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Key Findings

 • Carbon leakage occurs when a climate policy in one jurisdiction leads to 
emissions-producing activity simply shifting to a different jurisdiction.

 • Leakage raises both environmental concerns—as it undermines emissions 
reduction efforts—and economic concerns.

 • In the aggregate, leakage is relatively small, but it could have an outsized 
impact on specific emissions-intensive, trade-exposed (EITE) industries.

 • Using a border adjustment to make a carbon tax based on consumption, 
rather than production, can help address this problem.

 • However, measuring the carbon content of imported goods is challenging. 
This underscores the need to pair carbon taxes with strong domestic tax 
reforms.

 • Pro-growth policies like expensing for R&D investment and permanence for 
100 percent bonus depreciation would at least mitigate a carbon tax’s impact 
on manufacturing and other critical industries.
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Introduction

Economists tend to favor carbon taxes as an ideal policy solution to address climate change.1 By 
making the market reflect the social costs of carbon emissions, such a tax would incentivize emissions 
reduction and innovation, without creating a specific bias for or against different technologies. 

But how carbon taxes interact with a globalized economy is more complicated. For one, it is possible 
that a carbon tax enacted only in America could merely move polluting activity abroad rather than 
drive down the overall level of carbon emissions. 

Furthermore, increased geopolitical tensions with China and supply chain disruptions associated with 
both the COVID-19 pandemic and the Russian invasion of Ukraine have increased interest in bringing 
manufacturing operations, particularly in high-tech or strategically important industries, back to the 
United States.2 In that context, a carbon tax could hinder the development, or redevelopment, of the 
domestic manufacturing base in industries that are both strategically important and energy-intensive. 

There are ways to design a carbon tax to address these issues. A border-adjusted carbon tax that uses 
some of the revenue for pro-investment tax reform could solve these problems and even make the 
U.S. more competitive than under the status quo. However, not all carbon tax packages are the same; 
some could harm U.S. competitiveness. The way revenue gets used and the way the tax approaches 
imports and exports are both consequential. 

Environmental Policy and Leakages

One common concern throughout environmental policy is carbon leakage—where a policy designed 
to reduce domestic emissions ends up increasing carbon emissions in the rest of the world, resulting 
in a smaller net reduction in global emissions. Carbon leakage undercuts the end goal of the policy 
change. 

The economic literature generally suggests the total impact of emissions reduction policy on global 
competitiveness is harmful but small.3 Models of the imposition of a carbon tax on manufacturing 
industries suggest only a sixth of the reduction in output would be due to shifting operations 
abroad.4 There is a limited share of emissions around the world embedded in global trade, and in large 
economies like the United States, the vast majority of emissions from domestic consumption tend to 
come from domestic production.5

1 “Economists’ Statement on Carbon Dividends,” The Wall Street Journal, Jan. 16, 2019, https://www.wsj.com/articles/
economists-statement-on-carbon-dividends-11547682910. 

2 Nelson Schwartz, “Supply Chain Woes Prompt a New Push to Revive U.S. Factories,” The New York Times, Jan. 5, 2022, https://www.nytimes.
com/2022/01/05/business/economy/supply-chain-reshoring-us-manufacturing.html. 

3 Antoine Dechezlepretre and Misato Sato, “The Impacts of Environmental Regulations on Competitiveness,” Review of Environmental Economics and Policy 
11:2 (Summer 2017), https://www.journals.uchicago.edu/doi/10.1093/reep/rex013. 

4 Joseph Aldy and William Pizer, “The Competitiveness Impacts of Climate Change Mitigation Policies,” Journal of the Association of Environmental and 
Resource Economics 2:4 (December 2015),  https://scholar.harvard.edu/files/jaldy/files/competitivenessmitigationfinal.pdf. 

5 Shuting Pomerleau, “Emissions Embedded in Global Trade,” Niskanen Center, June 2022,  https://www.niskanencenter.org/wp-content/uploads/2022/06/
Emissions-embedded-in-global-trade-Shuting-Pomerleau-FINAL.pdf. 

https://www.wsj.com/articles/economists-statement-on-carbon-dividends-11547682910
https://www.wsj.com/articles/economists-statement-on-carbon-dividends-11547682910
https://www.nytimes.com/2022/01/05/business/economy/supply-chain-reshoring-us-manufacturing.html
https://www.nytimes.com/2022/01/05/business/economy/supply-chain-reshoring-us-manufacturing.html
https://www.journals.uchicago.edu/doi/10.1093/reep/rex013
https://scholar.harvard.edu/files/jaldy/files/competitivenessmitigationfinal.pdf
https://www.niskanencenter.org/wp-content/uploads/2022/06/Emissions-embedded-in-global-trade-Shuting-Pomerleau-FINAL.pdf
https://www.niskanencenter.org/wp-content/uploads/2022/06/Emissions-embedded-in-global-trade-Shuting-Pomerleau-FINAL.pdf
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Nonetheless, leakages remain an issue to be minimized, for several reasons. Leakage, even if 
moderate, still undermines the efficacy of an environmental policy (carbon taxes included). Leakage 
also means costs for American industry and employment, which may be small for the economy in the 
aggregate but large for specific regions or industries, in particular manufacturing.6 

There are several kinds of carbon leakage.7 The first, and most politically salient, is the competition 
channel: carbon taxes raise production costs in the jurisdiction in which they are implemented, 
leading companies to outsource production to other jurisdictions without a carbon tax or significant 
environmental regulations. There is also the energy market channel where, by reducing demand 
for fossil fuels domestically, a domestic carbon tax marginally reduces worldwide demand for fossil 
fuels, thus lowering global fossil fuel prices and leading to increased use of fossil fuels in unregulated 
jurisdictions. 

There is also potential for beneficial leakage—when the tax in one jurisdiction leads to emissions 
reductions in other, untaxed jurisdictions. Technology spillovers are one example: a carbon tax 
could lead to the development of new low-emission technology, which then becomes viable even 
in markets without carbon pricing. While this leakage is difficult to trace, induced innovation from 
higher energy prices is well-documented.8 These effects take many years to become significant, so 
even if moderate levels of induced technological innovation and diffusion produced net negative 
carbon leakage, this type of leakage is less relevant when considering the immediate impacts of a 
policy.9 

Reductions in foreign emissions could also occur through income effects and the terms of trade, 
though this effect is believed to be small.10 As a carbon tax reduces income domestically, domestic 
demand for foreign products falls, which then translates to reduced incomes abroad and therefore 
lower emissions.11 This effect is likely small, and its relevance to policymaking is weak for several 
reasons. First, the reduction in foreign emissions from this channel is likely dwarfed by the increase 
in foreign emissions from the competitiveness channel. Second, domestic carbon tax revenue does 
not disappear: if that revenue is recycled well, a carbon tax does not mean a reduction in domestic 
income.12 

The most important channel from an economic policy perspective is the competitiveness channel. 
The size of the competitive disadvantage that emissions policy creates is a major topic of debate.

