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If the L20 wants to established a reputation as far-sighted, action-oriented, with a global

perspective (rather than just another photo op), they will address climate change, and emphasize

that the issue needs to engage all countries, not just rich countries—especially in view of the

contention that the main damage will fall on poor countries.  

I see no reasonable prospect for including rich and poor countries together in a target-

based scheme that bites.  There is at least a possibility they could agree on common actions, such

as a carbon tax or its functional equivalent.  An EU trading system could be integrated into a

global tax system which leaves disposition of the revenues to the discretion of each country by

requiring  that  the  EU  trading  price  be  no  lower  than  the  ad  valorem equivalent  of  the

internationally-agreed tax rate.

There are negative and positive arguments for introducing a tax on emissions of greenhouse

gases (GHGs).  The negative argument is that  the leading alternative, quantitative goals with a

trading regime in e



China and the United States could both agree on, to take only the leading emitters among rich and

poor countries.  Kyoto excludes developing countries.  Kyoto's advocates acknowledge that, but

aver it is only the first step.  What does the next step look like?

Furthermore, "cap and trade" will involve the allocation of valuable rights.  The prospect of

such  allocation  might  be  attractive  to  domestic  businessmen,  who  are  always  looking  for

government handouts (witness any tax bill), but it will necessarily be a highly political process,

unless the rights are auctioned, which will be resisted strongly by the business community.  While

the domestic process is  merely unattractive,  and in a sense deeply corrupting,  the international

allocation with trading will be politically impossible.  What U.S. Senator, once s/he understands the

full  implications  of  a  trading  regime,  can  vote  for  a  procedure  which  could  result  in  the

unconditional transfer of billions of dollars,  �fers



(Allowance  might  be  made  for  taxes  that  have  been  introduced  in  a  few European  countries

following the December 1997 agreement on the Kyoto Protocol whose explicit rationale was to

reduce CO2 emissions.) 

A uniform incremental CO2 tax would introduce an incentive, worldwide, to reduce carbon

emissions.   The  response  to  the  tax  would  of  course  differ  from country to  country.   Where

emissions can be reduced abe be retal mi be 



The 



each country and the IMF.  Presumptive cases of violation could be referred to special panels,

WTO-style,  for  further  investigation  and  scrutiny.   Publicity  would  be  given  to  significant

violations.  Exports from countries with egregious and quantitatively significant violations could, by

panel finding, be made subject to counter-vailing duties by importing countries, even under existing

legislation, once the tax on CO2  emissions was judged internationally to be a cost of business,

subsidization of which would be treated as a conventional export subsid y
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Even though the carbon tax would increase the price of fossil fuels, growth need not be

seriously  affected,  since  the  revenues  could  be  used  for  expenditures  or  tax  reductions  that

contribute to growth.  Decisions about use of the carbon tax revenues would be left entirely to each

country, so long as they were not used to undermine the purpose of the tax, which is to reduce CO2

emissions.

Reduction  of  emissions  may  not  always  be  the  most  efficient  way  to  limit  growing

atmospheric GHG concentrations.  Sequestration of CO2 from the atmosphere should be included in

the  menu  of  permissible  actions.   Subsidies  (at  the  agreed  CO2  tax  rate)  could  be  given  for
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