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Carbon Border Adjustment Mechanisms without Full (or Any) Carbon Pricing 1

1.  Introduction
Border carbon adjustments (BCAs) are national or possibly multicountry trade 
measures—typically taxes on imports (and sometimes rebates on exports)—intended 
to support ambitious national climate mitigation policies. They are meant to address 
part of the problem that ambitious mitigation policies in one jurisdiction can lead 
to increased emissions in jurisdictions with less ambitious policies (“leakage”).  In 
particular, they address the portion of leakage associated with energy-intensive 
production moving from areas with more ambitious policies to those with weaker 
policies (“competitiveness”).  BCAs are being discussed as part of broader carbon 
pricing policies, like the European Union’s Emissions Trading Scheme (EU ETS), which 
recently put forward a concrete BCA proposal; they have also been described and 
modeled alongside a domestic carbon tax. Much has been written about the design of 
a BCA in this world with what we might call “full” carbon pricing. 

Yet, nations’ climate mitigation policies may or may not include carbon pricing, and 
when they do, the carbon pricing is often not comprehensive. In the United States, 
for example, carbon pricing has been implemented at the state level (California, 
Washington State, and the northeastern states’ Regional Greenhouse Gas Initiative) 
but is currently a lower priority in national policy than incentives and regulatory 
standards. China has implemented an ETS that allocates free allowances based on 
performance benchmarks like a firm’s production level of electricity or (in the future) 
other industrial products. That is, the policy might regulate tons of CO2 per megawatt 
of electricity, per ton of steel produced, or per ton of cement.  This is frequently 
referred to as a tradable performance standard (TPS; see Pizer and Zhang 2018). 
Even the EU ETS gives significant free allocation to energy-intensive, trade-exposed 
industries, thereby blunting some of the ETS effects. This raises the question of how a 
BCA might work with a “partial-price” or “nonprice” policy. 

In this paper, we talk about “partial” price policy as implementing an explicit carbon 
price that is paid on some, but not all of a firm’s actual emissions. Perhaps there is a 
free allocation tied, one way or another, to production of a given product. This might 
be explicit, through a tradable performance standard or output-based allocation, or 
implicit, through a free allocation that helps address competitiveness effects.

We talk about a “nonprice” policy as regulating emissions through some type of 
non-tradable technical or performance-based standard; there is no observed price. 
Although it is possible to estimate an implicit price or marginal cost associated with 
the most recent (most expensive) ton of carbon dioxide reduced, it is not observed 
explicitly.

In this short paper we outline basic principles of how such partial-price or nonprice 
policies might equivalently be applied to imports as a BCA. Full carbon-pricing policies 
(auctioned ETS credits or a carbon tax) typically put an equivalent price on the carbon 
content of imports, usually with an adjustment for any carbon pricing in the country 
of origin. In contrast, partial-price or nonprice policies exempt a portion of the carbon 
content of imported goods before applying any price. Moreover, the price paid on 
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eg

ul
at

io
n 

un
de

r t
he

 C
le

an
 A

ir 
A

ct
, s

ta
te

s 
m

ay
 h

av
e 

so
m

e 
di

sc
re

tio
n 

in
 th

ei
r i

m
pl

em
en

ta
tio

n.
 O

r a
 n

at
io

na
l r

eg
ul

at
io

n 
m

ay
 g

iv
e 

so
m

e 
de

fe
re

nc
e 

to
 th

e 
st

ar
tin

g 
po

in
t o

f i
nd

iv
id

ua
l f

irm
s 

in
 th

e 
ap

pl
ic

at
io

n 
of

 b
en

ch
m

ar
ks

. T
he

 c
ho

ic
e 

of
 h

ow
 to

 m
at

ch
 a

 ra
ng

e 
of

 o
bs

er
ve

d 
a 

ra
ng

e 
of

 d
om

es
tic

 
in

ce
nt

iv
es

 a
nd

 c
ha

rg
es

 to
 B

CA
 p

ar
am

et
er

s 
ha

s 
co

ns
eq

ue
nc

es
 th

at
 m

ig
ht

 m
ot

iv
at

e 
m

at
ch

in
g 

th
e 

hi
gh

 o
r l

ow
 e

nd
 o

f o
bs

er
ve

d 
va

lu
es

 in
st

ea
d 

of
 th

e 
av

er
ag

e.
  

W
e 

no
te

 a
t t

he
 o

ut
se

t t
ha

t w
e 

ar
e 

al
so

 ig
no

rin
g 

is
su

es
 o

f W
TO

 c
om

pa
tib

ili
ty

.  
Th

is
 h

as
 

be
en

 d
is

cu
ss

ed
 e

ls
ew

he
re

 a
t l

en
gt

h 
fo

r f
ul

l-p
ric

e 
po

lic
ie

s 
(H

ill
m

an
 2

01
3;

 H
ow

se
 2

02
1)

.  
Pa

rt
ia

l-p
ric

e 
an

d 
es

pe
ci

al
ly

 n
on

pr
ic

e 
po

lic
ie

s 
ra

is
e 

ev
en

 m
or

e 
is

su
es

 a
s 

th
e 

tr
ea

tm
en

t 
of

 im
po

rt
s, 

w
hi

le
 a

tt
em

pt
in

g 
to

 m
im

ic
 d

om
es

tic
 p

ol
ic

y 
in

ce
nt

iv
es

 a
nd

 c
os

ts
, is

 n
ot

 th
e 

sa
m

e.
  T

he
re

 m
ay

 b
e 

no
 e

xp
lic

it 
do

m
es

tic
 c

ha
rg

es
 e

ve
n 

as
 B

CA
s 

ar
e 

im
pl

em
en

te
d 

as
 a

 
ch

ar
ge

.  
W

e 
le

av
e 

th
is

 fo
r f

ut
ur

e 
w

or
k.

BC
A

s 
ra

is
e 

m
yr

ia
d 

ot
he

r d
es

ig
n 

qu
es

tio
ns

, in
cl

ud
in

g 
tr

ea
tm

en
t o

f e
xp

or
ts

, 
m

ea
su

re
m

en
t o

f e
m

is
si

on
s, 

sc
op

e 
(e

.g
., a

re
 in

di
re

ct
 e

m
is

si
on

s 
ta

rg
et

ed
?)

, t
yp

es
 o

f 
im

po
rt

s 
co

ve
re

d,
 a

nd
 u

se
 o

f r
ev

en
ue

. T
he

re
 is

 a
ls

o 
th

e 
qu

es
tio

n 
of

 B
CA

s’ 
fa

irn
es

s 
w

ith
 

re
sp

ec
t t

o 
de

ve
lo

pi
ng

 a
nd

 e
m

er
gi

ng
 e

co
no

m
ie

s. 
 W

e 
be

lie
ve

 th
es

e 
qu

es
tio

ns
 a

pp
ly

 
re

ga
rd

le
ss

 o
f w

he
th

er
 th

er
e 

ar
e 

fu
ll-

, p
ar

tia
l-,

 o
r n

on
-p

ric
e 

do
m

es
tic

 p
ol

ic
ie

s 
an

d 
w

e 
do

 
no

t a
tt

em
pt

 to
 ta

ck
le

 th
em

 h
er

e 
(s

ee
, e

.g
., M

ar
cu

, M
eh

lin
g,

 a
nd

 C
os

be
y 

20
20

). 
Ra

th
er

, 
ou

r p
la

n 
is

, f
irs

t, 
to

 re
vi

ew
 th

e 
co

st
s 

im
po

se
d 

by
 fu

ll-
, p

ar
tia

l-,
 a

nd
 n

on
pr

ic
e 

po
lic

ie
s 

an
d 

th
e 

ap
pl

ic
at

io
n 

of
 B

CA
s 

in
 th

e 
co

nt
ex

t o
f f

ul
l-p

ric
e 

do
m

es
tic

 p
ol

ic
ie

s. 
Th

is
 fr

am
es

 o
ur

 
ec

on
om

ic
 n

ot
io

n 
of

 tr
yi

ng
 to

 a
pp

ly
 e

qu
iv

al
en

t t
re

at
m

en
t t

o 
im

po
rt

s. 
W

e 
th

en
 d

is
cu

ss
 

ho
w

 B
CA

s 
co

ul
d 

se
ek

 e
qu

iv
al

en
t t

re
at

m
en

t w
ith

 a
 p

ar
tia

l-p
ric

e 
or

 n
on

pr
ic

e 
po

lic
y 

si
m

ila
r t

o 
th

e 
no

tio
n 

ap
pl

ie
d 

w
ith

 fu
ll-

pr
ic

e 
po

lic
ie

s. 
Fi

na
lly

, w
e 

co
ns

id
er

 h
ow

 d
om

es
tic

 
po

lic
ie

s 
in

te
rs

ec
t w

ith
 o

ne
 o

th
er

, a
nd

 h
ow

 B
CA

s 
m

ig
ht

 a
cc

ou
nt

 fo
r a

 tr
ad

e 
pa

rt
ne

r’s
 

si
m

ila
r o

r d
iff

er
en

t p
ol

ic
ie

s.

