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Why carbon pricing is not sufficient to mitigate
climate change-and how “sustainability transition

policy” can help

Daniel Rosenbloom®', Jochen Markard®, Frank W. Geels®, and Lea Fuenfschillingd

Carbon pricing is often presented as the primary policy
approach to address climate change. We challenge
this position and offer “sustainability transition policy”
(STP) as an alternative. Carbon pricing has weaknesses
with regard to five central dimensions: 1) problem
framing and solution orientation, 2) policy priorities,
3) innovation approach, 4) contextual considerations,
and 5) politics. In order to address the urgency of
climate change and to achieve deep decarbonization,
climate policy responses need to move beyond mar-
ket failure reasoning and focus on fundamental changes
in existing sociotechnical systems such as energy, mo-
bility, food, and industrial production. The core princi-
ples of STP can help tackle this challenge.

Carbon Pricing Critique
Realizing deep decarbonization at the pace necessary
to mitigate the worst impacts of climate change has

emerged as a pressing challenge for policymakers (1).
As a result, the debate about appropriate policy re-
sponses has intensified. Many experts and societal actors
see carbon pricing as the primary way forward (2-4).
Some even use it to argue against other policies, such as
fuel efficiency standards. Viewed as the most efficient
approach to cut greenhouse gas (GHG) emissions, car-
bon pricing incentivizes actors to seek the lowest-cost
abatement options for their specific circumstances. Con-
sequently, many economists argue that carbon pricing
should be the comerstone of a climate policy response.

We question this reasoning. Carbon pricing faces
five major issues that limit its use for accelerating deep
decarbonization. First, carbon pricing frames climate
change as a market failure rather than as a funda-
mental system problem. Second, it places particular
weight on efficiency as opposed to effectiveness.
Third, it tends to stimulate the optimization of existing
systems rather than transformation. Fourth, it suggests
a universal instead of context-sensitive policy ap-
proach. Fifth, it fails to reflect political realities.

Given these limitations, we propose an alternative
approach that targets fundamental transformations of
existing sociotechnical systems, such as energy, mo-
bility, or food (i.e., “sustainability transitions”) (5). STP
entails a mix of contextually and politically sensitive
policies that simultaneously drive low-carbon innova-
tion and the decline of fossil fuels.

Market Failure versus System Problem

The underlying rationale for carbon pricing is ap-
pealing in its simplicity: GHG emissions are viewed as
a negative externality because the social costs flowing
from climate change impacts are not reflected in the
market price of carbon-intensive goods and services
(6). Climate change is framed as the consequence of a

Many are eager to take more substantive policy steps to address climate
change, but pricing carbon pricing alone won't be sufficient. Image credit:
Shutterstock/Shawn Goldberg.

market failure that can be corrected by placing a price
on carbon so that actors also pay for the social cost of
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their carbon-intensive activities and reduce their de-
mand for such goods and services.

Framing the climate challenge as a market failure,
however, fails to seriously appreciate its scope and
depth. Indeed, the climate challenge has been referred
to as a “grand challenge” (7) or “super wicked problem”
(8) that has thus far resisted traditional policy approaches.

We argue that climate change can be more ap-
propriately understood as a system problem. Core
societal functions, such as heating or mobility, are met
through large and deeply entrenched sociotechnical
systems made up of interconnected technologies, in-
frastructures, regulations, business models, and life-
styles (1). Over many decades, these systems have
become increasingly locked into the combustion of
fossil fuels and the associated release of GHG emis-
sions. Consider, for instance, how the design of cities
has developed alongside the diffusion of the gasoline-
powered personal automobile; how norms about
comfort and attire have become entwined with energy-
intensive indoor temperature regulation; and how
important political and economic interests have be-
come entrenched with fossil fuel-based resource de-
velopment or electricity provision.

Addressing the climate challenge, therefore, involves
fundamental changes to existing systems, referred to
as “sustainability transitions” (5). These transitions entail
profound and interdependent adjustments in socio-
technical systems that cannot be reduced to a single
driver, such as shifts in relative market prices. In mo-
bility, for example, a low-carbon transition might en-
compass interacting developments around new vehicle
technologies (e.g., autonomous electric cars), infrastruc-
tures (e.g., vehicle charging stations and high-speed
rail), business models (e.g., mobility as a service and
intermodal transport), and regulation (e.g., emission
performance standards) but also changes in city
planning (e.g., reduced urban sprawl) and lifestyles
(e.g., telework and local vacations). The market fail-
ure framing fails to appreciate the broad scope of the
climate challenge and the sweep of system elements
that must undergo change. And so, the resulting
solution orientation is far from sufficient.

