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Manageable and Unmanageable World Crises
(Climate and Economy)

Karoly Kiss

This study examines the two world crises, climdtange and the financial meltdown,
followed by an economic depression, and compares they can be managed. Climate
change has set in and to most probability it wdlise immensly big damage, human suffer
and loss. Still, for the time being internationahemunity is not suited to avoid it. In contrast
to this, huge efforts, including international cadimation, are made to combat the financial
and economic crisis. This comparison is astonishwilgy is there a sudden solution for the
one, and why there is not for the other?

As concerns climate stabilization the main questomhether present mainstream
economics, interest relations, moral patterns amérinational institutions give an adequate
framework for the solution. The economic crisisoatgaises basic questions concerning
mainstream economics and economic policy: Can brahgeced be tamed or it is part of the
system? Are crises inevitable? Can better co-ofidnabn the international level solve the
problem? The combination of the management ofwbectises is also examined: whether is
there a green way out from the crisis. But to stheeworld economy via a green energy
revolution also seems to be a questionable entezpri

Keywords: financial crisis, climate crisis, manaéss unmanageable, green way out,
regulated capitalism, temporary taming

Was the Earth a bank, it has been
already bailed out long ago.
(the Greens)

1. Climatecriss

In the Intergovernmental Panel on Cimate Chang@fUN experts of almost all
countries participate on an equal parity. The dniéthi of the reports is underlined
by the fact that they are published when unanimig reached. Reports of the year
2006, and especially that of Feruary 2007 contairy Wiepressing statements. The
most importants ones are as follows (IPCC 2007):

- Most of the observed increase in globally averaggdperatures since the
mid-20th century is very likely due to the obseruecrease in anthropogenic
greenhouse gas concentrations
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- The observed widespread warming of the atmosphedeoagean, together
with ice mass loss, support the conclusion thad #gxtremely unlikely that
global climate change of the past fifty years carekplained without external
forcing, and very likely that it is not due to knowatural causes alone.

- Anthropogenic warming and sea level rise would icwa for centuries due to
the timescales associated with climate processes feedbacks, even if
greenhouse gas concentrations were to be stabilized

- Both past and future anthropogenic carbon dioxidessions will continue to
contribute to warming and sea level rise for mér@nta millennium, due to
the timescales required for removal of this gamftbe atmosphere.

The expressiongery likelyandextremely unlikeljhave not yet been occured
in the IPCC reports; they express a new stageieitiiic conviction. A figure from
the referred IPCC report demonstrates temperatar@ations in function of the
world economy development. What does matter heréhas even without any
antropogenic green house gas emission surface tatape slightly increases, by
0,3 centigrade in this century. Warming up hasaalyebecome ,self-sustaining”.
Temperature increase due antropogenic emissionswvadyfrom minimum 1 to
maximum 6,5 centigrades.

We have started a natural process what we canopt atymore. Positve
feedbacks emerge: with warming up ice cover is imgltthe albedo of the Earth
decreases, warming up further increases. The melfirpermafrost also has begun
which results in escaping to the air of an immerétyvolume of methane from the
frozen swamps. Its green house gas effect is memgst more than that from
antropogenic activity. With the slow warming uptloé seas methane is also coming
up from the organic residuals on the bottom ofstises.

What is at stake now is the measure of warmingSgentists should like to
stabilize temperature increase at 2 centigradevéloat the damage of ecosystems
becomes irreparable and warming up unhaltable. \W& hrave in mind that average
surface temperature during the ice age was onbnfigrade lower. Let us imagine,
what could happen with a similar change in the sgpadirection. (And forecasts
for the end of the century vary between 1,5 anccérfigrade.)

The Stern Review on Climate Change (Stern 200€dtober 2006 revealed
completely new facts concerning the costs and litsnef climate stabilization.
Earlier, leading politicians and economists thoutiat mitigation should not have
two much sense because there would be winnersedflitmate change as well and
costs of avoidance should be extremely high inrasbto gains. The report proved
that even Nordic countries would be losers afteriratial gain and benefits of
mitigation far overtake costs. Namely,while prevemtshould claim for roughly 1
per cent of World Gross Product yearly, in the latht 5 to 20 per cent of WGP
would be lost in every year for ever. (For illusima: the costs of prevention of a
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world epidemic should be roughly | per cent of W®&Pworld wide advertisement
costs make up the same amount.)

Observing the principle of auditur et altera plsus mention some opposing
views'. These views are forming three groups: those whjekstion the fact of
climate change itself, others object to its antggpoc character (Hans Labohm,
Fred Singer), and, thirdly, which do not deny tmr@pogenic climate change but
not rank it as first priority for mankind. Bjorn hiborg Danish environmentalist
lately emphasises that the the envisaged costdirte stabilization should be
spent on supporting poor countries, combatting fi@mdr AIDS in Eastern Africa
(Lomborg 2007).

For many, like myself, James Lovelock is the auttiamber one in climate
affairs. He evaluates the possible consequences moee heavily than the Stern
Review. While the latter says that consequencehtréqual as those of a world
war, Lovelock adds that as a global nuclear wacotding to him half a billion, but
maximum one billion people could survive climateacbe by the end of our
century. In an interview given by him to Rollingsetcom, he explained that even if
mitigation measures will have a high profile, tharming up could not be stopped
(Goodell 2007). Earlier, Lovelock thought that timassive use of nuclear energy,
replacing the fossils may save mankind but inititisrview he saw no solution.

At last, the question of adaptation should be noeetil. As concerns nature
and species, many think that it is possible, batglocess of climate change will
accelerate and all this will take place in suchhartstime, that genetic adaptation
would be absolutely impossible. As concerns peapié nations, the richest will
have better chances to survive but the poor wiliska

1.1. The theoretical framework of analysis

We should examine whether economics and sociahsesein their present form are
apt to manage the problem. The climate changesrasdous challanges in the
following aspects:

- intra and intergenerational unequities,
- intertemporal unequities,

- regional and inter-national unequities,
- incertainties,

- risks.

