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Summary: Taxes on fossil fuels will not achieve miracles if they are capped too low or restricted to a few 
industries. However, the well-studied experiences of the U.K., British Columbia, and Sweden prove that 

carbon taxes not only can but do have powerful impacts on greenhouse gas emissions when set 

reasonably high and given broad coverage. With its steadily rising fee levels and application to virtually 
the entire economy, the Energy Innovation and Carbon Dividend Act should slash U.S. greenhouse gas 
emissions even more dramatically than these examples, justifying political action to make it a 

centerpiece of national climate policy. 

More than 3,500 economists, including more than two dozen Nobel laureates, have signed a 

statement calling for “immediate national action” to address global climate change and 

declaring that “a carbon tax offers the most cost-effective lever to reduce carbon emissions at 

the scale and speed that is necessary.” The formula they propose—a “robust and gradually 
rising carbon tax” to harness the “invisible hand of the marketplace to steer economic actors 

towards a low-carbon future,” combined with equal lump-sum rebates of the revenue to 

every individual—is embodied in H. R. 763, the Energy Innovation and Carbon Dividend Act. It 
would levy an initial tax of $15 per ton of carbon dioxide on fossil fuel providers, rising every 

year by $10 a ton until emissions have been reduced 90 percent below 2016 levels. It would 

also tax emissions of other greenhouse gases commonly used as refrigerants. 

How can economists and other experts be so confident in the ability of such taxes to slash 

greenhouse gas emissions? The answer, in a word, is experience. 

The first kind of experience relates to the observed way that people for thousands of years 

have reacted to changes in prices. Simply put, purchases of most goods, most of the time, fall 
when their prices go up relative to possible substitutes. In market economies, producers 

adjust to follow (or even anticipate) such shifts in consumption. Based on millions of 

historical data points in hundreds of industries, economists have built models to predict how 
quantities of goods and services will react to policy changes. The best current economic 

models all agree that raising taxes on fossil fuels, while returning revenues to individuals by 

various means, will powerfully cut consumption of these climate-disrupting sources of energy. 

For example, a fee of $50 per ton of CO2, rising at 5% per year, could slash greenhouse gas 
emissions more than 40% below 2005 levels by 2030, according to the Stanford Energy 

Modeling Forum.1 The bipartisan Energy Innovation and Carbon Dividend Act, with its lower 

starting point ($15/ton) but steeper ramp ($10/year), would likely slash emissions at least as 

much.2 

Real-world experience with carbon taxes 

If you don’t trust the models, consider the second kind of experience: the actual trajectory of 
emissions in several jurisdictions that have imposed carbon taxes. The examples discussed 

here represent some of the few jurisdictions that have levied relatively high tax levels on fossil 

fuels, covering major sectors of their economies, for a period of at least several years.3 

https://community.citizensclimate.org/groups/home/1772
https://www.clcouncil.org/economists-statement/
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1. United Kingdom 

In 2001, the UK imposed a Climate Change Levy on fossil fuel use by some manufacturing 

plants, ranging from £16 to £30 per ton of carbon. Affected plants cut their electricity use by an 

average of 23 percent.4 

In 2013, the UK introduced a broader Carbon Price Floor on fossil fuels at a rate of about 

$23/ton of carbon dioxide-equivalent (tCO2e). Although it covers only 23 percent of emissions, 

by 2017 the UK’s total CO2 emissions were 38 percent below 1990 levels and as low as 

emissions were back in 1890.5 

• Electricity generation from coal fell by four-fifths from 2012, before the tax was 

imposed, to 2016.6 See graph below. 

• A 2018 report by academics at Imperial College London and consultants from E4tech, 

declared, “The UK’s carbon price . . . has led to rapid deployment of renewables and 

the fastest phase out of coal power, making for world-leading progress in reducing the 

carbon emissions from power generation. . . Uptake of electric vehicles is also among 

the highest in the UK, which is home to the world’s 5th largest electric vehicle fleet.”7 

 

Source: https://www.carbonbrief.org/analysis-uk-carbon-emissions-in-2017-fell-to-levels-last-seen-in-1890 

http://www.lse.ac.uk/GranthamInstitute/faqs/what-is-a-carbon-price-and-why-do-we-need-one/
https://www.drax.com/press_release/uk-among-world-leaders-global-energy-revolution/
https://www.carbonbrief.org/analysis-uk-carbon-emissions-in-2017-fell-to-levels-last-seen-in-1890
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Source: Electric Insights Quarterly - Q2 2018 

 

2. British Columbia 

The Canadian province of British Columbia introduced a tax on most fossil fuels, starting at 

C$10/ton/CO2 in 2008, and rising to C$30 in 2012, where it remained until increasing again to 

C$35 in 2018. Demand for petroleum fuels and commercial natural gas fell significantly. From 
2008 to 2013, per capita CO2 emissions declined as much as 15 percent, with no 

demonstrable reduction in the province’s economic performance.8 

 

Source: Charles Komanoff, “British Columbia’s Carbon Tax: By the Numbers” December 17, 2015 

http://www.electricinsights.co.uk/#/reports/report-2018-q2/detail/britain-edges-closer-to-zero-coal
https://www.carbontax.org/blog/2015/12/17/british-columbias-carbon-tax-by-the-numbers/
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3. Sweden 

Sweden introduced a carbon tax in 1991, rising from €29 per ton over time to €137 per ton, 

the highest rate in the world. Even though the tax covers less than two-thirds of CO2 

emissions sources, it has had a tremendous impact.9 In 2016, Swedish Minister of Finance 
Magdalena Andersson, said “We’ve had GDP growth of 60 percent, and at the same time, our 

emissions have been reduced by 25 percent. So, it shows that absolute decoupling is 

possible.”10 

Most remarkably, to confirm her point, Sweden now emits only a quarter as much CO2 per 
dollar of GDP as the United States.11 Its per capita GHG emissions are also about a third lower 

than the European Union average.12 

 

Source: https://theconversation.com/with-the-right-guiding-principles-carbon-taxes-can-work-109328  

https://theconversation.com/with-the-right-guiding-principles-carbon-taxes-can-work-109328
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Experience with other taxes on behavior 

Getting people to break their “addiction” to fossil fuels will be no easy task, whatever the 
policy tools, but consider the success of tobacco taxes in cutting smoking in the face of real 

substance addiction. The National Cancer Institute and World Health Organization concluded 

in 2016: “A substantial body of research, which has accumulated over many decades and 
from many countries, shows that significantly increasing the excise tax and price of tobacco 

products is the single most consistently effective tool for reducing tobacco use. Significant 

increases in tobacco taxes and prices reduce tobacco use by leading some current users to 
quit, preventing potential users from initiating use, and reducing consumption among 

current users.”13 

 

Source: https://www.tobaccofreekids.org/assets/factsheets/0146.pdf  

 

Conclusion 

The well-studied experiences of the U.K., British Columbia, and Sweden prove that carbon taxes 
not only can but do have powerful impacts on greenhouse gas emissions when set reasonably 

high and applied broadly across sectors of the economy. With its steadily rising fee levels and 

coverage of virtually the entire economy, the Energy Innovation and Carbon Dividend Act should 
slash U.S. greenhouse gas emissions even more dramatically than these examples, justifying 

political action to make it a centerpiece of national climate policy. 

 

 

 

 

https://www.tobaccofreekids.org/assets/factsheets/0146.pdf
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