balancing Feasibility and
Long-Term Ambition

KEY INSIGHTS

Policies need to be selected for dynamic, rather than static, efficiency. The lowest-
cost option today may lead to political backlash and create higher costs in the future,
whereas choosing a more expensive policy today might be more dynamically efficient
if it shifts the political economy to make it easier to implement more efficient policies
later.

The Climate Policy Feasibility Frontier can help identify the most promising poli-
cies in a given context. Countries can strategically select and sequence policies that
help reduce or overcome political economy obstacles, by building institutional
capacity or creating winners who will support further policy action. Policies like
institution building, which have limited direct impact on emissions, can remove
barriers to decarbonization or build essential capacity in the country.

Governments can also leverage reinforcing policy feedback processes and target
tipping points in the broader socio-technical-political system to accelerate trans-
formational change. These tipping points, whether technological, social and behav-
ioral, or political, are key to accelerating decarbonization. Strategically selecting
and sequencing feasible policies does not mean climate progress will be slow.

Policy makers face hard choices between focusing on low-hanging fruits or investing in
more challenging, but more transformational, strategies and policies. On the one hand,
always choosing easy policies would ensure action but is unlikely to trigger the systemic
changes needed to reduce emissions to zero, at least in a time frame consistent with global
objectives. On the other hand, always choosing transformational policies may lead to
inaction as political forces or lack of capacity render enactment, implementation, or
enforcement of climate policies impossible. It is well known that the sum of least-cost
marginal abatement options will not achieve the least-cost transformation needed to
achieve large emission reduction, and that emission reduction options should be sequenced
according to a long-term strategy with an eye on the long-term goal (Fay et al. 2015;
Vogt-Schilb, Meunier, and Hallegatte 2018). Similarly, the sequence of the most feasible
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interventions is unlikely to deliver the change in political economy needed to make
structural change possible. Instead, when choosing policies, countries should balance these
policies’ short-term political feasibility with their contribution to long-term objectives,
including through a transformation of the political economy context.

How to do so? This chapter proposes an approach to help governments sequence pol-
icies that are feasible but that also build greater political support and reduce the costs of
climate action over time, leveraging reinforcing policy feedback processes and targeting
tipping points to accelerate transformational change toward net zero.

Because policy and political processes are not static, policy packages need to evolve
over time in a dynamically efficient way. As well as being complex and multifaceted, the
transition to net zero will occur over a significant time frame. When countries introduce
new climate policies, they create effects that alter the broader political economy, influ-
encing the types of policy they can introduce later. As such, it helps to think of the costs
and benefits of climate policies in terms of dynamic efficiency—that is, the efficient allo-
cation of resources over time. Whereas static efficiency focuses on how resources are
used at a single point in time, a dynamically efficient appraisal considers how resource
allocation today affects the availability and productivity of resources in the future. This is
a common consideration for innovation and industrial policies that may deliver lower
emission reductions per dollar invested than alternative options but that reduce green
technology costs and make larger reductions possible and affordable in the future. This
book extends that concept to the political economy: whereas the lowest-cost option
today may lead to political backlash and create higher costs in the future, choosing a
more expensive policy today might be more dynamically efficient if it shifts the political
economy to make it easier to implement more efficient policies later.

This book therefore recommends appraising policies not only on their costs and feasi-
bility but also on how they influence the political economy, build capacity to create new
policy possibilities, and unleash the potential for transformative climate action. The first
section considers policy choice from the perspective of institutional capacity. It explores
how differences in capacity across countries can limit the ability to introduce different
types of climate policy instruments and how, by making forward-looking policy choices,
countries can build their institutional capacity to introduce more ambitious policies. The
next sections consider policy selection through the lens of political feasibility and look at
how countries can sequence policies to build greater political support for those that are
initially less politically palatable. Although both dimensions (institutional capacity and
political feasibility) are necessary for policies to be introduced, they require different
strategies depending on countries’ level of economic development and political context.
Finally, and considering the need to catalyze rapid, transformational climate action, the
chapter considers how governments can leverage reinforcing policy feedback processes
and tipping points to build momentum and accelerate progress toward net zero.

Strategies to build greater institutional capacity to introduce
climate policies

Over the last four decades, the number and variety of climate policies in different countries
have steadily grown. According to the Climate Policy Database (box 3.1), countries have
collectively introduced more than 4,500 climate policies since the 1980s. Categorizing
these policies into over 50 different policy instrument categories provides a rich data set of
policy pathways to learn from.
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BOX 3.1
The Climate Policy Database

The Climate Policy Database,® maintained and frequently updated by the NewClimate Institute, provides
one of the most comprehensive data sets of climate policies. Incorporating several other global policy
databases, such as the Climate Change Laws of the World and the Organisation for Economic Co-operation
and Development’s policy instruments database, it also draws on country reports and specific policy
documents. It provides a useful classification of climate policies by sector, policy instrument type, and
implementation status.

Because the Climate Policy Database focuses primarily on national mitigation-related policies, it has
limited coverage of policies relating to adaptation and resilience. It also has greater depth and quality of
available information for larger emitters and countries that are required to provide detailed reporting on
their policy implementation, such as Annex | countries to the United Nations Framework Convention on
Climate Change and Organisation for Economic Co-operation and Development countries (Nascimento

et al. 2021).

a. NewClimate Institute, Climate Policy Database, https://climatepolicydatabase.org/.

Although the number of climate policies introduced across countries does not
necessarily reflect emissions reduction, studies have shown a significant association.
For example, analyzing legislative data from 133 countries between 1999 and 2016,
Eskander and Fankhauser (2020) find that each new climate law is associated with a
short-term (within three years) reduction of 0.78 percent and a long-term (beyond three
years) reduction of 1.79 percent in carbon dioxide (CO,) emissions per unit of gross
domestic product. Altogether, climate laws reduced annual global CO, emissions by
5.9 gigatons of CO, in 2016, surpassing the United States’ CO, output for that year.
Similarly, when controlling for historical emissions, income per capita, and countries’
rule of law, Nascimento and Héhne (2023) demonstrate that having a higher number of
climate policies is associated with lower projected emissions.

Different policies have had different impacts on emissions, even though it is not the
only lens to evaluate them with. Figure 3.1 shows a variety of policy instruments and the
associated effects on emissions across countries (controlling for per capita income, rule
of law, industrial structure, and other important characteristics). Despite the difficulty in
establishing causal relationships because of the simultaneous introduction of multiple
policies and the complementarity across them, legally binding emissions reduction and
renewable energy targets are associated with the largest reductions in emissions across
countries. Introducing a binding greenhouse gas target is associated with a 10 percent
reduction in annual CO, emissions per unit of gross domestic product in the short run
(within three years) and a 22 percent reduction over the longer term; a carbon tax policy
is associated with a 3.5 percent reduction in the short term and a 7.8 percent reduction
over the longer term.

Even if they do not have a direct impact on emissions, policies that remove barriers to
decarbonization or build essential capacity in the country can still be critically important
climate policies. Although several policy instruments show much smaller effects on
emission reductions, it does not mean they are useless or inefficient. Because different
climate policy instruments act on various types of market failures, they can support the
decarbonization process without necessarily reducing emissions directly. For example,
strategic planning may not reduce emissions directly, but it can improve coordination
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FIGURE 3.1. Estimated effects of different policy instruments on reducing CO, emissions

(log) CO, emissions per unit of economic output (MtCO,e/GDP)
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across other instruments and increase their efficacy. Monitoring systems can play a sim-
ilar role: because they improve policies over time and prevent inefficiencies, they can be
necessary to a successful transition without reducing emissions directly. Other policies
not evaluated here because they do not relate to climate change, such as reforms of finan-
cial or land markets or generic research and development support, can act in similar
ways. And, as discussed later, some policies may be important to open the door to
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higher-efficacy policy—for example, nonbinding greenhouse gas emission targets can be
an important step toward the introduction of binding targets.

Limitations in institutional capacity can restrict the number and breadth of climate
policies that countries can introduce. Figure 3.2 shows various types of policy instru-
ments adopted across countries represented as a heat map. Each column corresponds to
a given country, and each row corresponds to a policy type. Blue squares signify that a
country has announced a particular climate policy instrument, whereas white indicates
that it has not. The figure has a characteristic triangular pattern, showing that some
countries—such as Germany, India, Japan, and the Republic of Korea, shown in the far-
left columns—have introduced many different types of policies, and that others, shown in
the far-right columns, have introduced very few. More interestingly, policies that only a
handful of countries have introduced (shown in the bottom rows) tend to appear in the
columns of countries that have introduced a wide diversity of policy instruments. This
suggests that it may be possible to introduce certain policies only in countries with suffi-
cient administrative and policy-making capacity (Mealy et al., forthcoming).

Climate policy making is path-dependent, with institutional capacity limitations
restricting the types of policy countries can introduce (Mealy et al. forthcoming). Policies
are much easier to introduce if they build on prior related institutional capacity and
know-how. For example, a country would have difficulty effectively implementing vehi-
cle or industrial air pollution standards without first having the capabilities to monitor
and audit vehicle or industrial performance. And countries with no prior experience of
emissions monitoring or reporting—or with no form of market-based mechanism for
reducing pollutants—may struggle to introduce carbon pricing. When considering the
design of policy packages, governments should take such path dependency into account,
because the choices they make today will influence their policy options tomorrow.

The Climate Policy Space provides a visual representation of such relationships, to
better understand how policies and measures can build on each other. The Climate Policy
Space (figure 3.3) is a network in which nodes represent climate policy instruments

FIGURE 3.2. Triangular (nested) distribution of climate policies announced by countries

Climate policies
(ordered based on number of
country announcements)

Most commonly
announced policies

* Political and nonbinding
GHG reduction target

« Strategic planning

* Political and nonbinding
climate strategy

* Political and nonbinding
renewable energy target

* Institutional creation

Least commonly
announced policies

* Removal of fossil fuel

WJ Countries Lﬁ subsidies

79

Countries announcing (ordered based on number of policies announced) Countries + Unilateral commitments
the most policies announcing (private sector)
« Korea, Rep * Germany the_fc_ewest . Ret!remenF premium
. Japan’ . India ) ) policies . Whl_te certnﬁcate;
- H Country has announced climate policy « Vehicle air pollution
* China * France Country has not announced climate policy standards

Source: Mealy et al., forthcoming.
Note: GHG = greenhouse gas.



80

FIGURE 3.3. The Climate Policy Space
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linked to each other according to their relatedness in institutional capacity (see box 3.2
for more detail). In figure 3.3, panel a, climate policies are colored according to their
prevalence across countries (purple policies have been more commonly introduced); in
panel b, they are colored according to key policy clusters.

In panel b of figure 3.3, the pink and purple clusters at the bottom of the network con-
sist of highly prevalent nonbinding targets and climate strategies that are fairly easy to
introduce. These targets and strategies do not necessarily commit a country or constitu-
ents to do anything. The turquoise cluster comprises binding targets and the creation and
strengthening of required climate institutions, representing a natural step up from non-
binding targets in a country’s policy pathway. The blue cluster in the middle largely con-
sists of regulatory instruments, such as product and industry standards; market-based
instruments like carbon, energy, and other taxes; and key enabling policies related to
auditing, monitoring, and coordinating bodies for climate strategy. Finally, the olive clus-
ter includes a variety of policy instruments relating to technological deployment and
innovation and other rare policies that tend to be found only in countries that have pre-
viously introduced a wide diversity of policy instruments.

Countries with different income levels are concentrated in different regions of the
Climate Policy Space. Panel c of figure 3.3 shows that low-income countries, which typi-
cally have less developed levels of institutional capacity, tend to have introduced climate
policies found in the lowest clusters of the network. Lower-middle- and upper-middle-
income countries show a broader range of policies in the turquoise and blue clusters,
suggesting that expanding policy-making capacity into binding targets, institutional cre-
ation, and regulatory and market-based instruments may go hand in hand with rising
levels of economic development. High-income countries span a vast range in the Climate
Policy Space network, with a notable presence in the olive cluster that focuses on unique
and technology-centric policies, arguably the actions that require the most capacity.

Countries move through the Climate Policy Space in predictable ways because past
climate policies influence future policies. They show a tendency to introduce new
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BOX 3.2
Calculating Policy Relatedness

Countries will likely find it easier to introduce a policy if they have prior experience introducing policies that
involve similar (or related) institutional and administrative capacities and requirements. Unfortunately, data
constraints make it challenging to directly measure specific institutional capacity requirements consistently
across countries.

Mealy et al. (forthcoming) propose a novel approach for estimating the relatedness of institutional
capacity between two climate policies by exploiting the pattern of climate policy co-occurrence within
countries. Specifically, two policies are assumed to require similar underlying institutional capacity
and know-how if they are more likely to co-occur within countries. The measure is also weighted, with
countries that have introduced many policies assigned a lower weight in the overall calculation. Previous
studies have applied such techniques to analyze the path dependence of economic development across
countries and regions (Hidalgo et al. 2007; Mealy and Coyle 2022; Zaccaria et al. 2014).

Mealy et al. (forthcoming) show that the more related a new climate policy is to a country’s existing set
of policies, the more likely that country will be to introduce this policy in the next five years, even after
accounting for important country characteristics such as income levels, rule of law, government
effectiveness, and carbon dioxide emissions.
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policies that are connected to existing policies in the Climate Policy Space network,
building on prior related know-how and institutional capacity. Mealy et al. (forthcoming)
show that this tendency is statistically significant across countries, even after controlling
for important country characteristics such as income levels, population, corruption, rule
of law, and government effectiveness, and can be used to make predictions about the
types of climate policy that countries are more likely to introduce in the future. As such,
the set of climate policies implemented at one time affects in a measurable way the
probability of implementing further policies in the future.

Climate Policy Feasibility Frontiers (CPFFs) can help inform policy choices that real-
istically work with countries’ current policy-making capacity and successively build
greater capacity to introduce more ambitious types of policy. Combined with the usual
analysis of the efficacy, costs, and benefits of policies, the CPFF can help identify the most
promising policies in a given country context. It consists of two key dimensions:

1. Relative likelihood of introducing a policy in the next five years. Based on how related a
new policy is to a country’s existing policies, this metric is expressed in relative terms,
comparing policies without measuring their absolute likelihood. This metric measures
the ease of implementing a given policy, based on a country’s prior policy experience and
inferred policy-making capacities.

2. Capacity-building potential aims to capture the learning and capacity development
potential associated with the introduction of a new policy. This metric measures how
the introduction of a given policy is expected to change a country’s institutional
capacities, making it easier to implement other climate policies in the future.

Figure 3.4 shows the current positions in the Climate Policy Space and CPFFs for
Tirkiye and Viet Nam. Each dot in the CPFF denotes a new policy not introduced before
and corresponds to policies colored in gray in the Climate Policy Space. The figure also
shows the emissions reduction potential of these policies, based on the analysis of past
policy adoptions and associated changes in emissions presented in figure 3.1. With the
costs and benefits, the efficacy of these policies is a crucial dimension to consider when
prioritizing and designing policies.