The centrepiece of mainstream economics is weléa@nomics. Welfare
economics is designed to be implemented within ooentry, supposing one

! This is based even if we only want to follow thitezia of science by Karl Popper (namely, it is
scientific, what can be questioned).
2 This point roughly follows the argument exposethia Stern Review.
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jurisdiction and one decision maker (government)l &nis not apt to examine

climate change, due to its global character. Itstnmaportant criterion is the social
welfare function, meaning that welfare is maximdlen the volume of goods and
services sonsumed by households is maximum. Th&ameelunction also can be

interpreted only within one country, besides, i$ l@aserious shortcoming from the
point of view of the examined question. Namely, sleial welfare function can be
maximized at any (!) income distribution patternutBmplementing the social

welfare function for the effects of climate charnigeould be unacceptable to defend
mankind from the natural catastrophe in the way ¢imdy global effect matters, the
differences in damages suffered by the single cmsvere neglected.

The ruling economic paradigm is equally unapt tohage uncertainties and
risks. To the contrary, it is embedded in positivisrying to quantify everithing, not
taking account that economics is not a discipliriaut values. But analysing the
effects of climate change, uncertainties and risge an enormous importance.
In most cases effects and damages to come cardskdnly within wide limits and
given with a high coefficient of uncertainty.

The concepts which can bring us to our purpuséntbthe proper framework
for the analysis, are externalities, public goodd faee riding. It is because,

- the climate itself is a huge, global common gobd,gervice of ecosystems,

- climate change is the world’s biggest externalityfar (never has been seen
something similar),

- but climate stabilization policy is also a publioogl (as nobody could be
excluded to enjoy its benefits),

- and free riding emerges with an all decisive weiglauntries that make no
effort will also enjoy the benefits of climate ngidition policies.

As a result, these concepts should be reinterprétgolemented in global
dimensions:

- The climate change as a global externality meaaswle should cover not
only damages caused to others in our country and Inat we are responsible
for damages caused in other countries and othetineos, to other
generations and in the future as well.

- Climate mitigation as global externality means thatcess can be achieved
only by international co-operation, and the fraders are the countries who
do not participate in it. The international commuyrtias not any enforcing
powers so far on the dissident countries and eaffaiitl be fruitless while
institutional solution will be born to include dfie countries.

One of the many theoretical problems appears infigld of discounting.
According to the well known method used in businessulations comparing and
unifying costs and benefits accruing not in the eatime are made through
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discounting. Future benefits and/or expenses greesged in present value with the
help of discount rate and they can be comparednhys It seems to be evident that
this method should be used in case of climate ahasgvell, if we want to compare
damages accruing in different places and timescassts and benefits of a climate
stabilization policy which similarly appear in difent times and places. But heavy
methodological problems appear because the traditidiscounting is apt only for
comparing small scale differences by one trayectwhjle in case of climate issues
there are separate trayectories (countries, regadfected by the climate change in
a very different way) and separate time dimens{pnssent and future generations)
and differences are huge.

All this is raising underlying moral and ethicabptems: how to evaluate in
the present damages caused unintentionally to othantries in the future; are we
fully responsible or each country, each generadiwheach age should solve its own
problem. The discount rate chosen depends on th@alnamswer given to this
question. If it is high, it delivers a message ttatay’'s value of the damages
accruing in the future is low, and as a resuhai$ not too much sense to make high
sacrifice today to avoid it in the future and othaices. And vice versa: if the
discount rate is low, today’s efforts should be@ased to avoid big damages in the
future.

Surveying the moral facade of our age we can #taieconsequentionalism,
the background ethics of welfare economics hasrbhedbe ruling orientation: it is
the result, which does matter, the way through twitics achieved, is not important.
The concept based on rights, truth and freedomraeity the moral side of the
processes as well (see at Amartya Sen), remaiméniority. From the point of view
of our topic the moral concept of sustainabilitydastewardship should rule that
everybody should take into consideration the effeaft decisions on others, the
nature and future, this way enabling us to followuacessful climate stabilization

policy.
1.2. International climate agreements

Climate stabilization can be pursued on internatiorregional, national and
company levels, but individuals also can make andavour. With a view on the
above mentioned conditions, the most efficientrumsent is the conclusion of
international agreement. All we know the Kyoto Bomi and its shortcomings.
If there is not a binding and general internaticagdeement, which comprises all the
important countries with high emissions, the pheaoom of free riding appears, the
system is ,leaking” and is inefficieht Countries with obligation in the Kyoto

% To illustrate this: if Great Britain unilaterallyopped all its energy power plants from one dath&o
other, after 13 months world emission of O@buld be on the same level as before, becausedtdw
be eliminated by the growing emission of China. B@rieat Britain ceased to emit any £@ would
take 2 years for the world to reach the same ley¢he same reasons.
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process undertook a 5,2 per cent average reducdliod.those with the biggest
emissions did not subscribe it. According to a gangosition, held by all countries
a 50-80 per cent reduction is needed by the midfitee centrury. As a result, the
situation is very gloomy.

The mitigation measures may be of economic, adinitige, technological
or other character (e.g. an economic policy supmptbcal development vis-a-vis
globalization; such a policy would yield in lowetamsport intensity and hence,
lower CO2 emission).

Within the frames of an international agreement best instrument for
achieveing the mitigation targets would be the siois trading scheme. It can be
realized both within the Kyoto Protocol and the B&k also created its own quota
system. However, the international implementat®mdomed, because there is no
agreement, on what principle the goutas shouldisteliited between the different
states. (There are many principles, and each repretifferent interests which
widely contrast. E.g., qoutas should be distribupdportianal to the former
emissions, or the number of inhabitants or thegnietensity of GDP, etc.)