6 See, for example, Nikolaos Floros and Andriana Vlachou, “Energy Demand and Energy-Related CO2 Emissions in Greek Manufacturing: Assessing the 
Impact of a Carbon Tax,” Energy Economics 27:3 (May 2005), https://www.sciencedirect.com/science/article/pii/S0140988305000046. 

7 Aaron Cosbey, Susanne Droege, Carolyn Fischer, and Clayton Munnings, “Developing Guidance for Implementing Border Carbon Adjustments: Lessons, 
Cautions, and Research Needs from the Literature,” Review of Environmental Economics and Policy 13:1 (Winter 2019), https://www.journals.uchicago.edu/
doi/full/10.1093/reep/rey020. 

8 David Popp, “Induced Innovation and Energy Prices,” The American Economic Review 92:1 (March 2002), https://www.aeaweb.org/
articles?id=10.1257/000282802760015658. 

9 Reyer Gerlagh and Onno Kuik, “Spill or Leak? Carbon Leakage with International Technology Spillovers: a CGE Analysis,” Energy Economics 45 (September 
2014), https://www.sciencedirect.com/science/article/pii/S0140988314001741; see also Cosbey, Droege, Fischer, and Munnings, “Developing Guidance 
for Implementing Border Carbon Adjustments: Lessons, Cautions, and Research Needs from the Literature.”

10 Ibid. 
11 Adele Morris, “Making Border Carbon Adjustments Work in Law and Practice,” Urban-Brookings Tax Policy Center, Jul. 26, 2018, https://www.brookings.

edu/wp-content/uploads/2018/07/TPC_20180726_Morris-Making-Border-Carbon-Adjustments-Work.pdf. 
12 Alex Muresianu and Huaqun Li, “Carbon Taxes and the Future of Green Tax Reform,” Tax Foundation, Jun. 21, 2022, https://taxfoundation.org/

carbon-taxes-green-tax-reforms/. 

https://www.sciencedirect.com/science/article/pii/S0140988305000046
https://www.journals.uchicago.edu/doi/full/10.1093/reep/rey020
https://www.journals.uchicago.edu/doi/full/10.1093/reep/rey020
https://www.aeaweb.org/articles?id=10.1257/000282802760015658
https://www.aeaweb.org/articles?id=10.1257/000282802760015658
https://www.sciencedirect.com/science/article/pii/S0140988314001741
https://www.brookings.edu/wp-content/uploads/2018/07/TPC_20180726_Morris-Making-Border-Carbon-Adjustments-Work.pdf
https://www.brookings.edu/wp-content/uploads/2018/07/TPC_20180726_Morris-Making-Border-Carbon-Adjustments-Work.pdf
https://taxfoundation.org/carbon-taxes-green-tax-reforms/
https://taxfoundation.org/carbon-taxes-green-tax-reforms/
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There is strong evidence that carbon taxes are not especially harmful to the economy in the 
aggregate when looking at total employment or economic growth.13 The evidence for the impact of 
a carbon tax on the manufacturing sector is mixed. Analysis of British Columbia’s revenue-neutral 
carbon tax found the reform raised employment in the aggregate, but also shifted employment away 
from trade-intensive and emissions-intensive industries and towards service industries.14

Now, manufacturing employment should not be the first measure of the manufacturing sector’s 
strength, especially for wealthy and developed economies. Productivity growth and automation 
mean that manufacturing output can stay flat or even grow, even as manufacturing employment 
declines.15 Singapore is one example of a high-income country whose manufacturing sector’s share 
of the workforce has declined, even as manufacturing output has grown not only in absolute terms 
but also as a share of the country’s GDP.16 In British Columbia, on the other hand, the decline in 
manufacturing employment mostly reflected lower sectoral output. 

A look at the impact of the United Kingdom’s carbon tax on the country’s manufacturing sector found 
that it did not drive employment losses or plant closures, even though it significantly reduced energy 
intensity and electricity use.17 However, given Britain’s rapid rate of deindustrialization preceding the 
carbon tax’s introduction (even when compared to other wealthy, developed Western countries), it is 
perhaps a less convincing example of a manufacturing sector thriving under a carbon tax.18 

Border Adjustments: The Solution?

A carbon tax with a border adjustment means a tax on U.S. carbon consumption, rather than 
production, that is neutral between domestic and imported goods. In this case, that would mean 
placing a tax on the carbon content of imports (consumed domestically), while exempting the carbon 
content of exports (not consumed domestically). This is not a tariff, as it is neutral between domestic- 
and internationally-produced consumption.19 

All goods can be split into four categories: goods produced domestically and consumed domestically, 
goods produced domestically and consumed abroad (exports), goods produced abroad and consumed 
domestically (imports), and goods produced abroad and consumed abroad.

13 Gilbert Metcalf and James Stock, “Measuring the Macroeconomic Impact of Carbon Taxes,” AEA Papers and Proceedings 110 (May 2020), https://www.
aeaweb.org/articles?id=10.1257/pandp.20201081. 

14 Akio Yamazaki, “Jobs and Climate Policy: Evidence from British Columbia’s Revenue-Neutral Carbon Tax,” Journal of Economics and Environmental 
Management 83 (May 2017), https://www.sciencedirect.com/science/article/abs/pii/S0095069617301870. 

15 Alex Muresianu, Erica York, and Alex Durante, “Taxes, Tariffs, and Industrial Policy: How the U.S. Tax Code Fails Manufacturing,” Tax Foundation, Mar. 17, 
2022, https://taxfoundation.org/us-manufacturing-tax-industrial-policy/. 

16 Jon Emont, “How Singapore Got Its Manufacturing Mojo Back,” The Wall Street Journal, Jun. 22, 2022, https://www.wsj.com/articles/
singapore-manufacturing-factory-automation-11655488002?mod=hp_featst_pos3. 