M
AC

C
ar

bo
n 

Pr
ic

e,
 t

Em
is

si
on

s,
 e

A
ba

te
m

en
t, 

a
e 1

e 0

M
AC

C
ar

bo
n 

Pr
ic

e,
 t

Em
is

si
on

s,
 e

A
ba

te
m

en
t, 

a
e 1

e 0
e 2

M
AC

C
ar

bo
n 

Pr
ic

e,
 t

Em
is

si
on

s,
 e

A
ba

te
m

en
t, 

a
e 1

e 0



Ca
rb

on
 B

or
de

r A
dj

us
tm

en
t M

ec
ha

ni
sm

s 
w

ith
ou

t F
ul

l (
or

 A
ny

) C
ar

bo
n 

Pr
ic

in
g

5
Re

so
ur

ce
s 

fo
r t

he
 F

ut
ur

e
4

W
e 

st
ar

t b
y 

lo
ok

in
g 

at
 th

e 
un

it-
le

ve
l c

os
ts

 c
re

at
ed

 b
y 

di
ffe

re
nt

 ty
pe

s 
of

 d
om

es
tic

 
cl

im
at

e 
po

lic
ie

s 
fo

r a
 p

ar
tic

ul
ar

 fi
rm

. F
ig

ur
e 

1  
pl

ot
s 

em
is

si
on

s 
al

on
g 

th
e 

ho
riz

on
ta

l a
xi

s, 
in

di
ca

tin
g 

a 
pa

rt
ic

ul
ar

 b
as

el
in

e 
em

is
si

on
s 

ra
te

 e
0 p

er
 u

ni
t o

f p
ro

du
ct

io
n.

1  T
hi

s 
is

 th
e 

am
ou

nt
 o

f c
ar

bo
n 

di
ox

id
e 

em
itt

ed
, f

or
 e

xa
m

pl
e,

 p
er

 to
n 

of
 s

te
el

 p
ro

du
ce

d,
 b

ef
or

e 
an

y 
eff

or
ts

 a
re

 m
ad

e 
to

 re
du

ce
 e

m
is

si
on

s 
un

de
r a

 c
lim

at
e 

po
lic

y 
(w

he
th

er
 c

ar
bo

n 
pr

ic
in

g 
or

 re
gu

la
tio

n)
. W

e 
al

so
 in

di
ca

te
 th

e 
m

ar
gi

na
l a

ba
te

m
en

t c
os

t (
M

AC
) a

lo
ng

 th
e 

ve
rt

ic
al

 
ax

is
. T

he
 M

AC
 s

ch
ed

ul
e 

in
di

ca
te

s, 
at

 e
ac

h 
le

ve
l o

f e
m

is
si

on
s 

on
 th

e 
ho

riz
on

ta
l a

xi
s, 

th
e 

co
st

 o
f r

ed
uc

in
g 

on
e 

m
or

e 
to

n 
al

on
g 

th
e 

ve
rt

ic
al

. I
nt

ui
tiv

el
y, 

as
 th

e 
fir

m
 re

du
ce

s 
m

or
e 

an
d 

em
its

 le
ss

, t
he

 c
os

t o
f a

n 
ad

di
tio

na
l t

on
 b

ec
om

es
 h

ig
he

r: 
th

e 
fir

st
 to

n 
is

 c
he

ap
, t

he
 

la
st

 to
n 

is
 e

xp
en

si
ve

. F
or

 th
at

 re
as

on
, it

 ri
se

s 
fro

m
 ri

gh
t t

o 
le

ft
 a

s 
w

e 
m

ov
e 

fro
m

 th
e 

ba
se

lin
e 

em
is

si
on

s 
le

ve
l, e

0, t
ow

ar
d 

ze
ro

 e
m

is
si

on
s. 

If 
w

e 
ha

d 
pl

ot
te

d 
ab

at
em

en
t r

at
he

r 
th

an
 e

m
is

si
on

s 
al

on
g 

th
e 

ho
riz

on
ta

l a
xi

s, 
th

e 
M

AC
 w

ou
ld

 ri
se

 fr
om

 le
ft

 to
 ri

gh
t.

W
e 

hi
gh

lig
ht

 th
re

e 
ca

se
s 

th
at

 le
ad

 to
 th

e 
sa

m
e 

le
ve

l o
f e

m
is

si
on

s, 
e 1, a

nd
 a

ba
te

m
en

t, 
e 1 

– 
e 0, in

 th
is

 e
xa

m
pl

e,
 re

pr
es

en
tin

g 
(a

) f
ul

l c
ar

bo
n 

pr
ic

in
g 

(a
n 

au
ct

io
ne

d 
ET

S 
or

 c
ar

bo
n 

ta
x)

; (
b)

 p
ar

tia
l c

ar
bo

n 
pr

ic
in

g 
(a

n 
ET

S 
w

ith
 fr

ee
 a

llo
ca

tio
n 

or
 a

 T
PS

); 
an

d 
(c

) n
on

pr
ic

e 
re

gu
la

tio
ns

. B
ec

au
se

 w
e 

as
su

m
e 

al
l t

hr
ee

 c
as

es
 le

ad
 to

 th
e 

sa
m

e 
le

ve
l o

f a
ba

te
m

en
t f

or
 

th
e 

fir
m

, a
ll 

th
re

e 
ha

ve
 th

e 
sa

m
e 

to
ta

l c
os

t o
f a

ba
te

m
en

t, 
in

di
ca

te
d 

by
 th

e 
gr

ee
n 

ar
ea

. 
Th

at
 is

, if
 w

e 
ad

d 
up

 th
e 

co
st

 (t
he

 v
er

tic
al

 d
is

ta
nc

e)
 o

f e
ac

h 
to

n 
ab

at
ed

 (a
 h

or
iz

on
ta

l 
in

cr
em

en
t)

 fr
om

 th
e 

ba
se

lin
e 

em
is

si
on

s 
le

ve
l e

0 to
 th

e 
fin

al
 e

m
is

si
on

s 
le

ve
l e

1, it
 e

qu
al

s 
th

e 
gr

ee
n 

ar
ea

.

A
lth

ou
gh

 th
e 

gr
ee

n 
tr

ia
ng

le
 in

di
ca

te
s 

th
e 

di
re

ct
 a

ba
te

m
en

t c
os

ts
 o

f t
he

 to
ns

 a
vo

id
ed

, 
it 

do
es

 n
ot

 re
fle

ct
 a

ny
 p

ric
e 

th
at

 fi
rm

s 
m

ay
 p

ay
 fo

r t
he

 to
ns

 th
at

 o
cc

ur
 (s

om
et

im
es

 
re

fe
rr

ed
 to

 a
s 

“e
m

bo
di

ed
 c

ar
bo

n”
). 

Fi
rm

s 
fa

ci
ng

 fu
ll 

ca
rb

on
 p

ric
in

g 
at

 p
ric

e 
t i

n 
Fi

gu
re

 
1a

, t
hr

ou
gh

 e
ith

er
 a

n 
ET

S 
or

 a
 ta

x,
 p

ay
 th

at
 p

ric
e 

t o
n 

th
e 

fu
ll 

am
ou

nt
 o

f e
m

is
si

on
s 

th
at

 
oc

cu
r, 

e 1. T
hi

s 
is

 in
di

ca
te

d 
by

 th
e 

ye
llo

w
 re

ct
an

gl
e 

in
 p

an
el

 (a
). 