The main frontline is between the US and the emgrgbuntries, headed by
China and India. (By now, China has reached tred &hission of America.) China
and India rightly argue that their CO2 per capitassion is only a fraction of the
US. (Namely, 3,3 and 1,1 tonne respectively, vidsahe 23 tonne per capita of the
US.Y'. Besides, they emphasize the historical respditgibf the developed nations
in forming the present situatidrin contrast to this, America argues that obliyagi
should be equally shared. What has been achiewithdhe negotiations within the
UN is the principle of shared but differentiatedgensibility (although not equal).
A special case is Poland, which, on the one haad,huge coal deposits, on the
other, due to historical reasons, it does not waite depending on Russian oil and
gas.

The all-decisive climate negotiations will take qgdain Kopenhagen, end of
2009. Many call it as the most important negotiaiio history so far. Perspectives
are a bit better as in the USA itself there is éinite progress towards climate
protection. As concerns the US and West-Europe#odes, the main difference is
that while West Europe seems to consider pos#silin consumption reduction as
well, the USA follows an active climate policy;vitants to defend climate by doing
something, not by doing nothing (or less).

A new element in the mitigation policy is the susfiien to implement game
theory in the climate discussions. A conclusionalhinderlines this is that climate
agreements for long periods are not productive UmEraountries which do not sign

4 It should be mentioned that Malaysia, Indonesid Brazil belong to the countries with highest
emission, if land use is taken into consideration.

SUSAis responsible for 29,3% of the total £€mnissions since 1850, the European Union for 26,9%
and the G8 for two thirds. The respective figures dther countries are: China 8,3%, India 2,3%,
Brazil 0,8%. See: Schwéagerl, 2009.
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the agreement become fixed in the position of fiders. In the spirit of game
theories during the continuous negotiations thesidiénts should be kept under
permanent pressure and renegotiations may yielcethat.

1.3. The energy sector and climate change

At last, some interrelations between energy andnatk change should be
highlighted. If scarecity was a real danger, envinentalists would have nothing to
do just sitting and waiting how the market settles problem. It should price fossil
fuels according to scarecity and no enforcing messshould be needed. But this is
not happening. New discoveries of large depositkemexpected exploitation
periods longer and longer. Besides, coal deposémsto be enough for centuries,
and the worst option for environmentalists would ib€hina and India changed for
coal, using it directly, without liquifying. Oil pres are sometimes soaring, but this
is not a manifest of scarecity. (Take e.g. the tl®oades between 1980 and 2000,
when oil prices gradually sank from 65 to 15 dalJarvhile the world permanently
chatted about scarecity.)

However, the solution lies in price increase. Finahsumption prices of
energy and raw materials should be increased ih gear in the same measure as
the productivity of these resources improved inghevious yedr This could limit
the increase of energy use and promote its pradiyctiA good example of the
viability of the idea is pricing labour in welfartates: price and costs of labour
gradually increased during decades, parallel vatiolr productivity. As a result,
demand for labour decreased, and the case of wtalicihemployment appeared in
the developed countries.

The frequent reference to low price elasticity néigy holds true only in the
short run. In the long run the demand adjusts toepr energy and fuel usage
decreases, travel and transport habits change, miefioa environmental friendly
infrastructures increases.

Another basic problem is the production of renewabiergies: whether they
could replace fossil fuels and on what prices. Thically, renewables are
undepletable and the only limit of their impleméiuta is their pricd And their
pricing depends on the actual price of oil and Wwleexternalities caused by fossil
fuels are internalized. And this brings us to tb®mue of social cost of carbon. From
among the many calculations and variations let eferrto those | have herd
recently in the concluding conference of the stedapetrE research of the English-
German Foundation (petrE 2009). To comply with 20eper cent GHG reduction
target up to 2020 in the European Union, a €53-@8tgnne of carbon price would
be needed, but the 30 per cent reduction wouldssdate a €180-200 price.

® This is an idea by Ulrich von Weizsécker.
" In chapter 4. of this study | shall refer to thagiical obstacles of the unlimited use of reneesbl
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We know the many (environmental and food marketplgms of the biomass
as well. As a result, the question seems to be mongplex as it appeared at the
beginning.

Investment bankers

may have nothing to gain
but their chains
(Karl Marx, inverted)

2. Financial and economic crisis

Alternative economists have been warning at leastes20 years that stock
exchanges and international money markets are bipwver increasing bubbles
which are not covered by real values, bond anckgpoices are artificially inflated
and the bubbles can burst out at any time. Wed,lthppened.

The volume of derivatives grew to an uninmagindhlge sum, $596 trillion,
which was only 142 billion in 2002. Gross World &uat is a tiny sum compared to
this, 54,3 trillion in 2007, only tenth part. Anethbase for comparison: total
capitalization of firms on the New York stock exoba was $25.000 BnWarren
Buffet, the richest investor of America calls datives as weapons of mass
distructions. Besides derivatives, hedge funds alsotributed to blowing the
bubbles.

A substantial part of derivatives is made of CD8medit-default swaps).
These instruments ,allow investors to separaterigieof interest-rate movements
from the risk that a borrower will not repay. Fopr@mium, one party to a CDS can
insure against default.” The Economist rightly sathis financial ,innovation”
gambling on ruin. Since 2001 their volume grew ab®@0 trilllior?. Derivatives
increased the weight of banks and financial instihs in an immense proportion;
their share of the American stock market climbeainfr5,2 per cent in 1980 to
23,5 per cent in 2007 and makes ¥4 of all prdfits

As concerns the concrete causes of the financiéioven, securitisation of
the mortgages played a key role in it. The big gage banks, to share risk,
securitized loans, bundling them into packages #mh sold them to outside
investors. These investors got the monthly paymastmterest payments on their
bonds. Both sides gained: the mortgage bank couitk the obligations off its
balance and the investors got assets that yieldee han government bonds.

8 Der Spiegel, 40/2008, p. 28. (In the original ceti $596.000 milliard; in this paper | translate
German milliard into English-American billion.)
® The Economist, October 18th 2008, p.76.
10
le.
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Besides, commercial banks could raise money byrggtmg mortgages, instead of
the slow, costly business of attracting retail dsso

The driving force of the housing estate boom wadbisleif that the real estate
market will continuously enlarge, with increasingcps and occasional individual
defaults do not endanger stable repay. But theirdedh demand and mass
bankruptcies lowered real estate prices and tidgered off a chain reaction of
defaults in the money markets.

