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Abstract

With the expiration of many tax cuts and unmet climate targets, 2025 could be a crucial year
for climate policy in the United States. Using an integrated model of energy supply and demand,
this paper aims to assess climate policies that the U.S. federal government may consider in 2025
and to evaluate emissions reductions, abatement costs, fiscal impacts, and household energy
expenditures across a range of policy scenarios. The model shows several key findings. First, the
emissions reductions of the Inflation Reduction Act are significantly augmented under scenarios
that add a modest carbon fee or, to a lesser extent, that implement a clean electricity standard in
the power sector. Second, net fiscal costs can be substantially reduced in scenarios that include
a carbon fee. Third, expanding the IRA tax credits yields modest additional emissions reductions
with higher fiscal costs. Finally, although none of the policy combinations across these scenarios
achieve the U.S. target of a 50-52% economy-wide emissions reduction by 2030 from 2005
levels, the carbon fee and clean electricity standard scenarios achieve these levels between
2030 and 2035.
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Introduction

Because much of U.S. climate policy currently oper-
ates through the tax code, 2025 could prove to be
a crucial year for U.S. climate policy choices: At the
end of 2025, a large number of Tax Cuts and Jobs Act
(TCJA) provisions are scheduled to expire. Policymak-
ers across the political spectrum have expressed sup-
port for extending at least some of the expiring tax
cuts and a desire to put new tax policy ideas on the
negotiation table.

That creates an opportunity for pragmatic evalu-
ation of the trade-offs that result from—among other
factors—lower tax revenues and continued incentives
to invest in decarbonization. In particular, a full exten-
sion of TCJA provisions would come at a large revenue
cost, estimated to approach $4 trillion over 10 years
(Clausing and Sarin 2023), in a time of already high
deficits and rising debt. In addition, further action is
needed to meet the United States’ Paris Agreement
commitment to decarbonization. The Inflation Reduc-
tion Act (IRA), which has been described as the largest
piece of climate legislation in U.S. history, relies on tax
credits, loans, and direct spending to help meet that
commitment. But even that package is projected to
bring the United States only part way toward its com-
mitment of 50-52 percent economy-wide greenhouse
gas (GHG) reductions in emissions by 2030 relative to
2005 (Bistline et al. 2023).

The combination of scheduled expirations of lower
tax rates, fiscal pressures, and unmet climate targets
suggests that a range of climate policy options could
be under consideration as policymakers debate future
tax policy. In a recently released NBER working paper,
John Bistline, Kimberly Clausing, Neil Mehrotra, James
Stock, and Catherine Wolfram (Bistline et al. 2024) an-
alyze seven potential climate policy scenarios facing
the U.S. federal government in 2025 and their associ-
ated trade-offs.

Climate policy scenarios

The seven scenarios considered here are (a) policies
that could plausibly be under consideration in 2025,
although consideration of each is more or less likely
depending on outcomes of the 2024 elections and on
future economic conditions; and (b) tax and expendi-
ture policies with potentially major fiscal and/or emis-
sions impacts. To analyze these policy options, Bistline
et al. (2024) use the Electric Power Research Institute’s
(EPRI) U.S. Regional Economy, Greenhouse Gas, and
Energy (US-REGEN) model (EPRI 2021). These climate
policy scenarios are summarized in table 1.

The first scenario (“Current law; proposed emis-
sions rules”) is the baseline under current law. Within
that scenario, Bistline et al. (2024) assume that two

major proposed climate regulations have been final-
ized: Both EPA's tailpipe carbon dioxide (CO,) emis-
sions standards for light-, medium-, and heavy-duty
vehicles; and EPA’'s power plant rule under Section 111
of the Clean Air Act (CAA) are on schedule to be fi-
nalized in 2024. This baseline scenario assumes that
those two proposed regulations have been finalized
and implemented.

However, because the fate of those two regula-
tions is uncertain, the second scenario (“No new emis-
sions rules”) incorporates a different assumption. Both
regulations are likely to be subject to litigation and
could be withdrawn by a subsequent administration
and replaced by less-stringent regulations. To reflect
this regulatory uncertainty, the second scenario as-
sumes that neither regulation is present but otherwise
follows current law.

