Running Head: CARBON TAX VERSUS CAP-AND TRADE POLICIES	 		1
CARBON TAX VERSUS CAP-AND TRADE POLICIES	8









Carbon Tax Versus Cap-And-Trade
Student Name
Institution name
Date










Carbon Tax Versus Cap-And-Trade
The Earth’ cliamate is changing every day which is a critical issues to life across the globe. There is need  for paradigm shift to human activities  in order to mitigitage the  dangerous effects of global warming. The number one contributor to the Green House effect is carbon dioxide (CO2). The emission of harmful gases like CO2 causes the temperatures to rise, resulting in global warming.  Due to this issue, most world governemtnts have adopted various mechanisms to reduce pollution in the atmosphere. There are basically two main policies that are adopted to make sure carbon emissions are reduced (Kimberly, 2017). These policies are cap and trade policy aimed at increasing carbon taxes. Reducing emission locally lowers the levels around the world. The two policies make use of the “polluter pays principle” that states that those who produce pollute should be made to bear the costs of managing it to prevent damage to human health or the environment (Darren, 2019). This paper discusses the Carbon Tax Verss Cap-And-trade in great details. 
The Cap-And-Trade
The cap-and-trade scheme (also known as quantity instrument) sets a maximum level of pollution, a cap, and then distributes permits to several firms that produce the emissions. The policy requires companies to have permits to cover for each unit of pollution they produce. The permits are obtained through an initial allocation or auction, or even trading with other firms. Since some firms find it inevitably easier or cheaper to reduce pollution than others and where  trade occurs, the maximum quantity is set in advance (Kimberly, 2019). The trading price of permits fluctuates, becoming more expensive when demand is higher than supply and cheaper when demand is lower. A price on pollution is therefore created as a result of setting a ceiling on the overall quantity of emissions. Through trading, the companies have strong incentives to save money by cutting emissions in the most cost-effective ways.
Most governments are in charge of setting caps in a given industry or in the economy and sets the charges for the violations. Carbon dioxide and other related products are the main targets in such caps. The emission in this case is reduced as the industries adopt energy-efficient technology. In the United States, cap-and-trade program resulted in a significant decline in the carbon dioxide pollution in California climate policies(Darren, 2019). The reduction rate is 8.8% and the economy is thriving. In the European Union’s Emissions Trading System, capped emissions from stationary structures were 26% lower in 2016 than when the policy was launched in 2005 (Darren, 2019). These figures show significant results due to the policy. However, the policy has several loopholes that in my opinion, it does not efficiently contribute to the reduction in emission. Many organizations do not understand its operation, citing that it is very easy in theory, but very complex when it comes to implementation. 
[bookmark: _GoBack]On the contrary, a carbon tax is a fee that a government imposes on any company that burns coal, oil or gas. The tax is levied on each unit of emission and it gives firms an incentive to reduce pollution whenever doing so would cost less than paying the tax. The quantity of emission reduced depends on the tax level. The tax is set through assessment of the costs or damage associated with each unit of pollution and also the cost of controlling that pollution. The tax needs to strike a balance not to be too low or too high (David, 2017). When the tax level is very low, firms and households are likely to opt to pay the tax and continue to pollute. When the level is too high, the costs will rise higher than necessary and this will impact on profits, jobs and end consumers. 
The Policy With The Best Impact
It is evident that both policies play a critical role in reducing emission of carbon. According to the International Energy Agency, it recommended that not more than a third of the world’s reserves of fossil fuels should be burned by 2050. If this happens, the carbon dioxide will heat up the atmosphere to a dangerous level of 20 Celsius above pre-industrial levels. The latter will cause wildfires, flooding and droughts. There is therefore a need to act with urgency to reduce to emission. The U.S. is already experiencing the wrath of global warming like the rise in temperatures, severe storms, floods and wildfires were at least $1 billion loss has been experienced (Darren, 2019). Considering these facts, there is no doubt that a carbon tax will work efficiently towards the reduction of the emission. 
