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UN Tax Committee

Subcommittee on Environmental Tax Issues 2017-2021

« Subcommittee established in 2017 (chaired by UNITED NATIONS
Natalia Aristizabal Mora, Columbia; range of experts HANDBOOK ON
from government, academia and business) CARBON TAXATION

FOR DEVELOPING COUNTRIES

« 2017-2021 => Handbook on Carbon

Taxation

« UN Handbook on Carbon Taxation for
Developing Countries (2021) | Financing for
Sustainable Development Office

« A practical, hands-on guide for policy
makers
* Properly designed, a carbon tax is easy

to administer and gives results in a
cost-efficient way

W Government Offices of Sweden Ministry of Finance


https://www.un.org/development/desa/financing/document/un-handbook-carbon-taxation-developing-countries-2021

UN Tax Committee

Subcommittee on Environmental Tax Issues 2021-2025

« Subcommittee current mandate: » Five specific workstreams:

* “Produce practical guidelines on targeted, 1. Interaction of carbon taxation with other
additional, apd emerging issues in the area of national measures (lead drafter Stefan Weishaar)
carbon taxation, which are not covered or fully o _
developed in the Handbook on Carbon Taxation for 2. Role of carbon taxation in supporting energy
Developing Countries. ..... Work on any additional transition (lead drafters An Theeuwes and Jim
relevant environmental taxation issues as Robertson)
requested by the Committee” 3. Interaction between carbon taxation and

carbon offset programs (lead drafter Amparo Grau
« Co-coordinators: Muhammad Ashfaq Ruiz)
Ashmed (Pakistan) and Susanne Akerfeldt 4. Border Carbon Adjustment Mechanisms (lead
(Sweden) drafter Christopher Morgan)

5. Other environmental taxes than carbon

taxation (lead drafters Hira Nazir and Armin Monostori
Hartmann)

« About 25 experts from across the globe
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UN Handbook on Carbon Taxation
for
Developing Countries

In more detall
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The HandbooK - main elements .....

« Why introduce a carbon tax? « About 200 pages

* How to generate public acceptance? < Hands-on guide

* Design — in general and in more « Overview of main elements to
detall consider

« Setting the tax rate * Focus on ‘how to do it’ rather than

» How to address undesired effects ‘academic theory’

« Practical administration » Take account of local context

* Revenue use

+ Interaction with other instruments =>=> Let’s look into a bit more of the

content!
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General Intro for Policymakers

Chapter 2: An Introduction for Policymakers 16 ® G I O b al CI I m ate p ro b I e m

1. Introduction................ veereresressnsnssnsessesnnens 10
2. The env1r0nmental problem cllmate Change and carbon emissions .................16

3. Carbon emissions: a global POLCY PrOBIEM ...t seecnrneeees 18 o M Otlves for a Carbo n taX

4. Carbon pricing ... R e et arssesre s S0
4.1 Carbon emission reductlons and Government policies....ccovvcerrneirienennn. 20 . Reduce Cal‘bon emiSSionS

4.2 Carbon pricing iNStruMents ... 21

5. A Carbon Tax... sivans " sasaenn e eieeeerereeeeeseeeteararrra e b aa s aeeaatr st ansseennensnnnnten 0D ° Generates revenues

6. Motives for the 1r1tr0duct10r1 ofa carbon tax e ceerrnnerssennnrssnrsennenes 24

6.1 Fighting climate change by reducing carbon emissions (the e Promote investment in green technology
“green” dividend).... OSSO ON OSSO OO NOsOs SO OURT PP SUERORUUURUROROORUSOORY .t

6.2 Generation ofbud etary SOULCES wvuvrersrenreessnsessssersssrssnssssssessssessiessssssenresssssses S0 - . . .
6.3 Promotion of inveftment in new technology ... 26 ¢ M al n pOI I Cy CO nS I d e ratl 0 nS

7. Policy considerations in the introduction of a carbon tax ........cccoeevvvvccceicne. 26
7.1 Certainty and predictability of the price of carbon........cccvvcvvevinicerinn . 28
7.2 Administration of the carbon tax... e e s s OO
7.3 Potential distributional 1mp11cat10ns and corrective measures. ...........ce...... 29
74 Safeguardlng the competitiveness of domestic industries..............ccccccc.......29

8. Conclusion .. 29

Predictability for operators

Cost-efficient design and administration

Distributional effects

9. References................. SO ) |
Appendix 1: Emlssmn Tradlng Systems (ETS) VS taxes and cost- efﬁmency..............
Al ETS and taxes .. . SO UN PPN 1o
A2. Carbon pricing and markets et s en s sa s ss s erarean st ssenneses O
A3. References... 35