The third scenario (“Repeal IRA; no new emissions
rules”) assumes that neither regulation is present; un-
like scenario two, however, scenario three also repeals
the IRA.

Bistline et al. (2024) model three additional sce-
narios that entail expansions to current law. Scenario
four (“Expand IRA") enhances the IRA by increasing
magnitudes of power sector tax credits by 50 percent.
Scenarios five (“Carbon fee”) and six (“Clean electricity
standard"”) keep the IRA in place and add a carbon fee
or a clean electricity standard.

Scenario seven (“Carbon fee; partial IRA repeal”)
is a possible compromise scenario that adds a car-
bon fee but repeals many IRA energy provisions, with
the exceptions of the electric sector production tax
credit/investment tax credit (PTC/ITC), and the nuclear
provisions.

As described below, the authors evaluate these
seven climate policy scenarios on three dimensions
related to key policy goals. The first dimension is out-
comes for emissions reductions. The second dimen-
sion is economic efficiency, which is measured as the
economy-wide costs (incorporating costs to busi-
nesses and households) per ton of CO, abated. That
commonly used measure helps to inform both policy
sustainability as well as effects on energy affordability
and social welfare. The third dimension is each sce-
nario’s fiscal impact.

Additional dimensions are explored in the NBER
working paper (Bistline et al. 2024) but are not de-
scribed here; the working paper considers the effects
of these scenarios on the distribution of income as
well as on how the U.S. policy stance might influence
climate policy adoption in other countries.

Projected emissions reductions

Figure 1 depicts projected economy-wide CO,
emissions through 2040 for each climate policy
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TABLE 1
Climate policy scenarios

Policy

Scenario

Current law; proposed emissions rules

No new emissions rules

Repeal IRA; no new emissions rules

On-the-books state and federal policies, including IRA incentives and EPA’s proposed power
plant and vehicle standards

Current law without EPA’s proposed power plant or vehicle standards

Repeal IRA’s climate provisions (and assumed not to be replaced) as well as regulatory

proposals for power plants and vehicles

Expand IRA

Carbon fee

Current law, expanding IRA tax credits by increasing magnitudes of power sector tax credits by 50%

Current law, adding a carbon fee with carve out for retail gasoline sales; fee starts at $15/t-

CO, in 2027 and rises to $65/t-CO, by 2035

Clean electricity standard
vary by region over time

Carbon fee; partial IRA repeal

Current law, adding a reconciliation-compliant system of fees and rewards with targets that

Current law, adding same carbon fee with carve outs for retail gasoline sales as above, and

partial IRA repeal (retaining electric sector production tax credit/investment tax credit [PTC/
ITC] and nuclear credits with expiration)

Source: Bistline et al. 2024.

scenario measured as metric tons (Mt) of CO, per year.
The modeled emissions paths do not diverge substan-
tially for several years; however, large differences ap-
pear in the emissions paths starting in the 2030s.

Emissions under scenario one (“Current law; pro-
posed emissions rules”) decline over time and reach
49 percent below 2005 levels by 2035, which is lower
than they are under scenarios two (“No new emis-
sions rules”) or three (“Repeal IRA; no new emissions
rules”), which would be 42 and 36 percent reductions
by 2035, respectively.

All scenarios that augment the IRA and existing
regulations result in additional emissions reductions
relative to the baseline, though the scale of those re-
ductions varies. According to the modeling, the deep-
est emissions reduction scenarios are those that ex-
tend current policies with a carbon fee (scenario five,
“Carbon fee” and scenario seven, “Carbon fee; par-
tial IRA repeal”), which drive deeper reductions in the
power sector and more investment in CO, removal. The
carbon fee scenarios lower CO, emissions from 2005
levels by 45-47 percent by 2030 and 57-62 percent
by 2035, which is 8-13 percentage points below the
current law baseline (scenario one, “Current law; pro-
posed emissions rules”). Notably, the expansion of the
IRA tax credits modeled (scenario four, “Expand IRA")
would be less effective in reducing emissions than
augmenting the IRA by either a carbon fee or a clean
electricity standard, or than repealing many IRA provi-
sions and introducing a carbon fee.

