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CARBON FEE AND DIVIDEND: 
A SOLUTION FOR THE CLIMATE 

 
The Problem 
“Severe, pervasive, and irreversible.”  That’s how the Intergovernmental Panel on Climate 
Change describes the impacts of climate change on people and ecosystems if we do not take 
policy action to lower greenhouse gas emissions. This is from the latest Synthesis Assessment 
Report, or AR5, released November 2.  The report contains some of the starkest warnings yet of 
the consequences of unchecked climate change. 
 
At the 2009 climate change conference in Copenhagen, policy makers agreed on a limit to global 
average temperature rise of 2°C (3.6°F).  This accord was drafted by the United States and 
signed by most other countries, putting into policy a limit recommended by scientists since 1995.  
 
Since the Industrial Revolution, we have already raised the average global temperature almost a 
full degree Celsius. Because carbon stays in the atmosphere for a long time – in 100 years, half 
of the carbon we put there now will still be there – we have almost another degree C of warming 
in the pipeline.  This leaves little room for margin of error. However, without any policy 
intervention, we are on track to a global temperature rise of 3.2°C to 5.4°C by the end of the 
century – or about double what scientists say is the upper limit for a stable climate. 
 
The Cause 
We know from climate research that the earth’s temperature tracks closely with the amount of 
carbon dioxide in the atmosphere.  CO2 acts as a thermostat to regulate earth’s temperature by 
acting as a greenhouse gas.  Although there are several other greenhouse gasses, carbon dioxide 
is the most important, responsible for 80 percent of the greenhouse effect. 
 
Scientists have been measuring temperature around the world since the 1800s and atmospheric 
CO2 since 1950.   Before that they can determine CO2 levels and temperature by using proxy 
records such as tree rings and ice cores going back 800,000 years.  Byrd Polar Research Center 
at Ohio State is one of the main scientific bodies involved in this research. 
 
This research tells us a number of things.  First, before the Industrial Revolution, the level of 
CO2 in the atmosphere was about 280 parts per million (ppm).  That amount has been steadily 
increasing, and temperature has tracked along with it.  CO2 levels today are about 400 ppm.  
 
Second, through ice core samples going back 800,000 years, we know that CO2 and temperature 
levels rose and fell in a natural cycle.  However CO2 levels during this time never got above 300 
ppm – so today’s level of 400 ppm and rising is an extreme outlier, not part of a natural cycle. 
 
If we continue on the business as usual course with no policy intervention, we are headed toward 
a CO2 of 1,000 ppm by the end of the century.  The last time CO2 levels were that high was 50 to 
100 million years ago – when dinosaurs walked the earth.  In other words, we are headed to a 
very different planet than the one on which human civilization evolved and where we live today. 
 
Why are atmospheric levels of CO2 rising so quickly?  According to 97 percent of climate 
scientists, humans are the cause, mostly through burning fossil fuels to meet our energy needs. 
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Recently scientists and policymakers have begun talking about the world’s carbon budget.  In 
order to stay under the limit of 2°C warming, the IPCC says we cannot emit more than 1,000 
cumulative gigatons of carbon, and some put this at less, only 800 cumulative gigatons.  
 
Since the Industrial Revolution, we have emitted 515 gigatons of carbon, or more than half our 
total carbon budget.  That means we have a maximum of 485 gigatons left.  Because the amount 
of carbon we emit has been going up every year, we will blow through the second half of the 
carbon budget much faster than the first half.  Estimates are that we will have to stop emitting 
carbon entirely by mid-century.  So the window to act on climate change is closing fast. 
 
The Costs 
Climate change is happening, and its costs can be quantified.  One area is extreme weather.  
Climate change doesn’t cause hurricanes, droughts, and wildfires, but it exacerbates them so the 
effects are more severe.  Damages from Superstorm Sandy cost an estimated $65 billion, last 
year’s droughts in the Southwest cost $30 billion, and wildfires in the west cost $1 billion.   
 