The CPFF identifies policies that may be easier to implement, as illustrated by a set of
policies shown in dark bold circles in panels a (for Tiirkiye) and ¢ (for Viet Nam). For
Tiirkiye, for example, policies that appear the easiest to introduce in the next five years
include a legally binding climate strategy or a binding emissions reduction target, which
would require including such a strategy or target in a law, such as a climate change frame-
work law.! Tiirkiye’s CPFF shows that a legally binding climate strategy is about 30 percent
more likely to be introduced in the next five years compared to the introduction of a
retirement premium, which is far away from Tiirkiye’s existing policies in the Climate
Policy Space.

The CPFF can also help in the design of a step-by-step policy pathway, going beyond
short-term opportunities and ensuring progress toward long-term goals. For example,
the CPFF identifies an emissions trading scheme (ETS) or carbon tax as potential next
steps for Tiirkiye. These two policies are close to each other in the policy network, show-
ing they are often introduced together and that the two instruments more often comple-
ment each other than substitute each other. In practice, introducing either or both
instruments depends on the political context. Partly because of Tiirkiye’s geographic
proximity with the European Union and its ETS, the government of Tiirkiye has recently
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announced the future implementation of an ETS, confirming the CPFF assessment that
an ETS is a highly feasible intervention in the country.

The CPFF also identifies technological deployment and diffusion and technological
development as “stretch” policies for Tiirkiye. Although these policies (labeled in purple
in the CPFF and highlighted in a purple circle in the Climate Policy Space) are less aligned
with Tirkiye’s existing policies and potentially more difficult to introduce, they have the
potential to build the country’s capacity to deploy low-carbon technologies and engage in
green innovation and technological development. In addition to their climate benefits,
such capacities could also have important economic advantages and build momentum
toward more rapid climate action.

The CPFF emphasizes the importance of the country context and identifies different
recommendations across countries. Viet Nam has a different set of institutional capabili-
ties from that in Tirkiye. For Viet Nam, the most feasible and likely policies include insti-
tutional creation and binding greenhouse gas targets. Policies to boost climate-related
infrastructure investments could help Viet Nam build further capacity. Moreover, although
carbon pricing policies appear to be more challenging in the short term, other policies
can help pave the way toward this goal.

Sequencing to build greater political support for climate action

Policies that can deliver immediate benefits to key groups and the economy more broadly
can be politically easier to implement and can help build support for further climate action.
With the public usually favoring “pull” over “push” policies (Drews and van den Bergh
2016), tax relief, grants, and subsidies tend to be among the first policies implemented in
the upper-middle-income and higher-income countries that can afford them (Meckling,
Sterner, and Wagner 2017). When these policies foster supportive coalitions and broader
public support—as is the case with renewable energy support policies—they can build
momentum for more ambitious and less politically palatable policies down the road (Pahle
et al. 2018)—see box 3.3.

Strategically sequencing policies can grow political support over time and shape a
political economy that is more conducive to climate action. For example, in Germany,
early renewable energy research and development funding, subsidies, and capacity
targets created the basis for low-carbon energy interests to emerge, drove down tech-
nology costs, created synergies with other energy and development goals, and
increased political and public support for low-carbon power—despite the challenges
of establishing renewable energy businesses in the country. These actions, in turn,
enabled more ambitious energy decarbonization policies. The case of Viet Nam, which
mobilized private financing for 20 gigawatts of renewable energy in record time,
shows how feed-in tariffs and other “pull” instruments can deliver impressive results
in the short run (Do et al. 2021). But such instruments need to evolve to become finan-
cially sustainable. In Viet Nam, financial losses in 2022 and 2023 suggest a lack of
financial sustainability and reduce attractiveness for private capital. Countries may
therefore need complementary measures to promote transparency in transactions,
more sustainable terms, and the ability to crowd in cutting-edge technology. However,
policies that distribute benefits might still encounter opposition, especially when
powerful vested interests understand the long-term impacts that the subsidies could
have on them.
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BOX 3.3
China’s sustainable energy transition policy sequence

In their study of the evolution of China’s national sustainable energy policy mix over 40 years, Li and
Taeihagh (2020) show how sequencing helped reduce resistance from existing institutions and increase
support by fostering winning coalitions, while gradually increasing policy stringency and reducing costs
(figure B3.3.1).

First, the government provided 10 years of support for wind and solar photovoltaic, building interest
groups in low-carbon technologies. It then gradually ratcheted up policy stringency by increasing emissions
charge rates and tightening emissions limits and air quality standards, eroding the incumbency of coal
power. Finally, it started reducing feed-in tariffs and other government subsidies after supporting grid-
parity renewable energy. Together, these actions reduced the cost of China’s climate policies.

FIGURE B3.3.1. Evolution of China’s environmental policy mix, 1980-2020
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BOX 3.3
China’s sustainable energy transition policy sequence (continued)

FIGURE B3.3.1. Evolution of China’s environmental policy mix, 1980-2020 (continued)
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BOX 3.3

China’s sustainable energy transition policy sequence (continued)

Within Reach

FIGURE B3.3.1. Evolution of China’s environmental policy mix, 1980-2020 (continued)
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BOX 3.3
China’s sustainable energy transition policy sequence (continued)

FIGURE B3.3.1. Evolution of China’s environmental policy mix, 1980-2020 (continued)
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Note: China’s national ETS became operational in 2021 and focuses on the regulation of power sector companies. It uses
allowances freely allocated and based on benchmarks considering actual production levels. The system is constantly being
further developed, and its coverage is planned to expand to other sectors as well. With more than 4 billion tonnes of CO,
covered—accounting for over 40 percent of the country’s carbon emissions—the ETS is the world’s largest in terms of covered
emissions (ICAP 2023). CDM = clean development mechanism; CO, = carbon dioxide; EIA = environmental impact assessment;
ETS = emissions trading system; FIT = feed-in tariff, FYP = five-year plan; GB = Guobiao, Chinese for “national standard”;
IMF = Information Management System; INDC = intended nationally determined contributions; NDRC = National Development
and Reform Commission; NOx = nitrogen oxide; PDF = pollutant discharge free; PM = particulate matter; PV = photovoltaic;
RE = renewable energy; SO, = sulfur dioxide; TCZ = two control zones; TGC = Tradable Green Certificate; UNFCCC = United
Nations Framework Convention on Climate Change.



90

Within Reach

Green industrial policies offer a good starting point in a policy sequence, because
they can foster winning coalitions that provide a useful political support base. Many
have advocated for starting with green industrial policies, such as research and devel-
opment support or subsidies, and green trade policies, such as support for low-carbon
export industries, to create coalitions of actors with economic interests in low-carbon
industry and climate policy action (Cullenward and Victor 2020; Meckling et al. 2015).
The unprecedented fall in the cost of solar and wind—unthinkable just 10 years ago—
is often attributed to a mix of industrial and trade policies, such as feed-in tariffs in
Europe and direct credit support for manufacturers in China (Lockwood 2022;
Meckling, Sterner, and Wagner 2017; Pahle et al. 2018). This has paved the way for
more ambitious renewable energy targets and other policies, such as Germany’s coal
phase-out law (Markard, Rinscheid, and Widdel 2021). Effective policy sequencing
can also weaken the power of potential climate policy opponents (Nacke, Cherp, and
Jewell 2022). Sunrise industrial policies, which support emerging sectors or technol-
ogies, are sometimes complemented by sunset industrial policies, which facilitate and
organize the downscaling of declining sectors or industries (see chapter 4 for a more
in-depth discussion).

Taking advantage of windows of opportunity can make it easier to introduce polit-
ically challenging policies. The sustainability transitions literature highlights win-
dows of opportunity as critical points when conditions become more favorable for
changing incumbent or locked-in institutional landscapes (Geels 2006, 2012; Mealy
et al. 2023). Different factors can open such windows—for example, it can be easier to
implement fossil fuel subsidies, which are politically difficult, when global oil prices
are low (Rentschler and Bazilian 2017), or climate fiscal policies or green recovery
packages when a crisis response suddenly increases thresholds for public spending
and government intervention in the economy, as observed during the COVID-19 pan-
demic (Dafnomilis et al. 2022). Highly visible natural disasters such as the 2003 heat
wave in Europe or the 2005 landfall of Hurricane Katrina in New Orleans, both at
least partially attributed to climate change, have also affected the political economy of
climate policies.

Introducing the necessary policies early, even when they are
politically challenging

Although starting with policies that are easier to implement can help build momentum, it
is sometimes necessary to introduce politically challenging policies, and doing so earlier on
in a policy sequence can be desirable. For example, introducing a carbon price, even if it is
low or partial, signals a clear commitment, allows actors to adjust—say, by switching invest-
ments to efficiency improvements and lower-carbon equipment—and sets the basis for
price or coverage increases as actors’ expectations and preferences shift (Sato et al. 2022).
Some administratively demanding policies, usually less likely to be applied in the early
stages, could also be worth implementing early to help align actors’ expectations and build
institutional capacity. For example, clear efficiency or emissions labeling of appliances,
vehicles, and other products and services creates awareness among citizens and may help
shift the range of policies that are acceptable to the general population at a given time
(Kelsall et al. 2022; Rosenbloom, Meadowcroft, and Cashore 2019).

Preventing high-carbon path dependence is often a good investment, especially in
low-income environments, even if doing so is difficult or expensive. Always taking the
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easy option could decrease the feasibility of more ambitious policies in the decades to
come, leading countries to carbon-intensive physical or institutional lock-in. This is a
major risk in countries still building a lot of infrastructure, and policy decisions could put
them on a low-carbon development trajectory or lead them to carbon lock-in. In sectors
that are particularly expensive and difficult to decarbonize, like transportation, starting
early will make the transformation as progressive and smooth as possible, minimizing
long-term costs. Starting with the most expensive option today sometimes makes sense
in the long term (Vogt-Schilb, Meunier, and Hallegatte 2018).

Urbanization patterns represent one of the largest sources of lock-in, justifying early
action. Even though low-income cities have relatively low emissions, if they grow with
low density and a high reliance on individual vehicles, they will struggle to develop and
implement the transportation decarbonization policies they will need in the future. They
will also struggle to ensure efficient and attractive public transportation, which is more
important at higher income levels. And, despite the difficulty in implementing
transit-oriented, low-carbon development policies today, doing so could make it much
easier to decarbonize transportation in the coming decades without major trade-offs for
development (Avner, Rentschler, and Hallegatte 2014). If people enjoy good levels of
mobility and accessibility in urban spaces with public or active transportation, they are less
likely to oppose policies that increase the cost of car use or phase out fossil fuel vehicles—
because they have readily available alternatives. Support for, or acceptance of, policies that
limit car use is higher in European and Scandinavian cities with well-developed public
transportation infrastructure (Kuss and Nicholas 2022; Mareschi et al. 2022).

Building policy ambition and stringency through feedback and
tipping points

Strategically selecting and sequencing feasible policies to build greater institutional capac-
ity and political support does not mean climate progress will be slow. By taking advantage
of the dynamism of socio-technical-political systems, governments can build momentum
to accelerate transformational climate action. Each step a government takes and each pol-
icy it implements can reinforce further climate action in the future.

Introducing specific policies can transform the associated politics, which in turn
shapes the future space of policy possibilities. Policy feedback relates to the effects
that policies can have in either reinforcing or undermining the direction or pace of
future policy making. The adage “new policy creates new politics” captures the way
that each climate policy or intervention affects the political economy landscape, cre-
ating new incentives, spreading new ideas, supporting new coalitions, and reforming
institutions.

Some policies can drive positive, reinforcing feedback effects, leading to faster climate
progress and more ambitious action. Climate policy feedback effects are a key theme in
the sociotechnical system transition literature, with special attention paid to links and
interdependencies between low-carbon technology innovation and scaling, on the one
hand, and changes in social and political values, norms, discourses, and behaviors, on the
other (Aklin and Urpelainen 2013; Geels et al. 2017; Lockwood 2015). Green industrial
policy is essentially a feedback-based strategy that directs benefits or “rents” toward
green industries, growing them and using them to increase political support more broadly
(Meckling et al. 2015). Such policies can trigger positive policy feedback effects that drive
institutional processes toward deeper or faster green reforms. In so doing, they can
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increase the base of support for climate policy over time as more winners emerge, from
green industry shareholders and investors to their employees and labor representatives,
the communities where they are based, their local political representatives, the custom-
ers who use their products, and so on.

Factoring in policy feedback effects is an essential complement to cost-benefit
assessments of economic efficiency and other approaches that countries use to inform
their policy choices. Putting a political economy lens on policy sequencing shows that,
although second- (and even third- or fourth-) best policies based on static economic
efficiency might cost more, especially at earlier stages, they can pave the way for more
stringent and efficient policies later, improving the overall feasibility and cost of
transformative policies over time (Pahle et al. 2018). From a dynamic efficiency
perspective, it is as much about reducing barriers as strengthening enabling factors to
ensure the political economy can shift from being a brake on transformative climate
action to driving it. This is part of the logic that underlies the call for green trade and
industrial policy, whereby direct support for green industry can generate increasingly
powerful winning coalitions that champion more ambitious decarbonization policy
(Meckling et al. 2015). Many countries and subnational areas—including early movers
Germany and the US state of California—deployed targeted subsidies and other policy
instruments to support renewable energy with great success (Pahle et al. 2018).

Governments can also aim to strategically target tipping points in social, technological,
and political domains, which can drive rapid and systemic change. Climate policies that
overcome inertia, reduce opposition, and increase support help to develop momentum
behind a clear direction of change. In the power sector, for example, renewable energy
combined with storage is expected to displace fossil fuels in the next decade even with-
out additional policy support (IEA 2023). But going in the right direction does not guar-
antee that we will reach our desired destination—in this case, net zero—in time. Indeed,
various assessments suggest that we are moving too slowly to meet climate goals (Boehm
et al. 2022). Tipping points that can accelerate change are a critical component of a cli-
mate sequencing strategy (figure 3.5).

FIGURE 3.5. Enabling conditions to trigger positive tipping points
A
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political barriers for enabling
positive tipping points
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Source: Fesenfeld et al. 2022.
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A tipping point refers to nonlinear change in a complex system, in terms of the speed
or nature of change (Milkoreit 2022). The primary driver of a tipping point is the domi-
nance of positive over negative feedback effects, which reinforces change. Once a tipping
point has been breached, the likelihood of quickly or easily returning to a previous state
or pace of change is low (Milkoreit 2022). Several types of tipping point are relevant for
climate governance, transition strategies, and policy sequencing decisions.