17 Ralf Martin, Laure B. de Preux, and Ulrich J. Wagner, “The Impact of a Carbon Tax on Manufacturing: Evidence from Microdata,” Journal of Public Economics 
117 (September 2014), https://www.sciencedirect.com/science/article/pii/S0047272714001078. 

18 Robert Z. Lawrence, “Recent Manufacturing Employment Growth: The Exception that Proves the Rule,” National Bureau of Economic Research Working 
Paper 24151 (December 2017), https://www.nber.org/system/files/working_papers/w24151/w24151.pdf; see also World Bank, “Manufacturing, Value 
Added (% of GDP) - United Kingdom, United States, France, Canada, Italy, Germany,” accessed Aug. 9, 2022, https://data.worldbank.org/indicator/NV.IND.
MANF.ZS?end=2018&locations=GB-US-FR-CA-IT-DE&start=1973. 

19 Shuting Pomerleau, “Border Adjustments in a Carbon Tax,” Niskanen Center, July 2020, https://www.niskanencenter.org/wp-content/uploads/2020/07/
Border-Adjustments-in-a-Carbon-Tax.pdf. 

https://www.aeaweb.org/articles?id=10.1257/pandp.20201081
https://www.aeaweb.org/articles?id=10.1257/pandp.20201081
https://www.sciencedirect.com/science/article/abs/pii/S0095069617301870
https://taxfoundation.org/us-manufacturing-tax-industrial-policy/
https://www.wsj.com/articles/singapore-manufacturing-factory-automation-11655488002?mod=hp_featst_pos3
https://www.wsj.com/articles/singapore-manufacturing-factory-automation-11655488002?mod=hp_featst_pos3
https://www.sciencedirect.com/science/article/pii/S0047272714001078
https://www.nber.org/system/files/working_papers/w24151/w24151.pdf
https://data.worldbank.org/indicator/NV.IND.MANF.ZS?end=2018&locations=GB-US-FR-CA-IT-DE&start=1973
https://data.worldbank.org/indicator/NV.IND.MANF.ZS?end=2018&locations=GB-US-FR-CA-IT-DE&start=1973
https://www.niskanencenter.org/wp-content/uploads/2020/07/Border-Adjustments-in-a-Carbon-Tax.pdf
https://www.niskanencenter.org/wp-content/uploads/2020/07/Border-Adjustments-in-a-Carbon-Tax.pdf
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Consider a basic carbon tax on all carbon emissions in the United States. This would tax emissions 
from two categories of goods: goods produced and consumed domestically, and exports. However, 
the emissions from imports go untaxed under this example. As a result, domestic producers face a 
disadvantage in both the domestic and global markets: domestic goods are taxed while foreign goods 
are not.

TABLE 1.

Carbon Tax with No Border Adjustment Disadvantages 
Domestic Production

Produced Domestically Produced Abroad
Consumed Domestically Taxed Not Taxed

Consumed Abroad Taxed N/A

Sean Bray and Alex Muresianu, “Carbon Taxes in the Global Market: Changes on the Way?,” Tax 
Foundation, Jun. 27, 2022, https://taxfoundation.org/cbam-carbon-price-tariffs/. 

This problem can be solved with a border adjustment. Under the border adjustment, companies 
receive rebates for taxes on emissions involved in the production of exports, while imported goods 
face a tax on their carbon contents. As a result, the tax base shifts from domestic production to 
domestic consumption. 

TABLE 2.

Carbon Tax with Border Adjustment Treats Domestic  
and International Production Equally

Produced Domestically Produced Abroad
Consumed Domestically Taxed Taxed

Consumed Abroad Not Taxed N/A

Sean Bray and Alex Muresianu, “Carbon Taxes in the Global Market: Changes on the Way?,” Tax 
Foundation, Jun. 27, 2022, https://taxfoundation.org/cbam-carbon-price-tariffs/. 

Importantly, though a border adjustment interacts with trade policy, it is not analogous to 
protectionist measures countries often implement.20 It creates a level playing field for foreign-
produced and domestic-produced goods in both foreign and domestic markets. In domestic markets, 
both domestic-produced goods and foreign-produced goods face a tax, while in foreign markets, 
neither domestic-produced goods nor foreign-produced goods do. 

While not itself trade policy, a border-adjusted carbon tax would avoid the problems created by 
some forms of climate regulation. Many regulations, such as clean energy production standards, 
cannot easily be border-adjusted. Consider an American car factory, powered by a more expensive, 
yet cleaner plant. The cars that the factory produces must compete with cars built in coal-fueled 
factories in China. But there’s no direct mechanism to adjust for that environmental difference on a 
purely regulatory basis. 

20 Alan Auerbach and Douglas Holtz-Eakin, “The Role of Border Adjustments in International Taxation,” American Action Forum, Nov. 30, 2016, https://www.
americanactionforum.org/wp-content/uploads/2016/11/The-Role-of-Border-Adjustments-in-International-Taxation.pdf. 

https://taxfoundation.org/cbam-carbon-price-tariffs/
https://taxfoundation.org/cbam-carbon-price-tariffs/
https://www.americanactionforum.org/wp-content/uploads/2016/11/The-Role-of-Border-Adjustments-in-International-Taxation.pdf
https://www.americanactionforum.org/wp-content/uploads/2016/11/The-Role-of-Border-Adjustments-in-International-Taxation.pdf
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Policymakers on both sides of the aisle have considered a carbon tariff.21 Often called a polluter 
import fee or (erroneously) a border adjustment, this policy would tax carbon-intensive imports, 
without a corresponding domestic carbon price.

TABLE 3.

A Carbon Tariff with No Domestic Carbon Price Is Not a True 
Border Adjustment

Produced Domestically Produced Abroad
Consumed Domestically Not Taxed Taxed

Consumed Abroad Not Taxed N/A

Sean Bray and Alex Muresianu, “Carbon Taxes in the Global Market: Changes on the Way?,” Tax 
Foundation, Jun. 27, 2022, https://taxfoundation.org/cbam-carbon-price-tariffs/. 

Some advocates of this idea contend that there are ways to establish an equivalence between non-
tax climate policies implemented domestically and a tax applied on imported goods.22 There are a 
few pitfalls of this idea: establishing a price equivalent for domestic carbon regulations is difficult, 
particularly when states and even localities have their own separate sets of emissions regulation. 
Without a true domestic carbon price, it could run afoul of international trade rules.23 

Lastly, even when counting existing emissions regulation as a domestic price, the tariff does not 
constitute a true border adjustment because it does not provide a rebate for exporters.24 Instead, it 
would be equivalent to a carbon tax with a tariff. 

