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Introduction 
In October 2024, the United Nations Environmental Program issued its annual Emissions Gap 

Report, subtitled ,G EGJ= @GL 9AJ Ȼ HD=9K=ȼ  It warned that current LJ=F<K HML L@= OGJD< ӑon 

course for a temperature increase of 2.6-3.1°C over the course of this centuryӒand for 

ӑdebilitating impacts to people, planet and economies.ӒTo achieve L@= ӑKO==HAF? 9F< >9KL

=EAKKAGFK ;MLKӒ F==<=< >GJ 9 EGJ= KMKL9AF9:D= GML;GE=Ӆ AL <=;D9J=<Ӆ OADD J=IMAJ=ӑ=F@9F;=<

international collaborationӒfor ӑreform of the global financial architecture, strong private 

sector action and a minimum six->GD< AF;J=9K= AF EALA?9LAGF AFN=KLE=FLӄӒ 

The report cited a recent global study which found that carbon pricingӜimposing a cost 

penalty for greenhouse gas (GHG) pollution through charges on fossil fuelsӜhas proven one 

of the most successful mitigation policies since 1990. That studyӜdiscussed in the body of 

this bookӜlends support to the overwhelming consensus of U.S. economists, including many 

notable Republicans, that taxing carbon dioxide and other climate pollutants is ӑL@= EGKL

HGO=J>MD D=N=JӒ >GJmitigating this global environmental, health, and economic crisis. Similar 

support for carbon pricing has come from the Intergovernmental Panel on Climate Change, 

International Monetary Fund, World Bank, World Trade Organization, National Academy of 

Sciences, and a host of other public institutions. Numerous business groups and corporations 

agree. Careful empirical work by economists, reviewed in this chapter 3 of this book, confirms 

that practice and theory align: Carbon pricing is already achieving substantial emissions 

reductions in many parts of the world.   

'> ;9J:GF HJA;AF? AK KG ?J=9LӅ O@Q AKFӐL =N=JQGF= <GAF? ALӋ The reasons are many, starting with 

the potent political opposition of powerful fossil fuel interests that spend billions of dollars 

worldwide lobbying against restrictions on their business. Some energy-intensive industries  

fear they may face a competitive disadvantage in global markets if hobbled by higher prices 

for oil, natural gas, or coal. Many voters also react skeptically to any policy that would raise 

their energy bills today in the name of a distant and nebulous cause like slowing climate 

change. In addition, countries may hold back from acting on this global problem out of 

concern that other emitting countries refuse to shoulder their fair share of the burden. 

Fortunately, smart carbon pricing programs can deal with at least some concerns. So called 

ӑ;9J:GF :GJ<=J 9<BMKLE=FLKӒ ;9Feliminate unfair competitive threats to domestic industry 

by levying duties on carbon-AFL=FKAN= AEHGJLK >JGE ;GMFLJA=K L@9L <GFӐL @9N= ;9J:GF HJA;AF?ӄ

Public fears about financial burdens can be eased by returning some or all revenues from 

carbon pricing to individuals, turning a net tax into a net benefit for most households. Several 

countries such as Austria and Canada have adopted this policy innovation. Studies of its 

potential impact on public support for carbon pricing are reported in chapter 4. 

Overcoming such political obstacles, dozens of countries are already making climate 

polluters pay, even without globally coordinated action. By the end of 2023 some 75 

https://www.unep.org/resources/emissions-gap-report-2024
https://www.unep.org/resources/emissions-gap-report-2024
https://clcouncil.org/economists-statement/
https://www.ipcc.ch/sr15/chapter/chapter-4/
https://www.reuters.com/business/cop/exclusive-cop27-imf-chief-says-75ton-carbon-price-needed-by-2030-2022-11-07/
https://www.worldbank.org/en/news/press-release/2024/05/21/global-carbon-pricing-revenues-top-a-record-100-billion
https://thehill.com/policy/equilibrium-sustainability/3821368-wto-chief-calls-for-global-carbon-pricing
https://www.nap.edu/download/25932
https://www.nap.edu/download/25932
https://clcouncil.org/about/partners/
https://clcouncil.org/about/partners/
https://openknowledge.worldbank.org/server/api/core/bitstreams/de3e6372-811f-47b3-989e-70ced694f9a8/content
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countries and other jurisdictions had carbon pricing programs in place. More than a quarter 

of world GHG emissions were covered by explicit carbon prices. Counting fuel excise taxes as 

well, 42% of GHG emissions in 79 major economies were subject to an effective price on 

carbon. 'F ҐҎҐҒӅ !@AF9Ӆ L@= OGJD<ӐK D9J?=KL =EALL=J G> ?J==F@GMK= ?9K=KӅ ;GEHD=E=FL=< ALK

spectacular buildout of clean generation with record prices for emissions permits. 

Current prices and coverage still 9J=FӐL F=9JDQgreat enough to address the problem, of 

course. International Monetary Fund economists estimated in 2022 that the global average 

carbon price amounted to only $6 per ton of carbon dioxide, a far cry from the $75 per ton 

needed by 2030 to keep global warming reasonably in check. As a result, global carbon 

dioxide emissions, far from falling last year, rose about 0.8 percent over 2023 levels, putting 

L@= ?G9D G> ӑF=L R=JGӒ further from reach. 

Fortunately, new domestic carbon pricing programs are under discussion in countries such as 

Brazil, Chile, Colombia, India, Indonesia, Israel, Malaysia, Morocco, Thailand, and Turkey. 

Many of them hope to avoid paying carbon duties on sales of goods into the European Union 

(EU), whose Carbon Border Adjustment Mechanism (CBAM) will take effect in 2026 to level the 

playing field for manufacturers that pay carbon prices within the EU. 

As more and more countries introduce border carbon adjustments of their own to maintain  

fair competition, the world could see a virtuous cycle of ӑ;9K;9<AF? ;9J:GF HJA;=K 9F<

;GGJ<AF9L=< LJ9<= E=9KMJ=K AF;=FLANARAF? ?J=9L=J ?DG:9D ;DAE9L= 9;LAGFӅӒin the words of 

several influential climate policy experts. 

Policy options for the United States 

Despite the election of a climate skeptic as president in 2024, some economists and other 

policy experts argue that 2025 is a promising year for carbon pricing in the United States, 

owing to the impact of climate-related natural disasters, the international spread of carbon 

pricing to most U.S. trading partners, the success of the Inflation Reduction Act in lowering 

the cost of clean-energy solutions, and the realization that carbon pricing represents one of 

the most promising sources of new revenue at a time of soaring deficits and national debt.  

A major report issued in February 2024 by five leading U.S. economists for the Brookings 

'FKLALMLAGF GF ӑClimate tax policy reform options in 2025Ӓdetermined that a national carbon 

fee, starting at $15 per ton of CO2 in 2027 and rising to just $65 per ton in 2035, would drive 

national emissions down 62% by 2035 relative to 2005 levels. Under current law, with no 

stringent new emissions rules, emissions would decline only 42% over the same period. 

A rising national carbon fee would also provide a welcome boost to the Treasury, generating 

fiscal savings of nearly $600 billion over 10 years. The impact of carbon pricing on household 

budgets would be virtually unnoticeable by 2035, thanks to the preponderance of clean, 

untaxed electricity by then.   

https://openknowledge.worldbank.org/server/api/core/bitstreams/de3e6372-811f-47b3-989e-70ced694f9a8/content
https://www.oecd.org/en/publications/pricing-greenhouse-gas-emissions-2024_b44c74e6-en.html
https://carboncredits.com/china-carbon-prices-reach-all-time-high-at-14-62-per-ton/
https://www.imf.org/en/Blogs/Articles/2022/07/21/blog-more-countries-are-pricing-carbon-but-emissions-are-still-too-cheap
https://globalcarbonbudget.org/
https://www.jbs.cam.ac.uk/wp-content/uploads/2024/10/eprg-wp2416.pdf
https://thehill.com/opinion/energy-environment/4556280-the-90s-are-over-five-reasons-to-embrace-carbon-pricing-today/
https://thehill.com/opinion/energy-environment/4556280-the-90s-are-over-five-reasons-to-embrace-carbon-pricing-today/
https://www.hamiltonproject.org/wp-content/uploads/2024/02/20240227_THP_ClimateTaxPaper.pdf
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In a companion study for the National Bureau of Economic Research, the same economists 

found that a larger carbon fee, starting at $64/t-CO2 in 2026 and rising 6% annually plus 

inflation, would lead to a dramatic 66% decline in CO2 emissions by 2035 and revenue of 

about $2 trillion.  

These findings also highlight the inadequacy of current policies to deliver on E=JA;9ӐK

pledge to slash greenhouse gas emissions in half by 2030. ӑ,G EG<=DK AF<A;9L= L@= ҐҎґҎ 3ӄ1ӄ

;DAE9L= L9J?=L OGMD< := E=L OAL@ L@= '0 9DGF=ӅӒ "=EG;J9LA; 1=F9LGJ 1@=D<GF 5@AL=@GMK= G>

Rhode Island said in 2024ӄ ӑ'> O= O9FL 9 H9L@O9Q LG ;DAE9L= K9>=LQӅ AL OADD J=IMAJ= O= <G O@9LӐK

=;GFGEA;9DDQ 9F< EGJ9DDQ JA?@L 9F< HJA;= ;9J:GF HGDDMLAGFӄӒ 

CALAR=FKӐClimate Lobby research coordinator Richard Knight ran scenarios through the 

respected Energy Policy Simulator (EPS) from Energy Innovation LLC on expected 10-year 

impacts of the Inflation Reduction Act with and without carbon pricing, relative to a pre-IRA 

business-as-usual baseline. ӑ2@=K= J=KMDLK K@GO L@9L L@= '0 9DGF= ;GMD< EG:ADAR= 9:GML ẼҏӄҎ

LJADDAGF AF HJAN9L= AFN=KLE=FL GN=J ҏҎ Q=9JKӅ 9F< 9F 9<<ALAGF9D Ẽҏӄґ LJADDAGF L@JGM?@ ҐҎғҎӅӒhe 

reported. 

That sounds impressive, but when we add a CFD [carbon fee and dividend] starting in 

2025, it would stimulate an additional $0.8 trillion of private investment in the first 10 

years, and an additional $5.6 trillion between 2034 and 2050.  

Put another way, the addition of the CFD to current policy would nearly quadruple the 

amount of private capital mobilized under the IRA alone. And not one penny of that 

additional money comes from the Treasury; it all comes from private investors who are 

wise enough to see that climate-friendly technologies ӛ not more fossil fuels ӛ are the 

future and want to be part of it.  

Although prospects for a national carbon price in the United States appear dim at present, 

some climate activists see a path forward. The first steps toward eventual carbon pricing here 

may take the form of carbon tariffs, a controversial proposal to tax foreign imports based on 

their carbon content, even in the absence of a domestic carbon price. Danny Richter, co-

director of Pricing Carbon Initiative, calls such border->AJKL HGDA;A=K ӑfourth generationӒ

carbon prices. Meanwhile, as the implementation date for the #3ӐK ! + approaches, it may 

promote greater interest in U.S. carbon pricing among major U.S. exporters. Carbon pricing 

may also continue to expand in states such as Washington and New York.  

Whatever the political climate, sound empirical findings are essential underpinnings of smart 

climate activism and effective policy. The professional literature on the impact, efficacy, and 

public support for carbon pricing is enormous and constantly growing. It is also spread across 

a bewildering variety of journals in the United States and abroad, posing a challenge even for 

experts to follow. Since 2019 I have located and read hundreds of scholarly articles and 

working papers to stay abreast of the latest findings. I have synthesized much of this high-

https://www.nber.org/system/files/working_papers/w32168/w32168.pdf
https://www.indianagazette.com/opinion/mark-gongloff-some-kind-of-carbon-tax-is-coming-to-america-like-it-or-not/article_4cc6849b-cd4d-50f0-bea5-9e701a6c26c9.html
http://click.mail10.smallworldlabs.net/ls/click?upn=mOstJbyOjUq8l-2BTZQaVaDkqTiPN66ErxBfRhpOOf14ZoA-2FH8AjxlpflNthR81BJRNBbu95MDc3Z-2FQ1aHv5bf6kc0FV-2F3wA8A5THtefyv5UYD0n4rLhEKpmDbbJznnsJyg82bWca3wZRJmohaMxYvTZKCZ7sXxT2xrenPeMnw-2BZtyxxOA4sDnLeUSgjWEuOBAeJTJ_miYFiFh8WsT1Yg2-2Bsa-2FiVYgxNrS98BBpS14s5A-2FaOe9de-2BL7wQXdrpVwfR5x25PLu4ao6nB5FSr87VDDquC3vwRE6dmPbhP7AApEWzkvKN3GCOKiTKbm-2BWLQ5HwWyqVjZdAlPNqkbISaySBQGkBl8v638r2AZb7ctUTeyyXGsJ3E57wP2REA1kxoS-2FmmiB3-2FGe4pK-2BfKA9NKE0bC2FX6NCU-2FkLtGg8m4jnEUqdtDXoBpHjT8MbAmhzgjJCwb8odDWsWtExVVfpj8LeKO0VJ4JbCKkA-2Br8ttV84dCTNo71s5-2BSlG0GxjJ-2FgV69y1ZhTvlMl4fZqo1bXfFvsywhx3KbJteVK2-2F4aKIQpoCH74jRwY-3D
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34142
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34142
https://pricingcarbon.org/2024/11/fourth-generation-carbon-prices
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quality research in a series of whitepapers >GJ !ALAR=FKӐ !DAE9L= *G::Q Ӧ!!*ӧ that explore the 

impact of carbon pricing on greenhouse gas emissions, transportation, innovation, and policy 

formation (see below).  

I have also reviewed and discussed this ever-growing literature in a series of posts on CCL 

member forums since 2022. This book, revised to incorporate the latest studies through 2024, 

compiles edited versions of about fifty of my posts related to carbon pricing in all its 

ramifications. I hope that by disseminating these short essays more widely, members of the 

lay public and policy makers alike will better appreciate the remarkable progress made by 

social scientists and public policy scholars in understanding the impact of carbon pricing, its 

relation to other climate policies, and the challenges of winning public support. To facilitate 

further study, I have included selected journal or book references at the end of most posts in 

addition to the many other sources identified through hyperlinks in the text.  

Source: 

Bistline, John, Kimberly Clausing, Neil Mehrotra, Jim Stock, and Catherine Wolfram, ӑClimate 

Policy Reform Options in 2025,Ӓ National Bureau of Economic Research Working Paper 32168. 

 

Biographical note 
Jonathan Marshall works with !ALAR=FKӐ !DAE9L= *G::Q to promote national (and global) 

policies to prevent further climate disruptionӄ &= K=JN=< 9K L@= GJ?9FAR9LAGFӐKEconomics 

Research Coordinator and co-founded its Economics Policy Network. During two previous 

decades as an award-winning journalist, he spent eight years as Economics Editor of the San 

Francisco Chronicle. He also has relevant experience in industry as a communications director 

at the largest U.S. power contractor and largest combined gas and electric utility. He has 

published widely on carbon pricing in the New York Times, Boston Globe (with climate 

scientist James Hansen), San Jose Mercury News, Reason magazine, and other publications. 

Selected CCL whitepapers 

¶ Building Support for Carbon Pricing: A Research Guide (2024) 

¶ How Carbon Taxes Induce and Accelerate Clean Innovation (2022) 

¶ How Carbon Taxes Reduce CO2 Emissions in Transportation (2022) 

¶ The Case Against (Some) Carbon Tax Critics (2021) 

¶ How Carbon Fee & Dividend Can Serve Economic & Environmental Justice (2021) 

¶ Carbon Taxes Can Do the Job: International Evidence (2019)  

https://www.nber.org/papers/w32168
https://www.nber.org/papers/w32168
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/Building-Support-Carbon-Taxes.pdf
https://community.citizensclimate.org/content/contents/training/Economics/Marshall-Carbon-Taxes-Innovation.pdf
https://community.citizensclimate.org/content/resources/economics/Transportation-Paper-FINAL.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Case-Against-(Some)-Carbon-Tax-Critics.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/How-Carbon-Fee-Dividend-Economic-Environmental-Justice.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/carbon-taxes-can-do-the-job-economics-policy-network.pdf
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1. Why We Need Carbon Pricing (More than Ever) 
 

Why We Still Need a National Carbon Fee 
September 2022 (CCL blog) 

The historic Inflation Reduction Act (IRA), which will deliver more than $400 billion in climate 

spending over a decade, is easily the most powerful climate policy ever enacted in the United 

States. Coming on top of significant climate-related provisions in the Infrastructure 

Investment and Jobs Act and the CHIPS and Science Act, America is finally taking the global 

crisis seriously. 

But most climate experts probably agree with CCL Executive Director Madeleine Para, 

who saidӅ ӑ5=ӐJ= =9?=J LG :MAD< GF LG<9QӐK :A? KL=H >GJO9J< 9F< ;GFLAFM= LG OGJC >GJ =N=F

EGJ=Ӆ 9F< =N=F :=LL=JӅ ;DAE9L= 9;LAGF AF L@= >MLMJ=ӄӒ 

The reason should be obvious. Although all this climate legislation may cut U.S. greenhouse 

gas emissions 40 percent ӦJ=D9LAN= LG ҐҎҎғӧ :Q ҐҎґҎӅ L@9LӐK KLADD O=DD K@GJL G> GMJ F9LAGF9D

commitment of a 50 percent reduction. If we want any hope of keeping global warming under 

2oC, moreover, we (and other countries) will need to get all the way to net zero by 2050, a far 

bigger lift. 

Just spending more money to subsidize renewable energy, electric vehicles, and other clean 

L=;@FGDG?A=K OGFӐL <G L@= BG:Ӆ >GJ K=N=J9D J=9KGFKӆ 

¶ Simple budget math works against us. As the size of the clean sector grows, the cost of 

subsidies will grow in tandem, dwarfing even the huge numbers seen to date. Finding 

that money without major tax increases or ballooning the national debt will be a 

mathematical impossibility. 

¶ The law of diminishing returns also works against us. Subsidized renewable energy 

will indeed drive out more expensive fossil fuels, like Canadian tar sands and much 

coal, but only up to a point. There are plenty of cheap oil and gas reserves still around. 

More important, the huge installed base of fossil fuel infrastructure is a sunk cost 

whose value can be written down to zero to stay competitive for years to come. 

¶ Cost-effectiveness is also an issue: subsidies are often wasted on people who would 

have bought electric vehicles or invested in wind farms even without them. Worse yet, 

they can create political coalitions that demand subsidies in perpetuity, long after 

they are economically justified. 

%GAF? >GJO9J< O=ӐDD F==< F=O 9HHJG9;@=KӅ 9:GN= 9DD 9 F9LAGF9D L9P GJ >== GF ?J==F@GMK= ?9K

pollution. A technology-neutral carbon fee would work with clean energy subsidies and 

https://citizensclimatelobby.org/blog/policy/why-we-still-need-a-national-carbon-fee/
https://yaleclimateconnections.org/2022/08/experts-senate-passed-bill-will-yield-myriad-climate-benefits/
https://citizensclimatelobby.org/blog/news/with-house-passage-historic-climate-legislation-will-soon-be-signed-into-law/
https://citizensclimatelobby.org/blog/policy/what-the-inflation-reduction-act-means-for-climate-change/
https://citizensclimatelobby.org/blog/policy/what-the-inflation-reduction-act-means-for-climate-change/
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regulations to rapidly accelerate the phase-out of fossil fuel emissions. A carbon fee could 

take effect quickly and cover most sectors of the economy in one fell swoop. Instead of 

costing the government billions of dollars, it would raise revenue that can be used to soften 

impacts on households, invest in green programs, or reduce the deficit. These are just a few 

of the reasons why more than 3,600 U.S. economists declaredӅ ӑ ;9J:GF L9P G>>=JK L@= EGKL

cost-=>>=;LAN= D=N=J LG J=<M;= ;9J:GF =EAKKAGFK 9L L@= K;9D= 9F< KH==< L@9L AK F=;=KK9JQӄӒ 

How subsidies could pave the way for carbon fees 

Although Congress missed (by as little as one vote in the Senate) the opportunity to include a 

;9J:GF >== AF L@= J=;GF;ADA9LAGF H9;C9?=Ӆ L@= '0 ӐK ;DAE9L= HJGNAKAGFK E9Q O=DD H9N= L@= O9Q

for carbon pricing in the not-too-<AKL9FL >MLMJ=ӄ 2@9LӐK L@= DG?A;9D ;GF;DMKAGF GF= ;9F <J9O

from policy experts who argue that the best way to build public support for a carbon tax is 

L@JGM?@ ӑHGDA;Q K=IM=F;AF?Ӓӆ KL9JLAF? OAL@ L@= ;9JJGLK :=>GJ= ?=LLAF? LG L@= KLA;CKӄ 

In a 2015 article in the prestigious journal NatureӅ #FNAJGFE=FL9D "=>=FK= $MF<ӐK D=9<

economist Gernot Wagner praised carbon pricing but deplored its limited adoption. He called 

for well-conceived subsidies akin to those in the IRA to create the right political environment.  

ӑThe current inadequacy of carbon pricing stems from a catch-22ӅӒ @= OJGL=. ӑPolicymakers 

are more likely to price carbon appropriately if it is cheaper to move onto a low-carbon path. 

But reducing the cost of renewable energies requires investment, and thus a carbon price. In 

our view, the best hope of ending this logjam rests with tuning policies to drive down the cost 

of renewable power sources even further and faster than in the past five yearsӄӒ 

Two years later, in Nature Energy, Wagner and two colleagues reviewed the successful history 

of carbon pricing in the European Union and California and observed L@9L ӑHGDA;QE9C=JK

initially supplied benefits to clean-=F=J?Q ;GFKLALM=F;A=K :=>GJ= AEHGKAF? ;GKLK GF HGDDML=JKӄӒ

2@=Q ;GF;DM<=< L@9L ӑDGO=J EALA?9LAGF ;GKLK E9Q J=<M;= L@= GHHGKALAGF LG ;9J:GF HGDA;Q

from energy consumers such as households and energy-iFL=FKAN= E9FM>9;LMJ=JKӄӒ 

Past subsidies for wind and solar energy and batteries have indeed created huge economies 

of scale in production along with leaps in technology, putting these clean technologies in 

reach of consumers with little or no financial sacrifice. The IRA promises to extend the 

popular honeymoon with clean technologies. At a time when households are straining to 

cope with soaring fossil fuel prices, Resources for the Future estimates that retail costs of 

electricity will decline about six percent over the next decade, ӑsaving electricity consumers 

$209-278 billionӄӒ 2@9LӐK 9:GML ẼҐҎҎ 9 Q=9J H=J @GMK=@GD<ӄ 

https://www.econstatement.org/
https://www.bloomberg.com/news/articles/2021-11-06/white-house-backed-carbon-tax-in-sight-for-biden-s-climate-bill
https://www.nature.com/news/polopoly_fs/1.18260%21/menu/main/topColumns/topLeftColumn/pdf/525027a.pdf?origin=ppub
https://www.isid.ac.in/~epu/acegd2017/papers/ThomasSterner3.pdf
https://www.rff.org/publications/issue-briefs/retail-electricity-rates-under-the-inflation-reduction-act-of-2022/
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Carbon taxes magnify  the effect of subsidies 

The other good news is that a carbon tax would magnify L@= =>>=;L G> L@= '0 ӐK KM:KA<A=KӅ

accelerating shifts in consumer demand and business production methods to favor low-

carbon goods and services. We already have evidence of this proposition from several 

forecasts related to .J=KA<=FL  A<=FӐK GJA?AF9D Build Back Better (BBB) bill. 

3KAF? #F=J?Q 'FFGN9LAGFӐKrespected model, the Committee for a Responsible Federal 

Government concluded in 2022 that the climate provisions of BBB would cut emissions 34 

percent by 2030 relative to 2005, but the addition of a $40 carbon tax would slash emissions 

9DD L@= O9Q LG ҒҒ H=J;=FLӅ EM;@ ;DGK=J LG E=JA;9ӐK .9JAK ;GEEALE=FLӄ 2@= GJ?9FAR9LAGF

applauded the fact that such a carbon tax would raise $1,550 billion in new revenue over 10 

years, rather than adding to the national debt. 

 

Source: Committee for a Responsible Federal Government 

https://citizensclimatelobby.org/blog/policy/new-report-how-to-cut-emissions-without-deepening-debt/
https://citizensclimatelobby.org/blog/policy/new-report-how-to-cut-emissions-without-deepening-debt/
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Confirming this general story with a different model, Resources for the Future reported in 

2021 that a rising carbon tax, reaching $50 per ton by 2030, would cut emissions more than 13 

percentage points beyond the impacts of IRA-type subsidies for renewable energy, clean 

vehicles and the like. Such cuts would readily meet the Paris target. 

In the electric power sector, RFF projected that an all-subsidy approach would cut cumulative 

emissions of CO2 by 3.8 billion metric tons of CO2 from 2022-31. A modest carbon fee, on its 

own, would cut cumulative emissions by 5.5 billion metric tons. The two together, however, 

achieved cumulative reductions of 7.2 billion tonsӜa big win for decarbonization. 

%GAF? >GJO9J<Ӆ !GF?J=KK K@GMD< @==< L@= 0@G<AME %JGMHӐK AF>GJE=<observation last year 

about what policies could take the United States closer to the net-zero goal line after the 

enactment of clean energy subsidies: 

ӑA carbon price, applied to key sectors or across the entire economy, has been seen as the 

most efficient and straight-forward way to tackle climate change. A carbon price can amplify 

the impact of clean energy incentives included in our joint action scenario and sends a long-

term signal for investors to shift towards a net-zero economy.Ӓ 

Or as the World Resources Institute declared D9KL Q=9JӅ ӑWe need all measures ӛ everything in 

the [infrastructure bill], everything in the reconciliation package and ;9J:GF HJA;AF?ӄ 5= ;9FӐL

accept anything less than enoughӄӒ 

Sources: 

%=JFGL 59?F=J =L 9DӄӅ ӑPush renewables to spur carbon pricingӅӒNature, 525 (September 3, 

2015), 27-29 

(GF9K +=;CDAF?Ӆ 2@GE9K 1L=JF=JӅ 9F< %=JFGL 59?F=JӅ ӑPolicy sequencing toward 

decarbonizationӅӒNature Energy, 2 (2017), 918-922. 

,A;@GD9K 0GQ =L 9DӄӅ ӑCost Analysis and Emissions Projections under Power Sector Proposals in 

ReconciliationӅӒ 0=KGMJ;=K >GJ L@= $MLMJ= 'KKM=  JA=> Ґҏ-15, October 2021. 

,A;@GD9K 0GQ =L 9DӄӅ ӑRetail Electricity Rates under the Inflation Reduction Act of 2022ӅӒ

Resources for the Future Issue Brief, August 3, 2022. 

 

  

https://www.rff.org/publications/issue-briefs/emissions-projections-under-alternative-climate-policy-proposals/
https://media.rff.org/documents/IB_21-15_cTjoJFj.pdf
https://rhg.com/wp-content/uploads/2021/10/Rhodium-Group_Pathways-to-Paris-A-Policy-Assessment-of-the-2030-US-Climate-Target.pdf
https://www.wri.org/insights/why-carbon-pricing-benefits-reconciliation-bill-us
https://www.nature.com/news/polopoly_fs/1.18260%21/menu/main/topColumns/topLeftColumn/pdf/525027a.pdf?origin=ppub
https://www.nature.com/articles/s41560-017-0025-8
https://www.nature.com/articles/s41560-017-0025-8
https://media.rff.org/documents/IB_21-15_cTjoJFj.pdf
https://media.rff.org/documents/IB_21-15_cTjoJFj.pdf
https://www.rff.org/publications/issue-briefs/retail-electricity-rates-under-the-inflation-reduction-act-of-2022/
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New Study Confirms Why We Still Need a Carbon Price 
November 2022 

If you have any doubts about why we still need carbon pricing to get the United States to the 

net-zero finish line by 2050, check out a new study published in Nature Communications. 

2ALD=< ӑ#;GFGEQ-wide evaluation of CO2 and air quality impacts of electrification in the 

3FAL=< 1L9L=KӅӒ AL ;GE:AF=K MFMKM9DDQ KGH@AKLA;9L=< EG<=DK G> 3ӄ1ӄ =F=J?Q KQKL=EK 9F< 9AJ

quality to demonstrate that a rising carbon fee would accelerate both clean generation and 

OA<=KHJ=9< =D=;LJA>A;9LAGF G> LJ9FKHGJL9LAGF 9F< :MAD<AF?KӅ J=KMDLAF? AF ӑKM:KL9FLA9DDQ DGO=J

CO2 9F< AEHJGN=Ӧ<ӧ 9AJ IM9DALQӄӒ 

The paper evaluates three alternate scenarios. One, which may have been rendered moot by 

the Inflation Reduction Act (IRA), assumes slow adoption of electric vehicles and no growth in 

:MAD<AF? =D=;LJA>A;9LAGFӄ K=;GF< ӑ@A?@ =D=;LJA>A;9LAGFӒ K;=F9JAGӅ O@A;h strikes me as a  

 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27245
https://www.nature.com/articles/s41467-022-33902-9
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reasonable post-IRA baseline, assumes faster adoption of EVs and heat pumps but no carbon 

price. A third assumes a national carbon price starting in 2025 at a little above $50/tCO2 and 

growing 7% annually to reach $271/tCO2 by 2050. 

2@= AEH9;L G> L@= 9<<=< ;9J:GF >== AK KLJACAF?ӆ ӑ;G9D AK H@9K=< GML <=;9<=K =9JDA=JӇ EGKL

natural gas is equipped with carbon capture and storage (CCS) or is co-combusted with 

hydrogen; nuclear remains in the mix; and solar and wind see much larger increas=KӄӒ 

With a carbon price, CO2 emissions plummet much faster. Without a carbon price, the goal of 

net zero remains a distant aspiration. 

The study also indicates that even current policies to accelerate electrification will greatly 

AEHJGN= 9AJ IM9DALQ ӦGRGF= 9F< >AF= H9JLA;MD9L=KӧӅ :ML ӑL@=K= :=F=>ALK 9J= 9EHDA>A=< :Q ;9J:GF

HJA;AF? HGDA;QӄӒ 2@= AEH9;L G> ;9J:GF HJA;AF? GF 9AJ IM9DALQ OADD := ӑEGKL =NA<=FL AF L@=

Midwest and easterF 2=P9KӒ :Q ҐҎґғӅ AL 9<<Kӄ 

Source: 

(G@F  AKLDAF= =L 9DӄӅ ӑEconomy-wide evaluation of CO2 and air quality impacts of 

electrification in the United StatesӅӒNature Communications, 13 (2022). 

 

ìőċƣќƚШ ĲǂƣШ ŉƣĲƖШƣőĲШfÅ еШ9ċƖĤŸŰШÂƖŔĦŔŰŊг 
August 2023 

A major assessment of the IRA delivered at a Brookings Institution conference this spring by 

three leading energy economists gives the law high marks for accelerating new clean 

technologies and lowering future greenhouse gas emissions. Those reductions will come at a 

very high cost (roughly a trillion dollars), but still well below the social cost of the CO2 that it 

avoids. 

 ML L@= H9H=JӅ LALD=< ӑ#;GFGEA; 'EHDA;9LAGFK G> L@= !DAE9L= .JGNAKAGFK G> L@= 'F>D9LAGF

0=<M;LAGF ;LӅӒ 9DKG J=EAF<K MK O@Q 9 ;9J:GF L9P @9K :=;GE= EGJ= AEHGJL9FL L@9F =N=J LG

achieve our clean-economy goals without breaking the bank. It estimates that a carbon tax 

would have cost the U.S. economy only one-seventh as the IRA will to achieve its projected 

emissions reductions in the electric power sector by 2030. 

Here are a few apt quotes from the report: 

¶ ӑ0=D9LAN= LG 9 ;9J:GF L9PӅ KM:KA<A=K =F;GMJ9?= =D=;LJA;ALQ ;GFKMEHLAGF 9F< <AK;GMJ9?=

conservation. If household and industrial demand for electricity is sensitive to price, a 

carbon tax would have a relatively large effect on electricity consumed and hence 

emissions. By contrast, a subsidy policy ӛ by encouraging electricity consumption ӛ 

would partially undo the switch from fossil to clean energy by raising overall electricity 

;GFKMEHLAGFӄӒ 

https://www.nature.com/articles/s41467-022-33902-9
https://www.nature.com/articles/s41467-022-33902-9
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/31649
https://www.brookings.edu/wp-content/uploads/2023/03/BPEA_Spring2023_Bistline-et-al_unembargoedUpdated.pdf
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¶ ӑ KAF?D= ;D=9F =F=J?Q KM:KA<Q <G=K FGL J=>D=;L L@= >9;L L@9L L@= :=F=>ALK G> R=JG ;9J:GF

power sources will vary depending on which unsubsidized energy resources they 

displace. . . Under IRA, clean energy that displaces zero-carbon energy such as 

hydropower is subsidized at the same rate as clean energy that displaces the dirtiest 

J=KGMJ;=KӄӒ 

¶ ӑ-L@=J HJGNAKAGFK G> '0 KM:KA<AR= L@= =F=J?Q-using or energy-producing asset, 

irrespective of how much it is operated. . . Similarly, the electric vehicle tax credits 

subsidize vehicle purchases without regard to how much they are driven. Electric 

vehicles that are used as second cars and driven less will offset fewer emissions than 

N=@A;D=K L@9L J=HD9;= 9 @GMK=@GD<ӐK GFDQ ;9JӄӒ 

¶ ӑ-N=J9DDӅ 9 K@GJL;GEAF? G> >AP=< L9P ;J=<AL J9L=K >GJ KMHHDQ- and demand-side 

resources is that they are relatively inflexible as technology and market conditions 

change. Carbon pricing enables households and businesses to select their preferred 

approaches to lower emissions, which can help to reduce costs and account for other 

welfare-relevant considerations that vary across individuals and firms. Carbon pricing 

9DKG ;9F =F9:D= ;GGJ<AF9LAGF 9;JGKK K=;LGJK 9F< ?=G?J9H@A=KӄӒ 

¶ ӑ-F= AEHGJL9FL <A>>=J=F;= AK L@9L HJA;AF? ;9J:GFӅ <=H=F<AF? GF @GO AL AK

implemented, could generate revenue for the government. These revenues could be 

used to offset other distortionary taxes, address equity concerns, or be directed 

toward other policy objectives. A subsidy-based approach costs the government the 

subsidy amounts and imposes the marginal cost of raising government funds on the 

=;GFGEQӄӒ 

¶ ӑ-F= 9J?ME=FL 9?9AFKL ;9J:GF L9P=K AK L@9L L@=K= L9P=K 9<N=JK=DQ AEH9;L HGGJ

households . . . So long as absolute energy consumption is increasing in household 

income, a carbon tax distributed as lump sum dividend provides poor households 

sufficient resources to both maintain their pre-tax energy consumption and increase 

non-=F=J?Q ;GFKMEHLAGFӄӒ 

 ML @=J=ӐK L@= C=Q ;9N=9L L@9Lcarbon pricing advocates must keep working hard to overcome 

through education of the public and legislators: 

¶ ӑ DL@GM?@ ;9J:GF HJA;AF? 9HHJG9;@=K ;9F := =>>A;A=FLӅ =>>=;LAN=Ӆ 9F< =IMAL9:D=Ӆ L@=AJ

strengths can create political liabilities by raising costs of energy. Many Americans 

support government action to address climate change, but willingness-to-pay may be 

low. In contrast, tax credits can lower energy prices and hide policy costs, which may 

:= GF= J=9KGF O@Q KM:KA<A=K L=F< LG HGDD :=LL=J AF L@= 3ӄ1ӄ J=D9LAN= LG ;9J:GF HJA;AF?ӄӒ 

 



16 

 

 

Source: 

John Bistline, et al., ӑEconomic Implications of the Climate Provisions of the Inflation 

Reduction ActӅӒ Brookings Papers on Economic Activity, BPEA Conference Drafts, March 2023.  

 

How a National Carbon Price Would Supercharge the IRA 
November 2023 

A new working paper AKKM=< :Q 0=KGMJ;=K >GJ L@= $MLMJ= AK L@= >AJKL 'ӐN= K==F LG =PHDA;ALDQ

EG<=D L@= AEH9;L G> ;9J:GF HJA;AF? GF LGH G> L@= '0 ӐK @M?= KM:KA<A=K >GJ ;D=9F =F=J?Qӄ It 

deals only with the U.S. electricity sector, where the Biden administration set a goal of cutting 

=EAKKAGFK ҖҎổ :Q ҐҎґҎ Ӧ9DKG CFGOF 9K ӑҖҎPґҎӒӧӄ LJM= F9LAGF9D HJA;= GF ;9J:GF OGMD< @9N=

greater impacts than the paper models by covering the entire economy. 

2@9FCK LG L@= '0 ӐK E9FQ AF;=FLAN=K >GJ ;D=9F =F=J?QӅ L@= KLM<Q ;GF;DM<=KӅ =N=F 9 J=D9LAN=DQ

low carbon price of just $28 per ton in the electricity sector would achieve the 80x30 goal, 

setting the stage for clean electrification of the broader economy. That amounts to a huge 

reduction of nearly 400 million metric tons of CO2 relative to the IRA alone by 2030. 

https://www.brookings.edu/wp-content/uploads/2023/03/BPEA_Spring2023_Bistline-et-al_unembargoedUpdated.pdf
https://www.brookings.edu/wp-content/uploads/2023/03/BPEA_Spring2023_Bistline-et-al_unembargoedUpdated.pdf
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/33027
https://media.rff.org/documents/WP_23-42.pdf
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Thanks also to the impact of 

IRA subsidies, retail 

electricity prices would sink 

3.4 percent below baseline 

levels by 2030 even with 

carbon pricingӜa win for 

consumers and for the 

political viability of climate 

mitigation efforts. Of course, 

that benefit comes at the 

expense of many billions of 

dollars in fiscal costs to the 

federal government to pay 

for all those subsidies. 

Revenue from a modest add-on carbon price, however, would bring those costs down by $7 

billion a year in 2030. 

Achieving 80 percent emissions reductions in the power sector through an additional carbon 

fee would nearly double the climate and air pollution-related health benefits of the IRA, the 

paper also finds. Those net benefits would jump from $118 billion to $226 billion. 

2@=J=ӐK EGJ=

good news: the 

IRA + carbon price 

has a small but 

welcome positive 

financial impact 

on the two 

lowest-income 

quintiles of 

American 

households, with 

most of the 

burden falling on 

the highest-

income quintile. 

2@9LӐK <M= AF KA?FA>A;9FL E=9KMJ= LG L@= HJGB=;L=< <JGH AF HJA;=K >GJ =D=;LJA;ALQӅ ;GFKMEHLAGF

of which takes a bigger share of income from poorer households. 
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I fault Resources for the Future for having 

too narrow a political vision for the future 

of carbon pricing in the United States, but 

I welcome this new economic analysis. It 

should help make the case for an efficient 

economy-wide carbon price coupled with 

a socially just cash-back dividend, as 

embodied in the Energy Innovation Act. 

Source: 

+9Q9 "GE=K@=CӅ =L 9DӄӅ ӑLeveraging the 

IRA to Achieve 80x30 in the US Electricity 

SectorӅӒ 0=KGMJ;=K >GJ L@= $MLMJ=Ӆ

Working Paper 23-42, November 2023. 

 

New Study Highlights Impact of a Post-IRA Carbon Tax 
February 2024 

New research confirms that the most effective new climate policy for the United StatesӜand 

the only one that will get us within reach of our Paris commitment to slash CO2 emissions in 

half by 2030Ӝis a national carbon fee. 

F=O OGJCAF? H9H=J 9N9AD9:D= >JGE L@= ,9LAGF9D  MJ=9M G> #;GFGEA; 0=K=9J;@Ӆ ӑClimate 

Policy Reform Options in 2025ӅӒ EG<=DK L@= AEH9;L G> N9JAGMK HGDA;Q GHLAGFK GF =EAKKAGFKӅ

fiscal costs, and household energy expenditures.  

The economists conclude that tougher EPA emissions rules would help cut CO2 output 49% 

:Q ҐҎґғӅ J=D9LAN= LG ҐҎҎғӄ #PH9F<AF? L@= '0 ӐK L9P ;J=<ALK >GJ ;D=9F =F=J?Q GJ AEHD=E=FLAF? 9

clean electricity standard would drive emissions down slightly faster.  

But a modest carbon fee would slash emissions 62 percent by 2035, putting the United States 

on a credible path to net zero emissions by 2050. It would also do so at much lower cost per 

ton of CO2 than alternative policies, reflecting its efficient promotion of least-cost solutions. A 

higher carbon fee, still well within the range already implemented by many other countries, 

would drive emissions down 66%. 

Last but not least, as should be obvious, carbon fees produce a huge boon for the Treasury, 

especially relative to IRA expansion, which would balloon an already huge budget deficit. 

https://media.rff.org/documents/WP_23-42.pdf
https://media.rff.org/documents/WP_23-42.pdf
https://media.rff.org/documents/WP_23-42.pdf
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34687
https://www.nber.org/system/files/working_papers/w32168/w32168.pdf
https://www.nber.org/system/files/working_papers/w32168/w32168.pdf
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Scenarios: 

Ӣ '0 =PHӆ #PH9F<K '0 ӐK HGO=J K=;LGJ ;J=<ALK :Q50% beginning in 2026. 

Ӣ '0 =PH&ӆ #PH9F<K '0 ӐK HGO=J K=;LGJ ;J=<ALK :Q ҏҎҎổ :=?AFFAF? AF ҐҎҐҔӄ 

Ӣ $==: carbon fee starting at $15/t-CO2 in 2027 and rising to $65/t-CO2 by 2035. 

Ӣ $==H: carbon fee starting at $64/t-CO2 in 2026 and rising 6% annually plus inflation. 
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#;GFGEAKLK L=DD MK ӑL@=J=ӐK FG KM;@ L@AF? 9K 9 >J== DMF;@ӅӒ 9F< L@=QӐJ= JA?@Lӄ  ML ;9J:GF >==KӅ

OAL@ L@=AJ <J9E9LA; AEH9;L GF =EAKKAGFK 9F< :A? >AK;9D :=F=>ALKӅ ;GE= 9:GML 9K ;DGK= 9K QGMӐDD

ever see in the real world. 

 

 

Sources:  

Bistline, John, Kimberly Clausing, Neil Mehrotra, Jim Stock, and Catherine Wolfram. 2024. 

ӑClimate Policy Reform Options in 2025ӄӒNBER Working Paper 32168.  