On 29 September the Dow Jones sank by 776,68 pa@intsinprecedented
decline since its existing. The MSCI World Indek 810 points between 29 August
and 29 September. The total value of papers tradethe stock exchanges of the
world devaluated by $10.900 bn in the four weelks@ding 10 October. In the Gulf
states stock exchanges suffered a $158 bn lossy Mahe big financial institutions
and banks went bankrdpt

And that was the beginning of the world’s economiisis. The financial
losses were followed by a credit crunch and a ntess of confidence. Credit
squeeze resulted in consequences similar to héatkain the economy: low
demand, massive bankruptcies and high unemployment.

2.1. The visible hand takes over the rule

In the past decades, economics taught that a wddid like that of 1929-32 could
not happen again because national economies coatedibusiness cycles and
international financial institutions guard over thafe of international finances. As
the melt down began, governments of the leadinghttms started to help the
economy and bail out the banks and financial umstihs with an unprecedented
haste: they have bought out the shares of bankeouble, provided them with
capital and credit sources, purchased their clarmnsed state guarantees for small
shareholders, etc. Central banks lowered intea¢ss to around 1 per cent in a quick
and co-ordinated way. Still, the crisis burst auits full scale with deep economic
depression and high unemployment.

The situation is absurd. In the past three decaldesruling paradigm of
economics, starting from the Anglo-Saxon countfieas been preaching the
superiority of market above the state. It has katted balancing and efficiency
increasing character to the market in contrasth® low effficiency and perilous
character of state intervention... And now, ithe scolded state, the visible hand
that saves the market, tries to improve what wetrag due to the market. What is
even more, the state becomes owner of the banks/éma bankrupt.

In the six months following the burst out of thésis, $3000 bn has been
allocated by the governments worldwide for stahtian and economic

1 Der Spiegel, 42/1980, p. 114.
12 Developed by Milton Friedman and the Chicago Sthand first implemented by Ronald Reagan in
the United States and Margaret Thatcher in the UK.
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stimulatiort®. To characterize this, the Nobel laureate Stigliined the expression
»~American socialism”, meaning socializing the lassend privatizing the profits.
The American governement, besides the $700 bn ktsmpackage, assumed
liability for the $5.400 bn mortgages of Fannie Mael Freddie Mac and expended
further $200 bn for taking under state controltthe financial institutions.

On October 8 2008, to start credit flow, the legdientral banks of the world
took on an unprecedentedly quick, co-ordinatedoactidecreased interest rates.
The Fed increased short term money supply to bemB900 bn and began to buy
the liabilities of commercial banks what never rempgd before.

2.2. Gambling and greed, or is this the nature of cdEta?

The first comments criticized greed and gamblimamphating the world of finances.
Rightly done, as all derivative deals are basewvbich of the parties reckon better
future events. It is natural, that Alan Greensyha,main financial guru of the past
decades also has been seriously criticised.

Greenspan presided the Fed for two decades (1983)2&nd not only
accepted but openly encouraged those financial ebhadevelopments and
innovations which led to blowing of the bubbles ahén to crush. He viewd
derivatives as necessary instruments to spread 1isk2000 he persuaded
congressmen to deprive the Securities and Exch&ugemission of its right to
control the market of derivatives. In 2003 he insted the Senate that a more severe
control of these papers would be a mistake: ,Naghm in favour of that state
control would be superior to the self-control ofrkeis™*. His main political aim
was to provide the American economy with abundamonewy, he realized the policy
of cheap money supply. (In some years under hisigeacy the leading interest rate
was 1-2-3 per cent.) Analysts mention as main cobkmeltdown as follows:

- Deregulation and market liberalization: since thlgibning of the '80s this
was more than a ruling economic dogma; it was eimellectually
fashionable.

- Cheap money, cheap credit: this was the officiitpof Fed.

- Asian savings: the Asian (mainly Chinese) goodddtb the American
markets; this was made possible by the huge defiditade balance; beside
this, the Asian savings appeared on the money rsarke

- The culture of gambling (Stiglitz) and irresponBipibecame general; they
were supported by the financial innovations asellattual background”; the
system was called ,cowboy capitalism” as well (Fy&ma).

- The endeavour to spreading and sharing risk plagedecisive role.
Greenspan frequently argued with this. The probketiat even if risks are
spread, their volume remains unchanged and itllignsthe system.

13 Der Spiegel, 43/2008, p. 29.
14 Der Spiegel 42/2008, p. 28.
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It is worth to consider the case from the pointvidw of the banking and
financial sector. Their strive for independencarisevident motive; to be more than
the mere financing agents of the real economy.ulsesee, e.g., the background of
securitization of real estate mortgages. The adabkbank collects private savings by
a tiresome work and uses them as backing creditslo#&/hen the bank sold the
securitized mortgages to the investor, freed itaruz from a negative load and, at
the same time, could get income. According to tB&81Basel agreement, banks are
obliged to form reserves for the case if their bdgrowers go bankrupt. So it could
be understood that they wanted to get rid of tlgatiee items on their balance.

With the passing of time analysis appeared thatcked for the basic rules
and shortcomings of the system. ,Each step ondhg teregulatory road seemed
wise at the time and was usually the answer to stieme in the system” — The
Economist explains In 1971 the gold-standard world economy was puead.
Since then, floating currences appeared and talaaaihange rate risks, they were
hedged by currency futures (first in the ChicagacBtExchange). Today's complex
derivatives are direct descendents of those eartency tradeS. The abolishment
of capital controls was a consequence of floatxghange rates. From the late '70s
pension funds were allowed to act as institutione¢stors and began to roam over
national borders. In 1999 the separation of comiakand investment banking was
abolished. The SEC allowed for commercial banks msdrance institutions to
trade in CDSs. These were the main steps on tlgederegulatory road which led to
the present situation.