N
ot

e 
th

at
 in

 fa
ci

ng
 th

e 
ca

rb
on

 p
ric

e 
t, 

th
ey

 a
re

 e
xa

ct
ly

 a
ba

tin
g 

al
l t

he
 to

ns
 w

ho
se

 a
ba

te
m

en
t i

s 
ch

ea
pe

r t
ha

n 
th

e 
ta

x.
 N

ot
e 

al
so

 th
at

 a
lth

ou
gh

 th
e 

ab
at

em
en

t c
os

t c
ou

ld
 b

e 
la

rg
er

 th
an

 th
e 

em
bo

di
ed

 
em

is
si

on
s 

co
st

—
in

 p
ar

tic
ul

ar
, a

t h
ig

h 
le

ve
ls

 o
f a

ba
te

m
en

t—
w

e 
ha

ve
 d

ra
w

n 
it 

su
ch

 th
at

 
th

e 
em

bo
di

ed
 e

m
is

si
on

s 
co

st
 w

ith
 fu

ll 
pr

ic
in

g 
is

 m
uc

h 
la

rg
er

 th
an

 th
e 

ab
at

em
en

t c
os

t.

Fi
rm

s 
fa

ci
ng

 p
ar

tia
l-p

ric
e 

or
 n

on
pr

ic
e 

po
lic

ie
s 

pa
y 

th
e 

pr
ic

e 
t o

n 
on

ly
 a

 s
m

al
le

r v
ol

um
e 

of
 e

m
is

si
on

s, 
as

 in
 p

an
el

 (b
), 

or
 n

ot
 a

t a
ll, 

as
 in

 p
an

el
 (c

). 
C

on
si

de
r, 

fo
r e

xa
m

pl
e,

 a
 

re
gu

la
tio

n 
th

at
 re

qu
ire

s 
fir

m
s 

to
 li

m
it 

th
ei

r e
m

is
si

on
s 

to
 e

1—
w

ith
ou

t e
xc

ep
tio

n—
bu

t 
th

en
 a

llo
w

s 
th

os
e 

em
is

si
on

s 
e 1 to

 o
cc

ur
 w

ith
ou

t a
ny

 fu
rt

he
r c

ha
rg

e.
 W

e 
m

ig
ht

 th
in

k 
of

 
th

is
 a

s 
a 

m
ax

im
um

 e
m

is
si

on
s 

st
an

da
rd

. F
irm

s 
fa

ce
 th

e 
co

st
s 

as
so

ci
at

ed
 w

ith
 th

e 
gr

ee
n 

ar
ea

. H
ow

ev
er

, t
he

re
 is

 n
o 

pa
ym

en
t e

qu
iv

al
en

t t
o 

th
e 

ye
llo

w
 a

re
a,

 a
s 

in
di

ca
te

d 
in

 F
ig

ur
e 

1c
.

A
lte

rn
at

iv
el

y, 
co

ns
id

er
 a

 tr
ad

ab
le

 p
er

fo
rm

an
ce

 s
ta

nd
ar

d 
th

at
 li

m
its

 e
m

is
si

on
s 

pe
r 

un
it 

of
 p

ro
du

ct
io

n,
 o

n 
av

er
ag

e,
 fo

r a
ll 

fir
m

s 
in

 th
e 

se
ct

or
 to

 th
e 

st
an

da
rd

 e
2, in

di
ca

te
d 

in
 F

ig
ur

e 
1b

. E
m

is
si

on
s 

pe
r u

ni
t p

ro
du

ce
d 

up
 to

 e
2 a

re
 u

np
ric

ed
. F

irm
s 

th
at

 b
ea

t t
he

 
st

an
da

rd
 e

ar
n 

al
lo

w
an

ce
s 

th
at

 c
an

 b
e 

so
ld

 to
 fi

rm
s 

th
at

 m
is

s 
th

e 
st

an
da

rd
; h

er
e 

w
e 

as
su

m
e 

th
e 

m
ar

ke
t p

ric
e 

is
 t.

 In
 o

ur
 e

xa
m

pl
e 

e 1, t
he

 a
ct

ua
l e

m
is

si
on

s 
le

ve
l f

or
 o

ur
 

ex
am

pl
e 

fir
m

 is
 la

rg
er

 th
an

 th
e 

em
is

si
on

s 
st

an
da

rd
 fo

r t
he

 s
ec

to
r e

2, s
o 

th
e 

fir
m

 w
ill

 

1 
  W

e 
th

an
k 

C
ar

ol
yn

 F
is

ch
er

 a
nd

 K
ee

n 
et

 a
l. 

(f
or

th
co

m
in

g)
 fo

r s
ug

ge
st

in
g 

a 
si

m
ila

r f
ig

ur
e.

fa
ce

 th
e 

ad
de

d 
co

st
 o

f t
he

 y
el

lo
w

 re
ct

an
gl

e 
in

 F
ig

ur
e 

1b
 a

s 
it 

bu
ys

 (e
1 –

 e
2) a

llo
w

an
ce

s 
in

 th
e 

m
ar

ke
t. 

N
ot

e 
th

at
, o

n 
av

er
ag

e,
 fi

rm
s 

in
 th

e 
m

ar
ke

t h
av

e 
to

 h
it 

th
e 

st
an

da
rd

—
th

e 
on

ly
 a

llo
w

an
ce

s 
bo

ug
ht

 b
y 

a 
fir

m
 a

bo
ve

 th
e 

st
an

da
rd

 c
om

e 
fro

m
 s

al
es

 b
y 

fir
m

s 
th

at
 

ea
rn

ed
 th

em
 b

y 
be

at
in

g 
th

e 
st

an
da

rd
.

N
ow

 s
up

po
se

 th
er

e 
is

 fr
ee

 a
llo

ca
tio

n 
up

 to
 a

 b
en

ch
m

ar
k 

of
 e

2. F
irm

s 
st

ill
 fa

ce
 n

o 
pr

ic
e 

up
 to

 th
e 

al
lo

ca
tio

n 
e 2. I

nd
ee

d,
 th

ey
 c

an
 s

el
l e

xc
es

s 
al

lo
w

an
ce

s 
in

 th
e 

m
ar

ke
t. 

Bu
t 

m
is

si
ng

 th
e 

st
an

da
rd

, t
he

y 
ha

ve
 to

 b
uy

 a
llo

w
an

ce
s—

fo
r t

he
 e

xa
m

pl
e 

fir
m

, e
1 –

 e
2.2

Fi
na

lly
, w

hi
le

 w
e 

ha
ve

 n
ot

 d
ra

w
n 

th
is

 c
as

e,
 im

ag
in

e 
re

du
ct

io
ns

 to
 e

1 a
ris

e 
be

ca
us

e 
of

 g
ov

er
nm

en
t p

ol
ic

ie
s 

th
at

 p
ro

vi
de

 fi
na

nc
ia

l i
nc

en
tiv

es
 to

 re
du

ce
 e

m
is

si
on

s. 
 T

he
 

be
nc

hm
ar

k 
e 2 m

ig
ht

 li
e 

to
 th

e 
rig

ht
 o

f e
1.  

Th
is

 w
ou

ld
 a

ls
o 

be
 th

e 
ca

se
 if

 fr
ee

 a
llo

ca
tio

ns
 

w
er

e 
in

 e
xc

es
s 

of
 th

e 
ob

se
rv

ed
 e

m
is

si
on

 le
ve

l.

Th
e 

pr
ec

ed
in

g 
di

sc
us

si
on

 h
ig

hl
ig

ht
s 

si
m

ila
rit

ie
s 

an
d 

di
st

in
ct

io
ns

 b
et

w
ee

n 
pa

rt
ia

l-
pr

ic
e 

an
d 

no
np

ric
e 

po
lic

ie
s. 

