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Broadening the carbon tax base increases its effectiveness, including through policy that expands U.S. exports. Expanding the tax base to other countries, even those outside the taxing coalition, further reduces emissions and leakage. The United States can do so by imposing border taxes on imports of goods and developing export policy that seeks to expand, rather than just maintain, its export margin. It should do so through a policy of tax rebates and if necessary, subsidies, for exports so that it exports more with the carbon policy in place than without. The figure illustrates what a model suggests is ‘optimal’ policy: the combination of taxes and subsidies that maximizes domestic well-being. It combines an extraction tax, border adjustments (at a lower rate) on energy, a border adjustment on imports of goods, and a policy for the export of goods that expands exports through a combination of taxes and subsidies on exported goods. Expanding exports in this way expands the carbon price and allows greater emissions reductions. It is the environmentally best policy and the policy that is best for the United States but would be complex from an implementation and legal standpoint.
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