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Content
• Environmental taxation – part of the political toolbox ‘called’ Marketbased instruments (MBIs): classification, definition, rationale of MBIs

• Current status of the application of environmental taxes in Europe –
examples of success and matters for improvement

• Outlook and reflections including possible links and aspects with
regard to the auditing of environmental taxes

Background
The presentation is based on the 2016 European Environment Agency (EEA) report
‘Environmental taxation and EU environmental policies’.
The report does three things:
1. It provides an overview of market-based instruments (MBIs) established by EU
environmental legislation.
2. It explains the established definitions and rationales for the application of
environmental taxes and discusses their current design and application in EEA
member countries (EU-28, Iceland, Liechtenstein, Norway, Switzerland and Turkey).
3. It concludes with overall findings and some reflections on the potential for long-term
tax-shifting programmes in the context of policy targets as well as technological
innovation and demographic changes.

Environmental taxation – rationale
• The primary objectives and benefits of environmental taxes are to reduce pollution and
resource use; internalising externalities / external costs, i.e. to correct an inefficient market
outcome (market failure)  rationale for governmental intervention.
• Several secondary benefits to be considered: lower health-related costs, trigger ecoinnovations that generate wealth and jobs.

• A further benefit of environmental taxes is their fiscal function, i.e. generating budgetary
sources. Studies show that environmental taxes are less distorting towards economic
behaviour than labour and corporate taxes.

Environmental taxes – definition
The United Nations System of Environmental-Economic Accounting (SEEA 2012, UN et al.,
2014), a global statistical standard, provides a definition of environmental tax as:

a tax whose tax base is a physical unit (or a proxy of it) of something that has a proven,
specific, negative impact on the environment.
The definition sometimes leads to confusion as the emphasis is put on the tax base and not at
all on an environmental motivation and/or purpose of implementing environmental taxes.

Countries may have own definition of environmental taxes, such as the UK:
• the tax is explicitly linked to the government’s environmental objectives;
• the primary objective of the tax is to encourage environmentally positive behaviour change;
• the tax is structured in relation to environmental objectives, for example: the more polluting
the behaviour, the greater the tax levied.

Environmental taxes, charges, levies
• A tax covers any compulsory, unrequited payment to general government levied on tax
bases deemed to be of particular relevance. Taxes are unrequited in the sense that
benefits provided by government to taxpayers are not normally in proportion to their
payments (OECD, 2001).
• The terms charges and fees are commonly used and cover compulsory and requited
payments to general government or to bodies outside general government, such as
environmental funds or water management boards. Examples include wastewater,
water, and waste user charges (tariffs).
• Levy is a more general term covering taxes as well as charges and fees. It is commonly
used, for example, in the UK (climate change levy, aggregates levy), partly to avoid the
bad publicity and hence the resistance associated with the word tax.
Source: EEA, 2006 and 2016

EU environmental policy targets
EU environmental policies address a range of environmental and resource use challenge.
Overall, there are currently 82 binding targets and 84 non-binding objectives for 2013-2050.
Targets are binding when established by EU legislation (regulations, directives, and decisions), European
Council Presidency conclusions, and international legislation to that Member States and the EU are committed
to implement

MBIs in EU environmental legislation
Achieving policy targets cost-effectively can require the use of market-based instruments
(MBIs) – also in tandem with regulations. We identified 18 binding and 24 non-binding MBIs
based on current EU environmental legislation.
Binding MBIs: required by legislative provisions to
adopt and implement - all others are non-binding.
When MBIs are set out in very generic terms (for
example, ‘Member States shall apply the “polluter
pays principle“ to waste management’), when they
are only one of a number of possible measures that
Member States are required to implement, or when
Member States ‘shall facilitate’ or ‘encourage’ their
adoption, the provisions are non-binding.

Current status
Number of environmental taxes implemented in Europe increased but revenues generated
from environmental taxes are more or less flat at EU-28 level.
The application of environmental taxes in EEA countries:
Classification of environmental taxes
• Energy / CO2 taxes
• Transport taxes
• Pollution and resource taxes
Revenue raised by environmental taxes (2014)
• Energy / CO2 taxes (EU-28: 77% of total revenues; Belgium 60%; Lithuania 94%)
• Transport taxes (EU-28: 20%; Estonia 2% and Lithuania 4%; Malta 41% and Austria 36%)
• Pollution and resource taxes (EU-28: 4%; Czech Republic 1% and Germany 0%;
Netherlands 14%)

Trends in tax revenue (labour and environment), GDP and employment
(EU28) and share of environmental taxes (% of GDP)
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Caveat - country coverage
United Nations Economic Commission for Europe (UNECE) Environmental Performance Reviews:
• Albania – published in 2012

• Bosnia and Herzegovina – published in 2011
• Serbia – published in 2015
• Montenegro – published in 2015

• The former Yugoslav Republic of Macedonia – published in 2011
These reviews are showing that a large numbers of environmental taxes are implemented in these
countries in environmental areas, such as energy, transport, waste management, water, natural
resources, as they are applied in EEA Member States.
For more information: http://www.unece.org/env/epr.html

Current status
Comprehensive energy taxation schemes in EU Member States as required by Directive
2003/96/EC on the taxation of energy products and electricity.
EU Member States are allowed to maintain tax reductions or exemptions, in particular with
regard to the household sector – quite widespread with regard to
• coal: Bulgaria, Lithuania, Hungary, Poland, Romania, Slovakia and UK;
• natural gas: Bulgaria, Croatia, Hungary, Romania, UK; and
• electricity: Bulgaria, Croatia, Hungary, Latvia, Lithuania, Slovakia and UK.