Efficiency versus Effectiveness
Carbon pricing strategies are often considered to be
the most efficient means of reducing carbon emissions
(4, 6). They do so by affording heterogeneous pol-
luters (e.g., firms from different industries) the flexi-
bility of responding to the carbon price signal in a
least-cost fashion, selecting the level of abatement
and specific abatement options that are most cost-
effective for their circumstances. Abatement options
are then adopted in a stepwise manner in line with the
carbon price. Under a series of assumptions (e.g.,
economic rationality, perfect information, credibility,
and broad coverage), the result is that “a given level of
abatement is met at least global cost” which “no other
instrument than pricing is able to realize” (2).

We question whether efficiency should be an
overriding priority of climate policy. If we are to limit
global warming to less than 1.5 °C, there is little time
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remaining to reach carbon neutrality (9). The negative
impacts of climate change are already undermining
human prosperity and the cost of inaction will escalate
the longer we wait (10). Despite the urgency of the
problem, carbon pricing places considerable weight
on seeking low-hanging fruit and, according to Patt
and Lilliestam, fails to appreciate that “we must even-
tually pick all of the apples on the tree” (11). Further-
more, as of 2019, existing carbon pricing schemes only
cover about 20% of global emissions and more than
two-thirds of these have prices below $20 United States
dollars (USD) per ton of CO, equivalent.* This is far too
low to be effective and increasing coverage and prices
presents serious challenges, which we return to below.

Efficiency considerations must, therefore, be tem-
pered by an immediate need to realize carbon neu-
trality through whatever means actually work. This
implies moving beyond lowest-cost solutions to stim-
ulate a diversity of mitigation options, including those
that have considerable immediate reduction potential
(e.g., phasing out coal or restoring peatlands) and others
that may fundamentally transform systems in the longer
term (e.g., mobility-as-a-service or biobased materials).

Optimizing versus Transforming

By increasing the relative price of carbon-intensive
goods and services, carbon pricing is understood to
incentivize the adoption of existing low-carbon tech-
nologies and (indirectly) stimulate the development of
low-carbon innovations (2). Investments in low-carbon
alternatives are not only encouraged through present
carbon prices but also through expectations about
future carbon price increases.

It is, however, unclear how strong such innovation
effects actually are and whether carbon pricing can
generate more than incremental changes. Tvinnereim
and Mehling (12), for instance, review the record of
several prominent carbon pricing strategies and find
that they have, to date, helped realize limited op-
portunities for innovation and system-wide trans-
formation. Rather, current trajectories and emission
reductions deviate little from business-as-usual sce-
narios, even in the case of Sweden’s $140 (USD) carbon
price for the transport and building sectors. Others
have observed similar patterns (13-15). This suggests
that, in practice, carbon pricing strategies tend to pro-
mote the optimization of established business models
and technologies but neglect more fundamental system
change necessary for deep decarbonization.

While optimization remains important, it does little
to confront carbon lock-in, encourage radical innovation,
or avoid dead-end paths (16). Indeed, research indicates
that investments in long-lived, carbon-intensive infra-
structures, such as natural gas, are still ongoing, even in
jurisdictions with prominent carbon pricing regimes (12,
17). Retiring these investments prematurely in order to
align with deep decarbonization pathways will be

*Data are drawn from The World Bank Group’s Carbon
Pricing Dashboard.
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Table 1. Comparison of carbon pricing strategies and sustainability transition policy

Carbon pricing strategies

Sustainability transition policy

Conceptual roots Neoclassical economics

Problem framing and Climate change as a market failure
problem: price carbon to correct

solution orientation
market signals

Innovation studies, evolutionary economics,
institutional theory

Climate change as a system problem:
fundamentally transform existing
sociotechnical systems

Overriding policy priority  Efficiency: reduce carbon emissions while Effectiveness: drive down emissions as quickly
keeping the economy wide costs at as possible
a minimum

Innovation approach Incremental change, indirect stimulation Transformative change, direct stimulation of

of innovation
Contextual considerations  Universality: carbon pricing for all
jurisdictions and sectors

innovation
Tailoring: policies should be adapted to local
and sectoral contexts

Understanding of politics  Revenue recycling to deal with political realities ~ Creation of alternatives and formation of

supportive coalitions

politically difficult and costly (i.e., due to compensation
for affected firms and communities).

