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Failing to achieve 1.5°C puts a huge economic burden 
on our (grand)children
Climate change is already impacting people’s lives and will continue to do so as aver-
age temperatures keep rising. While these impacts go well beyond monetary values, the 
cost of these impacts can be calculated, which in turn allows for the costs of inaction to 
be put against the projected costs to make the needed net-zero transition happen. Most 
countries, including the EU, fail to do this, prolonging the narrative that fighting climate 
change is an economic burden while in fact the economic benefits of ambitious climate 
action are very clear: current EU policies would lead to an annual reduction, by the end 
of the century, of the EU’s GDP by over 7%, while implementation of the Fit for 55 
package would reduce the loss of GDP to 2.5%. A more ambitious approach, in line with 
global pathways to limit temperature rise to 1.5°C, as envisaged in the Paris Climate 
Agreement, would actually increase our GDP by almost 1%. The costs of not taking suf-
ficient action now will be most felt after 2050. Hence, the bill for the decisions we are 
taking now, or are failing to take, will be put on our children and grandchildren.

Two recent publications confirm there will be considerable costs for future generations 
due to a lack of substantial action to phase out greenhouse gas emissions by current 
decision-makers. A study by the US Government1 indicates that floods, droughts, wild-
fires and hurricanes made worse by climate change (under current policies) could reduce 
the US’ GDP by 7.1% and cost the U.S. Federal Budget up to $2 trillion/year by the end 
of the century. A study by the London School of Economics (LSE)2 shows that the UK’s 
GDP under current climate policies would be reduced by up to 7.4% by the end of the 
century. Ambitious climate action, in line with global 2°C pathways, could reduce the 
end of century loss to 2.4% in the UK.

Calculating costs and benefits of climate action and climate impacts

The LSE study looks at the cost of climate change caused by what it calls a number of 
channels, which include global catastrophic impacts linked to reduced economic ac-
tivities in the rest of the world (see Figure 1) as well as at the costs and benefits of the 
net-zero transition by looking at direct costs and at health benefits and gains made by 
resolving economic imperfections through the transition (see Figure 2).

1 US Government Office of Management And Budget. Climate Risk Exposure: An Assessment of the Federal Gov-
ernment’s Financial Risks to Climate Change. April 2022. www.whitehouse.gov/wp-content/uploads/2022/04/
OMB_Climate_Risk_Exposure_2022.pdf

2 Rising J. e.a. (London School of Economics and Political Science). What will climate change cost the UK? Risks, 
impacts and mitigation for the net-zero transition. May 2022. www.lse.ac.uk/granthaminstitute/wp-content/up-
loads/2022/05/What-will-climate-change-cost-the-UK-risks-impacts-mitigation-1.pdf 

http://www.whitehouse.gov/wp-content/uploads/2022/04/OMB_Climate_Risk_Exposure_2022.pdf
http://www.whitehouse.gov/wp-content/uploads/2022/04/OMB_Climate_Risk_Exposure_2022.pdf
http://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2022/05/What-will-climate-change-cost-the-UK-risk
http://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2022/05/What-will-climate-change-cost-the-UK-risk
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Figure 1: Total costs of climate change impacts in the UK by sector

Figure 2: Cost and benefits of the net-zero transition in the UK - not including avoided costs of climate 
change impacts - in 2050 in % of GDP

Costs and benefits of climate action and climate impacts in the EU
In an effort to contribute to the debate in the EU, we transposed the LSE study to the 
EU, using both the LSE methodology and data from the European Commission’s Peseta 
IV project3 as well as their Impact Assessment for the Clean Planet for All4 proposal. 

3 European Commission’s Joint Research Centre (JRC). Welfare loss from climate change impacts (Peseta IV). 
August 2020. joint-research-centre.ec.europa.eu/system/files/2020-09/14_pesetaiv_economic_impacts_sc_au-
gust2020_en.pdf

4 European Commission. In-depth analysis in support of the Commission Communication: A Clean Planet for All. 
November 2018.  ec.europa.eu/clima/system/files/2018-11/com_2018_733_analysis_in_support_en.pdf

http://joint-research-centre.ec.europa.eu/system/files/2020-09/14_pesetaiv_economic_impacts_sc_august2020_e
http://joint-research-centre.ec.europa.eu/system/files/2020-09/14_pesetaiv_economic_impacts_sc_august2020_e
http://ec.europa.eu/clima/system/files/2018-11/com_2018_733_analysis_in_support_en.pdf


Briefing No.25, September 2022 Climate policy

Air Pollution & Climate Secretariat 6

Three scenarios are considered:
a. Current policies scenario: assuming implementation of current climate and energy policies (as 

adopted in 2017/2018 to implement the at least -40% by 2030 and -80% to -95% by 2050 targets). 
This scenario is assessed to be in line with a 2.6°C-3°C global pathway;

b. Fit for 55 scenario: assuming implementation of the climate and energy legislation proposed by the 
Commission in July 2021 (to implement the at least -55% by 2030 and net zero by 2050 targets). This 
scenario is assessed to be in line with a 2°C global pathway;

c. 1.5°C pathway scenario: assuming current policies/proposals are further amended to bring them 
in line with both a -65% by 2030 and a net zero by 2040 target. This scenario is assessed to be in line 
with a 1.5°C global pathway.

