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Effectiveness of Carbon Pricing 
 

Question: 

How effective are carbon prices? 

 

Answer: 

Economists overwhelmingly favour carbon taxes as “the most cost-effective lever to reduce carbon 

emissions at the scale and speed that is necessary,”1 but specific empirical evidence for the benefits 

of carbon pricing in real-world applications is surprisingly sparse and uneven. 

It is difficult to determine causality when myriad factors influence greenhouse gas emissions—

changes in GDP, new technology, the shifting mix of industrial production, variations in international 

trade, and even the weather. The same problem afflicts a wide range of empirical assessments, 

ranging from the clinical value of new drugs to the effectiveness of anti-poverty programs. Thousands 

of empirical economists spend their time developing and implementing sophisticated statistical 

methods to measure the true impact of key inputs on outcomes of interest. Their answers, 

unfortunately, are rarely cut and dried. 

A major new study2 published in Nature Communications offers reassurance that carbon taxes really 

are effective. The paper provides a “rigorous, machine-learning assisted systematic review and meta-

analysis” of 80 evaluations of 21 carbon pricing policies around the world. It finds at least 17 of those 

policies “yielded immediate and substantial emission reductions” and “statistically significant 

emissions reductions” ranging from 4% to 15%, despite low carbon prices in most cases.  

One promising finding is that emissions appear to fall more as years go by, likely as new investments 

and new technologies take root in response to carbon prices. Evidence also confirms that rising 

carbon prices within a country (greater “policy stringency”) do indeed lower emissions. 

Until now, policy makers have had to draw mostly from unsystematic literature reviews—laundry lists 

of empirical papers 

offering brief synopses of 

often-conflicting results. 

One of the first systematic 

attempts to summarize 

the empirical literature on 

carbon pricing 

effectiveness was 

published in 20213 by the 

Canadian political 

scientist Jessica Green.  

Green concluded that 

carbon pricing had only “a 

 

1 https://www.econstatement.org 
2 https://www.nature.com/articles/s41467-024-48512-w 
3 https://iopscience.iop.org/article/10.1088/1748-9326/abdae9 
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limited impact on emissions,” probably reducing them less than 2% per year. That finding wasn’t 

particularly helpful, since it did not relate the effectiveness of the policy to the price. That was be akin 

to judging the effectiveness of drugs without noting the dose. 

Nonetheless, her study was highly influential. The authors of the new study mention Green’s study 

only briefly, dismissing it for lacking “any formal methodology” for evaluating the studies she 

considered. In contrast, they boast, “our methodology is transparent and reproducible,” and thus 

suitable for incorporating new studies as they appear. 

Moreover—and this is no criticism of Green—many relevant studies have appeared since she pulled 

together the papers for her article. Time and again they support the overall effectiveness of carbon 

pricing, particularly when prices rise to meaningful levels. Jonathan Marshall discusses some of these 

studies in his recent book, Carbon Pricing: Why We Need It, How It’s Working, and How to Build 

Support4. 

 

 

4 https://static.prod01.ue1.p.pcomm.net/cclobby/content/resources/economics/Carbon-Pricing-Book-
Marshall.pdf 
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