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Chairmen Burlison and Grothman, Ranking Members Frost and Krishnamoorthi, and distinguished mem-
bers of the House Committee on Oversight and Government Reform, thank you for the opportunity to pro-
vide testimony on the Inflation Reduction Act’s (IRA) green energy tax credits. | am William McBride, Chief
Economist and Stephen J. Entin Fellow in Economics at the Tax Foundation, where | focus on how we can
improve our federal tax code.

Today, my testimony will focus on three points. First, | will discuss how and why the budgetary cost of the
IRA’s tax credits has grown. Second, | will describe who benefits from the tax credits. Third, | will recom-
mend ways to reform the credits and comment on the reforms specified in the reconciliation legislation
put forward by the House Ways and Means Committee.

The Growing Cost of the Credits

The IRA’s green energy tax credits may be the most egregious, but certainly not the only, example of a bud-
get estimate that did not match reality. In this case, it is mainly the result of rushed legislation containing
complicated, novel features targeting new and evolving technologies with an uncertain future. Fundamental-
ly, even industry experts have a difficult time forecasting sales of electric vehicles (EVs) or the development
of other niche technologies targeted by the credits, even from one year to the next, much less 10 years into
the future as required by the budget process. The uncertainty is compounded by complicated features of the
credits, including bonus credits for meeting various conditions such as domestic content, prevailing wage
and apprenticeship requirements, and transferability and the direct pay option. Lastly, the statute granted
significant authority to the Treasury Department to fill in many of the details, with more than 400 pages of
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guidance issued in the first year alone, changing the law over time often in ways that increased the cost.!

In August 2022, to meet an accelerated timetable for consideration of the reconciliation bill known as the
Inflation Reduction Act, the Joint Committee on Taxation (JCT) provided an initial budget estimate indi-
cating the credits in the bill would reduce revenues by about $271 billion over the period 2023 to 2031. In
addition, the Congressional Budget Office (CBO) estimated the bill's direct spending on climate initiatives
would add about $120 billion to the cost of the bill over the same period.?

Soon after the IRA was enacted, several outside groups began providing estimates indicating the cost
of the credits would be much more than originally expected. For example, Goldman Sachs estimated the
cost of the IRA credits and climate spending initiatives would total about $1.2 trillion over a decade.® A
study by scholars at the Brookings Institution found the fiscal cost through 2031 could range from $244
billion to $1.1 trillion depending on assumptions about eligibility and supply constraints.

A mere nine months after the bill was enacted, in May 2023, JCT provided an updated estimate indicating
the cost of the credits had grown to $536 billion over the period 2023 to 2031, roughly doubling its orig-
inal estimate. The cost more than quadrupled for some of the credits, such as those for EVs, advanced
manufacturing, and carbon sequestration. JCT attributed the cost growth to several factors, including the
Treasury Department’s expansive guidance, which effectively increased eligibility for many credits, and
increases in anticipated production capacity for batteries and renewable energy. JCT also provided an
estimate over a longer budget window, finding the credits would cost $663 billion over the period 2023 to
20335

As an example of guidance that expanded eligibility, Treasury provided a ruling that allows taxpayers to
avoid the legislation’s eligibility limits for the $7,500 EV tax credits. Congress designed the rules to prevent
people earning more than $300,000 from getting the credits and further limited them to apply only to cars
with a sales price below $55,000 and SUVs and trucks with a sales price below $80,000. Treasury ruled
that these, and other limits regarding domestic content requirements, do not apply to leased vehicles.
Unsurprisingly, leasing grew from about 7 percent of EV sales to about 34 percent.® The Treasury Depart-
ment also provided guidance that eased the domestic content requirements for many of the credits for
batteries and other technologies.

JCT'’s analysis had not factored in regulatory efforts by the Biden administration that would further in-
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crease the cost of the credits. For example, the Environmental Protection Agency (EPA) issued rules that
mandated stricter emissions standards for new vehicles starting in 2027, effectively requiring a major
shift to EVs.” The EPA estimated the new regulations could add as much as $210 billion in tax revenue
losses between 2027 and 2032: $136 billion from EV credits and $74 billion from the battery production
credit.®

More recently, the latest tax expenditure estimates from the Treasury Department and JCT indicate the
cost of the credits has grown to about $1.2 trillion over the next decade (2025-2034), including IRA addi-
tions, extensions, and expansions of pre-existing credits that were phasing down (the federal government
began subsidizing solar panels and windmills in 1978). Treasury estimates the energy production credit is
the costliest at $304 billion over the next decade, followed by tax credits for clean vehicles ($206 billion),
the advanced manufacturing production tax credit ($190 billion), and the energy investment tax credit
($138 billion). Treasury estimates about $341 billion of the total cost of the credits is from outlays attrib-
utable to the IRA’s direct pay option, a feature available to tax-exempt entities such as nonprofits and state
and local governments.®

A recent study by the Cato Institute reviewing various estimates finds the cost of the credits ranges con-
siderably, from as little as $936 billion to as high as $1.97 trillion over the next decade. Over the period
2025 to 2050, Cato finds costs range from $2.04 trillion to $4.67 trillion. The differences are driven partly
by different underlying forecasts of the technologies, with the low end of costs relying on projections
from the Energy Information Administration and the high end using projections from the National Energy
Renewal Lab.™ The Tax Foundation has recently estimated that full repeal of the IRA credits would reduce
deficits by $851 billion over the next decade, which still involves continued costs over the next decade as
some of the credits, such the production credit, take up to a decade to wind down.™

Who Benefits from the Credits

The primary beneficiaries of the IRA credits are businesses that specialize in renewable energy and high-
er-income consumers with preferences for EVs, solar panels, and other green technologies. For example,
a recent study finds that the top 20 percent of individual taxpayers by income receive more than 80 per-
cent of all EV credits."

