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Abstract

Climate policies have very uneven effects in terms of their fiscal impact. While mitigation

of climate change typically raises revenues, adaptation is costly to the taxpayer, and the more

so, the more distortionary the tax system. Moreover, the benefits and costs of mitigation

and adaptation vary across generations. In an OLG model with majority voting, we show

that even in the absence of international pollution spillovers and strategic considerations,

neither mitigation nor adaptation can be expected to be set efficiently. The reason is that

voters have incentives to use climate policy as an instrument for redistribution. We find that

these incentives depend on the underlying tax system. Furthermore, the chosen mitigation

or adaptation level may be inefficiently high in a political equilibrium with a distortionary

income tax system, although not simultaneously. This finding suggests that a distortionary

income tax system favors one policy (mitigation or adaptation) at the expense of the other.

The calibration of our model to the German economy reveals that both mitigation and

adaptation are lower than their socially optimal levels.
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