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}. A higher stock increases the vari-
ance of damages. (Some phys-
ical scientists believe that an in-

creased variance of climate-related

events is the greatest threat o
greenhouse gasses.)

2 Even if the regulator currently

believes that stock-related dam-
ages and marginal damages are

moderate, he might discover that
they are very high.

2 The subjective variance of Gfand
thus, the variance of damages
and marginal damages) is stochas-
tic, and it is possible that un-
expected observations make the
regulator less certain about the
true value of &* However, as
the number of observations ap-
proaches infinity, the subjective
distribution collapses to the true
value of &* (Thus, Corollary 1
holds. )
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ssumption 1 is satisfied: the

current estimate of € 'is an un-
biased estimate of future esti-
mates, and the regulator chooses

emissions to control the stock
rather than to learn about the
own parameter.
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Figure 1: Abatement with learning as a function of initial uncertainty
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Figure 3: The effect of learning on the stock trajectory
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