TABLE 4.

A Domestic Carbon Tax and Tariff without an Export Rebate 
Still Disadvantages Domestic Producers

Produced Domestically Produced Abroad
Consumed Domestically Taxed Taxed

Consumed Abroad Taxed N/A

Sean Bray and Alex Muresianu, “Carbon Taxes in the Global Market: Changes on the Way?,” Tax 
Foundation, Jun. 27, 2022, https://taxfoundation.org/cbam-carbon-price-tariffs/. 

Despite putting a tax on imports, this policy mix would still put domestic producers at a disadvantage. 
While in the domestic market, both domestic and imported goods are taxed equally. But in foreign 
markets, American exports still face the tax, while foreign-produced goods do not. 

In theory, border adjustments eliminate concerns about leakages due to a carbon tax.25 However, the 
process of determining the carbon content of imports poses practical concerns. 

21 Nick Sobcyzk, “Carbon Border Fee Gains Traction, but Hurdles Remain,” E&E News, May 4, 2022, https://www.eenews.net/articles/
carbon-border-fee-gains-traction-but-hurdles-remain/. 

22 William Pizer and Erin Campbell, “Border Carbon Adjustments without Full (or Any) Carbon Pricing,” Resources for the Future, Working Paper 21-21, Jul. 29, 
2021, https://media.rff.org/documents/WP_21-21_Jul_2021.pdf. 

23 Shuting Pomerleau, “Be Wary of Protectionism When Addressing Climate Change in Trade,” Niskanen Center, Feb. 24, 2022, https://www.niskanencenter.
org/be-wary-of-protectionism-when-addressing-climate-change-in-trade/. 

24 Kyle Pomerleau, “The Polluter Import Tax is Not a Border Adjustment,” American Enterprise Institute, Aug. 24, 2021, https://www.aei.org/economics/
the-polluter-import-tax-is-not-a-border-adjustment/. 

25 Joshua Elliott, Ian Foster, Samuel Kortum, Todd Munson, Fernando Perez Cervantes, and David Weisbach, “Trade and Carbon Taxes,” American Economic 
Review 100:2 (May 2010), https://www.aeaweb.org/articles?id=10.1257/aer.100.2.465. 

https://taxfoundation.org/cbam-carbon-price-tariffs/
https://taxfoundation.org/cbam-carbon-price-tariffs/
https://www.eenews.net/articles/carbon-border-fee-gains-traction-but-hurdles-remain/
https://www.eenews.net/articles/carbon-border-fee-gains-traction-but-hurdles-remain/
https://media.rff.org/documents/WP_21-21_Jul_2021.pdf
https://www.niskanencenter.org/be-wary-of-protectionism-when-addressing-climate-change-in-trade/
https://www.niskanencenter.org/be-wary-of-protectionism-when-addressing-climate-change-in-trade/
https://www.aei.org/economics/the-polluter-import-tax-is-not-a-border-adjustment/
https://www.aei.org/economics/the-polluter-import-tax-is-not-a-border-adjustment/
https://www.aeaweb.org/articles?id=10.1257/aer.100.2.465
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Benefits and Challenges of a Border Adjustment

Reducing Leakage 

An overview of several analyses of the impacts of a border carbon adjustment found an average 
effect of reducing leakage rates by a third, from 12 percent of the reduction in domestic emissions to 
only 8 percent.26 Another meta-analysis of 25 studies found that carbon leakages go from an average 
of 14 percent without a border adjustment to an average of 6 percent with a border adjustment.27 

Other estimates have shown about a 50 percent reduction in leakage rate, with some finding a full 
elimination of leakage.28 Furthermore, border adjustments are shown to be much more efficient at 
reducing leakage than other add-ons to a carbon tax, such as output-based allocation or exemptions 
for specific energy-intensive industries.29 However, a border adjustment alone likely does not fully 
prevent leakages. 

Improvement Over Current Regulations

A border-adjusted carbon tax would also treat American industries better than regulatory approaches 
do on the international stage. The border adjustment is not a trade policy, as it’s neutral in both 
domestic and foreign markets regarding a product’s origin, and constitutes an improvement over how 
most regulations currently handle this issue. 

Consider a U.S. widget factory that uses electricity from a renewable energy facility due to state-
level power sector regulations. A Chinese factory making the same widget uses cheaper coal-
generated electricity. In both domestic and foreign markets, the U.S.-produced widget bears the cost 
of the regulation. But with a border-adjusted carbon tax, both goods are taxed in the domestic market 
and neither are taxed in foreign markets. 

The U.S. economy is much less carbon-intensive than many of its trade partners—which, in the 
context of the carbon tax debate, is sometimes termed America’s “carbon advantage.”30 However, 
it would be a mistake to think of a border adjustment as a way to advantage American industry. A 
border adjustment is neutral towards American industry, which is an improvement over a regulatory 
status quo that disadvantages American industry. 

26 Christoph Böhringer, Edward J. Balistreri, and Thomas F. Rutherford, “The Role of Border Carbon Adjustment in Unilateral Climate Policy: Overview 
of an Energy Modeling Forum Study (EMF 29),” Energy Economics 34:2 (December 2012), https://www.sciencedirect.com/science/article/pii/
S0140988312002460. 

27 Frèdèric Branger and Philippe Quirion, “Would Border Carbon Adjustments Prevent Carbon Leakage and Heavy Industry Competitive Losses? 
Insights from a Meta-Analysis of Recent Economic Studies,” Ecological Economics 99 (March 2014), https://citeseerx.ist.psu.edu/viewdoc/
download?doi=10.1.1.1078.984&rep=rep1&type=pdf. 

28 Edward J. Balistreri and Thomas F. Rutherford, “Subglobal Carbon Policy and the Competitive Selection of Heterogenous Firms,” Energy Economics 34:2 
(December 2012), https://www.sciencedirect.com/science/article/pii/S0140988312001727; see also Joshua Elliott, Ian Foster, Samuel Kortum, Todd 
Munson, Fernando Perez Cervantes, and David Weisbach, “Trade and Carbon Taxes,” American Economic Review 100:2 (May 2010), https://www.aeaweb.
org/articles?id=10.1257/aer.100.2.465. 