We can also look at health care costs.  Pollution from burning fossil fuels leads to asthma, heart 
attacks and strokes.  The EPA estimates that its Clean Power Plan to reduce carbon emissions 
from power plants would save up to 6,600 lives and $93 billion in health care costs per year. 
 
In the area of national security, all five branches of the military regard climate change as a threat.  
They see it as a threat multiplier, exacerbating many of the challenges we already face. The 
Department of Defense is planning for a series of new challenges including 

• Demand for disaster relief and humanitarian aid 
• Need for air and sea capabilities in the Arctic 
• Instability within and among other nations 
• Vulnerability of our own military bases 

 
Policy Options 
In economic terms, climate change is an externality, defined as an “effect of a purchase or use 
decision by one set of parties on others who did not have a choice and whose interests were not 
taken into account.” Governments can deal with externalities in several ways: 

• Learn to live with it.  This is an option as climate change unchecked will make the Earth 
uninhabitable. 

• Sell permits to pollute. This is the “cap and trade” program, in which policymakers place 
a cap on emissions then sell permits to pollute that can be traded on the market.  Perhaps 
the main place this has been tried is the European Union; however, it has not worked well 
there due to too many loopholes and free permits.  A cap and trade program was 
proposed in the United States in 2009 but defeated in the Senate. 

• Regulate carbon emissions. An example of this approach is the EPA Clean Power Plan, 
which mandates that power plants reduce carbon emissions 30 percent by 2030.  This is a 
modest goal, yet Republicans in Congress have vowed to stop it. 

• Subsidize renewable energy.  We do have some subsidies for renewable energy, but 
would need a lot more to catch up with subsidies for fossil fuels. In 2013, worldwide 
subsidies for renewables were $120 billion, but $550 billion for fossil fuels.  From 1950-
2010, U.S. subsidies for renewables $164 billion but $594 billion for fossil fuels. 

• Carbon fee and dividend.  This is the only free market, revenue-neutral policy option 
being discussed, and would make all the other policy options irrelevant.  
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The carbon fee and dividend proposal has three main parts: 
• Place a steadily rising fee on the CO2 content of fossil fuels. 

The fee would start at $15 per ton in 2016, rising $10 per ton per year.  It would be 
imposed at point of extraction at the mine or well head and collected upon entry into the 
economy. This creates a level-playing field for all sources of energy and informs 
consumers of the true cost-comparison of various fuels. 

• Give all the revenue from the carbon fee back to households. 
100 percent of the revenue generated from the carbon fee would be returned directly to 
households as a monthly dividend.  In this scenario, the vast majority of households 
would receive more than they pay for increased energy costs.  It would inject billions into 
economy, protect family budgets, and build demand for low-carbon products. 

• Enact border adjustments to ensure fairness and competition. 
An import tax would be placed on products from countries without a carbon fee. This 
would create a fair competitive environment for exporters and motivate other countries to 
adopt carbon pricing policies. Firms would be discouraged from moving to countries 
without a price on carbon because their products would be subject to import fees.  

 
Results of carbon fee and dividend 
Regional Economic Models Inc., a nonpartisan developer of economic forecasting and policy 
analysis, studied the impacts of a revenue-neutral carbon tax in five areas -- economic, climate, 
fiscal, power generation, and demographic – examining nine regions of the United States.  
 
Some of their key findings included: 
 
Economic 

• National employment would increase 2.1 million jobs after 10 years and 2.8 million after 
20 years.  The biggest gains would be in in health care, retail, and other services. 

• Gross domestic product would increase $70-$85 billion from 2020 on, with a cumulative 
increase of $1.375 trillion. 

