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Climate policies: Widening range and enhanced stringency, but
more is needed

The analysis of climate targets and policies show increasing ambition and broader and more stringent tools;
however, global net-zero target is out of range, and across countries, wide differences remain. Broader policy tools
with enhanced stringency are needed.

Climate Policies, Work in Progress. The better than expected outcome of COP28" should represent a not
negligible progress towards the Paris Agreement goal if this is fully implemented, contributing to shrinking the
implementation gap between the (updated) current policies scenario and the net-zero pathway (Figure 1). In this
vein, the number and stringency of climate policies steadily increases according to OECD’s analysis (Figure 2).
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See “COP28 initiatives will only reduce emissions if followed through”, on Climate | Dashboard - OECD
CAT Dec-23.

Source: BBVA Research from Climate Action Tracker

OECD'’s climate policies dashboard. The monitoring, counting, classification and analysis of climate policies is of
growing interest, as they are the instrument to mitigate the effects of climate change or to achieve adaptation. Their
better taxonomy will help to decide which are the most effective tools, with initiatives of analysis that stand out for
their methodological consistency, frequency and geographical range.? Such is the dashboard published by the
OECD as part of its "International Programme for Action on Climate" - the Climate Actions and Policies

' For further details see: “COP28: Real gains if fully implemented, but transformative action is still needed”. Economics of Climate Change Cluster. BBVA
Research, December 15, 2023.

2: It is worth noting that the economic analysis leverages on the wider availability of quantitative proxies of policies or regulations. For further details see the “Box 1.
Economic analysis improves with the increasingly available quantitative proxies of sentiment, policies or regulation.”
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https://climateactiontracker.org/publications/cop28-initiatives-create-buzz-will-only-reduce-emissions-if-followed-through/?s=03
https://climateactiontracker.org/documents/1094/CAT_2022-11-10_GlobalUpdate_COP27.pdf
https://www.oecd.org/climate-action/ipac/dashboard
https://www.oecd.org/climate-action/ipac/dashboard
https://www.oecd.org/climate-action/ipac
https://docs.google.com/document/d/102PqIrVaAmripslu1LGSQXjiaXUez9GDX-VsGxUONqs/edit?usp=sharing
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Measurement Framework (CAPMF) - which, in addition to climate policies, also references and compares data on
GHG emissions and analyses of climate impacts and risks for 48 countries.?

Evolution of adopted policies. Since 1990 there has been a significant increase in the number of climate policies
adopted by countries, which, in addition, are becoming more stringent over time (Figure 3). This rise in policy
adoption is especially relevant between 2010 and 2021 in OECD and OECD partner countries, with an average
annual increase of 10%. However, this trend experienced a plateau in 2022, with only a 1% growth, potentially
influenced by the energy crisis. Likewise, the stringency of these policies also increased during these years, with a
slowdown in 2022.

Figure 3. ADOPTED CLIMATE POLICIES AND STRINGENCY DEGREE, 1990-2022
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Source: BBVA Research from IPAC | International Programme for Action on Climate | Dashboard - OECD.
Notes: The improvement in 2010 is due to data availability from 2010 onwards. High stringency includes stringency values 8-10, medium stringency 4-7 and low
stringency 1-3.

Country analysis. Across a spectrum of diverse country profiles, the OECD's CAPMF reveals differences against
the total 56 policies measured. A shortfall is particularly evident in oil-rich nations such as Saudi Arabia, which has
only adopted 18 climate policies. European countries, in contrast, demonstrate a more dynamic adoption rate with
a median of 40 policies in 2022, surpassing the non-European median of 33 policies. Germany, Spain, and South
Korea exemplify this proactive engagement, not only in terms of policy adoption but also in terms of higher policy
stringency (Figure 4). The structure according to the type of policies (Figure 5) shows a pattern similar to that of
stringency, with far fewer market-based policies, those with the greatest potential to encourage an efficient
reduction of GHG emissions, implemented in countries with lower levels of development or, above all, more
intensive in the production and consumption of fossil fuel energy.*

% See “Box 2. OECD Climate Actions and Policies Measurement Framework” for further details.
4. For further details see: The Climate Action Monitor, 2023.
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https://www.oecd.org/climate-action/ipac/dashboard
https://www.oecd-ilibrary.org/docserver/60e338a2-en.pdf?expires=1705419919&id=id&accname=guest&checksum=430FF6112D7206D447300D9BE05A8AA3
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Figure 4. ADOPTED POLICIES BY STRINGENCY .
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The degree of effectiveness of climate policies, an open question. Enhancements in the monitoring and
progressive implementation of climate policies are notable achievements in climate action. Nonetheless the degree
of stringency in climate policies -how much they push for GHG mitigation- is not a standalone measure of their
success in reducing emissions. Such policies operate within broader socioeconomic frameworks, variables like
economic development and the composition of a country's energy mix influencing their effectiveness (Figure 6,
Figure 7).
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Source: BBVA Research from IPAC | International Programme for Action on Climate | Dashboard - OECD.
Notes:The size corresponds to emissions intensity (CO2/GDP). In dark blue selected countries.