29 Christoph Böhringer, Jared C. Carbone, and Thomas F. Rutherford, “Unilateral Climate Policy Design: Efficiency and Equity Implications 
of Alternative Instruments to Reduce Carbon Leakage,” Energy Economics 34:2 (December 2012), https://citeseerx.ist.psu.edu/viewdoc/
download?doi=10.1.1.567.8470&rep=rep1&type=pdf. 

30 Catrina Rorke, “The Case for Climate and Trade,” Climate Leadership Council, May 10, 2022, https://clcouncil.org/reports/Case%20for%20Climate%20
and%20Trade.pdf; see also Catrina Rorke, “The U.S. Carbon Advantage in Chemicals Manufacturing,” Climate Leadership Council, Sep. 13, 2022, https://
clcouncil.org/reports/chemicals_advantage.pdf. 

https://www.sciencedirect.com/science/article/pii/S0140988312002460
https://www.sciencedirect.com/science/article/pii/S0140988312002460
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.1078.984&rep=rep1&type=pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.1078.984&rep=rep1&type=pdf
https://www.sciencedirect.com/science/article/pii/S0140988312001727
https://www.aeaweb.org/articles?id=10.1257/aer.100.2.465
https://www.aeaweb.org/articles?id=10.1257/aer.100.2.465
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.567.8470&rep=rep1&type=pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.567.8470&rep=rep1&type=pdf
https://clcouncil.org/reports/Case%20for%20Climate%20and%20Trade.pdf
https://clcouncil.org/reports/Case%20for%20Climate%20and%20Trade.pdf
https://clcouncil.org/reports/chemicals_advantage.pdf
https://clcouncil.org/reports/chemicals_advantage.pdf
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Measuring Import Contents 

The primary administrative challenge of the border adjustment is estimating the carbon content 
of imports. It is relatively easy to assess upstream or midstream carbon emissions in the domestic 
economy, but more difficult to assess emissions involved in the production of imports.31 There is a 
trade-off between the efficiency of the import tax component and the ease of its administration.32 
Alternatively, countries could tax carbon-intensive imports as if they had the same carbon content 
as equivalent domestically produced goods, or base the tax on the average carbon intensity of the 
foreign sector.33 

Consider the chemical industry. According to a recent analysis, the Chinese chemical and 
pharmaceutical products industry is about 2.6 times as carbon-intensive as the U.S. chemical and 
pharmaceutical products industry.34 

Tracking the carbon emissions of domestic chemical firms is relatively straightforward. This means 
the tax hits all domestic carbon dioxide emissions from the chemical industry at the same rate of 
$50 per ton. But for foreign firms, U.S. tax authorities would have to choose some approximation for 
estimating the emissions from imported chemicals from China. 

One option would be to tax Chinese chemical imports based on how carbon-intensive the Chinese 
chemical industry is overall. If the Chinese chemical industry is 2.6 times as carbon-intensive as the 
U.S. chemical industry, then the taxes levied on imported Chinese chemical goods should be 2.6 
times as high, meaning that the tax rate per ton of emissions is the same. 

However, the Chinese chemical industry is not homogenous. Some firms are more carbon-intensive 
than others within the industry, so taxing imports based on the average carbon intensity of the sector 
means some Chinese chemical imports (namely, less carbon-intensive ones) will face a higher per-ton 
carbon tax than domestic goods, while the more carbon-intensive imports will face a lower per-ton 
carbon tax. 

The approach of taxing imports at the same rate as the average equivalent domestic product also 
clearly falls short. In this example, where the Chinese imports are 2.6 times as carbon-intensive as 
domestic goods, they would effectively be taxed at an average rate of $19.2 per ton of emissions, 
relative to the $50 per ton emissions tax faced by domestics. Heterogeneity within importing firms 
would also be a problem in this circumstance, as the tax would not reflect firm-level emissions, 
effectively leading to comparatively fewer emission-intensive Chinese firms paying higher taxes per 
ton of emissions than comparatively more emission-intensive ones. 

31 Shuting Pomerleau, “Administrative Costs of a Carbon Tax,” Niskanen Center, Feb. 1, 2021, https://www.niskanencenter.org/
administrative-costs-of-a-carbon-tax/. 

32 Larry Parker and John Blodgett, “’Carbon Leakage’ and Trade: Issues and Approaches,” Congressional Research Service, Dec. 19, 2008, https://sgp.fas.org/
crs/misc/R40100.pdf. 

33 David A. Weisbach and Gilbert E. Metcalf, “Designing a Carbon Tax,” Harvard Environmental Law Review 33 (2009), https://chicagounbound.uchicago.edu/
cgi/viewcontent.cgi?article=3033&context=journal_articles. 

34 Catrina Rorke, “The U.S. Carbon Advantage in Chemicals Manufacturing,” Climate Leadership Council, Sep. 13, 2022, https://clcouncil.org/reports/
chemicals_advantage.pdf. 

https://www.niskanencenter.org/administrative-costs-of-a-carbon-tax/
https://www.niskanencenter.org/administrative-costs-of-a-carbon-tax/
https://sgp.fas.org/crs/misc/R40100.pdf
https://sgp.fas.org/crs/misc/R40100.pdf
https://chicagounbound.uchicago.edu/cgi/viewcontent.cgi?article=3033&context=journal_articles
https://chicagounbound.uchicago.edu/cgi/viewcontent.cgi?article=3033&context=journal_articles
https://clcouncil.org/reports/chemicals_advantage.pdf
https://clcouncil.org/reports/chemicals_advantage.pdf
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However, excluding the border adjustment issue, a carbon tax would have low administrative and 
compliance costs per dollar of revenue raised when compared to other taxes, especially the individual 
income tax.35 A carbon tax is similar to excise and consumption taxes, which are comparatively easy 
to collect. Value-added taxes, for example, raise a lot of revenue relative to their administrative costs, 
and they include a mechanism for exempting exports and including imports. So, even if developing 
more advanced ways to track foreign emissions could be difficult and expensive, the carbon tax could 
still be less expensive from an administrative and compliance perspective than, say, the personal 
income tax.36

WTO Compliance 

A carbon border adjustment exists in a gray area regarding international trade rules. World Trade 
Organization (WTO) conventions allow border adjustments if they impose the same taxes on 
imported and domestic goods.37 The point of uncertainty is whether a border adjustment based 
on carbon emissions constitutes the “same” taxes—in other words, if a border adjustment tax that 
placed higher burdens on more carbon-intensive imports would violate the rules. There is also a 
possible exemption to the WTO rules for environmental issues, but the use of this exemption is 
controversial.38

