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How would a carbon tax  = SCC change this market?

Pre-solved game with a carbon tax of $163/ton



Bids set to marginal cost (private mc + tax) 



Questions
• Do you think prices will go up by a lot or a little? 

• Profits?

• What about co2 emissions? Will they go down by a lot?



What are the channels through which a tax on carbon 
emissions from electric generators reduces carbon 
emissions?



In markets with constant externalities, 
primary channel is through demand response
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As we discussed last 
week, electricity demand 
is very inelastic. 

So in the short run, this 
margin is unlikely to 
significantly reduce 
emissions



In markets with heterogeneous externalities, 
can reorder production to make it cleaner 
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This leads to allocative 
inefficiency: not just the 
wrong quantity 
consumed, but the wrong 
firms supplying Q*



In the simulated carbon 
tax game, I recomputed 
game 1 with a $163/ton 
carbon tax

• Can see that the bids 
change, but the 
ordering also changes



Comparison between baseline and tax games 



Comparison between baseline and tax games 



Why are firms so against a carbon tax? 



Comparison across firms



This exercise is inherently short-run. 

What will change in the long-run? 
(under a carbon tax vs the baseline)



LCOE again 

• How does a carbon tax effect LCOE of renewables? 

• How does it effect the LCOE of fossil plants? 





Will this increase renewable entry? Why?



Will this increase renewable entry? Why?


