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Capital mobility leading to tax competition and
tighter budgets

Source: Benassy-Quere et. al. (2010)
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Demand for public expenditures, e.g. infrastructure
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Motivation and research questions

• What is the role of a carbon tax under the assumption that no
climate externality exists?

• Can carbon taxes finance infrastructure more efficiently than
capital taxes when input factors are mobile?

• What are the supply side dynamics when resource importing
countries tax carbon?
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Results

1. In Nash equilibrium, carbon tax more efficient than capital tax.

Both taxes subject to race to the bottom.

Carbon tax captures part of the Hotelling rent.

2. No green paradox:

Carbon taxes postpone extraction,

and reduce cumulative emissions.

3. Both results are robust under different strategic settings:
(Non-)cooperative importers, (non-)strategic exporter.
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MODEL SETUP
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Nash equilibrium, two sub-games,

solved for

non-cooperative behavior

max
{τ i}

Wi , given {τ j}, i 6= j

or

cooperative behavior of governments

max
{τ i}i=1,2

W1 +W2
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RESULTS
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Single instrument portfolio
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Single instrument portfolio
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Mixed portfolio
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Timing and volume effects
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Timing and volume effects
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Summary of results

1. Carbon tax more efficient than capital tax.

asymmetry between capital and carbon as tax base,

only the resource stock gives rise to rent.

2. Carbon tax delays extraction, reduces cumulative emissions.

3. Results are robust under different sorts of strategic behavior:
Cooperating importers, strategic exporter.
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Discussion

Results apply to economies in which

1. addressing fiscal externalities has higher priority than the
climate externality,

2. capital flight threatens governments and constrains their
scope of action,

3. productive public investments (infrastructure, education,
health) are required,

4. a substantial share of fossil resources is imported.
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Policy conclusions

• Carbon pricing can help to mitigate the race to the bottom.

• The supply side dynamics of carbon pricing matter, but pose
no environmental problem.

• Rethink role of environmental policy:
Not only environmental ministers should favor carbon pricing,
but also finance ministers.
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Appendix
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Volume effects under behavioral assumptions
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The resource rent
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Welfare evaluation
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