Climate tax policy reform options in 2025 - The Hamilton Project 

 

  

https://www.nber.org/papers/w32168
https://www.hamiltonproject.org/publication/paper/climate-tax-policy-reform-options-in-2025/
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Central Banks Point to Carbon Pricing for Economic Relief 
March 2023 

Earlier this month, Treasury Secretary Janet Yellen highlighted the urgent need for major 

>AF9F;A9D J=?MD9LGJK LG ӑMF<=JKL9F< 9F< EALA?9L= L@= JAKCK L@9L ;DAE9L= ;@9F?= HGK=K LG 3ӄ1ӄ

>AF9F;A9D KL9:ADALQӄӒ K ;DAE9L= ;@9F?= AFL=FKA>A=KӅ K@= K9A<Ӆ ӑF9LMJ9D <AK9KL=JK 9F< O9JEAF?

temperatures can lead to declines in asset values that could cascade through the financial 

system. And a delayed and disorderly transition to a net-zero economy can lead to shocks to 

L@= >AF9F;A9D KQKL=E 9K O=DDӄӒ 

Yellen is in good company. Around the world, 116 central banks and supervisors have joined 

the Network for Greening the Financial System Ӧ,%$1ӧ LG KMHHGJL ӑL@= <=N=DGHE=FL G>

climateӛ and environmentӛrelated risk management in the financial sector and mobilizing 

E9AFKLJ=9E >AF9F;= LG KMHHGJL L@= LJ9FKALAGF LGO9J< 9 KMKL9AF9:D= =;GFGEQӄӒ 

Together with a wide range of academic researchers, NGFS published a detailed set of climate 

scenarios D9KL >9DD LG K@=< >MJL@=J DA?@L GF L@GK= >AF9F;A9D JAKCKӄ 'LӐK 9 ?GG< J=KGMJ;= >GJ 9FQGF=

interested in climate impacts, forecasts, and even carbon pricing.  

One sobering conclusion from its modeling is that if every country follows through on its 

emissions commitments under the Paris Agreement, global temperatures will still increase 

about 2.6oC by 2050. On the economic front, global GDP would fall about 7% to 13% 

depending on the model. In contrast, reaching net-zero emissions by 2050 would hold GDP 

losses to 2-5%. 

Most interesting, it finds that a global average carbon price of about $200/ton of CO2 (in 

constant 2010 dollars) reached over the next decade would help drive the world toward net 

zero by 2050 and hold warming to about 1.5oC (a target the Intergovernmental Panel on 

Climate Change says may soon be out of reach). 

Getting global cooperation on such a high number is a huge stretch but far from impossible. 

'LӐK 9 DGL =9KA=J L@9F <=9DAF? OAL@ L@= ;@9GK 9F< EAK=JQ L@9L ;GMD< =FKM= >JGE 9DDGOAF?

warming to continue with little abatement. 

A 2021 report by NGFS provided useful carbon tax curves for a 2oC warming scenario. With 

carbon prices well under $100/tonӜadmittedly, several times more than the current world 

averageӜthis warming goal looks far more achievable. 

5@9L=N=J FME:=JK QGM HA;CӅ ALӐK @9J< LG 9J?M= OAL@ L@= J=HGJLӐK ;GF;DMKAGFK L@9L ӑAEE=<A9L=

coordinated transition will . . . be less costly than inaction or disorderly transition in the long 

JMFӒ 9F< L@9L :MKAF=KK 9K MKM9D ӑOADD D=9< LG L@= KLJGF?=KL F=?9LAN= AEH9;LK GF %".ӄӒ 2@=

:GLLGE DAF=Ӆ 9K O=ӐN= DGF? CFGOFӅ AK L@9L ;DAE9L= EALA?9LAGFӜand carbon pricingӜis an 

AFN=KLE=FL AF GMJ =;GFGEQ 9F< GMJ >MLMJ=Ӆ FGL 9 ӑ;GKLӒ LG := 9NGA<=<ӄ 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/29192
https://home.treasury.gov/news/press-releases/jy1325
https://www.ngfs.net/en
https://www.ngfs.net/sites/default/files/medias/documents/ngfs_climate_scenarios_for_central_banks_and_supervisors_.pdf.pdf
https://www.ngfs.net/sites/default/files/medias/documents/ngfs_climate_scenarios_for_central_banks_and_supervisors_.pdf.pdf
https://www.ngfs.net/sites/default/files/media/2021/08/27/ngfs_climate_scenarios_phase2_june2021.pdf
https://www.imf.org/en/Blogs/Articles/2022/07/21/blog-more-countries-are-pricing-carbon-but-emissions-are-still-too-cheap
https://www.imf.org/en/Blogs/Articles/2022/07/21/blog-more-countries-are-pricing-carbon-but-emissions-are-still-too-cheap
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Sources: 

,%$1Ӆ ӑNGFS Climate Scenarios for Central Banks and SupervisorsӅӒ (MF= ҐҎҐҏӄ 

,%$1Ӆ ӑNGFS Scenarios for Central Banks and SupervisorsӅӒ 1=HL=E:=J ҐҎҐҐӄ 

https://www.ngfs.net/sites/default/files/media/2021/08/27/ngfs_climate_scenarios_phase2_june2021.pdf
https://www.ngfs.net/sites/default/files/medias/documents/ngfs_climate_scenarios_for_central_banks_and_supervisors_.pdf.pdf


23 

 

Why Getting U.S. Climate Policy Right Matters So Much for the World 
July 2023 

'> QGM 9KC E= O@Q 'ӐN= <=NGL=< L@= H9KL K=N=J9D Q=9JK G> EQ DA>= LG @=DHAF? HJGEGL= ;9J:GF

HJA;AF? AF L@= 3FAL=< 1L9L=KӅ AL AKFӐL HJAE9JADQ LG :JAF? <GOFU.S. greenhouse gas emissions. 

Instead, my hope is that U.S. leadership will rally the entire world community to adopt this 

powerful, fair, and cost-effective approach to global climate mitigation. 

In a recent post, I quoted the simple but often ignored observation of two prominent U.S. 

=F=J?Q =;GFGEAKLK L@9L ӑL@= GFDQ %&% J=<M;LAGF ?G9D L@9L J=9DDQ E9LL=JK AK L@= ?DG:9D GF=ӄӒ

They focused on the importance of programs that promote the spread clean technologies 

>JGE JA;@ ;GMFLJA=K DAC= L@= 3FAL=< 1L9L=K LG L@= J=KL G> L@= OGJD<Ӆ :ML ALӐK BMKL 9K AEHGJL9FL >GJ

climate leaders to spread their successful policies to the global community.  

One of the most powerful steps in that direction is the #MJGH=9F 3FAGFӐK !9J:GF  GJ<=J

Adjustment Mechanism. By making preferential access to the huge EU market contingent on 

countries adopting domestic carbon pricing, it has created enormous interest around the 

OGJD< AF L@AK HGDA;Q KGDMLAGFӄ 'F GL@=J HGKLK 'ӐN= FGL=< L@= AEH9;L G> L@= #3ӐK HGDA;Q GF ;9J:GF

pricing initiatives in countries as diverse as Uruguay and Thailand. 

More good news on this front comes from a new paper published in Nature Climate Change 

OAL@ L@= 9HL LALD=Ӆ ӑGlobal Benefits of the International Diffusion of Carbon Pricing PoliciesӄӒ

2@= 9ML@GJK =PHD9AF L@9L ӑ"GE=KLA; ;DAE9L= HGDA;A=K ;9F K@GO L@= HGDALA;9D >=9KA:ADALQ 9F<

certain benefits of carbon pricing, and they can create incentives related to trade and 

diplomacy that can nudge other countries to adopt the same or similar policies. This latter 

process whereby adoption of a policy in one country increases the policy of adoption in other 

;GMFLJA=K AK MKM9DDQ J=>=JJ=< LG 9K HGDA;Q <A>>MKAGFӄӒ 

Going beyond traditional anecdotal studies, they conducted a systematic global study of the 

<A>>MKAGF G> ;9J:GF HJA;AF? HGDA;A=K >JGE ҏҗҖҖ LG ҐҎҐҏӄ 2@=Q J=HGJL ӑJG:MKL 9F< KL9LAKLA;9DDQ

significant evidence showing that the adoption of carbon pricing in one country can explain 

L@= KM:K=IM=FL 9<GHLAGF G> ;9J:GF HJA;AF? AF GL@=J ;GMFLJA=KӄӒ 

Thanks to this force-EMDLAHDA=J =>>=;L G> ;9J:GF HJA;AF? HGDA;A=KӅ L@=Q >MJL@=J ;GF;DM<=Ӆ ӑ>GJ

many countries, decreases in emissions as a result of diffusion could be larger than domestic 

=EAKKAGF J=<M;LAGFKӄӒ 2@9L >AF<AF? H9J9DD=DK L@= J=KMDLKof an innovative study by Rhodium 

Group on technology diffusion, suggesting that the effects of clean tech subsidies in the 

Inflation Reduction Act could eventually spill over into emissions reductions abroad that are 

two to three times greater than those in the United States. 

Although the Nature paper focuses on carbon pricing, evidence suggests that the Biden 

9<EAFAKLJ9LAGFӐK :GD< ;DAE9L= AFALA9LAN=K AF L@= 'F>D9LAGF 0=<M;LAGF ;L 9J= :=AF? =EMD9L=<

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/31023
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/30974
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27532
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27532
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27736
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/29715
https://www.nature.com/articles/s41558-023-01710-8
https://rhg.com/research/emerging-climate-technology-ira/
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9:JG9< 9K O=DDӄ >L=J AFALA9DDQ HJGL=KLAF? L@= D9OӐK KLJGF? :MQ-American provisions, many U.S. 

trading partners are moving rapidly to follow the U.S. model: 

¶ In February, the European Commission and its member states began considering a 

Green Deal Industrial Plan. As two analysts with the Center for Strategic and 

International Studies commentedӅ ӑ'> L@= DGF?-term impact of the U.S. IRA in Europe is 

to encourage greater investment and incentives for green technologies, then this will 

only bring the world to cleaner energy and a more carbon-neutral planet even 

KGGF=JӄӒ 

¶ 'F +9QӅ (9H9FӐK H9JDA9E=FL H9KK=< 9 ẼҏғҎ :ADDAGFGreen Transformation Act to finance 

a host of new decarbonization initiatives. (Unlike the United States, however, Japan 

intends to pay for the program eventually through a carbon pricing mechanism.) 

¶ Meanwhile in Asia, according to Time magazineӅ ӑ'F<A9 AK HMJKMAF? 9 ӏ+9C= AF 'F<A9Ӑ

HJG?J9E LG :GDKL=J ALK GOF <GE=KLA; ;D=9F =F=J?Q E9FM>9;LMJAF?ӄӒ 

This spring an analyst at the distinguished Spanish think-tank Real Instituto Elcano 

addressed the issue of policy diffusion as it pertains to U.S. climate leadership: 

In climate diplomacy, credibility and legitimacy are key. It is difficult to convince others 

to lower their emissions faster and get to net zero earlier when one is unable to showcase 

a roadmap on how to get there. While climate change has been a top foreign policy 

priority for the Biden Administration, a lack of concrete domestic action and continued 

shortfall in its international climate finance disbursement have limited US climate 

diplomacy clout in global forums. . . . The IRA partially changes that. It gives the US much-

needed credibility in its efforts to encourage others to raise their ambition, makes the US 

a stronger partner for the EU in global climate negotiations and, if the law lives up to its 

potential, can have positive spill-over effects for industrial decarbonization around the 

world and can help put pressure on China, the top global emitter, to step up its game. 

His last point highlights what is perhaps the most important message of the Nature study. 

Many U.S. climate skeptics disparage policies to reduce emissions at home because they 

insist countries like China and India will just keep in pouring carbon dioxide into the 

atmosphereӜan issue that looms large in discussions of U.S. foreign policy. It appears 

instead that most countriesӜeven China and IndiaӜseek to follow international norms. Good 

policies, in short, beget good policies. Strengthening international cooperation to reinforce 

that virtuous cycle should remain a central goal of U.S. climate policy. 

Source: 

+9FM=D *AFK=FE=A=J =L 9DӄӅ ӑGlobal benefits of the international diffusion of carbon pricing 

policiesӅӒNature Climate Change, 13 (2023), 679-684. 

 

https://www.csis.org/analysis/getting-real-inflation-reduction-act
https://www.argusmedia.com/en/news/2449367-japans-green-transformation-bill-passes-parliament
https://www.allenovery.com/en-gb/global/news-and-insights/publications/japan-unveils-green-subsidy-programme-can-it-compete-with-the-us-inflation-reduction-act
https://time.com/6247230/inflation-reduction-act-global-response-climate-trade-protectionsim/
https://www.realinstitutoelcano.org/en/analyses/key-transatlantic-implications-of-the-inflation-reduction-act/
https://www.foreignaffairs.com/articles/united-states/2021-07-23/can-america-trust-china-fight-climate-change
https://www.nature.com/articles/s41558-023-01710-8
https://www.nature.com/articles/s41558-023-01710-8
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Subsidies or Taxes: The Great Climate Policy Debate 
September 2022 

Following passage of the Inflation Reduction Act, reporters and pundits remarked on a 

seemingly powerful irony. In the words of economist and New York Times columnist Paul 

KrugmanӅ 9 ӑ@M?= 9JJ9Q G> =;GFGEAKLK 9?J==< L@9L ;DAE9L= ;@9F?= EALA?9LAGF K@GMD< L9C= L@=

>GJE G> 9 ;9J:GF L9PӒ :ML L@= '0 AFKL=9< ӑJ=DA=K 9DEGKL =FLAJ=DQ GF KM:KA<A=K AFL=F<=< LG

promote clean energy, . . . incentives to buy electric vehicles and make homes more energy 

=>>A;A=FLӄӒ 

' ;9DD L@AK AJGFQ GFDQ ӑK==EAF?DQӒ HGO=J>MD :=;9MK= L@AK O9K @9J<DQ L@= >AJKL LAE= L@9L

legislators dismissed the advice of economists. Indeed, none other than Krugman himself 

once declaredӅ ӑ'ӐE CAF< G> KA;C G> :=AF? !9KK9F<J9ӅӒ L@= HJGH@=L G> %J==Cmythology who 

was doomed to be always right and always ignored. 

Perhaps the bigger irony is that hardly any 

journalists have taken the time to explain why 

economists overwhelmingly agree that 

;9J:GF >==KӅ FGL KM:KA<A=KӅ G>>=J ӑL@= EGKL

cost-effective lever to reduce carbon 

emissions at the scale and speed that is 

F=;=KK9JQӄӒ %GAF? >GJO9J<Ӆ MF<=JKL9F<AF?

that proposition will be critical if the United 

States and other nations hope to meet their 

Paris commitments by 2030 and ultimately 

reach net-zero emissions. 

To be sure, L@= AF=>>A;A=F;Q G> E9FQ KM:KA<A=K <G=KFӐL E=9F O= K@GMD< <G 9O9Q OAL@ L@=Eӄ '>

O= ;9FӐL EMKL=J HGDALA;9D KMHHGJL >GJ :=LL=Jpolicies like carbon fees, subsidies may still be 

much better than nothing 9L 9DDӄ #;GFGEAKLK @9N= 9 L=JE >GJ KM;@ 9HHJG9;@=Kӆ ӑK=;GF<-best 

HGDA;A=KӄӒ *AC= 9 :AJ< AF L@= @9F<Ӆ L@=QӐDD <G MFLAD O= ;9F JGMF< MH L@= J=KL G> L@= >DG;Cӄ 

Subsidies may even be optimal in some cases. When private markets underproduce social 

benefits, many economists call for subsidies to encourage more of them, such as R&D or pre-

K education. The challenge is to avoid subsidizing special interests that simply claim to 

benefit the public. 

But when private behavior creates social costs, such as the public health costs of tobacco 

addiction, most economists support imposing a tax to discourage that harm. Sometimes a 

stick is the most appropriate tool. 

Greenhouse gas pollution falls squarely in the second category. Directly taxing the source of 

the problem, primarily fossil fuels, leverages the full power of market incentives to discourage 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/26197
https://www.nytimes.com/2022/08/16/opinion/carbon-tax.html
https://www.nytimes.com/2022/08/16/opinion/carbon-tax.html
https://www.theguardian.com/business/2012/jun/03/paul-krugman-cassandra-economist-crisis
https://www.theguardian.com/business/2012/jun/03/paul-krugman-cassandra-economist-crisis
https://www.econstatement.org/
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them. Subsidies aimed at the same goal, on the other hand, almost always involve 

compromises: 

¶ 1M:KA<A=K <GFӐL <AJ=;LDQ L9J?=L L@= J=9D HJG:D=Eӄ $GJ =P9EHD=Ӆ L9PAF? >GKKAD >M=DK J9AK=K

the cost of all energy, encouraging efficiency and conservation even as it also 

encourages the substitution of carbon-free energy for fossil fuels. Subsidizing wind 

and solar, on the other hand, lowers the cost of all energy, discouraging efficiency and 

;GFK=JN9LAGFӄ !GFKME=JK OADD :MQ LGG EM;@ =F=J?Q 9F< OGFӐL ;ML :9;C GF >GKKAD >M=DK

as much as they would with a tax.  

¶ 1M:KA<A=K MKM9DDQ 9J=FӐL >AF=DQ LMF=<ӄ $GJ =P9EHD=Ӆ L9P ;J=<ALK >GJ :MQAF? =D=;LJA;

N=@A;D=K <GFӐL <AK;JAEAF9L= :=LO==F L@=E :9K=< GF L@=AJ =>>A;A=F;Qӄ Some of the 

heavier EV models today require twice as much energy as more efficient models to 

cover the same distance, yet they get the same subsidy. Given how much fossil power 

J=E9AFK GF L@= ?JA<Ӆ L@9LӐK AF=>>A;A=FLӄ !9J:GF L9P=KӅ AF ;GFLJ9KLӅ JAK= <AJ=;LDy in 

proportion to the amount of damage caused by fossil fuels. 

¶ Subsidies can be wasted when regulatory policies accomplish the same task. In the 

short run, for example, EV subsidies may simply help automakers achieve 

requirements set by federal fuel economy standards, without reducing overall fleet 

emissionsӄ !9J:GF ӦGJ >M=Dӧ L9P=K E9Q 9DKG GN=JD9H AF H9JLӅ :ML 9L D=9KL L@=Q <GFӐL ;GKL

the public any money. 

¶ Without careful calibration, subsidies often end up putting public tax money into the 

pockets of more affluent households, which can afford to install solar panels and EV 

charging outlets in their homes. Two University of California economists determined 

that the top fifth of households by income received 90% of federal tax credits for EVs 

in the years 2009-2012. In contrast, carbon fee and dividend policies are highly 

ӑHJG?J=KKAN=Ӓ AF L@=AJ =;GFGEA; AEH9;Lӄ Ӧ2G ALK ;J=<ALӅ !GF?J=KK AF;DM<=< E=9FK L=KLK

on many of the subsidies in the IRA.) 

¶ Finally, subsidies too often end up aiding people who would have done the right thing 

without financial encouragement. Research shows that at least two out of every three 

people who received federal tax credits for buying an EV several years ago would have 

bought such vehicles anyway. In many cases, taxpayers spent more than the price of a 

new car for every additional EV sold. 

This last HJG:D=E AK KGE=LAE=K CFGOF 9K L@= ӑ9<<ALAGF9DALQӒ GJ ӑ>J== JA<=JӒ HJG:D=Eӄ 'LӐK :==F

the subject of intense research since a famous 1992 study by two MIT energy economists 

estimated the social benefits of energy efficiency subsidies. The authors cited utility surveys 

suggesting that up to half of claimed benefits of their efficiency programs were achieved by 

customers who planned to make the investments anyway and became free riders on those 

programs. 

https://www.sciencedirect.com/science/article/abs/pii/S0095069621000152
https://www.sciencedirect.com/science/article/abs/pii/S0095069621000152
https://haas.berkeley.edu/wp-content/uploads/WP262.pdf
https://econpapers.repec.org/article/aenjournl/1992v13-04-a03.htm
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The authors explained: 

A similar problem arises whenever economic agents are to be paid an incentive to do what 

they might have otherwise done anyway. This problem is inherent, e.g., in proposals that 

emitters of CO2 be allowed to offset those emissions (if they are regulated in the future) by 

reforestation projects. The cheapest source of reforestation, from the polluter's point of 

view, will be from timber companies that would have planted the trees anyway. An offset 

KQKL=E OADD L@MK F==< KGE= E=;@9FAKE >GJ <AKLAF?MAK@AF? 9 ӏLJM=Ӑ AF;J=E=FL9D LJ== >JGE 9

ӏ>J== JA<=JӄӐ 1AEAD9JDQӅ HJGHGK9DK LG J=<M;= HJ=KKMJ= GF GN=J-harvested fishing stocks 

sometimes include the idea of paying incentives to boat owners to retire from the 

business. Such incentives will clearly be most attractive to the marginal producers, i.e., 

those that would have stopped producing anyway. 

Since then, a host of studies have highlighted the problem. A few examples: 

¶ A 2016 study of a Maryland program to subsidize installation of heat pumps found 

ӑH=JN9KAN=Ӓ =NA<=F;= G> >J== JA<AF?ӄ +GJ= L@9F @9D> G> H9JLA;AH9FLK KAEHDQ LGGC

advantage of subsidies to replace or upgrade appliances they already deemed 

ӑAF9<=IM9L=ӄӒ 'F KGE= ;9K=KӅ L@ey bought more efficient but bigger heat pumps, 

leading to no net reduction in electricity use. 

¶ A 2014 study of federally funded subsidies for efficient refrigerators, clothes washers, 

and dishwashers found virtually zero effect on average energy use. Up to 12 times as 

many free riders took advantage of the rebates as people who were actually induced 

to buy more efficient models. The cost of energy saved ranged up to $1.50 per 

kilowatt -hour, more than ten times the residential rate for electricity. 

¶ A study of incentives for energy efficient heating systems in Europe uncovered so 

many free riders that the net cost per metric ton of CO2 reduced by the program often 

=P;==<=< ғҎҎ ỀӬL!-2Ӝfar above the cost of any reasonable carbon tax. 

¶ Better results were found in a 2016 study of a Canadian tax credit program to upgrade 

home furnaces. Although half the subsidies went to people who would have upgraded 

anyway, the modest size of the credits kept the cost of the program to between $70 

and $110/t CO2, a much more reasonable figure. 

¶ And as a reminder that research findings often vary, a 2018 study of an Irish building 

efficiency program found that only 7% of subsidy recipients were free riders. A 2021 

study of a similar program in Norway calculated a free-riding rate of just 10%, but also 

found that most of the subsidies went to high-income households.  

If you want to learn more about tax and subsidy policies, check out this nontechnical 2009 

article by Gilbert Metcalf, a distinguished economist at Tufts University. A bit more 

https://www.jstor.org/stable/24696709
https://www.resources.org/common-resources/belt-and-suspenders-and-more-a-look-at-the-incremental-impact-of-energy-efficiency-subsidies/
https://www.isi.fraunhofer.de/content/dam/isi/dokumente/ccx/2017/Free%20riding%20and%20rebates%20for%20residential%20energy%20efficiency.pdf
https://ideas.repec.org/a/aen/journl/ej37-4-shiell.html
http://aei.pitt.edu/101907/
https://www.sciencedirect.com/science/article/pii/S0378778821008264
https://www.sciencedirect.com/science/article/pii/S0378778821008264
https://cepr.org/voxeu/columns/tax-policies-low-carbon-energy-0
https://cepr.org/voxeu/columns/tax-policies-low-carbon-energy-0
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;GEHJ=@=FKAN= AK ӑA Subsidy PrimerӒ HM:DAK@=< :Q L@= 'FL=JF9LAGF9D 'FKLALML= >GJ 1MKL9AF9:D=

Development.  
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IMF Report Backs Carbon Pricing Over Subsidies and Regulations 
October 2023 

With so much attention being paid to implementing the Inflation Reduction Act and 

9<<J=KKAF? G:KL9;D=K LG ALK KM;;=KK ӦDAC= H=JEALLAF? <=D9QKӧӅ 'ӐN= K==F J=E9JC9:DQ DALLD=

discussion of what should come next for U.S. climate policy. A new report from the 

International Monetary Fund provides strong guidanceӜand support for ongoing efforts to 

enact carbon fee-and-cashback policies at the national level. 

https://www.iisd.org/gsi/sites/default/files/primer.pdf
https://cepr.org/voxeu/columns/tax-policies-low-carbon-energy-0
https://www.iisd.org/gsi/sites/default/files/primer.pdf
https://econpapers.repec.org/article/aenjournl/1992v13-04-a03.htm
https://econpapers.repec.org/article/aenjournl/1992v13-04-a03.htm
https://www.jstor.org/stable/24696709
https://www.jstor.org/stable/24696709
https://www.isi.fraunhofer.de/content/dam/isi/dokumente/ccx/2017/Free%20riding%20and%20rebates%20for%20residential%20energy%20efficiency.pdf
https://www.isi.fraunhofer.de/content/dam/isi/dokumente/ccx/2017/Free%20riding%20and%20rebates%20for%20residential%20energy%20efficiency.pdf
https://www.jstor.org/stable/44075502
https://www.jstor.org/stable/44075502
https://aei.pitt.edu/101907/
https://aei.pitt.edu/101907/
https://www.sciencedirect.com/science/article/pii/S0378778821008264
https://www.sciencedirect.com/science/article/pii/S0378778821008264
https://www.resources.org/common-resources/belt-and-suspenders-and-more-a-look-at-the-incremental-impact-of-energy-efficiency-subsidies/
https://www.resources.org/common-resources/belt-and-suspenders-and-more-a-look-at-the-incremental-impact-of-energy-efficiency-subsidies/
https://haas.berkeley.edu/wp-content/uploads/WP262.pdf
https://haas.berkeley.edu/wp-content/uploads/WP262.pdf
https://doi.org/10.1016/j.jeem.2021.102432
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/32419
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2@= '+$ӐK J=HGJLӅClimate Crossroads: Fiscal Policies in a Warming World, pulls no punches 

9:GML L@= K=N=JALQ G> L@= ;JAKAK 9F< L@= MJ?=F;Q G> ;GFKLJM;LAN= EALA?9LAGF HGDA;A=Kӄ ӑ!DAE9L=

9;LAGF AK 9F MJ?=FL ?DG:9D AEH=J9LAN=ӅӒ AL <=;D9J=Kӄ ӑ2@= LAE= LG 9;L AK FGOӅ OAL@ 9 KLJGF?Ӆ

clear, and concerted mix of policy efforts on th= H9JL G> ?GN=JFE=FLKӄӒ 

But what should that mix consist of? Of great relevance to U.S. policy makers, the report 

declares that more IRA-LQH= ?J==F KM:KA<A=K OGFӐL 9;@A=N= GMJ ?G9DKӄ 

ӑ0=DQAF? EGKLDQ GF KH=F<AF?-based policies to achieve the net-zero-emissions goal will lead 

to fast-rising debt beyond the currently projected rising path, exacerbating risks to fiscal 

KMKL9AF9:ADALQӅӒ AL O9JFKӄ 

+GJ=GN=JӅ AL G:K=JN=KӅ ӑKM:KA<A=K HJGEGL= GFDQ DAEAL=< EALA?9LAGF J=KHGFK=Kӄ $GJ =P9EHD=Ӆ

subsidies for wind and solar generation only favor their use; they do not encourage a broad 

shift toward sources of less-polluting energy, such as from coal to gas or to other 

J=F=O9:D=KӄӒ 

1AEAD9JDQӅ LJ9<ALAGF9D J=?MD9LAGFK ӑHJGEGL= GFDQ F9JJGO :=@9NAGJ9D K@A>LKӄӒ $GJ =P9EHD=Ӆ

ӑJ=IMAJ=E=FLK J=?9J<AF? K@9J=K G> =D=;LJA; N=@A;D=K AF N=@A;D= K9D=K <G FGL HJGEGL= K@A>LK LG

more efficient internal combustion engine vehicles. Regulations are also unlikely to generate 

fiscal revenue and can be costly for firms to comply with, particularly small and medium-

KAR=< =FL=JHJAK=KӄӒ 

'FKL=9<Ӆ L@= J=HGJL ;@9EHAGFK ;9J:GF HJA;AF? 9K ӑL@= EGKL =>>A;A=FL EALA?9LAGF AFKLJME=FLӒ

because it steers private sector investment throughout the entire economy toward cleaner 

and more efficient uses of energy. 

 
'+$Ӆ ӑClimate CrossroadsӅӒFiscal Monitor, October 2023  

https://www.imf.org/en/Publications/FM/Issues/2023/10/10/fiscal-monitor-october-2023?cid=bl-com-AM2023-FMOEA2023002
https://www.imf.org/en/Publications/FM/Issues/2023/10/10/fiscal-monitor-october-2023
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ӑ'L ;9F 9DKG AF;=FLANAR= L@= HJAN9L= K=;LGJ LG AFFGN9L= AF 9F< 9<GHL F=OӅ DGO-carbon 

L=;@FGDG?A=KӅӒ L@= '+$ J=HGJL G:K=JN=Kӄ ӑ-N=J L@= K@GJL LG E=<AME L=JEӅ ;9J:GF HJA;AF? ;9F

raise substantial revenue, which can be used to finance other mitigation instruments and 

achieve broader economic and distributional objectives and thereby gain public support. 

Carbon taxes are relatively easy to administer and can be integrated into existing procedures 

>GJ ;GDD=;LAGF G> >M=D L9P=K 9F< =PL=F<=< LG >GKKAD >M=DKӄӒ 

To achieve net zero emissions by 2050, advanced economies like the United States will need 

carbon prices that rise to about $235 per ton by mid-century, a level fully compatible with the 

Energy Innovation Act. 

The IMF report is too sophisticated to offer just another textbook defense of carbon pricing, 

however. Despite growing application of carbon pricing abroad, it remains a politically 

challenging policy. As a result, both carbon pricing coverage and stringency remain far too 

weak globally to put the world on a trajectory to net zero by 2050.  

Moreover, relying only on carbon pricing to squeeze emissions would miss emissions from 

some sectors, potentially cause some economic dislocations, and run the risk of political 

backlash (particularly in the absence of cash-back programs to mitigate the financial impact 

on households). 

2@= '+$ L=9E L@MK ;GF;DM<=K L@9L ӑ;9J:GF HJA;AF? AK F=;=KK9JQ :ML FGL KM>>A;A=FL LG J=<M;=

=EAKKAGFKӄӒ 'L EMKL := 9;;GEH9FA=< OAL@ ӑ9 ;9J=>MDDQ ;9DA:J9L=< EAPӒ G> GL@=J HGDA;A=K ӑLG

address distributional concerns and cost-of-DANAF? AEH9;LKӄӒ 

These other policies include two built into the Energy Innovation Act: cash-back programs to 

mitigate the financial impact on households and border carbon adjustments to mitigate the 

competitive impacts on energy-intensive industries exposed to international trade.  

Other familiar policies include carefully targeted public investments in key infrastructure 

undersupplied by the market (like high-voltage transmission lines to access renewable 

energy) and support for clean-tech research and development. To avoid needless costly 

O9KL=Ӆ G> ;GMJK=Ӆ KM:KA<A=K 9F< L9P AF;=FLAN=K ӑOADD F==< LG := LAE= :GMF<Ӆ LJ9FKH9J=FLDQ

presented in budgets under a strong governance framework, and complemented with carbon 

HJA;AF?ӄӒ 2@= D9LL=J AK =KH=;A9DDQ AEHGJL9FL :=;9MK= ;9J:GF L9P J=N=FM=s can help pay for 

subsidies and prevent fiscal deficits from ballooning. 

Finally, advanced economies will need to provide financial support to lower-income 

countries if they expect the rest of the world to follow their lead in mitigating greenhouse gas 

emissions. 

Source: 

IMF, Climate Crossroads: Fiscal Policies in a Warming World, October 2023. 

 

https://www.imf.org/en/Publications/FM/Issues/2023/10/10/fiscal-monitor-october-2023?cid=bl-com-AM2023-FMOEA2023002
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Is Joe Manchin Right to Question EV Subsidies? 
June 2022 

Until a few weeks ago, I never would have taken seriously 1=F9LGJ +9F;@AFӐK G:B=;LAGFK LG

extending federal tax credits for purchases of new electric vehicles. Now, having reviewed a 

host of economic studies, I think his views at least merit real consideration. 

Since 2009 the federal government has provided billions of dollars in tax credits to jump-start 

the EV industry and curb auto and truck pollution. House Democrats recently proposed 

increasing the maximum credit from $7,500 to $12,500 as one of many climate provisions in 

the reconciliation bill. But Manchin, the swing vote in the Senate, shut them down. 

ӑThere's a waiting list for EVs right now with the fuel price at $4ӅӒthe West Virginia Democrat 

huffed in April. ӑBut they still want us to throw [a] $5,000 or $7,000 or $12,000 credit to buy 

electric vehicles. It makes no sense to me whatsoever. When we can't produce enough 

product for the people that want it and we're still going to pay them to take itӜit's absolutely 

ludicrous in my mindӄӒ   

Before you dismiss his point, consider what Senator Sheldon Whitehouse concededӆ ӑ K

KGE=:G<Q K9A<Ӆ 5@=F L@=J=ӐK 9 DAF= GML L@= <GGJ G> L@= A;= ;J=9E KLGJ=Ӆ QGM <GFӐL J=9DDQ F==<

LG := KM:KA<ARAF? A;= ;J=9Eӄ 2@=Q ;9FӐL E9C= =D=;LJA; N=@A;D=K >9KL =FGM?@ӄ ӄ ӄ 2@= E9JC=L AK

really doing a very, very good job of solving the uptake probl=EӄӒ 

Still, the current supply shortageӜand high gas prices that have supercharged demand for 

EVsӜE9Q FGL D9KLӄ '> KGӅ K@GMD<FӐL O= HML AF HD9;= KLJGF?=J KM:KA<A=K AF HD9;= LG @=DH MK E==L

our Paris climate commitments? 

Maybe, but first we should consider some powerful cautionary evidence raised by a host of 

studies that lay bare the inefficiency of untargeted EV subsidies. Among other problems, 

subsidies are wasted because most buyers would have bought EVs anyway; subsidies 

discourage purchases of fuel-efficient cars more than gas-guzzlers; and EVs mostly displace 

;9JK L@9L <GFӐL ?=L <JAN=F EM;@ AF L@= >AJKL HD9;=ӄ                                                                         

*=LӐK L9C= L@=K= GF= 9L 9 LAE=ӆ 

1. The whole point of EV tax credits is to drive new sales, not to put money into the pockets of 

people who would have bought them anyway. Study after study, however, shows that the 

credits have motivated well under half of EV sales. A 2016 study found that credits increased 

sales of the Tesla Model S by a mere 14 percentӜmeaning that taxpayers doled out seven tax 

credits at a cost of $53,000 for every additional Tesla sold. According to a comprehensive 

literature survey in the Annual Review of Resource EconomicsӅ ӑempirical evidence suggests 

that roughly two out of every three PEVs [plug-in electric vehicles] purchased would have 

been purchased regardless of the federal tax credit. . . . This translates into poor cost-

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/24921
https://crsreports.congress.gov/product/pdf/IF/IF11017
https://arstechnica.com/cars/2022/04/west-virginas-manchin-stands-in-way-of-ludicrous-ev-tax-credits/
https://arstechnica.com/cars/2022/04/west-virginas-manchin-stands-in-way-of-ludicrous-ev-tax-credits/
https://www.youtube.com/watch?v=nb1qmI1vXUU&list=PLXjILMNokmN7LmHN_Rr14HzBNOG2c2YBh
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/24551
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/24551
https://www.annualreviews.org/content/journals/10.1146/annurev-resource-111820-022834
https://www.annualreviews.org/content/journals/10.1146/annurev-resource-111820-022834
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effectiveness, with the cost per additional PEV at $30,000ӛ$35,000, greater than the purchase 

price of some PEV models.ӒNewer research suggests that estimate may in fact be low. 

Even in regions with relatively 

clean electric generation, such 

lavish subsidies cost many 

hundreds of dollars per ton of CO2 

avoided. In areas of dirtier 

generation, like the Midwest and 

Southeast, EV subsidies get even 

less bang for the buck. Similar 

costs of hundreds of dollars per ton 

afflict EV subsidy programs in 

Canada, Norway, and Sweden. A lot 

of low-hanging emissions could be 

picked for less money.     Source 

2. The picture gets even worse when we examine what kind of vehicles EV buyers might 

otherwise have purchasedӜin other words, how many emissions do EVs really avoid? The bad 

news is that comparing emissions attributable to EVs to the emissions of the average 

combustion vehicle overstates the real environmental benefits of EVs by 39 percent, 

according to a 2021 study in the Journal of Environmental Economics and Managementӄ 2@9LӐK

because EV buyers have a history of buying relatively fuel-efficient cars ӑrather than gas-

guzzlersӅӒ L@= 9ML@GJK FGL=. -F= AEHGJL9FL ;9N=9Lӆ L@=AJ <9L9 <GFӐL J=>D=;L L@= J=;=FL E9JC=L

shift toward larger EVs, which may attract more traditional buyers of SUVs and trucks, like the 

Ford F-150. 

3. EV buyers also tend to drive much less than averageӜas little as half as much as people in 

gas-powered cars. Kristin Eberhard at the Niskanan Center complains in a recent study that 

ӑ=lectric vehicle subsidies are going to the wrong drivers, and we're paying for it in carbon 

and cashӄӒ  9K=< GF 92021 report by the non-profit Coltura, Eberhard notes that buyers of 

EVs typically to live in urban areas and burn only a tenth as much gasoline as the 10 percent 

G> ӑ1MH=J-3K=JKӒ O@G LGGD 9JGMF< L@= ;GMFLJQKA<= AF L@=AJ HA;CMH LJM;CK 9F< :MJF 9:GML 9

third of all gasoline sold. Finding a way to motivate Super-Users to buy EVsӜfor example, 

conditioning subsidies on how much a person usually spends on gasolineӜcould reduce 

?J==F@GMK= ?9K =EAKKAGFK 9F< 9AJ HGDDMLAGF 9L >9J D=KK ;GKL L@9F LG<9QӐK MFL9J?=L=< KM:KA<A=Kӄ 

ӑIf we want to achieve a 50 percent reduction in climate pollution from cars and light-duty 

trucks by 2030 wholly by switching out gas-burners for electric vehicles,Ӓ #:=J@9J< FGL=KӅ ӑwe 

could get there with just 100 million electric vehicles, if those all go into the hands of Super-

Users. But suppose Super-Users are last in line to get EVs. In that case we will need to 

https://www.rff.org/publications/working-papers/balancing-equity-and-effectiveness-for-electric-vehicle-subsidies/
https://macdonaldlaurier.ca/good-politics-bad-policy-why-governments-should-end-their-subsidies-for-electric-vehicles/
https://www.imf.org/en/Publications/WP/Issues/2021/06/08/Electric-Vehicles-Tax-incentives-and-Emissions-Evidence-from-Norway-460658
https://www.nber.org/system/files/working_papers/w29913/w29913.pdf
https://www.rawpixel.com/image/6080556/electric-car
https://www.sciencedirect.com/science/article/abs/pii/S0095069621000152
https://energyathaas.wordpress.com/2021/02/16/electric-vehicle-owners-drive-less-than-we-thought/
https://www.niskanencenter.org/electric-vehicle-subsidies-are-going-to-the-wrong-drivers-and-were-paying-for-it-in-carbon-and-cash/
https://static1.squarespace.com/static/5888d6bad2b857a30238e864/t/60ff036e15db6a1139195020/1627325296710/Coltura+Gasoline+Superusers+Report+July+2021.pdf
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effectively replace the entire U.S. fleet by 2030 Ӝ rolling out nearly 250 million vehicles in 

eight years, a Herculean feat given that fewer than 500,000 EVs were sold in the U.S. in 2021ӄӒ 

Sources: 

29E9J9 1@=D<GFӅ ӑEvaluating Electric Vehicle Policy Effectiveness and EquityӅӒAnnual Review 

of Resource Economics, Vol. 14:669-688 (October 2022).  

(GK@M9 *AFFӅ ӑBalancing Equity and Effectiveness for Electric Vehicle SubsidiesӅӒ 0=KGMJ;=K

for the Future working paper, January 2022.  

Anders Anderson and Harrison HongӅ ӑWelfare Implications of Electric Bike Subsidies: 

Evidence from SwedenӅӒ , #0 Working Paper 29913, December 2022.   

(A9FO=A 6AF?Ӆ =L 9DӄӅ ӑWhat Does an Electric Vehicle ReplaceӋӒJournal of Environmental 

Economics and Management, v. 107 (May 2021).  

 

New Studies Point to Carbon Tax Benefits in Transportation 
January 2023 

One of the best pieces of climate news in 2022 was soaring demand for electric vehicles. 

Their share of new U.S. vehicle sales last year nearly doubled to 5.8%. In China, sales of 

battery electric vehicles soared 73%, making up almost 19% of all new vehicle sales. World-

champion Norway achieved a market share for EVs of more than 79%. 

Plenty of studies show that EVs produce fewer emissions of greenhouse gases and local air 

pollution than traditional gas-powered cars and trucks. But many of them take potentially 

misleading shortcuts, according to new papers by economists with the University of 

California at Davis and Resources for the Future. 

One of the most important conclusions of these careful new studies is that not all policies to 

promote EV sales are created equal. The best ones encourage EVs in the process 

of discouraging the sale of gas-guzzling cars. That's one reason why a steadily rising carbon 

price on fossil fuels remains such an important climate policy tool. 

One of the many subtle and difficult questions a serious EV policy analyst must answer 

is what kind of cars would be purchased A> ?GN=JFE=FL HJG?J9EK <GFӐL HJGEHL :MQ=JK LG ?G

electric. If EV buyers tend to be especially socially conscious and would otherwise buy 

traditional cars with much higher fuel efficiency than the fleet average, as one 2021 

study found, the emissions benefits of EV sales may be greatly overestimated. 

In the latest issue of the Journal of the Association of Environmental and Resource Economists, 

Erich Muehlegger and David Rapson at UC Davis make clever use of data from California to 

show that, in the period 2015-17, buyers of subsidized EVs would otherwise have bought cars 

https://doi.org/10.1146/annurev-resource-111820-022834
https://www.rff.org/publications/working-papers/balancing-equity-and-effectiveness-for-electric-vehicle-subsidies/
https://www.nber.org/system/files/working_papers/w29913/w29913.pdf
https://www.nber.org/system/files/working_papers/w29913/w29913.pdf
https://www.sciencedirect.com/science/article/abs/pii/S0095069621000152
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/28131
https://www.wsj.com/articles/u-s-ev-sales-jolted-higher-in-2022-as-newcomers-target-tesla-11672981834
https://finance.yahoo.com/news/china-2022-auto-sales-rise-141802723.html
https://electrek.co/2023/01/02/norway-hits-record-ev-share-in-2022/
https://publications.anl.gov/anlpubs/2022/11/178584.pdf
https://www.sciencedirect.com/science/article/abs/pii/S0095069621000152
https://www.sciencedirect.com/science/article/abs/pii/S0095069621000152
https://www.journals.uchicago.edu/doi/abs/10.1086/721374
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with an average fuel economy of 35 miles per gallon, compared to the overall state average of 

22 mpg.  

2@=AJ <AK9HHGAFLAF? ;GF;DMKAGF AK L@9L ӑL@= 9;LM9D AF;J=E=FL9D HGDDMLAGF 9:9L=E=FL 9JAKAF?

>JGE #4K LG<9Q AK L@MK KM:KL9FLA9DDQ KE9DD=J L@9F GF= OGMD< HJ=<A;L MKAF? L@= >D==L 9N=J9?=Ӓ

fuel economy as a baseline standard. Indeed, failing to account for this fact could overstate 

the savings in CO2 emissions by 50%. 