In contrast, we argue that incremental change
alone is insufficient to pursue low-carbon pathways at
the required pace. Established systems are character-
ized by deep lock-ins (e.g., large sunk costs in infra-
structure and cultural conventions underpinning user
practices) that encourage movement along established
development trajectories (18, 19). Deliberately accel-
erating transitions, therefore, involves weakening lock-
ins (e.g., removing fossil fuel subsidies and banning
carbon-intensive technologies) and supporting system
building for low-carbon alternatives (e.g., stimulating
new innovations, business models, and markets).

Universal versus Context Sensitive Policy
Carbon pricing strategies tend to be predicated on
the notion that, eventually, all emissions are covered
so that all prices will be corrected such that no eco-
nomic decision would escape carbon pricing’s regu-
latory impact (2). This means that all jurisdictions and
economic sectors should be included, ideally with
uniform price signals (6). In the absence of uniform
pricing, there is a risk that some nations will free-ride
on the efforts of others and that firms will relocate to
places with lower or no carbon prices (i.e., “carbon
leakage”).

Three issues confront this universal approach. First,
the required levels of coordination and cooperation are
unrealistic, as carbon pricing encounters a frag-
mented international climate policy landscape (20).
In the absence of a global sovereign and considering
the great diversity of national circumstances (where
countries have different responsibilities for generating
the problem, vulnerabilities, and resources to adapt
and support mitigation), cooperation or convergence
among emission pricing frameworks remain elusive.
Second, a universal approach will require well-functioning
institutional structures and high levels of regulatory
competences and monitoring systems, which do not
exist everywhere. Third, carbon pricing strategies tend
to ignore that policies need to be tailored to local and/
onsectoral.contextssinsorder to address specific sour-
ces of lock-in and opportunities for innovation.

Carbon pricing functions well in sectors, such
as electricity, with large, fixed-point sources, where
alternative technologies are available and polluters
cannot easily relocate; it's more difficult to implement
in agro-food, transport, and heavy industry (14). Agro-
food systems are characterized by manifold commod-
ities, dispersed production (millions of farmers) in highly
variable contexts (soil conditions, climate, local com-
munities), and deeply entrenched cultural conventions,
such as tastes and dietary habits (21), which all make it
extremely difficult to assess the level of an effective
carbon price and implement this throughout the sys-
tem. Existing and proposed carbon prices also face
problems in transport, often translating into pennies on
the gallon. Such effects fall short of inducing the
needed lifestyle changes or even being distinguished
from standard oil market fluctuations.

This highlights the major difference between sys-
tems across different sectors, scales, and locations.
The geophysical resources, infrastructures, actor net-
works, and availability of low-carbon alternatives di-
verge markedly from one system to another. Thus, the
specific package of policy solutions (e.g., performance
standards versus technology mandates) will also vary
accordingly. And, given the above-mentioned challenges
facing a uniform global response, climate policy will be
defined by layered and interacting efforts within and
across different contexts (22).

Political Realities
A transparent price signal is often considered to be a
core benefit of carbon pricing strategies, as it conveys
information about the external costs of greenhouse
gases to consumers and firms, allowing them to in-
ternalize these costs in their decision-making (6).
Market forces, in this view, act as the principal drivers
of change. The primary role of government is to “set
the right price” and “leave the rest to the market.”
This, however, fails to acknowledge the substantial
contestation around climate policy and the political
nature of markets.

Carbon pricing strategies are not politically neutral
but normative endeavors (i.e., centered on what con-
stitutes appropriate solutions and why) with major
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distributional consequences (i.e., who will win or lose).
As with the majority of climate policies, they threaten
the endowments of incumbent firms and industries.
Many of these actors have responded by using their
considerable influence to resist and weaken the stringency
of carbon pricing measures, such as the European
Union’s Emissions Trading System (23). Carbon pricing
has also attracted political resistance among the
broader public, as it is perceived to challenge long-
standing practices and livelihoods, such as car-based
and suburban lifestyles. Political opponents have
been quick to exploit these cleavages around carbon
pricing, leading to important electoral victories and
climate policy reversals in Canada, France, Australia,
and many other jurisdictions (24). While some advo-
cates propose revenue recycling from carbon pric-
ing to encourage public acceptance (3), far more is
needed to appreciate the "irreducibly political char-
acter” of climate policy (25).