 Climate tipping points: major, rapid, and abrupt changes in the climate system. Breaching
climate tipping points would likely trigger further tipping points in ecological and
human systems. Examples include major sea level rise resulting from collapsing ice
sheets or dieback of important biodiverse biomes, such as the Amazon Rainforest
(Armstrong McKay et al. 2022). Warnings from the scientific community that we are
fast approaching climate tipping points are becoming more severe (OECD 2023). If
those tipping points are triggered, it is reasonable to assume that the political econ-
omy of climate policy would change rapidly, perhaps leading to radically different
approaches to managing climate action.

e Social tipping points: rapid self-reinforcing shifts in attitudes, beliefs, behavior, and
values in society. Whether social tipping points are triggered depends to an extent on
where change happens in a social network. People are more likely to respond to
changes in the attitudes or behavior of influential actors—for example, a thought or
political leader—because they are well-connected and more visible; but this response
will be mediated by factors such as trust, credibility, and social identity (Sonke et al.
2022). The response can also be a question of critical mass. One experimental study
suggests that, when just 25 percent of a population group changes its norms or behav-
iors, the majority can be “tipped” to follow (Centola et al. 2018). Another suggests,
however, that the threshold is likely to differ across societies, depending on factors
such as risk tolerance, nonconformity, and available incentives for early movers
(Andreoni, Nikiforakis, and Siegenthaler 2021).

e Technological tipping points: significant shifts in technology maturity, performance,
costs, or accessibility. Several key technological tipping points have already been
crossed—for example, when renewable energy became the cheapest option to gener-
ate electricity in most markets.

e Policy tipping points: rapid shifts in support for and implementation of a particular policy
or set of policies. Major crisis, scientific discovery or breakthrough, changes in public
opinions and values, a policy paradigm shift, or a change in the balance of power
between oppositional and supportive coalitions can all contribute to triggering a pol-
icy tipping point. Once this tipping point is breached, reinforcing feedback effects can
accelerate diffusion—for example, across levels of government—and embedding, such
as in social discourse. In the wake of a policy tipping point, an unpopular, controver-
sial, or unfeasible policy or set of policies can become widely accepted and supported,
making continued progress likely and reversal unlikely.

Sharpe and Lenton (2021) make the case that policies can accelerate progress by tar-
geting “upward-scaling tipping cascades”—that is, progressive activation of tipping
points that increase the likelihood of triggering another at a larger scale. This would cre-
ate a sort of tipping point path dependence (figure 3.6). Although their study focuses on
how small groups of countries working together can activate tipping points in the global
economy, countries can apply findings to their national context. Looking at the power
sector and road transportation vehicles, the authors zoom in on relative technology cost
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FIGURE 3.6. Upward-scaling tipping cascades to meet climate goals
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tipping points, when low-carbon technology (gas and then renewable energy in the
power sector; electric vehicles in the transportation sector) become cheaper than
high-emitting technology (coal and then gas in the power sector; internal combustion
engines in the transportation sector), first with—and then without—policy support. They
show how these tipping points lead to changes not only in technology shares but also in
climate politics, enabling more ambitious and faster policy change.

Radical climate policies can help trigger positive tipping points. Policy (feedback)
effects can contribute to path dependence, acting as a funnel for future policy options.
Strategic policy sequencing can harness these effects to narrow the range of policy
options to a more ambitious or more stringent set of options, including by fostering more
policy winners. But a tipping point still needs to be triggered to accelerate change, and
that triggering may require intentional forcing (Abson et al. 2017; Fesenfeld et al. 2022;
van der Ploeg and Venables 2022). Van der Ploeg and Venables (2022) make the case for
radical climate policies that can provide the necessary “big push,” arguing that marginal
policies, such as setting the price of carbon to the social cost of carbon, are unlikely to
work as a trigger. Instead, they suggest that countries will need “big push” policies—for
example, a sizable electric vehicle subsidy—to trigger tipping points, such as sociotechni-
cal reinforcing effects that lead to a rapid electric vehicle diffusion and displacement of
internal combustion engines. Although expected to be costly, such “big push” policies
can be temporary, because they will no longer be necessary once the economy shifts
toward the new, superior, equilibrium.

Note

1. Targets or strategies are considered “binding” when individuals and institutions in the public and
private sectors must comply with them—for instance, because they are part of national legislation.
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Policy Design

Managing the Distributional
Effects of Climate Policies

KEY INSIGHTS

Climate policies have heterogenous distribution implications across income classes,
sectors, occupations, and space. The variance in impacts is larger within than across
income groups: whether policies are progressive or not, political opposition is more
likely to originate from impacts concentrated on sectors or places. Near-poor and
lower-middle-class households often experience larger and more visible immediate
impacts, making them more likely to oppose policies than poor people, who tend to
have limited access to modern energy or transportation.

Compensation to protect poor and vulnerable populations is possible and afford-
able, but may involve practical challenges related to targeting and delivering mech-
anisms. Most countries lack the social protection infrastructure and household
data to target and deliver compensation.

Some communities face highly concentrated impacts and require specific interven-
tions that go beyond protecting directly affected workers and households. Place-
based policies can support the transition of these communities but need to tackle
well-identified barriers, combine well-coordinated interventions, and be rigor-
ously evaluated.

Because climate policies can have disproportionate impacts on certain population groups,
understanding and addressing these distributional effects is key for navigating political
economy challenges—that is, different interests. Ample evidence shows that, in the aggre-
gate, well-designed low-carbon structural change can be a positive change. But sectoral,
regional, and household-level outcomes are heterogenous, and the impacts could be
damaging for certain population groups unless those groups are actively protected and
supported. These distributional impacts shape the interests of population groups and are
therefore decisive for support for or opposition to policy reforms.

Community relations also shape the distributional effects of climate policies. As well
as analyzing distributional impacts of climate policies for individuals, households, and
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population groups, it is important to consider the impacts at the community level. Local
communities can be empowered to improve the ways they relate to each other, organize
themselves, and work together. For example, in Indonesia, local norms and practices,
such as gotong royong—traditions of collective action, obligations toward others, and
mutual assistance—contribute to adaptive capacity (World Bank, forthcoming). A solely
household-centric understanding of distributional aspects of climate policies can over-
look these community dynamics and codependencies.

Using the example of a tax reform that increases the price of fossil fuels, this chapter
highlights that distributional effects are a crucial—albeit not the only—element of the
political economy of climate policies. Understanding distributional effects can help
countries not only identify and support population groups that are particularly vulnera-
ble to adverse policy impacts but also recognize and manage potential sources of opposi-
tion. The chapter highlights the channels through which distributional impacts occur,
across income groups, geographical areas, and social vulnerabilities.

Drivers of social exclusion and injustice

Although the focus is often on income groups, occupations, or space, other social factors—
such as ethnicity, gender, sex, age, disability, religion, displacement, and sexual orientation—
can make groups more vulnerable to the adverse impacts of policy decisions. By evaluating
the impacts of policies in their real implementation context, ex post studies offer insights
into questions of social justice, intersecting inequalities, and other factors that determine
the real impacts of climate policies (box 4.1).

The distinction between socioeconomic vulnerability and social vulnerability—with the
former typically based on income, consumption, or wealth, and the latter on factors that

BOX 4.1
Gender and climate change mitigation policies in agriculture

Despite women’s important contribution to agriculture, gender inequalities persist and women tend to
have less access to resources, including land, inputs, financial services, education, and decent employment
opportunities (Erman et al. 2021). Gender roles in agriculture have implications not only for how climate
mitigation policies affect social equity outcomes but also for how different groups adjust to these policies
and whether they facilitate a just transition for all. If they do not recognize gender dynamics and related
transitional challenges, mitigation policies and instruments could exacerbate existing gender inequalities.
Technological solutions to mitigate greenhouse gas emissions and reduce hard physical work create
opportunities and trade-offs (Beuchelt and Badstue 2013). Long-term gains in reducing emissions, women'’s
drudgery, and unpaid labor do not prevent short-term transitional impacts. Emissions-reducing technologies
that lower labor requirements also pose transitional challenges for women workers, who often do the more
labor-intensive work in agriculture.

Making mitigation policies gender-responsive poses a challenge because those who can benefit often
lack political voice. The lack of power, voice, and recognition is evidenced from the beneficiary level (Larson
et al. 2015) to national and international decision-making and governance frameworks (Gautam et al.
2022). A study on gender, power, and decision-making in the Bolivian Amazon (Boyd 2010) reports that,
at the beneficiary and community levels, bids to make project design and implementation participatory
and inclusive have focused mostly on “practical gender needs” such as health, education, income
generation, and food production, rather than on recognizing “strategic gender needs” and women’s
interests, which can empower them and change their status in society, thus advancing their interests.

(Continued)
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BOX 4.1
Gender and climate change mitigation policies in agriculture (continued)

Recognizing women’s knowledge and role in sustainable practices and creating meaningful opportunities
for decision-making can increase mitigation effectiveness and reduce gender gaps. Many initiatives in
Bangladesh, Indonesia, and Nicaragua have empowered and mobilized women in disaster risk management
(World Bank 2011). In Bangladesh, engaging women in decision-making and community disaster risk
management practices has garnered wider support from both men and women for women’s disaster
risk management needs, also addressing cultural reasons that prevent women from accessing shelters
during disasters (lkeda 2009). This change has helped reduce the gender gap in disaster-related mortality
rates in Bangladesh (World Bank 2011). Women are agents of change who have a strong body of knowledge
and expertise through their interactions with the environment. A wide range of literature from Africa
(Braun and Duveskog 2011; Friis-Hansen and Duveskog 2012), Asia, and Latin America (Ashby et al.
2000; Humphries et al. 2012) demonstrates that men and women engage with the environment differently
and acquire different skills, which can be used in climate mitigation (and adaptation) in agriculture.

Source: Kabir, De Vries Robbe, and Godinho, forthcoming.

make population groups socially vulnerable—is important from a policy perspective.
Recent estimates confirm that substantially more people are at risk of being excluded on
the basis of identity, circumstances, and socioeconomic considerations than are people
living in monetary poverty. For the latest available year (2017), 2.33 billion to 2.43 billion
people, or 31.1 percent to 32.4 percent of the global population, are at risk of exclusion
(Cuesta Lopez-Noval and Nifo-Zarazaa 2022).

Exclusion and other forms of deteriorated social sustainability are multidimensional
in nature. A recent analysis of intersecting social vulnerabilities in South Africa estimates
that 65 percent of its population is multidimensionally excluded (Ballon and Cuesta,
forthcoming). The incidence of multiple exclusions is higher among women (70 percent)
than men (58 percent); and, at 74 percent, Black people are more than twice as likely
as White people to be excluded (29 percent). Across all ethnic groups, perceptions
of unequally administered laws and poor government performance, along with lack of
access to public assistance, contribute most to multiple exclusions. Confidence in
government institutions, ownership of assets, and quality of housing show the largest
gaps in exclusion between Black and White populations.

Distributional effects of climate action

Impacts of climate policies on consumption

Because of different consumption patterns, consumption impacts on households tend to
vary across income levels within countries, and the near-poor and lower-middle classes are
often particularly vulnerable (Dorband et al. 2019; K6éppl and Schratzenstaller 2022;
Steckel, Renner, and Missbach 2021). In many lower-income countries, poorer populations
have limited access to energy-consuming assets and services—such as cars, air condition-
ing, or gas for heating and cooking—and are therefore less exposed than richer households
to the direct impacts of an increase in fossil fuel prices. Thus, carbon pricing tends to have
a progressive effect in countries where poor households have lower-than-average energy
expenditure, as is often the case in lower-middle-income countries (figure 4.1). In low-
income countries, overall consumption impacts tend to be smaller because households
across the whole income spectrum spend relatively less on fossil fuels and energy, but those
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FIGURE 4.1. Consumption impacts of a (noncompensated) increase in fuel prices in a subset
of countries, by income level
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Source: Dorband, forthcoming, using the Climate Policy Assessment Tool developed by the International Monetary
Fund and the World Bank to estimate the impact of carbon pricing (https:/www.worldbank.org/en/topic
/climatechange/brief/climate-policy-assessment-tool).

Note: These illustrative simulations, performed in 74 countries, assume the introduction of a tax of US$60 per ton
of carbon dioxide and the removal of energy and fossil fuel subsidies, with no recycling of the revenues or savings.
These assumptions are meant not to be realistic policy packages but to illustrate the vulnerability of households to
changes in fuel prices. The figure shows median effects for consumption deciles and for country groups. It does not
show the large heterogeneity of consumption effects across countries as well as within countries or consumption
deciles. Because impacts are heterogenous and skewed, they are larger if averages are used instead of medians, but
the distribution does not change substantially.

impacts tend to be neutral or slightly progressive. Among upper-middle-income countries,
the evidence is more mixed and varies with levels of access to public transportation and
electricity and other lower-carbon alternatives. In high-income countries, where most
households have access to energy-consuming assets, lower-income households are slightly
more vulnerable to energy price increases because they spend a larger portion of their
expenditure on fuels. Irrespective of the distribution across income groups, a 1 percent
decrease in consumption is expected to have larger adverse effects on the welfare of rela-
tively poorer individuals. This creates a specific vulnerability for the near-poor and low-
er-middle classes, who have access and enough resources to consume fossil fuels but are
vulnerable to small changes in price and reductions in their purchasing power.

Poor people tend to spend a large fraction of their income on food and can therefore
be heavily affected if climate policies translate into higher food prices. Agricultural
products and their supply chains are major greenhouse gas emitters, through agricul-
ture’s use of fertilizers, transportation, and fuels, and through deforestation (WRI 2019).
Although carbon pricing systems rarely cover land-based emissions, climate policies
that affect agriculture and food systems could have large impacts on food prices.


https://www.worldbank.org/en/topic/climatechange/brief/climate-policy-assessment-tool�
https://www.worldbank.org/en/topic/climatechange/brief/climate-policy-assessment-tool�

Policy Design: Managing the Distributional Effects of Climate Policies

For example, in Bolivia, 70 percent of the impact of carbon pricing on the consumption
of the bottom quintile would come from food prices (Vogt-Schilb et al. 2019). And that
estimate assumes that farmers can pass the increased cost of inputs to final food prices.
If, instead, farmers must reduce their use of agricultural inputs, agricultural yields could
be reduced and the resulting increase in food prices could hurt poor people even more.
Carbon pricing with a narrower base—covering only energy-related emissions, as is most
common—has much smaller impacts on food prices in most countries, preventing such a
regressive impact (Dorband et al. 2019).

Available estimates on distributional outcomes across low-, middle-, and high-income
economies are inconclusive, and depend on the methods used and policy assumptions
made (Ohlendorf et al. 2021). Some studies find progressive impacts of carbon pricing in
China (Brenner, Riddle, and Boyce 2007), India (Datta 2010), Indonesia (Steckel et al.
2021; Yusuf 2008), Mexico (Renner 2018), Nigeria (Dorband et al. 2022), Pakistan (Shah
and Larsen 1992), South Africa (van Heerden et al. 2005), Thailand (Saelim 2019), and
Viet Nam (Nurdianto and Resosudarmo 2016; Steckel et al. 2021). Others find neutral or
regressive distributions in Bolivia and Ethiopia (Steckel, Renner, and Missbach 2021);
Brazil (da Silva Freitas et al. 2016); China (World Bank Group 2022b); India (Steckel et al.
2021); Indonesia, Malaysia, and the Philippines (Nurdianto and Resosudarmo 2016); and
South Africa (Devarajan et al. 2011; Steckel, Renner, and Missbach 2021). In higher-
income countries, regressive consumption impacts are more likely (Beck et al. 2015;
Dissou and Siddiqui 2014; Feng et al. 2010; Goulder et al. 2019; Grainger and Kolstad
2010; Kerkhof et al. 2008; Kerkhof, Nonhebel, and Moll 2009; Wier et al. 2005). More
recent research across European countries, however, finds neutral or progressive con-
sumption effects in most countries (Andersson and Atkinson 2020; Feindt et al. 2021).