             Graphic: Wall Street Journal 

2@= LJML@ AKFӐL IMAL= 9K :9< 9K AL KGMF<Kӄ

+M=@D=??=J 9F< 09HKGF ;GF;=<= L@9L ӑ9K

electric vehicles become a larger share of 

the vehicle fleet, we would expect . . . the 

fuel economy of the marginal replacement 

vehicle to move closer to the fleet 

9N=J9?=ӄӒ Given that the share of new car 

and light truck sales represented by zero-

emission vehicles has grown in 

California from 4% in 2017 to nearly 19% in 

ҐҎҐҐӅ 9F< L@9L L@= KL9L=ӐK =D=;LJA; ?JA<

;GFLAFM=K LG ?=L ;D=9F=JӅ ALӐK DAC=DQ L@9L #4

sales are having a bigger emissions impact 

than ever.  

Equally important is a brief observation 

L@= 9ML@GJK E9C= AF ;GF;DMKAGFӄ ӑ$GJ L@GK=

wishing to maximize environmental 

benefits of EV adoption, these insights 

highlight why it might be desirable to pair 

electric vehicle subsidies with policies to discourage the ownership or encourage the 

retirement of particularly fuel-AF=>>A;A=FL Ө;GE:MKLAGF ;9JKөӅӒ L@=Q OJAL=ӄ $GJ =P9EHD=Ӆ ӑ9

carbon price . . . would make it more expensive to operate fuel-inefficient ve@A;D=KӄӒ -J LG HML

it another way, with a higher price on fuel, owners of gas guzzlers would be much more likely 

to join their eco-conscious neighbors to check out EVs in auto showrooms. 

A new paper on the environmental and health benefits of EVs, released earlier this month by 

Resources for the Future, points to similar conclusions. The RFF authors attempt an equally 

meticulous but farther-reaching analysis, estimating the dollar benefits of various public 

policy alternatives for encouraging EV sales. The alternatives include accelerating the drop in 

battery costs, extending purchase subsidies for new EVs, mandating sales requirements for 

zero emissions vehicles (ZEVs), and higher gas prices.  

https://www.wsj.com/articles/u-s-ev-sales-jolted-higher-in-2022-as-newcomers-target-tesla-11672981834
https://www.energy.ca.gov/data-reports/energy-almanac/zero-emission-vehicle-and-infrastructure-statistics/new-zev-sales
https://www.energy.ca.gov/data-reports/energy-almanac/zero-emission-vehicle-and-infrastructure-statistics/new-zev-sales
https://www.rff.org/news/press-releases/environmental-benefits-of-plug-in-vehicles-depend-on-public-policy-and-market-forces/
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Source: Environmental Benefits of Plug-In Vehicles Depend on Public Policy and Market 

Forces (rff.org) 

As you can see from the chart, higher gasoline prices produce the greatest benefits per EV, 

followed by higher sales requirements for ZEVs. 

Their finding relates directly to the point made by the UC Davis economists about the 

importance of determining what cars people would have purchased otherwise.  

In the low battery cost and extended subsidy scenarios, the consumers who buy EVs switch 

from relatively fuel-efficient gas-HGO=J=< ;9JKӄ ӑ'F ;GFLJ9KLӅӒ L@= 0$$ 9ML@GJK FGL=Ӆ ӑ@A?@

gasoline prices and ZEV standards cause substitution from less efficient gasoline vehicles to 

Ө#4KөӅ 9F< L@= =EAKKAGFK J=<M;LAGFK 9J= ?J=9L=J >GJ L@=K= K;=F9JAGKӄӒ 2@9LӐK :=;9MK=Ӆ MFDAC=

subsidy programs, ZEV standards and higher gas prices actively penalize the sale and use of 

gas guzzlers.  

Sources: 

(GK@M9 *AFF =L 9DӄӅ ӑWhat Are the Climate, Air Pollution, and Health Benefits of Electric 

Vehicles?Ӓ 0=KGMJ;=K >GJ L@= $MLMJ= OGJCAF? H9H=JӅ (9FM9JQ ҐҎҐґӄ 

(9FO=A 6AF?Ӆ ӑWhat does an electric vehicle replace?ӒJournal of Environmental Economics 

and Management, 107 (May 2021). 

#JA;@ +M=@D=??=J 9F< "9NA< 09HKGFӅ ӑCorrecting Estimates of Electric Vehicle Emissions 

Abatement: Implications for Climate PolicyӅӒJournal of the Association of Environmental and 

Resource Economists, 10:1 (March 2024). 

 

https://www.rff.org/news/press-releases/environmental-benefits-of-plug-in-vehicles-depend-on-public-policy-and-market-forces/
https://www.rff.org/news/press-releases/environmental-benefits-of-plug-in-vehicles-depend-on-public-policy-and-market-forces/
https://www.rff.org/publications/working-papers/what-are-the-climate-air-pollution-and-health-benefits-of-electric-vehicles/
https://www.rff.org/publications/working-papers/what-are-the-climate-air-pollution-and-health-benefits-of-electric-vehicles/
https://www.sciencedirect.com/science/article/abs/pii/S0095069621000152
https://www.journals.uchicago.edu/doi/abs/10.1086/721374
https://www.journals.uchicago.edu/doi/abs/10.1086/721374
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Are EV Subsidies Worth the Cost? 
October 2024 

Most climate activists, myself included, were thrilled by passage of the Inflation Reduction Act 

(IRA), the most sweeping piece of climate and clean energy legislation in U.S. history. At a 

projected cost of roughly a trillion dollars, give or take a few hundred billion, the IRA should 

significantly (if still inadequately) ratchet down U.S. greenhouse gas emissions. 

But models of future impacts always need to be tested and refined by empirical studies of 

actual results, in economics as well as climate science. One of the first major assessments of 

the real-world impact of IRA tax credits on electric vehicles offers mixed resultsӜand clear 

messages for how such credits could be made more effective in the future. 

Five U.S. economists affiliated with the National Bureau of Economic Research (NBER) issued 

9 OGJCAF? H9H=J =9JDA=J L@AK EGFL@ LALD=< ӑ2@= #>>=;LK G> ӑ MQ E=JA;9FӒӆ #D=;LJA; 4=@A;D=K 9F<

the Inflation Reduction ActӄӒ !GFLJ9JQ LG L@= LALD=Ӆ L@= H9H=J 9<<J=KK=K 9 EM;@ OA<=J J9F?= G>

issues than trade effects. It provides credible estimates for the effect of subsidies on vehicle 

purchases and climate effects by evaluating prices and sales as eligibility rules changed under 

the IRA. 

The first piece of good newsӜwhich economists have not taken for grantedӜwas that 

subsidies primarily lowered costs to consumers rather than giving automakers an excuse to 

raise prices. As intended, this buyer incentive stimulated an increase in sales of about 90,000 

EVs per year, mostly at the expense of sales of gasoline vehicles. 

3F>GJLMF9L=DQӅ L@= 9ML@GJK J=HGJLӅ 9:GML ӑthree-fourths of the IRA EV credits went to 

taxpayers who would have bought an EV anyway.Ӓ 'F =>>=;LӅ L@=FӅ L9PH9Q=JK K@=DD=< GML

$32,000 (four credits of $7,500) for each additional EV sold. That figure aligns well with 

estimates I cited in ӑ'K (G= +9F;@AF 0A?@L LG /M=KLAGF #4 1M:KA<A=KӋӒ  

Is such a big subsidy worth it? To help decide that question, the authors gauged the climate 

:=F=>ALK G> DGO=J #4 =EAKKAGFK :9K=< GF 9 ?=F=JGMK ?DG:9D =KLAE9L= G> L@= ӑKG;A9D ;GKL G>

;9J:GFӒ 9L ẼҐҒҏ H=J LGF G> !-Ґ =EAKKAGFKӄ .9JLA9DDQ G>>K=LLAF? L@9L :=F=>it are the increased 

risks of vehicle accidents from heavy EVs and the loss of gasoline tax revenues. On average, 

L@=Q ;GF;DM<=Ӆ ӑthe average EV generates $16,000 and the average gasoline vehicle generates 

$19,000 in lifetime social costs.Ӓ 2@9LӐK 9 EM;@ Farrower gap than I would have assumed, had 

I not previously reported research on the social costs of oversized EVs.  

Although many smaller EVs are climate champions, bigger ones like the Ford F-150 Lightning 

or the Hummer EV that President Biden touted in January 2023 actually impose greater social 

;GKLK L@9F E9FQ ?9KGDAF= ;9JKӄ ӑSwitching from a Prius gasoline vehicle to a Cybertruck, for 

example, increases climate pollutionӅӒ L@= 9ML@GJK FGL=ӄ 2@=Q ;GF;DM<=Ӆ ӑdifferentiating 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/38172
https://haas.berkeley.edu/wp-content/uploads/WP350.pdf
https://haas.berkeley.edu/wp-content/uploads/WP350.pdf
https://www.resources.org/common-resources/who-benefits-from-ev-subsidies-the-complicating-role-of-zero-emissions-vehicle-standards/
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/26111
https://www.washingtonpost.com/climate-environment/2023/01/31/hummer-ev-biden-emissions/
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subsidies across EVsӒӜto favor lighter vehiclesӜӑcould have substantially increased policy 

benefits.Ӓ 

2@= 9ML@GJK <GFӐL 9<<J=KK 9FGL@=J C=Q AKKM=ӆ AF=IMALA=K AF L@= <AKLJA:MLAGF G> L9P :=F=>ALKӄ

Another paper issued this month by University of California economists Severin Borenstein 

and Lucas Davis, using information from tax returns, calculates that since 2006 the top fifth of 

households by income have received more than 80% of tax credits for EV. This is a particularly 

strikAF? =P9EHD= G> L@= ӑJ=N=JK= 0G:AF &GG<Ӓ =>>=;LӜtaking money from middle-income 

taxpayers to subsidize the rich.  

None of these findings make the IRA bad law, but they certainly suggest it could be improved. 

More targeted subsidies (for lighter vehicles and lower-income households) would help, but 

L@=J=ӐK 9 :=LL=J 9F< >9J ;@=9H=J O9Q LG HJGEGL= ;D=9F N=@A;D=KӅ 9K +'2economist Catherine 

Wolfram told a New York Times reporter after reviewing the main NBER paper discussed 

above. 

ӑ$J9FCDQӅ ' L@AFC AL @A?@DA?@LK 9DD L@= <A>>A;MDLA=K 9KKG;A9L=< OAL@ KM:KA<Q-based policies that 

9J=FӐL >9;=< A> QGM @9N= KGE=L@AF? DAC= 9 ;9J:GF HJA;=ӅӒ K@= K9A<ӄ 

Sources: 

Hunt Alcott, et al., ӑThe Effects of ӏBuy AmericanӐ: Electric Vehicles and the Inflation 

Reduction ActӅӒ &99KEnergy Institute WP 350R, November 2024. 

1=N=JAF  GJ=FKL=AF 9F< *M;9K "9NAKӅ ӑThe Distributional Effects of U.S. Tax Credits for Heat 

Pumps, Solar Panels, and Electric VehiclesӅӒ &99K #F=J?Q 'FKLALML=WP 348R, October 2024. 

https://haas.berkeley.edu/wp-content/uploads/WP348.pdf
https://www.nytimes.com/2024/10/07/business/economy/electric-vehicle-tax-credits-study.html
https://haas.berkeley.edu/wp-content/uploads/WP350.pdf
https://haas.berkeley.edu/wp-content/uploads/WP350.pdf
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Chart: New York Times 

For a more thorough discussion of the superiority of carbon pricing over EV subsidies, see my 

!!* O@AL=H9H=JӅ ӑHow Carbon Taxes Reduce CO2 Emissions in Transportation.Ӓ 

https://www.nytimes.com/2024/10/07/business/economy/electric-vehicle-tax-credits-study.html
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/Transportation-Paper-FINAL.pdf
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Memo to Biden: Support EVs with a Carbon Fee and Dividend 
June 2022 

To: President Biden 

From: CCL Board of Economic Advisers 

Re: How to promote EVs (and decarbonize transportation) 

7GMӐN= K=L 9 OGJL@Q F9LAGF9D ?G9D G> =FKMJAF? L@9L @9D> G> 9DD H9KK=F?=J N=@A;D=K KGD< AF ҐҎґҎ

have zero tailpipe emissions. The bipartisan infrastructure bill you championed will help get 

us there by funding thousands of new charging stations. However, your attempt to raise tax 

credits for buyers of new EVs has hit not one but two brick walls: opposition from Senator 

Manchin, and the specter of hundreds of billions of dollars in unfunded new costs to the 

Treasury. 

FGJLMF9L=DQӅ QGMJ 9DDA=K 9L !ALAR=FKӐ !DAE9L= *G::Q @9N= 9 :=LL=J KGDMLAGFӆ 9 JAKAF? ;9J:GF >==

to bring effective taxes on gasoline and diesel fuels more in line with those of other developed 

nations and the true social costs of pollution. Unlike the current temporary spike in prices for 

gasoline driven by wartime disruption of world oil markets, a modest but rising carbon 

tax coupled with a dividend would cause little hardship while still sending a strong signal to 

drivers to steer toward lower-carbon transportation alternatives. 

7GM <GFӐL @9N= LG L9C= GMJ OGJ< >GJ ALӄ ӑ K 9 LGGD LG ;@9F?= :=@9NAGJӅ 9 FGF-refundable credit 

is a clear second-;@GA;= LG 9 ;9J:GF L9PӅӒ declared &GO9J< %D=;CE9F 9L L@= 3J:9F 'FKLALML=ӐK

Tax Policy Center. University of California economist James Bushnell commentedӅ ӑ;MJJ=FL

policies like the $7,500 federal tax credit treat low-mileage and high-mileage drivers 

uniformly. Is there some better policy that would target EVs to high-mileage drivers?  Why, 

yes, there is. It is called a gasoline tax. Making gasoline more expensive would incentivize EVs 

>GJ 9DD <JAN=JKӅ :ML L@= :A??=KL AF;=FLAN= OGMD< := >GJ H=GHD= O@G <JAN= 9 DGL G> EAD=KӄӒ 

Policies like EV subsidies and fuel economy standards touch only the new vehicle market and 

do so inefficiently. In contrast, fuel and carbon taxes immediately affect the behavior 

of all drivers on multiple fronts. They encourage owners of traditional cars and trucks to 

¶ drive fewer discretionary miles (bundling errands, carpooling, and so forth); 

¶ conserve fuel while driving (sticking to the speed limit can save as much as 20% of fuel 

on the highway); and 

¶ leave their truck in the garage and take a more fuel-efficient vehicle or alternative 

means of transportation (bus, train, bicycle, foot). 

Even more important in the long run, higher fuel prices encourage car owners to buy more 

efficient vehicles (used as well as new) and even to avoid long commutes by moving closer to 

work or transit stations. 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/24962
https://www.forbes.com/sites/howardgleckman/2022/05/03/joe-manchin-just-made-a-great-argument-in-support-of-a-carbon-tax/
https://energyathaas.wordpress.com/2018/11/05/all-charged-up-no-place-to-go/
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Real-OGJD< =NA<=F;= :=9JK GML L@=K= AFLMALAGFKӄ 'F 9 J=;=FL !!* J=K=9J;@ H9H=JӅ ӑHow Carbon 

Taxes Reduce CO2 Emissions in TransportationӅӒ ' ;AL= FME=JGMK =;GFGEA; KLM<A=K

confirming that fuel demand in the United States and Europe is surprisingly sensitive to tax 

D=N=DKӄ ' IMGL= GF= %=JE9F =;GFGEAKLӐK >AF<AF? L@9L ӑӨ@A?@ө >M=D L9P=K 9J= L@= KAF?D= EGKL

powerful climate policy instrument implemented to date. . . . Had the whole OECD instead 

had fuel (gasoline and diesel) prices like the US then consumption would be . . . 30% higher 

L@9F 9;LM9D ;MJJ=FL MK=ӄӒ 

 

In a recent forum postӅ ' HGAFL LG ;MJJ=FL =NA<=F;= L@9L LG<9QӐK @A?@ HJA;=K 9J= AF >9;L

depressing demand for gasoline, despite all the pent-up demand for travel unleashed by the 

easing of pandemic fears. I also cite some of the myriad stories about soaring consumer 

interest in EVs. 

The positive impact on the EV market should come as no surprise. Three economists at UC-

Davis reported this year from past data that an increase of just 40 cents per gallon in 

!9DA>GJFA9 D=< LG 9 ӑwhopping 57 percentӒ AF;J=9K= AF KL9L=OA<= <=E9F< >GJ #4Kӄ 'F ,GJO9QӅ

demand for EVs increases 6 percent for every 10 percent increase in the price of gasoline and 

diesel, according to a recent study. 

https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/Transportation-Paper-FINAL.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/Transportation-Paper-FINAL.pdf
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/24551
https://energyathaas.wordpress.com/2022/03/14/a-silver-lining-to-the-oil-price-cloud/
https://etrr.springeropen.com/articles/10.1186/s12544-020-00454-2
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Unlike subsidies, moreover, gasoline taxes come out of the pockets of polluters, not of people 

O@G L9C= :MK=KӅ LJ9AFKӅ 9F< :A;Q;D=K LG L@=AJ <=KLAF9LAGFKӄ $M=D L9P=K <GFӐL HML EGF=Q

unnecessarily into L@= HG;C=LK G> 9>>DM=FL @GMK=@GD<KӅ =AL@=Jӄ F< L@=Q <GFӐL J9AK= L@= >=<=J9D

deficit. 

Remember those considerations as your staffers ponder innovative proposals like one from 

the non-profit  ColturaӅ O@GK= L9? DAF= AK ӑ>GJ 9 ?9KGDAF=->J== E=JA;9ӄӒ 'L KMHHGJLK J=HD9;AF?

the current untargeted tax credit for purchases of new EVs with an incentive payment equal 

to $10 for every gallon of gasoline the buyer consumes annually. The clever (and good) idea is 

to induce high-mileage drivers of gas guzzlers who emit the most pollution to switch first to 

EVs. 

K !GDLMJ9ӐK own report notesӅ @GO=N=JӅ ӑ ẼҏҎ H=J ?9DDGF ?9KGDAF= <AKHD9;=E=FL AF;=FLAN= AK

of roughly equal value to a $100/ton carbon price. In essence, a carbon tax charges drivers 

$100 to emit a ton of carbon, and the $10/gallon displacement incentive pays drivers $100 not 

to emiL 9 LGF G> ;9J:GFӄӒ 

For all the reasons stated above, most economists would choose the carbon tax as the better 

option. Certainly your Treasury Secretary, Janet Yellen, and Transportation Secretary, Pete 

Buttigieg, have been eloquent and outspoken supporters of carbon taxes, but I respect the 

>9;L L@9L KGE= G> QGMJ HGDALA;9D 9<NAK=JK E9Q <A>>=Jӄ 5= EMKLFӐL D=L L@= H=J>=;L := L@= =F=EQ G>

L@= ?GG< 9F< 9DD L@9Lӄ  ML ' @GH= >GJ L@= K9C= G> L@= HD9F=L QGMӐDD J=NAN= your expressed 

support for a carbon tax as you develop a fresh and bold new legislative agenda for 2023. 

See also my two previous forum posts on EV policies here and here. 

Sources: 

(GF9L@9F +9JK@9DDӅ ӑHow Carbon Taxes Reduce CO2 Emissions in TransportationӅӒ !ALAR=FKӐ

Climate Lobby, May 2022. 

*M;9K "9NAKӅ ӑAll Charged Up, No Place to GoӅӒ Haas Energy Institute Blog, November 5, 2018. 

(9E=K  MK@F=DDӅ ӑA Silver Lining to the Oil Price CloudӅӒ &99K #F=J?Q 'FKLALML=  DG?Ӆ +9J;@ ҏҒӅ

2022. 

Lasse Fridstrøm and Vegard ØstliӅ ӑDirect and cross price elasticities of demand for gasoline, 

diesel, hybrid and battery electric cars: the case of NorwayӅӒEuropean Transport Research 

Review, 13 (January 2021). 

 

  

https://www.coltura.org/
https://static1.squarespace.com/static/5888d6bad2b857a30238e864/t/60ff036e15db6a1139195020/1627325296710/Coltura+Gasoline+Superusers+Report+July+2021.pdf
https://www.axios.com/2021/01/22/yellen-biden-carbon-pricing-energy-emissions
https://www.crfb.org/blogs/pete-buttigiegs-climate-change-plan
https://www.crfb.org/blogs/pete-buttigiegs-climate-change-plan
https://transcripts.cnn.com/show/se/date/2019-09-04/segment/05
https://transcripts.cnn.com/show/se/date/2019-09-04/segment/05
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/24921
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/24956
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/Transportation-Paper-FINAL.pdf
https://energyathaas.wordpress.com/2018/11/05/all-charged-up-no-place-to-go/
https://energyathaas.wordpress.com/2022/03/14/a-silver-lining-to-the-oil-price-cloud/
https://etrr.springeropen.com/articles/10.1186/s12544-020-00454-2
https://etrr.springeropen.com/articles/10.1186/s12544-020-00454-2
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2. The U.S. Experience 
 

9ċũŔŉŸƖŰŔċќƚШ9ċƓ-and-Trade Program: How Does it Stack Up? 
April 2023 

The fourth biggest economy in the world also has one of the broadest carbon pricing policies 

in the world, covering about 80% of all its carbon emissions. But until last month, no rigorous 

study quantified the overall emissions impact of its program. 

'ӐE J=>=JJAF?Ӆ G> ;GMJK=Ӆ LG !9DA>GJFA9 9F< ALK ӑ;9H-and-LJ9<=Ӓ HJG?J9Eӄ ML@GJAR=< :Q L@=

KL9L=ӐK %DG:9D 59JEAF? 1GDMLAGFK ;L AF ҐҎҎҔӅ AL >AF9DDQ D9MF;@=< AF ҐҎҏґ OAL@ 9 ?G9D G> @=DHAF?

beat back greenhouse gas emissions to their 1990 level by 2020. California later committed to 

slashing emissions 40% below 1990 levels by 2030. 

The cap-and-trade program makes power plants, major industries, and fuel suppliers acquire 

allowances to emit greenhouse gases. They can buy or sell allowances in a market to set an 

effective price on carbon emissions. The system is more complicated than a carbon tax but it 

<A<FӐL J=IMAJ= 9 LOG-thirds vote to pass the California legislature. 

By ratcheting down the number of allowances over time, the state sets a declining cap on 

carbon emissions. As allowances become more scarce, the carbon price has grown from just 

over $12 per ton of CO2 in 2014 to just over $27 per ton in February 2023. 

California Carbon Allowance Prices 

 

Source: Carbon Allowance Prices 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/29449
https://www.gov.ca.gov/2022/10/24/icymi-california-poised-to-become-worlds-4th-biggest-economy/
https://ww2.arb.ca.gov/sites/default/files/2020-08/results_summary.pdf
https://ww2.arb.ca.gov/sites/default/files/cap-and-trade/carbonallowanceprices.pdf
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Along with other climate programs launched earlier, California achieved its 2020 emissions 

?G9DK K=N=J9D Q=9JK =9JDQ ӦK== ӑ$A?MJ= ҏӒӧӄ 

 

Source: California Air Resources Board, California Greenhouse Gas Emissions for 2000 to 2020 

Trends of Emissions and Other Indicators 

At the same time, it achieved robust economic growth (GDP), except for recessions in 2008 

and 2020. Emissions per resident and per dollar of economic output have steadily declined, 

proving that climate action can go hand in hand with growth and prosperity. 

But how much of this result can be attributed to the cap-and-LJ9<= HJG?J9EӋ 2@9LӐK 9 J=9DDQ

tough question. It requires, first, estimating how fast emissions would have grown in the 

absence of any programs. Next, it requires estimating the impact of other programs, such as 

L@= KL9L=ӐK J=F=O9:D= HGJL>GDAG KL9F<9J< >GJ MLADALA=K 9F< =F=J?Q =>>A;A=F;Q AF;=FLAN=KӅ GF

emissions. Further complicating the picture is the possibility that California simply shifted 

some of its carbon emissions to other states or countries through its imports of power and 

carbon-intensive goods. 

 

https://ww2.arb.ca.gov/sites/default/files/classic/cc/inventory/2000-2020_ghg_inventory_trends.pdf
https://ww2.arb.ca.gov/sites/default/files/classic/cc/inventory/2000-2020_ghg_inventory_trends.pdf
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Source: CARB, California Greenhouse Gas Emissions for 2000 to 2020 Trends of Emissions and 

Other Indicators 

Wading through this thicket of tough methodological issues, two academic economists from 

Dresden, Germany of all places have just provided the first well-grounded answers. Their new 

paper 9LLJA:ML=K 9 Ҕӄґổ <=;DAF= AF LGL9D =EAKKAGFK >JGE ҐҎҏґ LG ҐҎҏҗ LG L@= KL9L=ӐK ;9J:GF

pricing program, with the effects most pronounced in the electricity and building sectors.  

That may not seem like a lot, but when you ;GFKA<=J L@9L L@= KL9L=ӐK ;9J:GF HJA;= O9K GFDQ

Ẽҏґ LG Ẽҏҕ H=J LGF >GJ EGKL G> L@9L H=JAG<Ӆ ALӐK 9 HJ=LLQ ?GG< K@GOAF?ӄ 'L :G<=K O=DD >GJ L@=

potential impact of the program now that prices are running double those levels. 

F< L@=J=ӐK EGJ= ?GG< F=OKӆ AFKL=9< G> J=L9J<AF? L@= KL9L=ӐK =;GFGEA; ?JGOL@Ӆ L@= HJG?J9E

ӑHGKALAN=DQ 9>>=;L=< E9;JG=;GFGEA; GML;GE=KӄӒ 2@9LӐK 9 >9F;Q O9Q G> K9QAF? AL HJG:9:DQ

:GGKL=< !9DA>GJFA9ӐK =;GFGEQӅ AF;DM<AF? BG:KӅ 9K 9<NG;9L=K G> ;D=9F L=;@FGDG?Qhave long 

predicted. 

Source: 

,ACD9K )J9E=J 9F< !@JAKLA9F *=KKE9FFӅ ӑThe Effects of Carbon Trading: Evidence from 

!9DA>GJFA9ӐK #21ӅӒ Technische Universität Dresden, March 2023. 

 

https://ww2.arb.ca.gov/sites/default/files/classic/cc/inventory/2000-2020_ghg_inventory_trends.pdf
https://ww2.arb.ca.gov/sites/default/files/classic/cc/inventory/2000-2020_ghg_inventory_trends.pdf
https://mpra.ub.uni-muenchen.de/116796/1/MPRA_paper_116796.pdf
https://mpra.ub.uni-muenchen.de/116796/1/MPRA_paper_116796.pdf
https://mpra.ub.uni-muenchen.de/116796/1/MPRA_paper_116796.pdf
https://mpra.ub.uni-muenchen.de/116796/1/MPRA_paper_116796.pdf
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9ċũŔŉŸƖŰŔċќƚШ9ċƓ-and-Trade Program: Good for Environmental Justice 
June 2022 

At least since 2020, when presidential candidate Joe Biden introduced his $2 trillion climate 

HJGHGK9D 9K 9 ӑPlan to Secure Environmental Justice and Equitable Opportunity in a Clean 

Energy FutureӅӒ ?JGOAF? FME:=JK G> E=JA;9FK @9N= K==F ;DAE9L= HGDA;Q 9F< =FNAJGFE=FL9D

justice as intertwined issues. The environmental justice movement has focused long overdue 

national attention on the disproportionate levels of unhealthy pollution faced by poor and 

minority communities, among other issues. 

Fortunately, strong and effective climate policies that discourage the burning of fossil fuels 

will almost always be good for such disadvantaged populations, which are especially 

vulnerable both to the immediate health impacts of local air pollution and to growing threats 

created by extreme weather and other effects of climate disruption. Carbon fee and dividend 

is strong medicine for both ills and a remarkably progressive way to protect lower-income 

households from the costs of transitioning to a zero-carbon economy. 

But some progressive activists, distrustful of market-based solutions, have accused 

!9DA>GJFA9ӐK KQKL=E G> ;9J:GF HJA;AF? G> KAEHDQ K@A>LAF? GF?GAF? AF<MKLJA9D HGDDMLAGF AFLG HGGJ

and minority neighborhoods. Some of these critics raise the specter that carbon pricing is 

KAEHDQ 9 ӑDA;=FK= LG HGDDML=Ӓ J9L@=J L@9F 9F =>>=;LAN= KGDMLAGF LG KQKL=EA; AFBMKLA;=ӄ

Addressing this claimӜand rectifying any problems with carbon pricingӜis essential to the 

credibility of our advocacy of carbon fee and dividend as a national climate policy. 

!9DA>GJFA9ӐK ӑ;9H-and-LJ9<=Ӓ HJG?J9EӅ O@A;@ CA;C=< G>> AF ҐҎҏґӅ J=IMAJ=K E9BGJ ?J==F@GMK=

gas polluters to acquire permits, which they can buy and sell. The number of permits is slated 

to decline over time. The market for these permits determines a statewide price for emissions 

of carbon dioxide.  

-F= C=Q >=9LMJ= G> !9DA>GJFA9ӐK KQKL=E AK L@= 9:ADALQ G> HGDDML=JK LG ӑG>>K=LӒsome of their 

emissions, and thus require fewer permits, by investing in out-of-state climate projects, such 

as forest protection. Critics have raised legitimate questions about the effectiveness and 

permanency of such offsets. Many environmental justice advocates also see them as a way to 

continue polluting inside the state at the expense of disadvantaged communities. 

An oft-cited 2016 paper by several California-based scholars reported that the stateӐK

program indeed failed to discourage many of the worst greenhouse gas polluters from 

curbing their emissions. It thus allowed dangerous co-pollutants, such as fine particulates, to 

continue harming residentsӜparticularly those in communities of color. But the paper failed 

to prove a cause-and-effect relationship between the cap-and-trade program and the 

conditions it described. 

https://www.nytimes.com/2020/07/14/us/politics/biden-climate-plan.html
https://www.nytimes.com/2020/07/14/us/politics/biden-climate-plan.html
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/How-Carbon-Fee-Dividend-Economic-Environmental-Justice.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/How-Carbon-Fee-Dividend-Economic-Environmental-Justice.pdf
https://dornsife.usc.edu/PERE/enviro-equity-CA-cap-trade
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Since then, several economists have taken a much deeper dive into the data. Their 

sophisticated methods help to tease out what changes in the geographic composition of 

pollution were caused by the cap-and-trade program, versus those caused by unrelated 

economic trends. 

¶ A 2018 paper by University of Oregon economist Ryan Walch examined emissions data 

>JGE NAJLM9DDQ 9DD HGO=J HD9FLK AF L@= 3FAL=< 1L9L=K LG ?9M?= L@= =>>=;L G> !9DA>GJFA9ӐK

specific policies. His findings all pointed toward state reductions in harmful air 

HGDDML9FLK OAL@ ӑFG ;GEH=DDAF? =NA<=F;= >GJ 9<N=JK= =FNAJGFE=FL9D BMKLA;= AEH9;LK

for co-pollutants in low-income or high-minority-K@9J= ;GEEMFALA=K AF !9DA>GJFA9ӄӒ   

¶ A 2019 paper by Kyle Meng, an environmental economist at University of California, 

Santa Barbara compared emissions from all covered facilities in California by zip code. 

&= J=HGJL=< L@9L ӑ'> 9FQL@AF?Ӆ L@= =NA<=F;= KM??=KLK L@9L <AK9<N9FL9?=< ;GEEMFALA=K

may have experienced on average a greater decline in emissions since the start of the 

cap-and-LJ9<= HJG?J9E L@9F GL@=J ;GEEMFALA=KӄӒ 

¶ An even more sophisticated 2022 paper by Meng and a colleague at Arizona State 

University found that over a period of five years (2012-2017), !9DA>GJFA9ɃK ;9H-and-trade 

program cut emissions from covered facilities of deadly particulates and smog-forming 

gases by 15 to 45 percent. Just as strikingly, it showed that previously widening gaps 

between disadvantaged and other communities began narrowing as carbon pricing 

drove down air emissions. Figure 3 of their paper, reproduced below, shows the sharp 

break in relative exposure to four air pollutants starting in 2013, after the program 

took effect. 

Concluding remarks 

2@= !9DA>GJFA9 #FNAJGFE=FL9D .JGL=;LAGF ?=F;Q J=HGJL=< =9JDA=J L@AK Q=9J L@9L L@= KL9L=ӐK

cap-and-trade program had saved significant numbers of livesӜdisproportionately among 

people of colorӜby reducing exposure to fine particulate pollution (see chart below).  

Nonetheless, many environmental justice activists legitimately complain that carbon prices 

in California remained far too low for many years to make a substantial dent in either carbon 

emissions or local co-pollutants. 2@9LӐK 9F AF<A;LE=FL G> L@= HJG?J9EӐK 9<EAFAKLJ9LAGF J9L@=J

than carbon pricing itself. To avoid such problems, t@= KL9L=ӐK #FNAJGFE=FL9D (MKLA;= <NAKGJQ

Committee recommended in 2017 that cap-and-LJ9<= := J=HD9;=< OAL@ 9 ӑKQKL=E DAC= 9

;9J:GF L9P GJ >== 9F< <ANA<=F< HJG?J9EӄӒ 

For all this good news about carbon pricing, deep inequities continue to plague too many 

communities even in California and much work remains to be done to address environmental 

justice concerns. Continued dialogue with members of frontline communities is essential and  

will lead to better policy.  

https://www.dropbox.com/s/5s9rrhd2d493mjg/Walch_CA_CAT_copollutants.pdf?dl=0
https://www.perc.org/wp-content/uploads/2019/02/Distributional-Effects-of-Environmental-Markets.pdf#page=29
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4041857
https://rhg.com/research/the-footprint-of-us-carbon-pricing-plans/
https://ww2.arb.ca.gov/sites/default/files/classic/cc/scopingplan/2030sp_appa_ejac_final.pdf
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Population-Adjusted Premature Deaths Avoided with Change in PM2.5 Emissions from 
California Facilities Covered by Cap-and-Trade from 2012 to 2017 by Race/Ethnicity 

 

1GMJ;=ӆ 8=AK= 9F<  DME=F>=D<Ӆ ӑImpacts of Greenhouse Gas Emission Limits Within 

Disadvantaged  Communities: Progress Toward Reducing InequitiesӅӒ !9D#. Ӆ ҐҎҐҐӄ 

 

https://oehha.ca.gov/media/downloads/environmental-justice/impactsofghgpoliciesreport020322.pdf
https://oehha.ca.gov/media/downloads/environmental-justice/impactsofghgpoliciesreport020322.pdf
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New Report Calls on California to Strengthen Carbon Pricing 
January 2023 

Environmental activists look to California to set an example for national and even global 

climate policies. A new report :Q L@= KL9L=ӐKnon-H9JLAK9F *=?AKD9LAN= F9DQKLӐK ->>A;= (LAO), 

@GO=N=JӅ >AF<K !9DA>GJFA9ӐK D9L=KL ;DAE9L= JG9<E9H K=JAGMKDQ O9FLAF?ӄIn particular, the LAO 

urges the state to rely more on carbon pricing to achieve its ambitious goal of cutting 

greenhouse gas emissions at 

least 85 percent below the 1990 

level by 2045. 

State law requires the California 

Air Resources Board (CARB) to 

<=N=DGH 9 ӑK;GHAF? HD9FӒ LG E==L

statutory emissions goals every five years. Its latest plan, issued in November and covering 

F=9JDQ ґҎҎ H9?=KӅ G>>=JK 9 O=9DL@ G> HGDA;Q GHLAGFK 9F< 9F9DQKAK :ML ӑdoes not identify which 

KH=;A>A; HGDA;A=K AL OADD AEHD=E=FLӅӒ L@= * - ;GEHD9AFKӄ ӑ$GJ =P9EHD=Ӆ L@= HD9F AK MF;D=9J

regarding how much the state will rely on financial incentives, sector-specific regulatory 

programs, or cap-and-LJ9<=ӄӒ 

(MKL 9K HJG:D=E9LA;Ӆ 9;;GJ<AF? LG L@= * -Ӆ ӑ2@= HD9F <G=K FGL HJGNA<= L@= *=?AKD9LMJ= OAL@

sufficient informationӜsuch as about cost-effectiveness, distributional impacts, or other 

environmental impactsӜto evaluate the merits of new policies that might be needed to 

E==LӒ ! 0 ӐK HJGHGK=< ҐҎґҎ ?G9D G> J=<M;AF? =EAKKAGFK ҒҖ H=J;=FL :=DGO ҏҗҗҎ :Q ҐҎґҎӅ BMKL

seven years from now. 

-> KH=;A9D AFL=J=KL LG E=Ӆ 9F< ' AE9?AF= LG GL@=J 9<NG;9L=K G> ;9J:GF HJA;AF?Ӆ O9K * -ӐK

D9E=FL L@9L ! 0 <A< FGL J=;GEE=F< ?J=9L=J J=DA9F;= GF !9DA>GJFA9ӐK ;9H-and-trade 

program, which prices about 75% of all greenhouse gas emissions in the state, including 

those from transportation fuels, electricity, natural gas, and industry. CARB simply promised 

to report back to the legislature at the end of 2023 any suggested changes to the program. 

2@9LӐK 9 DGKL GHHGJLMFALQ 9;;GJ<AF? LG L@= 9F9DQKAKӄ ӑEconomywide carbon pricing policies, 

such as cap-and-trade, generally have been found to be the most cost-effective approaches 

LG J=<M;AF? %&% =EAKKAGFKӅӒ L@= * - <=;D9J=Kӄ 'Fprevious reports, LAO has noted that many 

other state climate programs cost much more per ton of reduced CO2 emissions than cap-

and-trade.  

2@= * - ;JALAIM= ;GFLAFM=Kӆ ӑIn a cap-and-trade program, covered entities face a choice to 

either (1) purchase allowances or offsets to be able to continue to emit, or  (2) reduce 

emissions. As a result, the program sends price signals to households and businesses to 

encourage them to identify and undertake low-cost emission reduction activities. . . .  

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27788
https://lao.ca.gov/reports/2023/4656/2022-Scoping-Plan-Update-010423.pdf
https://lao.ca.gov/About
https://ww2.arb.ca.gov/sites/default/files/2022-11/2022-sp.pdf
https://lao.ca.gov/Publications/Report/3912
https://lao.ca.gov/Publications/Report/3911
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ӑ DKGӅ AF L@=GJQӅ L@= ӏ;9HӐ GF

emissionsӜwhich controls 

emissions by limiting the 

number of allowances issuedӜ

can serve as a backstop to 

other programs and policies to 

ensure the state meets certain 

goals. Strict enforcement of 

this cap can thereby reduce 

uncertainty about whether the 

state will meet its overall 

emission reduction goals, even 

if other factorsӜsuch as 

unsuccessful policy 

implementation or changing 

economic conditionsӜdrive 

emissions higher than 

expected. As a result, we think 

using cap-and-trade as a key 

policy tool for achieving the 

KL9L=ӐK %&% ?G9DK AK 9

J=9KGF9:D= 9HHJG9;@ӄӒ 

Unfortunately, the program as currently administered is not cranking up carbon prices fast 

enough either to curb emissions at the necessary pace or to raise additional revenue the state 

could use to fund other climate programs. The LAO warns that without modifications to the 

cap-and-trade program, the emissions it covers will fall only 29% below the 1990 level in 

2030, far short of both statutory and CARB goals.  

ӑWe find that, although the program can be a cost-effective way to achieve GHG goals, cap-

and-trade is not currently positioned to make up for any significant shortfall in emissions 

J=<M;LAGFK >JGE GL@=J HJG?J9EKӅӒ L@= * - J=HGJL ;GF;DM<=Kӄ 'L J=;GEE=F<K L@at the state 

D=?AKD9LMJ= @GD< @=9JAF?K GF L@= HJG?J9E 9F< <AJ=;L ! 0 ӑLG =PHD9AF @GO HGL=FLA9D

programmatic changes would address concerns about program stringency and help the state 

meet its near-L=JE %&% ?G9DKӄӒ 

Source:  !9DA>GJFA9 *=?AKD9LAN= F9DQKL ->>A;=Ӆ ӑKK=KKAF? !9DA>GJFA9ӐK !DAE9L= .GDA;A=Kӆ 2@=

2022 Scoping Plan UpdateӅӒ (9FM9JQ ҐҎҐґӄ 

https://lao.ca.gov/reports/2023/4656/2022-Scoping-Plan-Update-010423.pdf
https://lao.ca.gov/reports/2023/4656/2022-Scoping-Plan-Update-010423.pdf
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Washington State Joins the Carbon Pricing Parade 
January 2023 

A couple of months ago, New York Times columnist Paul 

Krugman pronounced the politics of carbon taxes 

ӑHGAKGFGMKӒ 9F< ӑ@GH=D=KKӄӒ &AK LAEAF? O9K HGGJ LG K9Q L@=

least. Six weeks later, at the start of 2023, Washington state 

began implementing an ambitious carbon pricing program 

that will go a long way toward achieving its mandated goal 

of net-zero emissions by 2050. 

59K@AF?LGFӐKcap-and-invest program was established by 

passage in 2021 of the Climate Commitment Act, after the failure of two carbon tax ballot 

measures in 2016 and 2018. Like !9DA>GJFA9ӐK ;9H-and-trade program, it will issue a limited 

number of greenhouse gas emissions allowances to major climate polluters, ratcheting down 

the total about 7% each year. Polluters can buy or sell allowances on a trading market. The 

carbon price it establishes will create the same powerful incentives as a carbon tax for 

producers and consumers to shift toward cleaner energy.  

The entities initially covered by the programӜlarge industrial facilities, electricity producers 

and importers, natural gas distributors, and fuel suppliersӜaccount for about three-quarters 

G> L@= KL9L=ӐK %&% =EAKKAGFKӄ *9L=J L@= HJG?J9E OADD ;GN=J O9KL=-to-energy facilities, landfills, 

and railroads. Fuels used for agriculture, aviation, and marine vessels are exempt.  

 
Cap-and-invest - Washington State Department of Ecology 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/28220
https://www.nytimes.com/2022/11/15/opinion/biden-climate-change-ira.html
https://ecology.wa.gov/DOE/files/26/26a23125-3016-4416-99b7-5361c30ac343.pdf
https://journals.plos.org/climate/article?id=10.1371/journal.pclm.0000076
https://journals.plos.org/climate/article?id=10.1371/journal.pclm.0000076
https://ww2.arb.ca.gov/our-work/programs/cap-and-trade-program
https://ecology.wa.gov/Air-Climate/Climate-Commitment-Act/Cap-and-invest
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The details 

The first quarterly auction of emissions allowances will be held on February 28, with a price 

floor of about $22 per metric ton of CO2 equivalent. (One market model commissioned by the 

state assumes a 2023 price of $41to $68.) Annual revenue from the auctions could top a 

billion dollars. The funds will support a variety of climate mitigation and adaptation 

initiatives, such as nature-based programs to enhance forest lands and the electrification of 

buildings and transit.  