Pa
rt

ia
l-p

ric
e 

po
lic

ie
s 

ca
n 

fa
ce

 n
on

ab
at

em
en

t c
os

ts
, t

he
 

ye
llo

w
 re

ct
an

gl
e 

in
 F

ig
ur

e 
1b

; n
on

pr
ic

e 
po

lic
ie

s 
do

 n
ot

. P
ar

tia
l-p

ric
e 

po
lic

ie
s 

ha
ve

 
an

 o
bs

er
va

bl
e 

pr
ic

e;
 n

on
pr

ic
e 

po
lic

ie
s 

do
 n

ot
. U

nd
er

 p
ar

tia
l-p

ric
e 

po
lic

ie
s, 

be
at

in
g 

a 
pa

rt
ic

ul
ar

 e
m

is
si

on
s 

le
ve

l l
ea

ds
 to

 a
 re

ba
te

—
if 

fir
m

s 
be

at
 th

e 
st

an
da

rd
 o

r a
llo

ca
tio

n,
 

th
ey

 c
an

 e
ar

n 
m

on
ey

 b
y 

se
lli

ng
 a

llo
w

an
ce

s; 
no

np
ric

e 
po

lic
ie

s 
do

 n
ot

 c
re

at
e 

su
ch

 
be

ne
fit

s.

In
 c

on
tr

as
t, 

a 
fu

ll-
pr

ic
e 

po
lic

y, 
su

ch
 a

s 
an

 a
uc

tio
ne

d 
ET

S 
or

 c
ar

bo
n 

ta
x,

 p
ut

s 
a 

pr
ic

e 
on

 
al

l e
m

bo
di

ed
 e

m
is

si
on

s. 
Bo

th
 n

on
pr

ic
e 

an
d 

pa
rt

ia
l-p

ric
e 

po
lic

ie
s 

ex
em

pt
 s

om
e 

am
ou

nt
 

of
 e

m
is

si
on

s 
fro

m
 s

uc
h 

pr
ic

in
g.

 M
or

eo
ve

r, 
bo

th
 n

on
pr

ic
e 

an
d 

pa
rt

ia
l-p

ric
e 

po
lic

ie
s 

m
ay

 
in

vo
lv

e 
ad

di
tio

na
l h

et
er

og
en

ei
ty

 in
 th

is
 e

xe
m

pt
io

n:
 fi

rm
s 

in
 d

iff
er

en
t r

eg
io

ns
 o

r w
ith

 
di

ffe
re

nt
 h

is
to

ric
al

 e
m

is
si

on
s 

co
ul

d 
fa

ce
 d

iff
er

en
t l

ev
el

s 
of

 a
llo

w
ed

 e
m

is
si

on
s, 

di
ffe

re
nt

 
be

nc
hm

ar
ks

, o
r d

iff
er

en
t f

re
e 

al
lo

ca
tio

n.
 

2 
  H

er
e 

an
d 

th
ro

ug
ho

ut
, w

e 
so

m
ew

ha
t l

oo
se

ly
 ta

lk
 a

bo
ut

 a
 p

ar
tia

l-p
ric

e 
po

lic
y 

ha
vi

ng
 a

 
be

nc
hm

ar
k,

 e
xe

m
pt

io
n,

 o
r s

ta
nd

ar
d.

 A
ll 

of
 th

es
e 

re
fe

r t
o 

th
e 

sa
m

e 
no

tio
n—

a 
le

ve
l o

f 
em

is
si

on
s 

be
lo

w
 w

hi
ch

 th
er

e 
is

 e
ffe

ct
iv

el
y 

no
 c

ha
rg

e 
on

 th
e 

em
is

si
on

s 
of

 c
ar

bo
n 

di
ox

id
e 

an
d 

ab
ov

e 
w

hi
ch

 th
er

e 
is

 a
 c

ha
rg

e 
(o

r a
bo

ve
 w

hi
ch

 e
m

is
si

on
s 

m
ay

 n
ot

 b
e 

al
lo

w
ed

).



Ca
rb

on
 B

or
de

r A
dj

us
tm

en
t M

ec
ha

ni
sm

s 
w

ith
ou

t F
ul

l (
or

 A
ny

) C
ar

bo
n 

Pr
ic

in
g

7
Re

so
ur

ce
s 

fo
r t

he
 F

ut
ur

e
6

4.
  B

CA
s 

w
ith

 P
ar

tia
l-P

ric
e 

an
d 

N
on

pr
ic

e 
Po

lic
ie

s
H

er
e 

w
e 

co
ns

id
er

 th
e 

in
ce

nt
iv

es
 a

nd
 c

os
ts

 c
re

at
ed

 d
om

es
tic

al
ly

 b
y 

a 
pa

rt
ia

l-p
ric

e 
or

 
no

np
ric

e 
cl

im
at

e 
po

lic
y 

an
d 

th
en

 d
es

ig
n 

a 
BC

A
 to

 c
re

at
e 

si
m

ila
r i

nc
en

tiv
es

 a
nd

 c
os

ts
 

fo
r f

or
ei

gn
 fi

rm
s 

ex
po

rt
in

g 
to

 th
is

 c
ou

nt
ry

. B
as

ed
 o

n 
th

e 
pr

ec
ed

in
g 

di
sc

us
si

on
 a

nd
 

ex
am

pl
es

 in
 F

ig
ur

e 
1b

 a
nd

 1c
, t

he
 b

as
ic

 id
ea

 is
 (1

) t
o 

ex
em

pt
 a

 c
er

ta
in

 le
ve

l o
f e

m
is

si
on

s 
pe

r u
ni

t o
f p

ro
du

ct
io

n 
an

d 
(2

) t
o 

ch
ar

ge
 a

 p
ric

e 
fo

r e
m

is
si

on
s 

ov
er

 th
at

 e
xe

m
pt

io
n 

le
ve

l.

In
 th

e 
pa

rt
ia

l-p
ric

e 
po

lic
y, 

di
ag

ra
m

ed
 in

 F
ig

ur
e 

1b
, w

ith
 a

 w
el

l-d
ef

in
ed

 b
en

ch
m

ar
k 

or
 

ex
em

pt
io

n 
le

ve
l e

2 p
er

 u
ni

t o
f p

ro
du

ct
io

n 
an

d 
an

 o
bs

er
ve

d 
pr

ic
e 

t, 
th

is
 a

pp
ro

ac
h 

is
 

st
ra

ig
ht

fo
rw

ar
d.

 C
ha

rg
e 

a 
pr

ic
e 

t o
n 

th
e 

ca
rb

on
 c

on
te

nt
 o

f i
m

po
rt

s 
th

at
 is

 a
bo

ve
 th

e 
be

nc
hm

ar
k 

le
ve

l e
2 p

er
 u

ni
t. 

Th
e 

on
ly

 c
om

pl
ic

at
io

n 
is

 if
 th

e 
ex

em
pt

io
n 

le
ve

l o
r p

ric
e 

va
rie

s 
ac

ro
ss

 d
om

es
tic

 fi
rm

s. 
O

ne
 c

ou
ld

 th
en

 u
se

 th
e 

av
er

ag
e 

pr
ic

e 
an

d 
av

er
ag

e 
be

nc
hm

ar
k 

ac
ro

ss
 d

om
es

tic
 fi

rm
s 

to
 d

ef
in

e 
th

e 
ex

em
pt

io
n 

an
d 

pr
ic

e 
to

 b
e 

ap
pl

ie
d 

to
 

im
po

rt
s. 

C
on

ce
pt

ua
lly

, w
e 

im
ag

in
e 

im
po

rt
s 

fa
ci

ng
 th

e 
U

S 
m

ar
ke

t c
ol

le
ct

iv
el

y 
an

d 
th

er
ef

or
e 

w
an

t t
o 

tr
ea

t i
m

po
rt

ed
 g

oo
ds

 th
e 

sa
m

e 
ba

se
d 

on
 th

e 
av

er
ag

e 
do

m
es

tic
 m

ar
ke

t e
ffe

ct
. 