Consumption incidence studies by income group do not capture all distributional
issues—and related political economy risks—because differences within income groups
are larger than variations across income groups (Dorband et al. 2022; Douenne 2020;
Feindt et al. 2021; Missbach, Steckel, and Vogt-Schilb 2022; Steckel, Renner, and Missbach
2021). Consumption patterns vary more with socioeconomic characteristics that are
unrelated to income, such as access to clean energy types or transportation modes (Javaid,
Creutzig, and Bamberg 2020; Malakar, Greig, and van de Fliert 2018; Muller and Yan
2018). Differences also occur between rural and urban settings (Dorband et al. 2022;
Douenne 2020; Feindt et al. 2021). For example, estimates suggest that, in both low- and
high-income countries, low-income rural households pay a greater budget share for car-
bon pricing than do their urban peers. Often with limited access to public transportation
and electricity, especially in low-income countries, these households tend to spend a
large share of their budget and time on acquiring cooking and transportation fuels,
including for electricity generators. In many countries, particularly in Sub-Saharan
Africa, households spend more on generator fuel than on grid electricity, and generators
produce more electricity annually than the national grid (IFC 2019). Because transporta-
tion fuels are also often subsidized, a pricing reform that includes the removal of these
subsidies may particularly affect low-income rural households.

In low- and middle-income countries, higher fuel prices may not immediately affect
poor people; without complementary action and access to affordable electricity, however,
such policies could slow progress toward universal access to modern energy and clean
cooking. Consumption incidence studies that take a static view—that is, looking at today’s
consumption only—may fail to identify such long-term risks. Thus, it is important that
assessments of climate policies and their distributional impacts be carried out in a
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dynamic fashion, particularly in rapidly growing countries. For example, an increase in
fossil fuel prices may not directly affect households cooking with biomass, but the change
in price may delay the ability of these households to shift to modern cooking techniques
if they do not have access to affordable electricity and electric cookstoves (Greve and Lay
2023). In 2020, approximately 2.4 billion people around the world cooked with tradi-
tional polluting fuels and technologies, contributing to air pollution and premature
deaths (World Bank 2023a). Switching to cleaner cooking fuels and modern techniques is
a necessary step to improve people’s health and well-being. But the switch might lead to
an important expenditure factor if fuel prices increase, especially in areas with little
access to electricity and where biomass is available free of charge. Carbon pricing might
therefore reduce the uptake of modern cooking fuels among poor households that cannot
afford the transition (Rao 2015). Cameron et al. (2016) provide evidence that climate
change mitigation policies in South Asia could increase fuel costs by 38 percent in 2030
relative to a baseline scenario, and risk keeping 21 percent more people on traditional
stoves.

Investment, tax reforms, and cash transfers can protect people against
the direct impacts on consumption

Climate policies coupled with infrastructure investments can be strongly progressive, but
complementary policies—such as immediate monetary transfers—are often necessary in
the short term. Not only is access to electricity crucial for improving well-being and
productivity, but it can also help insulate households from fossil fuel price shocks, provide
cleaner and safer energy alternatives, and support poverty reduction (see, for example,
Fagbemi, Osinubi, and Adeosun 2022). Because lack of access to basic public services is
concentrated among low-income individuals and rural communities (Dorband et al. 2022),
investing carbon price revenues in improving energy access would particularly benefit
poor and rural groups. But infrastructure provision and its associated welfare benefits take
time to materialize and cannot compensate for the immediate consumption shock. Thus,
although cash transfers cannot replace more structural reforms toward achieving the
Sustainable Development Goals, immediate redistribution and compensation will often be
needed to alleviate the initial consumption effect and manage public resistance (Boyce
2018; Goulder, Hafstead, and Williams 2016; Hassan and Prichard 2016; Klenert et al. 2018;
Metcalf 2008).

Recycling just a fraction of carbon pricing revenues or repurposing subsidies through
direct transfer can make reforms pro-poor. Fossil fuel subsidies are often implemented to
support poor people’s energy access, and carbon pricing is often contested for its impact
on energy access. However, because rich households consume the bulk of fuels in abso-
lute terms, energy or fossil fuel subsidy schemes represent an extremely inefficient tool
for pro-poor support: most of the resources flow toward higher-income people. These
schemes also disincentivize energy conservation efforts. Social safety nets, such as tar-
geted or untargeted cash transfers, by contrast, are more effective and less costly
(Banerjee, Niehaus, and Suri 2019; Coady and Le 2020; Hanna and Olken 2018). When
countries reduce fossil fuel subsidies or implement carbon pricing, just a fraction of the
resources they mobilize is enough to fully compensate the bottom shares of the income
distribution. In Ecuador, for example, Schaffitzel et al. (2020) find that removing all
energy subsidies and repurposing a share of this revenue to increase the cash transfer
program, Bono de Desarrollo Humano, would increase the poorest quintile’s real income
by 10 percent and leave more than US$1.3 billion for the public budget. For a sample of
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Latin American countries, Feng et al. (2018) estimate that about 20 percent of savings
from subsidy reforms would fully alleviate the consumption impact on the bottom
40 percent of the income distribution.

Compensating people is hard: it requires appropriate systems and delivery mecha-
nisms, including broad, strong, and flexible social protection systems. The large het-
erogeneity in impacts makes it difficult to target transfers to support the most affected
and vulnerable households. Countries already equipped with high-coverage social
protection systems can use these to help households manage price shocks in ways
that are both better targeted and more efficient than subsidies. But even the best
social protection systems have imperfect coverage and targeting. A recent Latin
American study explores the gaps and overlaps between the 20 percent of households
most affected by a carbon price, the poorest 20 percent of households, and house-
holds that are not covered by social transfers (Missbach, Steckel, and Vogt-Schilb
2022). Highlighting the challenge governments face when compensating households,
that study finds that, first, the impacts of carbon pricing are more heterogenous
within than across income classes and, second, delivery mechanisms are not always
available. For example, the authors find that, in Chile, Colombia, Ecuador, and
Uruguay, social transfers do not cover 3-4 percent of households among the poorest
20 percent and most affected by carbon pricing. Some countries, including Indonesia
and the Islamic Republic of Iran, have used fossil fuel subsidy reform to finance the
creation of new systems to compensate households more efficiently than existing
tools (Damania et al. 2023).

As discussed in chapter 5, even redistributive, low-carbon, and fiscally responsible
policies to remove fuel subsidies can lead to social unrest, so ensuring participative
decision-making and developing a good communication strategy to accompany climate
policies is vital. When the price of liquefied petroleum gas—used mostly for vehicles—
doubled overnight in Kazakhstan in 2022 after the government lifted price caps, protest-
ers took to the streets and the ensuing turmoil led to more than 200 deaths and the
resignation of the government (Horowitz 2022).

Sectoral effects on labor and skills

Ample evidence shows that well-designed climate policies can be net job creators
(Dussaux 2020; Godinho 2022; Markandya et al. 2016; Metcalf and Stock 2020;
World Bank Group 2022a). Transitioning toward renewable energy sources and
adopting sustainable land use practices can generate new job opportunities in
emerging industries. Many studies find that indirect and induced jobs are a major
driver of these net-positive outcomes. For example, employment opportunities related
to investments in infrastructure, induced by projects in other sectors, can be larger
than direct job creation on project sites (Edwards, Sutton-Grier, and Coyle 2013; Zhang
and Zhang 2020) .

Positive employment outcomes are not automatic; rather, they depend on the design of
climate and other policies. Job creation is linked to the transition toward greener tech-
nologies and practices—for example, when climate-smart agriculture practices or renew-
able energy solutions are more job-intensive than existing patterns. But the reality of
these new jobs will depend on the investment climate, the availability of infrastructure
and a trained labor force, and appropriate tax policies and trade regulations. To become
part of a green global value chain, and benefit from the job creation it can bring, countries
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must be able to import key upstream components at an acceptable cost, which ill-designed
tariffs or trade regulations may prevent them from doing.

To understand the effect of climate and development policies on labor and skills, an
analysis of climate policy packages that promote sustainable development was conducted
using a global demand-led economic model based on multiregional input-output data
(Dorband, forthcoming). The policy scenario is a US$60 domestic carbon tax accompa-
nied by a complete phase-out of fossil fuel subsidies, with generated revenues split as
follows: 40 percent on income support (income tax cuts or social safety nets); 40 percent
on government spending related to the Sustainable Development Goals (education,
health, staple crop production, and public transportation); and, where applicable,
20 percent on renewable wind and solar energy subsidies. The analysis included the
121 countries in the Global Trade Analysis Project (Aguiar et al. 2019).

The analysis finds that, despite mostly positive net effects, the climate policy packages
can result in sizable sectoral job reallocations and policy-induced structural changes,
particularly in more carbon-intensive economies. Figure 4.2 shows the effects of these
packages on job losses (y-axis) and gains (x-axis). Countries above the diagonal have net
gains in jobs, and those below experience net losses. Even countries with net gains can
experience job losses as large as 1 percent or 2 percent of total employment, whereas
gains amount to between 3 percent and 4 percent. Although carbon-intensive economies
may not experience larger net effects, they do undergo larger structural changes, with
greater reshuffling of jobs.

Social protection and active labor policies can reduce and help manage
concentrated sector impacts

Countries may need to provide additional social and locational support to facilitate the
labor market and skills transition and to reduce potential social and economic frictional
costs. Reallocating workers to other sectors will have distributional and equity effects
across income groups, skill levels, and occupations, as well as between provinces and
countries (Azevedo, Wolff, and Yamazaki 2018; Hille and Mobius 2019; Marin and Vona
2019; Yamazaki 2017). The nature and quality of compensation, stability, protection, and
occupational safety offered may also vary between lost and new jobs (Botta 2019). As such,
governments may need to put targeted social, labor market, or locational support measures
in place to facilitate job transitions, ease skill mismatches and frictional costs, and increase
public acceptability (Saussay et al. 2022; Vona 2019).

Barriers to labor market mobility can significantly increase unemployment outcomes
associated with low-carbon structural change. For example, in the United States,
Castellanos and Heutel (2019) show that the modeled unemployment impacts of a carbon
tax were 24 percent higher when the labor market was assumed to be perfectly immobile—
that is, workers could not easily change jobs—as opposed to being perfectly mobile—that
is, when workers could frictionlessly transition into any job, even in a different location.
Similarly, in Brazil, Berryman et al. (forthcoming) show that accounting for empirically
derived patterns of job switching across occupations and geographies significantly
increases unemployment outcomes associated with modeled scenarios intended to boost
productivity and reduce deforestation. They also find that, in these scenarios, workers in
the bottom income deciles, particularly those in the agriculture sector, are likely to see
the most adverse unemployment impacts.

Countries need to make sure they target policies to reduce adverse employment out-
comes and increase labor market flexibility. For example, coal miners have skills that



Policy Design: Managing the Distributional Effects of Climate Policies

FIGURE 4.2. Effects of climate policy packages on job losses and gains in 121 countries,
by carbon intensity of countries’ economies
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could be adapted to mining green minerals, such as graphite, but would have to relocate
because these mines are in different regions. Similarly, petroleum engineers have skills
that could allow them to transition into several alternative occupations, but many of
these occupations do not pay as well. For active labor market policies to effectively help
people transition, governments must therefore ensure they target the policies at the
constraints workers face. Comprehensive adaptive support needs to take a broad
approach, using initiatives such as counseling and other social services for workers and
their families and supporting their reentry into jobs (box 4.2).

Empirical studies on the employment impacts of climate policies highlight how polit-
ical economy factors also shape employment outcomes (Godinho 2022). Model-based
assessments of the impacts of energy and sustainability transitions may not capture the
way in which political economy factors relating to institutional structures, power asym-
metries, and other contextualities can shape policy outcomes (Somanathan et al. 2014).
Empirical studies offer an important complement by reflecting sociopolitical, labor
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BOX 4.2
Achieving a just transition in agriculture

Given the large population shares employed in the sector, especially in South Asia and Sub-Saharan Africa,
understanding the nature of agricultural employment, and how and what workers will transition into when
mitigation policies are implemented, is imperative. Case studies from Brazil and Mali show that skill and
spatial mismatches will likely make it difficult for workers to transition into jobs outside agriculture. Despite
the possibility of transitions into nonagricultural occupations, historically these transitions are rare and
require a high degree of retraining, skills upgrading, and, in the long term, economic diversification. The
seasonal, and often transient, nature of the agricultural workforce further complicates achieving a just
transition in agriculture. Agricultural mitigation policies affect employment and wages through total
factor productivity and value-added inputs (Dorin, Hourcade, and Benoit-Cattin 2013). If policies reduce
productivity, agriculture will require more labor and land, slowing transformation; however, boosting
productivity—for example, through climate-smart practices—can lead to long-term labor release
(Fuglie et al. 2020; Gautam et al. 2022). As labor market challenges hinder a quick transition, policies that
boost productivity risk creating unemployment for workers who are already highly vulnerable.

A just transition does not mean transitioning out of agriculture. Depending on the structure and
development of the agriculture sector, a country’s green transition in agriculture may focus on

¢ Helping (primary) agricultural workers adapt and become more resilient to the effects of climate change
by adopting and building new skills for climate-smart practices;

¢ Exploring avenues to help workers transition out of primary agriculture production to activities within
the agriculture value chain;

e Structurally transforming the country’s economy by building know-how and diversifying into new prod-
ucts to create opportunities outside of agriculture;

¢ Raising agricultural productivity by, for example, investing in research and dissemination (Fuglie et al.
2020; Fuglie et al. 2020, 2022);

¢ Repurposing agricultural subsidies, for example, toward safety nets and to farmers’ income (Gautam
et al. 2022); and

¢ Helping workers upgrade their skills for productivity-enhancing tasks and transition into other jobs
(Townsend et al. 2017).

Justice concerns should be at the center of any sustainability efforts, not only for farmers as primary
producers and land managers but also for farm and food chain workers, consumers, rural communities, and
other marginalized groups (Baldock and Buckwell 2022). Ensuring inclusivity and distributional equity, and
recognizing the voice, values, and rights of those who work in and consume agriculture, is key to achieving
environmental and food security goals while ensuring climate justice for those whose livelihoods depend
on agriculture and those who consume its products.

market, and other factors that determine realized outcomes—specifically, who wins or
loses. For example, several studies on renewable energy policies highlight that, because
of immigration or offshoring, job creation does not always benefit local populations
(del Rio and Burguillo 2009; Jumani et al. 2017; Obour et al. 2016). And, even with job
creation, workers may not feel like winners when they have low wages, safety, or security
(Cormack and Kurewa 2018; Huesca-Pérez, Sheinbaum-Pardo, and Koéppel 2016;
Terrapon-Pfaff et al. 2019), or when employment outcomes are short-lived or decrease
after the initial construction period (Cai et al. 2016; Leistritz and Coon 2009; Ortega et al.
2015). The political economy can also affect who benefits, with studies from renewable
energy projects in India and Kenya revealing that political affiliation or ethnicity may
influence who gets jobs (Cormack and Kurewa 2018; Lakhanpal 2019). To correct such
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unfair distributional impacts and support a just transition, countries may therefore need
to take additional policy approaches, based on engagement with affected communities
and workers.