0=>D=;LAF? L@= D=?AKD9LMJ=ӐK KLJGF? AFL=J=KL AF =FNAJGFE=FL9D BMKLA;=Ӆ EGJ= L@9F 9 L@AJ< G> L@=

J=N=FM= AK =9JE9JC=< >GJ ӑoverburdenedӒ ;GEEMFALA=KӅ OAL@ 9L D=9KL ҏҎ H=J;=FL ?GAF? LG

benefit native tribes. Additional measures in the law specifically target local air pollution in 

overburdened communities. 

Washington will let carbon polluters acquire a very limited number of allowances using 

ӑoffsetsӅӒ KM;@ 9K >GJ=KLJQ GJ DAN=KLG;C HJGB=;LK L@9L ;9HLMJ= GJ J=<M;= ;9J:GF =EAKKAGFKӄ 1M;@

programs are highly controversial because of their poor record of permanently reducing 

carbon. (Forest fires have sent a lot of offsets up in smoke.) Unlike California, however, 

59K@AF?LGF OGFӐL 9<< G>>K=LK LG L@= GN=J9DD =EAKKAGFK ;9HӇ L@= KL9L= OADD J=EGN= 9DDGO9F;=K

equal to the number of offsets it grants. 

Like many carbon pricing jurisdictions, Washington will also give a limited number of 

9DDGO9F;=K 9L FG ;@9J?= LG ӑ=EAKKAGFK AFL=FKAN= LJ9<=-=PHGK=<Ӓ AF<MKLJA=K L@9L EA?@L

otherwise relocate out of state to take advantage of cheaper fossil energy. Free allowances 

will also be granted to electric and natural gas utilities, presumably to hold down bills for 

consumers and prevent a political backlash. Like every other covered entity, these 

beneficiaries will still face strong incentives to cut their carbon emissions. They can make a 

profit by polluting less and selling their allowances on the trading market. 

How will consumers (and voters) react? 

The issue of consumer cost is sure to loom large in future political debates. In late January, 

just three weeks after the new program took effect, an analyst for a conservative state think-

tank blamed ӑ59K@AF?LGF KL9L=ӐK F=O L9P GF !-Ґ =EAKKAGFKӒ >GJ <JANAF? MH ?9KGDAF= HJA;=K Ґғ

cents per gallon compared to other West Coast states. Governor Inslee was quick to blame oil 

companies >GJ HJA;= ?GM?AF? 9F< L@= KL9L=ӐK "=H9JLE=FL G> #;GDG?Q AFKAKL=< AL O9K EM;@ LGG

soon to implicate the carbon pricing program. 

All of this points to a potential problem: The program allocates no revenue back to 

households in the form of dividends, so consumers have no financial cushion against rising 

energy prices. In contrast, New York Gov. Kathy Hochul has proposed a state cap-and-invest 

program with Ẽҏ :ADDAGF AF ӑ;DAE9L= 9;LAGF J=:9L=KӒ LGmitigate consumer costs. Studies show 

time and again the power of dividends to enhance public support for carbon pricing. The 

coming months will provide a test of how committed Washington state residents are to 

https://apps.ecology.wa.gov/publications/documents/2302007.pdf
https://apps.ecology.wa.gov/publications/documents/2202060.pdf
https://apps.ecology.wa.gov/publications/documents/2202060.pdf
https://apps.ecology.wa.gov/publications/documents/2202038.pdf
https://ecology.wa.gov/Air-Climate/Climate-Commitment-Act/Auction-proceeds
https://ecology.wa.gov/Air-Climate/Climate-Commitment-Act/Auction-proceeds
https://ecology.wa.gov/Air-Climate/Climate-Commitment-Act/Overburdened-communities
https://app.leg.wa.gov/WAC/default.aspx?cite=173-446-505
https://www.washingtonpolicy.org/publications/detail/washingtons-gas-prices-have-jumped-25-cents-per-gallon-since-co2-tax-took-effect
https://mynorthwest.com/3785981/gas-prices-have-been-creeping-up-but-whos-responsible/
https://mynorthwest.com/3785981/gas-prices-have-been-creeping-up-but-whos-responsible/
https://subscriber.politicopro.com/article/2023/01/hochul-advances-cap-and-trade-program-to-reduce-emissions-with-rebates-00077208
https://twitter.com/GovKathyHochul/status/1612886051286093825
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/Carbon-Tax-Political-Research-Guide.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/Carbon-Tax-Political-Research-Guide.pdf
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spending more to reduce carbon pollution even if they see no direct climate benefits. 

Ӧ59K@AF?LGFӐK ;GFLJA:MLAGFK LG ?DG:9D ;9J:GF =EAKKAGFK 9J= LAFQӄӧ 

Improvements in local air pollution will be more tangible but may not be enough to mollify 

consumers and voters. I hope state legislators stay closely attuned to their constituents so 

L@AK AEHGJL9FL F=O ;DAE9L= HJA;AF? HJG?J9E <G=KFӐL ?=L <AK;J=<AL=< L@JGMgh poor design. The 

D9KL L@AF? O= F==< AK >MJL@=J =NA<=F;= L@9L ;9J:GF HJA;AF? AK HGDALA;9DDQ ӑHGAKGFGMKӄӒ 

Postscript  

As I predicted, there are loud rumblings of discontent in Washington state as price shocks 

>JGE ALK ӑ;9H-and-AFN=KLӒ HJG?J9E <JAN= MH ?9KGDAF= HJA;=K OAL@ FG <ANA<=F< LG HJGNA<=

pocketbook relief. Here are excerpts from a recent article in the Seattle Times: 

5 ӐK ;9J:GF-pricing auctions collect nearly $1.5 billion as allowances reach record 

price 

9/6/2023 

2@= HJA;= G> 59K@AF?LGFӐK ;9J:GF =EAKKAGF 9DDGO9F;=K J=9;@=< 9F 9DD-time high in the 

KL9L=ӐK >GMJL@ 9M;LAGF D9KL O==CӅ OAL@ J=N=FM= >JGE L@= HJG?J9E F=9JAF? Ẽҏӄғ :ADDAGF AF ALK

first year. 

The revenue has far outpaced early estimates, and now a group that helped advocate for 

and pass the legislation that created the carbon-pricing market is calling on lawmakers to 

get more of the collected money back in the hands of Washingtonians. 

The program, which was designed to make it costlier to pollute, has been linked to an 

increase in prices at the gas pump as refiners, suppliers and other businesses may pass 

along their compliance costs. 

The group, Clean & Prosperous Washington, is advocating for lawmakers to infuse the 

extra revenue in programs to lower the cost of transportation, reduce car-tab fees for two 

years and increase incentives for electric-vehicle purchases. 

State Sen. Mark Mullet, D-Issaquah, who voted for the program and is running for 

governor, also released a legislative proposal aimed at reining in any impact of the climate 

policy on fuel prices and reducing car-tab fees. 

ӑ' J=9DDQ OGJJQ O= OGFӐL K== GL@=J ?GN=JFE=FLK >GDDGOAF? 59K@AF?LGFӐK D=9<=JK@AH GF

;DAE9L= A> O= ;9FӐL K@GO L@9L ALӐK HGKKA:D= LG >A?@L ;9J:GF HGDDMLAGF O@AD= KLADD :9D9F;AF? AL

OAL@ 9>>GJ<9:ADALQӅӒ @= K9A< AF 9 news release. . .  

Lawmakers this year budgeted about $2 billion in anticipated revenue from the carbon 

allowance auctions over the next two years for projects intended to reduce emissions and 

improve air quality. 

https://www.seattletimes.com/seattle-news/environment/was-carbon-pricing-auctions-collect-nearly-1-5-billion-as-allowances-reach-record-price/
https://www.seattletimes.com/seattle-news/environment/was-carbon-pricing-auctions-collect-nearly-1-5-billion-as-allowances-reach-record-price/
https://www.seattletimes.com/seattle-news/environment/was-carbon-pricing-program-nears-1-billion-in-revenue-far-outpacing-early-estimates/
https://senatedemocrats.wa.gov/mullet/2023/09/06/mullet-proposes-bill-to-lower-gas-prices-improve-transparency-continue-climate-action/
https://www.seattletimes.com/seattle-news/environment/wa-budgets-2b-to-cut-greenhouse-gas-emissions-heres-where-money-will-go/
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That money is destined to help overburdened communities and people with lower 

incomes electrify their homes, provide rebates and incentives to people buying electric 

bikes and cars, and help the trucking and freight industries decarbonize, among other 

things. . .  

Clean & Prosperous also pitched expanding sales tax exemptions, eliminating fees for 

electric vehicle purchases and establishing rebates for low-income people buying EVs or 

medium- and heavy-duty zero-emission vehicles. 

A new article in Grist, reports that hedge fund manager  JA9F &=QOGG< ӑ@9K >MF<=< 9 H=LALAGF

drive to repeal the Climate Commitment Act, over its effects on gas prices, along with other 

H=LALAGFK LG KLJAC= <GOF L@= KL9L=ӐK ;9HAL9D ?9AFK L9PӅ ?AN= L@= HGDA;= EGJ= D==O9Q LG HMJKMe 

N=@A;D=KӅ 9F< ?J9FL H9J=FLK 9;;=KK LG L@=AJ CA<KӐ E=<A;9D J=;GJ<K 9L K;@GGDӄ 2@= J=H=9D ;GMD<

:= @=9<=< LG NGL=JK 9K 9 :9DDGL AFALA9LAN= L@AK ,GN=E:=Jӄ '> NGL=JK 9HHJGN= ALӅ &=QOGG<ӐK

AFALA9LAN= OGMD<FӐL BMKL ;9F;=D L@= ;DAE9L= D9OӇ AL OGMD< :DG;C L@= KLate from creating any 

other cap-and-trade system AF L@= >MLMJ=ӄӒ 

'L 9<<KӅ ӑ2@= >9L= G> L@= ;DAE9L= D9O ;GMD< @9N= JAHHD= =>>=;LK :=QGF< 59K@AF?LGFӅ L@= K=;GF<

state to adopt a cap on carbon after California. New York, for example, just unveiled plans for 

a cap-and-invest program in December. Officials in New York are closely monitoring the 

backlash in Washington state, and, in turn, other Northeastern states are watching New York 

LG K== O@9L AL <=;A<=Kӄ '> 59K@AF?LGFӐK D9O ?G=K MH AF >D9E=KӅ KL9L=K EA?@L <=;A<= 9?9AFKL

enshrining similar carbon-cutting laws. But if it survives the backlash, it could boost other 

pGDALA;A9FKӐ ;GF>A<=F;= AF HMLLAF? 9 HJA;= GF ;9J:GF HGDDMLAGFӄ 

ӑ%JAKL KHGC= OAL@ =PH=JLK AF 59K@AF?LGF 9:GML L@= D=KKGFK L@=QӐN= D=9JF=<Ӆ GF= Q=9J AFLG L@=

program. They suggested that advocates for any stringent carbon price should be ready to 

play defense right away Ӝ and should work to make its benefits tangible to people around 

L@= KL9L=ӄӒ 

Remarkably, the experts surveyed by the reporter don't seem to have learned any lessons 

about the benefits of a climate dividend. They need to get real. Providing more incentives for 

expensive home heat pump installations and the like isn't going to persuade the average 

state resident whose gasoline prices have jumped upwards of 50 cents per gallon that this 

sacrifice is worth making. Nor do well-meaning efforts to direct revenues toward programs 

helping disadvantaged communities prevent this from having regressive economic impacts 

on most lower-income households. A dividend would do more to alleviate both the political 

and economic effects of higher fossil fuel prices. 

Note: Spending many millions of dollars, a wide coalition of climate activists beat back the 

AFALA9LAN= LG GN=JLMJF 59K@AF?LGFӐK ;9H-and-invest program in November 2024. Nonetheless, 

the experience demonstrated the perils of ignoring public concerns about affordability when 

introducing policies that drive up the cost of energy. 

https://www.seattletimes.com/seattle-news/environment/e-bike-rebates-borrowing-program-on-the-horizon-for-wa-riders/
https://www.seattletimes.com/seattle-news/environment/e-bike-rebates-borrowing-program-on-the-horizon-for-wa-riders/
https://www.seattletimes.com/seattle-news/environment/wa-budgets-2b-to-cut-greenhouse-gas-emissions-heres-where-money-will-go/
https://www.seattletimes.com/seattle-news/environment/wa-budgets-2b-to-cut-greenhouse-gas-emissions-heres-where-money-will-go/
https://grist.org/politics/washington-carbon-cap-investments-gas-prices/
https://letsgowashington.com/i-2117/
https://capandinvest.ny.gov/
https://washingtonstatestandard.com/2023/12/13/the-future-of-cap-and-trade-carbon-markets-could-hinge-on-washington-state/
https://washingtonstatestandard.com/2023/12/13/the-future-of-cap-and-trade-carbon-markets-could-hinge-on-washington-state/
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3. International Experience 
 

New International Study Supports Adoption of Carbon Pricing 
August 2024 

Models showing that national carbon pricing would be the ideal next step to help the United 

States meet its Paris climate pledge win broad empirical support from a major new study of 

climate policy effectiveness published in the prestigious journal Science by a team of German 

researchers. 

The German team harnessed techniques from machine learning to evaluate the impact of 

1,500 climate policies implemented in 41 countries from 1998 to 2022. These policies ranged 

from market-based carbon pricing to subsidies and non-market regulations, mandates, and 

bans. Their feat of data analysis identified 63 successful policy interventions that produced 

meaningful reductions of carbon dioxide emissions and shed light on policy mixes that 

proved especially favorable.  

 

In most cases, they found, individual policies had greater effect when implemented in 

tandem with others, suggesting the existence of synergy. The one (favorable) exception was 

;9J:GF L9P9LAGFӄ ӑIt stands out as the only policy instrument that achieves near equal or 

larger effect size as a stand-alone policy across all sectorsӅӒ L@= H9H=J J=HGJLKӄ 

$MJL@=JEGJ=Ӆ ӑin most cases pricing is the complement that enables effective emission 

reductions [from other policies]. For example, in the electricity sector all mixes that were 

associated with large emission reductions have pricing elementsӄӒ 'F<==<Ӆ HJA;AF? O9Kcentral 

to half of all successful policy mixes they uncovered.  

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/37426
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34687
https://www.science.org/doi/10.1126/science.adl6547
https://www.science.org/doi/10.1126/science.adl6547
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ӑ2@= C=Q AF?J=<A=FL A> QGM O9FL LG J=<M;= =EAKKAGFK AK L@9L QGM @9N= HJA;AF? AF L@= HGDA;Q

EAPӅӒsaid study co-author Nicolas Koch. ӑThe most frequently used policy tools, which are 

KM:KA<A=K 9F< J=?MD9LAGFKӅ 9DGF= 9J= AFKM>>A;A=FLӅӒKoch told another interviewerӄ ӑ-FDQ AF

combination with price-based instruments ӛ such as carbon prices, energy taxes ӛ can they 

<=DAN=J KM:KL9FLA9D =EAKKAGF J=<M;LAGFKӄӒ 

!9J:GF L9P=K HJGN=< KGE=O@9L D=KK KM;;=KK>MD AF <=N=DGHAF? =;GFGEA=KӅ ӑconsistent with 

claims that the lack of liberalized markets and existence of other price distortions can limit 

the effectiveness of price-based instrumentsӄӒ 

2@= 9ML@GJK K9Q L@=AJ >AF<AF?K KMHHGJL ӑLhe theory of policy sequencing, which states that in a 

first stage of climate policy-making, regulations and subsidies are effective in building 

economic interest in green technology and reducing the cost of technologiesӄӒ KI argued in 

a CCL blog, the IRA represented exactly such a first stage for the United States. As its 

incentives take increasing effect, they should pave the way for more powerful carbon pricing 

to propel adoption of cleaner and more efficient uses of energy here at home.  

 

Major New Study Supports Effectiveness of Carbon Pricing 
May 2024 

#;GFGEAKLK GN=JO@=DEAF?DQ >9NGJ ;9J:GF L9P=K 9K ӑthe most cost-effective lever to reduce 

carbon emissions at the scale and speed that is necessaryӅӒ :ML KH=;A>A; =EHAJA;9D =NA<=F;=

for the benefits of carbon pricing in real-world applications is surprisingly sparse and uneven. 

'LӐK LGM?@ LG <=L=JEAF= ;9MK9DALQ O@=F EQJA9< >9;LGJK AF>DM=F;= ?J==F@GMK= ?9K =EAKKAGFKӜ

changes in GDP, new technology, the shifting mix of industrial production, variations in 

international trade, and even the weather. The same problem afflicts a wide range of 

empirical assessments, ranging from the clinical value of new drugs to the effectiveness of 

anti-poverty programs. Thousands of empirical economists spend their time developing and 

implementing sophisticated statistical methods to measure the true impact of key inputs on 

outcomes of interest. Their answers, unfortunately, are rarely cut and dried. 

A major new study  published in Nature Communications offers reassurance that carbon taxes 

J=9DDQ 9J= =>>=;LAN=ӄ 2@= ӦJ9L@=J K@GOQӧ H9H=J HJGNA<=K 9 ӑJA?GJGMKӅ E9;@AF=-learning assisted 

systematic review and meta-9F9DQKAKӒ G> ҖҎ =N9DM9LAGFK G> Ґҏ ;9J:GF HJA;AF? HGDA;A=K 9JGMF<

the world. It finds at least 17 G> L@GK= HGDA;A=K ӑQA=D<=< AEE=<A9L= 9F< KM:KL9FLA9D =EAKKAGF

J=<M;LAGFKӒ 9F< ӑKL9LAKLA;9DDQ KA?FA>A;9FL =EAKKAGFK J=<M;LAGFKӒ J9F?AF? >JGE Ғổ LG ҏғổӅ

despite low carbon prices in most cases. 

One promising finding is that emissions appear to fall more as years go by, likely as new 

investments and new technologies take root in response to carbon prices. Evidence also 

https://apnews.com/article/climate-change-price-hike-policies-emissions-1d211ff66f7ab768a69466b9af281c79
https://www.newscientist.com/article/2445014-most-climate-policies-do-little-to-prevent-climate-change/
https://citizensclimatelobby.org/blog/policy/why-we-still-need-a-national-carbon-fee/
https://citizensclimatelobby.org/blog/policy/why-we-still-need-a-national-carbon-fee/
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/36159
https://www.econstatement.org/
https://www.econstatement.org/
https://www.nature.com/articles/s41467-024-48512-w
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;GF>AJEK L@9L JAKAF? ;9J:GF HJA;=K OAL@AF 9 ;GMFLJQ Ӧ?J=9L=J ӑHGDA;Q KLJAF?=F;QӒӧ <G AF<==<

lower emissions. 

Average emissions change by scheme 

Source: Systematic review and meta-analysis of ex-post evaluations on the effectiveness of 

carbon pricing | Nature Communications 

Until now, policy makers have had to draw mostly from unsystematic literature reviewsӜ

laundry lists of empirical papers offering brief synopses of often-conflicting results. One of the 

first systematic attempts to summarize the empirical literature on carbon pricing 

effectiveness was published in 2021 by the Canadian political scientist Jessica Green.  

%J==F ;GF;DM<=< L@9L ;9J:GF HJA;AF? @9< GFDQ ӎ9 DAEAL=< AEH9;L GF =EAKKAGFKӅӒ HJG:9:DQ

J=<M;AF? L@=E D=KK L@9F Ґổ H=J Q=9Jӄ 2@9L >AF<AF? O9KFӐL H9JLA;MD9JDQ @=DH>MDӅ KAF;= AL <A<FӐL

relate the effectiveness of the policy to the price. That was be akin to judging the 

effectiveness of drugs without noting the dose. 

Nonetheless, her study was highly influential. According to the publisher, Environmental 

Research Letters, her article has been downloaded 77,626 times, cited by other scholars 194 

times, picked up by 41 news outlets, posted by 644 X users, and cited in 6 Wikipedia pages.  

In other forums, Green has waged a campaign against carbon pricing. In the socialist 

journal Jacobin, she declared L@9L ?GN=JFE=FLK K@GMD< ӑ9:9F<GFӒ ;9J:GF HJA;AF?Ӆ O@A;@ K@=

9;;MK=< G> HJGEGLAF? ӑ;D9KK <ANAKAGFKӅӒ AF >9NGJ G> ӑLJ9FK>GJE9LAN= ;DAE9L= HGDA;A=K L@9L

<=DAN=J AEE=<A9L= E9L=JA9D ?9AFK LG OGJC=JKӄӒ *=>L-of-center political scientists in the United 

States cited her claims in their own influential critiques of carbon pricing , which likely 

AF>GJE=< L@=  A<=F ;9EH9A?FӐK <=;AKAGF FGL LG AF;DM<= AL AF @AK ;DAE9L= HGDA;Qӄ 

https://www.nature.com/articles/s41467-024-48512-w
https://www.nature.com/articles/s41467-024-48512-w
https://iopscience.iop.org/article/10.1088/1748-9326/abdae9
https://jacobin.com/2019/09/carbon-pricing-green-new-deal-fossil-fuel-environment
https://www.bostonreview.net/articles/trouble-carbon-pricing/
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2@= ,9LMJ= 9ML@GJK E=FLAGF %J==FӐK KLM<Q GFDQ :JA=>DQӅ <AKEAKKAF? AL >GJ D9;CAF? ӑ9FQ >GJE9D

E=L@G<GDG?QӒ >GJ =N9DM9LAF? L@= KLM<A=K K@= ;GFKA<=J=<ӄ 'F ;GFLJ9KLӅ L@=Q :G9KLӅ ӑGMJ

E=L@G<GDG?Q AK LJ9FKH9J=FL 9F< J=HJG<M;A:D=ӅӒ 9F< L@MK KMAL9:D= >GJ AF;GJHGJ9ting new 

studies as they appear. 

MoreoverӜand this is no criticism of GreenӜmany relevant studies have appeared since she 

pulled together the papers for her article. Time and again they support the overall 

effectiveness of carbon pricing, particularly when prices rise to meaningful levels. 

Below I list several of these recent papers, in rough chronological order. Some, like the first 

one mentioned, draw on data from dozens of countries over many years; others deal with 

specific countries, such as Great Britain and Finland. Together, they should persuade any 

serious analyst to put carbon pricing high on their list of effective climate policies. 

Recent relevant empirical studies of carbon pricing effectiveness: 

Niklas Döbbeling-Hildebrandt, et al., ӑSystematic review and meta-analysis of ex-post 

evaluations on the effectiveness of carbon pricingӅӒNature Communications, v. 15, Article 

number: 4147 (2024). 

0G@9F  =KLӅ =L 9DӄӅ ӑCarbon Pricing Efficacy: Cross-Country EvidenceӅӒ Environmental and 

Resource Economics, 77 (June 2020), 69ӛ94. 

+GBL9:9 )@9KL9J =L 9DӄӅ ӑHow does carbon tax affect social welfare and emission reduction in 

FinlandӋӒ Energy Reports, 6 (November 2020), 736-744. 

)D9MK %M?D=J =L 9DӄӅ ӑEffectiveness of climate policies: Carbon pricing vs. subsidizing 

renewablesӅӒ Journal of Environmental Economics and Management, 106 (March 2021).  

0Q9F 09>9LQӅ =L 9DӄӅ ӑCarbon Pricing and the Elasticity of CO2 EmissionsӅӒ 0=KGMJ;=K >GJ L@=

Future Working Paper (21-33), October. 25, 2021. 

2GJ:=F +=<=CK9Ӆ ӑPricing for a Cooler Planet: An Empirical Analysis of the Effect of Taxing 

CarbonӅӒ !#1A>G 5GJCAF? .9H=JӅ ,Gӄ җҏҕҐӅ +MFA;@Ӆ ҐҎҐҏӄ 

(9F :J=DD =L 9DӄӅ ӑHow Effective Is Carbon Pricing?ӜA Machine Learning Approach to Policy 

EvaluationӅӒ 8#5-Leibniz Centre for European Economic Research, Discussion Paper 21-039, 

April 2021. 

#E9FM=D )G@DK;@==F =L 9DӄӅ ӑEffects of Carbon Pricing and Other Climate Policies on CO2 

EmissionsӅӒ !#1A>G 5GJCAF? .9H=J ,Gӄ җґҒҕӅ -;LG:=J ҏҖӅ ҐҎҐҏӄ 

+9JAGF *=JGMLA=JӅ ӑCarbon pricing and power sector decarbonization: Evidence from the 

UKӅӒ Journal of Environmental Economics and Management, 111 (January 2022). 

$ADAHHG "Ӑ J;9F?=DGӅ =L 9DӄӅ ӑEstimating the CO2 emission and revenue effects of carbon 

pricing: New evidence from a large cross-country dataset,Ӓ-#!" #;GFGEA;K "=H9JLE=FL

Working Papers, no. 1732, November 14, 2022.   

https://www.nature.com/articles/s41467-024-48512-w
https://www.nature.com/articles/s41467-024-48512-w
https://link.springer.com/article/10.1007/s10640-020-00436-x
https://www.sciencedirect.com/science/article/pii/S2352484719302690
https://www.sciencedirect.com/science/article/pii/S2352484719302690
https://www.sciencedirect.com/science/article/pii/S0095069620301285
https://www.sciencedirect.com/science/article/pii/S0095069620301285
https://www.rff.org/publications/working-papers/carbon-pricing-and-the-elasticity-of-co2-emissions/
https://www.econstor.eu/bitstream/10419/245353/1/cesifo1_wp9172.pdf
https://www.econstor.eu/bitstream/10419/245353/1/cesifo1_wp9172.pdf
https://ftp.zew.de/pub/zew-docs/dp/dp21039.pdf
https://ftp.zew.de/pub/zew-docs/dp/dp21039.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3943030
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3943030
https://www.sciencedirect.com/science/article/pii/S0095069621001285
https://www.sciencedirect.com/science/article/pii/S0095069621001285
https://doi.org/10.1787/39aa16d4-en
https://doi.org/10.1787/39aa16d4-en
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"A=?G 0ӄ )ĺFRA? 9F< +9PAEADA9F )GFJ9<LӅ ӑClimate Policy and the Economy: Evidence from 

#MJGH=ӐK !9J:GF .JA;AF? 'FALA9LAN=KӅӒ , #0 5GJCAF? .9H=J ґҏҐҔҎӅ M?MKL ҐҎҐґӄ 

)D9MK %M?D=JӅ =L 9DӄӅ ӑCarbon pricing and emissions: Causal effects of Britain's carbon 

taxӅӒ Energy Economics, 121 (May 2023). 

+9KKAEG  GJ<A?FGF =L 9DӄӅ ӑ2@AJ< 2AE=ӐK 9 !@9JEӋ KK=KKAF? L@= 'EH9;L G> L@= 2@AJ< .@9K= G>

the EU ETS on CO2 Emissions and PerformanceӅӒ Sustainability, 15 (2023).  

FLGAF= "=;@=RD=HJŜLJ= =L 9DӄӅ ӑThe joint impact of the European Union emissions trading 

system on carbon emissions and economic performanceӅӒ Journal of Environmental 

Economics and Management, 118 (2023). 

Bertrand Candelon and Jean- 9HLAKL= &9KK=Ӆ ӑTesting for causality between climate policies 

and carbon emissions reduction,Ӓ Finance Research Letters, May 2023. 

 

The Power of Carbon Pricing Reaffirmed by a Major New Study 
December 2022 

In a recent Forum post on the effectiveness of carbon pricing in Scandinavia, I quoted a 

declaration by the Intergovernmental Panel on Climate Change L@9L ӑ EGF? L@= OA<= J9F?=

of climate policy instruments, pricing carbon such as a carbon tax or an emissions trading 

system has been one of the most widely used and effective options to reduce GHG 

=EAKKAGFKӄӒ 

That conclusion still remains controversial in some quarters, so I was delighted to see a new 

study by the Organization of Economic Cooperation and Development (OECD) on the effects 

of emissions pricing in 44 major countries from 2012 to 2018.  

2@= -#!" H9H=J =KLAE9L=K L@9L =N=JQ AF;J=9K= G> #30 ҏҎ ӦBMKL GN=J 31ẼҏҎӧ AF 9 BMJAK<A;LAGFӐK

carbon price decreases CO2 emissions from fossil fuels by nearly 4% on average over the long 

term. A global carbon tax of just EUR 60 would cut emissions about one-fifth relative to 2018 

levels. 

2@= KLM<Q 9DKG FGL=K L@9L L@AK =KLAE9L= AK DAC=DQ GF L@= DGO KA<=Ӆ KAF;= ӑ9:9L=E=FL

technologies and alternative energy sources are becoming increasingly available and 

;@=9H=JӒ KAF;= L@= Q=9JK AF O@A;@ <9L9 O=J= ;GDD=;L=< 9F< 9F9DQR=<ӄ 

Carbon Tax Impacts 

'F BMKL L@= H9KL LOG Q=9JKӅ KM:K=IM=FL LG L@= H9H=JӐK KLM<Q H=JAG<Ӆ L@= HJA;= G> ;9J:GF MF<=J

L@= #MJGH=9F 3FAGFӐK #EAKKAGFK 2J9<AF? 1QKL=E @9K BMEH=< 9:GML #30 ғҎӬLGF G> !-Ґӄ 2@9L

increase, along with other measures many European nations are taking to reduce their 

https://www.nber.org/system/files/working_papers/w31260/w31260.pdf
https://www.nber.org/system/files/working_papers/w31260/w31260.pdf
https://doi.org/10.1016/j.eneco.2023.106655
https://doi.org/10.1016/j.eneco.2023.106655
https://www.mdpi.com/2071-1050/15/8/6394
https://www.mdpi.com/2071-1050/15/8/6394
https://www.sciencedirect.com/science/article/pii/S0095069622001115
https://www.sciencedirect.com/science/article/pii/S0095069622001115
https://doi.org/10.1016/j.frl.2023.103878
https://doi.org/10.1016/j.frl.2023.103878
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27358
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/26960
https://report.ipcc.ch/ar6wg3/pdf/IPCC_AR6_WGIII_FinalDraft_Chapter02.pdf
https://doi.org/10.1787/39aa16d4-en
https://doi.org/10.1787/39aa16d4-en
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J=DA9F;= GF >GKKAD >M=DK AF L@= O9C= G> 0MKKA9ӐK AFN9KAGF G> 3CJ9AF=Ӆ K@GMD< H9Q G>> AF KA?FA>A;9FL

emissions reductions. 

 

 

 

'F BMKL L@= H9KL LOG Q=9JKӅ KM:K=IM=FL LG L@= H9H=JӐK KLM<Q H=JAG<Ӆ L@= HJA;= G> ;9J:GF MF<=J

L@= #MJGH=9F 3FAGFӐK #EAKKAGFK 2J9<AF? 1QKL=E @9K BMEH=< 9:GML #30 ғҎӬLGF G> !-Ґӄ 2@9L

increase, along with other measures many European nations are taking to reduce their 

J=DA9F;= GF >GKKAD >M=DK AF L@= O9C= G> 0MKKA9ӐK AFN9KAGF G> 3CJ9AF=Ӆ K@GMD< H9Q G>> AF KA?FA>A;9FL

emissions reductions. 

The study may be the most comprehensive analysis ever conducted. It uses a huge cross-

country dataset that includes fuel taxes and other implicit carbon prices across multiple 

economic sectors. It covers 80% of worldwide emissions from energy use. 
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The study refutes any lingering claims that carbon pricing barely moves the needle on 

emissions. That only appears to be true because many countries have implemented low 

prices in just a few sectors of their economies. In other words, weak policies produce weak 

results. 

2@= F=OK AKFӐL 9DD ?GG<Ӆ @GO=N=Jӄ 2G J=9;@ 9 F=L-zero target by 2050 with carbon pricing 

aloneӜassuming no significant improvements in technology or other measures to increase 

emissions responsivenessӜOGMD< J=IMAJ= ӑKL==H 9F< H=JKAKL=FLӒ AF;J=9K=K AF =>>=;LAN=

carbon prices to more than EUR 1,000 per ton by the late 2030s. 

Fortunately, even a gradual improvement in responsiveness driven by technology or 

policiesӜfor example, faster adoption of electric vehiclesӜcould keep the required carbon 

price to a much more reasonable EUR 220 by 2040. 

ӑ2@=K= J=KMDLK HGAFL LG L@=

importance of additional 

policies ӛ such as green 

technology support 

measures, regulations, 

standards ӛ to 

complement emissions 

HJA;AF? E=9KMJ=KӅӒ L@=

9ML@GJK FGL=ӄ ӑ'F<==<Ӆ

these policies can reduce abatement costs and ease the substitution of clean energy sources 

>GJ >GKKAD >M=DKӅ AF;J=9KAF? =EAKKAGF J=KHGFKAN=F=KK LG ;9J:GF HJA;=KӄӒ 

Other experts have also recognized the potential synergy between future carbon pricing and 

recent legislation subsidizing clean energy and R&D. As the Rhodium Group observed last 

Q=9JӅ ӑ ;9J:GF HJA;= ;9F 9EHDA>Q L@= AEH9;L G> ;D=9F =F=J?Q AF;=FLAN=K ӄ ӄ ӄ 9F< K=F<K 9 DGF?-

term signal for investors to shift towards a net-R=JG =;GFGEQӄӒ 

 

Source:  

$ADAHHG +9JA9 "Ӑ J;9F?=DGӅ =L 9DӄӅ ӑEstimating the CO2 emission and revenue effects of carbon 

pricing: New evidence from a large cross-country datasetӅӒ -#!" #;GFGEA;K "=H9JLE=FL

Working Papers, no. 1732, November 2022. 

  

https://www.oecd-ilibrary.org/economics/estimating-the-co2-emission-and-revenue-effects-of-carbon-pricing_39aa16d4-en
https://www.oecd-ilibrary.org/economics/estimating-the-co2-emission-and-revenue-effects-of-carbon-pricing_39aa16d4-en
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9ċƖĤŸŰШÂƖŔĦŔŰŊШìŸƖťƚаШxŸŸťШċƣШƣőĲШÖuќƚШEũĲĦƣƖŔĦŔƣǃШÉĲĦƣŸƖ 
January 2024 

&=J=ӐK 9 :AL G> ?GG< F=OK LG CA;C G>> L@= F=O Q=9Jӆ ӑ2@= 9EGMFL G> 3) =D=;LJA;ALQ ?=F=J9L=<

from fossil fuels fell 22% year-on-Q=9J AF ҐҎҐґ LG L@= DGO=KL D=N=D KAF;= ҏҗғҕӅӒaccording to 

CarbonBrief, a British organization focused on climate change and policy. Or as the headline 

in the Times G> *GF<GF J=9<Ӆ ӑ$GKKAD >M=DK >9DD LG ґғổ G>  JAL9AFӐK =D=;LJA;ALQ KMHHDQӄӒ 

Since electricity generation in the UK from fossil fuels peaked in 2008, generation from coal 

has virtually disappeared ӛ down 97% - and gas-fired generation has plummeted 45%. 

2@= !9J:GF JA=>ӐK 9F9DQKAK 9LLJA:ML=K L@=K= <=;DAF=K LG ӑL@= J9HA< =PH9FKAGF G> J=F=O9:D=

energy (up six-fold since 2008, some 113TWh) and by lower electricity demand (down 21% 

KAF;= ҐҎҎҖӅ KGE= Җґ25@ӧӄӒ  ML L@GK= FME:=JK <GFӐL =PHD9AF L@= ;9MK=Ӆ L@=Q E=J=Dy observe 

what took the place of fossil fueled generation. 

2G 9HHJ=;A9L= GF= G> L@= EGKL AEHGJL9FL MF<=JDQAF? ;9MK=KӅ ;@=;C GML ӑCarbon pricing and 

power sector decarbonization: Evidence from the UKӅӒ 9 ҐҎҐҐ H9H=J AF L@=Journal of 

Environmental Economics and Management (JEEM). Economist Marion Leroutier 

demonstrates that a carbon tax AEHD=E=FL=< AF L@= 3)ӐK HGO=J K=;LGJ AF ҐҎҏґ KD9K@=<

greenhouse gas emissions by 20% to 26% per year from 2013 to 2017 (the years studied). Over 

that period, the tax rate grew from £5 to £18 per ton of equivalent carbon dioxide on top of 

L@= #3ӐK ;9J:GF HJA;=ӄ 2GL9D =EAKKAGFK GN=J L@= K9E= H=JAG< >=DD 9K EM;@ 9K ҏҗҎ EADDAGF LGFKӅ

Leroutier estimates. 

By making all polluting fossil fuels more expensive, carbon taxes have strongly encouraged 

ӑL@= J9HA< =PH9FKAGF G> J=F=O9:D= =F=J?QӅӒ O@A;@ !9J:GF JA=> ;AL=< AF ALK F=O J=HGJL 9:GML

L@= 3)ӐK =D=;LJA;ALQ K=;LGJӄ 'F<==<Ӆa 2021 article in JEEMӅ ;GEH9JAF?  JAL9AFӐK ;9J:GF L9P LG

%=JE9FQӐK @=9NQ KM:KA<A=K >GJ OAF< 9F< KGD9J HGO=JӅ ;GF;DM<=< MF=IMANG;9DDQ L@9L ӑcarbon 

HJA;AF? AK KMH=JAGJ LG KM:KA<ARAF? OAF< GJ KGD9J HGO=J AF L@=K= LOG ;GMFLJA=KӄӒ 2@= 3)

achieved much steeper reductions in emissions at much lower cost per ton of CO2. 

F< :Q J9AKAF? =F=J?Q HJA;=K EGJ= ?=F=J9DDQӅ ;9J:GF L9P=K ӑAEHJGN= ;MKLGE=J H9Q:9;C 9F<

9<GHLAGF G> =F=J?Q =>>A;A=F;Q E=9KMJ=KӅӒ 9;;GJ<AF? LG 9new issue brief by the energy 

;GFKMDLAF? >AJE '!$Ӆ LALD=< ӑ2@= AEH9;L G> ;9J:GF HJA;AF? GF =F=J?Q =>>A;A=F;Q HJG?J9E

HGL=FLA9DӄӒ 2@9LӐK 9L D=9KL GF= AEHGJL9FL <JAN=J :=@AF< L@= ӑDGO=J =D=;LJA;ALQ <=E9F<Ӓ ;AL=<

by CarbonBrief. 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/33824
https://www.carbonbrief.org/analysis-uk-electricity-from-fossil-fuels-drops-to-lowest-level-since-1957/
https://www.carbonbrief.org/analysis-uk-electricity-from-fossil-fuels-drops-to-lowest-level-since-1957/
https://www.thetimes.co.uk/article/fossil-fuels-fall-to-35-percent-of-britains-electricity-supply-t97053bmr
https://www.sciencedirect.com/science/article/pii/S0095069621001285
https://www.sciencedirect.com/science/article/pii/S0095069621001285
https://www.gov.uk/government/statistics/environmental-taxes-bulletin/environmental-taxes-bulletin-commentary-june-2022#:~:text=With%20effect%20from%201%20April,rate%3A%20%C2%A3102.10%20per%20tonne
https://www.sciencedirect.com/science/article/pii/S0095069620301285
https://www.icf.com/insights/energy/carbon-pricing-impact-energy-efficiency-potential#:~:text=Carbon%20tax%3A%20A%20fixed%20fee,piggybacked%20on%20existing%20fuel%20taxes.
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Bottom line: When more than 3,600 U.S. economists declare L@9L 9 ӑ;9J:GF L9P G>>=JK L@=

most cost-effective lever to reduce carbon emissions at the scale and speed that is 

F=;=KK9JQӅӒ L@=Q 9J=FӐL BMKL J=DQAF? GF L@=GJ=LA;9D EG<=DKӄReal-world evidence from the UK 

and other countries consistently points to the power of economy-wide price incentives to 

accelerate the transition to cleaner energy and less climate pollution. 

Sources: 

Marion Leroutier, ӑCarbon pricing and power sector decarbonization: Evidence from the UKӅӒ

Journal of Environmental Economics and Management, 111 (January 2022).  

)D9MK %M?D=JӅ =L 9DӄӅ ӑEffectiveness of climate policies: Carbon pricing vs. subsidizing 

renewablesӅӒJournal of Environmental Economics and Management, 106 (March 2021). 

DA  GRGJ?A 9F< .J9LAC "@GGLӅ ӑThe impact of carbon pricing on energy efficiency program 

potentialӅӒ '!$Ӆ ,GN=E:=J ҐҎҐґӄ 

 

 

https://www.econstatement.org/
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/carbon-taxes-can-do-the-job-economics-policy-network.pdf
https://doi.org/10.1016/j.jeem.2021.102580
https://doi.org/10.1016/j.jeem.2020.102405
https://doi.org/10.1016/j.jeem.2020.102405
https://www.icf.com/insights/energy/carbon-pricing-impact-energy-efficiency-potential
https://www.icf.com/insights/energy/carbon-pricing-impact-energy-efficiency-potential
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Do Carbon Taxes Work in the Real World? (Spoiler Alert: Yes!) 
November 2022 

Most economists support carbon taxes as a key policy for climate mitigation, but 

embarrassingly few studies of carbon pricing in the real world, as opposed to models, show 

unambiguously strong impacts on greenhouse gas emissions. 

A literature review last year in Environmental Research Letters G:K=JN=<Ӆ ӑ$GJ 9 HGDA;Q L@9L @9K

dominated much of the discourse in climate politics, . . . we know relatively little about its ex-

post performance, and what we do know is concentrated in a few jurisdictions. The available 

information indicates that its iEH9;L GF =EAKKAGFK AK DAEAL=< 9L :=KLӄӒ 

The International Monetary Fund HML 9 EGJ= HGKALAN= KHAF GF L@= DAL=J9LMJ=ӆ ӑ+GKL =EHAJA;9D

studies find that carbon-pricing programs implemented so far, even though quite modest, 

have led to significant reductions in emissions. . . . Empirical analyses find that despite low 

carbon prices, emission-trading markets and carbon taxes have led to sizable reductions in 

=EAKKAGFKӄӒ 

Similarly, the Intergovernmental Panel on Climate Change declared L@AK Q=9J L@9L ӑ EGF? L@=

wide range of climate policy instruments, pricing carbon such as a carbon tax or an emissions 

trading system has been one of the most widely used and effective options to reduce GHG 

=EAKKAGFKӄӒ 

1LADDӅ O@=L@=J QGM L@AFC L@= AEH9;LK 9J= :=KL ;@9J9;L=JAR=< 9K ӑDAEAL=< 9L :=KLӒ 9F< ӑIMAL=

EG<=KLӒ GJ ӑKAR=9:D=Ӓ 9F< ӑ=>>=;LAN=ӅӒ ;9J:GF HJA;AF? LG <9L= @9KFӐL ;GE= ;DGK= LG K=F<AF?

any country on a clear path toward net zero emissions. 

There are two main reasons for this disappointing result. One, which the IMF alluded to, is 

that very few countries have had sizeable carbon prices covering most of their economic 

sectors for very long. Globally, carbon prices covered only 13 percent of carbon emissions in 

2020 and the price averaged only a few dollars per ton of CO2 ӛ not enough to move many 

needles. 

2@= GL@=J HJG:D=E AK ALӐK J=9DDQhard to reliably measure the impact of carbon pricing 

independent from business cycles, other taxes and regulations, changes in technology, 

HGHMD9LAGF ?JGOL@Ӆ 9F< GL@=J >9;LGJK 9>>=;LAF? =EAKKAGFKӄ 2@9LӐK O@Q ' C==H EQ =Q=K H==D=<

for new studies that use best available statistical methods to evaluate the true impact of 

carbon pricing. 