Pu
t a

no
th

er
 w

ay
, w

e 
m

ig
ht

 im
ag

in
e 

tr
yi

ng
 to

 c
om

e 
up

 w
ith

 a
 c

om
m

on
 e

xe
m

pt
io

n 
le

ve
l 

an
d 

ca
rb

on
 p

ric
e 

th
at

, if
 a

pp
lie

d 
eq

ua
lly

 to
 a

ll 
do

m
es

tic
 fi

rm
s, 

w
ou

ld
 h

av
e 

th
e 

sa
m

e 
eff

ec
t o

n 
m

ar
ke

t p
ric

e 
an

d 
ca

rb
on

 e
m

is
si

on
s 

as
 th

e 
ac

tu
al

 d
is

tr
ib

ut
io

n 
of

 p
ric

es
 a

nd
 

ex
em

pt
io

ns
.  

W
he

n 
tr

ea
tm

en
t o

f d
om

es
tic

 fi
rm

s 
va

rie
s, 

ap
pl

yi
ng

 th
is

 d
er

iv
ed

, c
om

m
on

 
ex

em
pt

io
n 

le
ve

l a
nd

 p
ric

e 
to

 im
po

rt
s 

w
ill

 b
e 

m
or

e 
fa

vo
ra

bl
e 

th
an

 th
e 

tr
ea

tm
en

t o
f 

so
m

e 
do

m
es

tic
 fi

rm
s, 

an
d 

le
ss

 fa
vo

ra
bl

e 
th

an
 th

at
 o

f o
th

er
s. 

D
ep

en
di

ng
 o

n 
ac

tu
al

 
st

ru
ct

ur
e 

of
 im

po
rt

 c
om

pe
tit

io
n 

w
ith

in
 th

e 
se

ct
or

 a
nd

 h
ow

 o
ne

 w
ei

gh
ts

 th
e 

ou
tc

om
es

 
fo

r d
iff

er
en

t f
irm

s 
an

d 
im

po
rt

er
s, 

on
e 

co
ul

d 
m

ak
e 

th
e 

ca
se

 fo
r e

xe
m

pt
io

ns
 a

nd
 p

ric
es

 
an

yw
he

re
 w

ith
in

 th
e 

ra
ng

e 
of

 o
bs

er
ve

d 
do

m
es

tic
 fi

rm
-le

ve
l v

al
ue

s.

La
rg

er
 q

ue
st

io
ns

 lo
om

 w
ith

 n
on

pr
ic

e 
po

lic
ie

s, 
de

pi
ct

ed
 in

 F
ig

ur
e 

1c
. I

n 
pa

rt
ic

ul
ar

, 
sh

ou
ld

 a
 c

ou
nt

ry
 b

an
 o

r t
ax

 im
po

rt
s 

th
at

 h
av

e 
hi

gh
er

 e
m

bo
di

ed
 c

ar
bo

n 
th

an
 d

om
es

tic
 

pr
od

uc
ts

? 
If 

a 
do

m
es

tic
 re

gu
la

tio
n 

cl
ea

rly
 e

st
ab

lis
he

s 
a 

m
ax

im
um

 d
om

es
tic

 e
m

is
si

on
s 

ra
te

, a
 b

an
 w

ou
ld

 s
ee

m
 p

la
us

ib
le

 if
 n

ot
 re

as
on

ab
le

. T
he

 s
ol

ut
io

n 
is

 le
ss

 o
bv

io
us

 if
, 

in
st

ea
d,

 th
er

e 
is

 a
 d

is
tr

ib
ut

io
n 

of
 e

m
is

si
on

s 
ra

te
s 

be
ca

us
e 

of
 d

om
es

tic
 re

gu
la

tio
n.

 
Is

 th
er

e 
re

al
ly

 a
 m

ax
im

um
 a

llo
w

ab
le

 ra
te

 (f
or

 e
xa

m
pl

e,
 th

e 
m

ax
im

um
 o

bs
er

ve
d)

 a
nd

 
sh

ou
ld

 im
po

rt
s 

ab
ov

e 
sa

id
 ra

te
 re

al
ly

 b
e 

ba
nn

ed
? 

A
na

lo
go

us
 to

 th
e 

co
nc

ep
tu

al
 a

pp
ro

ac
h 

w
ith

 p
ar

tia
l-p

ric
e 

po
lic

ie
s 

w
he

n 
pr

ic
es

 o
r 

be
nc

hm
ar

ks
 v

ar
y, 

a 
lo

gi
ca

l s
ol

ut
io

n 
w

ou
ld

 b
e 

to
 tr

ea
t d

om
es

tic
 p

ro
du

ct
io

n 
co

lle
ct

iv
el

y. 
A

pp
ly

 th
e 

av
er

ag
e 

do
m

es
tic

 e
m

is
si

on
s 

ra
te

 a
s 

an
 e

xe
m

pt
ed

 e
m

is
si

on
s 

le
ve

l (
e 2 in

 
Fi

gu
re

 1b
) a

nd
 th

en
 p

ric
e 

th
e 

ex
ce

ss
 e

m
is

si
on

s 
at

 th
e 

av
er

ag
e 

m
ar

gi
na

l c
os

t f
ac

ed
 b

y 
do

m
es

tic
 p

ro
du

ce
rs

 (t
 in

 F
ig

ur
e 

1b
)—

th
at

 is
, t

he
 a

ve
ra

ge
 (a

cr
os

s 
fir

m
s)

 o
f t

he
 c

os
t t

o 
re

du
ce

 th
e 

la
st

 (m
os

t e
xp

en
si

ve
) t

on
 o

f a
ba

te
d 

ca
rb

on
 d

io
xi

de
 e

m
is

si
on

s.

H
er

e,
 w

e 
bu

m
p 

in
to

 th
e 

pa
rt

ic
ul

ar
ly

 tr
ic

ky
 is

su
e 

w
ith

 n
on

pr
ic

e 
po

lic
ie

s: 
pr

ic
es

 a
re

 n
ot

 
ob

se
rv

ed
. N

on
et

he
le

ss
, t

he
re

 a
re

 s
ev

er
al

 a
lte

rn
at

iv
e 

so
lu

tio
ns

. T
he

 im
po

rt
 c

ha
rg

e 

3.
  B

CA
s 

w
ith

 F
ul

l-P
ric

e 
Po

lic
ie

s
A

bs
en

t f
or

ei
gn

 re
gu

la
tio

n,
 a

 B
CA

 th
at

 c
ha

rg
es

 a
n 

id
en

tic
al

 im
po

rt
 le

vy
 t 

on
 th

e 
ac

tu
al

 
em

bo
di

ed
 c

ar
bo

n 
di

ox
id

e 
em

is
si

on
s 

of
 fo

re
ig

n 
pr

od
uc

tio
n 

w
ill

 ro
ug

hl
y 

m
im

ic
 b

ot
h 

th
e 

co
st

s 
an

d 
th

e 
in

ce
nt

iv
es

 o
f t

he
 d

om
es

tic
 p

ol
ic

y. 
Su

pp
os

e 
a 

tr
ad

e 
pa

rt
ne

r h
as

 n
o 

cl
im

at
e 

po
lic

y. 
Li

ke
 d

om
es

tic
 fi

rm
s, 

fo
re

ig
n 

fir
m

s 
w

ill
 h

av
e 

an
 in

ce
nt

iv
e—

on
 th

ei
r e

xp
or

ts
 to

 th
is

 
m

ar
ke

t—
to

 a
ba

te
 u

p 
to

 th
e 

po
in

t w
he

re
 th

ei
r M

AC
 e

qu
al

s 
t. 

Li
ke

 d
om

es
tic

 fi
rm

s, 
th

es
e 

fo
re

ig
n 

fir
m

s 
w

ill
 th

en
 p

ay
 th

e 
le

vy
 o

n 
al

l t
he

ir 
re

m
ai

ni
ng

 e
m

is
si

on
s 

as
so

ci
at

ed
 w

ith
 

th
ei

r e
xp

or
ts

 to
 th

is
 m

ar
ke

t. 
If 

th
e 

fo
re

ig
n 

M
AC

 w
er

e 
th

e 
sa

m
e 

as
 th

e 
do

m
es

tic
 M

AC
 in

 
Fi

gu
re

 1,
 u

ni
t c

os
ts

 w
ou

ld
 e

qu
al

 th
e 

ye
llo

w
 a

nd
 g

re
en

 a
re

as
 in

 F
ig

ur
e 

1a
.