A further system-specific cause was the social gpegice of conservative
ideologies. Both Ronald Reagan and Margaret That&neoured the nation of
property owners, and on liberalised financial megkewas easier for homebuyers
to get mortgages. The American Government backedbtirrowing activity of
Fannie Mae and Freddie Mac, what is more, in 19i67US Congress passed the
Community Reinvestment Act which disposed that saskould meet the credit
needs of the ,entire community”.

And, at last, the digital techniques and the wedatad the possibility for the
multiplication of financial deals.

2.3. Regulated capitalism or temporary taming?

Many of the critiques began to bury free marketitadipm and forecasted a future
with accentuated state intervention. However, ttenéh model of state dirigism is
not so successful as suggested by some politféiatsd what is embarrasing, the

15 The Economist October 18th, 2008.

18 1t is not an accident that the Chicago School amuedn the vicinity of Chicago Mercantile
Exchange.

7 see e.g. The Economist, October 25th 2008. The ataowner. Re-bonjour, Monsieur Colbert.
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political left, all over Europe, does not want tewedhrow capitalism, despite
economic decline and unemployment around 10 pdr (&finat is more, in the 2009
European Parliament elections the Left has beestab in most countries.)

Most leading economists and heads of internatiéinancial organisations
emphasize the need of better international co-atwin, arguing that the world
economy has become global, while management rechaiainly in the competence
of nation states. No doubt, this is right. As cansemainstream thinking, a
revitalisation of Keynesianism is spreading. Bulaes not seem probable that state
intervention goes beyond the bailing outs and kyyiuts of the shares and
liabilities of bankrupted banks and financial itutions. | am inclined to accept the
above analysis of The Economist and a very siraitealysis by the Newswe®&khat
the crisis stems from the very nature and logicfunttioning of capitalism. Free
market logics realy needed those steps on the toad of deregulation. But it
should also be admitted that the principles of @ecago School have frozen into
dogmas and lived as intellectual fashion.

A ruling opinion seems to appear from the turmeihce the Thatcherite
revolution and Reaganomics the Western world hagmenced a lasting upswing
of almost 30 years. This ended with a deep receskigh unemployment and huge
stimulus packages of taxpayer money. This is tingabecause the bankers, whose
greed was one of the causes of the meltdown, nevbaited out. However, all this
seems to be a fair price for the past three decades

My forecast is that of course, we shall have aqgokof accentuated state
regulation, the visible hand may dominate for aleshas the confidence in the
invisible hand has weakened. But if world economgswestaured and a new
upswing began, we shall tread on the same or simdg as before. It is a misbelief
that growth and stability were the normal statetloeé economy.The cyclical
character of capitalist economy is unavoidable.

The most characteristic feature of capitalism ie grermanent growth of
productivity and supply. The problem lies in thgdag demand. In the 70’s an
originally thinking Hungarian economist, named erdanossy illustrated this with
the analogy of a well, which abundantly pours watéhout stop and cannot be
closed (Janossy 1975). (This stands for the ewse#sing productivity.) The main
concern is to find the proper vessels to contamwtater. | think, this will not be
different in the future. The biggest problem willvays be how to increase demand.
To stop, choke down and retrain production are reontto the very nature of
capitalism. Hence, regulation and limits cannotehavonglasting role.

18 Newsweek, October 13th, 2008.
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3. Lessonsfrom and conclusions of managing the two crises

The time scale. No doubt, this is the major diffee What happens here and now
and with us, is more important than that with ashéater and there. Economics calls
this time-preference and to compare effects takilage later and in other places
uses discounting, counts present value. A simifaceis expressed by the law of
decreasing marginal benefit: the more we consumeesong, the less will be the
use of the additionally consumed units.

It is our moral pattern, hidden behind these rulé® idleness and lameness
against climate change is a moral issue. In cantoathis, the sudden reaction and
activity to combat financial and economic crisisniset a moral issue; decision
makers and leaders are not driven by the anxigtgrids the fate of small people but
they are concerned mostly of their own power andltie But in climate policy
decisions not realized today do not mean a theetdieir power and influence.

Natural and financial capitals. We have still not@stumed to attribute a
financial value to natural capital. Notwithstandihgt the life supporting services of
natural eco-systems make possible our life on éntheEcological economists have
already long calculated that only the value of teter-cleaning service of the
oceans approaches the Gross World Produatcording to an actual calculation,
the yearly loss in natural capital is 2-3 timeshleigthan the total capital loss due to
the financial meltdown (Black 2009).

Asymmetry of interests. Climate change will afféo¢ poorest countries first
of all, that are the less capable to protect againsBut the costs of climate
stabilization today should charge, first of allethichest countries (the biggest
energy users) and the most powerful industries r¢ggmecar manufacturing,
chemicals, road building). The latter make an urgamably srtonger coalition than
the former ones.

Unlike climate change, the finacial crisis affecagher the most developed
countries (where the centres of international bamid money markets are located),
and the drying out of credits affects everybody.awoid climate change it is the
United States that should make the biggest saesifichange in lifestyles, modest
housing conditions, less luxurious travels and gnerse), therefore the US is the
less interested in climate stabilization. In cositrep this, in combatting financial
crisis the US is the most interested country, béiegmostly concerned ofle

State intervention. The comparison of the two eriserves as an interesting
field for discussing on the character and necessigtate intervention. The standard
welfare economics suggests state intervention indases: in case of market failure

19 Evaporation — the formation of clouds — precipitatmakes, as a matter of fact, a huge distillation
system; this is how nature cleans the dirty wafenivers discharged to the seas and replaces fit wit
clean water, delivered back to the continents.

20 This held true for the beginning of the finandisisis. After, less developed countries were more
affected.
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or if politics wants to achieve an income redigition. Market failure appears in
case of monopoly, lack of information or externefit Climate change is caused by
global externalities! According to the theory, exsdities should be internalized,
namely, if they are negative, the casual agentg beer the damage caused. Due to
intervention, the volume of polluting/damaging aityi will reduce and social-
economic optimum will be reached. All this will liee result of state intervention.
Hence, according to the standard theory, to aviidate change, state intervention
is needed, but there is not enough of it.

