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We studied 3 different but related issues associated with the introduction of the domestic emission trading schemes
in Japan. First, using an Input-Output model, we first analyzed the effects of carbon pricing on the industrial sector
of the Japanese economy. Furthermore, we examined the impact on Japanese industries of a rebate program of the
type proposed in pending US legislation, the Waxman-Markey bill (H.R. 2454). In addition, we simulate a rebate
program for energy intensive trade exposed (EITE) industries identified by the EU criteria. We found that a carbon
pricing scheme would impose a disproportionate burden on a limited number of sectors. We also find that the
determinant of the increase of total cost differs among industries depending on the relative inputs of directly
combusted fossil fuel, electricity or steam, and intermediate goods. 23 industries out of 401 industries would be
eligible for rebates if a Waxman-Markey type of program was adopted in Japan. The EU criterion identified 120
industries that are EITE. We found that both the Waxman-Markey and EU rebate program have similar results in
reducing the burden on the industrial sector.

Second, we examined the impacts of various allocation methods of emission permits in Japanese ETS on economy and
CO, emissions using a multi-regional and multi-sector computable general equilibrium model. We compared auction
schemes, grandfathering schemes, output-based allocation (OBA) schemes, and the combination of auction and OBA.
Though the auction scheme is found to be the best in terms of the economic efficiency, carbon leakage is high and the
relocations of energy-incentive productions can be significant. Sustaining economic efficiency as well as retaining the
leakage low, we found that the combined schemes of output-based allocation and auction are desirable.

Third, employing a CGE model, we evaluated the effectiveness of 5 different border tax adjustments (BTAS) to
mitigate carbon leakage, competitiveness, loss in EITE, and welfare loss in Japan. We obtained the following
findings: carbon tariffs on imported products recover the welfare loss more effectively than other BTAs; carbon
tariffs with export rebates to offset the additional cost of the regulation are effective at helping EITE regain its
competitiveness. These findings imply that choosing the best policy among BTAs depends upon which issue policy
makers consider their first priority.