Across the seven scenarios, the power sector
is the most sensitive to policy choices and achieves
near-zero emissions in 2040 through scenario six
(“Clean electricity standard”) and the two scenarios
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that include a carbon fee, scenarios five (“Carbon fee”)
and seven (“Carbon fee; partial IRA repeal”). Low emis-
sions in the power sector also support cleaner trans-
portation sectors in these three scenarios due to the
prominence of transport electrification. By contrast,
emissions in the power sector expand to over a gi-
gaton by 2035 and continue to grow under scenario
three (“Repeal IRA; no new emissions rules”). The two
scenarios that involve a carbon fee also support CO,
removal starting in 2035, which the model suggests
could come from both bioenergy with carbon capture
and storage for fuels and direct air capture.

Abatement costs and energy
price effects of climate tax policy
scenarios

Table 2 summarizes three outcomes with respect to the
seven climate policy scenarios. The first column shows
emissions in 2035 expressed as a percentage reduc-
tion from 2005 emissions. The second column reports
the average abatement cost of each scenario relative to
scenario three (“Repeal IRA; no new emissions rules”).
Those relative costs are a ratio of two measures. In the
numerator is the net present value (in 2023 dollars) of
the additional costs stemming from the change in the
energy system relative to that under scenario three.
The denominator is the cumulative reduction in CO,
relative to scenario three. The third column is projected
household spending in 2035 on electricity, petroleum,
natural gas, and other fuels (in 2023 dollars).
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FIGURE 1

Economy-wide CO, emissions, by climate policy scenario
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Abatement costs in the first two scenarios—
“Current law; proposed emissions rules” and “No new
emissions rules” ($43 and $69 per ton of CO,, respec-
tively)—are similar to the range of IRA abatement costs
in a recent multi-model study (Bistline et al. 2023).
Proposed EPA power plant rules assumed to be im-
plemented in scenario one lower abatement costs by
targeting reductions in coal generation in the power
sector, which are among the lowest cost abatement
options. Expanding the IRA and adding a clean elec-
tricity standard accelerates power sector investments
and increases costs relative to the current law scenario
from $43 per ton to $50 and $59 per ton, respectively.

Adding a carbon fee lowers average abatement
costs to $25 per ton, and to $18 per ton with partial
IRA repeal. The relatively low average abatement costs
in the carbon fee scenarios reflect several factors, in-
cluding the low abatement costs in the power sector

and the additional use of biofuels, both of which are
sources of decarbonization that are made more profit-
able by the fee.

Household energy expenditures show annual
spending on electricity, petroleum, natural gas, and
other fuels. Notably, direct energy costs borne by
households have limited variation across climate poli-
cy scenarios, varying by less than 5 percent in 2035. In
all scenarios, energy spending declines steadily from
2023 through 2035 and then further over time (not
shown in table 2), primarily driven by reduced gasoline
use. With the increasing adoption of electric vehicles,
spending on electricity increases over time in most
periods and scenarios, but not by as much as gasoline
expenditures fall. Household expenditures are slightly
higher than the current law scenario with either a car-
bon fee or IRA repeal.

Climate tax policy reform options in 2025
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TABLE 2

Summary of impacts across climate policy scenarios

2035 economy CO,

Average abatement cost 2035 household energy

Scenario (decline from 2005) ($2023/t-CO,) ($2023/yr)

Current law; proposed emissions rules 49% $43 $3,770

No new emissions rules 42% $69 $3,790

Repeal IRA; no new emissions rules 36% N/A $3,900

Expand IRA 51% $50 $3,730

Carbon fee 62% $25 $3,800

Clean electricity standard 52% $59 $3,730

Carbon fee; partial IRA repeal 57% $18 $3,930
Source: Bistline et al. 2024. HAMILTON
Note: Average abatement costs and household energy expenditures are shown in 2023 dollars and abatement PROJECT
costs are relative to scenario 3 (“Repeal IRA; no new emissions rules.”) BROOKINGS

