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MCC is a scientific think tank and combines high-level 
economic and social science analyses with a structured 

approach at the science-policy interface. We provide 
solution-oriented policy portfolios for climate mitigation, for 

governing the global commons in general, and for 
enhancing the many aspects of human wellbeing. .

MCC was founded in 2012 by Stiftung Mercator and the 
Potsdam Institute for Climate Impact Research (PIK) as a 
non-profit company. 
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>> INCREASING NUMBER OF COUNTRIES 
>> CONSIDER CARBON PRICING

WORLD BANK - STATE AND TRENDS OF CARBON PRICING 2023 



>> FUEL PRICE INCREASES ARE POLITICALLY
>> SENSITIVE



>> WHO IS AFFECTED DEPENDS ON COUNTRY 
>> SPECIFICS

Vertical differences between poorest and richest households miss a large part of the 

heterogeneity. 

Whether specific households are affected depends on their specific consumption 

patterns, e.g. do they own a car? How do they heat? Where do they live? etc. … 

Source: Missbach & Steckel (in prep)



>> THREE DIMENSIONS OF DISTRIBUTIONAL 
>> EFFECTS

Segment of

Population
Criterion Dimension of Distribution Guiding questions

The Lower-Income 

Groups

Distributional 

effects
Vertical Distribution

What cost falls on the poorest members

of society?

Hardship Cases Personal effects Horizontal Distribution

Which households face the highest

additional costs? What is the cost to

households which are most important to

political decision makers?*

Hardly Accessible

Procedural

aspects + use of

revenues

Possibility of receiving transfers from

government

Which households could be

compensated given institutional set-up?

*: Assumption: Additional costs matter to households and correlate with political support.



>> HOW TO USE REVENUES FROM CARBON 
>> PRICING?

Equal cash transfers and distributional effects

Targeted cash transfers and distributional effects

Green spending and “issue-linkage”

Tax cuts -income, labor, and consumption

Corporate tax cuts

Public finance 

Accessibility
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>> CARBON PRICING INCIDENCE CALCULATOR

80+ countries

 



>> PROJECT CONTEXT

Carbon Pricing Incidence Calculator

(CPIC)

Carbon Pricing Incidence Calculator

(CPIC)

Policy dialogue, recommendations and 

stakeholder engagement

Policy dialogue, recommendations and 

stakeholder engagement

DisseminationDissemination

• Ministries (Finance, 

Economy, 

Environment & 

Climate, Planning, 

etc.) 

• Non-Governmental 

Organizations 

• Civil Society 

• Ministries (Finance, 

Economy, 

Environment & 

Climate, Planning, 

etc.) 

• Non-Governmental 

Organizations 

• Civil Society 

Support policy-makers in assessing 

impacts of carbon prices on different 

economic sectors and population 

groups 

Model distributional impacts of 

carbon prices applying different 

social compensation mechanisms

Facilitate multi-stakeholder dialogues 

and knowledge management

Enable civil society to have access to 

information

Support policy-makers in assessing 

impacts of carbon prices on different 

economic sectors and population 

groups 

Model distributional impacts of 

carbon prices applying different 

social compensation mechanisms

Facilitate multi-stakeholder dialogues 

and knowledge management

Enable civil society to have access to 

information

Target groups Objectives Outputs

Mexico

Uganda



>> METHODOLOGY AT A GLANCE

We use household data on around 1.5 million 

households from 87 countries

Households report on consumption expenditures, 

differentiated by consumption items

We use an Input-Output model to derive region-

and sector-specific embedded CO2-intensities

Next, we derive sectoral price increases resulting 

from a carbon price (e.g. MXN 735/tCO2)

We compute the total additional relative costs

Four household members, Jalisco, average 

income, no car, cooking with LPG,…

Total yearly expenditures: MXN 120,000

Electricity
Transport & 

Cooking
Vegetables …

MXN 3,200 MXN 5,000 MXN 2,500 …

0.5 tCO2 1.2 tCO2 0.1 tCO2

MXN 

367.5
MXN 882 MXN 73.5 ∑

MEX 

2,500

Share of total expenditures 2.10%

*MXN 735

/ tCO2

IO



>> WE SIMULATE DIFFERENT CARBON PRICING 
POLICIES AND COMPENSATION OPTIONS



OPENING 

THE 

TOOL
www.cpic-

global.net

https://www.cpic-global.net/
https://www.cpic-global.net/


>> BACKED BY PEER REVIEWED SCIENCE



>> CASH TRANSFERS IN THE CONTEXT OF 
>> CARBON PRICING REFORMS IN LAC

Can existing cash transfer programs help to 

alleviate distributional effects of carbon pricing 

in 16 Latin American and Caribbean 

countries?



>> SYSTEMATIC COMPARISON OF VERTICAL AND 
>> HORIZONTAL DISTRIBUTIONAL EFFECTS



>> AN INTEGRATIVE APPROACH FOR LAC 
>> COUNTRIES



>> AN INTEGRATIVE APPROACH FOR LAC 
>> COUNTRIES



>> STYLIZED CHANNELS TO COMPENSATE 
HOUSEHOLDS WITH HIGH INCIDENCE
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Find the Carbon Pricing 

Incidence Calculator at

cpic-global.net
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