Leveling the Global Playing Field: Taxing Energy Use and Carbon Emissions
The global data on energy use and emissions produced by the Global Trade Analysis Project (GTAP) indicate substantial differences in tax rates on energy commodities, and hence implied tax rates on emissions, both between regions and between sectors within regions. Energy tax rates on final demands are generally higher than on intermediate inputs, and there are substantial differences in tax rates on different energy sources. Energy taxes are much higher in the EU than in other developed countries, particularly the U.S. In this environment, any analysis of the implications of imposing carbon taxes to mitigate climate change must take into account the existing distortions in incentives arising from these taxes. 
This study first estimates the implied taxes on carbon emissions by region, energy commodity, and purchasing agent. Then a series of experiments are conducted using the GLOBE_EN computable general equilibrium (CGE) world model to estimate the impact of reducing differences in tax structures within and across regions on implied CO2 emissions. When the average EU energy tax rates (the highest rates) are applied to all developed countries, there would be substantial reductions in global energy use and CO2 emissions. If these rates are extended to all regions, there are further reductions in energy use and emissions, but the welfare costs for developing countries are appreciable. Simulations also consider the impact of replacing energy-use taxes with taxes on CO2 emissions, initially as revenue neutral taxes within regions and then as common carbon tax rates across developed and all regions, which is potentially more efficient for reducing CO2 emissions than taxing energy. Scenarios are also considered in which carbon taxes are applied to meet CO2 emission targets starting from the existing highly-distorted energy use taxes. The results of assuming different tax replacement systems suggest that there might be greater returns to adjustments to the existing tax structures than to the development of countervailing and ‘third best’ tax regimes. 