Fiscal impacts of climate tax
policy scenarios

Table 3 shows the anticipated budgetary scores of
proposed new legislation to enact the climate tax pol-
icy scenarios three through seven in nominal dollars.
Scenario one is current law, with proposed emissions
rules, and does not require new legislation. Scenario
two is also current law but assumes the new emis-
sion rules are withdrawn, which would also not require
new legislation. The other scenarios would be enacted
only through legislation, and the Congressional Bud-
get Office (CBO) and the Joint Committee on Taxation
(JCT) would analyze proposed legislation to score the
budgetary effects over a 10-year window relative to a
current-law baseline. Table 3 shows the authors’ esti-
mates of those scores. For this table, the authors do
not model the effects of the carbon fee on IRA subsidy
uptake, do not consider offset effects that might af-
fect tax revenues elsewhere in the system, and omit
both revenues from a carbon border adjustment that
might accompany the scenarios with carbon fees and
revenues from fossil fuel exports. As the authors note,
these revenues could be quite large, substantially in-
creasing revenues for a carbon fee.

Table 3 shows widely varying budgetary impacts
from these scenarios: Carbon fees and partial or full
IRA repeal would lead to budgetary savings, while ex-
panding IRA or adding a clean electricity standard
would lead to increased budgetary expenditures.

These fiscal impact estimates may differ from
those of official scorekeepers (CBO and JCT) in im-
portant ways. For instance, the most recent JCT es-
timates of IRA tax provisions still show a lower fiscal
cost than many outside analyses, due in large part to
lower clean energy deployment. If JCT assumptions

The Hamilton Project « Brookings

are unchanged, official scores of the carbon fee may
be higher than those presented here. On the other
hand, interaction effects with IRA provisions, as well
as offset effects, would lower these estimates. In ad-
dition, although the IRA’s estimated fiscal impacts im-
plied by our modeling exceed current estimates from
JCT across many of the scenarios, net fiscal costs re-
main quite sensitive to policy design.

Additional considerations for
climate tax policy negotiations

The climate policy choices that will be made in the
years ahead could have important consequences for
emissions reductions, economy-wide carbon abate-
ment costs, and government fiscal balances. Be-
yond these factors, the distributional consequences
of these climate policy scenarios are also important
and require additional analysis to fully evaluate. Still,
if these policy choices occur in the context of other,
broad changes to tax policy, there could be other le-
vers to offset, or more than offset, any adverse distri-
butional effects from particular climate policy choices.
For example, negative impacts on household energy
expenditures could be offset by lower tax rates, ex-
panded earned income tax credits, or child tax credits.

Beyond the upcoming tax reform debate, other
factors could also shape U.S. climate policy, including
policy developments in other countries. Because cli-
mate change is a global collective action problem, U.S.
policymakers might consider how their choices influ-
ence policy choices around the world, and how innova-
tion in the U.S. could improve outcomes elsewhere. Fi-
nally, climate policy debates are likely to be influenced
by many unknowns lying ahead, including projected
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TABLE 3

Anticipated budgetary scores of proposed legislation to enact scenarios,

billions of dollars

Scenario

Estimate of budget score

Current law; proposed emissions rules
No new emissions rules

Repeal IRA; no new emissions rules
Expand IRA

Carbon fee

Clean electricity standard

Carbon fee; partial IRA repeal

N/A
N/A
$1,500
—$530
$590
—$230
$1,390

Source: Bistline et al. 2024.

Note: These estimates cover cumulative impacts across the 10-year budget window (in billions of nominal
dollars), assuming a baseline of current law. In scenario seven (i.e., “Carbon fee; partial IRA repeal”), the total

HAMILTON

PROJECT

BROOKINGS

includes fiscal savings from a partial repeal of IRA. Negative numbers indicate an increase in the federal bud-

get debt.

and actual impacts from climate change, macroeco-
nomic developments, and geopolitical events.

There are also many areas where future research
could inform the trade-offs discussed here. In that re-
gard, continued analysis of the early experience with
IRA tax subsidies, and how these provisions interact
with regulatory and state-level policies, as well as com-
pany and household behavior, will be particularly infor-
mative. For example, as experience with the IRA unfolds,
we could learn more about the cost-effectiveness of
each provision in achieving emissions reductions.
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