Climate 
• Carbon dioxide emissions would decline significantly: 33% after 10 years, and 52% after 

20 years.  The East North Central region where Ohio is located would do especially well. 
Fiscal 

• Total revenue from the carbon fee would be up to $600 billion by the 2030s. 
• The monthly dividend check for family of four would be $288 a month or $3,456 a year 

by 2025, and $396 a month or $4,752 a year by 2035. 
Power generation 

• Coal would be phased out by 2025 and gas without carbon capture and storage would be 
phased out by 2035.   

• Fossil fuels would be replaced by solar, wind, biofuels, nuclear, and gas with carbon 
capture and storage. 

• Air quality would be improved significantly, especially in the East North Central region. 
Demographic 

• Improved air quality would save 13,000 lives annually after 10 years, with 227,000 lives 
saved over 20 years.  The East North Central region would be most affected.  

• Migration due to changes in the labor market, quality of life, and amenities would lead to 
regional population movements.  The East North Central region would gain the most.   
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Policy precedents 
Several states and countries have enacted a carbon fee in various forms with mixed results.   
 
British Columbia enacted a carbon tax in 2008, starting at $10 per ton of CO2 equivalent and 
increasing $5 per ton each year to top out at $30 per ton in 2012, with revenue used to reduce 
personal and corporate income tax.  The policy has been a great success.  Petroleum 
consumption is down 17.4 percent compared to going up 1.5 percent in the rest of Canada, and 
greenhouse gas emissions are down 10 percent compared to 1.1 percent in Canada.  British 
Columbia has the lowest personal income tax in Canada, with $500 million more returned in tax 
cuts than collected in the carbon tax.  The policy was recently renewed for another five years. 
 
Australia also enacted a carbon tax in 2012, but repealed the policy in 2014.  Some of the 
reasons for repeal would not apply in the United States, while others provide a lesson on how not 
to shape policy.  First, the tax did not start at the point of entry into the economy and did not 
include everyone.  It applied only to large emitters, who were required to obtain permits, and 
some sectors such as agriculture and transportation were exempt.  Second, how the revenue was 
used was not transparent.  Some went to tax cuts for low-income households, some to payments 
for middle-class households, and some to payments for the very entities emitting the carbon. 
 
Finally, the tax did not have a political champion. The Labor Party first opposed it, then enacted 
it as a concession to form a parliamentary government with the Greens.  The center-right Liberal 
Party first supported it, then opposed it when the Labor Party enacted it.  The Liberal Party 
campaigned on repealing the tax in 2013, but it is unclear if that is why they won as the tax had 
reduced carbon emissions 6 percent in just nine months.  Regardless, the United States does not 
operate in a parliamentary system, so one party would not need to use carbon fee and dividend as 
a bargaining chip in order to govern.  Instead we must build a bipartisan consensus. 
 
Political Support 
The carbon fee and dividend proposal has been widely discussed in policymaking circles and is 
supported by a range of policymakers, scientists, economists and environmentalists, including: 

• Al Gore, former vice president and author of “An Inconvenient Truth” 
• James Hansen, former directror of Goddard Institute for Space Studies 
• Gregory Mankiw, former economic adviser to President Bush 
• Bill McKibben, author of “The End of Nature” and founder of 350.org 
• William Nordhaus, Sterling Professor of Economics at Yale University 
• Robert Reich, former secretary of labor under President Clinton 
• George Shultz, former secretary of state under President Reagan 
• Joseph Stiglitz, former chief economist of the World Bank  

 
The nation’s largest corporations are planning future growth based on an expectation that the 
government will enact some form of a carbon tax.  These include five major oil companies -- 
Exxon Mobil, ConocoPhillips, Chevron, BP and Shell – as well as Microsoft, General Electric, 
Walt Disney, ConAgra Foods, Wells Fargo, DuPont, Duke Energy, Google and Delta Air Lines.  
The only U.S. corporation on record as opposing the carbon fee and dividend is Koch Industries.  
 
In the end, there is no economic argument against carbon fee and dividend.  It creates jobs, 
grows the economy, saves lives, and makes Americans richer. 
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