And what grounds does economic theory give foestaervention in case of
financial crisis? To qualify financial damage arabd as externality would be
evidently a nonsense, as they emerged as a resuodigolar market operations,
derivatives do have their markets (alas, what antagket!), unlikely the emission of
green house gases (because if there were a mdridl® emissions, the emitter
should pay the total cost and in that case soutdbaothere a climate change)
Nor can we speak about monopolies, as the finamciaitch was caused by the
cheap credits, available for everybody. And if waretl to be involved in a
discussion about the income-redistributive functiaf the financial and credit
systems, we would be lost in the terminology of ep-Marxist discussidh
The lack of information — in contrast to the praxdatems — is something to ponder.
On the one hand, the digital techniques and infion&reate such an abundance of
information — especially in finances - , which ieanceivable for human brains.
On the other hand, there must be still lack ofrimfation, otherwise the crises could
not come, there would be foresight. This seemsta paradox, but it is not difficult
to answer it: the capitalism, originating fromiitature, is still a system, operated by
uncontrollable and unforeseenable market forcéisanast instané@

As a result, in the case of financial crisis siatervention does not have the
theoretical economic grounds, but it happens.

Institutions. The financial crisis has also a globharacter, like climate
change, and the international financial networlcfioms as a hydraulic system: may
the pressure change at any point of the systengritbe felt at any other poifit
Still, it is manageable because the proper inteynak institutions do exist. But the
international institutions which are inevitable fan effective climate policy, are
missing. Their creation is mostly hindered by thated States which has a counter-

2L When speaking about externalities, instead ofgusie regular criteria, it is more simple and slita

to refer to that of Samuelson: an external effeethat the market cannot manage.

22 probably there are not many, especially amongdeg people who know, how the classical Soviet
political economy defined inflation: a process, idgrwhich incomes are redistributed through price
increases in favour of the capitalists. (And tkigrue!)

2 A question can be asked retrospectively: couldfdhmer socialist central planning be improved by
the abundance of information delivered by IT of age? The answer is probly no: the main deficiency
of central planning was not the lack of informatimut the lack of proper material incentives for oo
management, technological development and labaguygtivity via high profits, wages and payments.
24 An analogy by L&szl6 Bogar.
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interest in this. According to some experts, thek laf institutions can be replaced
by the implementation of some elements of the gdimery.

Does environmental crisis correlate with financaild economic crisis?
Of course, the answer cannot be negative in theohggobalization. But the real
guestion is whether does one of them aggravatettiex, or how the solution of one
helps the other.

It is evident that in time of economic recessiosorgce use and pollution are
less, but this could be considered as postponedami@nwhich will be satisfied
during the coming take off. The question that sedies matter is that how an acute,
unmanageable and prolonged climate crisis doestafie economy and finances.
This is the case we are having now. If environnledégradation will be further
worsening, biodiversity suffering further damages, life supporting capacity of the
bioshere will further weakening. The apparent restithese processes will be the
worsening of human health and decline in human yoton and activity. Let us
refer again to the statements of the Stern reviewase of BAU 5-20 per cent of the
Gross World Product will be lost, in every yeartithe endless future. We cannot
exlude that such a development could favour firlnoiarkets. Namely, one of the
most important effects of climate change will be tmmensely growing risks and
uncertainties. (Financial markets have already iaedexperience in implementing
CDSs to share risks.) On the other hand, risksuaugrtainties (due to increased
and more frequent weather irregularities) will leflected in the large volatility of
exchange rates and prices.

But let us ask the other question too: How a sigfakand effective climate
policy should affect the economy and the finansjetem? In practical terms, such a
policy would mean the squeeze of the supply of ggne@nd natural resources (or
replacement of the fossil fuels with renewables).swWitch off of the market
mechanism is hailed only by biassed and badly méat environmentalists.
The changed conditons could be imagined as a fulitmgation of the business
sphere. In the welfare state public education ardiphealth are out of the reach of
the competitive sectors (and evidently, the traddl state adminsitration and
services too). From that time on, part of the reseumanagement and use of the
environment will also be out of the competitive teec(The share of this part is
decided by the carrying capacity of the ecosysfems.

Rosa Luxemburg said at that time that the naturatacter of the capital is
expansion. And when all the white spots will disegpon the world map, namely
the expansion will be limited, something must bpdemed. And the first world war
broke out. Wars, time by time unleashed by the Artaes can be viewed as susch
expansions, but this holds true for the enlargemehthe European Union as well
(which are by no means expressions of sympathyhefcitizens of Northern and
Western Europe towards the newly acceeding coshtriBut the above mentioned
analogy of water containing vessels by Janossycasde adopted to this situation.)
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Theoretically there is a possibility for the capttaexpand not in an extensive
way (occupying new territories and resources),ibtrieasing output from the same
amount of inputs, developing technology and impngwefficiency. But in this case
it is the new consumer markets which are lackinduife is so complicated, but
everything would be simple if the Say dogma wasbleia Namely: that every
production creates its market.)

The US objects to any element of a climate polidyiclv involves in some
way or another a kind of limitation (in resourceeuspollution emission,
consumption decrease). The Americans want to doettong in favour of the
climate and not not-doing: plant forests, improvesaurces efficiency by
technological development, replace fossil fuelsdnewables, eft

In principle, the economy may develop dinamicallyere at stable or
decreasing energy and resource sufipBut there are too many escapes. (Let us
take the case of the new oil deposits to be exqdabon under the ice of the Nordic
See; it is made possible by the climate changé!)télescarecity occured in fossil
fuels, with oil prices permanently increasing awndts of substitutes remained very
high (including the different, environment frinediges of coal), it would be easy to
take global climate stabilization measures. Butdsinbf energy abundancy it is
practically impossible.

