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Carbon Tax Would Raise Unemployment, Not Swap Revenue
David W. Kreutzer, PhD, and Nicolas D. Loris

I nterested in raising revenue and
reducing global warming, some
policymakers in Washington are
floating the idea of a carbon tax. In
order to sway conservatives to sup-
port a carbon tax, proponents are
pushing for either revenue neutral-
ity or replacing the Environmental
Protection Agency’s (EPA) green-
house gas regulations. These propo-
nents ignore three critical realities of
implementing a carbon tax.

1. A Carbon Tax Would Damage
the Economy. Since an overwhelm-
ing majority of America’s energy
needs are met by carbon-emitting
fossil fuels, regulations of these
fuels directly raise the cost of elec-
tricity, gasoline, diesel fuel, and
home heating oil. Since low-income
families spend a larger proportion
of their income on energy, a tax
that increases energy prices would
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disproportionately affect the budgets
of the poorest American families.
Businesses, faced with higher
energy costs, would likely pass those
costs on to consumers. However, if
a company had to absorb the costs,
high energy costs would squeeze
profit margins and prevent busi-
nesses from investing and expand-
ing. Investors might even move their
funds away from energy companies
and toward less regulated business
enterprises, thus depriving fossil-
fuel-based companies much-needed
cash for more efficient power gen-
eration. The result is higher energy
costs, lower income, and fewer jobs.
In 2012, the U.S. Energy
Information Administration (EIA)
made a comparison analysis for a
carbon tax that starts at $25 and
rises by 5 percent per year (after
adjusting for inflation).! Compared to
the baseline case, without the carbon
tax, this would?:

m Cut the income of a family of four
by $1,900 per year in 2016 and
lead to average losses of $1,400 per
year through 2035;

m Raise the family-of-four energy
bill by more than $500 per year
(not counting the cost of gasoline);

m Cause gasoline prices to increase
by up to $0.50 gallon, or by 10
percent on an average gallon price;
and

m Lead to an aggregate loss of more
than 1 million jobs by 2016 alone.

In particular, energy-intensive
industries and manufacturing would
feel the adverse effects of a carbon
tax, which comes at a time when
many companies, lured by the pros-
pect of abundant and cheap natural
gas, are moving to the United States.
Arecent KPMG analysis of the
U.S. chemical industry emphasizes,

“With a new and abundant source of
low-cost feedstock, the US market
has transformed to become one of
the most advantageous markets for
chemical production in the world.”?
A carbon tax would unnecessarily
reverse this resurgence.

2. A Carbon Tax Would Not
Save the Planet. Unilaterally reduc-
ing greenhouse gases would not
make a dent on global emissions and,
consequently, would do next to noth-
ing to reduce global temperatures.
Even if the U.S. were to curb carbon
emissions 83 percent below 2005
levels by 2050 (what cap-and-trade
bills required), it would reduce global
temperatures by only a few tenths of
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adegree Celsius by the close of the
century.*

This is because future carbon
emissions will come overwhelmingly
from the developing world (China
and India, for example), which shows
little appetite for squeezing eco-
nomic growth for the sake of the
environment.

A common argument is that if
the U.S. leads in reducing emissions,
the rest of the world would follow
suit. But this is clearly not the case.
Despite actions taken by the EPA to
regulate carbon dioxide, the devel-
oping world has massive expansions
planned to increase coal consump-
tion. According to a recent report
from the World Resources Institute,
there are plans to build nearly 1,200
coal-fired power plants in 59 dif-
ferent countries totaling over 1.4
million megawatts. China and India
alone account for 76 percent of the
proposals.®

Developing countries want
access to cheap, reliable electricity
(especially since many areas do not
even have access to electricity) and
have more pressing environmental
needs. It is simply wishful think-
ing to assume that these countries
would follow America’s lead and curb

economic growth to reduce green-
house gas emissions.

3. Revenue Neutrality or a
Regulations Swap Is Unrealistic.
Two suggestions to garner more
bipartisan support for a carbon tax
have been to ensure that the taxis
revenue neutral by reducing other
taxes or to replace the EPA’s regula-
tions of greenhouse gas emissions
with the CO2 tax. Both proposals are
political impossibilities.

Just the sniff of a new revenue
stream to the tune of hundreds of
billions of dollars annually has the
special interests in Washington run-
ning to Congress for more handouts.
Before carbon tax legislation has
even been introduced, ideas on how
to use the revenue already include
income transfers, paying for defense
spending cuts, reducing the deficit,
transferring money to developing
countries to adapt to climate change
and the list goes on. History shows
that any time more money comes
into the coffers of the federal govern-
ment, there is a political interest to
spend it one way or another.®

Some proponents of a carbon tax
believe that the tax properly prices
the externalities that vex oppo-
nents of fossil fuels and, therefore,

eliminates the need for regulation of
carbon dioxide. By this logic, cap and
trade would also have eliminated the
need for carbon regulation. However,
instead of reducing regulations, the
cap-and-trade bills would have added
to them. For instance, the Waxman-
Markey bill went on for nearly 700
pages before it even began the cap-
and-trade section.

Just in case there is any confu-
sion as to whether the left is willing
to trade off regulation for a carbon
tax, Representative Henry Waxman
(D-CA) recently cleared things up:

“A carbon tax or a price on carbon
would be a strong incentive for the
development of new technologies.
But because it’s so complicated, I
would not support preempting EPA.
EPA can assure us that we can actu-
ally get the reductions we need.”” In
short, a carbon tax would be no sub-
stitute for regulation.

Bad Policy All Around. The eco-
nomic, environmental, and political
realities surrounding a carbon tax
are clear indications that this is bad
policy. Recently, two bipartisan reso-
lutions publicly denounced the pos-
sibility of a carbon tax, highlighting
the crushing economic and minimal
environmental effects of the tax. One
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downloaded at ftp://ftp.eia.gov/pub/forecasts/aeo/full/textdata/ (accessed January 8, 2013).
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our baseline.
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resolution, sponsored concurrently
by Senator David Vitter (R-LA) and
Representative Mike Pompeo (R-
KS), and a second by Representative
David McKinley (R-WV) and co-
sponsored by five other Republicans
and three Democrats expressed their
disapproval of the idea.®

Whether the American economy
is booming or heading off a fiscal

cliff, the right time for a carbon tax is
never.
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