A focus on Finland and Sweden 

Several high-quality studies caught my eye because they concern two countries with the 

DGF?=KL @AKLGJQ G> ;9J:GF HJA;AF?ӆ $AFD9F<Ӆ O@A;@ =F9;L=< L@= OGJD<ӐK >AJKL ;9J:GF L9P AF ҏҗҗҎӅ

and Sweden, which followed in 1991. Over time, tax rates in both countries have grown high 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/26960
https://www.econstatement.org/
https://iopscience.iop.org/article/10.1088/1748-9326/abdae9
https://www.imf.org/en/Publications/WEO/Issues/2022/10/11/world-economic-outlook-october-2022
https://report.ipcc.ch/ar6wg3/pdf/IPCC_AR6_WGIII_FinalDraft_Chapter02.pdf
https://carbonpricingdashboard.worldbank.org/map_data
https://carbonpricingdashboard.worldbank.org/map_data
https://www.imf.org/en/Blogs/Articles/2022/07/21/blog-more-countries-are-pricing-carbon-but-emissions-are-still-too-cheap
https://www.wifo.ac.at/jart/prj3/wifo/resources/person_dokument/person_dokument.jart?publikationsid=66813&mime_type=application/pdf
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by world standards: $60-$85 in Finland, depending on the sector, and $130 in Sweden. In both 

countries, unfortunately, these taxes for many years covered only about 40% of their 

economies.  

1L9JLAF? OAL@ $AFD9F<ӐK =PH=JA=F;=Ӆ 92021 study for the Munich-based Center for Economic 

1LM<A=K ;GF;DM<=< L@9L ӑL9PAF? ;9J:GF J=<M;=K =EAKKAGFK :Q :A? E9J?AFKӄӒ  9K=< GF 9

KL9LAKLA;9D EG<=D G> O@9L L@= ?JGOAF? ;GMFLJQӐK =EAKKAGFK OGMD< @9N= :==F 9:K=FL ;9J:GF

pricing, economist Torben Mideksa estimate< L@9L $AFD9F<ӐK ;9J:GF L9P J=<M;=< !-Ґ

emissions in the transport sector about 16% by 1995, 25% by 2000, and 30% by 2004, a major 

9;;GEHDAK@E=FL AF<==<ӄ -N=J L@9L H=JAG<Ӆ $AFD9F<ӐK ;9J:GF L9P ?J=O >JGE 31Ẽҏӄҕғ LG

US$23.39 per metric ton of CO2. 

 
Mid=CK9ӐK H9H=J H9J9DD=DK 9Fimportant study in the American Economic Journal, which found 

L@9L 1O=<=FӐK AFLJG<M;LAGF G> 9 ;9J:GF L9P AF ҏҗҗҏ @=DH=< <JAN= ALK LJ9FKHGJL9LAGF =EAKKAGFK

11 percent. Together their findings are significant because many critics still maintainӜin the 

face of growing evidence to the contraryӜthat carbon taxes do little to affect the behavior of 

drivers.  

Looking at the bigger picture in Sweden, from 1990 to 2018 it managed to cut CO2 emissions 

27% even as its GDP grew more than 78%. Sweden cut its greenhouse gas emissions 65% per 

capita over that period, compared to just 13% for the United States. Much of the credit goes 

LG 1O=<=FӐK ;9J:GF L9Pӄ 

Sources: 

2GJ:=F +=<=CK9Ӆ ӑPricing for a Cooler Planet: An Empirical Analysis of the Effect of Taxing 

CarbonӅӒ !#1A>G 5GJCAF? .9H=JӅ ,Gӄ җҏҕҐӅ +MFA;@Ӆ ҐҎҐҏӄ 

Andersson, Julius J. 2019. "Carbon Taxes and CO2 Emissions: Sweden as a Case 

Study." American Economic Journal: Economic Policy, 11 (4): 1ӛ30. 

https://www.imf.org/en/Publications/WEO/Issues/2022/10/11/world-economic-outlook-october-2022
https://www.imf.org/en/Publications/WEO/Issues/2022/10/11/world-economic-outlook-october-2022
https://www.econstor.eu/bitstream/10419/245353/1/cesifo1_wp9172.pdf
https://www.aeaweb.org/articles?id=10.1257/pol.20170144
https://www.vox.com/energy-and-environment/2018/11/16/18096352/climate-change-clean-energy-policies-guide
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/Transportation-Paper-FINAL.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/Transportation-Paper-FINAL.pdf
https://taxfoundation.org/sweden-carbon-tax-revenue-greenhouse-gas-emissions/
https://taxfoundation.org/sweden-carbon-tax-revenue-greenhouse-gas-emissions/
https://taxfoundation.org/sweden-carbon-tax-revenue-greenhouse-gas-emissions/
https://www.carbonpricingleadership.org/blogs/2019/10/18/should-every-country-on-earth-copy-swedens-carbon-tax
https://www.climatewatchdata.org/ghg-emissions?calculation=PER_CAPITA&end_year=2019&regions=SWE%2CUSA&source=CAIT&start_year=1990
https://www.climatewatchdata.org/ghg-emissions?calculation=PER_CAPITA&end_year=2019&regions=SWE%2CUSA&source=CAIT&start_year=1990
https://www.econstor.eu/bitstream/10419/245353/1/cesifo1_wp9172.pdf
https://www.econstor.eu/bitstream/10419/245353/1/cesifo1_wp9172.pdf
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Source: https://theconversation.com/with-the-right-guiding-principles-carbon-taxes-can-work-109328 

 

How Carbon Pricing Cuts Manufacturing Plant Emissions 
September 2024 

Many studies attempt with limited success to measure the impact of carbon pricing on 

greenhouse gas emissions from entire national economies. Such estimates are hard to nail 

down because carbon prices vary so much from sector to sector between countries, making 

broad national comparisons really tough. 

An alternative approach is to look at national economies through a microscope and analyze 

the impact of carbon pricing in specific sectors, where pricing is more consistent. A good 

place to start is manufacturing emissions. Two new papers taking that approach find 

significant evidence for strong positive impacts of carbon pricing on dampening plant-level 

emissions. 

A new paper in The Review of Financial Studies examines the case of Sweden, which pioneered 

carbon pricing in 1991. The authors compiled data tracking CO2 emissions from Swedish 

manufacturing firms over more than two decades to estimate the impact of carbon pricing on 

firm-level emissions. By tracking emissions across firms and over time, as tax rates and 

special firm-level exemptions changed, they were able to credibly estimate the true impact of 

carbon pricing on emissions. 

Over the period 1990-2015, CO2 emissions from Swedish manufacturing plants decreased 31 

H=J;=FLӅ O@AD= GMLHML J=E9AF=< 9DEGKL ;GFKL9FLӄ 2@= 9ML@GJKӐ ;9D;MD9LAGFK K@GO L@9L ;9J:GF

pricing accounted for at least a third and possibly all of that drop. The facL L@9L 1O=<=FӐK

manufacturers were able to thrive in a competitive world market in the face of some of the 

https://theconversation.com/with-the-right-guiding-principles-carbon-taxes-can-work-109328
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/37646
https://academic.oup.com/rfs/article/37/6/1848/7564224
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OGJD<ӐK KL==H=KL ;9J:GF L9P=K AK 9 L=KL9E=FL LG L@=AJ FAE:D= 9<9HL9LAGF LG ;@9F?AF? HJA;=

signals. 

Another new paperӅ AKKM=< :Q L@= -#!"ӐK =;GFGEA;K <=H9JLE=FLӅ >G;MK=K GF =EAKKAGFK >JGE

heavy cement and steel plants in 140 countries from 2015 to 2021. Over that period, carbon 

prices rose dramatically in some countries while remaining zero in others, giving the 

economists a handle with which to estimate the impact of pricing on emissions. 

Their data show that emissions from plants in these carbon-intensive sectors increased more 

than 10% over the period in the absence of carbon pricing but remained stable (on average) 

in jurisdictions that imposed some form of carbon price (see chart below). On average, a $1 

increase in the price of carbon price per ton of CO2 cut emissions from cement and steel 

plants by 1.3%, a really big effect.  

2@= AEH9;L O9K <9EH=F=< 9 :AL :Q ӑ;9J:GF D=9C9?=ӅӒ L@9L AKӅ K@A>LK AF AFL=JF9LAGF9D LJ9<= L@9L

increased imports from cement and steel producers in countries without carbon pricing. 

However, such leakage offset emissions reductions by only about 13 percent. The European 

Union is taking steps to minimize such leakage by taxing imports of high-carbon goods from 

;GMFLJA=K L@9L <GFӐL HJA;= ;9J:GFӄ  GJ<=J ;9J:GF 9<BMKLE=FLK 9J= 9DKG 9 @GL LGHA; AF

Washington these days, and are a key feature of the Energy Innovation and Carbon Dividends 

Act.  

 

How carbon taxes affect spur building electrification  

$GJ =P9EHD=Ӆ 1O=<=FӐK J=KA<=FLA9D K=;LGJ J=9;L=< KLJGF?DQ LG 9 K@9JH JAK= AF ;9J:GF L9P=K AF

the early 2000s, according to a 2019 paper by two economists in Germany. Compared to other 

countries without a carbon tax, per capita household emissions of CO2 in Sweden fell at least 

800 kg (about 1,760 lbs.) per year in that period.  

https://www.oecd-ilibrary.org/economics/carbon-prices-emissions-and-international-trade-in-sectors-at-risk-of-carbon-leakage_116248f5-en
https://www.econstor.eu/bitstream/10419/201853/1/1671064631.pdf
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1GMJ;=ӆ ӑDosis Facit EffectumӒ ӦҐҎҏҗӧ 

One important contributor to those residential emissions reductions was widespread 

adoption of low-carbon heat pumps. Annual sales jumped from about 23,000 to 60,000 after 

the year 2000, when carbon taxes began rising steeply. Advocates of building electrification 

and efficiency should take note. 

 

1GMJ;=ӆ ӑDosis Facit EffectumӒ ӦҐҎҏҗӧ 

https://www.econstor.eu/bitstream/10419/201853/1/1671064631.pdf
https://www.econstor.eu/bitstream/10419/201853/1/1671064631.pdf
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Yet another study by three German economists, which appeared this January, concluded that 

1O=<=FӐK ?J==F L9P J=>GJE <JGN= E9FM>9;LMJ=JK LG AFFGN9L=Ӆ AF;J=9KAF? L@= FME:=J G> ;D=9F

transport patents by 71 percent. 

1GMJ;=ӆ ӑDriving 

InnovationӒ ӦҐҎҐҐӧ 

 

A new study issued by a 

team of Swedish 

economists in October 

takes a close look at 

1O=<=FӐK E9FM>9;LMJAF?

sector over the period 

1990-2015, during which 

its CO2 emissions fell 

31%. The study takes 

advantage of numerous 

changes in tax rates, 

exemptions, and other 

factors to help pin down the effects of carbon taxation. The economists conclude that carbon 

taxes caused at least a third and possibly all of that substantial drop. They added, however, 

L@9L 1O=<=F ӑ;GMD< @9N= 9;@A=N=< KA?FA>A;9FLDQ D9J?=J J=<M;LAGFK AF !-ҐӒ @9< AL FGL

exempted many firms from the full impact of the tax (see chart below). 

 

Source: Ecofys 

https://iceanet.org/wp-content/uploads/2022/01/Brehm.pdf
https://iceanet.org/wp-content/uploads/2022/01/Brehm.pdf
https://iceanet.org/wp-content/uploads/2022/01/Brehm.pdf
https://swopec.hhs.se/hamisu/papers/hamisu2022_010.1.pdf


69 

 

Even before these studies appeared, an GN=JNA=O G> 1O=<=FӐK ;9J:GF L9P =PH=JA=F;= by the 

international energy consultancy Ecofys and climate think tank Adelphi concluded in 2018 

L@9L AL ӑJ=9>>AJEK L@= D=KKGF >JGE GL@=J ;GFL=PLK L@9L @A?@ ;9J:GF HJA;=K 9J= @A?@DQ =>>=;LAN=

and efficient instruments to drive emissions reductions. . . . Overall, the Swedish carbon tax 

@9K :==F 9 @A?@DQ =>>=;LAN= AFKLJME=FL AF J=<M;AF? =EAKKAGFKӄӒ 

In other words, carbon pricing works in the real world after all. 

Sources: 

(=JG=F N9F <=F  =J?@ 9F< 'N9F 19NAFӅ ӑImpact of Carbon Pricing on Low-Carbon Innovation 

and Deep Decarbonisation: Controversies and Path ForwardӅӒ #FNAJGFE=FL9D 9F< 0=KGMJ;=

Economics, 2021. 

(=KKA;9 %J==FӅ ӑDoes carbon pricing reduce emissions? A review of ex-post analysesӅӒ

Environmental Research Letters, 16:4 (2021).  

IMF, World Economic Outlook, October 2022. 

#E9FM=D )G@DK;@==FӅ =L 9DӄӅ ӑEffects of Carbon Pricing and Other Climate Policies on CO2 

EmissionsӅӒ CESifo Working Paper No. 9347, October 2021. 

Torben K. Mi<=CK9Ӆ ӑPricing for a Cooler Planet: An Empirical Analysis of the Effect of Taxing 

CarbonӅӒ !#1A>G 5GJCAF? .9H=J җҏҕҐӅ (MF= ҐҎҐҏ 

(MDAMK (ӄ F<=JKKGFӅ ӑCarbon Taxes and CO2 Emissions: Sweden as a Case StudyӅӒAmerican 

Economic Journal: Economic Policy, 11:4 (November 2019), 1-30. 

.=LJAC 0MFKL 9F< FAL9 2@GFAHJ9Ӆ ӑDosis facit effectum: Why the scope of the carbon tax 

matters - Evidence from the Swedish residential sector,Ӓ ifh Working Paper, No. 19/2019, 

Volkswirtschaftliches Institut für Mittelstand und Handwerk an der Universität Göttingen (ifh). 

F?=D9 )ƣHHD 9F< +9J?AL 1;@J9LR=FKL9DD=JӅ ӑEffects of Environmental and Carbon Taxation: A 

Literature ReviewӅӒ 5'$- 5GJCAF? .9H=JK ҔҏҗӅ (9FM9JQ ҐҎҐҏӄ 

%MKL9N +9JLAFKKGFӅ =L 9DӄӅ ӑCarbon Pricing and Firm-Level CO2 Abatement: Evidence from a 

Quarter of a Century-Long PanelӅӒ +'13+ 5GJCAF? .9H=J 1=JA=KӅ ҐҎҐҐ-06, October 2022. 

,ADK 9MK <=E +GGJ= =L 9DӄӅ ӑDriving Innovation? Carbon Tax Effects in the Swedish Transport 

SectorӅӒ 31 ## 5GJCAF? .9H=J ,Gӄ Ґҏ-538, January 2022 

Marion Leroutier, ӑCarbon pricing and power sector decarbonization: Evidence from the UKӅӒ

Journal of Environmental Economics and Management, January 2022. 

Jonathan Marshall, Carbon Taxes Can Do the Job. !ALAR=FKӐ !DAE9L= *G::QӅ ҐҎҏҗӄ 

0Q9F 09>9LQӅ =L 9DӄӅ ӑCarbon Pricing and the Elasticity of CO2 Emissions,Ӓ 0$$ 5GJCAF? .9H=J

(21-33), October 2021. 

https://www.euki.de/wp-content/uploads/2018/09/fact-sheet-carbontax-se.pdf
https://link.springer.com/article/10.1007/s10640-021-00594-6
https://link.springer.com/article/10.1007/s10640-021-00594-6
https://iopscience.iop.org/article/10.1088/1748-9326/abdae9
https://www.imf.org/en/Publications/WEO/Issues/2022/10/11/world-economic-outlook-october-2022
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3943030
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3943030
https://www.econstor.eu/bitstream/10419/245353/1/cesifo1_wp9172.pdf
https://www.econstor.eu/bitstream/10419/245353/1/cesifo1_wp9172.pdf
https://www.aeaweb.org/articles?id=10.1257/pol.20170144
https://www.econstor.eu/bitstream/10419/201853/1/1671064631.pdf
https://www.econstor.eu/bitstream/10419/201853/1/1671064631.pdf
https://www.wifo.ac.at/jart/prj3/wifo/resources/person_dokument/person_dokument.jart?publikationsid=66813&mime_type=application/pdf
https://www.wifo.ac.at/jart/prj3/wifo/resources/person_dokument/person_dokument.jart?publikationsid=66813&mime_type=application/pdf
https://swopec.hhs.se/hamisu/papers/hamisu2022_010.1.pdf
https://swopec.hhs.se/hamisu/papers/hamisu2022_010.1.pdf
https://iceanet.org/wp-content/uploads/2022/01/Brehm.pdf
https://iceanet.org/wp-content/uploads/2022/01/Brehm.pdf
https://www.sciencedirect.com/science/article/pii/S0095069621001285
https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/carbon-taxes-can-do-the-job-economics-policy-network.pdf
https://www.rff.org/publications/working-papers/carbon-pricing-and-the-elasticity-of-co2-emissions/
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The Impact of Carbon Pricing on Global Emissions to 2050 
October 2023 

Just how much difference would carbon pricing make to global efforts to keep climate 

disruption in check? A comprehensive analysis by four economists and energy analysts at the 

Massachusetts Institute of Technology offers striking confirmation that making climate 

polluters pay is the key to keeping greenhouse gas emissions in check.  

Their study, published in the journal Economics of Energy & Environmental Policy, concerns 

trends in the global electrification of passenger cars through 2050, based on the stringency of 

climate policies in major markets such as the United States, Europe, and China. Buried in 

their analysis, however, are bigger-picture estimates of how such policies could affect CO2 

emissions and global economic growth. 

Using an enhanced version of the MIT Economic Projection and Policy Analysis model, a 

sophisticated tool uses historical data from 34 different sectors to forecast economic trends, 

they examine three different scenarios: 

¶ Their Reference scenario assumes expanded use of renewable energy for electric 

power generation and a strengthening of fuel efficiency standards for light-duty 

vehicles. 

¶ Their Paris Forever scenario models a limited increase in global climate mitigation 

=>>GJLK GN=J LG<9QӐK D=N=DKӄ 'L ӑ9KKME=K L@9L L@= ;GMFLJQ-level commitments pledged 

MF<=J L@= .9JAK ?J==E=FL 9J= E=L :Q ҐҎґҎ 9F< J=L9AF=< L@=J=9>L=JӄӒ 

¶ Their Paris to 2°C K;=F9JAG ӑ9KKME=K L@= K9E= EALA?9LAGF =>>GJLK 9K L@=Paris Forever 

scenario up to 2030, but more aggressive policy action thereafter to reach the global 

emissions trajectory needed to limit global average surface temperature warming to 

ҐẺ!ӄӒ 

From a U.S. perspective, Paris Forever is more aggressive than current U.S. policy. The 

Inflation Reduction Act at best gets us only to about a 40% reduction in carbon dioxide 

emissions relative to 2005. To meet our Paris commitments, the United States must ratchet 

emissions down 50% by 2030. In other words, this model offers helpful insights into what 

HGDA;A=K EMKL ;GE= F=PL >GJ L@= 3FAL=< 1L9L=K LG 9;@A=N= KGE=L@AF? ;DGK= LG ӑF=L R=JG :Q

ҐҎғҎӄӒ 

Their model indicates that the Paris to 2°C trajectory will require economies around the world 

to impose carbon prices that climb to $140/t CO2 in 2040 and about $200/t CO2 AF ҐҎғҎӄ &=J=ӐK

a depiction of how carbon prices in the United States would need to rise, first to meet the 

2030 Paris Commitment, and then to hold warming in check by 2050: 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/32551
http://www.iaee.org/en/publications/eeeparticle.aspx?id=408
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Economics of Energy and Environmental Policy (iaee.org) 

F< @=J=ӐK O@9L L@= J=KMDLAF? =EAKKAGFK H9L@ OGMD< DGGC DAC= A> GL@=J ;GMFLJA=K >GDDGO KMALӆ 

 

Their model forecasts that a full $200 carbon tax would cost the global economy about 3% of 

GDP by 2050 relative to the Reference scenario. No one should lose sleep over thatӜALӐK =IM9D

to just one or two years of economic growth over several decades. People in 2050 will still 

enjoy far higher levels of output than they do todayӜand with far less disruptive warming and 

air pollution than they would otherwise. 

http://www.iaee.org/en/publications/eeeparticle.aspx?id=408
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Postscript  

A new study issued by Resources for the Future sheds light on what many economic models 

of climate policy miss--the avoided damages from minimizing global warming and climate 

disruption. 

Holding global temperature rise to 1.5°C instead of 

2.5°C would produce roughly $605 trillion in present-

value benefits (reduced damages) through 2300, the 

study finds. These benefits, which total about $6.8 

trillion per year, are equivalent to 2 percent of 

projected global GDP between 2020 and 2300. (Keep 

in mind that these numbers are huge in part because 

the time period is extremely long.) 

 

Sources: 

1=J?=Q .9DLK=N =L 9DӄӅ ӑGlobal Electrification of Light-

duty Vehicles: Impacts of Economics and Climate 

PolicyӅӒEconomics of Energy and Environmental 

Policy, 11:1 (January 2022). 

(GJ<9F 5AF?=FJGL@ =L 9DӄӅ ӑThe Economic Benefits of 

Achieving the Paris Agreement GoalsӅӒ 0=KGMJ;=K >GJ

the Future Issue Brief, October 16, 2023. 

 

https://www.rff.org/publications/issue-briefs/the-economic-benefits-of-achieving-the-paris-agreement-goals/
http://www.iaee.org/en/publications/eeeparticle.aspx?id=408
http://www.iaee.org/en/publications/eeeparticle.aspx?id=408
http://www.iaee.org/en/publications/eeeparticle.aspx?id=408
https://media.rff.org/documents/IB_23-08_v2.pdf
https://media.rff.org/documents/IB_23-08_v2.pdf
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The State of Carbon Pricing Around the World 
May 2024 

!9J:GF HJA;AF? @9K L@AK AF ;GEEGF OAL@ GL@=J ;DAE9L= HGDA;A=K 9<GHL=< 9JGMF< L@= OGJD<ӆ 'LӐK

helping to control greenhouse gas pollution, but not nearly enough to stave off unacceptable 

disruption of the global climate. 

2@9LӐK L@= E=KK9?= ' L9C= 9O9Q >JGE L@= D9L=KL 9FFM9D J=HGJL >JGE L@= 5GJD<  9FCӅState and 

Trends of Carbon Pricing 2024. It provides invaluable data charting the progress of this most 

powerful climate policy in the face of daunting political obstacles that confront virtually all 

efforts to put a lid on emissions of carbon dioxide and other heat-trapping gases. 

On the bright side, carbon pricing now reaches a quarter of those emissions, up from only 7% 

a decade ago. The number of countries and other jurisdictions adopting carbon pricing grew 

by two last year to 75, with more plans in the works in such important countries as Brazil, 

!@AD=Ӆ !GDGE:A9Ӆ 'F<A9Ӆ 9F< 2MJC=Qӄ F< L@= #MJGH=9F 3FAGFӐK !9J:GF  GJ<=J <BMKLE=FL

Mechanism will provide strong incentives for these and other trading partners to join the 

carbon pricing bandwagon. 

 

As global emissions rose, carbon pricing revenues set a new record of $104 billion last year. 

More than half went to fund climate and environmental programs. Only about 10% of 

revenues were redistributed to households in the form of dividends or the like, with Austria 

and Canada as leaders in that policy.   

Effective carbon prices, however, slipped in some countries, including the UK and the 

European Union, in the face of voter discontent with high energy prices. In virtually all 

;GMFLJA=KӅ ;9J:GF HJA;=K J=E9AF ӑ>9DD K@GJL G> L@= 9E:ALAGF F==<=< LG 9;@A=N= L@= .9JAK

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/36236
https://openknowledge.worldbank.org/server/api/core/bitstreams/de3e6372-811f-47b3-989e-70ced694f9a8/content
https://openknowledge.worldbank.org/server/api/core/bitstreams/de3e6372-811f-47b3-989e-70ced694f9a8/content
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?J==E=FL ?G9DKӅӒ L@= J=HGJL FGL=Kӄ 2@9L K@GJL>9DD HMLK 9L K=JAGMK JAKC 9FQ @GH= G> DAEALAF?

global warming to 2°C above pre-industrial levels. 

K L@= J=HGJL =D9:GJ9L=KӅ ӑIn 2017, the High-Level Commission on Carbon Prices concluded 

that carbon prices needed to be USD 40-80/ton of carbon dioxide equivalent (tCO2e) in 2020 

and reach USD 50-100/tCO2e by 2030 to be on track to limit temperature rises to well below 

2ºC. 47 In 2024, only seven carbon pricing instruments, covering less than 1% of global GHG 

emissions, reached price levels at or above the inflation-adjusted minimum level of USD 63 

per tCO2e (in 2024 USD).Ӓ 

The bottom line should come as no surprise: the world needs to do more, and quickly: 

ӑ"=KHAL= L@= HGKALAN= LJ=F<K L@9L 9J= GMLDAF=< AF L@AK Q=9JӐK J=HGJLӅ @A?@=J HJA;AF? 9F< OA<=J

coverage are going to be essential to really unlock the potential of carbon pricing. This will 

require political commitment, stronger global frameworks, and initiatives to share best 

practices that can help drive ambition. Time is not on our side as countries will need to move 

further, faster to decisively bend the emissions curve and safeguard a livable planet.Ӓ 
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Postscript  

2@= 5GJD<  9FCӐK 9FFM9D J=HGJL GF ;9J:GF HJA;AF? L=DDK GFDQ H9JL G> L@= KLGJQӄ 'L <=9DK OAL@

direct pricing programs in the form of explicit carbon taxes or emissions trading systems but 

fails to credit many countries around the world, including the United States, that indirectly 

HJA;= =EAKKAGFK L@JGM?@ HGDA;A=K KM;@ 9K ?9KGDAF= GJ <A=K=D >M=D L9P=K L@9L 9J=FӐL <AJ=;LDQ

linked to carbon content.  

E9BGJ F=O 5GJD<  9FC OGJCAF? H9H=JӅ ӑMeasuring Total Carbon PricingӅӒ K==CK LG H9AFL 9

fuller picture of global carbon pricing. It estimates indirect taxes without straying into more 

nebulous territory of trying to assign price equivalents to non-price policies such as 

renewable portfolio standards or clean energy subsidies. The common denominator across 

?=FMAF= HJA;AF? HGDA;A=KӅ AL HGAFLK GMLӅ AK L@= ӑHGDDML=J H9QK HJAF;AHD=ӄӒ 

One result of this sophisticated study of 142 countries from 1991 to 2021 is to demonstrate 

that carbon pricing is far more widespread and robust than previously reported. Many 

<=N=DGHAF? F9LAGFKӅ AF H9JLA;MD9JӅ <=K=JN= EM;@ EGJ= ;J=<AL L@9F L@=QӐN= HJ=NAGusly received 

for their fossil fuel taxes. As of 2021, 87% of the global total carbon price consisted of indirect 

pricing, mostly of transportation fuels. 

https://documents1.worldbank.org/curated/en/099548206152339098/pdf/IDU124d2b624145531468a1a4d418173bf51a4fd.pdf
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Unfortunately, the study also reports relatively little progress over the past three decades in 

growth of total carbon prices (TCP). One culprit, it explains, is the prevalence of offsetting fuel 

subsidies that undercut the benefit of direct and indirect carbon pricing (DCP and ICP). 

 

 

Source:  

.9GDG ?FGDM;;A =L 9DӄӅ ӑMeasuring Total Carbon PricingӅӒ 5GJD<  9FC %JGMHӅ .GDA;Q 0=K=9J;@

Working Paper 10486, June 20223. 

 

Will the Real Carbon Price Please Stand Up? 
October 2022 

If you want to gauge the impact of carbon pricing in the 43 countries and 32 subnational 

jurisdictions that have it, you need to look not only at the level of the price but its coverage. 

Many countries exempt entire industries to avoid political backlash or trade issues. The result 

sometimes looks more like Swiss cheese than true economy-wide price incentives to reduce 

dependence on fossil fuels. 

2@= 5GJD<  9FC @9K DGF? =EH@9KAR=< L@AK AFL=JHD9Q AF ALK 9FFM9D J=HGJLK GF L@= ӑState and 

Trends of Carbon PricingӄӒ K L@AK ;@9JL L9C=F >JGE L@= ҐҎҐҐ =<ALAGF K@GOKӅ KGE= ;GMFLJA=K

like Sweden and Switzerland have heroically high carbon prices but only middling coverage. 

Others, like Canada, have modest tax rates but exempt fewer sectors of their economies. 

A new World Carbon Pricing Database developed by Resources for the Future and researcher 

Geoffroy Dolphin offers an online tool that lets you see at a glance not only what countries 

and jurisdictions have carbon pricing, but what their effective, or emissions-weighted, prices 

really are. That is to say, the average carbon price across all sectors, weighted by each 

K=;LGJӐK K@9J= G> L@= =;GFGEQӐK LGL9D ;9J:GF <AGPA<= =EAKKAGFKӄ 

https://documents1.worldbank.org/curated/en/099548206152339098/pdf/IDU124d2b624145531468a1a4d418173bf51a4fd.pdf
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/26537
https://openknowledge.worldbank.org/handle/10986/37455
https://openknowledge.worldbank.org/handle/10986/37455
https://www.rff.org/publications/data-tools/world-carbon-pricing-database/?_gl=1*lp50pa*_ga*Njc0NzY5OTI5LjE2NjI3NTAwNTE.*_ga_HNHQWYFDLZ*MTY2NDk5MTcyNi4zLjAuMTY2NDk5MTczMC4wLjAuMA..
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2@= 0$$ <9L9:9K= HJGNA<=K AFKA?@LK QGM ;9F GFDQ ?M=KK 9L >JGE L@= 5GJD<  9FCӐK E9H 9:GN=ӄ

$GJ =P9EHD=Ӆ AL J=HGJLK L@9L !@AF9ӐK =>>=;LAN= ;9J:GF HJA;= AF ҐҎҐҎӅ >JGE ALKnascent emissions 

trading scheme, was a mere $0.37 per metric ton of CO2. 

Sweden, which introduced a carbon tax in 1990, has long boasted of a carbon price of nearly 

$130 per metric ton. Because of its many exemptions, however, RFF reports an effective 

carbon price of only $56.57 in 2020 (still one of the highest in the world). 

K 9 !9DA>GJFA9 J=KA<=FLӅ ' O9K AFL=J=KL=< LG FGL= L@9L EQ KL9L=ӐK =>>=;LAN= ;9J:GF HJA;= AF ҐҎҐҎ

was $13.63, thanks to the fact that our cap-and-trade market covers 82% of emissions. That 

J9L= ;GEH9J=K >9NGJ9:DQ LG %=JE9FQӐK =>>=;LAN= HJA;= G> ẼҏҐӄғғӅ L@= 3)ӐK =>>=;LAN= HJA;= G>

ẼҏҏӄҒҎӅ 9F< !9F9<9ӐK G> ẼҏҏӄҏҖӄ .JA;=K AF 9DD G> L@=K= BMJAK<A;LAGFK @9N= JAK=F KM:KL9FLA9DDQ

since then, so this tool is already a little dated. 

0$$ AKFӐL L@= GFDQ <9L9 KGMJ;= 9N9AD9:D=ӄOECD has a database on effective carbon rates for the 

E9BGJ =;GFGEA=K AL ;GN=JK 9K O=DD 9K 9 ?DGKKQ :JG;@MJ= GF ӑEffective Carbon Rates 2021ӄӒ 

Earlier this year, the journal Climate Policy published an analysis by three scholars of 

ӑ;GEHJ=@=FKAN= ;9J:GF HJA;=K G> F9LAGF9D ;DAE9L= HGDA;A=KӅӒ L9CAF? AFLG 9;;GMFL L@= AEHDA;AL

carbon prices reflected by a broad range of non-price policies that reduce carbon emissions. 

Their analysis tells a rather different story, shown in the chart below: 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/25455
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/25455
https://stats.oecd.org/Index.aspx?DataSetCode=ECR
https://www.oecd.org/tax/tax-policy/effective-carbon-rates-2021-brochure.pdf
https://www.tandfonline.com/doi/full/10.1080/14693062.2021.2014298
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Measuring comprehensive carbon prices of national climate policies (2022) 

They report that their comprehensive measure shows a meaningful rise in global climate 

mitigation efforts over the past decade: 

 

Source: 

+9JC !9J@9JLӅ =L 9DӄӅ ӑMeasuring comprehensive carbon prices of national climate policiesӅӒ

Climate Policy, 22:2, January 2022. 

https://www.tandfonline.com/doi/full/10.1080/14693062.2021.2014298
https://www.tandfonline.com/doi/full/10.1080/14693062.2021.2014298
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ìőċƣќƚШthe Matter with Canada? 
November 2022 

Ever since Canada enacted a carbon fee and dividend policy AF ҐҎҏҗӅ 'ӐN= :==F 9 @M?= >9Fӄ

(Other enthusiasts include Nobel Prize-winning economists William Nordhaus and Joseph 

Stiglitz and the International Monetary Fund.) Its benchmark fee started at C$20 per metric 

ton of CO2 and is programmed to rise to C$170/t by 2030, which will make it the highest in the 

world. The law also returns 90 percent of the revenue to individuals, making it highly 

progressive and helping to shield it against ongoing political attacks. 

So I was distressed to read that Canada ranks dead last 9EGF? L@= OGJD<ӐK ҏҎ EGKL

developed countries in terms of meeting its greenhouse gas emissions targets for 2030, 

according to Corporate Knights, a sustainable economy research firm. In 2019, the last pre-

H9F<=EA; Q=9J >GJ O@A;@ <9L9 9J= 9N9AD9:D=Ӆ !9F9<9Ӑs emissions were down only 3 million 

metric tons (Mt) from the 2005 baseline. It will need annual cuts of about 30 Mt to reach its 

goal of a 40-45% reduction by 2030. (The United States aims for a reduction of 50-52%.) 

 

Source: Government of Canada 

1G O@9LӐK L@= E9LL=J OAL@ !9F9<9Ӌ ' KHGC= OAL@ GF= G> L@= ;GMFLJQӐK EGKL <AKLAF?MAK@=<

economists, Nicholas Rivers, Canada Research Chair in Climate and Energy Policy at the 

University of Ottawa and followed up by reading a variety of studies. In brief, the problem 

OAL@ !9F9<9ӐK ;9J:GF L9P K==EK JGGL=< AF L@J== E9AF AKKM=Kӆ 

¶ 'L @9KFӐL :==F AF =>>=;L DGF? =FGM?@Ӆ 9DL@GM?@ KGE= HJGNAF;=K @9< ;9J:GF HJA;AF?

programs that predate it. The national policy setting a minimum price only passed in 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27056
https://community.citizensclimate.org/resources/item/19/382
https://foreignpolicy.com/2021/11/29/canada-carbon-pricing-club-theory-climate-imf/
https://www.imf.org/en/News/Articles/2021/03/17/na031821-four-charts-on-canadas-carbon-pollution-pricing-system
https://www.corporateknights.com/rankings/earth-index/2022-earth-index/earth-index-canada/?utm_source=Sailthru&utm_medium=email&utm_campaign=FP%20Energy%20Newsletter%202022-11-09&utm_term=FP_Energy
https://www.canada.ca/en/environment-climate-change/services/environmental-indicators/greenhouse-gas-emissions.html
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2019 after many years of relative inaction by the former government. The tax also 

started at a low level and only this year climbed to C$50/t. 

¶ !9F9<9ӐK ;9J:GF HGDA;Q H=JEALK ;GFKA<=J9:D= N9JA9LAGF >JGE HJGNAF;= LG HJGNAF;= 9F<

?G=K =9KQ GF E9FQ E9BGJ AF<MKLJA=KӅ AF;DM<AF? L@= :GGEAF? GAD 9F< ?9K K=;LGJӄ 2@9LӐK

a problem since emissions from oil and gas production have increased 74% since 1990 

and now account for 27% of national greenhouse gas emissions, more than any other 

sector. 

¶ The impact of the carbon tax has been blunted by ongoing uncertainty over its 

political future. The Conservative Party continues to inveigh against it, much as 

Republicans vow to overturn Obamacare. That discourages investment by businesses 

and households in longer-lived equipment that would reduce emissions. 

 

Source: Government of Canada 

Too many loopholes 

To avoid political brawls with provinces like petroleum-rich Alberta and with major industries 

;GF;=JF=< GN=J L@=AJ AFL=JF9LAGF9D ;GEH=LALAN=F=KKӅ L@= ;9J:GF L9P HGDA;Q @9< ӑDGLK G>

DGGH@GD=KӅӒ 0AN=JK =PHD9AF=<Ӆ AF;DM<AF? OA<= D9LALM<= >GJ <A>>=J=F;=K AFprovincial 

9<EAFAKLJ9LAGFӄ ӑ2@= ?GN=JFE=FLӐK H@ADGKGH@Q O9K ӏ*=LӐK ?=L KGE=L@AF? AF HD9;= 9F< L@=F

OGJC GF LA?@L=FAF? AL GN=J LAE=ӅӐ :ML L@9L E=9FL L@9L AF E9FQ ;9K=K ӨL@= HGDA;Q O9Kө EGJ=

D=FA=FL L@9F O=Ӑ< DAC= LG K==ӄӒ 

https://financialpost.com/commodities/energy/oil-gas/trudeau-canada-minuscule-climate-progress
https://www.canada.ca/en/environment-climate-change/services/environmental-indicators/greenhouse-gas-emissions.html#oil-gas
https://www.canada.ca/en/environment-climate-change/services/environmental-indicators/greenhouse-gas-emissions.html#oil-gas
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The first independent review of carbon pricing last year by the Canadian Institute for Climate 

Choices identified weak and inconsistent provincial pricing of emissions from major industrial 

HD9FLK 9K GF= C=Q <J9O:9;Cӄ ӑ5= O=J= KMJHJAK=< 9L L@= D9J?= N9JA9LAGF AF 9N=J9?= ;GKL 9HHDA=<

to large emitters both across and within jurisdictions, ranging between $1.80 and $26 per 

LGFF= OAL@ 9F 9N=J9?= G> ẼҒӄҗҔ H=J LGFF= AF ҐҎҐҎӅӒit reportedӄ ӑ2@AK 9N=J9?= ;GKL KA?F9D AK

=P;=HLAGF9DDQ DGOӄӒ 

A major climate-policy report AKKM=< =9JDA=J L@AK Q=9J :Q !9F9<9ӐK M<ALGJ %=F=J9D KAEAD9JDQ

;JALA;AR=< ӑO=9C EAFAEME F9LAGF9D KL9F<9J<K >GJ D9J?= =EALL=JKӒ DAC= GAD 9F< ?9K HJG<M;=JKӄ 'L

HJ9AK=< ;9J:GF HJA;AF? 9K ӑGF= G> L@= EGKL =>>A;A=FL HGDA;Q 9HHJG9;@=K LG J=<M;AF?

greenhouse gas =EAKKAGFKӒ :ML FGL=< L@9L ALK =>>=;LAN=F=KK ӑJ=IMAJ=K L@9L AL := 9HHDA=<

:JG9<DQ 9F< HJGEHLDQ 9F< :=;GE=K AF;J=9KAF?DQ KLJAF?=FLӄӒ 

Exemplifying the problem with provincial exceptions to national policy, the Alberta 

government earlier this year used revenue from its provincial tax on industrial polluters to 

purchase ads promoting an oil sands pipeline expansionӄ 2@= HJGNAF;=ӐK EAFAKL=J G> =F=J?Q

previously worked for the Canadian Energy Pipeline Association. 

Too much uncertainty 

0AN=JK LGD< E= >MJL@=J L@9L ӑ9DL@GM?@ L@= ;9J:GF HJA;= K;@=<MD= AK @A?@Ӆ >AJEK 9J=FӐL 9:D= LG

finance some low-carbon investments because of the political risk that the tax will be 

OAL@<J9OFӄ 2@AK <G=KFӐL 9HH=9J AF L@= EG<=DKӄ 2@=J= AK 9 ?J=9L <=9D G> HJ9;LA;9D MF;=JL9AFLQӄӒ 

The Canadian Climate Institute addressed that issue head on in a report issued this October, 

ӑClosing the Carbon-Pricing Certainty GapӒ: 

Decarbonizing Canadian industry requires billions of dollars in private-sector 

investments today to achieve our 2030 targets. In order for those investments to make 

sense for firms and investors, they must be confident that !9F9<9ӐK ;9J:GF HJA;= OADD

actually increase as scheduled. . . . 

This is a real problem Ӝ AL AKFӐL L@=GJ=LA;9Dӄ -N=J L@= ;GMJK= G> <GR=FK G> ;GFN=JK9LAGFK

with industry, business associations, commercial investors, and other stakeholders, the 

authors heard again and again that the carbon-pricing certainty gap is inhibiting 

investment and needs to be addressed urgently in order to accelerate industrial 

decarbonization. 

One of its recommendations, which is under serious official consideration, is for the federal 

government in effect to guarantee the future carbon price through contracts with firms 

undertaking major carbon-reducing investments. If the price rises as expected, the 

government would pay nothing. If a future government reneges on planned price increases, it 

OGMD< := ;GFLJ9;LM9DDQ G:DA?9L=< LG E9C= MH L@= >AJEKӐ DGKL J=N=FM=ӄ 

 

https://environmentjournal.ca/first-independent-review-on-carbon-pricing-in-canada/
https://climatechoices.ca/wp-content/uploads/2021/06/State-of-carbon-pricing-report-English-FINAL.pdf
https://www.oag-bvg.gc.ca/internet/English/parl_cesd_202204_05_e_44025.html
https://www.desmog.com/2022/04/19/alberta-spending-carbon-tax-on-oil-campaigns/
https://www.desmog.com/2022/04/19/alberta-spending-carbon-tax-on-oil-campaigns/
https://cleanprosperity.ca/wp-content/uploads/2022/10/Closing_the_Carbon-Pricing_Certainty_Gap.pdf
https://financialpost.com/commodities/energy/oil-gas/liberals-carbon-tax-climate-change
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Too much misinformation  

The Liberal government is listening to constructive critics and working to reform carbon 

HJA;AF? 9F< GL@=J F9LAGF9D HGDA;A=K LG @=DH E==L L@= ;GMFLJQӐK =EAKKAGFK ?G9DKӄ  ML L@=

political future of its carbon fee remains uncertain owing to relentless opposition by the rival 

Conservative Party. Its leaders have taken advantage of rising energy prices to condemn the 

cost to consumers, without acknowledging either the offsetting dividend or the benefits of 

climate mitigation. 

Prime Minister Justin Trudeau vented this September against one such critic, the 

!GFK=JN9LAN= HJ=EA=J G> +9FALG:9ӆ ӑ5@9L L@= HJ=EA=J 9F< GL@=JK 9;JGKK L@= ;GMFLJQ <GFӍL

seem to be honest about with Canadians is in the places like Manitoba, where the federal 

price on pollution applies, average families get more money back from the price on pollution 

than the extra price on pollution costs them. We found a way of fighting climate change while 

supporting families who need that support, and that's something that we are going to 

;GFLAFM= LG <GӄӒ 

Some of the biggest Conservative talking points were provided by a parliamentary report 

AKKM=< AF +9J;@Ӆ O@A;@ ;D9AE=< L@9L ӑEGKL @GMK=@GD<KӒ OGMD< ӑK== 9 F=L DGKKӒ >JGE L@=

program owing to its negative impact on economic growth. 