4. Isthereagreen way out of thecrisis?

Soon after the financial crisis had broken out,ea ndea appeared, how to save
capitalism: the idea of Green Rescue, green eneggglution. UN Secretary
General Ban Ki-moon called the cause ,a green Neal Ehat would rebuild and
reshape the economy of planet Earth in ways repeénisof the programs that
President Franklin Roosevelt used to revitalize gbenomy of the United States
during the Great Depression” (Dickey—McNicoll 2008he great political leaders
of the world have taken up this cause: British Rriinister Gordon Brown, French
President Nicholas Sarkozy and — at that time geegial candidate — Barack
Obama agreed with connecting the necessity of ifightlimate change and
combatting the economic crisis. Obama promisednt@st strategically $150 bn
over 10 years in a clean energy-economy, help tiilvatp sector to create 5 mn new
green jobs, to manufacture plug-in hybrid cars,irteest in renewable energy
projects, to enhance energy efficiency, to devédtap-emission coal plants, next
generation of bio-fuels, etc. The Japanese Primeiskdr Taro Aso talked of ,a
great opportunity for new growth” and vowed thate,will achieve the low-carbon

25 The production of biofuels is reaching very highidls in America. This was one of the reasons of
the food crisis in the world economy at the begigrof 2008.

26 This is the case, when the proper word to be issgdkvelopment”. ,Growth” should be used for an
economy with increasing energy and resource supply.
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society that is compatible with growth ahead of bt of the world”. According to
MITI, the Japanese industrial ministry: buildingnaw industrial infrastructure is
needed by banking on more efficient use of eneryy ianovative technologies.
Gordon Brown said that ,,...climate change should move to the back burner of
international concern.... | beleive the oppositdisdase?.

Leaders of world organisations also declared theiference towards a green
energy revolution and combining issues of enerdimate and economic crises.
Robert B. Zoellick, President of the World Bank atted that It needs to
interconnect energy and climate change.”... ,A newltilateralism is needed.
It should reach beyond the traditional focus omafice and trade. Energy, climate
change and stabilizing fragile and postconflicttegaare economic as well as
political issues... A newly started $6 bn World Baprogram on climate
stabilization aims at completing UN negotiations thwipractical projects
(technologies, forestation and adjustmefit)’, The solution needs a globally
coordinated crisis management package, which aimglemeloping the new
generation of low consumption and low exhaustiors @nd creating green jobs”
(Kemal Dervish Chief Administrator of UNDP) (Den2€09).

On the other side, no such ideas have been voigettheb most renowned
economists, such as Stiglitz, Krugman, Summershetg®. Neither leading figures
in international affairs, such as Pascal Lamy, aWvelfensohn, or George Soros
made similar statements.

Huge energy saving projects have been starteceiftdstern countries, with
a special view on insulation of buildings,where mofkthe savings potential lies.
These will result hundreds of thousands of new .jobee most ambitious
programme of all is that of President Sarkozy, thed in October 2007. The
~Environmental Grenelle” consists of 268 recommeimhes, including 40% drop of
CO2 emission from building heating by 2020, coreing 2000 km new TGV
tracks by 2020, charging extra tax on fossile elmer@nd offering tax credit on
renewables, etc. In some respects Germany is tls¢ pnogressive country in the
EU, with a federal scheme to insulate the entinesimy stock and an investment in
wind power which puts the UK (with far greater windsources) to shame
(Monbiot 2008). Germany is specially well developedhe world market of green
technologies.

A transformation in energy industry from fossils renewables both could
serve climate stabilization and giving new impetastechnological development
that could overcome economic crisis. Historianseobnomics, such as Harold
James of Princeton pointed out that each depressiold be overcome by either a
new wave of technologies or formation of new suues. The agricultural crisis in
the 1840s was ended by the industrial revolutibe; Great Depression in 1929-32
was followed by the development of services; thg bbom of the end of last

27
l.e.
28 Newsweek, Special edition 2009.
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century was a result of dotcom revolution; the lasdbm was due to the financial
innovations in the housing estates séettor

Despite all this, the International Energy Agensypessimistic. In recession
consumption and energy prices go down and thabdisges the development of
alternatives. The development of alternative ensmgyces would require enormous
amount of capital, with a distant payoff. Presentljth tight capital and credit and
low oil prices private investors do not put bill®m a distant clean energy future. At
$140 oil prices alternative programmes pay off $&0 development of alternatives
make less sense, at below $40 not at all. Mark&dtility undermines long-term
planning. According to the calculations of the IBA reduce carbon-dioxide
emissions 50% lower by 2050 requires investmeéftrillion — now! Anyhow, if
governments are funding for banks, why not for greedustry, too
(Dickey—McNicoll 2008)?

The US has a special interest in the green enesglution. Michael T. Klare
has published an article about the topic in thecBp&dition of Newsweek under
the title: , Time to Kill the Oil Beast”. The heawil dependence of America might
give an important impulse in the green overhauhefworld’s energy industry, says
the author. The US gets 40 percent of its totatggnom petroleum and 23 percent
from dirty coal. 60 percent of America’s oil is abted mostly from hostile
countries. The US spends $50 bn a year in milicasts on protecting its petroleum
interests in the Middle East — yet it spends fas len trying to actively replace oil.
Both this and a growing concern over global warmieguires a large increase in
reliance on reneable energy sources. Reducing mils as America’s primary
energy source (from 40 to 25 percent) and incrgasiie share obtained from
renewables and hydropower to the same percentggé&dm from 6 percent) by
2030 should be an ambitious goal (Klare 2009).

If we look at the character of the stabilizatiorligies and packages of the
leading countries, there are no signs of such aldpment: the overwhelming
majority of the public money goes for the bailingt @f banks, revitalizing the
existing structures, promoting new car purchasdh sérapping old ones and the
development of green energy and industry is onlggmal so far.

The British stabilization package is one of the ldisrleast green, ,Britain
has allocated 7% of total spending to environmecaakes, compared with 12% in
America and 83% in South Kore¥®. But even the Chinese spent significantly more
on the green cause. This is, why the Economiss ¢ath ,Keynesian splurge”. In
absolute terms, China allocated $220 bn on lowaraibvestments, while America
only $100 bn, Korea $31 bn and Germany $14 bn.