Reducing Emissions Abroad

There is a deeper critique of carbon taxes in international markets that goes beyond leakage—namely 
that the U.S., though responsible for substantial emissions, is a comparatively small part of the global 
total. Therefore, an approach that focuses on U.S. emissions (like the carbon tax) will be inadequate 
and not worth its costs.39 

In response, some border adjustment advocates note that U.S. climate action, in collaboration with 
the European Union and other developed economies, can help pressure countries like China.40 
However, while a border adjustment would keep a level playing field between American and foreign 
producers in both domestic and foreign markets, it would only have a marginal impact on foreign 
emissions, because even in countries like China, exports (not to mention exports to the United States 
alone) are a relatively small part of their emissions profile.41 The stronger potential for a domestic 
carbon tax to reduce emissions abroad is through the development of new low-emissions technology 
that is then later adopted abroad.42

35 Shuting Pomerleau, “Administrative Costs of a Carbon Tax,” Niskanen Center, Feb. 1, 2021, https://www.niskanencenter.org/
administrative-costs-of-a-carbon-tax/. 

36 Scott Hodge, “The Compliance Costs of IRS Regulations,” Tax Foundation, Aug. 23, 2022, https://taxfoundation.org/tax-compliance-costs-irs-regulations/. 
37 Cosbey, Droege, Fischer, and Munnings, “Developing Guidance for Implementing Border Carbon Adjustments: Lessons, Cautions, and Research Needs from 

the Literature.” 
38 Erin Campbell, Anne McDarris, and William Pizer, “Border Carbon Adjustments 101,” Resources for the Future, Nov. 10, 2021, https://www.rff.org/

publications/explainers/border-carbon-adjustments-101/. 
39 Jordan McGillis, “The Carbon Tax Pipe Dream,” The American Spectator, May 31, 2022, https://spectator.org/carbon-tax-pipe-dream-alex-muresianu/. 
40 Catrina Rorke, “The Case for Climate and Trade,” Climate Leadership Council, May 2022, https://clcouncil.org/reports/Case%20for%20Climate%20and%20

Trade.pdf. 
41 Stefan Koester and Gilbert Metcalf, “Carbon Taxes and U.S. Manufacturing Competitiveness Concerns,” Econofact, Apr. 11, 2017, https://econofact.org/

carbon-taxes-and-u-s-manufacturing-competitiveness-concerns. 
42  Reyer Gerlagh and Onno Kuik, “Spill or Leak? Carbon Leakage with International Technology Spillovers: a CGE Analysis.”

https://www.niskanencenter.org/administrative-costs-of-a-carbon-tax/
https://www.niskanencenter.org/administrative-costs-of-a-carbon-tax/
https://taxfoundation.org/tax-compliance-costs-irs-regulations/
https://www.rff.org/publications/explainers/border-carbon-adjustments-101/
https://www.rff.org/publications/explainers/border-carbon-adjustments-101/
https://spectator.org/carbon-tax-pipe-dream-alex-muresianu/
https://clcouncil.org/reports/Case%20for%20Climate%20and%20Trade.pdf
https://clcouncil.org/reports/Case%20for%20Climate%20and%20Trade.pdf
https://econofact.org/carbon-taxes-and-u-s-manufacturing-competitiveness-concerns
https://econofact.org/carbon-taxes-and-u-s-manufacturing-competitiveness-concerns
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Case Study: EU’s ETS and CBAM

In 2005, the EU implemented a domestic carbon pricing mechanism called the Emissions Trading 
System (ETS).43 This cap-and-trade mechanism sets a cap on the amount of emissions that firms are 
allowed to expel. The market price of carbon is then set by “cleaner” firms trading allowances to 
more carbon-intensive firms. Free allowances are given to EU operators with a risk of carbon leakage 
to reduce the ETS compliance costs.44 These allowances are designed to help EU operators remain 
competitive with producers based in other countries.

The EU has been developing a carbon border adjustment mechanism, abbreviated as CBAM. CBAM 
is designed to complement the ETS by placing a carbon price on certain imports into the EU from 
third countries such as Russia or the United States that do not tax carbon at an EU-approved level.45 
The EU’s stated goal is to maintain the competitiveness of European producers relative to foreign 
producers and prevent “carbon leakage.”

The price of the border adjustment would be calculated based on the weekly average price of ETS 
auctions. By doing so, the price foreign producers would pay for carbon emissions would equal the 
price European producers pay without the administrative burden of daily calculations. CBAM will also 
replace free ETS allowances for EU producers after a phase-out period. The European Commission 
estimates CBAM revenues will be around 1 billion euros per year from 2026-2030. During the 
transition and information-gathering phase from 2023-2025, CBAM is not expected to raise revenue.

Currently, the Council of the European Union and the European Parliament are negotiating an 
amended version of the Commission’s original proposal which is likely to conclude by the end of 
2022. Three key differences could affect the tax base, administrative burden, and total carbon 
leakage.

First, the Commission’s proposal covers five products; iron and steel, cement, fertilizer, aluminum, 
and electricity generation.46 The Commission believes this limited tax base represents the five 
products that are most at risk of carbon leakage. The Council supported this tax base in its adopted 
policy position.47 However, the European Parliament’s version expands the scope by including 
products made from organic chemicals, plastics, hydrogen, and ammonia. Furthermore, it expands the 
scope to include “indirect emissions” (emissions of the electricity used during the production process 
of the in-scope products).48

43 European Commission, «EU Emissions Trading System (EU ETS),» EU Action, https://climate.ec.europa.eu/eu-action/eu-emissions-trading-system-eu-ets_en. 
44 European Court of Auditors, “The EU’s Emissions Trading System: Free Allocation of Allowances Needed Better Targeting,” Sep. 15, 2020, https://op.europa.

eu/webpub/eca/special-reports/emissions-trading-system-18-2020/en/#:~:text=The%20free%20allocation%20of%20allowances%20deals%20with%20
the%20risk%20of,producers%20based%20in%20third%20countries. 

45 Sean Bray, “Russia’s Ukrainian War Could Impact EU’s Carbon Proposal Too,” Tax Foundation, Mar. 18, 2022, https://taxfoundation.org/
eu-carbon-border-adjustment-mechanism-cbam/. 

46 Daniel Ferrie and Nerea Artamendi-Erro, “Carbon Border Adjustment Mechanism: Questions and Answers,” European Commission, Jul. 14, 2021, https://
ec.europa.eu/commission/presscorner/detail/en/qanda_21_3661. 

