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Welcome to the EcoRight Speaks podcast, your conservative home for weekly climate news, interviews, points of view, and profiles of people leading on climate in local communities across the country.

It's the EcoRight Speaks podcast brought to you by the team at republicen.org.

And now, here's your host, Chelsea Henderson.

Hello, and welcome to the EcoRight Speaks, your climate-focused podcast produced by the team at republicen.org.

I'm your host, Chelsea Henderson, fresh back from the road trip of a lifetime with my son, who wanted to take his car out to Oregon, where he goes to college.

My leg of the drive was from Minneapolis to Seattle.

And along the way, we saw so many amazing sights, including the Badlands, which I'd love to explore more, Mount Rushmore, which honestly took about 15 minutes to see, but also goo-teddy, the Crazy Horse Memorial and Devil's Tower, both en route to Billings, Montana, and then Missoula.

We drove through Idaho briefly into Washington state, such gorgeous landscapes, and also, of course, special time in the car with my kid.

But listeners, now I am back and so thrilled to have two carbon tax experts on the show.

They also happen to be married.

Shu-Ting Pomerleau is the deputy director of climate policy at the Niskanen Center.

Her areas of research include carbon taxation, carbon border adjustments, and policies at the intersection of climate and trade.

Prior to joining Niskanen, she previously worked in public policy at the Cato Institute and the American Council on Renewable Energy.

Her husband, Kyle Pomerleau, is senior fellow at the American Enterprise Institute, where he studies federal tax policy.

Before joining AEI, he was chief economist and vice president of economic analysis at the Tax Foundation, where he led the macroeconomic and tax modeling team and wrote on various tax policy topics, including corporate taxation, international tax policy, carbon taxation, our favorite, and tax reform.

They both received masters of public policy from Georgetown University's McCourt School of Public Policy where they met.

Listeners, my conversation with Kyle and Shu-Ting is coming up next.

Welcome back, listeners.

I'm fresh off my vacation from Maine and here with two people who also came back from a vacation in Maine, Shu-Ting and Kyle.

Welcome to the show.

Thanks for having us.

Thanks for having us.

At Republican.org, we very much see this as the most efficient way to reduce carbon emissions.

And I'm curious to hear some of your thoughts on that because I know that the carbon tax is talked about as an efficient policy mechanism.

And I'm wondering what, if you could just explain to our listeners, why is it that, you know, usually we think of things that have the T word, tax, as not being favorable, but what is it about the carbon tax that makes it favorable with regard to reducing emissions?

Yeah, so that's a great question, Chelsea.

So with a carbon tax, you're pricing emissions directly, putting a price on greenhouse gas tax.

You're pricing emissions directly on greenhouse gas emissions.

And when we think about alternative policy tools such as regulations or tax subsidies, they're kind of having to do it sector by sector.

So regulators need to know a lot of information about different technologies and oftentimes it's not pricing emissions directly.

So for example, in the Inflation Reduction Act passed in 2022, providing a lot of tax subsidies for clean technologies, encouraging companies and consumers to switch to less carbon intensive energy sources and technologies.

For example, the EV tax credits providing for consumers to purchase electric vehicles.

Even though that's encouraging the transition to clean energy, that is not pricing emissions directly.

You could think of it as, yes, consumers may be purchasing electric vehicles instead of using their combustion engine cars, but the electricity they're relying on might still be generated from fossil fuels such as coal, natural gas.

So in order to really address climate change, you really need to price emissions directly.

Another advantage carbon tax has over the other alternative tools is it could raise a lot of revenue.

With a big pot of revenue, you could encourage clean technology development or cut other distortionary taxes.

We can go into this discussion a bit later.

Yeah, for sure.

And I'll add too that I think carbon taxation, because it's a tax, gets a bad rap relative to other policies.

And I think it gets a bad rap because we're so good at measuring the impact of tax policy on households and individuals compared to other alternative climate policies.

So it's easy to say that, well, I'm going to raise taxes by x billion dollars.

That's going to have this burden on this household.

But it's not that much different from other types of policies.

So if you enact a subsidy for green energy, that subsidy costs money.

The federal government has to raise revenue some other way.

That's going to burden households.

Or the federal government can enact regulations.

Regulations are going to change relative prices and change prices that you pay in the economy.

For example, if you have fuel standards, fuel standards might increase the cost of automobiles.

And that's going to place a burden on households.

So you can't really avoid this sort of burden or this sort of trade-off.

So in my mind, it comes down to what's the most efficient way to price externalities.

And I think it's the direct approach through carbon tax.

Thank you for pointing that out.

I think that is something that is really lost in the discourse, that just because these other policy mechanisms aren't called a tax doesn't mean that every day tax-paying Americans, consumers aren't paying them in some capacity.