Although governments can use cash transfers to compensate for monetary losses—for
example, losses due to changes in relative prices—it is harder to compensate for the loss
of employment and livelihoods, and even more so for losing culture or a sense of
place. Thus, viewing job losses solely from an income perspective misses some key
aspects, such as the sense of community derived from work, family structures based on
the division of household and external tasks, or the identity given by an aspect of labor.
For example, US estimates of the median subsidy required for a person to be indifferent
about moving to a similar location exceed 100 percent of annual income, increasing by
43 percent if the person has family living in the original location (Bartik 2020). These
high numbers explain the relatively limited migration across regions and the persistence
of local underemployment hot spots, even in countries with a low level of aggregate
unemployment.

Green industrial policies can build political support and reduce the cost of
green technology

As well as fostering winners, green industrial policy can help reduce impacts for potential
policy losers and smooth the transition. Rozenberg, Vogt-Schilb, and Hallegatte (2020)
demonstrate how enacting regulations that apply only to new capital, as fuel economy stan-
dards or “feebate” programs do in the automobile sector, can favor a transition toward a
greener economy without negatively affecting those who depend on existing polluting
capital. Avoiding impacts on the value or price of existing assets certainly helps overcome
political economy barriers, because it prevents impacts that are often concentrated and
considered unfair. But acting only on new investments without changing the incentives
regarding the use of assets makes the transition slower, creating a trade-off between its
pace and political acceptability.

Green industrial policies can support the effectiveness of other policies and reduce
their distributional impacts but are not necessarily a substitute for other approaches.
Hallegatte, Fay, and Vogt-Schilb (2013) developed a simple matrix to explore the role of,
and relationship between, green industrial and pricing policies in the climate policy tool-
kit (figure 4.3). The matrix is based on two interdependent factors: price effectiveness (the
extent to which pricing instruments can trigger the needed structural changes) and price
adequacy (the extent to which the political economy makes it possible to adjust price
levels to the level needed to change behaviors). Both depend on elasticity of demand and
influence which policies will be feasible and efficient.

e Ifdemand for a good or service is very responsive to even small changes in price—such
as dispatch decisions in the power system—effective prices can be quite low, which
tends to be socially and politically acceptable (quadrant 1 in figure 4.3). In this case,
price-based mechanisms, or regulations, can be efficiently implemented.

e When changes in price have little effect on demand, as is the case with household deci-
sions regarding transportation or decisions to influence long-term research and devel-
opment for steel production, the price needed to change behaviors and technologies
would need to be very high. That high price would in turn likely trigger pushback from
affected groups. In that case, it makes sense to start by implementing policies that
increase price elasticity by creating substitution options, such as green industrial
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FIGURE 4.3. A matrix to determine when and how to deploy green industrial policies

(1) Pricing solutions, with
appropriate complementary policies
to manage distributional effects

(4) Sunrise green industrial policies to help
develop green sectors and technologies,
alongside efforts to improve adequacy of

pricing, such as support for sunset industries
and social or trade policies

(3) Policies to smooth transition and

reduce competitiveness concerns,

such as support for sunset industries
and social or trade policies

Source: Adapted from Hallegatte, Fay, and Vogt-Schilb 2013.

Note: Sunrise policies support and accelerate sectors or technologies that are expected to grow in productivity and
competitiveness over time and benefit from climate and industrial policies; sunset policies smooth the downscaling
of declining sectors to minimize transition and social costs.

policies (quadrants 2 and 4). Green industrial policies increase price elasticity by, for
example, expanding the availability of substitutes through support for green innova-
tion or industries that could scale green technologies, such as electric vehicle battery
manufacturing. Thus, when the government subsequently implements pricing policies
and increases the price of fossil fuel cars or coal power, alternatives, such as electric
vehicles and renewable energy, are readily available.

e Even when prices are efficient, increasing them might be impossible for political
reasons. This may be the case, for example, in places where large fossil fuel subsidies
have led to very low energy efficiency and where any change in energy could have large
social and economic impacts. In those cases (quadrant 3 or 4), governments can use
green industrial policies to reduce the economy’s vulnerability to higher prices and
transform the political economy. And, when the main political economy obstacle is the
political economy of concentrated impacts, governments can use green industrial pol-
icies to support sunset industries to facilitate their downscaling or adjustment.

To reap the full benefits of green industrial policies, countries need to carefully man-
age some political economy risks, including corruption, policy capture, and distributional
conflicts. Corruption can increase costs and reduce trust, eroding support for more ambi-
tious climate policy and potential economic gains. It can also lead to policy lobbying or
capture, working against adaptive reforms that can improve emissions and economic
outcomes, or to a lock-in to certain technologies at the expense of cheaper or more effi-
cient ones (box 4.3). For example, studies from the European Union show that renewable
energy and gas lobby groups have recently formed coalitions that accelerated the transi-
tion away from coal but could ultimately work against full power sector decarbonization
(Lindberg and Kammermann 2021).

The urban dimensions of climate policy impacts

Urban transportation costs constitute a key factor in determining people’s access to jobs
and public services, including health care and education, as well as people’s location and
transportation choices. Policies that affect urban accessibility can have impacts on
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BOX 4.3
Green industrial policies: How to minimize the risk of capture

It is difficult to anticipate the potential of new technology or a country’s latent comparative advantage, and
being wrong can have a large cost. As mentioned in Rodrik (2014), industrial policy aims to discover and
develop the appropriate new technologies and products and cannot be expected to succeed in all cases.
Therefore, a real potential exists for costly failure and waste of scarce public resources, with a real risk that
the public will share the cost of failures and small groups capture any benefits.

Green industrial policies face significant risks of capture and rent-seeking behaviors. For this reason,
Johnson, Altenburg, and Schmitz (2014) and Pegels (2014) frame the debate on green industrial policy in
terms of managing the rent (risk-adjusted above-average profits) created by industrial policy to incentivize
investment in green sectors and technologies. The aim of a green industrial policy is to create the
appropriate level of rent from green investment to facilitate the green transition.

Rent-seeking behavior is likely to influence policies, even in countries with high institutional capacity
and appropriate checks and balances (Anthoff and Hahn 2010; Helm 2010). Neven and Roéller (2000)
identify sharply partisan political systems, weak governments, and an absence of transparency as factors
that increase the likelihood of such problems. Rent capture remains possible, even in the most efficient,
balanced, and transparent economy, because industrial lobbies are powerful actors in any economy. When
devising and implementing green industrial policy, adhering to three key design principles can help reduce
the risk of capture (Alternburg and Assmann 2017; Rodrik 2014):

1. Embeddedness. Policy makers should work closely with the private sector to understand how key
industries function and how specific bottlenecks hamper growth. Because these factors are highly
context specific and can evolve over time, industrial policy should be seen as a joint explorative process
whereby public and private entities constantly adapt and collaborate for industrial development.

2. Discipline. A close relationship between the government and private sector can pose greater risk of
collusion and political capture. Governments should therefore have clear objectives with measurable
indicators, routinely monitor firm and program performance, and have the autonomy to change or
withdraw incentive packages without being swayed by lobbyists’ pressures. As highlighted by Juhasz,
Lane, and Rodrik (2023), the success of industrial policy is often less about the government’s ability
to “pick winners” and more about its ability to “let losers go.” Clear separation of policy roles,
competitive service provisioning, and transparent guidelines can help deter undue influence and
maintain integrity.

3. Accountability. Ensuring that policy makers are held responsible for industrial policies is crucial. Imple-
menting strict reporting requirements, disclosure obligations, and democratic oversight by central
auditing authorities, political parties, courts, and the media can help foster transparency and credibility.

household well-being, because urban transportation services are determinants of labor
market outcomes, urban area productivity, and locational options available to house-
holds. Significant empirical evidence demonstrates that increased accessibility leads to
better individual labor market outcomes, such as reduced unemployment, better-paid
jobs, or more formal and more permanent employment (Aslund, Osth, and Zenou 2010;
Franklin 2018; Jin and Paulsen 2017). Conversely, climate policies can affect employment
accessibility, labor market outcomes, and overall urban productivity. In particular,
increased transportation costs could reduce the welfare of the poorest by constraining
them to live in locations where housing costs are high or by locking them out of the urban
labor market.

In low- and middle-income countries, fuel price increases appear to cause limited
accessibility reductions for lower-income households, generally because many of them
cannot afford motorized transportation in the first place. A background study for this
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book investigates the impact of fuel price increases on accessing employment by public
transportation in Kinshasa, Democratic Republic of Congo, and Rio de Janeiro, Brazil; it
finds that, if households cannot afford public transportation services before the fare
change, an increase in fuel prices will seem not to affect them (Nell et al. 2023).

In both cities, a doubling of fuel prices affects the accessibility of middle- and high-
income groups the most. Map 4.1 shows losses in absolute accessibility (share of jobs no
longer accessible) in Kinshasa and Rio de Janeiro, spatially and by income decile in a
scenario with a 100 percent increase in fuel prices and a 75-minute maximum travel time.
Overall, the map suggests that fuel price increases do not have regressive impacts in
Kinshasa, although many severely affected outliers appear in deciles 1 and 2. Individuals
already priced out of using transit would also need to spend an even higher share of their
budget to afford public transportation services under the carbon pricing policy, limiting
their participation in the urban economy and reducing their labor market prospects
(Franklin 2018). This effect is similar to the mechanisms described earlier in this chapter
whereby increases in fossil fuel prices can cause households to revert to cooking with
biomass, exacerbating the impacts of indoor air pollution on health. Combined with the
lack of voice and influence of the poorest households, this higher vulnerability of near-
poor households explains why protecting the poorest alone has failed to ensure the wider
acceptability of climate or energy policies.

Electrifying public transportation and having compact urban areas can cushion against
a loss of accessibility from fuel price increases. In Rio de Janeiro, such increases had rel-
atively little effect on communities near the rail and metro systems because they can rely
on decarbonized transportation systems to reach jobs. In Kinshasa, the city’s compact-
ness means that accessibility remains high, because distances between jobs and residents
are short and require few motorized transportation legs and expenses. This finding is a
testimony to the power of compact dense urban areas in connecting workers with job
opportunities and highlights the power of land use policies and transportation decarbon-
ization in cushioning the social impacts of fuel pricing and climate policies (Gusdorf and
Hallegatte 2007).

Another study for this book estimates the impacts of a 20 percent fuel price increase
on households’ economic welfare across four income groups in Cape Town, South Africa,
capturing the interplay between transportation and housing costs. It accounts for house-
holds’ dynamic adaptation strategies, highlighting the impact of fuel price increases on
inequality. Liotta et al. (2022) find evident spatial inequalities, even within income
groups, immediately after introduction of the policy, before households can implement
any adaptation strategies (map 4.2). For a given income class, the workers living far from
employment centers are more affected by the fuel price increase than those living close
to the centers, because of distance and modes of transportation chosen. In the short term,
the fuel tax can affect two households in the same income class in largely different ways.
Considering aggregated statistics per income class only would hide these effects, showing
the importance of a spatial analysis to understand distributional analysis and anticipate
political opposition.

Although households in every income group have options to mitigate the adverse
impact of fuel price increases on their well-being, the poorest households face the great-
est welfare losses. The change in transportation costs, triggered by fuel price increases,
will affect the housing and land markets as the attractiveness of locations change. In turn,
households can, if their financial position allows them, choose to switch transportation
mode when an alternative is available, change employment or housing location, and
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MAP 4.1. Losses in accessibility of jobs using public transportation in Kinshasa and Rio de
Janeiro, 100 percent fuel price increase scenario with a 75-minute maximum travel time,
by area and income decile
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MAP 4.1. Losses in accessibility of jobs using public transportation in Kinshasa and Rio de
Janeiro, 100 percent fuel price increase scenario with a 75-minute maximum travel time,
by area and income decile (continued)

b. Rio de Janeiro, Brazil
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MAP 4.2. Direct impact of the fuel tax on incomes net of transportation costs (inclusive of the cost of time)
under a scenario that taxes all polluting modes, Cape Town, South Africa
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decide to live in smaller or larger dwellings. To some extent, these adaptation strategies
and housing market adjustments can limit the impacts of the fuel price increase on
households’ welfare. The richest households (income groups 3 and 4) experience the
least impact, whereas the poorest households suffer the largest welfare losses (income
groups 1 and 2).

Urban and transportation policies can mitigate the spatial impacts of climate policies

Governments can mitigate the negative impacts of fuel price increases by improving land
and housing policies and regulations and through urban planning., Land and housing
markets play a key role in limiting the poorest households’ ability to adapt to the transpor-
tation cost increases. In Cape Town, subsidized housing and informal dwellings are the
only options available for the poorest households, but these options are geographically
constrained. Subsidized housing units provided free by local authorities to poor house-
holds have positive welfare impacts by freeing up beneficiaries’ budget for other priorities;
however, their location far from employment centers on average imposes high commuting
costs and increases the vulnerability of the poor to transportation cost shocks. Similarly,
informal settlements can be erected only on vacant and publicly owned land, generally in
the city’s outskirts. These geographical constraints leave the poorest households with
fewer options for mitigating the fuel price increase—for example, they cannot relocate
closer to employment centers. Therefore, reducing housing market rigidities can give them
greater flexibility when adapting to changes in the transit system.
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Providing access to collective urban transportation can trigger climate benefits; and,
because they give rise to fewer concerns about distributional impacts than carbon pricing
or fuel taxation, such policies can be more popular than taxation schemes (Carattini,
Carvalho, and Fankhauser 2018). Two main types of public transportation policy exist:
investing in public transportation infrastructure and operations, and subsidizing public
transportation.

e Investments in public transportation infrastructure carry potential large welfare
gains, because they allow commuters to save time and money, reduce congestion
(with benefits beyond public transportation users), and improve air quality. But such
place-based policies can also lead to gentrification, which increases housing rents and
displaces poor-income households, giving rise to inequality concerns when the dis-
placed end up worse off or unable to capture the benefits through land or housing
prices. Poor renters are particularly affected: they can no longer afford to live in the
gentrified area, whereas homeowners can choose to sell, thus benefiting from their
property price appreciation.

e Public transportation subsidies can have strong positive welfare impacts but are less
efficient and more regressive when they do not target the poor. However, a subsidy
scheme that reduces fares by a fixed rate would most benefit those who live far from
their jobs. Evidence from the United States shows that public transportation subsidies
benefit those living in the periphery of urban areas nearly five times more than people
living in the city center (Borjesson, Eliasson, and Rubensson 2020). The distributional
impact therefore depends on where the poor live relative to the rich. Looking at the
Buenos Aires transit subsidy program, Bondorevsky (2007) concludes that, although
available to all, the program overwhelmingly benefited the middle-income group more
than the poor.

Concentrated regional and spatial impacts

Some communities or regions have a heavy specialization in activities with high carbon
intensity and will need a place-based approach to prevent the concentrated (and some-
times permanent) impacts that are most unfair and most likely to trigger opposition. In
such cases, aggregate impacts become critical, with regions experiencing large increases in
unemployment; drops in income, tax revenues, and investments; outmigration of the most
skilled workers; and other factors that increase the challenge of transitioning to alternative
activities. The experiences of European coal regions, which lost their coal-related revenues
and employment decades ago, illustrate how carbon-intensive regions need to adopt an
approach that goes beyond individual cases to create new activities and employment
opportunities. These insights are relevant not only for other coal regions but also for other
areas with concentrated activities, such as the Amazon, where agricultural practices lead to
deforestation, or regions or cities with heavy industries, including cement and steel.