Justification For Carbon Taxes
Carbon taxes reduce emission in two main ways. One is by increasing the cost of carbon-based fuels, which motivates the companies to switch to clean energy. These include wind, solar, and hydro-powered sources. Second, the tax increases the price of gasoline and electricity; hence consumers will become more energy efficient further reducing gas emission. Taxes allow industries to find the most cost-effective ways to reduce carbon emissions than the government regulation will impact. Carbon taxes boost economic growth. A good example is Sweden, where the carbon tax introduced reduced the emission by 23 present in the past 25 years (Carnegie Council, 2007). During these years, the economy has experienced 55 per cent growth (Max Paris Environment Unit n.p). A report released by the Information Technology and Innovation Foundation (ITIF) highlights the positive impacts of carbon taxes can have on productivity and economic growth, as well as global warming. The report shows how the carbon tax induces innovation in less-carbon-intensive technology, hence lowering economic cost of reducing emission. In addition, the revenues are used to lower the after-tax cost of research and capital investment hence further eliminating any negative effect on GDP (Max Paris Environment Unit n.p). 
A carbon tax raises the substantial revenue for a country. According to Congressional Budget Office, an estimated carbon tax starting at $20 per ton and increasing to $34.4 per ton in ton years could raise $1.2 trillion. The revenue collected can be put into proper use that will play a critical role in further enhancing the use of green energy. The revenue can be spent on environmental policies to either subsidize of greener sources of energy. At the 2009 Copenhagen Conference of the Parties to the UN Framework Convention on Climate Change (UNFCCC), rich countries agreed to assist the developing nations in climate change mitigation and adaptation (Carnegie Council, 2007). The revenue given to the developing nations can be the tax collected from carbon. In addition, the revenue could be used to fund federal agencies tasked with dealing with the effects of climate change.
The carbon tax policy allows for the introduction of other mechanisms to solve the issue of global warming. They include removal of government subsidies to coal, oil and gas that cost billions of dollars to a government. It will result in an increase in prices of the items, hence limiting their use. The government can in return subsidize wind, solar and hydro-power. The subsidies will result in fewer prices for this and people will use them as energy sources. In the U.S., subsidies have increased wind and solar power to 8 per cent of electricity (Kimberly, 2018). All these are related to carbon taxes and their implementation will play a significant role in reducing carbon emission. This would not be very effective assuming that caps-and-trade policy was put in place. Another major advantage of carbon taxes imposed is how a shift by firms and households to cleaner technologies increases the demand for energy-efficient products and this helps to spur innovation and investment in green solutions (Darren, 2019).. A stronger prize on emission leads to more investment in cleaner energy sources such as wind and solar. Carbon tax makes green technologies more affordable and gets them into use urgently.
Carbon taxes are easier and quicker for the governments to implement. Carbon taxes are very simple because they rely on the existing administrative structures for taxing fuels and this can be achieved within few months. Carbon tax creates jobs. Through the current innovations, there are more than twice as many jobs in solar technology than in coal mining. There is much confidence from the citizens on carbon taxing as a policy to reduce the emission compared to cap-and trade policy (Grantham Research Institute, 2013). In a poll done by the Wall Street Journal found that 54 per cent of economists preferred a carbon tax to any other option. The policy offers a direct charge that can eliminate the uncertainty that the firms would face in the case of cap-and-trade system. Michael Bloomberg stated that it is much easier to implement and enforce carbon tax and it prevents special interests from opening up loopholes (David, 2017). Nikhil Chandarvarkar, Chief of Communications and Information Management at the United Nations Department of Economic and Social Affairs indicated that a tax is more equitable, more transparent and more predictable. It provides a pool of resources for the public sector to direct towards mitigation of climate change (Darren, 2019). The successful implementation of a carbon tax in Sweden further explains the effectiveness of the policy.
Designed correctly, a carbon tax can do more than reduce carbon pollution. A research by a group of economists demonstrates can be progressive - meaning higher income households pay more in tax per dollar of income than lower-income households. Sweden growth rate exceeds that of the U.S. despite its high taxes on carbon pollution. Sweden uses the revenue to cut other tax hence offering the best example on how the carbon taxes can result in growth in the economy (Kimberly, 2018). Additionally, British Columbia’s carbon tax has not hurt its economy since 2008. The tax in return has boosted growth in the Canadian province because some of the revenue raised was used to marginal income tax rates on individuals and the tax bills for small businesses.
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