In July 2009, Green Alliance, a British NGO pubésha booklet under the
title ,From crisis to recovery — New economic p@i for a low carbon future”
(Hewett 2009). In the foreword its leading idedoisnulated as follows: ,The initial

29 Figyels, 2009. januar 1-7.
%0 The Economist July 18th 2009.
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step in response to the financial crisis, advocatediost governments around the
world, and coordinated rather remarkably betweetions, was a major public-

spending stimulus... most if not all contained seé&n element’... But that phase is
now over, and expecting the next wave of investniergreen initiatives to come

simply from the public purse is over-optimistic. €limajor investment drive for a

low carbon economy must now come from the privatga...” The publication puts

special emphasis on how to raise private moneygfeening the British economy

and energy industry.

Earlier, 1 have surveyed the opinion of leadingitpmans and economists of
the world concerning the green rescue. A speciiteshould be made to Angela
Merkel, Chancellor of Germany. For many years, Ishe been a pioneer of green
thinking and policies, a fervent agent of climatabgization. However, with the
break out of economic crisis, she followed an eatinsstabilization policy, pushing
green considerations completely into the backgro@amany has become the dirty
man of Europe — writes George Monbiot in Guardiamaluating the Poznan
conference of the UN in December 2008: It was Ménho demanded weaker
standards for fuel efficiency in cars, Merkel whasped hardest for a €40 bn bail-
out of the motor manufacturers, Merkel who nowdtssithat the big cement, steel
and chemicals companies are allowed to get awdyowuitpaying” (Monbiot 2008).

What are the chances of the green rescue in tlierlon?? Are the objectives
of reducing green house gases 50-80 per cent byithdie of the century feasible?
Nate Lewis of the California Institute of Technojognade interesting scenarios for
2050. He supposed that world population will ben9ab that time, per capita world
GDP increases on an average yearly 1,6 per cergraig$ions should be decreased
by 80 per cent. In case of a business as usuahisogiresent world energy use of
14 TW should grow to 45 TW. But with an unprecedenimprovement in energy
efficiency, 500 per cent relative to current USelswvorldwide, world energy claim
would be only 28 TW. To keep to the 450 ppm of aimiss’s concentration to be
able to stabilize warming up at 2 centigrade, 26/% of the 28 should be carbon
free. So this is the task ahead of a green enagylution, if consumption would
not squeeze (Lewis 2004, Begley 2009).

One option is nuclear energy. If 10 TW of the 26f®uld be produced by
nuclear, a new reactor should be built in everyosdaday in the coming 40 years.
.If you use every single breeze that blowes on Jamdl’'ll get 10 to 15 terawatts”
(Begley 2009). But let us be realistic. 27 per ceinthe land surface is good for
producing wind energy. From the global potentiahet cent of the earth’s surface
could reasonably be used and that would provideA2 To get 10 TW of solar
energy by 2050, we would need to cover 1 millioafsovith panels every day from
now until then. As concerns biomass, its land negoent is even bigger. 20 TW by
biomass needs 31% of total land area of the &afithe main conclusion of Lewis is

%1 Lewis gives data concerning geothermical enemjiescarbon sequestration as well.
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that ,It's not true that all the technologies avaitable and we just need the political
will to deploy them... we need Nobel caliber diseoss.”

And as concerns my conclusion: maybe, there issobnologicl solution for
the climate change. As a result: reducing energyarsl consumption in general,
becomes inevitable. And for that, the political idem would be extremely difficult.

The first angel blew his trumpet,
and there followed hail and fire, mixed with blood
which fell on the earth; and a third of the earth
was burnt up, and a third of the trees were
burnt up, and all green grass was burnt up.
(Revelation 8)

5 Summary

The leading politicians of the world are awaretef tlangers and risks to be brought
about by climate change. However, solution is matieost impossible by the
character of the problem: climate stabilization,vesl as the climate itself, are
global public goods. And as a rule, the phenomeuiofree riding appears. Free
riding can be managed in one country or in the &suaf a regional integration, but
not in international dimension, where enforcementmissing. This needs an
institutional solution. Welfare economics does podvide an adequate frame to
manage the issue because the social welfare funcdo only be interpreted with
one jurisdiction and within one country. Nor disnting could be implemented in
the long run and among different countries, anddgied economics cannot manage
risks and uncertainties to set in with climate aerSimilarly, a very huge problem
is the burden-sharing in climate mitigation, whielses responsibility for the past
and the future, not to speak about divergent isterand different power relations.
All this is caused by consequentionalism, the mdratkground of welfare
economics and the consumer society. The solutigpaaes different ethics: the
moral concept of sustainability and stewardshipukhoule that everybody should
take into consideration the effects of decisionters, the nature and the future,
this way enabling us to follow a successful climstbilization policy.

In contrast to this, financial and economic crisé be managed within the
ruling paradigm, with the existing institutions.Ug; there is a contradiction between
the overall globalization of economic and finangiedcesses on the one side and the
overweight of nation states in economic decisionghe other, but the activity of
international financial organizations can be im@avBusiness cycles could not be
eliminated, they are part of the system, similagteed and and the rush for profit.
The beleif in the allmightiness of markets has b&lgacked and the visible hand of
the state now plays an important role, but afteization economic liberalism will
return. The general defeat of the political leftthre elections to the European
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Parliament at the beginning of this summer is argeoof that people do not want a
basic change in the ruling capitalist system.

An apparent solution would be to connect the twdses: giving a
technological impetus and innovation to the staggaéconomies by launching a
green energy revolution, developing the renewalNesdoubt, that would both help
the economy and contribute to save the climate. é¥ew thorough calculations
underline, that the total energy demand of a bgsirees usual extrapolation could
not be satisfied with renewables and nuclear endrigg massive decrease of energy
demand is inevitable. And it is difficult to imaginhow to achieve. As a result,
unless basic scientific breakthroughs happen imgeties, our world could not be
saved.

Financial and economic crises will set in time bye, they are unovidable,
but they will be solved. Climate change will beyonohce, but it will not be avoided.
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