There were two huge problems OAL@ L@= J=HGJLӄ -F= AK L@9L ALK =;GFGEA; EG<=D <G=KFӐL

accord with real-world studies, which show again and again and again that carbon taxes have 

no meaningful negative impact on economic growth. A 2021 study G>  JALAK@ !GDME:A9ӐK

=PH=JA=F;= OAL@ ;9J:GF L9P=K KAF;= ҐҎҎҖ <=;D9J=<Ӆ ӑJ=N=FM=-neutral carbon taxation has no 

negative impacts on GDP. We thus conclude that implementing a pre-announced policy of 

revenue-neutral carbon taxation . . . contributes to lowering harmful greenhouse gases into 

L@= 9LEGKH@=J= OAL@GML @MJLAF? L@= GN=J9DD =;GFGEQ G> L@= 9KKG;A9L=< J=?AGFӄӒ 

The other problem with the report is it examined only the costs and not the potential benefits 

of carbon pricing. Any investment looks bad under such one-sided scrutiny. Indeed, a 

scholarly study published in Environmental Politics D9KL Q=9J ;GEHD9AF=< 9:GML ӑ=;GFGEA;

;GFKMDL9FLK @AJ=< :Q L@= H=LJGD=ME AF<MKLJQӒ O@G ӑMK=< EG<=DK L@9L AF>D9L=< HJ=<A;L=< ;GKLK

O@AD= A?FGJAF? HGDA;Q :=F=>ALKӒ LG ӑMF<=JEAFӨ=ө FME=JGMK E9BGJ ;DAE9L= HGDA;Q AFALA9LAN=K AF

the US over a span of decades, in;DM<AF? ;9J:GF HJA;AF?ӄӒ 

The Parliamentary Budget Office was not hired by the petroleum industry, of course, but it 

ignored facts about the economic harm to Canada from climate change like those reported 

recently by the Canadian Climate Institute: 

¶  Q ҐҎҐғӅ ;DAE9L= AEH9;LK OADD KDGO !9F9<9ӐK =;GFGEA; ?JGOL@ :Q ẼҐғ :ADDAGF 9FFM9DDQӅ

which is equal to 50 per cent of projected GDP growth. 

https://community.citizensclimate.org/discuss/viewtopic/1840/26320
https://www.cbc.ca/news/politics/trudeau-premiers-carbon-tax-1.6571042
https://www.pbo-dpb.ca/en/publications/RP-2122-032-S--distributional-analysis-federal-carbon-pricing-under-healthy-environment-healthy-economy--une-analyse-distributive-tarification-federale-carbone-dans-cadre-plan-un-environnement-sain-une-eco
https://www.cbc.ca/news/politics/house-of-commons-pbo-report-carbon-tax-1.6625612
https://ideas.repec.org/a/gam/jjrfmx/v15y2022i9p404-d912454.html
https://www.rff.org/publications/reports/lessons-from-the-literature-for-state-carbon-pricing-policy-design/
https://www.econstor.eu/handle/10419/231459
https://doi.org/10.5547/01956574.42.3.jber
https://www.tandfonline.com/doi/full/10.1080/09644016.2021.1947636
https://institute.smartprosperity.ca/EstimatingImpact
https://climateinstitute.ca/news/canadas-economy-already-hurt-by-climate-change-households-hit-hardest/
https://climateinstitute.ca/news/canadas-economy-already-hurt-by-climate-change-households-hit-hardest/
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¶ Low-income households could see income losses of 12 per cent in a low emissions 

scenario and 19 percent in a high emissions scenario by the end of the century.  

¶ Job losses could increase to 2.9 million by end-of-century. 

¶ Proactive adaptation measures combined with global mitigation measures would cut 

costs to Canada by three-quarters.  

 

1GMJ;=ӆ ӑDamage Control: Reducing the Costs of Climate Impacts in CanadaӅӒ ҐҎҐҐ 

!9F9<9ӐK HJ=KLA?AGMK #;G>AK;9D !GEEAKKAGFӅ AF ;GFLJ9KLӅ <A< =P9EAF= :GL@ KA<=K G> L@=

equation and reported L@9L ӑ;9J:GF HJA;AF? LGHK L@= DAKLӒ G> HGDA;A=K LG E==L !9F9<9ӐK %&%

reduction target: 

ӑ'L <=DAN=JK L@= DGO=KL ;GKL =EAKKAGFK J=<M;LAGFKӄ  A steadily rising carbon price can achieve 

!9F9<9ӐK L9J?=Land maintain strong economic growth. It can also generate revenue that can 

be returned to Canadians to maintain affordability. . . Our modelling shows that carbon 

pricing will grow Canadian incomes on average by $3,300 more in 2030 relative to a policy 

approach that relies on a mix of subsidies and industry-GFDQ J=?MD9LAGFKӄӒ 

Amen to that. 

P.S. I recently came across this interesting projection by the International Energy Agency in 

2020 of the impacts of various climate policies in Canada. It's too soon to know whether 

carbon pricing is setting Canada on track to meet that prediction. Here's a chart showing the 

full range of policies that IEA considered: 

https://climateinstitute.ca/wp-content/uploads/2022/09/Damage-Control_-EN_0927.pdf
https://ecofiscal.ca/reports/bridging-gap-real-options-meeting-canadas-2030-ghg-target/
https://www.iea.org/reports/implementing-effective-emissions-trading-systems/defining-the-role
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Sources: 

Jean-2@GE9K  =JF9J< 9F< +9J9D )A;@A9FӅ ӑThe Impact of a Revenue-Neutral Carbon Tax on 

GDP Dynamics: The Case of British ColumbiaӅӒThe Energy Journal, 42:3 (2021). 27-33. 

Angela Köppl, ӑEffects of environmental and carbon taxation: A literature reviewӅӒ 5'$-

Working Papers 619, 2021. 

)9L@JQF= !D=9JQ =L 9DӄӅ ӑLessons from the Literature for State Carbon Pricing Policy DesignӅӒ

Resources for the Future report, January 2022. 

HGGJN9 %MJLM =L 9DӄӅ ӑEmissions Reduction Policies and Their Effects on EconomyӅӒ +".'Ӆ ҏғ

(September 2022), 1-17. 

!9F9<A9F !DAE9L= 'FKLALML=Ӆ ӑDamage Control: Reducing the Costs of Climate Impacts in 

CanadaӅӒ ҐҎҐҐ 

 

 

https://journals.sagepub.com/doi/10.5547/01956574.42.3.jber
https://journals.sagepub.com/doi/10.5547/01956574.42.3.jber
https://www.econstor.eu/handle/10419/231459
https://www.rff.org/publications/reports/lessons-from-the-literature-for-state-carbon-pricing-policy-design/
https://ideas.repec.org/a/gam/jjrfmx/v15y2022i9p404-d912454.html
https://climateinstitute.ca/wp-content/uploads/2022/09/Damage-Control_-EN_0927.pdf
https://climateinstitute.ca/wp-content/uploads/2022/09/Damage-Control_-EN_0927.pdf
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?ŸŰќƣШ7ĲũŔĲƻĲШƣőĲШ~ŔƚŔŰŉŸƖůċƣŔŸŰШ ĤŸƨƣШ9ċŰċĬċќƚШ9ċƖĤŸŰШÑċǂШċŰĬШ
Rebate 
October 2024 

If Conservative Party demagogues in Canada succeed in their ;9EH9A?F LG ӑ9P L@= L9xӒ and 

J=H=9D L@= ;GMFLJQӐK EG<=D ;9J:GF >== 9F< <ANA<=F< HGDA;QӅ 9 :A? H9JL G> L@= :D9E= OADD DA=

with the nonpartisan and ostensibly expert Parliamentary Budget Office (PBO). 

In 2022, the PBO issued a seemingly authoritative but deeply flawed economic and financial 

9F9DQKAK G> ;9J:GF HJA;AF? AF !9F9<9ӄ Ӧ$GJ EGJ= <=L9ADKӅ K== EQ HGKLӅ ӑ5@9LӐK L@= +9LL=J OAL@

Canada?Ӓӧ 

Although the PBO conceded that most households would get back more in rebates than they 

paid in higher energy prices (the fiscal impact), it emphasized that most Canadians would 

KM>>=J DGKK=K >JGE ӑL@= GN=J9DD F=?9LAN= ӄ ӄ ӄ AEH9;L G> ;9J:GF HJA;AF?Ӓ GF L@= ;GMFLJQӐK

economy. By 2030, it estimated for example, the shortfall in potential growth would cost 

many middle-income households in Alberta more than 1% of disposable income (see 

Summary Figure 1).  

  

A Distributional Analysis of Federal Carbon Pricing under A Healthy Environment and A 

Healthy Economy ӛ PBO 2022  

While anti-government Conservatives and media jumped on those estimates as proof that 

NGL=JK O=J= :=AF? >D==;=<Ӆ E9FQ =;GFGEAKLK <=;JA=< L@= . -ӐK >9ADMJ= LG O=A?@ L@= ;GKL G>

<GAF? FGL@AF? LG ;MJ: L@= D9J?= 9F< ?JGOAF? AEH9;L G> ;DAE9L= ;@9F?= GF !9F9<9ӐK economy. 

If businesses adopted such a methodologyӜlooking at only one side of the cost/benefit 

equationӜthey would never invest a dollar in anything. 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/38297
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/38297
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/37847
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27056
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27056
https://distribution-a617274656661637473.pbo-dpb.ca/6399abff7887b53208a1e97cfb397801ea9f4e729c15dfb85998d1eb359ea5c7
https://distribution-a617274656661637473.pbo-dpb.ca/6399abff7887b53208a1e97cfb397801ea9f4e729c15dfb85998d1eb359ea5c7
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Economists also criticized the PBO for serious technical errors. Earlier this month, as a result, 

the PBO issued a revised report fixing those errors. The report still fails to estimate the 

benefits of climate action, but now it concedes that costs to households will be much lower 

than previously reported. In the case of Alberta, for example, the PBO now estimates the 

average net cost per household at $697 in 2030, down from $2,773. 

But both PBO reports suffer from another structural failing: the critical assumption 

embedded in their economic model that taxing fossil fuels while recycling revenues will curb 

economic growth. 

In my previous postӅ ' FGL=< L@9L ӑALK =;GFGEA; EG<=D <G=KFӐL 9;;GJ< OAL@ J=9D-world studies, 

which show again and again and again that carbon taxes have no meaningful negative 

impact on economic growth. A 2021 study G>  JALAK@ !GDME:A9ӐK =PH=JA=F;= OAL@ ;9J:GF L9P=K

KAF;= ҐҎҎҖ <=;D9J=<Ӆ ӑJ=N=FM=-neutral carbon taxation has no negative impacts on GDP. We 

thus conclude that implementing a pre-announced policy of revenue-neutral carbon taxation 

. . . contributes to lowering harmful greenhouse gases into the atmosphere without hurting 

L@= GN=J9DD =;GFGEQ G> L@= 9KKG;A9L=< J=?AGFӄӒ 

-F= G> L@= OGJD<ӐK D=9<AF? 9ML@GJALA=K GF L@= =;GFGEA;K G> ;9J:GF HJA;AF?Ӆ 2M>LK 3FAN=JKALQ

economist Gilbert Metcalf, last year summarized the results of many empirical studies in a 

review essay for Oxford Review of Economic Policy. ӑ[O]nce [business] creation and technology 

adoption are incorporated into modelling,Ӓ @= G:K=JN=<Ӆ ӑcarbon taxes may lead to modestly 

HGKALAN= AEH9;LK GF =;GFGEA; GMLHML ӦAF 9<<ALAGF LG L@= =FNAJGFE=FL9D :=F=>ALKӧӄӒ 

A new paper circulated by two economists at the University of California Los Angeles and 

Wake Forest University reports success in replicating a landmark 2023 study by Metcalf and 

famed Harvard economist James Stock. Metcalf and Stock analyzed data on carbon pricing 

and macroeconomic growth in 31 European countries from 1990 through 2018. In addition to 

finding that carbon pricing significantly reduced carbon dioxide, they demonstrated that 

ӑcarbon taxes have no adverse effects on GDP growth or employment. In fact, . . . carbon 

L9P=K E9Q @9N= 9 R=JG LG EG<=KLDQ HGKALAN= =>>=;L GF :GL@ AF<A;9LGJKӄӒ The new replication 

study strengthens that conclusion through additional tests using different statistical 

specifications. 

In short, the only major finding worth believing from the updated PBO study is that most 

Canadian households would come out significantly aheadӜby as much as 1% of disposable 

incomeӜfrom the combined carbon tax and rebate in 2030. (See Table 1 below, noting that 

F=?9LAN= FME:=JK J=HJ=K=FL 9F AF;GE= ?9AFӄӧӄ 2@9L AKӅ A> GHHGF=FLK >9AD LG ӑ9P L@= L9PӒ 9F<

!9F9<9ӐK >D9?K@AH ;DAE9L= HGDA;Q J=E9AFK GF L@= :GGCKӄ 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27056
https://ideas.repec.org/a/gam/jjrfmx/v15y2022i9p404-d912454.html
https://www.rff.org/publications/reports/lessons-from-the-literature-for-state-carbon-pricing-policy-design/
https://www.econstor.eu/handle/10419/231459
https://doi.org/10.5547/01956574.42.3.jber
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/29850
https://www.econstor.eu/bitstream/10419/303905/1/I4R-DP167.pdf
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PBO 2024 A Distributional Analysis of the Federal Fuel Charge ӛ Update   

 

 

https://www.pbo-dpb.ca/en/publications/RP-2425-017-S--distributional-analysis-federal-fuel-charge-update--analyse-distributive-redevance-federale-combustibles-mise-jour
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ÑőĲШÉƣŸƖǃШŸŉШfƖĲũċŰĬќƚШ9ċƖĤŸŰШÑċǂ 
May 2024 

At the end of his official visit to Ireland last year, President 

Biden remarked L@9L KLGJA=K G> @AK 9F;=KLJ9D ;GMFLJQ ӑ@9N=

:=;GE= H9JL G> EQ KGMDӄӒ &=J=ӐK 9 F=O KLGJQ @= K@GMD< L9C=

to heart in his next term: how Ireland is meeting its climate 

obligations with a national carbon tax. 

Most Americans have no clue that neighboring Canada has a 

F9LAGF9D ;9J:GF L9P L@9L JGK= LG !ẼҖҎ L@AK HJADӅ KG ALӐK @9J<DQ

KMJHJAKAF? L@9L 'J=D9F<ӐK ;9J:GF L9P AK DALLD= CFGOF =N=F

among climate activists.  

To the average Irish resident, however, the tax is real enough. On May 1, it increased by ỀҕӄғҎ

LG ỀғҔ H=Jmetric ton of CO2 (about US$60). The average household will pay about $125 per 

Q=9J AF ;9J:GF L9P=K =E:=<<=< AF L@= =F=J?Q 9F< ?GG<K L@=Q ;GFKME=ӄ 'J=D9F<ӐK ;9J:GF L9P AK

now one of the highest in the world, according to World Bank data.  

 

Under leadership of its Green Party, and with strong support from economists at a time of 

fiscal turmoil, Ireland introduced its carbon tax in December 2009 at a rate of Ềҏғ H=Jmetric 

ton. It was soon levied on all major fossil fuels but exempted sectors like power generation 

;GN=J=< :Q L@= #MJGH=9F 3FAGFӐK #EAKKAGFK 2J9<AF? 1QKL=Eӄ ҐҎҎҗ O9K L@= K9E= Q=9J 9

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/35994
https://apnews.com/article/biden-ireland-ancestor-president-9da89a36f944a6103f7bae5d91103671
https://www.rte.ie/news/business/2024/0501/1446656-carbon-tax-increase/
https://openknowledge.worldbank.org/entities/publication/58f2a409-9bb7-4ee6-899d-be47835c838f
https://read.oecd-ilibrary.org/environment-and-sustainable-development/ireland-s-carbon-tax-and-the-fiscal-crisis_5k3z11j3w0bw-en#page33
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proposed U.S. cap-and-trade law passed the House but died in the Senate, leaving the United 

States as one of the few advanced industrial nations today without carbon pricing. 

Following intense public debateӅ 'J=D9F<ӐK $AF9F;= ;L G> ҐҎҐҎ K=L AF EGLAGF 9 KL=9<Q AF;J=9K=

AF L@= ;GMFLJQӐK ;9J:GF HJA;=Ӆ O@A;@ AK KD9L=< LG J=9;@ỀҏҎҎ H=Jmetric ton of CO2 in 2030. At 

that rate, the tax will have sharp teeth. In 2011, a consumer paid only ỀҐӄҕҖ in carbon taxes to 

fill a 60 liter tank of gasoline. By 2030, filling the same tank will cost ỀҏґӄҖҗ in carbon taxes. 

 

Note: rates marked in blue represent shadow carbon prices to be used for estimating future 

costs of infrastructure projects, but are not legislated increases in carbon taxes. 

'J=D9F<ӐK ;9J:GF L9P @9K ;D=9JDQ 9>>=;L=< :=@9NAGJӄThrough 2017, it cut emissions from 

agriculture and the residential and commercial building sectors by about 23% relative to 

1990, though it failed to suppress transport emissions. Even so, the planned tax increases 

OGFӐL := =FGM?@ LG E==L 'J=D9F<ӐK D=?9DDQ :AF<AF? L9rget of reducing greenhouse gas 

emissions reductions 51% by 2030. The government estimates that its carbon tax and other 

existing climate programs will reduce overall emissions only 29% by then. 

Recycling revenues for equity and political buy-in 

In Ireland, as everywhere, strict climate policies run up against voters who are loathe to pay 

@A?@=J HJA;=K >GJ =F=J?Qӄ 2G @=DH E9C= L@= ;GKLK G> ALK ;9J:GF L9P H9D9L9:D= >GDDGOAF? $J9F;=ӐK

https://www.irishtimes.com/news/politics/oireachtas/debate-on-carbon-tax-increase-divides-climate-action-committee-1.3786104
https://studenttheses.uu.nl/handle/20.500.12932/35530
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2024/2024-02-29_carbon-tax-series-part-1-of-3-what-is-the-carbon-tax_en.pdf
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ӑ7=DDGO 4=KLӒ HJGL=KLKӅ L@= 'JAK@ ?GN=JFE=FL AF ҐҎҏҖ-19 strongly considered introducing a 

universal carbon dividendӄ ӑ'ӐE N=JQ EM;@ G> L@= NA=O L@9L L@= EGF=Q J9AK=< >JGE ;9J:GF L9P

from households should be given back to households,Ӓ said Prime Minister Leo Varadkar. 

His view did not carry the day, however. Instead, the government opted for a hybrid recycling 

program. In 2020 it began earmarking new revenues from the tax for a variety of popular 

ӑ?J==FӒ HJG?J9EK 9F< KG;A9D O=D>9J= >MF<K LG =9K= L@= :MJ<=F GF DGO- and moderate-income 

households. For example, Ềғ :ADDAGF O=J= =9JE9JC=< >GJ J=LJG>ALK G> 'J=D9F<ӐKnotoriously 

energy-inefficient homes, particularly in lower-income neighborhoods. Such a program, if 

administered efficiently, could reduce energy bills and carbon emissions in one go. 

 

Department of Public Expenditure, Budget 2024: The Use of Carbon Tax Funds 

Thanks also to increases in Qualified Child Payments and Working Family Payments, both 

programs aimed at reducing poverty, the net effect of the carbon tax and earmarked 

spending programs in 2024 will lift family incomes in the bottom half of the income 

distribution, the Department of Public Expenditure reports.  

Because the government rejected a universal dividend, however, the benefits of carbon tax 

J=N=FM=K 9J= MF=IM9DDQ <AKLJA:ML=<ӄ ӑ%ains at the bottom of the income distribution are 

driven by large changes for a relatively small number of householdsӅӒ 9;;GJ<AF? LG 9 J=;=FL

report by the Parliamentary Budget Office. ӑFor instance, our estimates indicate that 31 per 

cent of bottom decile households receive revenues from the recycling package, falling to 18 

per cent in the second decile and decreasing further to 14 per cent by the fifth decileӄӒ

0=>GJEK G> L@= ;MJJ=FL J=N=FM= J=;Q;DAF? HJG?J9E ӑcould be useful in order to facilitate an 

equitable transition to a low-carbon economyӅӒ L@= J=HGJL ;GF;DM<=<. 

https://www.irishtimes.com/news/ireland/irish-news/robinson-backs-varadkar-on-carbon-cheque-initiative-1.3797843
https://www.irishtimes.com/news/ireland/irish-news/robinson-backs-varadkar-on-carbon-cheque-initiative-1.3797843
https://www.irishtimes.com/news/environment/varadkar-seeks-to-avoid-macron-s-mistakes-on-carbon-tax-1.3746209
https://www.esri.ie/system/files/publications/SUSTAT98_0.pdf
https://www.esri.ie/system/files/publications/SUSTAT98_0.pdf
http://www.gov.ie/pdf/?file=https://assets.gov.ie/273321/07262fac-d631-4b1c-a3eb-1e103bfec2ce.pdf
https://www.gov.ie/pdf/?file=https://assets.gov.ie/273321/07262fac-d631-4b1c-a3eb-1e103bfec2ce.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2024/2024-02-20_eve-a-model-of-indirect-taxes-using-household-micro-data_en.pdf
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For all their limitations, decisions by the Irish government to allocate carbon tax revenue for 

?J==F HJG?J9EK 9F< KG;A9D O=D>9J= ӑdirectly addressed the expressed preferences of the 

public and those of powerful interest groups, such as business associations, to secure 

political support for reformӅӒ FGL=< :Q "9FA=D +ML@ AF 9recent article in Ecological Economics, 

which analyzes the political economic implications of carbon tax revenue recycling. Cases like 

'J=D9F< ӑdemonstrate that a hybrid use of revenue can simultaneously serve the objectives of 

enhancing public acceptability, reversing negative distributional impact, and furthering 

climate change mitigation efforts.Ӓ 2@9LӐK 9 KLGJQ .J=KA<=FL  A<=F OGMD< <G O=DD LG D=9JFӄ  

 

ƨƚƣƖŔċќƚШ9ũŔůċƣĲШ7ŸŰƨƚШ ƖƖŔƻĲƚШsƨƚƣШŔŰШÑŔůĲШŉŸƖШƣőĲШcŸũŔĬċǃƚ 
November 2022 

2@= @ADDK 9J= 9DAN= OAL@ L@= KGMF< G> ӄ ӄ ӄ EADDAGFK G> MKLJA9FK =FBGQAF? 9 ỀғҎҎ ӦẼғҐҎӧ :MEH AF

L@=AJ :9FC 9;;GMFLKӄ 'LӐK 9 ӑKlimabonusӒ Ӧ;DAE9L= :GFMKӧ H9A< GML :Q L@= F9LAGF9D ?GN=JFE=FL

from expected carbon->== J=N=FM=K 9K H9JL G> ALK ;GEHJ=@=FKAN= ӑeco-social tax reformӒ

enacted last year. (Update: For 2024-25, the climate bonus amounts to ỀҏҒғӅ ỀҏҗғӅ ỀҐҒғ GJ

ỀҐҗҎ <=H=F<AF? GF L@= HJAE9JQ HD9;= G> J=KA<=F;= 9F< ALK DG;9D AF>J9KLJM;LMJ=.) 

As of Nov. 2022, about 8.7 million people had received climate bonus payments totaling 

9DEGKL ỀҒ :ADDAGFӄ 

Contrary to the claims of a certain prominent U.S. columnist L@9L ӑL@= HGDALA;K G> ;9J:GF L9P=K

9J= HGAKGFGMKӅӒ MKLJA9 @9K FGOexpanded carbon pricing to virtually the entire economy, 

including fossil fuels used in transportation, buildings, agriculture, and small industries. The 

Klimabonus is the spoonful of sugar that helps the medicine go down (sorry). 

The new pricing scheme 

applies to upstream fuel 

KMHHDA=JK 9F< :=?AFK 9L ỀґҎ

per metric ton (t) of CO2. It 

will rise each year to 

ỀғғӬLӬ!-Ґ AF ҐҎҐғӅ 9>L=J

which prices will be 

determined in a yet-to-be-

established market for 

emissions allowances. 

Austria is following in the 

footsteps of Germany, which began pricing the carbon content of fuel used in the building 

and transportation sectors last year. Its price is scheduled to rise more modestly, from 

ỀҏҎӬL!-Ґ AF ҐҎҐҏ LG ỀґғӬL AF ҐҎҐғӄ 

https://www.sciencedirect.com/science/article/pii/S0921800923002586
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27175
https://www.klimabonus.gv.at/en/
https://www.bmk.gv.at/themen/klima_umwelt/klimabonus/oekosoziale-steuerreform.html
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27091
https://icapcarbonaction.com/en/news/austrias-national-ets-enters-force
https://icapcarbonaction.com/en/news/germany-introduces-carbon-price-building-and-transport-sector-emissions-2021
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 GL@ MKLJA9 9F< %=JE9FQ H9JLA;AH9L= AF L@= #MJGH=9F 3FAGFӐK #EAKKAGFK 2J9<AF? 1QKL=EӅ

which prices emissions from electric power, large industry, and domestic aviation. The 

effective price @9K JAK=F K@9JHDQ AF L@= D9KL ;GMHD= G> Q=9JK LG EGJ= L@9F ỀҕҎӬL!-Ґӄ 

Austrians and legal residents are getting an unusually large climate bonus this year to offset 

the effects of high inflation. Starting next year, Austria will also adjust the size of the annual 

bonus based on whether people have access to convenient public transportation. 

&=J=ӐK @GO L@= MKLJA9F ?GN=JFE=FL =PHD9AFK L@= ;DAE9L= :GFMK: 

Every euro earned through CO2 pricing goes directly back to the people in Austria. The 

entire revenue is reimbursed in such a way that climate-friendly behavior and climate-

friendly production pay off more and more. The principle behind it: The less CO2 is 

consumed, the more remains of the climate bonus. In this way, climate protection also 

pays off financially and the climate bonus will provide important support, especially for 

low incomes. At the same time, Austria is assuming its responsibility for climate protection 

and at the same time implementing European requirements. 

7GM ;GMD<FӐL 9KC >GJ 9 ;D=9J=J =PHD9F9LAGFӅ 9F< AF #F?DAK@ FG D=KKӉ 

Sources: 

Austria, Federal Ministry of Climate Action, Environment, Energy, Mobility, Innovation and 

2=;@FGDG?QӅ ӑKlimabonusӄӒ 

'FL=JF9LAGF9D !9J:GF ;LAGF .9JLF=JK@AHӅ ӑMKLJA9ӐK F9LAGF9D #21 =FL=JK AFLG >GJ;=ӅӒ -;LG:=J ҏӅ

2022. 

 

How Carbon Pricing Would Accelerate Building Electrification: 
Lessons from Japan 
July 2023 

The huge task of electrifying American homes and office buildings is off to a great start thanks 

to subsidies for heat pumps and other solutions provided by the Inflation Reduction Act. But 

we should never forget the expert opinion of the American Council for an Energy Efficient 

#;GFGEQ L@9L 9 F9LAGF9D >== GF ;9J:GF =EAKKAGFK ӑ;GMD< := L@= KAF?D= EGKL AEH9;L>MD HGDA;Q

LG <JAN= :MAD<AF? =D=;LJA>A;9LAGF >GJO9J< GF L@= >=<=J9D 9F< KL9L= D=N=DKӄӒ 

In a previous post I cited convincing evidence from Sweden that sales of heat pumps soared 

after  2000, when carbon taxes began rising steeply, leading to a dramatic fall in carbon 

emissions from residential buildings.  

Also relevant is a 2022 study by University of California economist Lucas Davis of what caused 

the growth of residential electric heating in the United States over the past seven decades. 

https://tradingeconomics.com/commodity/carbon
https://www.klimabonus.gv.at/en/
https://www.klimabonus.gv.at/en/
https://icapcarbonaction.com/en/news/austrias-national-ets-enters-force
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/30969
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/30969
https://community.citizensclimate.org/resources/item/19/523#heading_7
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/26960
https://kleinmanenergy.upenn.edu/research/publications/the-economics-of-building-electrification/
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ӑ Q >9JӅ L@= KAF?D= EGKL AEHGJL9FL >9;LGJ AK =F=J?Q HJA;=KӅӒ @= ;GF;DM<=<Ӆ KM??=KLAF? L@9L 9

national carbon fee could strongly induce a shift from natural gas to efficient electric heating.  

The other day I stumbled on a remarkable demonstration of the power of carbon pricing to 

promote electrification and efficiency improvements in the huge office building sector. It 

;GE=K AF 9DD HD9;=K >JGE (9H9FӅ L@= OGJD<ӐK >A>L@ D9J?=KL ;9J:GF HGDDML=Jӄ 

Japan has generally been slow to adopt carbon pricing; earlier this year it finally approved a 

national emissions trading program, but it will not begin to bite for several years. 

However, in 2010, the city of Tokyo adopted the OGJD<ӐK >AJKL MJ:9F ;9H-and-trade program, 

aimed at lowering carbon emissions from large commercial and industrial buildings. Its 

emissions trading scheme imposed carbon prices on about 1,000 office buildings and 300 

factories, which accounted for about 40% of all CO2 emissions from the metropoliL9F 9J=9ӐK

;GEE=J;A9D 9F< AF<MKLJA9D K=;LGJKӄ Ӧ2GCQG 9;;GMFL=< >GJ EGJ= L@9F ғổ G> (9H9FӐK LGL9D

greenhouse gas emissions in 2012, according to a case study of the program.) 

5AL@ ;9J=>MD EGFALGJAF?Ӆ 2GCQGӐK E=LJGHGDAL9F ?GN=JFE=FLdocumented a remarkable 

reduction in carbon emissions from covered offices and factories, as shown in this figure: 

 

Since 2018, emissions have fallen 33% relative to the baseline average set in the years 2002-7. 

Widespread adoption of high efficiency heating and cooling systems, as well as of super-

efficient LED lights, helped drive these results. 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27636
https://www.reuters.com/markets/carbon/japans-carbon-pricing-scheme-being-launched-april-2023-03-30/
https://www.reuters.com/markets/carbon/japans-carbon-pricing-scheme-being-launched-april-2023-03-30/
https://sdgs.un.org/partnerships/tokyo-cap-and-trade-program
https://www.edf.org/sites/default/files/tokyo-case-study-may2015.pdf
https://www.kankyo.metro.tokyo.lg.jp/en/climate/cap_and_trade/index.files/9thYearResult.pdf
https://www.kankyo.metro.tokyo.lg.jp/en/climate/cap_and_trade/index.files/ResultsoftheThird2.pdf
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ӑ2@= HJG?J9EӐK <=KA?F 9F< AEHD=E=FL9LAGF J=>D=;LK 9 ;D=9J 9HHJG9;@ LG MKAF? =FNAJGFE=FL9D

policies to increase market payoff, maximize flexibility in compliance and boost the ability to 

implement new knowledge in buildings ӛ all ways to nurture market success of eco-friendly 

L=;@FGDG?Q 9F< EALA?9L= ;9J:GF =EAKKAGFKӅӒsaid Ying Hua, a Cornell University professor who 

co-authored a 2016 9F9DQKAK G> 2GCQGӐK HJG?J9E in the journal Building Research and 

'F>GJE9LAGFӄ ӑ'LӐK 9 MFAIM=Ӆ =>>=;LAN= E9F<9LGJQ HGDA;Q 9DL=JF9LAN= LG :MAD<AF? ;G<=KӄӒ 

A more recent and sophisticated =;GFGE=LJA; 9F9DQKAK G> L@= HJG?J9EӐK =>>=;LK, published in 

Environmental Economics and Policy Studies, found that half the measured emissions 

J=<M;LAGFK O=J= <M= LG L@= ;ALQӐK =EAKKAGFK LJ9<AF? KQKL=EӅ 9F< @9D> LG 9 F9LAGF9D KHAC= AF

electricity prices triggered by the forced closure of the Fukushima nuclear plant in 2011.  

2@= KLM<Q ;GF;DM<=< L@9L ;9J:GF HJA;AF? AF 2GCQG HJGN=< LG := ӑ9F =>>=;LAN= =FNAJGFE=FL9D

LGGDӄӒ 

In the United States, a national carbon fee, unencumbered by the complexity of emissions 

trading systems, could be even more effective at lowering emissions in the building sector 

and every other part of our economy. The IRA was a good start, but we still need a serious 

price on carbon to create the cleaner and more sustainable economy we so urgently require. 

Sources: 

2GK@A JAEMJ9 9F< 29KMQ9 :=Ӆ ӑThe impact of the Tokyo emissions trading scheme on office 

buildings: what factor contributed to the emission reduction?ӒEnvironmental Economics and 

Policy Studies, 23 (March 2020), 517-533. 

7MCG ,AK@A<9 =L 9DӄӅ ӑAlternative building emission-reduction measure: outcomes from the 

Tokyo Cap-and-Trade ProgramӅӒBuilding Research & Information, 44:5 (2016), 644-659. 

2GCQG +=LJGHGDAL9F %GN=JFE=FLӅ ӑResults of Tokyo Cap-and-Trade Program in the 9th Fiscal 

YearӅӒ +9J;@ ҐҔӅ ҐҎҐҎӄ 

*M;9K "9NAKӅ ӑThe Economics of Building ElectrificationӅӒ )D=AFE9F !=FL=J >GJ #F=J?Q .GDA;QӅ

June 29, 2022. 

 

  

https://news.cornell.edu/stories/2016/06/tokyos-urban-cap-and-trade-program-soars-past-goals
https://www.tandfonline.com/doi/full/10.1080/09613218.2016.1169475
https://link.springer.com/article/10.1007/s10018-020-00271-w
https://link.springer.com/article/10.1007/s10018-020-00271-w
https://link.springer.com/article/10.1007/s10018-020-00271-w
https://www.tandfonline.com/doi/full/10.1080/09613218.2016.1169475
https://www.tandfonline.com/doi/full/10.1080/09613218.2016.1169475
https://www.kankyo.metro.tokyo.lg.jp/en/climate/cap_and_trade/index.files/9thYearResult.pdf
https://www.kankyo.metro.tokyo.lg.jp/en/climate/cap_and_trade/index.files/9thYearResult.pdf
https://kleinmanenergy.upenn.edu/research/publications/the-economics-of-building-electrification/
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BAM: Europe gets ready to pull the trigger on a carbon border 
adjustment 
December 2022 

Proponents of a national carbon price in the United States may soon enjoy welcome support 

from allies across the Atlantic Ocean. Members of the European Parliament on Tuesday 

reached a provisional agreement to levy import duties on goods from countries outside the 

#MJGH=9F 3FAGF Ӧ#3ӧ L@9L <GFӐL @9N= ;9J:GF HJA;=K ;GEH9J9:D= LG L@GK= AF L@= #3ӄ 

The long-discussed EU Carbon Border Adjustment Mechanism (CBAM), part of a much larger 

set of policies LG KD9K@ #MJGH=ӐK ?J==F@GMK= ?9K =EAKKAGFKӅ OADD ӑ=IM9DAR= L@= HJA;= G> ;9J:GF

paid for EU products operating under the EU Emissions Trading System (ETS) and the one for 

AEHGJL=< ?GG<KӅӒ 9;;GJ<AF? LG L@=#MJGH=9F .9JDA9E=FLӐKannouncementӄ ӑ2@AK OADD :=

achieved by obliging companies that import into the EU to purchase so-called CBAM 

certificates to pay the difference between the carbon price paid in the country of production 

and the price of carbon 

9DDGO9F;=K AF L@= #3 #21ӄӒ 

The goal of the CBAM is two-

fold: to encourage non-EU 

;GMFLJA=K LG ӑAF;J=9K= L@=AJ

;DAE9L= 9E:ALAGFӅӒ 9F< LG

=FKMJ= L@9L L@= #3ӐK ;DAE9L=
EALA?9LAGF HGDA;A=K ӑ9J= FGL

undermined by production 

being relocated from the EU 

to countries with less 

ambitious polA;A=KӄӒ 

Studies suggest that the 

latter issueӜsometimes 
CFGOF 9K ӑD=9C9?=ӒӜ

undercuts the effectiveness 

G> L@= #3ӐK ;DAE9L= HGDA;Q 9K

much as 20%. That is to say, 

for every 10 tons of carbon 

dioxide reduced in the region, emissions go up 2 tons in the rest of the world. 

Fear of leakage has led the EU ETS to charge very low effective carbon prices for carbon-
intensive industries that face international competition. In exchange for protection against 

unequal competition, EU producers will gradually pay higher carbon prices once a CBAM 

takes effect in 2026. If granted formal approval by the European Parliament and member 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27532
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27532
https://www.nytimes.com/2022/12/13/world/europe/eu-carbon-tax-law-imports.html
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A52021PC0564
https://www.europarl.europa.eu/RegData/etudes/ATAG/2022/729462/EPRS_ATA(2022)729462_EN.pdf
https://ec.europa.eu/commission/presscorner/detail/en/IP_21_3541
https://ec.europa.eu/commission/presscorner/detail/en/IP_21_3541
https://climate.ec.europa.eu/eu-action/eu-emissions-trading-system-eu-ets_en
https://www.europarl.europa.eu/news/en/press-room/20221212IPR64509/deal-reached-on-new-carbon-leakage-instrument-to-raise-global-climate-ambition
https://www.tresor.economie.gouv.fr/Articles/2021/03/23/a-carbon-border-adjustment-mechanism-for-the-european-union
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states, the CBAM will mainly cover iron, steel, cement, aluminum, fertilizers, electricity, and 

hydrogen. 

Mohammed Chahim, a member of the Progressive Alliance of Socialists and Democrats in the 
#MJGH=9F .9JDA9E=FLӅ K9A< ӑ! + OADD := 9 ;JM;A9D HADD9J G> #MJGH=9F ;DAE9L= HGDA;A=Kӄ 'L AK GF=

of the only mechanisms we have to incentivize our trading partners to decarbonize their 

manufacturing industry. On top of this, it is an alternative to our current carbon leakage 

measures, which will allow us to apply the polluter pays principle to our own industry. A win-

OAF KALM9LAGFӄӒ 

Not everyone will consider it a win. American exporters may have to face new tariffs to enter 
the EU market, unless the Biden administration negotiates exceptions based on the 

stringency of U.S. climate policies. Russian, Chinese and Turkish exporters, with their higher 

average emissions rates and much higher share of EU imports (see charts), will face the 

greatest disadvantage.  

The leverage exercised by the EU by virtue of its huge market could encourage the United 

States to reconsider carbon pricing and 

China to put more force behind its nascent 

emissions trading system. 

But critics outside the EU have contended 

that new tariffs instituted by a CBAM would 

simply represent discriminatory and unfair 

trade barriers. No one knows how the World 

Trade Organization, which adjudicates 

disputes under international trade law, will 
rule. European leaders insist the border fee 

is fair because EU industries will face the 

K9E= HJA;= 9L @GE=ӄ ӑ'LӐK FGL LJ9<=

HJGL=;LAGFAKEӅ ALӐK 9 D=N=D HD9QAF? >A=D<ӅӒsaid 

L@= @=9< G> L@= #MJGH=9F H9JDA9E=FLӐK

=FNAJGFE=FL ;GEEALL==ӄ ӑ5@9L O= 9J=
saying to Turkey or China is just: Put a 

;9J:GF HJA;=ӄӒ   

                   Climate Leadership Council (2022) 

1A?FA>A;9FLDQӅ @= <A<FӐL AF;DM<= L@= 3FAL=< 1L9L=K AF L@9L 9<EGFALAGFӄ 2@= K9E=

parliamentarian told another reporter that the EU might work out a special deal with 

59K@AF?LGFӄ ӑ5= F==< LG 9NGA< >JA;LAGFK 9EGF? L@= ;GMFLJA=K GJ OAL@AF L@= ;DM: G> ;GMFLJA=K

L@9L 9J= OADDAF? LG EGN= >GJO9J< GF ;DAE9L= 9;LAGFӄӒ 

His comment reflects the realities of global power politics. In a New York Times column this 

week, Paul Krugman remarked (not disapprovingly): 

https://www.europarl.europa.eu/meps/en/197782/MOHAMMED_CHAHIM/home
https://www.scmp.com/business/article/3187836/climate-change-chinas-emissions-market-fails-live-hopes-path-finder
https://www.scmp.com/business/article/3187836/climate-change-chinas-emissions-market-fails-live-hopes-path-finder
https://kluwerlawonline.com/journalarticle/Journal+of+World+Trade/56.7/TRAD2022015
https://www.climatechangenews.com/2021/04/09/emerging-economies-share-grave-concern-eu-plans-carbon-border-tax/
https://www.nytimes.com/2022/12/13/world/europe/eu-carbon-tax-law-imports.html
https://clcouncil.org/report/embodied-carbon-in-trade-carbon-loophole/
https://www.washingtonpost.com/climate-solutions/2022/12/13/carbon-tax-europe-china-climate/
https://www.nytimes.com/2022/12/12/opinion/america-trade-biden.html
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ӑ1GE= G> L@= L9JA>>K 2JMEH AEHGK=< 9J= KLADD AF HD9;=Ӆ 9F< GF $JA<9Q L@= 5GJD< 2J9<=

Organization, which is supposed to enforce rules for global commerce, declared that the 

official rationale for these tariffs Ӝ that they were needed to protect U.S. national security Ӝ 
was illegitimate. And the Biden administration, in turn, told the W.T.O. Ӝ in startlingly blunt 

language Ӝ to take a hike.  

ӑ2@AK AK 9 N=JQ :A? <=9DӅ EM;@ :A??=J L@9F 2JMEHӐK L9JA>> L9FLJMEKӄ 2@=  A<=F 9<EAFAKLJ9LAGF

has turned remarkably tough on trade, in ways that make sense given the state of the world 

but also make me very nervous. Trump may have huffed and puffed, but Biden is quietly 

K@A>LAF? L@= :9KA; >GMF<9LAGFK G> L@= OGJD< =;GFGEA; GJ<=JӄӒ 

Postscript:  

The impact of a pending EU CBAM on developing countries has been the focus of 

considerable study and debate. 

In deference to obvious equity issues, the European Parliament proposed in March 2021 that 

ӑ*=9KL "=N=DGH=< !GMFLJA=K 9F< 1E9DD 'KD9F< "=N=DGHAF? 1L9L=K K@GMD< := ?AN=F KH=;A9D

treatment in order to take account of . . . the potential negative  impacts of the CBAM on their 

<=N=DGHE=FLӄӒ 

The final proposal 9<GHL=< L@9L (MDQ K9A< GFDQ L@9L L@= #MJGH=9F !GEEAKKAGF Ӧ#!ӧ ӑK@GMD< 

strive to engage in an even-@9F<=< E9FF=JӒ OAL@ LJ9<AF? H9JLF=JKӅ E9CAF? FG E=FLAGF G>

*"!K GJ 1'"!Kӄ 'L <A< D=9N= GH=F ӑHGKKA:ADALA=K >GJ <A9DG?M= 9F< ;GGH=J9LAGFӒ :=LO==F L@= #3

and countries affected by the CBAM. The proposal clearly favored cooperation with poor 

nations outside the context of a CBAM, however: 

ӑAs the CBAM aims to encourage cleaner production processes, the EU stands ready to work 
with low and middle-income countries towards the de-carbonization of their manufacturing 

industries. Moreover, the Union should support less developed countries with the necessary 

technical assistance in order to facilitate their adaptation to the new obligations established 

by this regulation . . . 

