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Answering Questions about  
a Carbon Tax
How New Natural Gas Supplies Impact the Electricity Sector

The US electricity sector—which produces 40 percent of total carbon dioxide emissions in 
the country—could raise significant revenues through a carbon tax. However, these revenues 
are uncertain and depend on the level of the tax and conditions such as natural gas prices, 
which have changed significantly in the past few years.

How much would consumers pay for electricity in 2020 as a result of a  
$25-per-ton tax on carbon?
A carbon tax would result in electricity price increases nationwide, but the increases would 
be distributed differently across the states, as shown below. Some regions that have low 
electricity prices currently (such as the Midwest and Southeast) would have the largest 
increases in prices, in part because of their heavy reliance on coal. Nonetheless, these regions 
would continue to be among those with the lowest prices in the nation (in blue). 

Long Island, New York

$171/MWh
increase: $6–11/MWh

Northwest Paci�c

$63/MWh
increase: $6–11/MWh

Kansas and Missouri

$82/MWh
increase: $16–21/MWh

Kentucky and Tennessee

$85/MWh
increase: $16–21/MWh

Southern California

$136/MWh
increase: $5–6/MWh

New England 

$141/MWh
increase: $6–11/MWh
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How could this affect electricity generation in 2020?
Under the low gas price assumptions of 2011-era projections, natural gas plays a bigger role 
in electricity generation than under 2009-era projections. In both cases, that role grows with 
the addition of a carbon tax.

How much revenue could be raised in 2020?
Changing forecasts for natural gas prices and other factors in 2020 influence the range of 
uncertainty over carbon tax revenue from the electricity sector. Between the 2009 and 2011 
projections natural gas, prices have dropped by 35 percent—contributing to a $9 billion drop 
in expected revenues under a $25 carbon tax.

Source: Palmer, Karen, Anthony Paul, and Matt Woerman. 2012. The Variability of Potential Revenue from a Tax on Carbon.  
Issue brief 12-03. Washington, DC: Resources for the Future.
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$43 billion

2011 PROJECTIONS 
Revenue raised:

Natural gas price: $4.47/million Btu

$52 billion

2009 PROJECTIONS 
Revenue raised:

Natural gas price: $6.84/million Btu