European coal transitions can provide lessons for coal regions and areas with
concentrated activities in general

Coal transitions can be managed to minimize short-term impacts and prevent long-term
effects, but they take time and resources. Even when accelerated, coal transitions typically
take decades, with older, poor-performing, or economically unviable mines and power
plants closing first. Without proper planning and policies to facilitate the transition, shocks
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can lead to volatile sociopolitical conditions and, ultimately, economic and social decline in
coal regions. The “unmanaged shock” of the British coal transition (figure 4.4) provides
examples, in the mining strikes and industrial disputes in response to coal closure plans in
the 1970s and 1980s, and the long-term impacts on former coal communities, which con-
tinue to suffer from lower job density, worse health outcomes, and higher unemployment,
deprivation, and depopulation than the national average (Brauers, Oei, and Walk 2020).
The more gradual approach adopted by Germany was expensive—estimated at €38 billion
between 2006 and 2018 alone—but has resulted in better socioeconomic outcomes (Oeli,
Brauers, and Herpich 2019). The Dutch 10-year coal phase-out, which included substantial
support for workers who lost their jobs and was supported by the trade union, shows that
a well-planned transition does not have to have severe long-term adverse impacts or high
costs (World Bank 2021).

Because a smooth transition is easier to manage, starting coal transition planning early
and in a participatory and comprehensive way, even before significant negative impacts
are visible, can have large benefits. This planning can include early efforts to gradually
reduce coal production and consumption to smooth the transition, prevent lock-in
effects, reduce stranded asset risks, and favor diversification, thus avoiding industrial
concentration. Successful strategies also tend to combine structural reform with more
targeted support—for example, adopting structural policies that are geared toward
increasing resilience to shocks, by improving access to financial instruments and bor-
rowing; strengthening social safety nets, critical infrastructure and related services, and
health care; facilitating greater labor market flexibility and mobility; and creating alter-
native employment by incentivizing economic innovation and diversification. Targeted
policies aimed at affected workers, such as early retirement packages or financial and
reemployment support, can exist alongside broader community- or regional-level initia-
tives, such as skills training, investments in human capital, local economic development

FIGURE 4.4. Coal production and employment in Germany and the United Kingdom,
1958-2018
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programs, and environmental regeneration. Many developing countries have embarked
on their coal transition process and have a unique opportunity to identify highly local-
ized, anticipated economic and social impacts early on, with a view to developing
upstream transition policies with the participation of key stakeholders.

Managing major economic transitions must consider effects on labor; social, human,
and economic development; local ownership, participation, and mobilization; stake-
holder inclusion; and inclusiveness. Rather than adopting simple compensation mecha-
nisms that focus only on employment impacts, successful transitions include targeted
social, human, and economic development interventions. These considerations ensure
that transition planning can be part of—or a catalyst for—regional and national socioeco-
nomic development plans, including attracting public financing and private investments.
Common elements of such transitions include investing in and putting measures in place
to improve infrastructure; developing policies and regulations to attract new businesses,
education, and skills programs; supporting research and development; and expanding
soft location factors in mining regions—such as tertiary education institutions and
cultural, leisure, and natural infrastructure—to attract the inward (and prevent the
outward) migration of people, business, and investment.

Local ownership of, participation in, and early mobilization for policy design and
implementation are important. Local economic development and diversification are key,
and policy design needs to respond to local needs and wants. In coal regions, economic
structures tend to be concentrated around coal and related industries, and coal tends to
have cultural importance. Inclusive processes, local leadership, and mobilizing public,
private, nongovernmental, and other actors can help develop locally relevant and respon-
sive transition plans. Building consensus around the need to transition, and developing
policies that are guided by community needs and visions of an attractive alternative, con-
tributes to political acceptability. In Germany’s Ruhr coal region, for example, transform-
ing previous industrial sites into landmarks or cultural sites made the transition tangible;
this initiative marked a break with the past and unveiled a more forward-looking vision
for the region but still maintained a distinct local identity. Other initiatives included
opening universities, expanding the education system, and improving transportation
infrastructure (Arora and Schroeder 2022).

Mainstreaming gender considerations in policy development can produce more inclu-
sive outcomes. When it comes to support for workers, it is worth noting that transitions
also affect many indirect jobs. Policies that support only miners may contribute to exclud-
ing and disadvantaging the female workers who rely on the coal sector. Evidence also
shows that job transitions can contribute to crowding out female workers when compe-
tition for limited jobs increases—for example, before Romania restructured its mining
sector, women accounted for 16 percent of the workforce; seven years later, this propor-
tion had reduced to just 7 percent (Lahiri-Dutt et al. 2022). Mainstreaming gender
considerations in policy development can help ensure gender-inclusive transitions and
economic development pathways. Policies that include psychological health and support
for household or family members are other gender-sensitive approaches.

Environmental rehabilitation and regeneration are key enablers of alternative eco-
nomic development. Coal mining, power generation, and related industries cause signif-
icant environmental degradation that can limit the potential for alternative economic
activities, such as farming or tourism. Communities living in coal regions can experience
long-term impacts of such environmental pollution—including negative health impacts,
poor water quality, soil contamination, and safety issues—long after the industry has left.
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Historical experiences suggest that governments do not always plan adequately for this
element of coal (or other industrial) transitions, hindering the longer-term economic
renewal of former coal-dependent regions. Along with strengthening regulations and
enforcement mechanisms, including clearly establishing “polluter pays” mechanisms in
mining licenses to create appropriate incentives, early and progressive rehabilitation
efforts can ensure that coal mining and other companies address environmental legacies
before they leave the area.

Nationally coordinated fiscal support plays an important role. Despite the importance
of bottom-up and locally led approaches, a successful coal transition requires significant
national-level support and coordination. Sectoral adjustments or transitions require con-
siderable resources: in most historical cases (primarily from the European Union),
national governments have had to cover them, because of insufficient local resources and
local fiscal capacity eroded by the economic impact of the coal transition. A full cost-
benefit analysis needs to include the cost of direct and hidden coal sector subsidies, and
the costs of environmental and public health externalities from coal mining and combus-
tion, which are typically several magnitudes larger than the direct economic benefits of
coal use or the fiscal costs of the coal transition. Countries can use carbon pricing, levies,
taxes, and other tools to compensate for these costs and raise revenues to pay for the coal
transition. National coordination is especially important in this regard, to ensure that
raised funds are appropriately directed and fully used.

Place-based policies can help balance spatial and regional policy effects

Outmigration can help people adjust to shocks, but not without costs or limits. Although
many studies highlight the role of labor mobility in adjusting to local shocks (Duranton and
Venables 2020; Hornbeck 2012), that role is often limited. Bartik (2020) observes restricted
outmigration in depressed areas of the United States, even with subsidies. Grover, Lall, and
Maloney (2022) also find that mobility is low in many developing countries, for various
reasons, including skill mismatches, a lack of finance and information, a reluctance to sell
land at a loss, attachment to places, and explicit restrictions on mobility through laws and
regulations. In some cases, outmigration can make the situation worse for the population
left behind. For example, Beaudry, Green, and Sand (2018) find that, on average, outmigra-
tion in the United States reduces labor demand and supply in a similar way, so it does not
reduce unemployment for the local population. Although it is generally preferable to invest
in people instead of places (World Bank 2009), governments can justify place-based inter-
ventions that reduce barriers to or the costs of migration, increase spatial equity, or help
fulfill the economic potential of affected regions.

Widely used to support the transition of distressed communities, place-based policies
can include a range of measures, from tax incentives and expenditures to manufacturing
extension and training programs. As discussed in Duranton and Venables (2020) and
Grover, Lall, and Maloney (2022), these interventions need to include multiple instru-
ments, such as transportation investments to improve connections within lagging
regions and between lagging and more prosperous regions; fiscal incentives and direct
service provisions; and a package of measures to foster skills, enterprise development,
and innovation. To be successful, however, transitions must coordinate actions across
these functions, as illustrated by an early pilot for the Integrated Rural Development
programs of the 1970s and 1980s in Colombia, where successes in some dimensions
(technology assistance and input component) were negated by failure in others (market
integration).
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Place-based policies can have a permanent impact on employment, but this impact,
and the policies’ cost-effectiveness, depend on design and scale. Bartik (2020) finds
permanent positive impact of job shocks in depressed areas, with each job creation
increasing employment by 1.2 jobs and, if new jobs are in the tradable sector, by
1.5-2.5 jobs. Grover, Lall, and Maloney (2022) find that such elasticities are even larger
in lower-income countries, exceeding five jobs in Costa Rica, the Dominican Republic,
and Mexico (figure 4.5), partly because of the large agriculture labor reserve, magnified
in depressed areas by the availability of workers from declining industries.

Considerable evidence demonstrates that tax incentives alone are not enough for a
policy to succeed (Duranton and Venables 2018). Looking at data across 77 countries,
Farole (2011) finds that infrastructure and trade facilitation have a significant positive
impact but that tax and other financial incentives are less important. In Bangladesh,
studies suggest that special economic zones deliver benefits by offering well-serviced
land to manufacturing investors (Duranton and Venables 2018). In the United States,
Bartik (2020) finds that tax incentives cost US$110,000-US$200,000 per job created;
however, infrastructure programs like the Tennessee Valley Authority, customized
public services to business, and investments that make land available for business
development, have much lower costs per job created, at US$77,000, US$35,000, and
US$13,000, respectively.

Research on the costs and benefits of place-based policies is inconclusive, suggesting
that results depend on scale and design, and that place-based policies need to tackle
well-identified market or coordination failures. Bartik (2020) estimates the social bene-
fits of each job created in a depressed area at US$240,000-US$400,000 (with 5 percent

FIGURE 4.5. Job multipliers for creating jobs in the tradable sector
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or 3 percent discount rates), leading to a benefit-cost ratio of about 1.5 for tax incentives,
and higher ratios for infrastructure programs, customized public services, and invest-
ments in land availability. Although those estimates are very uncertain and come from a
single high-income country, they nevertheless emphasize the potential value of well-
designed policies to support job creation in depressed areas; benefits should be larger if
the region has a latent comparative advantage—for example, because it is well connected
to other economic centers or already has a large labor market. Distributional concerns
and political economy considerations would only make these policies more attractive.
Grover, Lall, and Maloney 2022 highlight that decisions on whether and how to design
and implement place-based policies should be based on identifying the market or coordi-
nation failures to be overcome and on a rigorous evaluation of the costs and expected
benefits of the interventions. As noted in World Bank Group (2018), outmigration is likely
to play an important role in some areas, especially for coal communities, which face the
most severe challenges to reinventing themselves. The potential to create jobs in these
areas can be limited by a narrow economic base, geographic isolation, wage differences
between coal mining and alternative professions, and vocational identity.
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Policy Process

Using Public Engagement and
Communication to Improve Policies
and Their Legitimacy

KEY INSIGHTS

Support for or opposition to a policy reform depends not only on the policy’s design
but also on the process that led to its implementation. Analyzing how institutions
and actors’ interests, ideas, and influence shape policy processes and outcomes can
help identify potential sources of support or opposition and allow governments to
adjust policy processes accordingly.

Civic engagement can help build legitimacy and develop working compromises and
necessary support for urgent action by mediating distributional conflict, differences
in preferences and priorities, and unequal power dynamics. But such engagements
create trade-offs because they take time and create uncertainties that may delay or
reduce reforms and investments.

Communication can be an effective tool in making the implications of a reform acces-
sible and increasing public support. Translating a policy into understandable and
relatable messages through communication campaigns can increase public support
and acceptance, and therefore the policy’s sustainability.

The previous chapter focused on the challenges and opportunities of policy design to man-
age the distributional effects of climate action—that is, on actors’ interests. This chapter
looks at public engagement and communication strategies to change ideas and influences,
build societal support for policies, and ensure their legitimacy.

Policy processes: Engaging with support and opposition

Climate policies are made and implemented through processes that are shaped by the
political economy context and unfolding dynamics between actors. Recommendations on
climate policies often assume linear and evidence-based policy processes, bypassing the
political realities of decision-making and implementation. But, as shown in the 25 case
studies explored in the Reality Check companion report (World Bank 2023), policy
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processes are often shaped by the political economy, and outcomes rarely represent the
first-best policy solution. Rather, policies tend to be compromises developed because of
their ease of implementation and their acceptability. Unsurprisingly, when policy
recommendations emerge from traditional approaches, they do not always find the levels
of political support or social acceptability required. Adding in analysis of how institutions
and actors’ interests, ideas, and influence shape policy processes and outcomes can
complement the traditional approach to policy making.

A political economy lens can provide important information on the where, how, who,
and why of policy reforms. Political economy analysis tools—such as institutional and
stakeholder analysis, power mapping, and opinion surveys—can help policy makers
answer key questions about the policy process, such as the following:

e Where and how does policy making take place?

e Who is involved, and how much influence do they have over others or the process?

e What do they know, think, and feel about the policy process, problem, and solutions?

e Which individual or collective interests might be affected by the problem or proposed
solutions?

e Why do actors support or oppose climate reforms or policy?

Armed with this information, policy makers can identify potential sources of support
or opposition and can adjust policy processes accordingly. Certain features of the policy
process can make the difference between success and failure, depending on the extent to
which they magnify or mitigate opposition and support. But it is not as simple as tipping
the balance in favor of winners and supporters. For a policy decision to be acceptable and
implementable, most actors in a society need to consider the process to be credible, fair,
and acceptable, especially those actors who stand to lose or who oppose the policy
(Barron et al. 2023)—see box 5.1. The social and political acceptability of climate policy is
not only about choosing the “right” objectives and instruments while managing effects; it
is also about how these decisions are made.

Governments can use features of the policy process to strengthen the acceptability of
outcomes. Opposition to climate reforms arises for many reasons but mostly because
actors believe that they will be negatively affected, that outcomes will be unfair, or that
they have been excluded from the policy process. Low levels of trust in government can
magnify these concerns, for instance, if people feel they are not represented or that
elected officials are unaccountable. To overcome such challenges, governments will have
to mediate and broker compromises between groups, while ensuring that these groups
accept the process and outcomes as fair and credible.

Although a necessary part of the policy reform process, public engagement strategies
have some limitations in generating reform support. Studies have shown that strong
norms, combined with attitudes like NIMBYism,! can present challenges in building sup-
port for policy reform and undermine the momentum for development. Although feed-
back and information sessions can help increase participation and inclusion, they often
fail to make citizens feel genuinely heard. Such sessions can also fall short on encourag-
ing citizens to understand the competing pressures policy makers and other stakeholders
might face, hindering the citizens’ willingness to compromise (Doberstein 2020). Because
little empirical evidence exists on the effects of public involvement in decision-making,
the positive effects expected in theory from such a strategy—such as greater overall
satisfaction—do not necessarily occur (Rowe et al. 2008). To meet the demands of
democratic, equitable, and inclusive decision-making, policy makers should therefore be
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BOX 5.1
Process legitimacy: How decisions are made

One of four critical dimensions of social sustainability—alongside social cohesion, inclusion, and resilience—
process legitimacy is about how policy making and implementation are done, their consistency with a
given context, and their perceived legitimacy. Specifically, it has to do with the extent to which actors in
society accept who has authority, the goals they formulate, and how they make and implement decisions.
Process legitimacy is strong when actors believe that decisions are made by credible authorities in ways
that align with their values and reflect accepted rules and norms relating to decision-making, including
around measures that support conflict resolution and compromise. Transparent and participatory
processes, and desirable or acceptable outcomes, can enhance process legitimacy. This is especially
important when policies incur costs and when inclusion of and engagement with potential policy losers are
critical. Five common drivers strengthen process legitimacy:

1.