ӑFurther, the introduction of CBAM certificates based on actual emissions would protect 

against the risk of carbon leakage while incentivizing third country producers to move 

towards cleaner production processes, with the support of Official Development Assistance 

O@=F 9HHDA;9:D=ӄӒ 

In an issue brief D9KL Q=9J GF ӑHAL>9DDKӒ G> L@= ! +Ӆ L@= *GF<GF-based Centre for European 

0=>GJE 9;CFGOD=<?=< L@= #!ӐK ;GF;=JF L@9L ӑHGKALAN= <AK;JAEAF9LAGF AF >9NGJ G> *"!K ;GMD<

be hard to legally justify. . . The Commission also worries that exemptions could undermine 

L@= J9AKGF <ӐŜLJ= G> L@= J=?MD9LAGFӆ HJ=N=FLAF? ;9J:GF D=9C9?=ӄӒ 

 

 

https://www.wto.org/english/tratop_e/dispu_e/544r_conc_e.pdf
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2022/december/statement-ustr-spokesperson-adam-hodge
https://www.europarl.europa.eu/doceo/document/TA-9-2021-0071_EN.pdf
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A52021PC0564
https://www.cer.eu/insights/avoiding-pitfalls-eu-carbon-border-adjustment-mechanism
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However, the Centre argued that the economic impact of a CBAM on poor countries far 

outweighed the relatively small carbon leakage that would result from exempting their 

exports. By its calculation, some $16 billion in exports from developing countries could be 

subject to CBAM duties. 

2@9LӐK FGL 9 :A? FME:=JӅ

:ML ALӐK KAR=9:D= ;GEH9J=<

to the GDP of some poor 

nations. A technical paper 

issued by the IMF in March 

offered further simulation 

results, including 

estimates of the impact of 

a European CBAM on the 

GDP of various trading 

partners. Some rich 

nations like the United 

States and Japan would 

experience almost no 

impact, but Mozambique, 

Egypt, Indonesia and 

Ukraine would suffer 

notable setbacks. 

                                    pbrief_cbam_sl_21.4.21.pdf (cer.eu) 

ӑ5@AD= <=KA?F=< OAL@ 9 ?GG< AFL=FLAGF LG 9;;=D=J9L= L@= ?DG:9D LJ9FKALAGF LGO9J<K F=L R=JG

GHG emissions, the CBAM may worsen the income distribution between rich and poor 

economies and erode the capacity of some low-income countries to decarbonize their 

e;GFGEA=KӅӒ L@= 9ML@GJK ;GF;DM<=<ӄ 2@=Q HJGHGK=< =9JE9JCAF? ! + J=N=FM=K ӑLG @=DH

<=N=DGHAF? ;GMFLJA=K LJ9FKAL LGO9J< DGO ;9J:GF =;GFGEA=KӅӒ L@MK @=DHAF? :GL@ L@=AJ

economic development and the cause of climate mitigation.  

Two Swiss economists, writing this November in the journal Energy Policy, examined 

numerous alternative policies to alleviate the impact of a CBAM on LDCs. They rejected calls 

to exempt those countries on grounds that increased carbon leakage would harm the 

environment. InsteadӜ9F< AF DAF= OAL@ L@= '+$ J=HGJLӐK J=;GEE=F<9LAGFKӜtheir simulations 

K@GO=< L@9L J=<AKLJA:MLAF? ! + J=N=FM= ӑLG HJGEGL= ;D=9F =F=J?Q GJ AEHJGN= =F=J?Q

=>>A;A=F;QӒ OGMD< KA?FA>A;9FLDQ AEHJGN= *"!KӐ O=D>9J= O@AD= ?J=9LDQ J=<M;AF? =EAKKAons 

leakage. Europe could do this through existing climate finance channels including additional 

lending from the European Investment Bank. 

https://www.bu.edu/gdp/files/2022/03/TF-WP-001-FIN.pdf
https://www.cer.eu/sites/default/files/pbrief_cbam_sl_21.4.21.pdf
https://www.sciencedirect.com/science/article/pii/S0301421522004645
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5=ӐJ= 9DJ=9<Q K==AF? KGE= HJGEAKAF? KL=HK 9DGF? L@=K= DAF=Kӄ +9BGJ AF<MKLJA9DAR=< F9LAGFK

and international lenders have recently inked multi-billion-dollar deals with Indonesia, South 

Africa, and Vietnam to encourage their rapid phase-out of coal and increased utilization of 

J=F=O9:D= =F=J?Qӄ 1M;@ KL=HK 9J= DGF? GN=J<M= AF NA=O G> L@= AF<MKLJA9DAR=< OGJD<ӐK

<AKHJGHGJLAGF9L= ;GFLJA:MLAGF LG ;MEMD9LAN= ?J==F@GMK= ?9K =EAKKAGFKӄ *=LӐK @GH= L@9L L@=

#3ӐK HGDAcies, as they evolve with respect to both CBAM and broader climate policy, place 

increased emphasis on such win-win outcomes.  

 

 

ӑThe Global Impact of a Carbon Border Adjustment MechanismӅӒ '+$Ӆ +9J;@ ҐҎҐҐ 

 

Sources: 

#DAK9:=LL9 !GJF9?G 9F< 19E *GO=Ӆ ӑAvoiding the Pitfalls of an EU Carbon Border Adjustment 

MechanismӅӒ !=FLJ= >GJ #MJGH=9F 0=>GJEӅ (MDQ ҐҎҐҏӄ 

&= 6A9G:=A =L 9DӄӅ ӑThe Global Impact of a Carbon Border Adjustment Mechanism: A 

Quantitative AssessmentӅӒ 29KC $GJ;= GF !DAE9L=Ӆ "=N=DGHE=FLӅ 9F< L@= 'FL=JF9LAGF9D

Monetary Fund, March 2022. 

1A?AL .=J<9F9 9F< +9J; 4A=DD=Ӆ ӑMaking the EU Carbon Border Adjustment Mechanism 

acceptable and climate friendly for least developed countriesӅӒEnergy Policy, 170 (November 

2022).  

 

https://apnews.com/article/business-indonesia-g-20-summit-bali-climate-and-environment-a73dcbcb60d9a42904f7d81025b5feac
https://www.reuters.com/business/environment/us-eu-others-will-invest-speed-safricas-transition-clean-energy-biden-2021-11-02/
https://www.reuters.com/business/environment/us-eu-others-will-invest-speed-safricas-transition-clean-energy-biden-2021-11-02/
https://www.reuters.com/business/energy/g7-vietnam-reach-155-bln-climate-deal-cut-coal-use-sources-2022-12-14/?utm_campaign=Hot%20News&utm_source=hs_email&utm_medium=email&utm_content=238069847&_hsenc=p2ANqtz-9vJCoPprxr6ZgkwAM9-VUG-27x4ZjOhya0V3cqPCk-vbuMO7KbP2nzQzWqwagCLyWWoNWJzYyjshXhKknYWZH5WMQsRw
https://www.bu.edu/gdp/files/2022/03/TF-WP-001-FIN.pdf
https://www.cer.eu/insights/avoiding-pitfalls-eu-carbon-border-adjustment-mechanism
https://www.cer.eu/insights/avoiding-pitfalls-eu-carbon-border-adjustment-mechanism
https://www.bu.edu/gdp/files/2022/03/TF-WP-001-FIN.pdf
https://www.bu.edu/gdp/files/2022/03/TF-WP-001-FIN.pdf
https://www.sciencedirect.com/science/article/pii/S0301421522004645
https://www.sciencedirect.com/science/article/pii/S0301421522004645
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4. How to Win Public Support for Carbon Pricing 
 

How a Climate Premium Can Build Support for Carbon Pricing 
January 2024 

An important new study by four international economists adds a surprising new twist to past 

findings that that recycling of revenues can significantly boost public support for carbon 

pricing. Indeed, it shows that public support can rise well above levels estimated by most 

experts. 

K 'ӐN= HJ=NAGMKDQ <AK;MKK=< AF 9 !!* J=K=9J;@ ?MA<= LG ӑBuilding Support for Carbon PricingӅӒ

a great deal of social science research, based mostly on public opinion surveys, confirms that 

earmarking revenues either for lump-KME ӑ<ANA<=F<KӒ GJ LG >MF< ;DAE9L= HJG?J9EK ;9F E9C=

carbon pricing a popular policy option in many countries.  

2@= F=O H9H=JӅ OAL@ L@= ӦKMKHA;AGMKDQ KAEAD9JӉӧ LALD= ӑHow to Increase Public Support for 

Carbon PricingӅӒ G>>=JK 9 E9BGJ KM:KL9FLAN= ;GFLJA:MLAGF LG L@AK :G<Q G> J=K=9J;@ :Q

demonstrating that a novel revenue-recycling option garners even more support. That 

GHLAGFӅ O@A;@ L@= 9ML@GJK <M: 9 ӑ!DAE9L= .J=EAMEӅӒ AK DAC= 9F 9<N9F;= <GOF H9QE=FL G> L@=

dividend. IL ӑ;GEH=FK9L=K ;ALAR=FK 9L L@= LAE= O@=F L@= ;9J:GF HJA;= AK AFLJG<M;=< OAL@ 9

>AP=< H9QE=FL =IM9D LG L@= =PH=;L=< J=N=FM=K >JGE ;9J:GF HJA;AF?ӄӒ 

The paper also breaks new methodological ground by combining a large population survey 

(of a representative sample of German adults) with monetary incentives to help ensure 

MF:A9K=< J=KHGFK=Kӄ 2@= D9LL=J ;GFLJGD AK AEHGJL9FL :=;9MK= ALӐK =9KQ >GJ H=GHD= LG give 

insincere responses that sound moral if nothing is at stake. For example, people 

overwhelmingly tell pollsters they love green energy, but few are willing to spend more than a 

small premium for it when given the choice by their utility. 

&=J=ӍK @GO L@= KMJN=Q G> ҏӅҏҎҎ %=JE9F 9<MDLK OGJC=<ӆ ӑ.9JLA;AH9FLK @9< LG E9C= LOG

purchase decisions about a valuable but CO2-generating product. The first decision involved 

a low price per unit, while the second decision had an additional carbon price (50 euros per 

ton). Following these decisions, the participants voted to determine whether to implement 

the purchase decision with or without the carbon price. Importantly, all decisions in the 

=PH=JAE=FL @9N= J=9D ;GFK=IM=F;=Kӄ 2@= H9JLA;AH9FLKӐ HMJ;@9K= <=cisions resulted in 

monetary payoffs and real CO2 emissions. By voting, each participant had an equal chance to 

determine whether purchase decisions with or without a carbon price were relevant to their 

GOF 9F< GL@=J H9JLA;AH9FLKӐ H9QG>>KӄӒ 

Participants also voted on how to use carbon pricing revenues. They could choose to 

replenish the German Treasury (presumably lowering deficits), fund additional climate 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/33856
https://rationality-and-competition.de/wp-content/uploads/discussion_paper/489.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/Carbon-Tax-Political-Research-Guide.pdf
https://rationality-and-competition.de/wp-content/uploads/discussion_paper/489.pdf
https://rationality-and-competition.de/wp-content/uploads/discussion_paper/489.pdf
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projects, redistribute revenue as cash-back dividends (to everyone or just to the poor), or to 

AEHD=E=FL 9F AEE=<A9L= ӑ!DAE9L= .J=EAMEӒ H9QGML LG AF<ANA<M9DKӄ 

The experiment showed a strong impact of these various choices on public support for 

carbon pricing. The budget option garnered support from only 47% of participants. 

Earmarking revenues for climate projects or poor relief bumped support slightly above 60%. 

The two favorite options were a universal dividend, with 69% support, and the Climate 

Premium, with commanding support of 73% of surveyed adults. Only 4% of respondents 

declared the Climate Premium to be the worst policy, suggesting that it could avoid 

polarizing political battles. 

 

ӑ-N=J9DDӅ L@=K= J=KMDLK K@GO L@9L L@= !DAE9L= .J=EAME AK L@= EGKL HGHMD9J K;@=E=ӅӒ L@=

9ML@GJK G:K=JN=Ӆ ӑ9F< L@=Q ;GF>AJE L@9L J=N=FM= J=;Q;DAF? AK 9F =>>=;LAN= D=N=J LG AF;J=9K=

support for carbon prices. Choosing the right mechanism can increase support by more than 

Ґғ H=J;=FL9?= HGAFLKӄӒ 

A parallel survey of 369 academic economists determined that they underestimated public 

support for carbon pricing by almost 18 percentage points, and wrongly assumed that lump-

sum dividends would be the most favored recycling option. Imagine how much greater the 

gap between expectations and reality would been if those responding were political 

scientists! 

3FD=KK ' EAKK=< ALӅ L@= 9ML@GJK <GFӐL <AK;MKK AF 9FQ <=HL@ O@Q L@= !DAE9L= .J=EAME GHLAGF

O9K KG HGHMD9Jӄ ' KMKH=;L L@9LӐK :=;9MK=Ӝas many surveys have shownӜH=GHD= KAEHDQ <GFӐL

trust governments to follow through on their promises. (See my research guide cited above.) 

An immediate Climate Premium in the hand is thus worth two future dividends in the bush, if 

QGMӐDD H9J<GF E= :ML;@=JAF? L@= GD< ;DA;@śӄ 
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Postscript:  FGL@=J F=O H9H=JӅ LALD=< ӑInequality beyond income quantiles: Distributional 

effects of climate mitigation policiesӒ ӦEcological Economics, February 2024), offers further 

confirmation that dividend-type rebates of carbon pricing revenue are both economically just 

and politically pragmatic for building public support. It goes beyond many past distributional 

research papers by analyzing a variety of advanced inequality measurements at a detailed 

household level in seven European countries. 

ӑ2@= C=Q >AF<AF?K 9J= L@9L 9 ;9J:GF L9P AEHD=E=FL=< OAL@GML 9FQ J=N=FM= J=;Q;DAF? K;@=E=

always has a negative impact on inequality. However, the magnitude of the negative impact 

across measures and countries varies considerably. Moreover, a household-size specific 

lump-sum refund is highly effective in limiting the negative distributional effects. In the 

overwhelming majority of scenarios, inequality is actually reduced compared to the baseline 

scenario with no tax at all. This is of great importance for the overall political feasibility of a 

;9J:GF L9PӄӒ 

Meanwhile, an article in the latest issue of Review of Environmental Economics and Policy, 

LALD=< ӑThe Poverty and Distributional Impacts of Carbon Pricing: Channels and Policy 

ImplicationsӅӒ ;GF>AJEK L@9L ӑAF EGKL ;9K=KӅ L9J?=L=<ӬMFAN=JK9D ;9K@ LJ9FK>=JK >GJ @GMK=@GD<K

and targeted assistance to particularly affected workers could fully protect low-income and 

vulnerable populations from carbon pricing reforms, while leaving a significant share of 

;9J:GF J=N=FM=K LG AEHJGN= =;GFGEA; =>>A;A=F;QӄӒ 

Note, by the way, that most climate mitigation policies have regressive effects (falling hardest 

on the poor) because they raise the cost of energy or push people to buy cleaner 

technologies. Carbon fees are unique in that they raise revenue at they same time they 

EALA?9L= ?J==F@GMK= ?9K =EAKKAGFKӄ 2@9L J=N=FM= L@9L ;9F := MK=< LG ӑ>MDDQ HJGL=;L DGO-

AF;GE= 9F< NMDF=J9:D= HGHMD9LAGFKӒ OAL@GML =PLJ9 HJ=KKMJ= GF ?GN=JFE=FL :M<?=LKӄ 2@9LӐK

one reason why many smart progressives have traditionally supported fee-and-dividend 

policies. 

 

Addendum, January 2024: 

Here are a couple of other important discussions of the concept of a Climate Premium. In the 

HJG>=KKAGF9D DAL=J9LMJ=Ӆ AL MKM9DDQ ?G=K :Q L@= D=KK AFL=J=KLAF? F9E= G> ӑ9FL=<9L=< ;9K@

LJ9FK>=JKӒӛ that is, payments made before members of the public start feeling the tax. You 

may be surprised, as I was, to learn that Iran has something to teach us about this strategy: 

$JGE %GJ9F "GEAFAGFA 9F< "AJC &=AFAӍK 9JLA;D= ӑBehavioural Economics and Public Support 

for Carbon Pricing: A Revenue Recycling Scheme to Address the Political Economy of Carbon 

TaxationӒ AF European Journal of Risk Regulation, September 2019: 

https://www.sciencedirect.com/science/article/abs/pii/S0921800923002823
https://www.sciencedirect.com/science/article/abs/pii/S0921800923002823
https://www.journals.uchicago.edu/doi/10.1086/723899
https://www.journals.uchicago.edu/doi/10.1086/723899
https://www.cambridge.org/core/journals/european-journal-of-risk-regulation/article/abs/behavioural-economics-and-public-support-for-carbon-pricing-a-revenue-recycling-scheme-to-address-the-political-economy-of-carbon-taxation/
https://www.cambridge.org/core/journals/european-journal-of-risk-regulation/article/abs/behavioural-economics-and-public-support-for-carbon-pricing-a-revenue-recycling-scheme-to-address-the-political-economy-of-carbon-taxation/
https://www.cambridge.org/core/journals/european-journal-of-risk-regulation/article/abs/behavioural-economics-and-public-support-for-carbon-pricing-a-revenue-recycling-scheme-to-address-the-political-economy-of-carbon-taxation/
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First, distributing cash before people start feeling the tax incidence could reduce 

opposition due to risk aversion. Many benefits of carbon pricing can appear to be 

uncertain for the public. The public may fear that the government may not follow 

through with any promises of reimbursing citizens for the carbon tax burden via cash 

transfers, for instance as revenues might instead get lost to corruption, inefficient 

government administration, or the influence of interest groups. Others may be sceptical 

of the climate mitigation effects and the co-benefits of carbon pricing. Low general trust 

in the government further fuels these fears. Expected payoffs from reform become more 

certain for transfer recipients after the distribution takes place. When the distribution of 

cash is antedated, payoffs become more certain at an earlier stage than if revenues were 

disbursed after collection. More certain payoffs will reduce opposition due to risk-

aversion. 

Second, anticipating compensation can address opposition due to discounting. Since a 

more substantial proportion of the benefits than of the costs of environmental taxation 

are spread out over time, discounting makes carbon tax reforms less appealing to the 

population. Ex-ante transfers can reverse this pattern. This effect is further amplified if, 

as it is sometimes the case, delayed financial gains are discounted more than delayed 

losses. Also, concrete benefits tend to be discounted less than more abstract ones. 

Arguably, a cash transfer is a less abstract gain than the health benefits that may derive 

from, for instance, earmarking revenues for additional climate-related expenditures. 

Third, timing the distribution of compensation payments to coincide with the onset of 

the environmental tax, i.e. distributing revenues on the first day the tax is applied, helps 

to communicate the logic of a fiscal shift, as this practice would highlight the link 

between the increased fiscal pressure and the distribution of benefits.  

From Miria Pigato's report for the World Bank, Fiscal Policies for Development and Climate 

Action (2019): 

Traditionally, the costs of [environmental taxes] accrue before most of the benefits. 

Paying compensation to households before, instead of after, the environmental tax is 

introduced can overcome several biases (such as discounting, lack of trust in the 

government, and risk aversion). The Islamic Republic of Iran, for example, formally 

locked compensation payments into personal bank accounts that were unfrozen on the 

day of energy price increase (box 1.6). As a result, the reforms were perceived as more 

credible and personally valuable. . . 

Box 1.6: Antedating of Benefits: The 2010 Iranian Strategy 

In 2010, the Islamic Republic of Iran embarked on a significant energy price reform. In 

one day, the government increased the consumer price of diesel by about 2,000 percent. 

At the same time, the government provided significant compensation to households. At 

https://documents.worldbank.org/en/publication/documents-reports/documentdetail/340601545406276579/fiscal-policies-for-development-and-climate-action
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/340601545406276579/fiscal-policies-for-development-and-climate-action
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least 50 percent of the revenues were earmarked for household compensation, initially in 

the form of bimonthly cash transfers. In addition, 30 percent of the revenues were 

earmarked to support firms during the transition phase toward less energy-intensive 

production, and the remaining 20 percent were retained in the public sector.  

Uniquely, the reform used antedated benefits: cash transfers were visible on bank 

accounts before and then released to citizens on the day of the price increase. Iranians 

were allocated frozen personal bank accounts in their name, which were visible via a 

website and publicized in the media in advance of the reform. Having already paid, or 

9HH=9J=< LG @9N= H9A<Ӆ ;GEH=FK9LAGF AFLG ;ALAR=FKӐ 9;;GMFLKӅ L@= ?GN=JFE=FL K=FL 9

stronger signal of its commitment to compensation. In addition, while the lock was in 

place, the government communicated that, if it had to abandon the fuel price increase 

because of opposition, it would not unlock the accounts. Because the compensation in 

these locked accounts amounted to very significant sums for most Iranians, the cash 

transfers and the locking mechanism provided a strong incentive for the population to 

KMHHGJL L@= J=>GJEӐK AEHD=E=FL9LAGFӄ  

Public support for this reform was also raised by a large-scale informational campaign. 

Different types of media and a diverse set of communicators (politicians, business 

people, clerics, and researchers) were employed to reach different sections of society. 

2@= 9ML@GJALA=K 9DKG AFKLALML=< H@GF= @GLDAF=K LG 9FKO=J ;ALAR=FKӐ IM=KLAGFKӄ 

For more fascinating details on Iran's successful strategy for selling its controversial 

=F=J?Q HJA;AF? J=>GJEӅ K== L@= '+$ OGJCAF? H9H=JӅ ӑIranӛThe Chronicles of the Subsidy 

ReformӅӒ (MDQ ҐҎҏҏӄ 

 

Sources: 

F<J=B 5G=JF=J =L 9DӄӅ ӑHow to Increase Public Support for Carbon PricingӅӒ "AK;MKKAGF .9H=J

No. 489, December 21, 2023. 

Daniel RübӅ ӑInequality beyond income quantiles: Distributional effects of climate mitigation 

policiesӅӒEcological Economics, 216 (February 2024). 

 9GHAF? 1@9F?Ӆ ӑThe Poverty and Distributional Impacts of Carbon Pricing: Channels and 

Policy ImplicationsӅӒReview of Environmental Economics and Policy, 17:1 (Winter 2023), 64-85. 

 

 

  

https://www.imf.org/external/pubs/ft/wp/2011/wp11167.pdf
https://www.imf.org/external/pubs/ft/wp/2011/wp11167.pdf
https://rationality-and-competition.de/wp-content/uploads/discussion_paper/489.pdf
https://www.sciencedirect.com/science/article/pii/S0921800923002823
https://www.sciencedirect.com/science/article/pii/S0921800923002823
https://www.journals.uchicago.edu/doi/10.1086/723899
https://www.journals.uchicago.edu/doi/10.1086/723899
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CFD and Public Approval 
November 2023 

A F=O H9H=J :Q LOG K;@GD9JK 9L L@= 3FAN=JKALQ G> -P>GJ<Ӆ ӑIncreasing the acceptability of 

carbon taxation: The role of social norms and economic reasoning,Ӓ J=HGJLK L@= KA?FA>A;9FL

positive effects on public attitudes among people exposed to one (or two) short videos 

explaining 1) the policy and 2) the facts about public opinion toward climate mitigation.  

Below I excerpt sections of the paper, deleting in-line references : 

We investigate how acceptability of carbon taxes is jointly influenced by economic 

J=9KGFAF? GF L@= HGDA;QӐK >MF;LAGFAF? 9K O=DD 9K KG;A=L9D FGJEK LGO9J< HMJKMAF? ;9J:GF

neutrality. We do so by conducting a representative survey experiment in the U.S. and 

testing how different combinations of information videos affect individual policy 

preferences, both immediately after exposure and several months later, in an obfuscated 

follow-up survey.  

'F GF= G> L@= NA<=G AFL=JN=FLAGFKӅ O= :JA=>DQ =PHD9AF ;9J:GF L9P9LAGF AF D9QE9FӐK L=JEKӅ

including how it can help the economy transition to carbon neutrality . . . and how 

redistribution of revenues (via uniform cash transfers) can ease the burden on vulnerable 

households. [Previous research shows that] clear and transparent policy communication 

may be essential to dispel misconceptions and doubts about its effectiveness and 

distributional impacts.  

At the same time, climate policy support is strongly related to general climate-related 

beliefs and concerns. Thus, growing political polarization over climate issues may 

undermine broad acceptability of carbon taxation. In fact, . . . representations of partisan 

divides ӛ for example in the media ӛ can cause the public to systematically underestimate 

the level of climate concern and policy support in the general population by large margins. 

ӄ ӄ -F= EA?@L L@=J=>GJ= 9J?M= L@9L ӑӨ;өGJJ=;LAF? EAKH=J;=AN=< FGJEs of opposition and 

decoupling policy evaluation from identity concerns would help overcome [...] seemingly 

AFKMJEGMFL9:D= :9JJA=JK LG :AH9JLAK9F KMHHGJL >GJ ;DAE9L= HGDA;QӄӒ 2@MKӅ GMJ K=;GF< NA<=G

intervention highlights the remarkably broad societal consensus on climate action by 

truthfully informing individuals that, according to a recent poll, a clear majority of 

E=JA;9F 9<MDLK ӦҔҗổӧ KMHHGJL L@= ;GMFLJQӐK =>>GJLK LG 9;@A=N= ;9J:GF F=MLJ9DALQ :Q ҐҎғҎӄ 

Finally, we include an experimental condition that combines the norm-based and the 

policy-centered information videos, as these two perspectives may be intricately linked. 

For instance, stressing the societal agreement on carbon neutrality may also increase 

H=GHD=ӐK J=;=HLANALQ LG >MJL@=J AF>GJE9LAGF GF KH=;A>A; HGDA;Q HJGHGK9DKӅ AF GMJ ;9K= ;9J:GF

taxation. . .  To the best of our knowledge, we are the first to study the joint causal effects 

of economic reasoning and social norm perceptions on policy acceptance.  

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/33272
https://www.inet.ox.ac.uk/files/Carbon-tax-acceptance_WP.pdf
https://www.inet.ox.ac.uk/files/Carbon-tax-acceptance_WP.pdf
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Our study design proceeds in three steps. In the first step, we conducted an initial survey 

experiment in August 2022 with a representative sample of 2,688 U.S. adults . . . Subjects 

were randomly assigned to be exposed to different information videos . . ., focusing either 

on explaining how carbon taxation works (Policy), informing about climate action support 

in the U.S. (Norm), the combination of both (Norm + Policy), or a placebo video of similar 

length but on an unrelated topic (Control). We then investigate the effects of different 

information conditions on attitudes toward carbon taxation after video exposure . . . 

Several findings emerge from our study. First, we confirm that, prior to receiving any 

information, most individuals underestimated general support for carbon neutrality in the 

U.S. ӛ consistent with previous studies that document pluralistic ignorance in the climate 

domain and that most subjects displayed considerable knowledge gaps about carbon 

taxation as a policy tool.  

 

Second, providing information through video interventions resulted in a significant 

increase in the share of participants who support carbon taxation (with uniform 

redistribution) by around . . . an 8% increase relative to 63% in the control group. We find 

similar positive effects no matter whether information focused more on explaining the 

policy or on norms toward carbon neutrality, although point estimates are highest in the 

combined treatment. . .  

Overall, our study finds that policy-specific economic reasoning and general social norms 

can play a joint role in fostering public acceptability for ambitious climate measures like 

carbon taxes. . . 

Source: 

Ximeng Fang and Stefania Innocenti, ӑIncreasing the acceptability of carbon taxation: The 

role of social norms and economic reasoning,Ӓ 3FAN=JKALQ G> -P>GJ< 5GJCAF? .9H=J ,Gӄ ҐҎҐґ-

25, November 2023. 

https://www.inet.ox.ac.uk/files/Carbon-tax-acceptance_WP.pdf
https://www.inet.ox.ac.uk/files/Carbon-tax-acceptance_WP.pdf
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Major International Survey Highlights Value of Carbon Tax Education 
October 2022 

One of the most ambitious international surveys ever conducted of public attitudes toward 

climate mitigation policies sends a powerful but nuanced message on carbon taxes: On first 

hearing they are among the least popular policies, just as detractors claim, but public support 

jumps markedly with a little education.  

The study covered more than 40,000 respondents in 20 countries, which account for nearly 

three-quarters of global CO2 emissions. Although the Organization of Economic Cooperation 

and Development (OECD) released a working draft AF D9L= (MF=Ӆ L@= D9L=KL N=JKAGF G> ӑFighting 

climate change: International attitudes toward climate policiesӒ O9K GFDQ HGKL=< GF &9JN9J<

3FAN=JKALQӐK KAL= D9KL EGFL@ӄ 2G <9L= ' @9N= K==F FG #F?DAK@-language media coverage of this 

impressive report. 

The six authors, all eminent in the fields of climate economics and politics, show that three 

factors best explain support for climate policies: effectiveness, fairness, and self-interest. 

That is to say, public acceptance goes up when people believe that policies reduce emissions, 

spare low-income households undue burden, and avoid crimping their own budgets or 

lifestyles. 

The study also goes beyond most previous surveys in demonstrating that education about 

how climate policies work and who may benefit often has a large impact on public support. In 

contrast, simply frightening people about impending climate risks does little to arouse more 

support for action. These findings should provide important direction and motivation for 

grassroots climate activists involved in public education campaigns. 

Aside from the scope of the study, and the detailed demographic information it reports, one 

key innovation was its random exposure of people to short informative videos on climate 

impacts and climate policies (see links and script below). The goal was to derive reliable 

experimental evidence of how information changes perceptions, and how those perceptions 

in turn drive policy support. 

Without any exposure to these videos, people in high-income countries who had an opinion 

responded most favorably (87% support) to using government to subsidize low-carbon 

technologies. A modest majority (56%) backed a carbon tax with cash transfers. Only 46% 

supported a $45 carbon tax with no provision for revenue distribution. At least carbon taxes 

did better than a proposal to tax beef, which garnered a mere 39% support. 

 ML L@9LӐK >9J >JGE L@= =F< G> L@= KLGJQӄ 1MHHGJL >GJ ;9J:GF L9P=K O=FL O9Q MH <=H=F<AF? @GO

the revenue is used. More than seven in 10 respondents who had an opinion (71%) backed a 

carbon tax with cash transfers to the poorest households, showing the importance of 

perceived fairness.  

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/26553
https://www.oecd.org/climate-change/international-attitudes-toward-climate-policies/
https://scholar.harvard.edu/files/stantcheva/files/international_attitudes_toward_climate_change_sept22.pdf
https://scholar.harvard.edu/files/stantcheva/files/international_attitudes_toward_climate_change_sept22.pdf
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85% of those with an opinion supported carbon taxes when revenues are earmarked for low-

;9J:GF L=;@FGDG?Qӄ .J=NAGMK KLM<A=K KM??=KL L@9L E9FQ H=GHD= <GFӐL MF<=JKL9F< @GO ;9J:GF

taxes themselves encourage decarbonization. They see taxes mainly as a way to raise money. 

They approve only when the revenue is put directly to use for environmental causes. 

The charts below show baseline public support by country for various carbon tax policies as a 

percentage of all respondents, including those with no opinion.  

 

International attitudes toward climate policies - OECD 

One of the most encouraging findings was that a carbon-tax-and-dividend was the most 

responsive of all tested policies to the two brief educational videos about general climate 

impacts and policy alternatives. 

The climate policies video described the advantages and drawbacks of a ban on the sale of 

most new combustion-engine cars; a carbon tax with equal cash transfers (dividends); and 

extensive public investment in green energy, transportation, and agriculture.  

Regarding carbon taxes, the video disclosed the impact on gasoline prices, explained how a 

$45 tax would discourage fossil fuel consumption and CO2 emissions, and informed viewers 

that an equal distribution of revenues would make lower-income earners better off even after 

the tax. 

The five-minute policies video boosted support by nearly 10 percentage points. Watching a 

three-minute video on climate impacts bumped up support another three percentage points. 

https://www.oecd.org/climate-change/international-attitudes-toward-climate-policies/


109 

 

The combined impact was double or more the effect of education on most other policy 

alternatives. Across all countries, it was enough to bring public support to nearly 60% of all 

respondents who saw the videos. 

International attitudes toward climate policies - OECD 

This chart shows changes in the share of respondents out of the entire sample who somewhat 

or strongly support climate change policies after seeing the videos.  

2@= KLM<Q ;GFL9AFK DGLK G> GL@=J JA;@ <=L9ADӅ :ML 9L :GLLGE AL K@GOK ӑKLJGF? E9BGJALQ :9K=DAF=

KMHHGJLӒ AF EGKL ;GMFLJA=K >GJ ӑHGDA;A=K H=J;=AN=< LG := =>>=;LAN=Ӆ HJG?J=KKAN=Ӆ GJ :GL@ӅӒ

AF;DM<AF? ӑ;9J:GF L9P=K OAL@ KLJGF?DQ HJG?J=KKAN= MK= G> J=N=FM=KӄӒ 

It also demonstrates that explaining to people why a policy is both effective and fair 

significantly increases support. In other words, grassroots education campaigns can have a 

powerful impact on public attitudes. 

Source: 

A. Dechezleprêtre, et al. (2022), "Fighting climate change: International attitudes toward 

climate policies," OECD Economics Department Working Papers, No. 1714, July 2023.  

https://www.oecd.org/climate-change/international-attitudes-toward-climate-policies/
https://www.oecd-ilibrary.org/economics/fighting-climate-change-international-attitudes-toward-climate-policies_3406f29a-en
https://www.oecd-ilibrary.org/economics/fighting-climate-change-international-attitudes-toward-climate-policies_3406f29a-en
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Carbon Dividends: New Experiment Shows Potential for Carbon 
Pricing Support 
August 2022 

Canadians, like Americans, are suffering the slings and arrows of global energy inflation. 

Unlike Americans, however, they began receiving quarterly Climate Action Incentive 

PaymentsӜwhat we call carbon dividendsӜin July. Over the course of 12 months, the typical 

family of four will receive dividends ranging from $745 to $1,101 depending on what province 

they live in.  

 

Source: Department of Finance Canada 

2@= J=N=FM= >GJ L@GK= <ANA<=F<K ;GE=K >JGE !9F9<9ӐK JAKAF? ;9J:GF L9PӅ O@A;@ @AL ẼғҎ H=J

metric ton of CO2 this year. Ideally, those payments should build political support for a model 

;DAE9L= HGDA;Q L@9L >9;=K GF?GAF? 9LL9;CK >JGE !9F9<9ӐK !GFK=JN9LAN= .9rty. 

Welcome as those payments should be to most households, however, the government has 

consistently missed opportunities to make them a political asset. In the past, it disbursed 

them as refundable tax credits, which many Canadians failed to notice or connect to the 

carbon tax. Starting in July, the government switched to a much smarter system of quarterly 

direct payments. Even so, it blundered by sending many of the dividends through cryptic 

=D=;LJGFA; LJ9FK>=JK D9:=D=< ӑ>=<=J9D H9QE=FLӅӒ ӑ!9F9<9 $=<ӅӒ GJ ӑ#$2 !J=<AL !9F9<9ӄӒ 

In other words, at least some of the bureaucrats in charge were marketing dunces. That 

mattersӜa lot. 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/25702
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/25702
https://www.canada.ca/en/department-finance/news/2022/03/climate-action-incentive-payment-amounts-for-2022-23.html
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As National Observer columnist Max Fawcett commentedӅ ӑwhen you combine this sort of 

consistently confusing communication with the long-standing conservative campaign to 

mislead and misinform Canadians about the carbon tax and rebate, it amounts to gross 

HGDALA;9D E9DHJ9;LA;=ӄ 'LӐK 9F MF>GJLMF9L= J=EAF<=JӅ FGL that we really needed one, that the 

:=KL A<=9K AF L@= OGJD< ;9F >9AD A> L@=QӐJ= FGL KGD< HJGH=JDQӄӒ 

ӑMake no mistakeӅӒ @= ;GFLAFM=<Ӆ ӑthe >9L= G> L@= ;9J:GF L9PӅ 9F< !9F9<9ӐK :JG9<=J ;DAE9L=

policy, is still very much in question. . . And because the current federal government has failed 

to establish a clear connection in the minds of enough Canadians between the tax and the 

J=:9L=Ӆ ?=LLAF? JA< G> AL OGFӐL ;GE= OAL@ EM;@ G> 9 HGDALA;9D ;GKLӄ . . All wonkish academic 

=F<GJK=E=FLK AF L@= OGJD< OGFӐL E=9F 9FQL@AF? A> NGL=JK <GFӐL MF<=JKL9F< O@Q QGMӐJ= <GAF?

something and how it benefits them personally.Ӓ 

That was also a key lesson of a much-heralded study published this January in Nature Climate 

ChangeӅ LALD=< ӑLimited impacts of carbon tax rebate programmes on public support for 

carbon pricingӄӒ 'L J=HGJL=< KMJN=QK ;GF>AJEAF? L@9L D9J?= FME:=JK G> !9F9<A9FK O=J=

unaware of climate-related credits on their federal income tax returns.  

Discouragingly, however, it also found than when Canadians were informed of the rebates, 

many still assumed (incorrectly) they were net losers, paying out more in carbon taxes than 

L@=Q J=;=AN=< AF ;J=<ALKӄ 'F K@GJLӅ 9 DALLD= CFGOD=<?= <A<FӐL KGDN= L@= HGDitical challenge of 

:GGKLAF? HM:DA; KMHHGJL >GJ L@= ;GMFLJQӐK ;9J:GF L9P HGDA;Q AF L@= >9;= G> O9N=K G> F=?9LAN=

advertising by the Conservative Party. 

In a blog several months ago, Dana Nuccitelli commentedӅ ӑIf you only take one thing away 

from this study, make it this: dividends must be coupled with educational efforts to inform 

citizens about how much the carbon price is increasing their costs and that the carbon fee 

and dividend system is generating a net income for most households.Ӓ 

In an important new paper scheduled for publication in Environmental Research Letters, one 

of the co-authors of the original study teamed up with several other scholars to perform a 

novel experimental test of how further educationӜand political messagingӜcould affect the 

impact of carbon dividends on public opinion. 

The authors created a carbon tax calculator  to show individual Americans their estimated tax 

burden as well as their carbon dividend at two levels: a modest tax of $50 per metric ton of 

CO2, and a much higher tax of $230. In short, they provided people with the full financial 

equation that was missing from the earlier study. They then asked respondents whether they 

would support either tax. 

Even without any financial information on costs and benefits, 58% of Americans surveyed 

supported the $50 tax and 50% supported even the $230 tax, which is far higher than any 

current carbon tax around the globe. 

https://www.nationalobserver.com/2022/07/26/opinion/baffled-carbon-tax-rebate
https://www.nature.com/articles/s41558-021-01268-3
https://citizensclimatelobby.org/blog/policy/study-shows-that-carbon-cashback-must-be-coupled-with-education/
https://doi.org/10.1088/1748-9326/ac8607
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But when people were informed about the financial impacts of the tax-and-dividend on their 

@GMK=@GD<KӅ JGM?@DQ ҕҎ H=J;=FL KMHHGJL=< :GL@ L@= DGO 9F< L@= @A?@ L9P K;=F9JAGKӄ 2@9LӐK

huge. 

 

$J=EKL9<Ӆ =L 9DӄӅ ӑThe role of rebates in public support for carbon taxesӅӒ ҐҎҐҐӄ 

Note: This chart shows support for a carbon tax among individuals who received personal 

estimates of their carbon tax burden at $50/t and $230/t, without and with information about 

their rebates. 

'F L@= J=9D OGJD<Ӆ G> ;GMJK=Ӆ HJGHGF=FLK <GFӐL ?=L LG ;GFLJGD L@= E=KK9?AF? GJ <G L@=

ӑ=<M;9LAF?Ӓ AF 9 N9;MMEӄ 2@= L=KL L@= =>>=;LK G> HJG-and-con arguments on public opinion, 

the authors provided a random sample of respondents with the following message: 

ӑMany [environmentalists/Democrats] say this is a vital policy to fight climate change, create 

millions of clean-energy jobs, and save billions of dollars on climate-related natural disasters 

like wildfires and hurricanes. By contrast, many [business groups/Republicans] say this is a 

poorly designed policy to increase energy costs by billions of dollars and hurt the economy, 

without significantly reducing carbon pollution.Ӓ 

https://iopscience.iop.org/article/10.1088/1748-9326/ac8607
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The bad news is the added messaging cut support for carbon taxes among Democrats, 

Republicans, and Independents. The really good news is that carbon dividends still increased 

support among all three groups, just as proponents have long hoped and expected.  

2=;@FA;9DDQӅ L@= D9LL=J >AF<AF? O9K FGL KL9LAKLA;9DDQ KA?FA>A;9FLӅ E=9FAF? AL ;9FӐL := 9KK=JL=<

OAL@ җғ H=J;=FL ;GF>A<=F;=ӄ 2@9LӐK E9AFDQ <M= LG KE9DD K9EHD= KAR=KӅ :ML L@= 9ML@GJK

9;CFGOD=<?= L@9L ӑL@= =>>=;L G> J=:9L=K J=E9AFK KM??=KLAN=DQ HGKALAN=ӄӒ 

Sources: 

+9LLG +AD<=F:=J?=JӅ =L 9DӄӅ ӑLimited impacts of carbon tax rebate programmes on public 

support for carbon pricingӅӒNature Climate Change, 12 (January 2022), 141-147. 

F<=JK $J=EKL9<Ӆ ӑThe role of rebates in public support for carbon taxesӅӒEnvironmental 

Research Letters, 17:8 (August 2022). 

 

How Resilient is Public Support for Carbon Pricing? 
July 2023 

Efforts by CCL volunteers and other climate activists to enact carbon pricing in the United 

States last year faced an insuperable obstacle: the giant run-up in energy prices following 

0MKKA9ӐK AFN9KAGF G> 3CJ9AF=ӄ 5AL@ ?9KGDAF= HJA;=K KG9JAF? 9:GN= Ẽғ H=J ?9DDGFӅ >=<=J9D 9F<

state legislators were far more inclined to consider price subsidies, even for fossil fuels, than 

new energy taxes. 

But fears of a voter backlash may have been a bit overblown, if results from a new study of 

German public opinion can be extended to the United States. In a  paper posted by the Berlin 

School of Economics, three prominent European climate policy researchers find that the huge 

run-up in energy prices in Germany in 2022 did not dampen support for modest levels of 

carbon pricing. 