Like we are all paying for the wind tax credit, right, or EV tax credits in a different way, but in a very indirect way.

So at least with the carbon tax, you have the information.

And yeah, that's a point that I don't hear a lot of people make.

Should we rebrand it?

Like, is there another term or another-- would that work to call it something different since people seem shy about the word tax?

I prefer just calling it a carbon tax because that is what it is.

I think instead we should be more open about the trade-offs in other policies.

Yeah.

So what would you-- like if you were thinking about the carbon tax as a revenue raiser, understanding that the next Congress is going to have to address tax policy with the expiration of the Trump tax credits, do you think that this is a real chance for the carbon tax to be on the table, or do you think we're not quite ready to have a serious full House, Senate debate on the merits of a carbon tax?

We'll see.

So just to set up the challenge that Congress faces, the Tax Cuts and Jobs Act, most of the individual provisions are going to expire at the end of next year.

So this includes the lower statutory tax rates, the larger standard deduction, the larger child tax credit, and there are also a handful of business tax provisions that have already expired or are currently phasing out, and a few tax increases on multinational corporations that are going to go into force.

All said, it's a large change in tax policy.

Congress is unlikely to allow it to expire.

And if they were to extend all of it, we're talking something like $5 trillion over a decade.

So it's a big pot of money.

So if lawmakers do want to extend those provisions but also make it fiscally sustainable, I think they're going to have to look both inside the current tax code but also outside of it.

And one option is alternative sources of revenue, such as a carbon tax.

Now, will a carbon tax be politically feasible next year?

Not sure.

I'm betting on no.

But at some point in the future, we do have to address the fiscal imbalance that the federal government is currently facing.

So when I say $5 trillion, I'm talking about $5 trillion on top of budget deficits on an annual basis that are approaching and exceeding $1 trillion. -Right.

What would be the right price, then, per ton of carbon to -- Well, I guess, is there a dollar amount that you see as being kind of the most efficient starting point?

And then is there a dollar amount that would actually be needed, and maybe there's a dollar between those two figures, to really make a dent in, say, that $5 trillion price tag? –

Shooting might have a different opinion, but I don't know if there is any magic price.

You know, if you think, one, addressing climate change is important, and, two, you have the secondary goal of raising revenue, and, three, you need votes in Congress, it's whatever you can get past, right? -I think I'm actually completely in line with you on this, Kyle.

I think of it more as a democratic process, a political process, to determine the carbon price per ton of emissions, rather than what the different data modeling, climate modeling is telling us.

Also, another important factor to consider is the existing law and regulation.

So, with all the tax credits in the IRA, with the new election outcomes, are all of them going to stay, or are some of them going to be rolled back, and with the EPA regulations, so are we talking about a new carbon price layered on top of the existing regulations or different combinations?

So, I would say having a carbon price, regardless what rate it is, is better than not having one.

So, I think it's kind of a political process. –

Right, because I was thinking about what would the likelihood be, and I guess a lot of it does depend on what happens in November, but of rolling back some of those IRA provisions or kind of doing them in exchange for a carbon tax.

But as we know, it's really hard to roll back subsidies, right, once you've sort of let the genie out of the bottle, very hard to put it back in.

And so, you know, are you swapping out a carbon tax and taking something off the books, or are you just layering it on top of existing policy?

And, you know, I've been around Washington long enough that I feel like it is hard to kind of take things back once you've put them out there. -Yeah, go ahead. -Yeah, there will be political pressure, however, to scale back those IRA subsidies regardless of what happens with the carbon tax.

I think Republicans in the House especially have put a target on those as a potential source of revenue for the 2025 tax bill. -Shu Ting, do you want to add to that? –

Yeah, and I was going to say, for one of the research papers that Kyle and I wrote together with the analysis, we were assuming putting a carbon tax on top of the IRA tax credit, we were estimating about $35 per ton of carbon emissions, which would generate about more than a trillion dollars a year.

And that's a very rough estimate. -So, shifting a little bit to something that I do think has a little bit more political momentum, and that is the CBAM, carbon border adjustment mechanism.

How do you see -- you know, you're both technicians and have analyzed impacts of these different policies.

How does a CBAM work in the context of not having national carbon pricing to go along with it? –
Yeah, I'm always happy to talk about CBAM.

I think the number one key takeaway I would like our audience to walk away with is it's very important to point out that if a so-called CBAM or carbon border policy does not come with a domestic national carbon tax, it is purely carbon tariffs, because I think in most cases, policymakers or advocates are actually just discussing standalone carbon tariffs.

With the tax policy context, when we're talking about border-adjusted carbon tax, with the border adjustment, carbon border adjustments, what we mean is import taxes and export rebates to be implemented with the domestic national carbon tax.