Credibility of decision-makers. The power to make decisions, set policies, and implement programs
gains legitimacy when it stems from an accepted source, such as an election, formal or informal desig-
nation, or technical expertise.

Consistency with agreed-upon rules. The rules followed to make and implement decisions gain legitima-
cy when they reflect established methods or approaches that a community or society agrees to be
acceptable and credible, such as legal precedents, professional standards, procedural guidelines, infor-
mal traditions, or customs.

Consistency with societal values. Policies gain legitimacy when they respect or follow people’s beliefs or
moral convictions about what and how things should be done. This includes religious, philosophical, and
ideological convictions, and widely respected but nonbinding rules, such as international rules regard-
ing war crime or human rights laws.

. Perceived benefits for the affected population. Policies and programs gain acceptance and legitimacy,

even if some people regard them as dubious or morally fraught, as long as key stakeholders are con-
vinced that they are (or will soon be) richer, safer, or better off in some other way. In this sense, the ends
justify, or legitimize, the means.

Participation and transparency. Dialogue, engagement, feedback, and partnership between authority
figures and members of a given community or society—coupled with open and transparent decision-
making—can generate legitimacy, especially when there are disagreements or tensions.

Source: Barron et al. 2023.

aware of the possible limitations of public engagement strategies and consider a combi-
nation of tested approaches to enhance their success.
The climate crisis and related symptoms—such as weather extremes and health

impacts—require urgent action, which can create tensions with the time needed for mean-
ingful engagement, especially when many stakeholders are involved. Expanding public
transportation, developing renewable energy infrastructure, and other actions to address
the impact of climate change can affect the population through different channels. If not
addressed properly, these effects can spur protest and opposition. For example, energy
security concerns caused by the war in Ukraine gave a huge push to the expansion of
renewables in countries formerly dependent on energy imports from the Russian
Federation. This expansion of green energy has been facilitated by measures to ease plan-
ning and permitting processes, including the streamlining of impact assessments, which
some have criticized for shortening and devaluing participatory processes (Geifdler and
Jiricka-Piirrer 2023; Gonzales and Sobrini 2023). In the United Kingdom, considerations
of replacing environmental impact assessments and strategic environmental impact
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assessments with environmental outcome reports to shorten planning consent procedures
have likewise been met with resistance, because of the expectation that the use of such
reports will significantly reduce public participation in decision-making (Fischer 2022).
Governments’ policy responses to the 2020 pandemic, including restrictions on freedom of
movement and assembly, were similarly widely criticized for lacking legitimacy (Armeni
and Lee 2021). Finding the right balance between enough time for public engagement and
the time constraints of developing a green technocratic response presents a trade-off with
a still unknown optimum.

Building public support through citizen engagement and
strategic communication

Some people claim that government action on climate has been slow because citizens
have not demonstrated demand for it and because politicians fear adopting unpopular
measures and not bringing voters with them (Wilson 2018). But evidence suggests that
most people in most countries are concerned about climate change and support more
ambitious climate action. An international survey of 1.2 million people in 50 countries
finds that two-thirds believe climate change is a global emergency (UNDP and University
of Oxford 2021). In the United States, concern over climate change remains at an all-time
high: more than half of all US citizens believe they are being harmed “right now” by cli-
mate impacts. These trends are mirrored in China, Sweden, and the United Kingdom,
where nearly 50 percent of people polled are “extremely” or “very” worried about cli-
mate change and nearly 60 percent want to see urgent action to address it (CAST 2021).
In Brazil, concerns over climate change are even higher, at 75 percent (ITS 2021).

Several challenges contribute to a disconnect between this demand and the reality of
climate institutions today. First, as discussed in chapter 4, beneficiaries of climate action
are dispersed within and between societies—indeed, those who will benefit most are yet
to be born—whereas costs can be very concentrated. Second, citizens can be discouraged
by the little direct control they have, or think they have, over levers of change, especially
when trust in government is low. Finally, the scale of the challenge and its solutions can
be overwhelming, yet mainstream and social media often provide little information that
could help people make sense of it. This unequal access to information can make it diffi-
cult for the public to understand some of the complex technical issues, especially because
most individuals or communities lack time and resources. Civic engagement and well-
designed policy communication can be used as strategic tools to encourage citizens’
participation in decision-making processes, build legitimacy, develop compromises, and
increase ownership and public policy support. The following sections introduce
underlying concepts and best practices from real-world examples.

Public perceptions: When winners feel like losers

When assessing the distributional impacts of climate policy, attention typically focuses on
empirically estimating the effects on the incomes of different population groups, rather
than how those groups perceive the distributional effects, which is influenced by the narra-
tive and politics of the reform, as outlined in the 4i Framework (see chapter 1). Public oppo-
sition can be motivated by a lack of trust and often comes from groups that believe—rightly
or wrongly—that a policy will adversely affect them. Even when a policy is designed to
benefit them, people may not know it because of poor public communication, or they may
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not trust the government to deliver effectively. Thus, pairing the analysis of the distribu-
tional effects of climate policies with a solid understanding of the public perceptions of the
fairness and accountability of government policy making can be crucial for determining
how climate policies will be received.

Public perceptions can be important drivers of opposition to climate policies, espe-
cially when winners feel like losers, and even when policies follow a sound and progres-
sive design. El Salvador’s 2011 gas subsidy reform illustrates this point (Calvo-Gonzales,
Cunha, and Trezzi 2015). Although the reform increased the welfare of households in all
but the top two deciles of the income distribution, it was unpopular, especially among the
lower-income groups who were set to benefit most. Analysis of household surveys indi-
cated that public dissatisfaction before implementation was rooted in misinformation,
mistrust in the government’s ability to implement the policy, and political beliefs.
Perceptions improved gradually—and significantly—over time as households benefited
from the reform, with the share of people expressing support for the policy increasing
from just 30 percent at the start of implementation to about 65 percent within a year and
a half (figure 5.1). This case shows that even beneficiaries of well-designed pro-poor pol-
icy reforms may not perceive themselves as winners, so reform strategies need to address
information constraints and prior perceptions. Winning public trust can be key.

Empirical evidence from Indonesia shows that opposition to fossil fuel subsidy
reform is directly linked to local perceptions of corruption (Kyle 2018). As illustrated in
figure 5.2, when corruption levels are perceived to be low, poor households are more
than two-and-a-half times more likely to support than to oppose fuel subsidy reform.
When corruption is perceived to be high, support declines by 18 percentage points and
opposition increases by 14 percentage points. Clearly, public perceptions matter.
People’s ability to support a subsidy reform requires their confidence that the proposed
reform is in their interest and that promised compensation payments will materialize
when the subsidy is removed. Governments need to earn public trust: without it, even
well-designed, well-intentioned promises of compensation and redistribution can lack
credibility.

FIGURE 5.1. Share of population that reported being “satisfied” or “very satisfied” with
El Salvador’s 2011 subsidy reform, 2011-13
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FIGURE 5.2. Support for and opposition to subsidy reform in Indonesia, by perceived level
of corruption
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Note: Share of subsidy missing is a proxy for misappropriation of subsidy funds and corruption. A value of 100
suggests the highest level of misappropriation (and O the lowest).

Building public trust necessitates understanding and mitigating the impacts of subsidy
reform on the poorest and most vulnerable groups, not only to protect livelihoods and
ensure a pro-poor reform but also to galvanize support from these groups. Spatial inequal-
ities, social marginalization, and low-income status may cause certain population groups
to suffer disproportionately from subsidy reforms. For example, identifying groups that
will be harmed by subsidy removal—such as low-income urban taxi drivers, who could
experience significant shocks to their disposable income—and devising adequate
compensation and social protection schemes are vital. Governments should pay special
attention to what stakeholders perceive as negative externalities of the reform. In doing
so, governments can address those externalities in a targeted way and mitigate their
consequences, thus avoiding situations in which perceptions that compensation is inad-
equate increase opposition to the reform.

Governments can alleviate credibility concerns by promptly issuing compensation and
social protection payments, even before raising carbon taxes or reducing fuel subsidies,
as was done in Iran in 2010 (IMF 2013). To convincingly demonstrate their commitment,
governments should design such payments to ensure they adequately address the needs
of affected stakeholders and should continue to pay them for as long as required to help
protect vulnerable livelihoods. Starting complementary and revenue reinvestment mea-
sures early will also affirm the government’s commitment to the prudent use of reform
revenues in the public interest. Carefully considering compensation and using it in con-
junction with other measures such as information campaigns and public engagement
processes will avoid giving the impression that the government is trying to buy approval.

Transparency in contracts and procurement is essential for gaining people’s support
for policy reform, it can reduce misconduct, and it is necessary for fair competition.
Unlike in oil, mining, and sovereign debt contracts, transparency in energy purchasing



Policy Process: Using Public Engagement and Communication to Improve Policies and Their Legitimacy 135

contracts is not a globally practiced norm, particularly in emerging markets (Moss and
Ibrahim-Tanko 2022). Because many of these contracts involve public money and liabili-
ties, secrecy spurs public distrust, uncertainty, and anger, but also inefficiencies.? For
example, between 2011 and 2016, the Ghanaian government signed 43 power purchasing
agreements for more power than necessary; because some of these contracts included
excess capacity charges, the Ministry of Finance paid about US$620 million for unused
energy in 2019 (Moss and Ibrahim-Tanko 2022). Even if disclosing such agreements does
not fully remove contract risks, if practiced consistently, it can reduce them. This would
have a positive effect on people’s trust in the system, limit corruption or capture, provide
incentives for competition, and accelerate the expansion of reliable and clean energy
(Ibrahim-Tanko and Moss 2022).?

Using civic engagement to increase support through the
policy process

Intergovernmental organizations and scholars have long advocated for civic engagement
in climate policy. The 1992 Rio Declaration on Environment and Development has
explicit goals for information sharing and citizen participation, the 1997 Kyoto Protocol
highlights the importance of public awareness and access to information, and the 2015
Paris Agreement affirms “the importance of education, training, public awareness, public
participation, public access to information and cooperation at all levels.” In the academic
literature, a growing number of publications relate to public engagement and participa-
tion in climate action (Hiigel and Davies 2020).

But civic engagement can be costly, time-consuming, and resource heavy as such, it
comes up against capacity or political resource constraints. This is especially true for
climate policy because of its technical complexity, which can be compounded by lower
literacy levels, physical mobility, or internet access, and because of the time and effort
required to understand problems and participate in decision-making. Involving margin-
alized and vulnerable groups can be especially difficult where civic engagement efforts
have previously failed or disappointed (Wesselink et al. 2011). Successful civic engage-
ment depends on engaging all actors, even those who may have become disengaged
or disaffected. Targeting those who are “willing but unable” as well as those who are
“able but unwilling” (OECD 2017) may require policy makers to adopt a different set of
strategies and approaches.

Civic engagement that is not perceived to be meaningful or fair—for example, because
of lack of influence—could result in wasted effort or undesirable outcomes (Gaventa
and Barrett 2010; Wamsler et al. 2020). If treated as a mere formality or bureaucratic
afterthought, it is unlikely to provide positive outcomes and could risk increasing oppo-
sition, especially if it looks like an attempt to deflect protests. A lack of fairness can also
be a major issue, for example, when certain groups, such as Indigenous populations or
future generations who lack means to participate in traditional engagement processes,
are unjustifiably excluded from the process or when citizens’ voice is weakened by
powerful interest groups. But (un)fairness can also relate to other procedural processes,
including rushed proceedings. In the US state of North Carolina, for example, those who
attended hearings on new river system pollution control regulations found the process
unfair because it did not give them enough time to digest complex technical information
(Maguire and Lind 2004).
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Civic engagement is especially effective when used throughout the policy-making
process, from design through implementation to transition. Box 5.2 presents several
examples of public stakeholder engagement at different stages of the decision-making
process. The rest of this chapter looks at how civic engagement can help policy makers
navigate the political economy across these stages.

Using civic inputs to improve policy design and implementation

Engaging different actors in policy design is a way to ensure that policies and programs
account for the priorities and values of—and potential effects on—different groups. For
example, in the United States, the District of Columbia held extensive community con-
sultations through multiple conversations with citizens at various locations and events,
focus groups, and phone polling when developing its Sustainable DC 2.0 Plan (Government
of the District of Columbia 2021). Citizens could propose direct edits to the draft plan via
an online platform, and the process made efforts to ensure participation of underrepre-
sented groups. This engagement allowed policy makers to tap into the wide range of

BOX 5.2
Deliberative and inclusive policy processes governments can use to engage citizens on
climate action

Citizens’ juries. These typically involve a small, representative group of lay participants convened to
consider a particular question or issue. Over several days, participants receive, cross-question, discuss, and
evaluate “evidence” from experts and are then invited to make recommendations. A report is drawn up
reflecting their views, including any differences of opinion.

Multicriteria mapping. This methodology combines the transparency and clarity of statistical approaches
with the unconstrained framing of open-ended deliberations. After selecting a topic area and defining
basic policy options, researchers interview participants individually to develop more policy options and
define evaluative criteria, scoring the options and applying relative weightings to the criteria. Participants
then come together to discuss the researchers’ preliminary quantitative and qualitative analysis, leading to
a final report. This approach has been used to explore energy transitions (Chilvers et al. 2021).

Scenario workshops or visioning exercises. These methods allow participants to articulate their vision of
the future and consider the kind of future they would like to create. The activities can be applied to broad
strategic questions or specific local or sectoral issues. The Transition Network uses such exercises to help
articulate what a postcarbon world might look like (Hopkins 2019).

Standing consultative panels or citizens’ panels. Normally large representative groups of citizens, these
panels are consulted periodically, with a proportion of members replaced at regular intervals. Panels can
be used to sample changing opinions and attitudes about a range of issues over time, such as the United
Kingdom'’s standing Peoples’ Panel, whose 5,000 randomly selected members of the public are consulted
on key issues to track how and why views are changing and to conduct surveys. They can also have a more
proactive and policy-facing role, as in Costa Rica’s Consejo 5C (see box 5.3).

Ombudsperson for Future Generations. Creating an Ombudsperson for Future Generations is a way to
support civic engagement with younger populations. Australia, Hungary, Israel, and Wales are among the
countries that have introduced such positions to increase younger generations’ influence over government
decisions. Unlike traditional ombudspersons, who often focus on maladministration, individual complaints,
and the failure of government procedures, an Ombudsperson for Future Generations represents a collection
of interests from people not directly represented through democratic process and policy decision-making.

Source: Barron et al. 2023.
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on-the-ground experiences and perspectives, and to use them to improve the design of
the plan.