In addition, the study reaffirmed the value of carbon dividendsӜ9 >GJE G> ӑKG;A9D

;GF<ALAGFAF?Ӓ LG @=DH DGO=J-income households afford the clean energy transitionӜin 

bolstering public support for carbon pricing. 

https://www.nature.com/articles/s41558-021-01268-3
https://www.nature.com/articles/s41558-021-01268-3
https://iopscience.iop.org/article/10.1088/1748-9326/ac8607
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/31112
https://opus4.kobv.de/opus4-hsog/frontdoor/deliver/index/docId/5023/file/BSE_DP_0021.pdf
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The scholars collected data from three 

public opinion surveys in Germany between 

2019 and 2022. Germany is already a party 

LG L@= #MJGH=9F 3FAGFӐK =EAKKAGFK LJ9<AF?

system, covering electric power, large 

industry, and aviation, It added an 

additional carbon price to its building and 

LJ9FKHGJL9LAGF K=;LGJK G> ỀҐғ H=J LGF AF

ҐҎҐҏӄ 2@= L9P AF;J=9K=< LG ỀґҎ AF ҐҎҐҐ =N=F

as natural gas prices nearly doubled and 

residential electricity prices jumped about 

19%. The surveys were thus able to test the 

impact of these events on public attitudes toward carbon pricing.  

Their encouraging finding: about 60% of respondents support these modest additional levels 

G> ;9J:GF HJA;AF?Ӆ 9F< ӑKMHHGJL K==EK LG @9N= E9J?AF9DDQ AF;J=9K=< GN=J LAE=Ӓ <=KHAL= L@=

BMEH AF =F=J?Q HJA;=K 9F< L@= KE9DD AF;J=9K= AF ;9J:GF L9P=Kӄ ӑ+GJ=GN=JӅӒ Lhey report, 

ӑKMHHGJL AK H=JKAKL=FLӅ 9K J=KHGF<=FLK O@G KMHHGJL ;9J:GF HJA;AF? AF GF= KMJN=Q O9N= 9J=

EM;@ EGJ= DAC=DQ LG KMHHGJL AL D9L=J GFӄӒ 

Their other key finding relates to the use of carbon tax revenues. Earmarking them for green 

investments remains the most popular option, though support fell a bit over the period. In 

the meantime, compensating low-income households became more popular, attracting 

nearly 50% support. The scholars foundӜand this should come as no surpriseӜL@9L ӑH=GHD=

=PH=JA=F;AF? @A?@ =F=J?Q ;GKLK 9J= EGJ= DAC=DQ LG AF;J=9K= L@=AJ KMHHGJL >GJ <AJ=;L LJ9FK>=JKӄӒ 

2@=AJ ;GF;DMKAGFӆ ӑ2G E9AFL9AF KLJGF? HM:DA; KMHHGJL >GJ ;DAE9L= 9;LAGFӅ HGDA;QE9C=JK ;9F

pair stringent policies with visible compensation and adapt measures to external events that 

AF;J=9K= L@= NMDF=J9:ADALQ G> @GMK=@GD<K LG @A?@ =F=J?Q HJA;=KӄӒ 

,GL=ӆ ALӐK HGKKA:D= L@9L GL@=J G>>A;A9D HGDA;A=K 9DKG 9>>=;L=< HM:DA; 9LLALM<=K AF L@AK H=JAG<ӄ $GJ

example, the German government lowered the federal tax on oil, introduced cheaper ticket 

prices for regional transit, and granted households a special allowance to pay heating bills in 

2022 to cushion the blow of higher energy prices. 

Source: 

1L=H@9F 1GEE=J =L 9DӄӅ ӑHow resilient is public support for carbon pricing? Longitudinal 

evidence from GermanyӅӒ  =JDAF 1;@GGD G> #;GFGEA;K "AK;MKKAGF .9H=J ԎҐҏӅ (MF= ҐҎҐґӄ 

 

  

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27175
https://opus4.kobv.de/opus4-hsog/frontdoor/deliver/index/docId/5023/file/BSE_DP_0021.pdf
https://opus4.kobv.de/opus4-hsog/frontdoor/deliver/index/docId/5023/file/BSE_DP_0021.pdf


115 

 

Does Public Education Build Support for Carbon Pricing?  
January 2024 

Recent posts by D9F9 ,M;;AL=DDA Ӧӑ5@9LӐK @9HH=FAF? OAL@ !9F9<9ӐK ;9J:GF HJA;= 9F<

emissions?Ӓӧ 9F< 0A;C )FA?@L Ӧӑ.=J;=HLAGF ?9H HD9?M=K !9F9<9ӐK ;9J:GF HJA;=Ӓӧ @A?@DA?@L L@=

need for more public education about benefits to shore up political support for the federal 

carbon fee and dividend in Canada (and, by extension, here in the United States). Another 

recent post, by Robin Paone, reports on the recent creation of a carbon dividend calculator 

for Canadians, an educational tool the Canadian government should have created and 

publicized as soon as its federal carbon tax took effect. 

Those are good lessons. Unfortunately, however, recent social science research suggests that 

shaping public opinion through education will be much more difficult than most of us would 

like to believe. 

A widely cited 2022 paper in Nature Climate Change discussed widespread public ignorance in 

Canada about the existence and size of carbon tax rebates as a factor in limiting public 

support for the program. Unfortunately, however, when the authors supplied Canadian 

survey participants with information about the true size of their benefits, their support for 

carbon pricing actually dropped. Many people apparently concluded, wrongly, that they 

would be net losers. 

ӑ2@AK K@A>L O9K ;GF;=FLJ9L=< 9EGF? !GFK=JN9LAN= .9JLQ G> !9F9<9 KMHHGJL=JKӅӒ L@= 9ML@GJK

FGL=<ӄ 2@= J=KMDLK KM??=KL=< ӑL@9L HGDA;Q HJ=>=J=F;=K J=E9AF ;GF<ALAGF=< HJAE9JADQ :Q

H9JLAK9FK@AHӄӒ 5ADD L@9L ;GE= 9K 9FQ K@G;C LG L@GK= G> MK AF L@= 3FAL=< 1L9L=KӋ 

A subsequent paper in Environmental Research Letters, co-authored by one of the Nature 

paper authors, offered a more optimistic finding that the provision of dividends would 

strongly increase support for carbon pricing in the United States. I was delighted by that news 

MFLAD ' J=9< L@= ;9N=9L L@9L ӑHGDA;Q AK 9DO9QK HGDALA;AR=<Ӆ 9F< O@=F J=Kpondents are exposed to 

political messages about carbon pricing the effects associated with rebates are dampened or 

=DAEAF9L=<ӄӒ 5AL@ HGDALA;9D E=KK9?AF?Ӆ <ANA<=F<K KLADD AF;J=9K=< KMHHGJL >GJ ;9J:GF L9P=K

among U.S. survey participants, but the reduced effect was no longer quite statistically 

significant. 

' <AK;MKK=< L@=K= 9F< E9FQ EGJ= J=D=N9FL H9H=JK AF EQ J=K=9J;@ ?MA<=Ӆ ӑBuilding Support for 

Carbon PricingӄӒ  ML 9 ;GMHD= G> AEHGJL9FL F=O H9H=JKӅ 9ML@GJ=< :Q J=K=9J;@=JK 9L L@=

London School of Economics and Politics and ETH Zurich, are also relevant. 

 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34129
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34087
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34087
https://citizensclimatelobby.org/blog/policy/perception-gap-plagues-canadas-carbon-price/
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34054
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34054
https://www.nature.com/articles/s41558-021-01268-3
https://doi.org/10.1088/1748-9326/ac8607
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/Carbon-Tax-Political-Research-Guide.pdf
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/Carbon-Tax-Political-Research-Guide.pdf
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The first, just published in the 

European Journal of Political 

ResearchӅ AK LALD=< ӑCarbon 

inequality and support for carbon 

taxationӄӒ  9K=< GF =PL=FKAN=

surveys in Germany, it tests how 

various kinds of information affect 

public attitudes toward carbon 

taxation. The authors tested how 

support changed with the 

provision of information about 

=9;@ J=KHGF<=FLӐK ;9J:GF

footprint and how carbon 

footprints vary by household 

income.  

Among their findings: 

¶ Consistent with past 

research, richer individuals 

generally show more initial 

support for carbon taxation 

ӦHJG:9:DQ :=;9MK= L@=Q <GFӐL

worry about day-to-day energy 

costs). 

¶ However, richer households 

significantly reduce their support 

for carbon taxation when 

informed about their carbon 

footprint and how that stacks up 

against other households, 

increasing their awareness of how 

carbon taxation might affect 

them. Poorer households, on the 

other hand, increase their support 

as they realize the tax will cost 

them less than they imagined. 

https://ejpr.onlinelibrary.wiley.com/doi/full/10.1111/1475-6765.12647
https://ejpr.onlinelibrary.wiley.com/doi/full/10.1111/1475-6765.12647
https://ejpr.onlinelibrary.wiley.com/doi/full/10.1111/1475-6765.12647
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¶ On balance, in Germany at least, the provision of all this information increases overall 

public support for carbon taxation, thanks to strong increases among lower-income 

households.  

ӑ$JGE 9 HGDA;Q H=JKH=;LAN=ӅӒ L@=Q ;GF;DM<=Ӆ ӑAF<ANA<M9DKӍ :=DA=>K 9:GML L@= E9L=JA9D :MJ<=FK

they would face from carbon taxation, and other ambitious costly climate policy, are a key 

input for political feasibility. Therefore, policy designs which are able to offset or diffuse these 

costs, for example, through revenue recycling and rebate schemes, continue to offer an 

9N=FM= LG AF;J=9KAF? ;DAE9L= 9E:ALAGFӄӒ &GO=N=JӅ L@=Q E9C= AL ;D=9J L@9L ӑ=<M;9LAGFӒ 9:GML

the effects of carbon taxation can work two ways, 9F< <ANA<=F<K 9DGF= OGFӐL AFG;MD9L= L@=

public against disinformation. 

In a new study forthcoming in the Journal of Politics, the same authors offer more pessimistic 

;GF;DMKAGFK 9:GML L@= AEH9;L G> ӑHG;C=L:GGC 9F< <AKLJA:MLAGF9D ;GF;=JFKӒ 9:GML ;9J:GF

taxes. When high-income people in both Germany and the United States are informed about 

how a carbon tax would affect them, they lose their inclination to support environmental 

policies. That trend is even worse among affluent Americans when they are informed that 

revenues will be used to fund equal dividends. (In contrast, when higher-income Germans 

learn about the benefits to poorer households, their support grows.)  

'F L@= 3FAL=< 1L9L=KӅ L@=K= >AF<AF?K ;JGKK H9JLAK9F DAF=Kӄ ӑ5= >AF< L@9L NGL=JK O@G ӄ ӄ ӄ 9J=

supportive of green, liberal, and left-wing political parties, do not always differ from right-

OAF? NGL=JK AF J=KHGFK= LG AF;GE= AF>GJE9LAGFӅӒ L@= 9ML@GJK OJAL=ӄӑ$GJ =P9EHD=Ӆ @A?@

income Democrats in the US learning about a [carbon fee and dividend] that would reduce 

their own income but benefit the lowest 70% of earners, significantly reduce support for 

;9J:GF L9P9LAGF LG L@= K9E= D=N=D 9K 0=HM:DA;9FKӄӒ 

Their surveys do show that dividends bolster political support for carbon taxation in both the 

United States and Germany, but they have a much more positive effect in Germany (see chart 

below). Americans, it seems, care much less about redistribution than they do about costs. 

ӑ-MJ >AF<AF?K =EH@9KAR= L@9L HG;C=L:GGC =>>=;LK AF H9JLA;MD9JӅ 9J= AEHGJL9FL >GJ

MF<=JKL9F<AF? HGDALA;9D ;G9DALAGFK :=@AF< HGDA;A=K 9AE=< 9L =E=J?AF? KG;A=L9D HJG:D=EKӅӒ

L@=Q ;GF;DM<=ӄ 2@9LӐK H9JLA;MD9JDQ LJM= >GJ ;9J:GF HJA;AF?Ӆ L@=Q =EH@9KAR=Ӆ O@=J= L@=costs 

are hard to hide. All this points to the need for really creative marketing, messaging, and 

political coalition-building to make carbon fee and dividend legislation succeed in the United 

States. 

 

https://doi.org/10.1086/727594
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/33856


118 

 

 

 

Sources: 

Matto Mildenberger et al., ӑLimited impacts of carbon tax rebate programmes on public 

support for carbon pricingӅӒNature Climate Change, 12 (January 2022), 141-147. 

F<=JK $J=EKL9<Ӆ =L 9DӄӅ ӑThe role of rebates in public support for carbon taxesӅӒ

Environmental Research Letters, 17:8 (2022). 

Liam Beiser-McGrath and Thomas Bernauer, ӑCarbon Inequality and Support for Carbon 

TaxationӅӒEuropean Journal of Political Research, December 2023. 

Liam Beiser-+;%J9L@ 9F< 2@GE9K  =JF9M=JӅ ӑHow Do Pocketbook and Distributional 

!GF;=JFK >>=;L !ALAR=FKӐ .J=>=J=F;=K >GJ !9J:GF 29P9LAGFӋӒ Journal of Politics, forthcoming, 

2024.  

(GF9L@9F +9JK@9DDӅ ӑHow to make carbon pricing more popularӅӒ !!* :DG?Ӆ (9FM9JQ ҐҗӅ ҐҎҐґӄ 

Jonathan Marshall, Building Support for Carbon Pricing: A Research Guideӄ !ALAR=FKӐ !DAE9L=

Lobby, 2023. 

 

https://iopscience.iop.org/article/10.1088/1748-9326/ac8607
https://ejpr.onlinelibrary.wiley.com/doi/10.1111/1475-6765.12647
https://ejpr.onlinelibrary.wiley.com/doi/10.1111/1475-6765.12647
https://www.journals.uchicago.edu/doi/10.1086/727594
https://www.journals.uchicago.edu/doi/10.1086/727594
https://citizensclimatelobby.org/blog/policy/how-to-make-carbon-pricing-more-popular/
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/Carbon-Tax-Political-Research-Guide.pdf
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Germany Shows Why Carbon Dividends Are So Important 
January 2024 

A recent AP-NORC poll shows tremendous public sensitivity toward energy costs as a 

potential roadblock to climate mitigation policies like carbon pricing. Support for carbon 

pricing in Canada and the state of Washington, among other places, is eroding as a result. 

2@9LӐK O@Q O= @9N= LG E9C= ;9K@:9;C <ANA<=F<K KM;@ 9 C=Q H9JL G> GMJ E=KK9?=.  

2@9L D=KKGF K==EK DGKL GF KGE= C=Q HGDA;Q E9C=JK AF %=JE9FQӅ @GO=N=Jӄ 5AL@ L@= F9LAGFӐK

economy in the doldrums and energy prices still high, many German economists, as well as 

members of the Social Democratic and Green parties, are calling for dividend-like climate 

payments to compensate individuals for rising carbon prices. 

But Finance Minister Christian Lindner said although the government will soon have the 

technical ability to make 

dividend payments, it will hold 

off on any commitments until 

after the next election, in part 

because of budget-cutting 

priorities. 

Caption: Economist Veronika 

Grimm says climate money 

will lead to a more socially fair 

distribution of the burden 

caused by the rising CO2 price.  

Rheinische Post, December 29, 

2023 

Germany has at least two carbon prices. One price AK K=L :Q L@= #MJGH=9F 3FAGFӐK =EAKKAGFK

trading system (ETS). It covers the power sector, large industry, and airlines. That price has 

been trending down since last spring and is now around 70 euros ($76) per ton of CO2.  

In 2021 Germany also introduced a supplementary carbon tax, which covers fuels for the 

transportation and building heating sectors. Last year it amounted to 30 euros (about $35) 

per ton of CO2. It jumped to 45 euros at the start of this year, which is expected to increase 

the price of gasoline about 8.4 cents per liter and add 50 euros to the average annual home 

heating bill.  

$GDDGOAF? MKLJA9ӐK =P9EHD=, the government originally said it would soften the blow of high 

=F=J?Q HJA;=K L@JGM?@ 9 ӑ;DAE9L= :GFMKӒ Ӧ)DAE9?=D<ӧ H9A< LG =N=JQ ;ALAR=Fӄ 2@9L HJGHGK9D

followed publication research by the German Institute for Economic Research (DIW) showing 

L@9L ӑHJAN9L= @GMK=@GD<K OAL@ DGO AF;GE=K 9J= H9JLA;MD9JDQ :MJ<=F=<Ӓ :Q ;9J:GF HJA;AF? 9F<

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/34014
https://apnorc.org/projects/americans-views-on-climate-energy-policy-and-electric-vehicles/
https://www.reuters.com/world/americas/majority-canadians-want-carbon-tax-dropped-or-waived-three-years-poll-2023-11-16
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/28220
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/30127
https://www.wsj.com/world/europe/europes-growth-engine-is-broken-38e1d91c?mod=lead_feature_below_a_pos1
https://www.spiegel.de/wirtschaft/soziales/klimageld-laut-finanzminister-christian-lindner-keine-auszahlung-vor-2025-a-70021467-6d30-48ce-a0b5-92e9f48911aa
https://www.spiegel.de/wirtschaft/soziales/klimageld-laut-finanzminister-christian-lindner-keine-auszahlung-vor-2025-a-70021467-6d30-48ce-a0b5-92e9f48911aa
https://rp-online.de/politik/deutschland/interviews/die-wirtschaftsweise-veronika-grimm-dringt-auf-das-klimageld_aid-104178581
https://rp-online.de/politik/deutschland/interviews/die-wirtschaftsweise-veronika-grimm-dringt-auf-das-klimageld_aid-104178581
https://www.cleanenergywire.org/factsheets/germanys-planned-carbon-pricing-system-transport-and-buildings
https://www.cleanenergywire.org/factsheets/germanys-planned-carbon-pricing-system-transport-and-buildings
https://www.cleanenergywire.org/factsheets/germanys-planned-carbon-pricing-system-transport-and-buildings
https://www.wsj.com/articles/germany-budget-olaf-scholz-net-zero-climate-green-energy-e1162ad3
https://www.wsj.com/articles/germany-budget-olaf-scholz-net-zero-climate-green-energy-e1162ad3
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27175
https://www.diw.de/de/diw_01.c.683659.de/publikationen/diw_aktuell/2019_0024/mono.html
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9<NAKAF? L@9L AL OGMD< ӑ:= HGKKA:D= LG J=DA=N= L@= :MJ<=F GF HJAN9L= @GMK=@GD<K AF 9 J=N=FM=-

F=MLJ9D E9FF=J :Q ӄ ӄ ӄ AFLJG<M;AF? 9 MFA>GJE H=J ;9HAL9 ;DAE9L= HJ=EAMEӄӒ ӦI recently posted 

about a paper by three German economists making the same case at greater length.) 

"'5ӐK HJ=KA<=FL J=;=FLDQ K9A< AL O9K ӑ@A?@ LAE=Ӓ for Germany to implement a climate bonus. 

&GO=N=JӅ %=JE9FQӐK ;MJJ=FL 9HHJG9;@Ӆ DAC= L@9L G> 59K@AF?LGF 9F< !9DA>GJFA9Ӆ AK LG >MFF=D

J=N=FM= AFLG N9JAGMK ?J==F HJG?J9EK J9L@=J L@9F ;GFKME=JKӐ HG;C=LKӄSaid Finance Minister 

LindnerӅ ӑL@= J=N=FM=K 9J= :=AF? MK=< LG HJGEGL= @=9LAF?Ӆ :MAD<AF? J=FGN9LAGFӅ ?J==F KL==D

production, charging stations for electric cars and so on. In short, because one household 

receives a heat pump subsidy, several hundred others cannot receive climate money that 

year. You can't spend the money twice. So the climate money would replace the subsidies we 

@9N= FGOӄӒ 

*AF<F=JӐK ;9MLAGF O9K 9DKG HJGEHL=< :Q 9 DGGEAF? :M<?=L ;JAKAKӄ 3F>GJLMF9L=DQӅ :M<?=L

austerity means many other social welfare and transfer payment programs will also be cut, 

no doubt fueling popular dissatisfaction with the cost of environmental programs including 

carbon pricing. As I noted in a recent post, high energy costs are propelling the rises of 

%=JE9FQӐK F=G-fascist partyӄ DD G> O@A;@ AK 9 J=EAF<=J O@Q ALӐK NAL9D LG :MAD< <ANA<=F<K AFLG

any national or state carbon pricing strategy from the start.  

Indeed, German economist Veronika Grimm said exactly that last monthӆ ӑ2@= ;DAE9L= EGF=Q

should have been established from the outset ӛ :=>GJ= L@= AF;J=9K= AF !-ṉ HJA;AF?ӄ 2@=F AL

OGMD< := ;JQKL9D ;D=9J L@9L L@= AF;J=9KAF? !-ṉ HJA;AF? AK FGL 9 L9P AF;J=9K=Ӆ :ML KAEHDQ 9

KL==JAF? AFKLJME=FLӄӒ 

A typical family of four would get a climate bonus of more than 650 euros a year with a carbon 

price of 45 euros per ton, she noted.  

ӑ!DAE9L= EGF=Q @9K 9 N=JQ HGKALAN= J=<AKLJA:MLAN= =>>=;Lӛ on the one hand from high to low 

AF;GE=KӅ 9F< GF L@= GL@=J @9F< >JGE L@GK= OAL@ 9 @A?@ LG 9 DGO ;9J:GF >GGLHJAFLӅӒ K@= LGD<

GF= %=JE9F F=OKH9H=Jӄ ӑ2@AK AK =P9;LDQ L@= <=KAJ=< KL==JAF? =>>=;Lӆ KG;A9l balance on the one 

hand and appreciation of low-=EAKKAGF :=@9NAGJ GF L@= GL@=JӄӒ 

As icing on the cake, she added, implementing the carbon bonus sooner rather than later 

ӑOGMD< =N=F :=F=>AL L@= ?GN=JFE=FL AF L@= =D=;LAGF ;9EH9A?FӄӒ 'F<==<Ӆa new paper I 

covered in Nerd Corner last week, based on a national survey of German adults, showed a 

remarkable increase in public support for carbon pricing when accompanied by dividends of 

ӑ;DAE9L= HJ=EAMEKӄӒ 

Source: 

Stefan Bach, et al., ӑLenkung, Aufkommen, Verteilung: Wirkungen von CO2-Bepreisung und 

Rückvergütung des KlimapaketsӅӒDIW Berlin, October 2019. 

 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/30127
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/30127
https://www.spiegel.de/wirtschaft/soziales/klimageld-laut-finanzminister-christian-lindner-keine-auszahlung-vor-2025-a-70021467-6d30-48ce-a0b5-92e9f48911aa
https://www.spiegel.de/wirtschaft/soziales/klimageld-laut-finanzminister-christian-lindner-keine-auszahlung-vor-2025-a-70021467-6d30-48ce-a0b5-92e9f48911aa
https://www.spiegel.de/wirtschaft/soziales/klimageld-laut-finanzminister-christian-lindner-keine-auszahlung-vor-2025-a-70021467-6d30-48ce-a0b5-92e9f48911aa
https://www.wsj.com/articles/germany-budget-olaf-scholz-net-zero-climate-green-energy-e1162ad3
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/32448
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/32448
https://rp-online.de/politik/deutschland/interviews/die-wirtschaftsweise-veronika-grimm-dringt-auf-das-klimageld_aid-104178581
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/33856
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/33856
https://www.diw.de/documents/publikationen/73/diw_01.c.683685.de/diw_aktuell_24.pdf
https://www.diw.de/documents/publikationen/73/diw_01.c.683685.de/diw_aktuell_24.pdf
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Why Carbon Dividends are Socially Just: A German Analysis 
September 7, 2023 

Growing appreciation of carbon dividends as a tool to help ensure that the cost burdens of 

climate policies are fairly apportioned is highlighted in a new paper in the journal Energies by 

L@J== J=K=9J;@=JK 9L %=JE9FQӐK 5MHH=JL9D 'FKLALML= >GJ !DAE9L=Ӆ #FNAJGFE=FL 9F< #F=J?Qӄ

2ALD=< ӑ!9F 9 !-Ґ 29P  = 1G;A9DDQ (MKLӋ F9DQKAK G> L@= 1G;A9D "AKLJA:MLAGF #>>=;LK G> L@=

%=JE9F !-Ґ 29P9LAGFӅӒ L@= H9H=J ;GF;DM<=KӅ ӑL@= AFLJG<M;LAGF G> 9 H=J ;9Hita flat rate 

[dividend] fed by CO2 tax revenues could be a suitable way to reduce the burden on low-

AF;GE= @GMK=@GD<KӄӒ 

The scholars remind readers that even rich Germany, renowned for its generous social safety 

net, has big pockets of poverty. As one illustration, they point to the quarter million electricity 

and gas customers who were disconnected in 2021 as a result of late payments. 

2@=Q 9DKG FGL= L@= AJJ9LAGF9DALQ G> E9FQ G> %=JE9FQӐK HGDA;A=KӅ KL9JLAF? OAL@ 9 KH=;A9D L9P

levied on electricity rates since 2000 to subsidize renewable energy. In part because of this 

tax, electricity prices have far outstripped average wages and pensions since 2008. Needless 

to say, this levy, which accounted for a fifth of electricity rates by 2020, has discouraged clean 

electrification. It also punished lower-income households, who pay a much larger fraction of 

their income on energy than more affluent ones. 

 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/30127
https://www.mdpi.com/1996-1073/16/17/6232
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The electricity tax ended in the summer of 2022 when the government instituted a relief 

H9;C9?= >GJ KG9JAF? =F=J?Q ;GKLK AF L@= O9C= G> 0MKKA9ӐK AFN9KAGF G> 3CJ9AF=ӄ 3F>GJLMF9L=DQӅ

the government also reduced energy taxes on fossil fuels at the same time. Since 2021, the 

government has also offered ill-considered subsidies to long-distance commuters. As the 

9ML@GJK FGL=Ӆ ӑ2@= <AKL9F;= 9DDGO9F;= HJGNA<=K 9F AF;=FLAN= >GJ H=GHD= OAL@ H9JLA;MD9JDQ @A?@

incomes to move their residence from the city to the countryside and to commute, which also 

deprives the municipalities of the municipal share of income taxes, which nevertheless have 

LG >AF9F;= D9J?= H9JLK G> L@= KG;A9D 9F< ;MDLMJ9D AF>J9KLJM;LMJ=ӄӒ 

2@= K;@GD9JK 9J?M=Ӆ ӑ'L AK L@=J=>GJ= LAE= LG 9?9AF L9C= 9 ;DGK=J DGGC 9L L@= !-Ґ L9P 9F< LG

discuss appropriate compensation mechanisms. The possibilities for returning the revenues 

of a CO2 tax include, above all, the per capita flat rate (also climate dividend, climate bonus, 

energy transition bonus, etc.) This is paid out (in the same amount) as a lump sum to all 

citizens. Due to the fact that poorer households generate lower CO2 emissions in absolute 

terms, such a reimbursement would cause a financial redistribution from richer to poorer 

households. If the per capita flat rate is also paid to children, families would also be relieved. 

Such a refund would be extremely well targeted, as it would also reach people who currently 

fall through the cracks of social transfers because, for example, they are just above an 

assessment threshold. The per capita flat rate would also increase the acceptance of CO2 

HJA;AF? 9EGF? L@= =FLAJ= HGHMD9LAGFӅ KAF;= =N=JQGF= OGMD< J=;=AN= ;9K@ӄӒ 

Sound familiar? 

The paper analyzes three representative familiesӜ9 J=D9LAN=DQ 9>>DM=FL ӑ<GM:D=-income, no 

CA<KӒ @GMK=@GD<Ӆ 9 >9EADQ OAL@ L@J== CA<K DANAF? AF L@= ;GMFLJQӅ 9F< 9 KAF?D= H9J=FL OAL@ GF= GJ

two children. As expected, the higher income DINK family suffers the least and the one-parent 

family suffers the most from a carbon tax. However, that order reverses with the addition of a 

>D9L <ANA<=F<ӄ 2@9LӐK O@9L 31 KLM<A=K K@GO 9K O=DDӄ 

5@=F <=KA?FAF? ;DAE9L= HGDA;A=KӅ L@=Q ;GF;DM<=Ӆ ӑKG;A9D BMKLA;= EMKL := 9 HJAGJALQ AF 9<<ALAGF

to achieving the climate targets. . . . We derive the conclusion that the payment of a per capita 

flat rate is an adequate way to consider social justice in clim9L= HJGL=;LAGFӄӒ 

 ML L@=Q OAK=DQ 9<< 9 ;9N=9Lӆ ӑ'L AK KAEHDQ FGL HGKKA:D=Ӆ FGJ <G=K AL E9C= K=FK=Ӆ LG LJQ LG KGDN=

social problems through climate policy measures alone. Low incomes, which lead to 

precarious living conditions, make it necessary to find other redistribution mechanisms to 

HJGNA<= KG;A9D KMHHGJL >GJ ;DAE9L= HGDA;Q J=IMAJ=E=FLKӄӒ 2@= K9E= G:K=JN9LAGFӅ GF= EA?@L

add, applies to important but often distinct issues of environmental justice. 

Source: 

Maike Venjakob, et al., ӑCan a CO2 Tax Be Socially Just? Analysis of the Social Distribution 

Effects of the German CO2 TaxationӅӒEnergies, 16 (August 2023). 

https://www.mdpi.com/1996-1073/16/17/6232
https://www.mdpi.com/1996-1073/16/17/6232
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Long Live Carbon Dividends! 
May 2023 

The 28 Nobel laureates and four former chairs of the Federal Reserve Board who joined 3,600 

GL@=J 3ӄ1ӄ =;GFGEAKLK LG =F<GJK= ;9J:GF L9P=K 9K ӑL@= EGKL ;GKL-effective lever to reduce 

;9J:GF =EAKKAGFK 9L L@= K;9D= 9F< KH==< L@9L AK F=;=KK9JQӒ @9<this to say about carbon 

dividends: 

ӑ2G E9PAEAR= L@= >9AJF=KK 9F< HGDALA;9D NA9:ADALQ G> 9 JAKAF? ;9J:GF L9PӅ 9DD L@= J=N=FM= K@GMD<

be returned directly to U.S. citizens through equal lump-KME J=:9L=KӄӒ 

.JGHGF=FLK ;9DD KM;@ J=:9L=K ӑ;arbon dividendsӒ GJ ӑcarbon cashbackӄӒ 5@AD= ;DAE9L= 9;LANAKL

;GFLAFM= OGJCAF? LG AEHD=E=FL L@=E 9K F9LAGF9D HGDA;Q AF L@= 3FAL=< 1L9L=KӅ ALӐK ?J=9L LG K==

the concept being integrated into other carbon pricing plans, from New York State to the 

European Union (EU). 

2@= #3ӐK 1G;A9D !DAE9L= $MF< 

'F ҐҎҎғ L@= #3 =KL9:DAK@=< L@= OGJD<ӐK >AJKL AFL=JF9LAGF9D ӑ;9H 9F< LJ9<=Ӓ KQKL=E LG HJA;=

;9J:GF =EAKKAGFK AF C=Q K=;LGJK G> ALK E=E:=J ;GMFLJA=KӐ =;GFGEA=Kӄ 

Not until December 2022, however, did Europe reach provisional agreement to create a Social 

Climate Fund to help vulnerable groups afford rising energy prices as the EU moves to extend 

carbon pricing to transport and building fuels.  

2@= >MF< OADD HJGNA<= ӑL=EHGJ9JQ AF;GE= KMHHGJLӒ LG F==<Q @GMK=@GD<K 9F< KE9DD

businesses, as well as investment subsidies for energy efficiency, building electrification, and 

other measures to help reduce fossil fuel costs.  

+9BGJ ;DAE9L= 9;LAGF ?JGMHK @9N= HJ9AK=< L@= #3ӐK F=O >MF< >GJ KLJACAF? ӑthe right balance 

between financing structural investments and providing temporary direct income support to 

households in need, as a new carbon price is introduced in 2027 by the new [emissions 

trading system] for road transport and buildings. The investments will enable vulnerable 

citizens to renovate their homes, to adopt energy efficient technologies, and to access 

renewable energy and sustainable transport modes. This will reduce their dependence on 

fossil fuels in the medium to long-term, while direct income support will mitigate potential 

negative effects in the short-term.Ӓ 

K 'ӐN= FGL=< :=>GJ=, some EU member countries already have model carbon dividend 

HJG?J9EKӄ MKLJA9ӐK ӑ!DAE9L=  GFMKӅӒ >GJ =P9EHD=Ӆ HJGNA<=< =N=JQ 9<MDL ;ALAR=F ғҎҎ #MJGK D9KL

Q=9J >JGE J=N=FM= J9AK=< :Q L@= ;GMFLJQӐK L9P G> ґҎ #MJGK H=J E=LJA; LGF G> ;9J:GF <AGPA<=ӄ

(Minors ?GL @9D> L@9L 9EGMFLӄӧ MKLJA9ӐK ;9J:GF HJA;= OADD JAK= LG ғғ #MJGK :Q ҐҎҐғӅ 9F< L@=

bonus will rise accordingly.  

 

https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/30127
https://www.econstatement.org/
https://www.econstatement.org/
https://ec.europa.eu/commission/presscorner/detail/en/ip_22_7796
https://ec.europa.eu/commission/presscorner/detail/en/ip_22_7796
https://caneurope.org/why-adopting-the-social-climate-fund-is-the-right-choice-for-the-eu/
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/27175
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Washington and California should take note 

Although its ban on natural gas in new buildings received much more publicity, New York 

1L9L= H9KK=< 9 D9F<E9JC ӑ;9H-and-AFN=KLӒ HJG?J9E earlier this month, pursuant to slashing 

greenhouse gas emissions 85% by 2050.  3FDAC= 59K@AF?LGF KL9L=ӐK KAEAD9J ;9J:GF HJA;AF?

program, which took effect January 1, New York plans to earmark a third of program revenue 

for consumer and small business rebatesӜakin to dividends. 

F< D=LӐK FGL >GJ?=L L@9L GMJ F=A?@:GJ LG L@= FGJL@Ӆ !9F9<9Ӆ GF;= 9?9AF 9<BMKL=< :GL@ ALK

default national carbon tax and its provincial dividendsӜCFGOF 9K ӑclimate action incentive 

paymentsӒӜupward for 2023. Those tax-free payments will now be paid directly to 

households each quarter. 

California, home of a pioneering state cap-and-trade program, would do well to heed these 

examples and the many studies showing the power of dividends to enhance public support 

>GJ ;9J:GF HJA;AF?ӄ 'LK KE9DD J=:9L= HJG?J9EӅ O@A;@ K@GOK MH 9 ӑCalifornia Climate CreditӒ LG

California utility customers, has totaled only about $600 per household cumulatively since 

2014. In contrast, the state boasts of spending $4.3 billion in cap-and-trade revenue on the 

High-1H==< 09AD .JGB=;LӅ O@A;@ 9 ,=O 7GJC 2AE=K =PHGK= D9KL Q=9J ;9DD=< 9 ӑmulti -billion-

dollar nightmareӒ L@9L E9Q F=N=J := >AFAK@=<ӄ 

Total spending of state cap-and-LJ9<= J=N=FM= GF KM;@ ӑ;DAE9L= AFN=KLE=FLKӅӒ KGE= G> O@A;@

9J= <GM:LD=KK OGJL@QӅ @9K LGL9D=< ẼҏґӄҔ :ADDAGF KAF;= ҐҎҏҒӄ K !9DA>GJFA9ӐK ;9J:GF HJA;=

increasesӜas it shouldӜI worry that consumers in this expensive state may someday rebel. 

Without a dividend to cushion the pain, studies show that people who say they support clean 

energy are not always willing to put their money where their mouth is. The last thing 

California needs is a climate revolt like the 1977 tax revolt. 

Source: 

*9MJ=F )F9HH =L 9DӄӅ ӑWill consumers really pay for green electricity? Comparing stated and 

revealed preferences for residential programs in the United StatesӅӒEnergy Research & Social 

Science, 65 (July 2020). 

 

Bridging the Partisan Divide: How to Reach Republicans?  
October 2023 

Finding common ground on effective national climate policies presents a special challenge 

since the partisan gap in the United States over climate has widened more than any other 

major issue in the past two decades. 

A recent study published in Climate Policy by three Spanish economists offers highly relevant 

if not revolutionary insights on how activists ;9F OGJC LG GN=J;GE= L@9L ;@9DD=F?=ӄ 'LӐK LALD=<Ӆ

https://www.eenews.net/articles/n-y-enacts-landmark-gas-ban-carbon-trading-program/
https://www.eenews.net/articles/n-y-enacts-landmark-gas-ban-carbon-trading-program/
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/28220
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/28220
https://nyassembly.gov/Press/?sec=story&story=105877
https://www.canada.ca/en/revenue-agency/services/child-family-benefits/cai-payment.html
https://www.canada.ca/en/revenue-agency/services/child-family-benefits/cai-payment.html
https://static.prod01.ue1.p.pcomm.net/cclobby/content/contents/training/Economics/Carbon-Tax-Political-Research-Guide.pdf
https://www.cpuc.ca.gov/climatecredit
https://ww2.arb.ca.gov/sites/default/files/auction-proceeds/cci_annual_report_2023.pdf
https://www.nytimes.com/2022/10/09/us/california-high-speed-rail-politics.html
https://www.nytimes.com/2022/10/09/us/california-high-speed-rail-politics.html
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/29449
https://www.sciencedirect.com/science/article/abs/pii/S2214629620300347
https://www.sciencedirect.com/science/article/abs/pii/S2214629620300347
https://www.sciencedirect.com/science/article/abs/pii/S2214629620300347
https://community.citizensclimate.org/groups/discuss/viewtopic/1773/1810/32590
https://news.gallup.com/poll/509129/update-partisan-gaps-expand-government-power-climate.aspx
https://news.gallup.com/poll/509129/update-partisan-gaps-expand-government-power-climate.aspx
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9HHJGHJA9L=DQӅ ӑCarbon tax acceptance in a polarized society: bridging the partisan divide 

over climate policy in the USӄӒ 

The first half of the study, consistent with much previous research, establishes the 

importance of group political identify as a powerful driver of emotional responses and 

ӑEGLAN9L=< J=9KGFAF?Ӓ L@9L HJ=<AKHGK= "=EG;J9LK 9F< 0=HM:DA;9FK LG J=9;@ ;GF>DA;LAF? 

HGKALAGFK GF ;DAE9L=ӄ 2@= ;GF;DMKAGF AK HJ=LLQ <AKE9Dӆ ALӐK J=9DDQ @9J< LG ;@9F?= EAF<KӅ

especially with traditional kinds of logical arguments and scientific evidence. 

In a more novel vein, they report on experimental tests of whether tailored messages 

9HH=9DAF? LG AF<ANA<M9DKӐ HGDALA;9D A<=FLALA=K ;9F KO9Q L@=AJ H=J;=HLAGFK G> >9AJF=KK 9F<

increase acceptance of carbon taxes. 

The researchers selected a sample of 300 American adults, half Democrats and half 

0=HM:DA;9FKӄ #N=JQ H9JLA;AH9FL O9K AF>GJE=< 9:GML L@= :9KA; ;GF;=HL G> 9 ;9J:GF L9P 9K ӑ9

levy that polluters pay on the carbon emissions they emit. This encourages people and 

:MKAF=KK=K LG E9C= ;@GA;=K 9F< AFN=KLE=FLK L@9L 9J= ?GG< >GJ L@= =FNAJGFE=FLӄӒ 

Two experimental sub-groups then got additional messages about fairness. One message 

=EH@9KAR=< <AKLJA:MLAGF9D >9AJF=KKӆ ӑ2@= ;9J:GF L9P AK 9 >9AJ HGDA;Q :=;9MK= AL J9AK=K EGF=Q

that can be returned to taxpayers in the form of lump-sum payments to support low-income 

groups and disproportionately affected communities transitioning out of high-carbon 

AF<MKLJA=KӄӒ 

Another experimental group received a more conservative-leaning message about personal 

>9AJF=KKӆ ӑ2@= ;9J:GF L9P AK 9 >9AJ HGDA;Q :=;9MK= AL <G=K FGL DAEAL >J==<GE G> ;@GA;= G>

businesses and individuals like you: Carbon taxes replace unnecessarily complicated 

government regulations with transparent, flexible and simple market-based incentiN=KӄӒ 

The researchers hypothesized, reasonably enough, that Democrats would respond well to the 

first and Republicans to the second. 

The results proved them half right. Democrats did increase their approval of carbon taxes 

after exposure to the more liberal message about distributional fairness. Their approval held 

steady (at a high level) with the second message on personal freedom. 

Republicans, as expected, started with a lower level of acceptance but really disliked the 

message about distributional fairness. (Moderate Republicans especially recoiled against it.) 

3F=PH=;L=<DQӅ L@=Q <A<FӐL EM;@ ;9J= >GJ L@= H=JKGF9D >9AJF=KK E=KK9?=Ӆeither. The reasons 

9J=FӐL =FLAJ=DQ ;D=9JӅ :ML 9FQ 9J?ME=FL >JGE 9F MFN=LL=< KGMJ;= 9:GML 9F AKKM= L@=Q H=J;=AN=

as partisan may make Republicans react more negatively. 

 GLLGE DAF=ӆ LJQAF? LG J=9;@ 0=HM:DA;9FK OAL@ 9FQ >GJE G> ӑH9JLAK9F >J9EAF?ӒӜthat is to say, 

any discussion about climateӜmay be a losing battle. As an alternative, the authors observe, 

ӑ=PH=JAE=FL9D =NA<=F;= K@GOK L@9L =F=J?Q K=;MJALQ >J9E=K AF;J=9K= ;9J:on tax support 

https://www.tandfonline.com/doi/abs/10.1080/14693062.2022.2161981
https://www.tandfonline.com/doi/abs/10.1080/14693062.2022.2161981
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among Republicans more than framing the policy as a climate change mitigation instrument. 

!9J:GF HJA;AF? ;GEEMFA;9LAGF ;GMD< L@MK MK= >J9E=K L@9L J=KGF9L= OAL@ H9JLAK9FKӐ A<=FLALQ

to increase support and avoid climate change frames when targeting RepublicaFKӄӒ 

  

In addition, they note sensibly, any messages targeted at Republicans should come from 

sources they deem credible, to avoid suspicion and backlash. Check out this supporting 

research published in Nature Climate Change in 2021. 

 

Sources: 

$J9FC ,=OHGJLӅ ӑPartisan Gaps Expand Most on Government Power, ClimateӅӒ %9DDMHӅ M?MKL

7, 2023. 

Aitor Marcos, =L 9DӄӅ ӑCarbon tax acceptance in a polarized society: bridging the partisan 

divide over climate policy in the USӅӒClimate Policy, 23:7 (January 2023). 

!D9JC +=JJ=>A=D<Ӆ ӑAfter an experimental online advertising campaign, Republicans shifted 

their views on climate changeӅӒ2@= (GMJF9DAKLɃK 0=KGMJ;=, July 27, 2021. 

  

https://journalistsresource.org/environment/climate-change-republican-views/
https://journalistsresource.org/environment/climate-change-republican-views/
https://news.gallup.com/poll/509129/update-partisan-gaps-expand-government-power-climate.aspx
https://www.tandfonline.com/doi/abs/10.1080/14693062.2022.2161981
https://www.tandfonline.com/doi/abs/10.1080/14693062.2022.2161981
https://journalistsresource.org/environment/climate-change-republican-views/
https://journalistsresource.org/environment/climate-change-republican-views/























