And there is some momentum in Washington, DC, lately, both from the left and the right.

A lot of enthusiasm on carbon border adjustment, border tariffs, green tariffs, whatever you name them.

The narrative is the US is already leading in the low-carbon industry globally, therefore we don't really need to do much.

We should just slap import tariffs on more carbon-intensive imported goods from other countries, for example, China, and punish them, incentivize them to sell us cleaner goods.

The big problem with that, I think, is several-fold.

The most problematic is the economic effects.

It won't get to what we anticipate with tariffs.

It's not economically efficient, increased consumer prices, and ultimately, it's the US consumers that are paying for the extra costs.

And without domestic national carbon prices, we're not really incentivizing domestic producers to go further cleaner on their productions.

And the big emitters in the world, China, India, the US, EU, a majority of their emissions are for domestic consumption.

So only a tiny sliver of their emissions associated with their production is for exports.

So for example, in 2018, all of the goods imported from China into the US only accounted for 4% of China's total production-related emissions.

And a lot of times when politicians or analysts, when they're talking about carbon tariffs, they're focusing on carbon-intensive sectors like steel, aluminum, cement, fertilizer, those very carbon-intensive industries, which is a very small slice of the 4% pie.

And if we're really serious about incentivizing China to go greener, I think enacting domestic policies in China would generate more meaningful decarbonization.

Now, I'm not a foreign politician.

That's another thorny question to address, but I think it's important to keep in mind on what these kind of policies could actually achieve as opposed to what the narrative is, what the politicians claim.

The narrative makes people feel good, right?

We're like, we're giving it to China and Russia for their emissions, but it's not really effectively...


Are there any countries that are doing it right?

And I know you just said you're not a foreign policy expert, but in the research that you all have done, are there any countries that are doing carbon pricing in a way that we could look to serve as a model or even for what not to do because maybe they're not doing it effectively?

I've stumped you.

Kyle, do you have an idea?

Well, I can chime in quickly.

I think maybe Canada is a good foreign country to look at.

It's also in North America, have a similar economic infrastructure.

As the US is also a big oil and gas producer, they are rebating majority of their revenue generated from the federal carbon tax to households.

Though I heard that they may be encountering some headwind on carbon tax.

They're coming up with the upcoming election.

There might be some rollback on the carbon tax law.

So I think that could be an interesting way for the US to look at.

But as you said in the beginning, Chelsea, there seemed to be a big aversion to the word tax in the US.

And the US is the only outlier in the OECD countries developed countries that are not having a direct price on carbon.

Yeah, another thing that I would watch closely is the carbon border adjustment mechanism that's being developed and implemented in Europe.

So some of the challenges they're going to face is how to broadly capture the carbon emissions and imports.

It's one thing to enact a tax on components of your imported goods, so steel or cement or your most emitting products.

But there are design questions and design issues there that they're going to need to think through.

For example, if goods are produced overseas with carbon intensive products, such as steel, and then imported into Europe, how is the mechanism going to address that?

And I think they're thinking through that.

But I'm not entirely sure that they've come to any solution on that issue.

One last question.

If you could be-- and I mean you kind of individually were stuck in an elevator with a lawmaker who you then had that period of time while you're stuck in the elevator.

And hopefully it's not too long.

But enough time to talk about a carbon tax and you think maybe you could get that person to see the light on carbon tax.

Who would your desired lawmaker to be stuck in the elevator with be?

I'm picturing the Jeopardy music now playing.

Yeah, I'll-- Go ahead.

OK, I'll go first.

I would pick Representative John Curtis, who's running for senator this fall.

He has been a champion in founding the Conservative Climate Caucus in the House and has been-- just recently introduced the ProveIt Act in the US, which is a carbon intensity study bill.

So he has paid a lot of attention on climate issues, data carbon intensity issues, though he hasn't voiced any public support for carbon.

So I think he might be more open to listening to the merit of a carbon tax.

We love Mr. Curtis.

He's been on the show a few times.

And you're right, he's a little shy on the pricing side.

But it would be great if we could get him over.

Kyle?

Yeah, so I would-- I'll pick Representative Jason Smith of the Ways and Means Committee.

And I think the pitch there is more about fiscal sustainability and the challenges that we face with debt and deficits.

The Ways and Means Committee will be working very hard, regardless of who takes the White House on trying to figure out what to do in 2025.

And the stakes there are pretty high with respect to how much borrowing the federal government is going to do.

Those are great answers.

And I just appreciate so much the time that you have taken and also the valuable research that you've put into the world.

And I will link your report that Shuting mentioned in the show notes.

So listeners, if you want to dive deeper into Kyle and Shuting's work, you can find it there in our show notes.

And thank you so much for being on the show and for the good work that you do.

Thank 