Th
is

 b
as

ic
 B

CA
 c

on
ce

pt
 g

lo
ss

es
 o

ve
r m

an
y 

de
ta

ile
d 

de
si

gn
 q

ue
st

io
ns

 th
at

 n
ee

d 
to

 b
e 

an
sw

er
ed

, r
an

gi
ng

 fr
om

 h
ow

 to
 m

ea
su

re
 th

e 
em

bo
di

ed
 c

ar
bo

n 
of

 im
po

rt
ed

 g
oo

ds
 a

nd
 

ho
w

 to
 h

an
dl

e 
ex

po
rt

s 
(v

er
su

s 
im

po
rt

s)
, t

o 
w

he
th

er
 th

e 
po

lic
y 

co
m

pl
ie

s 
w

ith
 W

TO
 ru

le
s 

an
d 

w
he

th
er

 it
 tr

ea
ts

 tr
ad

e 
pa

rt
ne

rs
 a

t d
iff

er
en

t l
ev

el
s 

of
 d

ev
el

op
m

en
t e

qu
ita

bl
y. 

Th
e 

qu
es

tio
n 

w
e 

co
ns

id
er

 h
er

e 
is

 h
ow

 a
 B

CA
 m

ig
ht

 a
dj

us
t f

or
 c

om
pa

ra
bl

e 
ac

tio
n 

am
on

g 
tr

ad
e 

pa
rt

ne
rs

.  
W

e 
co

ns
id

er
 fu

ll-
pr

ic
e 

po
lic

ie
s 

fir
st

.

So
 n

ow
 s

up
po

se
 th

at
 in

st
ea

d 
of

 n
o 

cl
im

at
e 

po
lic

y, 
a 

tr
ad

e 
pa

rt
ne

r h
as

 it
s 

ow
n 

ca
rb

on
 

pr
ic

e,
 t’

, le
ss

 th
an

 t.
 A

bs
en

t s
om

e 
BC

A
, f

or
ei

gn
 fi

rm
s 

w
ill

 n
ot

 fa
ce

 a
s 

hi
gh

 a
n 

in
ce

nt
iv

e 
or

 p
ay

 a
s 

m
uc

h 
fo

r t
he

ir 
em

bo
di

ed
 c

ar
bo

n 
as

 d
om

es
tic

 fi
rm

s. 
Bu

t c
ha

rg
in

g 
th

e 
fu

ll 
do

m
es

tic
 p

ric
e 

t o
n 

th
e 

ca
rb

on
 c

on
te

nt
 o

f i
m

po
rt

ed
 g

oo
ds

 w
ou

ld
 b

e 
to

o 
m

uc
h.

 F
or

ei
gn

 
fir

m
s 

w
ou

ld
 fa

ce
 a

n 
in

ce
nt

iv
e 

an
d 

to
ta

l p
er

 to
n 

ch
ar

ge
 o

f t
 +

 t’
 o

n 
th

ei
r e

xp
or

ts
 to

 th
is

 
m

ar
ke

t. 
In

st
ea

d,
 it

 w
ou

ld
 m

ak
e 

se
ns

e 
to

 s
et

 th
e 

BC
A

 le
vy

 fo
r t

hi
s 

pa
rt

ne
r e

qu
al

 to
 t 

– 
t’.

 
A

dd
ed

 to
 th

e 
ex

po
rt

er
’s 

ow
n 

do
m

es
tic

 p
ric

e,
 t’

, t
he

 fu
ll 

bu
rd

en
 is

 t 
on

 it
s 

ex
po

rt
s 

to
 th

is
 

m
ar

ke
t. 

Th
is

 is
 th

e 
ba

si
c 

go
al

 o
f B

CA
s 

in
 a

 w
or

ld
 w

ith
 a

n 
ET

S 
or

 a
 c

ar
bo

n 
ta

x:
 s

ee
k 

to
 h

av
e 

im
po

rt
ed

 p
ro

du
ct

s 
fa

ce
 th

e 
sa

m
e 

in
ce

nt
iv

es
 a

nd
 c

ha
rg

es
 a

s 
do

m
es

tic
 p

ro
du

ce
rs

. 
A

bs
en

t a
 fo

re
ig

n 
po

lic
y, 

ap
pl

y 
th

e 
fu

ll 
do

m
es

tic
 p

ric
e;

 w
ith

 a
 n

on
ze

ro
 fo

re
ig

n 
pr

ic
e 

lo
w

er
 th

an
 th

e 
do

m
es

tic
 p

ric
e,

 a
pp

ly
 th

e 
di

ffe
re

nc
e.

 T
hi

s 
re

m
ai

ns
 th

e 
gu

id
in

g 
pr

in
ci

pl
e 

as
 w

e 
tu

rn
 to

 p
ar

tia
l-p

ric
e 

an
d 

no
np

ric
e 

po
lic

ie
s.



Ca
rb

on
 B

or
de

r A
dj

us
tm

en
t M

ec
ha

ni
sm

s 
w

ith
ou

t F
ul

l (
or

 A
ny

) C
ar

bo
n 

Pr
ic

in
g

9
Re

so
ur

ce
s 

fo
r t

he
 F

ut
ur

e
8

5.
  H

ow
 c

an
 B

CA
s 

ad
ju

st
 fo

r f
or

ei
gn

 
cl

im
at

e 
po

lic
ie

s 
w

ith
 p

ar
tia

l- 
an

d 
no

n-
pr

ic
e 

po
lic

ie
s?

A
bo

ve
, w

e 
di

sc
us

se
d 

th
e 

ca
se

 o
f a

 fo
re

ig
n 

ca
rb

on
 p

ric
e 

th
at

 w
as

 e
qu

al
ly

 
co

m
pr

eh
en

si
ve

 b
ut

 lo
w

er
 th

an
 th

e 
do

m
es

tic
 p

ric
e.

 W
e 

no
w

 w
an

t t
o 

co
ns

id
er

 th
e 

m
or

e 
ge

ne
ra

l c
as

e 
of

 in
te

rs
ec

tin
g 

fo
re

ig
n 

an
d 

do
m

es
tic

 p
ol

ic
ie

s. 

C
ou

nt
rie

s 
m

ay
 h

av
e 

a 
co

m
bi

na
tio

n 
of

 o
ve

rla
pp

in
g 

pr
ic

e 
an

d 
no

np
ric

e 
do

m
es

tic
 

po
lic

ie
s 

in
 d

iff
er

en
t s

ec
to

rs
 a

cr
os

s 
di

ffe
re

nt
 s

ub
na

tio
na

l r
eg

io
ns

. U
lti

m
at

el
y, 

it 
sh

ou
ld

 
be

 p
os

si
bl

e 
to

 c
on

ve
rt

 th
is

 la
nd

sc
ap

e 
in

to
 (1

) a
n 

av
er

ag
e 

of
 o

bs
er

ve
d 

em
is

si
on

s 
ra

te
s 

pe
r u

ni
t o

f p
ro

du
ct

 a
cr

os
s 

fir
m

s 
(v

al
ue

 fo
r e

1 in
 F

ig
ur

e 
1)

; (
2)

 a
n 

av
er

ag
e 

m
ar

gi
na

l c
os

t 
as

so
ci

at
ed

 w
ith

 o
bs

er
ve

d 
em

is
si

on
s 

ra
te

s 
(v

al
ue

 fo
r t

 in
 F

ig
ur

e 
1)

; a
nd

 (3
) a

n 
av

er
ag

e 
ex

em
pt

io
n 

re
la

tiv
e 

to
 p

ric
in

g 
th

e 
fu

ll 
am

ou
nt

 o
f a

ve
ra

ge
 o

bs
er

ve
d 

em
is

si
on

s 
e 1 a

t t
he

 
fu

ll 
m

ar
gi

na
l c

os
t e

m
is

si
on

s 
ra

te
 t 

(v
al

ue
 fo

r e
2 in

 F
ig

ur
e 

1c
). 

