5b. Carbon taxes hurt employment – hurts productivity
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Looking at the effect on output and employment is also interesting, especially if some people do not accept the welfare calculation based on the social cost of carbon. To analyze these effects, consider first the effect of an increasing the carbon price on employment using
where the derivation is in the proof of Proposition 5 below. Naturally, a higher carbon price lowers employment. This lower employment is driven by a lower carbon intensity, which lowers productivity ( ∂ log Ai ∂ log ˉpi < 0) and also lowers investment and thus capital ( ∂ log Ki ∂ log ˉpi < 0). Interestingly, these effects are smaller for more sustainable firms with lower si as seen from (22). Similarly, output is also decreasing in the carbon price:
Source: Carbon Dividend Neg - DDI 2023 BK · DDI · 2023