In this way, we argue for more explicit engagement
with the politics of climate policy. While politics
tends to be regarded as a barrier to climate action,
research suggests that well-designed climate poli-
cies can also generate self-reinforcing political dy-
namics that can set in motion transformative processes
(26-28). Sequences of policies designed to strengthen
supportive coalitions with an interest in low-carbon al-
ternatives (e.g., networks of innovators, communi-
ties, and civil society actors) may create conditions for
political victories and more ambitious climate poli-
cies over subsequent rounds of political debate and
policymaking (27).

Sustainability Transition Policy (STP)

Given the limitations of a climate response based on
carbon pricing strategies, we offer “sustainability
transition policy” (STP) as an alternative (Table 1).
Framing the climate challenge as a system problem,
STP emphasizes the rapid and effective reduction of
emissions, system transformation and radical innova-
tion, the development of context-sensitive responses,
and the inherent political nature of decarbonization.

Indeed, STP is predicated on the notion that a low-
carbon transition will involve multiple and co-evolving
social and technological changes. Many levers will
need to be pulled and deliberately aligned to realize
change—from supporting emerging innovations and
decommissioning existing technologies or infra-
structure, to building coalitions of actors and inter-
ests, to (re)designing market rules and planning
processes, to legitimizing new practices and related
social norms. Carbon pricing can be part of this policy
mix, but should not be seen as the single best or
primary instrument.

Embracing these varied levers, STP is not about a
single policy intervention but a coherent sequence of
policy decisions—and associated changes in tech-
nologies, business models, and practices—that to-
gether drive potential decarbonization pathways for
sociotechnical systems under conditions of complexity
and uncertainty (29). Broadly, STP targets innovation
and decline (30). That is, it includes policies to support
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Relative
position

Decline Policies

Aﬁﬁ

Innovation Policies

Low-carbon
alternatives

Carbon-intensive
arrangements

Time

Fig. 1. To achieve a low carbon future, we need not only policies that encourage
innovations such as solar photovoltaics, but policies that discourage carbon-
intensive technologies, such as coal. And those policies should enlist a variety of

instruments that adapt over time.

low-carbon innovations and their upscaling, as well as
policies to exert pressure on carbon-intensive products,
technologies, and practices to eventually stimulate their
decline (Fig. 1). Innovation is important to continually
develop alternatives. Decline is crucial to break up lock-
ins and to signal to producers and consumers that
fundamental changes are necessary.

STP also acknowledges that transitions develop
through different phases, from early takeoff to later
acceleration and consolidation (31, 32). Early-stage
innovations, for example, need experimentation in
protected spaces (i.e., niches, which shield their de-
velopment from harsh competitive pressures) (33).
Accelerating low-carbon innovation requires diffusion
and deployment policies that aim at embedding and
scaling niche experiments beyond their initial bound-
aries, targeting, for example, the creation of new networks,
entrepreneurial activities, and standards, as well as
education and training.

There is a similar phase-logic with respect to de-
cline. Destabilization and weakening lock-in mechanisms
can create windows of opportunity for new practices,
business models, and technologies (34). Policy instru-
ments for destabilization include divestment strategies,
removal of fossil fuel subsidies, carbon pricing, or
stronger environmental standards. To accelerate de-
cline, policy also has a role to play in implementing
phaseouts. Otherwise, problematic technologies can
persist for decades. Phase-out policies have, for in-
stance, targeted incandescent light bulbs, coal-fired
power, and nuclear power.

STP also appreciates the central place of policy
and politics. Climate or transition policies are layered
on top of existing institutional frameworks, which
means that policy formulation and implementation is
a complex, messy, and often piecemeal process that
resists optimal solutions. And, in the face of politi-
cal conflict and resistance, it is crucial to generate
societal and business support for climate policy re-
sponses. This is why stimulating low-carbon innova-
tions and associated supportive coalitions with a
material interest in these innovations is of critical
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importance. Over subsequent cycles of policy-
making, climate policies, low-carbon innovations, and
supportive coalitions can mutually reinforce one another
to drive low-carbon pathways. In general, STP calls
for new modes of governance that are better-suited
to the context of transformative change. Such an
approach recognizes the importance of continually
adapting specific measures in response to new de-
velopments and learning but also acknowledges that
the overarching directionality of policy (commit-
ments, resources, etc.) should be stabilized in order

central policy response, is deeply flawed. Given
the aforementioned shortcomings, carbon pricing
should not be the primary policy strategy to combat
climate change. Instead, carbon pricing should be
used as part of a policy mix that promotes innovation
and decline, accounts for political dynamics, varies
between sectors and over time, and aims at profound
system change.
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