A
 z

er
o 

ex
em

pt
io

n 
w

ou
ld

 
in

di
ca

te
 th

at
 fi

rm
s 

ar
e 

pa
yi

ng
 th

e 
fu

ll 
m

ar
gi

na
l c

os
t t

 o
n 

al
l e

m
is

si
on

s 
e 1 in

 th
e 

se
ct

or
—

eq
ui

va
le

nt
 to

 th
e 

ye
llo

w
 re

ct
an

gl
e 

in
 F

ig
ur

e 
1a

. T
hi

s 
w

ou
ld

 li
ke

ly
 b

e 
th

e 
ca

se
 w

ith
 a

 
ca

rb
on

 ta
x 

or
 a

uc
tio

ne
d 

pe
rm

it 
sy

st
em

 b
ut

 n
o 

ot
he

r p
ol

ic
ie

s. 
O

th
er

w
is

e,
 th

e 
ad

di
tio

na
l 

po
lic

ie
s 

ar
e 

lik
el

y 
to

 c
au

se
 s

om
e 

di
sc

re
pa

nc
y 

be
tw

ee
n 

th
e 

m
ar

gi
na

l c
os

t (
ca

us
ed

 b
y 

th
e 

ot
he

r p
ol

ic
ie

s)
 a

nd
 a

ny
 p

ric
e 

pa
id

 o
n 

un
av

oi
de

d 
em

is
si

on
s. 

Th
is

 e
xe

m
pt

io
n 

fra
ct

io
n,

 
e 2/e

1, t
he

re
fo

re
 c

ou
ld

 a
ris

e 
ei

th
er

 b
ec

au
se

 n
ot

 a
ll 

em
is

si
on

s 
fa

ce
 a

n 
em

is
si

on
s 

pr
ic

e 
or

 b
ec

au
se

 th
e 

em
is

si
on

s 
pr

ic
e 

is
 le

ss
 th

an
 th

e 
ac

tu
al

 m
ar

gi
na

l c
os

t. 
In

 a
ny

 c
as

e,
 th

e 
ac

tu
al

 c
os

t o
f u

na
vo

id
ed

 e
m

is
si

on
s 

is
 g

iv
en

 b
y 

th
e 

(s
m

al
le

r t
ha

n 
in

 F
ig

ur
e 

1a
) y

el
lo

w
 

re
ct

an
gl

e 
in

 F
ig

ur
e 

1b
.

Ta
bl

e 
1 s

ho
w

s 
va

rio
us

 c
om

bi
na

tio
ns

 o
f d

om
es

tic
 a

nd
 fo

re
ig

n 
cl

im
at

e 
po

lic
ie

s 
in

te
rs

ec
tin

g 
w

ith
 o

ne
 a

no
th

er
 a

nd
 p

os
si

bl
e 

BC
A

 a
pp

ro
ac

he
s. 

W
e 

ha
ve

 a
lre

ad
y 

co
ns

id
er

ed
 th

e 
ca

se
 w

he
re

 c
ou

nt
rie

s 
ha

ve
 e

ith
er

 fu
ll-

pr
ic

e 
po

lic
ie

s 
or

 n
o 

po
lic

ie
s. 

Th
is

 is
 d

es
cr

ib
ed

 in
 th

e 
up

pe
r l

ef
t c

or
ne

r. 
Th

e 
re

m
ai

nd
er

 o
f t

he
 ta

bl
e 

sh
ow

s 
th

at
 

co
ns

id
er

at
io

n 
of

 n
on

pr
ic

e 
po

lic
ie

s 
ac

tu
al

ly
 a

dd
s 

fo
ur

 n
ew

 “B
CA

 c
as

es
” t

ha
t w

e 
ne

ed
 to

 
di

sc
us

s. 
(W

he
n 

th
e 

do
m

es
tic

 im
po

rt
er

 h
as

 n
o 

po
lic

y, 
w

e 
as

su
m

e 
bo

rd
er

 m
ea

su
re

s 
ar

e 
in

ap
pr

op
ria

te
.)

Th
es

e 
fo

ur
 c

as
es

 c
an

 b
e 

di
vi

de
d 

in
 tw

o 
gr

ou
ps

. W
ha

t h
ap

pe
ns

 w
he

n 
th

e 
im

po
rt

er
 h

as
 

a 
pa

rt
ia

l-p
ric

e 
or

 n
on

pr
ic

e 
po

lic
y 

an
d 

th
e 

tr
ad

e 
pa

rt
ne

r h
as

 e
ith

er
 n

o 
po

lic
y 

or
 a

 s
im

ila
r 

pa
rt

ia
l-p

ric
e 

or
 n

on
pr

ic
e 

po
lic

y 
(c

as
es

 1 
an

d 
2)

, a
nd

 w
ha

t h
ap

pe
ns

 w
he

n 
on

e 
co

un
tr

y 
ha

s 
a 

fu
ll-

pr
ic

e 
po

lic
y 

an
d 

th
e 

ot
he

r h
as

 a
 p

ar
tia

l-p
ric

e 
or

 n
on

pr
ic

e 
po

lic
y 

(c
as

es
 3

 
an

d 
4)

. C
as

e 
1 i

s 
de

sc
rib

ed
 in

 th
e 

pr
ev

io
us

 s
ec

tio
n.

 T
he

 d
om

es
tic

 p
ol

ic
y 

la
nd

sc
ap

e 
ca

n 
be

 u
se

d 
to

 d
ef

in
e 

an
 e

m
is

si
on

s 
ra

te
 e

2 th
at

 s
er

ve
s 

as
 a

 b
en

ch
m

ar
k 

fo
r e

xe
m

pt
ed

 
em

is
si

on
s 

an
d 

a 
pr

ic
e 

t a
pp

lie
d 

to
 e

m
is

si
on

s 
ab

ov
e 

th
e 

be
nc

hm
ar

k.
 In

 s
om

e 
ca

se
s, 

w
he

re
 a

 m
ax

im
um

 e
m

is
si

on
s 

ra
te

 re
gu

la
tio

n 
ex

is
ts

, o
ne

 m
ig

ht
 d

ec
id

e 
to

 s
im

pl
y 

ba
n 

im
po

rt
s 

th
at

 e
xc

ee
d 

th
at

 ra
te

.

co
ul

d 
be

 b
as

ed
 o

n 
m

od
el

ed
 e

st
im

at
es

 o
f m

ar
gi

na
l c

os
t, 

ty
pi

ca
lly

 c
on

du
ct

ed
 in

 a
 

re
gu

la
to

ry
 im

pa
ct

 a
na

ly
si

s 
of

 d
om

es
tic

 re
gu

la
tio

n.
 S

ta
tis

tic
al

 te
ch

ni
qu

es
 m

ig
ht

 b
e 

us
ed

 
to

 e
st

im
at

e 
m

ar
gi

na
l c

os
ts

. S
om

e 
re

gu
la

tio
ns

 m
ay

 h
av

e 
fin

es
 o

r o
th

er
 c

on
se

qu
en

ce
s 

of
 n

on
co

m
pl

ia
nc

e 
th

at
 c

ou
ld

 b
e 

us
ed

 to
 a

ss
es

s 
th

e 
in

ce
nt

iv
e 

fa
ce

d 
on

 th
e 

la
st

 to
n 

of
 a

ba
te

m
en

t. 
Fi

na
lly

, o
ne

 c
ou

ld
 tu

rn
 to

 th
e 

go
ve

rn
m

en
t’s

 s
oc

ia
l c

os
t o

f c
ar

bo
n,

 th
e 

be
ne

fit
 m

ea
su

re
 a

pp
lie

d 
to

 e
m

is
si

on
s 

re
du

ct
io

ns
 in

 re
gu

la
to

ry
 im

pa
ct

 a
na

ly
se

s. 
Th

e 
im

po
rt

an
t p

oi
nt

 is
 th

is
: B

CA
s 

fo
r p

ar
tia

l-p
ric

e 
an

d 
no

np
ric

e 
po

lic
ie

s 
sh

ou
ld

 b
e 

de
si

gn
ed

 
ar

ou
nd

 (1
) a

n 
ex

em
pt

ed
 le

ve
l o

f e
m

bo
di

ed
 c

on
te

nt
 b

as
ed

 o
n 

do
m

es
tic

 e
m

is
si

on
s 

th
at

 
do

 n
ot

 fa
ce

 c
ar

bo
n 

pr
ic

in
g;

 a
nd

 (2
) a

 p
er

 to
n 

ch
ar

ge
 o

n 
em

is
si

on
s 

ab
ov

e 
th

at
 e

xe
m

pt
ed

 
le

ve
l b

as
ed

 o
n 

th
e 

m
ar

gi
na

l c
os

t a
ss

oc
ia

te
d 

w
ith

 d
om

es
tic

 a
bo

ve
-e

xe
m

pt
io

n 
em

is
si

on
s.