The number of countries that have introduced carbon pricing schemes either through carbon
taxes (voluntary) or greenhouse gas emission trading schemes (mandatory EU ETS) increased.

Current status
Vehicle taxation – sales / registration taxes in 21 EU Member States; large number of countries
implemented some form of road charging (distance based or vignette); differentiated between
private vehicle and commercial/heavy good vehicles.
Dutch reform of vehicle registration tax: tax base changed from base to carbon efficiency of the
vehicle

• Performance of the Dutch ranking of average vehicle carbon dioxide emissions: the Netherlands
was ranked 12th in Europe in 2007 and 1st in 2014 – two thirds is explained by the tax change and
one third by exogenous factors
• The effectiveness of the change in policy on reducing emissions is beyond doubt, but, as the Court
of Auditors of the Netherlands noted, this policy is ‘relatively expensive and inefficient’ as a fiscal
stimulus; estimates show that for the period 2008–2013 … ‘the cost-effectiveness would be in the
order of EUR 1 400 –1 900 loss of car-related tax revenues per tonne of carbon-dioxide abatement’

• Revenues dropped by about 65 per cent from EUR 3.6 billion in 2007 to EUR 1.1 billion in 2014.
This policy change clearly has budgetary implications: ‘such a reduction in tax revenues certainly
represents a major fiscal challenge’ (OECD, 2015)

Current status
Waste management
Landfill taxes – implemented in 25 EU Member States – an increase compared to the situation
in mid 2000s (see for comparison: 2005 EEA report ‘Market-based instruments for environmental policy’)

Plastic bag tax in Ireland
Convery et al. (2007) summarised as follows: ‘The effect of the tax on the use of plastic bags in
retail outlets has been dramatic—a reduction in use in the order of 90 %, and an associated
gain in the form of reduced littering and negative landscape effects’.
• Tax was effective achieving the policy targets
• Fiscal implications – negligible revenue amounting to about 15 million Euro (2014)
Plastic bag charge in England
Introduced on 5 October 2015; first evaluation after roughly 6 months: use of plastic bags
dropped by more than 85%. Not a tax as revenues will be collected by retailers and they are
expected to donate them to good causes.

Outlook and reflections
Environmental taxes in Europe
• energy and transport – consistent application but large differences in tax rates;
Many differences exist with regard to the use of environmental taxes in the areas:
• air pollution / emission to air;
• water pollution / effluents to water;
• non-point sources of water pollution, i.e. pesticides and fertilisers.
One of the central questions to be raised:
• Is the design of environmental tax appropriate for achieving policy objectives and
secondary benefits - achieving policy targets cost-effectively; can the benefits be achieved
simultaneously?
• Continued evaluation and auditing is necessary as well as changes in the design based on
evaluation/auditing outcomes (but regularly lagging).

Outlook and reflections
Energy tax: reduction or exemption and link to the ‘polluter pays principle’ (PPP):
The possibility for companies to deduct expenditures on climate-related taxes from their income tax
assessments as highlighted in the report of the Swedish National Audit Office (SNAO, 2012): Many
companies have in practice approximately 25 per cent lower costs for climate-related taxes than they pay
the central government (SNAO, 2012);  what’s the situation with EU ETS?
Expenditures for energy and carbon dioxide taxes in relation to emissions of the industry were, on
average, SEK 140 per tonne of emissions, as compared to households’ expenditures for the
corresponding taxes, amounting to SEK 2800 per tonne  competitiveness /distributional issues!

The indexation of energy tax rates is not widespread. This is significant since the inflation-adjusted, real
value of energy tax rates decreases with inflation. For example, Germany increased energy tax rates
between 1999 and 2003 significantly but has since then kept the nominal value constant resulting in an
erosion of their environmental and fiscal effectiveness.

Outlook and reflections
Environmental taxation, in particular carbon pricing is a prerequisite for effective climate
change policies and energy reduction and essential for the transition to a low-carbon,
resource efficient economy!
EC reference 2016 (2013) scenario: with
existing policies 35 (32)% reduction in 2030
and 48 (44)% reduction in 2050 (EC, 2013 and 2016)
SAIs: highlighting the challenges of achieving
environmental / climate binding reduction targets!
More general - policy integration and coherence:
for example, projections of tax revenues (fiscal
policy) versus energy/carbon reduction targets.

Outlook and reflections
Political goal: to establish a resilient, long-term fiscal system in the face of systemic
challenges

• the challenge is to combine economic, environmental and social policies – offset rather
complex policies and country specific conditions
• environmental / energy taxation including EU ETS – are stable revenues guaranteed in
the long-run versus reduction targets of climate and energy policies (tax base erosion)

• ageing population with reduction in labour force (tax base erosion) –
• the need for assessing environmental taxation in a more systemic way, i.e. the role of
environmental taxation in the overall fiscal system
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