
The BCLiberal government’s success at the polls in the May 12

provincial election is likely to breathe political life into the

concept of carbon taxes around the world. (BC-NDP had

promised to ‘axe’ the Liberal-introduced tax but lost the

election.)

Two Canadain jurisdictions, BC and Quebec currently have

a carbon tax. Carbon taxes have been widely praised as the

simplest, most easily implemented, and most elegant solution

to creating an economic incentive to reduce greenhouse gas

emissions.

In BC, the tax is applied to all fossil fuel consumption, and is

claimed to cover 75% of greenhouse gas emissions in the

province. In order to make it more politically acceptable, BC’s

scheme is designed to be revenue neutral—that is, to return the

proceeds to taxpayers through a reduction in income tax.

However, while the tax, on all carbon emissions, is a

certainty, its effects are not. The rate of the BC’s carbon tax is

scheduled for gradual increases over the years, but it is

uncertain when it will reach a level high enough to achieve a

meaningful GHG reduction.

The European Union has adopted a ‘cap-&-trade’ system.

Caps are set by government for designated industries;

allowances must be purchased from government for emissions

exceeding the caps. If the caps are met, reductions in GHGs are

a certainty. However, the trading of allowances creates

uncertainty both as to the cost of the scheme and as to its

effectiveness, not to mention the potential for trading abuses.

In its implementation, governments have shown timidity both

in the setting of caps and in the pricing of allowances. The

actual use governments make of the proceeds of the sales of

allowances varies widely.

Some developing countries sell allowances on the world

market. Supposedly, the proceeds of these sales go to finance

development which reduces the world’s emissions of GHGs.

These reductions are nearly impossible to confirm.

‘Cap-&-Dividend’
A more recent proposal is termed ‘cap-&-dividend’. This still

requires the setting of industry-specific emissions caps by

government, but requires all allowances to be purchased (at a

set price or by auction) from the government, with no trading.

It might be better described as ‘cap-&-tax’, with taxation only

on emissions that exceed the cap. The proceeds, again, might

be directed to reducing income taxes, or financing ‘green’

projects such as mass transit.

The Obama administration in the US is still considering its

approach to GHG reduction incentives, although ‘cap-&-trade’ is

most mentioned. It’s not clear whether it will be politically

acceptable to set caps, to auction allowances, or to allow trading

in them. It has also been suggested that, if such a system is

introduced in the US, then there will be an accompanying duty

on imported products which are not subjected to an equivalent

GHG emissions levy.

Canada has already raised objections to any form of ‘carbon

duty’, saying that it represents disguised protectionism, and is

inconsistent with trade law.

So we are waiting—to see what the Americans do. Does the

US have the political courage to legislate a system that would

provide effective incentives to reduce GHG emissions, or not?

Will they introduce a trading system which will provide yet

another opportunity for trading abuses?

So far, it doesn’t look as if any government really has the

political courage to actually raise the cost of carbon emissions

to the point at which it would actually make a difference, no

matter what system is used. Global warming is progressing

faster than politics. 0
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