47 James Killick, Jacquelyn MacLennan, William De Catelle, and Guillermo Giralda Fustes, “European Parliament and Council Adopt Positions on ETS 
and CBAM Proposals: Next Steps—Final Agreement & Formal Adoption,” White & Case, Jul. 6, 2022, https://www.whitecase.com/insight-alert/
european-parliament-and-council-adopt-positions-ets-and-cbam-proposals-next-steps. 

48 Rebecca Pehlivan, Johan Hollebeek, and Raoul Ramautarsing, “CBAM Adopted by EU Parliament,” Deloitte, https://www2.deloitte.com/nl/nl/pages/tax/
articles/cbam-adopted-by-eu-parliament.html. 
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Second, the Commission’s proposal does not include export rebates for products made in the EU 
that are consumed abroad. The European Parliament proposed an amendment to continue giving EU 
producers free allocations under the ETS for products destined for export to developing countries 
without carbon pricing mechanisms similar to the ETS.49 In essence, this proposal would use the ETS 
to give EU operators an export rebate. The Council has yet to take a position on the idea, and it is 
unclear if the EU would be WTO-compliant with this policy. 

Third, the Commission proposed that CBAM administration should be done at the Member State 
level. The European Parliament proposed the creation of a separate “CBAM Authority” at the EU 
level, rather than having authorities in each Member State. The Council proposed to create a central 
EU registry of CBAM declarants, rather than every national authority having its own register, but still 
with a separate authority in each Member State. 

The Commission’s position represents a carbon tax with a border tariff and limited base because it 
does not have a mechanism to rebate EU exporters for products consumed abroad. It also only covers 
five main products. This would likely lead to more carbon leakage by EU producers moving their 
production abroad to jurisdictions with less carbon taxation.

The Council’s position also has a limited base and does not include an export rebate for EU producers. 
Administratively, the Council tries to have some parts at the Member State level and some at the EU 
level. It is unclear how burdensome this would be for producers. 

The Parliament’s position has a broader base, includes a backdoor export rebate, and streamlines 
the administration at the EU level. However, by including indirect emissions in the calculation, the 
position could increase the administrative burden. Theoretically, leakage should be limited under this 
position because exports are rebated. 

One important aspect that could significantly impact the United States is when CBAM adjustment 
applies. The EU has said that the border adjustment will not apply to imported products where the 
foreign producer has already paid an equivalent carbon tax. It is not clear, however, what criteria will 
be used to determine equivalency and what authority will ultimately decide if an American state or 
federal carbon tax is sufficient.  

Revenue Recycling and Sector-by-Sector Impacts

Border adjustments are good policy, but they do not fully neutralize competitiveness issues, 
especially in the watered-down versions that would be administratively feasible. This re-emphasizes 
the importance of revenue recycling in the economic performance of a carbon tax. 

49 European Parliament, “Amendments Adopted by the European Parliament on 22 June 2022 on the Proposal for a Regulation of the European Parliament 
and of the Council Establishing a Carbon Border Adjustment Mechanism,” European Parliament, Jun. 22, 2022, https://www.europarl.europa.eu/doceo/
document/TA-9-2022-0248_EN.html.  

https://www.europarl.europa.eu/doceo/document/TA-9-2022-0248_EN.html
https://www.europarl.europa.eu/doceo/document/TA-9-2022-0248_EN.html
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Proponents of a carbon tax often point to the idea of the double dividend effect of a carbon tax—it 
can create both environmental benefits in the long run, as well as economic benefits in the short run 
as the revenue can be used to reduce other, more distortionary taxes. This concept usually refers to 
the impact of a carbon tax and accompanying tax reductions across the economy as a whole.50 

As Tax Foundation’s Taxes and Growth model found, a carbon tax and expensing for capital 
investment could be a potent combination.51 We paired permanence for 100 percent bonus 
depreciation for equipment and the restoration of expensing for research and development (R&D) 
investment with a $50 carbon tax in two different packages (one more focused on cash transfer 
payments and the other focused on deficit reduction). On net, both packages had a net positive 
impact on economic growth and left revenue to spare for other priorities. 

However, it’s possible to apply a similar framework to a carbon tax and revenue recycling’s impact 
on specific industries. Existing research is mixed on the potential for this effect.52 Research from 
economist Gilbert Metcalf has shown pairing a carbon tax with reductions in capital taxation can 
support manufacturing, as manufacturing’s relative capital intensity means broad reductions in taxes 
on investment benefit it more.53 When pairing a $20 per ton carbon tax with a 10 percent investment 
tax credit (which would take a relatively small portion of the revenue generated), around a third of 
manufacturing industries would see a tax cut. When carbon tax revenue was paired with a corporate 
rate cut of equal size, manufacturing as a whole saw a tax cut. Notably, this approach is much more 
beneficial to manufacturing than using the revenue for payroll tax reductions.54

While Tax Foundation’s model cannot currently model a carbon tax on an industry-by-industry basis, 
we can compare what other studies have found regarding the carbon tax’s impact across industries 
with our modeling of how possible revenue recycling options would impact different industries. 

For example, an EY study in 2018 considered the impact of a carbon tax across sectors, finding 
that the carbon tax raised costs the most for electric power generation, with transportation and 
manufacturing sectors lagging well behind.55

We can compare these results to our sector-level analysis of revenue recycling options, namely 
permanence for 100 percent bonus depreciation for equipment and machinery (which will otherwise 
begin to phase out in 2023) and reverting to expensing for research and development investment 
(whereas starting this year, companies are required to amortize R&D spending over five years).56

50 Muresianu and Li, “Carbon Taxes and the Future of Green Tax Reform.” 
51 Muresianu and Li, “Carbon Taxes and the Future of Green Tax Reform.”
52 Lawrence H. Goulder, “Carbon Tax Design and U.S. Industry Performance,” Tax Policy and the Economy 6 (1992), https://www.journals.uchicago.edu/doi/

abs/10.1086/tpe.6.20061810; see also Nick Macaluso, Sugandha Tuladhar, Jared Woollacott, James R. McFarland, Jared Creason, and Jefferson Cole, “The 
Impact of Carbon Taxation and Revenue Recycling on U.S. Industries,” Climate Change Economics 9:1 (2018), https://www.ncbi.nlm.nih.gov/pmc/articles/
PMC7050298/. 