For each scenario we calculated the assumed GDP impacts on a number of economic 
sectors and on human mortality (using Peseta IV data), as well as impacts on trade and 
the economy caused by global climate change disturbance (based on LSE’s methodologi-
cal approach). Furthermore we assessed the economic costs of the envisaged transition in 
the three scenarios (using data from the Clean Planet for All Impact Assessment) as well 
as the potential co-benefits of these activities (based on LSE’s methodological approach). 
The results are given in Table 1.

Table 1: Comparing annual GDP impacts by 2100 on a range of features for three temperature scenarios

Current policies Fit for 55 1.5°C pathway

Economic loss due to climate change impacts

Impacts on river & coastal floods, 
droughts, windstorms, agricul-
ture, energy & human mortality

-1.38% -0.65% -0.33%

Trade impacts -1.00% -0.75% -0.50%

Other impacts -0.60% -0.35% -0.21%

Global catastrophic impacts -4.00% -2.00% -1.00%

Total costs -6.98% -3.75% -2.04%

Cost and benefits of the net zero transition

Costs of implementation of 
transition policies -0.13% -0.63% -2.52%

Co-benefits of transition policies 0.00% +1.00% +3.00%

Benefits of economic restructur-
ing linked to transition policies 0.00% +0.80% +2.40%

Total costs/benefits -0.13% +1.17% +2.88%

TOTAL -7.11% -2.58% +0.84%

In line with the US and UK studies mentioned above, the total economic costs of cli-
mate change impacts under current policies for the EU would be close to 7% by the end 
of the century. Implementing the Fit for 55 package could reduce this cost substantially 
to 3.7%. However, the biggest gains would be made by even sharpening the current 
proposals and ensuring EU action is aligned with what is needed to limit temperature 
rise to 1.5°C. Such an approach would reduce the costs of climate change impacts to 
2% of GDP by the end of the century. While this last scenario would have a substantial 
cost to implement ambitious action, such action would also have economic benefits that 
are larger than the actual costs, with a total positive saldo of almost 3%. The difference 
between the three scenarios is substantial and despite the narrative about the cost of the 
net-zero transition, in the long-run ambitious climate action is the best option for our 
economy.
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Future generations will take the biggest burden of inaction
There is an importance difference in the timing when different costs and benefits occur. 
The biggest cost of the net-zero transition will have to happen in the next 10-20 years, 
while many of the benefits arising from the transition as well as the impacts of climate 
change will be mostly felt later in the century. Thus, the costs of delaying action will be 
mostly felt by future generations. Figures 3 representing data from the LSE study and 
Figure 4 from the IPCC Sixth Assessment Report5 illustrate this. 

Figure 3: Annual costs to the UK economy of current and more ambitious climate policies

Figure 4: Comparison of GDP loss (not including climate impacts) for scenarios representing immediate 
action vs. delayed action pathways

5 IPCC
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Southern and Eastern European countries will be hardest hit
Table 1 provides an overview of costs for the EU in different scenarios. Obviously these 
numbers will be different for individual EU Member States. To illustrate this differen-
tiation, we used the results from a report from global insurer Swiss Re6 who calculated 
economic costs of climate change for a number of EU Member States. Graph 5 shows 
the cost of current policies to the mid-century GDP of 16 EU Member States. In gen-
eral it can be noted that EU Southern and to a lesser extend Eastern Member States will 
bear the biggest economic costs of delayed action, while Western and Northern Member 
States would be less heavily impacted.

Graph 2: Annual costs to GDP by 2050 of current climate policies for 16 EU Member States

Conclusion
It is high time EU climate policy development takes both costs/benefits of action and 
costs of inaction into account. Doing so will allow decision-makers to consider the long-
term impacts of their decisions and ensure the costs of their failure to act is not being 
put on the shoulders of future generations.

by Wendel Trio 
August 2022

6 Swiss Re Institute. The economics of climate change: no action not an option. April 2021. www.swissre.com/dam/
jcr:e73ee7c3-7f83-4c17-a2b8-8ef23a8d3312/swiss-re-institute-expertise-publication-economics-of-climate-
change.pdf

http://www.swissre.com/dam/jcr:e73ee7c3-7f83-4c17-a2b8-8ef23a8d3312/swiss-re-institute-expertise-publicatio
http://www.swissre.com/dam/jcr:e73ee7c3-7f83-4c17-a2b8-8ef23a8d3312/swiss-re-institute-expertise-publicatio
http://www.swissre.com/dam/jcr:e73ee7c3-7f83-4c17-a2b8-8ef23a8d3312/swiss-re-institute-expertise-publicatio