Tracking and categorizing climate policies is crucial in evaluating climate action. This analytical process,
while fundamental, also reveals the intricate challenge of establishing direct causality. The complexity inherent in
this task points to the need for continued research to accurately determine the real-world effects of climate policy
measures on environmental outcomes.®

5: There is a large empirical literature on the question of the causal impact of climate policies on the mitigation of greenhouse gas emissions. For example, focusing
on the effects of the European Union Emissions Trading System:
° Kanzig, D. R., & Konradt, M. (2023). Climate Policy and the Economy: Evidence from Europe's Carbon Pricing Initiatives | NBER.
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https://www.oecd.org/climate-action/ipac/dashboard
https://www.oecd.org/climate-action/ipac/dashboard
https://www.oecd.org/climate-action/ipac/dashboard
https://www.oecd.org/climate-action/ipac/dashboard
https://www.oecd.org/climate-action/ipac/dashboard
https://www.nber.org/papers/w31260
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Box 1. Economic analysis improves with increasingly available quantitative proxies of
sentiment, policies or regulations

The economic analysis is enriched by the increasingly available indicators that proxy the diverse
“non-economic” phenomena affecting it. From plain description to granular impact analysis are possible when
there are available quantitative indicators as regards geopoalitical tensions, regulations that define global trade, or
climate policies, all of them hot topics of the global economic scenario.

Tone, Geopolitics and Trade. Access to big data from media and social networks, for example, allows for
measuring the tone of geopolitical tensions, as reviewed regularly by BBVA Research on its Geopolitics Monitor.
Also, the state of global trade governance can be followed with the counting and classification of unilateral
commercial policy interventions regulations, grossly protectionist or liberalizing, as done by Global Trade Alert®.
On the same topic, trying to capture the multiple facets of globalization, the differences between its 'de facto' and
'de jure' evolution” are highlighted by the KOF Swiss Economic Institute through its KOF Globalisation Index. It is
worth noting that as regards trade and financial globalization (Figure B1, Figure B2) the diagnosis is well
different, with different implications for impact analysis or economic policy advice.®

Figure B1.1. WORLD. TRADE GLOBALIZATION Figure B1.2. WORLD. FINANCIAL GLOBALIZATION
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Source: BBVA Research from KOF Globalisation Index — KOF Swiss Economic Institute | ETH Zurich

Ideological distance and bilateral trade. And last but not the least, regarding the interaction between
geopolitics and trade, BBVA Research has shown that a measure of ideological distance between countries is
relevant to explain bilateral trade, as significant as, for example, the existence of trade agreements or physical
distance between countries (Figure B3).°

° Metcalf, G. E., & Stock, J. H. (2020). The Macroeconomic Impact of Europe’s Carbon Taxes | NBER
5. Global Trade Alert provides timely information on state interventions taken since November 2008 that are likely to affect foreign commerce. It includes state
interventions affecting trade in goods and services, foreign investment and migration.
7. "De facto" refers to effective evolution, in magnitudes actually realized such as the volume of trade or investment; "de jure" refers to relevant conditions for
evolution to occur, such as the existence of trade agreements or the level of tariffs on imports or restrictions on foreign investment.
8: For further details: KOF Globalisation Index: degree of globalisation still below pre-pandemic levels.
9 For further details: “Global Trade and geopolitical fragmentation” at Country Risk Annual Report 2024 | BBVA Research.
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https://www.bbvaresearch.com/en/publicaciones/global-bbva-research-big-data-geopolitics-monitor-january-16-2024/
https://www.globaltradealert.org/
https://kof.ethz.ch/en/
https://kof.ethz.ch/en/forecasts-and-indicators/indicators/kof-globalisation-index.html
https://kof.ethz.ch/en/forecasts-and-indicators/indicators/kof-globalisation-index.html
https://www.bbvaresearch.com/en/publicaciones/country-risk-annual-report-2024/
https://kof.ethz.ch/en/news-and-events/media/press-releases/2023/12/globalisation-index.html
https://www.nber.org/papers/w27488
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Figure B1.3. IDEOLOGICAL DISTANCE, EFFECT ON EXPORTS
(PATH OF CHANGE IN % EXPORTS PER UNIT INCREASE IN IDEOLOGICAL DISTANCE)
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Source: BBVA Research, Country Risk Annual Report 2024 | BBVA Research

Box 2. OECD Climate Actions and Policies Measurement Framework

The OECD Climate Actions and Policies Measurement Framework (CAPMF) stands as a comprehensive,
internationally harmonized database, tracking climate mitigation policies across OECD and partner countries
from 1990 to 2022. The current edition covers 49 countries, excluding Brazil and the United States as the
observations underlying climate policy data have not been yet validated.

The CAPMF evaluates 56 major climate actions and policies, by measuring their stringency, i.e. the extent to
which they encourage emission reductions. The stringency score quantitatively goes from 0 (non-stringent) to 10
(highly stringent), with binary variables receiving a maximum score if implemented, and categorical variables
being linearly mapped within this range. In cases of missing data, a stringency score of 0 is assumed, ensuring a
comprehensive and nuanced understanding of policy impact and effectiveness.

Regarding the structure of the evaluated policies, there are sectoral policies — the most extensive group —
which include both market-based instruments (such as carbon pricing instruments and other charges, support
policies for renewable electricity and financing instruments) and non-market-based instruments (including
standards and regulatory instruments). Cross-sectoral climate policies encompass GHG emissions targets
(NDCs and net-zero goals), public research development, and climate governance. Lastly, international climate
policies cover aspects like international climate cooperation, reporting, and finance.
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https://www.bbvaresearch.com/en/publicaciones/country-risk-annual-report-2024/

B BVA Creating Opportunities

Research

Table B2.1. SUMMARY OF THE 56 POLICY MEASURES
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Source: BBVA Research from IPAC | International Programme for Action on Climate | Dashboard - OECD
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR?”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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BBVA Research: Azul Street, 4. La Vela Building — 4th and 5th floor. 28050 Madrid (Spain).
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