Ca
rb

on
 B

or
de

r A
dj

us
tm

en
t M

ec
ha

ni
sm

s 
w

ith
ou

t F
ul

l (
or

 A
ny

) C
ar

bo
n 

Pr
ic

in
g

11
Re

so
ur

ce
s 

fo
r t

he
 F

ut
ur

e
10

Fi
gu

re
 2

.  
Em

is
si

on
s 

un
de

r D
iff

er
in

g 
D

om
es

tic
 a

nd
 F

or
ei

gn
 C

ar
bo

n 
Po

lic
ie

s

Th
e 

fig
ur

e 
di

ag
ra

m
s 

ve
rs

io
ns

 o
f c

as
e 

2,
 w

he
n 

bo
th

 d
om

es
tic

 a
nd

 fo
re

ig
n 

ju
ris

di
ct

io
ns

 h
av

e 
tr

ad
ab

le
 p

er
fo

rm
an

ce
 s

ta
nd

ar
ds

 b
ut

 
di

ffe
r i

n 
te

rm
s 

of
 th

e 
le

ve
l o

f s
ta

nd
ar

d 
an

d 
th

e 
pr

ic
e 

in
 th

e 
TP

S,
 a

s 
in

di
ca

te
d 

by
 th

e 
la

be
le

d 
do

ts
, a

nd
 th

e 
em

is
si

on
s 

ra
te

 o
f t

he
 

im
po

rt
ed

 p
ro

du
ct

 is
 a

bo
ve

 b
ot

h 
fo

re
ig

n 
an

d 
do

m
es

tic
 s

ta
nd

ar
ds

. T
he

 s
ha

de
d 

ar
ea

 in
di

ca
te

s 
th

e 
su

gg
es

te
d 

BC
A

 le
vi

ed
 o

n 
an

 
im

po
rt

ed
 p

ro
du

ct
 w

ith
 th

e 
in

di
ca

te
d 

em
is

si
on

s 
ra

te
.

Ta
bl

e 
1. 

 P
ol

ic
y 

M
at

rix

Tr
ad

e 
pa

rt
ne

r (
ex

po
rt

er
)

D
om

es
tic

 m
ar

ke
t 

(im
po

rt
er

)

Fu
ll-

pr
ic

e 
po

lic
y

N
o 

po
lic

y
Pa

rt
ia

l-p
ric

e 
an

d 
no

np
ric

e 
po

lic
y

Fu
ll-

pr
ic

e 
po

lic
y

If 
do

m
es

tic
 p

ric
e 

is
 h

ig
he

r, 
bo

rd
er

 
m

ea
su

re
 o

n 
im

po
rt

s 
ca

n 
be

 in
st

itu
te

d 
to

 
m

ak
e 

up
 d

iff
er

en
ce

.

Bo
rd

er
 m

ea
su

re
 

on
 im

po
rt

s 
ca

n 
be

 
in

st
itu

te
d 

to
 p

ric
e 

th
os

e 
em

is
si

on
s 

at
 

do
m

es
tic

 c
ar

bo
n 

pr
ic

e 
le

ve
l.

Ca
se

 4
: D

om
es

tic
 

co
un

tr
y 

ca
n 

pr
ic

e 
em

is
si

on
s 

up
 to

 
fo

re
ig

n 
st

an
da

rd
 a

nd
 

an
y 

pr
ic

e 
di

ff
er

en
ce

 
ab

ov
e 

st
an

da
rd

.

N
o 

po
lic

y
N

/A
N

/A
N

/A

Pa
rt

ia
l-p

ric
e 

an
d 

no
np

ric
e 

po
lic

y

Ca
se

 3
: D

om
es

tic
 

co
un

tr
y 

ca
n 

ap
pl

y 
di

ff
er

en
ce

 b
et

w
ee

n 
do

m
es

tic
 a

nd
 fo

re
ig

n 
pr

ic
e 

on
 e

m
is

si
on

s 
ab

ov
e 

do
m

es
tic

 
st

an
da

rd
.

Ca
se

 1:
 D

om
es

tic
 

co
un

tr
y 

ca
n 

in
st

itu
te

 
pr

ic
e 

on
 im

po
rt

s 
si

m
ila

r t
o 

its
 

do
m

es
tic

 s
ch

em
e.

Ca
se

 2
: D

om
es

tic
 

co
un

tr
y 

ca
n 

in
st

itu
te

 
pr

ic
e 

on
 e

xc
es

s 
em

is
si

on
s 

de
pe

nd
in

g 
on

 re
la

tiv
el

y 
st

rin
ge

nc
y.

Ca
se

 2
 is

 m
or

e 
co

m
pl

ex
, w

ith
 s

ev
er

al
 s

ub
ca

se
s 

to
 h

ig
hl

ig
ht

 (s
ee

 F
ig

ur
e 

2)
. I

f a
 tr

ad
e 

pa
rt

ne
r h

as
 a

 s
im

ila
r b

ut
 w

ea
ke

r r
eg

ul
at

io
n,

 th
e 

ad
di

tio
na

l s
tr

in
ge

nc
y 

in
 d

om
es

tic
 

re
gu

la
tio

n 
co

ul
d 

be
 a

pp
lie

d 
to

 im
po

rt
s. 

Bu
t s

tr
in

ge
nc

y 
ha

s 
tw

o 
di

m
en

si
on

s—
th

e 
be

nc
hm

ar
k 

ra
te

 a
nd

 th
e 

pr
ic

e—
an

d 
on

e 
m

ay
 b

e 
m

or
e 

st
rin

ge
nt

 d
om

es
tic

al
ly

 a
nd

 th
e 

ot
he

r m
or

e 
st

rin
ge

nt
 u

nd
er

 th
e 

tr
ad

e 
pa

rt
ne

r’s
 p

ol
ic

ie
s. 

In
 th

es
e 

ca
se

s, 
it 

w
ou

ld
 m

ak
e 

se
ns

e 
to

 c
om

pu
te

 th
e 

ch
ar

ge
 u

nd
er

 th
e 

do
m

es
tic

 a
nd

 fo
re

ig
n 

po
lic

ie
s 

an
d 

in
cl

ud
e 

a 
BC

A
 b

as
ed

 o
n 

th
e 

di
ffe

re
nc

e,
 d

om
es

tic
 m

in
us

 fo
re

ig
n,

 if
 th

is
 n

et
 e

ffe
ct

 is
 p

os
iti

ve
. F

or
 

ex
am

pl
e,

 s
up

po
se

 th
e 

do
m

es
tic

 s
ta

nd
ar

d 
is

 m
or

e 
st

rin
ge

nt
 a

nd
 th

e 
do

m
es

tic
 p

ric
e 

is
 h

ig
he

r (
ca

se
 2

a)
. T

he
 d

om
es

tic
 p

ric
e 

ca
n 

th
en

 b
e 

ap
pl

ie
d 

on
 e

m
is

si
on

s 
ab

ov
e 

th
e 

do
m

es
tic

 s
ta

nd
ar

d 
an

d 
up

 to
 th

e 
fo

re
ig

n 
st

an
da

rd
; t

he
 d

iff
er

en
ce

 in
 p

ric
es

 is
 a

pp
lie

d 
on

 a
ll 

em
is

si
on

s 
ab

ov
e 

bo
th

 d
om

es
tic

 a
nd

 fo
re

ig
n 

st
an

da
rd

s. 
Th

is
 (g

re
en

 a
re

a)
 is

 a
n 

un
am

bi
gu

ou
sl

y 
po

si
tiv

e 
ch

ar
ge

.

Em
is

si
on

s/
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