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This paper studies environmental taxation in a Mirrlees setting with two novel features. First, energy, a polluting good, is used both as a factor of production and a final consumption good; second, earning abilities are determined endogenously. The model is calibrated for the French (and the US) economy. Main results are: (i) The current energy consumption taxes in France should be cut, the optimal tax is less than the marginal social damage of emissions and turns into an outright subsidy when the inequality aversion index is high. (ii) The optimal tax on energy as an input is always equal to its marginal social damage (iii) The redistributive component of the energy consumption tax is a nearly constant percentage of the social cost of energy.
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