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1. What is a carbon tax and how does it affect the economy?
The primary objective of a tax is to reduce greenhouse gas emissions,
particularly carbon emissions. By putting a price on carbon, the tax provides
a financial incentive for businesses and individuals to adopt cleaner
technologies, improve energy efficiency and switch to alternative low-carbon
products. We estimate that a global carbon tax of $100 per tonne of CO2
emitted would, in total, be the equivalent of 5.01% of global GDP. However,
this cost would be partially offset by a 2.83% increase in government tax
revenues, leading to a net economic cost of 2.18% (of global GDP). The
region most affected would be Emerging Markets, starting with India,
followed by Russia, China, Bulgaria and Taiwan. We also note that the
introduction of a $100 carbon tax could lead to an inflation shock, as the
carbon tax would be passed from the producer to the rest of the supply
chain: +4.08% for the producer price index and +3.53% in terms of the
consumer price index.

2. Why are the total costs more than the carbon tax revenues?
Governments would earn revenue directly equivalent to the cost of the
carbon tax, but the net economic cost is the indirect cost that results from
passing the tax down the supply chain to the consumer. The amount passed
on depends on factors, such as the market structure (e.g. monopolistic,
competitive) and the price elasticities (i.e. sensitivities) of supply and
demand. For example, economists assume that the pass-through rate for
energy products is close to 100%, meaning that a carbon tax will generally
be borne by end consumers because the demand for energy products is
highly inelastic. In the above example, the net cost of 2.18% of global GDP
was the amount passed through but within the 5.01% total figure, 0.93% was
paid by the producers and 4.08% by the supply chain and consumers. This
meant that only 20% of the carbon tax was borne by the producers.

Source: Roncalli T., Le Guenedal T., Desnos B., Morais P., “ From climate stress testing to climate value-at-risk: A stochastic 
approach”, Amundi Investment Institute, July 2023. From climate stress testing to climate value-at-risk: a stochastic approach 
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3. What would be the impact of a carbon tax at the sector level?
There are big differences between sectors, depending on the impact of the tax on each sector’s cost of
supply and downstream supply chain. A sector near the top of its global value chain receives few costs
from its suppliers.
Hence, it can pass on more costs than it receives. Conversely, if a sector is at the bottom of its global
value chain, it receives a high number of costs from its suppliers due to a snowball effect. Thus, it can only
pass on fewer costs than it receives. Our analysis finds (see chart) that when the pass-through rate is low
(25% or less), the energy and utilities sectors are most affected. However, a realistic assumption (best
estimates) for a high pass-through rate, given their positions at the top of their global value chains, finds
that their earnings could be boosted by a carbon tax. In contrast, the consumer discretionary and
consumer staples sectors would see their earnings notably reduced given their high dependency on other
sectors. It is important to analyse the upstream and downstream supply chains in depth to understand how
a carbon tax affects sectors differently.

4. Why examine the potential impact of a carbon tax within sectors?
The impact of a carbon tax not only varies across sectors, but also exhibits a wide dispersion of its effect
within sectors. In particular, the tax effect appears relatively homogeneous within the communication
services, financials, health care, technology and real estate sectors, while there is a higher dispersion
among materials and industrials companies.

5. What are the main challenges in implementing a carbon tax?
A carbon tax is aimed at changing demand in order to change supply. However, if demand is almost
inelastic, a tax may only result in an inflationary shock and a net economic cost to society. To be effective,
it must be accompanied by green electricity supply policies aimed at growing the number of green power
projects as well as offering subsidies to the utility sector to encourage investment. Also, it would be
necessary for taxation to be coordinated across countries. Thus, a regional carbon tax at the European
Union level would be an option. Our research showed that such a tax would result in more than 95% of the
costs falling on the countries within the Union, while the impact outside it would be relatively small. A
Carbon Border Adjustment Mechanism to prohibit production from moving to countries outside the Union
with lower carbon prices has been set up. Importantly, a carbon tax can have a social impact with low-
income households potentially more affected than high-income ones (see Amundi’s research). Therefore,
the redistribution of government revenues from carbon taxation between green investment and social aid
must be addressed to ensure carbon taxation is effective.

Illustrative impact at sector level of a Carbon Tax
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figure2

		Equity Worldwide Net Sales ($Mn)		2017		2018		2019		2020		2021		2022

		ESG Active Equity		26,326		32,508		36,499		126,272.6		301,616.7		-10,424.9 

		ESG Passive Equity		17,549		22,930		46,041		104,139.0		196,936.0		46,539.3

		Total ESG Equity		43,875		55,437		82,539		230,412		498,553		36,114



		WW Active Equity Net Sales ($Mn)		2017		2018		2019		2020		2021		2022

				-135,424 		-217,777 		-412,358 		-216,909 

		WW Passive Equity Net Sales ($Mn)		2017		2018		2019		2020		2021		2022

				613,942		514,299		347,052		73,708

				2017		2018		2019		2020		2021		2022

		Non-ESG equity		478,518		296,522		-65,306 		-271,615.4 		585,602.9		115,904.2

		Active ESG equity		26,326		32,508		126,272.6		301,616.7		-10,424.9 		-10,424.9 

		Passive ESG equity		17,549		22,930		104,139.0		196,936.0		46,539.3		46,539.3

		TOTAL		522,393		351,959		165,105		226,937		621,717		152,019

		Source: Broadridge, data on worldwide open-ended funds.





ESG vs. non-ESG equity fund flows
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