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California has been a leader in fighting climate change
1. Energy Efficiency Standards and Policies since 1970s
2. Net Energy Metering for Behind-the-Meter solar 1996
3. Renewables Portfolio Standard in 2002
4. California Solar Initiative in 2006
5. Climate Solutions Act of 2006

-- Established first broad-based price on GHG emissions through cap-and-trade program 
that launched in 2012

6. Low Carbon Fuels Standard in 2007
7. Electric Vehicle Subsidies and Standards since 1990s
…and many others
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California is on the front lines of climate change

• Wildfire
• Drought
• Extreme Heat
• Flooding 
• Rising Sea Levels

Climate change mitigation and adaptation is very expensive.
California is demonstrating a way to cover costs through higher electricity rates. 

Is this an example worth following?
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Residential electricity prices are high in California 



Questions we investigate

1. Why are California’s volumetric retail electricity rates so high?
- In California, costs that are not  going-forward incremental expenses of supplying 

electricity are recovered in volumetric (per kWh) electricity prices.
- Residential prices are now 2-3 times the incremental social cost.

2. Who’s paying these escalating costs?
- Increasingly, it’s the households who can least afford it. 

3. How might we recover these costs in a more efficient and equitable way?
- We propose some more efficient and more equitable alternatives to raising 

needed revenues.
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Residential prices versus social marginal cost ($/kWh)
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2019 retail price decomposition ($/kWh) 



Why worry about high electricity prices?

• Efficiency: Burdening electricity prices with costs that are not going-
forward incremental expenses of supplying electricity discourages 
efficient substitution from other energy sources towards electricity.

• Equity: Higher electricity prices can impose a large economic burden 
on lower-income households in an increasingly unequal economy.

8



Example income-based fixed charge schedules (2019)



Conclusion

• In California, volumetric electricity rates are used to raise revenues for 
climate mitigation, infrastructure investments, wildfire mitigation, etc. 

• This amounts to a relatively regressive tax on electricity consumption with 
negative implications for both efficiency and equity. 

• Changing the way costs are recovered to reduce electricity rates can help 
ensure affordable and attractive electricity consumption as we look to 
rapidly increase usage on the path to decarbonization.

• Paying for most non-marginal costs through government budget or income-
based fixed charges would improve equity by shifting the burden of cost 
recovery away from households that can least afford to pay.
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Net impacts on monthly bills (Sales tax progressivity)