53 Gilbert E. Metcalf, “Using the Tax System to Address Competition Issues with a Carbon Tax,” National Tax Journal 67:4 (December 2014), https://www.
journals.uchicago.edu/doi/abs/10.17310/ntj.2014.4.02. 

54 Ibid. 
55 Cathy Koch, Brandon Pizzola, and Nick Hallmark, “How Key Industries Would Fair Under a Carbon Tax,” EY, Feb. 19, 2020, https://assets.ey.com/content/

dam/ey-sites/ey-com/en_us/topics/tax/ey-how-key-industries-would-fare-under-a-carbon-tax.pdf. 
56 Garrett Watson, Erica York, Cody Kallen, and Alex Durante, “Details and Analysis of Canceling the Scheduled Business Tax Increases in Tax Cuts and Jobs 

Act,” Tax Foundation, Nov. 1, 2022, https://taxfoundation.org/tax-cuts-jobs-act-business-tax-increases/. 
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FIGURE 1.

The analysis looks at three different years because the relative benefits of these policies vary. In 
2023, shifting from R&D amortization over five years to expensing is a larger improvement than 
keeping 100 percent bonus depreciation permanent because, under current law, companies will still 
be able to immediately deduct 80 percent of their investments in equipment. As such, industries that 
invest more in R&D relative to equipment benefit more. 

FIGURE 2.

TAX FOUNDATION

EY Study: Electric Power Generation Would See Largest Increase 
in Production Costs under Carbon Tax
Change in Industry Production Costs Under a $25 per ton Carbon Tax

Source: Cathy Koch, Brandon Pizzola, and Nick Hallmark, "How Key Industries Would Fair Under a Carbon Tax," EY, Feb. 19, 2020, 
https://assets.ey.com/content/dam/ey-sites/ey-com/en_us/topics/tax/ey-how-key-industries-would-fare-under-a-carbon-tax.pdf. 
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Conversely, in 2026, permanence for bonus depreciation provides a larger benefit than expensing for 
R&D, because in 2026 bonus depreciation is expected to phase out entirely. In 2032, meanwhile, the 
tax reductions from both policies shrink in scale, as the revenue cost is frontloaded.57

These results reveal that some of the industries with large increases in production costs would also 
benefit significantly from expensing for R&D and bonus depreciation permanence. In particular, 
utilities (including electric power generation) would see a substantial tax cut under these two tax cuts 
enacted in concert, as would manufacturing and transportation. 

We cannot combine the EY and Tax Foundation analyses for a final net impact of these policies if 
implemented together. The EY paper looks at industry production costs, while the Tax Foundation 
model looks at tax liability. Furthermore, while the EY model assumes 100 percent of the burden 
of the carbon tax is passed on to consumers (as does the Tax Foundation’s modeling of a carbon 
tax), a small portion of the tax is borne by producers.58 As such, we cannot extrapolate how much 
the producers themselves (rather than their consumers) will be hurt, and how that compares to the 
benefits they would receive from expensing for R&D and permanence for bonus depreciation. But 
we can see that many of the industries that would see the largest cost increases under a carbon 
tax would also see significant tax reductions from revenue recycling options focused on R&D and 
equipment investment. 

Conclusion

Carbon taxes are an efficient way to reduce carbon emissions but create several challenges in 
a globalized economy. Leakage, or the offshoring of carbon-intensive economic activity, is chief 
among them. Imposing a carbon tax on domestic consumption with a carbon border adjustment—
by exempting emissions involved in the production of American exports and taxing the emissions 
content of imports—can address leakage issues, though measuring emissions from imports poses 
administrative and legal challenges.

A border adjustment mechanism in practice would be imperfect. This underscores the importance 
of recycling carbon tax revenue for pro-growth tax reform, such as making 100 percent bonus 
depreciation permanent and canceling R&D amortization, that further helps the U.S. economy stay 
competitive. 
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APPENDIX A: 

Industry Composition for EY and Tax Foundation Analysis

EY Sectors
Corresponding  
NAICS Codes Tax Foundation Sectors 

Corresponding  
NAICS Codes

Electric Power Generation Electric power generation 
components of 22

Information 51

Transportation 48-49 Utilities and Agriculture 11, 22

Manufacturing 31-33 Professional, Scientific, and 
Technical Services

54

Agriculture, Mining, and 
Construction

11, 21, 23 Real Estate, Rental, and 
Leasing

53

Finance, Insurance, Real 
Estate, and Rental and 
Leasing

52-53 Transportation 48-49

Wholesale and Retail Trade 42, 44-45 Manufacturing 31-33

Services 54. 55, 56, 61, 62, 71, 72, 81 Wholesale Trade 42

Information and Other 
Utilities

51, Non-electric power 
generation components of 22

Administrative and Waste 
Management Services

56

Accommodation and Food 
Services

72

Retail Trade 44-45

Mining 21

Finance, Insurance, and 
Management Services

52, 55

Construction 23

Miscellaneous Services 
(Education, Health, Other)

61, 62, 71, 81

APPENDIX B:

Reduction in Tax Liability by Industry Group under Permanence for Bonus 
Depreciation and Return to R&D Expensing by Industry
Bonus and R&D Expensing Total Percent Reduction in Tax Liability 2023 2026 2032 Average
Information 41.02% 56.6% 35.04% 44.23%

Utilities and Agriculture 24.73% 53.6% 42.37% 40.22%

Professional, Scientific, and Technical Services 35.97% 34.6% 12.02% 27.54%

Real Estate, Rental, and Leasing 20.32% 44.8% 17.16% 27.43%

Transportation 14.40% 34.7% 11.81% 20.29%

Manufacturing 27.49% 17.2% 5.29% 16.67%

Wholesale Trade 10.44% 15.4% 4.39% 10.07%

Administrative and Waste Management Services 7.19% 17.7% 3.78% 9.55%

Accommodation and Food Services 7.25% 15.3% 5.48% 9.33%

Retail Trade 6.28% 11.3% 3.67% 7.07%

Mining 5.24% 10.3% 2.57% 6.03%

Finance, Insurance, and Management Services 4.08% 7.9% 1.97% 4.67%

Construction 5.04% 6.8% 1.47% 4.43%

Miscellaneous Services (Education, Health, Other) 3.86% 6.5% 2.05% 4.13%

Note: These numbers represent the percent reduction in tax liability when 100 percent bonus depreciation and expensing for R&D 
investment are kept and restored, respectively, relative to tax liability expected under current law. 
Source: Tax Foundation Taxes and Growth Model, October 2022. 
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