Civic engagement can bring different communities’ policy concerns to the surface,
allowing policy makers to identify where complementary measures are needed. Urban
greening policies, for example, are often associated with gentrification (Anguelovski
et al. 2022; Derickson, Klein, and Keeler 2021), even in relatively small projects
(Anguelovski et al. 2022; Derickson, Klein, and Keeler 2021; Rigolon and Nemeth 2019).
In the United States, for example, green development initiatives in Atlanta had signifi-
cant implications for housing affordability, with housing values increasing up to
26.6 percent (Immergluck and Balan 2017). By engaging affected citizens, policy makers
can gain a better understanding of some of the factors contributing to green gentrifica-
tion and identify measures that can address social inequities in urban green develop-
ment. Citizen perceptions in gentrified neighborhoods often relate not only to residential
and social displacement but also to racial disparities and social cohesion (Bernstein and
Isaac 2021). In the face of these additional layers of complexity, civic engagement meth-
ods are even more important.

Creating spaces where citizens can learn about and be involved in climate governance
decisions can help governments develop acceptable, durable, and effective climate
change framework legislation and long-term strategies. Countries are increasingly creat-
ing citizens assemblies, platforms, commissions, and other spaces to feed into or produce
climate governance frameworks, such as climate laws and strategies (box 5.3). For exam-
ple, the French Citizens’ Assembly was characterized by sustained interactions between
citizens and the steering board, with significant input from technical and legal experts,
and a strong emphasis on creating consensus. As a result, the citizens adopted 149
recommendations for the government to translate into law (Giraudet et al. 2022).
Nevertheless, citizen assemblies like these have often been criticized for granting only
limited influence to civic actors, who usually self-select to participate in the process,
leaving many lay-citizens who do not proactively engage out of the discussion.

Civic engagement can also help spur policy innovation. Citizen science—that is, scien-
tific research conducted in collaboration with the public—is an effective civic engage-
ment method that can spur innovative solutions to climate challenges. Research and
innovation are key to solving the climate crisis, and citizen science offers an effective

BOX 5.3
Consejo 5C: Citizens’ Advisory Council on Climate Change

In 2018, the Costa Rican Ministry of Environment and Energy created the Citizens’ Advisory Council on
Climate Change, also known as Consejo 5C, to fulfill of one of its commitments under the Paris Agreement.2
With representatives from a cross-section of civil society, Indigenous, business, and trade union groups
engaged with climate issues, the council aims to act as a deliberative space that advises the Ministry of
Environment and Energy on issues related to climate change. The ministry and other government entities
may also submit consultations to the council on the design, implementation, and evaluation of their climate
policies, programs, and metrics. The council meets regularly and monitors the country’s implementation of
its nationally determined contribution and climate change-related Sustainable Development Goal
commitments.

a. Information from LATINNO, Citizens’ Climate Change Advisory Council, https://latinno.net/en/case/6115/.
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approach to leveraging the collective intelligence of citizens (Warin and Delaney 2020).
The RISE program’s flood monitoring project in Fiji and Indonesia offers an example of
a citizen science initiative in which citizens use smartphone technology to gather flood
data. Their active contribution to the development of a database documenting water lev-
els and risk zones to support infrastructure planning, and their provision of evidence to
validate flood models, also empowers citizens to advocate for infrastructure improve-
ment (Wolff 2021). Such co-creation of knowledge more likely reflects the discourse of
diverse groups, leading to more successful policy design than traditional top-down
approaches (Coggan et al. 2021).

Community-led development supports local empowerment, capacity building, and
efficient resource allocation. Given appropriate technical and financial support, access to
information, and clear and transparent rules, communities can efficiently identify prior-
ities, allocate resources, and address development challenges in partnership with local
governments and other institutions.* Following a community-led, bottom-up approach
can better target climate adaptation measures to address local needs. For example, with
support from the National Biodiversity Centre of Bhutan, farmers set up community seed
banks to maintain buckwheat varieties and enhance the area’s genetic diversity by restor-
ing close-to-extinct varieties, increasing the adaptive capacity of local agriculture
(Vernooy et al. 2017). In Zambia, unconditional cash transfers in the aftermath of agricul-
tural production or price shocks have empowered rural households to use coping strate-
gies, substantially increasing their food consumption and overall food security (Lawlor
etal. 2017).

Giving citizens a greater voice can help governments design climate institutions that
resonate with societal concerns, values, and aspirations, but lack of follow-through cre-
ates risks. France provides a case in point. After months of debate in Parliament, the law
voted on in July 2021 included only about a third to a half of the 146 measures proposed
by the Citizen’s Assembly (Giraudet et al. 2022). Dismissal of the outcomes and recom-
mendations of civic engagement bodies and processes can undermine climate action
going forward and lead to public dissatisfaction. At the same time, however, it is crucial
that these bodies do not duplicate or replace the role of existing structure, including par-
liaments and other decision-making bodies, and that governments carefully and trans-
parently manage expectations about the process for deciding whether to implement
recommendations from a specific consultative body.

Communicating rationale, design, and risks to increase
public support

Communication helps build and sustain support when implementing climate policies.
As outlined by the World Bank’s Energy Subsidy Reform Assessment Framework
(Worley, Pasquier, and Ezgi 2018), best practice involves integrating a policy communi-
cation strategy throughout the planning, development, and implementation stages of a
reform; this strategy must also address all affected and interested stakeholders, as well as
those who can influence its success. It is important to design communication strategies
to reach all segments of society—including people with disabilities, people who are illit-
erate, or those with limited access to media—and to tailor strategies to the opinions and
attitudes of the stakeholders, identified in the realms of opinion research, including, for
example, focus group consultations and public opinion surveys (see Worley, Pasquier,
and Ezgi 2018).
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Despite the usefulness of civic engagement methods in addressing concerns on a local
level, increasing public support for policy reform at a larger scale requires strategic com-
munication. Participatory approaches to civic engagement—such as consensus building
in Ghana (Centre for Public Impact and Calouste Gulbenkian Foundation 2021), partici-
patory green budgeting in Guinea (Oshima and Perrin 2018), community-owned renew-
able energy projects in the United Kingdom,® and participatory wind turbine siting
negotiations in the United States (Firestone et al. 2020)—promote a sense of ownership
or agency, thus improving implementation outcomes. Such approaches tend to focus on
small-scale local projects and are less well geared to increase support for broader, nation-
al-level climate policies such as carbon pricing reforms or energy efficiency regulations.
But governments have ways, including communication strategies, to reinstate agency,
particularly if those strategies are complemented by behavioral interventions. Energy
labels, feedback devices, and nudging, for example, are popular policy measures used to
reduce energy demand (Composto and Weber 2022; Cornago 2021).

Clear communication is essential for a successful civic engagement process. Because
civic engagement interventions range from empowering participants in decision-making
to raising awareness and providing information, the objectives of engagement can vary
and are not always clear. To manage expectations and make the most of civic engage-
ment, clearly communicating the design and objectives of the process is vital to ensure
participants know exactly what is expected of them and how their engagement will
inform policy making, facilitating a process that is unambiguous, transparent, and effec-
tive (Uittenbroek et al. 2019). This communication includes explaining how stakeholder
and civic society inputs will be or have been considered in decision-making and provid-
ing explanations when the outcome does not reflect those inputs (Lind and Arndt 2016).
For example, the Colombian Environment Ministry publishes responses to comments
online and indicates, with an explanation, whether a comment is accepted or rejected; in
Costa Rica, responses are sent to individuals via email and comments and responses are
made available online. At the same time, it is important to establish venues that allow
citizens to identify policy issues that are a priority for them. Such venues can prevent
civic engagement on specific issues from being tainted by other topics that citizens find
more pressing.

When well designed, communication can help policy makers navigate the political
economy and build support for key reforms. For example, in the lead-up to and after win-
ning national elections in 2014, the Indonesian president communicated the regressive
nature of subsidies to the electorate and offered targeted support to other areas, such as
education and health care, to build support for the reforms; the government implemented
those reforms when oil prices were low and negative effects would be limited. And,
before removing most of its fossil fuel subsidies in 2015 (under International Monetary
Fund conditions), Ghana carried out extensive stakeholder engagement and communica-
tion campaigns that explained the need for reform and collected inputs for reform design,
including an exemption for low-octane fuel used by politically important coastal fishing
communities (McCulloch 2023).

Developing comprehensive communication strategies and building an institutional
support structure can help counteract misinformation. Reaching skeptical audiences can
be difficult, because individuals often seek information from sources that reinforce their
worldviews and are subject to confirmation bias effects (Newman, Nisbet, and Nisbet
2018). This tendency provides fertile ground for lobbies that direct considerable resources
to influencing public perceptions and opinions, including through misinformation
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campaigns (Farrell 2016; Lewandowsky 2021; Moreno, Kinn, and Narberhaus 2022). For
example, research has revealed that 80 percent of Exxon Mobil’s internal documents
between 1977 and 2014 acknowledged human-caused climate change but 81 percent of its
public-facing materials expressed doubt, and that the company directed significant fund-
ing to think tanks known for producing research that misrepresented the science on cli-
mate change (Oreskes and Conway 2010; Supran and Oreskes 2017). Useful strategies for
protecting populations against misinformation include emphasizing scientific consen-
sus, highlighting risks of misinformation and preemptive refutation (van der Linden et al.
2017), having an authority figure trusted by skeptics correcting misinformation (Benegal
and Scruggs 2018), limiting misinformation networks—for example, using litigation to
hold vested interest lobby groups to account when spreading misinformation—and
increasing transparency in lobbying (Farrell, McConnell, and Brulle 2019).

Climate policy choices and communication should consider actors’ motivation for
pro-climate actions. People, especially younger generations, are increasingly adopting
plant-based diets, using low-carbon modes of transportation, recycling, and purchasing
green label products and secondhand clothes. Motivations for adopting green lifestyle
choices can be intrinsic (personally rewarding) and extrinsic (for example, in response to
an external financial incentive). But it is generally acknowledged that intrinsic motiva-
tion is the leading force behind pro-environmental behavior (Silvi and Padilla 2021) and
that extrinsic motivation induces only short-term behavior change (van der Linden 2015).
The behavioral economics literature also suggests that extrinsic motivation can crowd
out intrinsic motivation for pro-environmental behavior (Rode, Gomez-Baggethun, and
Krause 2015). For example, a randomized controlled trial in Ecuador found that house-
holds that received a letter comparing their energy use to that of the average household
(intrinsic motivation) consumed less energy in the postintervention period, whereas
those who received a letter that also had information on expected energy savings
(extrinsic motivation) did not change their consumption behavior (Pellerano et al. 2017).
Market-based instruments, such as cap-and-trade mechanisms or environmental taxes,
are also prone to crowding out (Cinner et al. 2020).

Civic engagement can help prevent crowding out and can crowd in more pro-climate
action among citizens. Crowding out can result from several psychological mechanisms,
including reduced internal satisfaction, reduced sense of agency, and reduced moral
responsibility. Adopting multilevel decision-making approaches that involve public, pri-
vate, and community actors can help reduce the crowding-out effect (Ostrom 2002).
Different forms of citizen engagement can help restore intrinsic motivation. For example,
engagement that enhances the level of information that citizens have about the behavior
of others can increase willingness to contribute to public goods, including climate
change (Fischbacher, Gaechter, and Fehr 2001; Schleich, Schwirplies, and Ziegler 2017).
Maintaining intrinsic motivation is important to ensure successful implementation of
climate policies. On the flip side, individual- or household-level actions guided by intrinsic
motivation to climate action risk crowding out support for national-level policy (Knook,
Dorner, and Stahlmann-Brown 2022). Information and awareness about the relative poten-
tial of different measures, and the importance of national-level interventions, can help.

Information sharing and awareness raising can help shift preferences and shape
behavior. For example, the government of Chile met initial resistance from Indigenous
communities to developing geothermal energy projects in their territories. But commu-
nication and engagement efforts, focused on raising awareness, showed that the resis-
tance stemmed from misperceptions about the impacts and potential benefits of the
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development (World Bank 2021). After these misperceptions were addressed through
workshops, geothermal plant tours, and other initiatives, local support increased signifi-
cantly. Engaging effectively with citizens on national-level policies can be more challeng-
ing because of those policies’ inherent complexities and extended scales, but methods
that rely on awareness raising and education can help encourage and empower citizens
to have more informed discussions (Pidgeon et al. 2014). The United Kingdom’s Climate
Assembly, for example, brought together citizens to discuss how the country can meet its
net zero emissions target. Participants received comprehensive information on the dif-
ferent ways to achieve net zero, enabling them to make informed recommendations on
complex policy issues (Cherry et al. 2021, Climate Assembly UK, n.d.). Nevertheless, such
engagement is no silver bullet. For example, the steady increase of the carbon tax in
France has been met with suspicion by many citizens—despite public engagement and
information sharing—because they perceived that it was implemented to meet the needs
of the government’s general budget rather than to reduce greenhouse gas emissions
(Bureau, Henriet, and Schubert 2019). In cases where awareness raising is insufficient,
support can also be increased by ensuring that complementary measures to alleviate dis-
tributional implications are in place and that these measures are clearly communicated
to those affected by the policy in question.

Tackling trade-offs and risks is part of effective communication and can build trust
and support. Research shows that communicating not only how a public policy works but
also its associated risks and trade-offs can help increase policy support (OECD 2021)—
and climate policies are no exception. An experimental study across 20 countries finds
that providing information on the effectiveness and distributional implications of climate
policies significantly improves support, whereas providing people with information
on the implications of climate change has little or no significant impact (Dechezleprétre
et al. 2022).

Notes

1. The NIMBY—from “not in my backyard”—concept is used to explain public opposition to new
developments considered undesirable near people’s homes and communities (Devine-Wright
2009).

2. From Energy for Growth Hub’s “Contract Transparency” web page, https://energyforgrowth.org
/project/contract-transparency/.

3. Energy for Growth Hub, “Contract Transparency.”

4. From the World Bank’s “Community and Local Development” web page, https://www.worldbank
.org/en/topic/communitydrivendevelopment#1.

5. See the UK Government’s “Community Energy” web page (last updated January 26, 2015),
https://www.gov.uk/guidance/community-energy.
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' limate change presents a unique challenge in that policy makers need to balance
the speed and scale required to achieve global objectives within the time required
to ensure political acceptability and social sustainability.
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hold decision-makers accountable.

¢ Policy sequencing: balance short-term feasibility and long-term ambition.
Because the political economy and institutional context are dynamic and can be
influenced by policies, policy makers can select their priorities, not only to make
policy implementation feasible but also to actively build capacity and change the
political economy and institutional context, building momentum toward the long-term
objective and transformation.

 Policy design: focus on people and manage the distributional effects of climate
policies. Climate policies have heterogenous impacts across households, sectors, and
locations. Active labor policies, reskilling programs, compensations and transfers,
place-based policies, and green industrial policies can be used to protect vulnerable
populations, facilitate a just transition, and make policies more acceptable and
sustainable.

* Policy process: use public engagement and communication to improve design and
legitimacy. Civic engagement can improve a policy’s design, enhance legitimacy,
foster compromise, and help identify unintended consequences early. Effective
communication can make reforms more accessible to the public and increase support.

This book shows how appropriate governance fameworks, strong institutional capacity,
well-designed policies with adequate compensation measures, and early engagement
with all stakeholders are essential strategic elements to building consensus and
momentum for transformative policies. By deploying these tools, policy makers can
navigate the urgency in climate action and its political economy challenges to achieve
their long-term climate goals and secure a livable planet.
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