Carbon tax would decrease the price of oil. Wrecks the Chinese economy due to high dependence. The tax is only implemented well when prices are low but uniqueness says they’re not
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A carbon tax would make consuming fossil fuels more expensive and have the effect of reducing energy use. In Scenarios 3 and 4, it is clear that the consumption of coal and oil and natural gas both dramatically decline following the implementation of a carbon price, but to a lesser amount. Consumption of thermal power and clean electricity both rise, with thermal power’s replacement impact being the most prominent. In the long run, the cost of thermal power will quickly grow as a result of the higher carbon tax, and this, along with the rise in the price of thermal energy, will significantly lessen thermal power’s competitive edge when the cost and price of renewable energy both remain the same or slightly fall. The introduction of the carbon pricing policy will ultimately impede the growth of thermal power. The whole cost of utilizing synthetic energy, which includes direct carbon costs and energy prices, is what determines energy consumption. The carbon tax not only accounts for the cost of carbon emissions directly in the cost of production but also indirectly influences changes in energy prices through transmission into the energy sector’s cost of production. To save costs, businesses will develop or use alternative energy sources to replace fossil fuels, which will help China modify its existing energy balance of coal consumption as the major source of energy and oil consumption as a supplement. The effects of a tax on carbon are not evenly distributed. When oil prices go down, the policy of imposing a tax on carbon can cut energy use in a more efficient manner while also offsetting the increase in consumption of fossil fuels that was caused by the rise in oil prices. Therefore, there is a golden opportunity to establish a carbon tax policy when international oil prices are low and continue low.
4.3. Impact Analysis of Scenario Combination on Economy
Due to its high crude oil imports and reliance on outside markets, China’s economy is particularly susceptible to changes in the price of oil globally. Table 2 illustrates the implications of several scenarios on macroeconomic variables. Both Scenario 1 and Scenario 2 show that lower international oil prices promote economic growth, whereas higher prices have the opposite impact and stunt progress. This is owing to the fact that China’s economy is becoming increasingly reliant on oil as it enters a period in which development is driven by consumer upgrading, urbanization, and industrialization. The rise in international oil prices not only increases the production costs of enterprises, but also reduces their profits, makes them reduce investment and production, and at the same time reduces the growth rate of the economy. Although low oil prices are beneficial to China’s macroeconomic stability, sustained low prices will discourage the use of new energy sources that are more costly to develop and encourage an increase in oil consumption, which will lead to an increase in greenhouse gas emissions and other industrial pollutants and slow the green transformation. International oil prices move positively with inflation indicators, such as the CPI and PPI, and there are two main pathways for their impact. First, oil is a direct cost element for both CPI and PPI, meaning that changes in international oil prices will immediately influence the cost of China’s crude oil chemical products, which in turn will affect the cost of operating energy facilities in the country. If oil prices rise, it will drive up the cost of manufacturing and living for everyone. Industries that rely heavily on cheap energy would be hit hardest. Second, fluctuations in oil prices have an effect on the money supply via the flexible exchange rate system and the import/export trade structure, necessitating periodic adjustments to the configuration of both industries and markets. If this keeps happening, inflationary expectations will rise, which will eventually manifest as higher prices.
Source: DA - Oil Supplement - Michigan Classic 2023 BLP · Michigan · 2023