Perhaps because they entail a high degree of complexity, specialization, risk, and compliance, the major
renewable energy business tax credits are predominantly taken by large corporations. The JCT found that
corporations with gross receipts of more than $25 billion in 2020 received more than half of the investment
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and production tax credits, two of the largest business credits that were extended as part of the IRA.™

Based on distributional analysis by the Tax Policy Center, economist Jason Furman estimated the IRA
credits will provide a benefit of more than $11,000 for the top 1 percent of earners in 2027, raising their af-
ter-tax incomes by 0.5 percent. In contrast, the bottom 20 percent of earners will receive a benefit of less
than $100, raising their after-tax incomes by 0.3 percent.™

Regarding broader economic benefits, the IRA credits certainly reduce the cost of investment in the tar-
geted technologies related to renewable energy. However, the cost of complying with various conditions
attached to the credits (e.g., prevailing wage requirements) diminishes the law’s investment impacts.®
Furthermore, because the targeted areas are a small portion of the economy, we should not expect the
credits to substantially increase investment overall. The limited data we have so far does not indicate any
measurable economy-wide benefits.®

The trend toward green energy investment and the adoption of cleaner technologies predates the IRA. A
decades-long series of technological improvements have steadily improved the quality and lowered prices
of key technologies such as batteries and solar panels, making widescale adoption and deployment much
more feasible even without additional subsidies. As such, it is unclear to what degree the IRA credits have
added to the trend by boosting marginal incentives rather than merely subsidizing technologies that would
have been developed anyway."”

Another challenge is that without sufficiently addressing barriers to increased supply, the subsidies mainly
just push prices up, potentially offsetting a large part of the subsidy for consumers and instead shifting
most of the benefits to incumbent producers. For example, without permitting reform to allow more rapid
development of transmission lines, additional power generated by windmills and solar panel farms can-
not be accessed and utilized. Instead, the producers of the energy receive subsidies but may not greatly
increase energy production if it cannot be brought to market at an acceptable price. As another example,
increased EV adoption depends on addressing the lack of charging stations, as potential buyers have so-
called “range anxiety.” Until that is remedied, there may be a ceiling on EV adoption.™®

Furthermore, increased investment does not necessarily translate to higher levels of productivity, better
jobs, and higher wages. While we don't know yet if these particular technologies will lead to that, the histo-
ry of such targeted incentives and industrial policy more broadly gives us reasons to be skeptical. There’s
a stronger track record for broad-based incentives such as full expensing for all capital investment.'®
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The IRA credits were also meant to reduce carbon emissions, with many studies predicting a substantial
effect.?? It should be noted that carbon emissions per capita have been in steep decline in the US for the
last 20 years, currently matching levels from the early 1900s.2' Many factors have driven emissions lower
over the last two decades, including the development of fracking and other technologies that allowed rel-
atively low-emission energy sources such as natural gas to replace relatively high-emission sources such
as coal.

Recommendations for Reform

In general, the IRA credits should be repealed, or, at a minimum, substantially curtailed to bring their cost
down closer to the original estimates provided to lawmakers when the bill was being debated in 2022.
The original estimates indicated the credits would largely phase out by the end of their first decade, but
because many of the expiration dates are tied to emissions reductions (75 percent from 2022 levels)
that are unlikely to be achieved within that timeframe, more recent estimates indicate costs will continue
to grow beyond this period. Lawmakers should streamline and shrink the credits or potentially cap their
annual cost (currently only one of the many IRA credits is capped).

As mentioned, we have estimated that full repeal of the credits would reduce deficits by $851 billion over
the next decade (2025-2034). Partial repeal should focus on the credits that are least effective at reducing
emissions, including credits for EVs, refueling property, and clean fuel production, and residential credits
for energy property and energy efficiency, which we have estimated would reduce deficits by $295 billion
over the next decade. We estimate replacing the complicated investment and production tax credits with
a simplified smaller production tax credit would raise $207 billion over the next decade. Repealing most
credits but keeping a reformed production tax credit, nuclear power production credit, and carbon seques-
tration credit would raise $746 billion.?

Policymakers should pursue neutral policy to boost energy production—that is, treating all investment
equally. Currently, the tax code is biased against most investment, as bonus depreciation now provides
only a 40 percent immediate deduction and completely phases out in 2027. Allowing a full and immediate
write-off for all investment is the ideal pro-growth tax policy. Studies suggest that neutral, broad policy
(the TCJA approach) was more successful at boosting investment than the targeted policy in the IRA.Z

The House reconciliation bill put forward by the Ways and Means Committee goes a long way toward
meeting these goals, reducing the cost of the credits by around $500 billion over the next decade.?* The
bill repeals the EV tax credits, residential energy efficiency credits, and the clean hydrogen production
credit. The bill also phases down many of the other credits beginning in 2029, removes transferability
beginning in 2027, and introduces new restrictions on foreign entities of concern.?® The bill could be im-
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proved by starting the phaseout sooner, reducing the odds that a future Congress and administration will
extend the credits (a well-established pattern for the energy credits that preceded the IRA), while smooth-
ing the transition by providing clearer, simpler rules for the credits as long as they are still on the books.
Lastly, the legislation expands and extends the clean fuel production credit at a cost of $45 billion accord-
ing to JCT, but here also lawmakers should try to reduce the cost by repealing or more quickly phasing
down and streamlining the provision.
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