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Abstract

This paper studies green industrial policy in an open economy when key energy-transition
inputs are internationally tradable. I develop a dynamic multi-country general equilibrium trade
model with input—output linkages in which renewable-energy equipment is traded, electricity
generation is local, and equipment production features learning-by-doing spillovers. The model
highlights a sharp difference between two instruments. Subsidies to renewable generation raise
domestic equipment demand and imports, shifting production and learning gains toward foreign
suppliers and worsening the subsidizing country’s terms of trade. Subsidies to domestic equip-
ment manufacturing expand home production, concentrate learning domestically, and lower the
world price of clean equipment, accelerating decarbonization abroad. Quantitatively, applying
the framework to the U.S. Inflation Reduction Act implies sizable global CO, reductions and
small welfare gains, with the U.S. capturing a larger welfare gain than the world as a whole;

incidence is shaped by equipment import penetration and the locality of learning.
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