Competitiveness of domestic industries

L
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Public Acceptability

Chapter 3: How to Generate Public Acceptability for Carbon Taxes.........covereurns 36 -y
1. Introduction .............. OO UPOT PO PTURPPOURROROTNRS 1 ° I m po rtan Ce Of acce ptab I I Ity

2. Designing a feasible carbon TAX. s SO . ,
2.1 The importance of acceptablhty OSSR ¢ | * Not a ‘tax grab

3. Explaining attitudes towards carbon taxes ... 38

4. How to generate public acceptability ... 40 ) Perce IVed fal rneSS

4.1 The role of political and institutional trust.........ccccoceveererrrcerecrnrrrreeeerienee 4l
4.2 FOCUS ON the TEVENUES ..ot rsssssesresssesssssssssssssnes 42

* |Involve stakeholders in consultations
* Political trust
« Windows of opportunity

» Part of more general reforms?

Table of Contents

4.3 The importance of perceived fairness ........vevinrcesenenesresesenesennne 42

4.4 Searching for windows of OpPOrtUnity ... 43 L Step'by'step approaCh

4.5 Consider trial periods .........ccccvuevees crrerernre st enensnenserenes 43

4.6 Examples of potential pollcy mlxes/packages e sre s sens FO ° 1

4.7 Measuring acceptability in due time .. OSSO - o POI ICy paC kages
5. Conclu510n46

B. RETEIEIICES ..ottt sese st st s s e s bessssssssresbessenssnsssssssnsasssssssnssssnssess DT * Make sure that feaSibIe Options are ava”able
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General Design Features

Chapter 4: General Issues in Designing a Carbon Tax .........cccceennieereerssssnsssenss 49

L ntroduction. o s Who faces the cost of a carbon tax?

2 A carbon tax in context w1th other forms of taxation . SEUUSUURUUURUORP" L |
3. Who faces the cost of a carbon tax'?SO
4. TAXINEZ POWET ....cuviiismssessssiiiinssisssssssssssss s s sssssssssssss st sssssssssssssssss s s ssssssasssssessssssssess D0

41Tax1ngp0wer boundarles PRSP

Taxing power boundaries
4.2 Existing institutional frameworks for settmg and collectmg taxes..............52

4.3 Distinct features of a carbon tax.. eeeeeteeasteante et erntenasestasateesnteereneeasensenesneeens DO * Federal and SUbnatlonaI taxes

4.4 Constitutional rules regarding taxmg POWET w.oeveteeeeseessaseseessese e ssasaseesessnes O3 e Other institutional and constitutional frameworks to
4.5 Special considerations fOF]UTlSdlCthHS with subnatlonal levels corneerennnns D4 consider

5. Scope of the CarDON TaX.......ccvererneiecsseis s sssssss s sens DO
5.1 What to tax?.. SOOI o o

=2 Whowill pay the wans e 0 ocope of the carbon tax

53H0wt0tax'?58 ..
6 ¢ : « Carbon emissions or also other greenhouse gas
. CONCIUSION ...ttt ee e eeenesese s eeeeseeesenssnensesensesesnnsssnsansssenees DU

R T IICES ..ot e ettt s s eeeteseseesaa s et e sa e essssaseenassassnseeseesansassesansesssessessensnessnensssnsseess D] emiSSionS?

* Who pays the tax vs who faces the cost

ra

» Fuel Approach or Direct Emissions Approach?
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arbon Tax DeSign .... two main approaches

Chapter 6 Carbon Tax Design Approaches in Practice

1. Introduction
2. The Fuel Approach

. * Fuel Approach

L « Calculate tax rates based on average carbon content of
fuels = tax rates expressed in litres, tons etc

2.3.1 Carbon tax due early in the distributional chain ...,

2.3.2 Carbon tax due later in the distributional chain ...
2.4 Using an existing fuel taxation administrative SySLemM ...
2.5 Coverage of fuels by the Fuel Approach
2.6 Methodology to calculate a carbon tax by the Fuel Approach ..................
2.7 Tax rates are presented in the tax law in weight or volume units ...
2.8 Differentiation based on fuel quality
2.9 Some aspects relating to carbon content in fuels of biomass origin ..........
2.10 Low blends of ethanol and biodiesel into petrol and diesel ...

kgl e omaspr f el anddesten « Direct Emissions Approach

» Point of regulation — upstream or downstream?

» Using existing fuel tax administration

2.12 Summing up 90

3. The Direct Emissions Approach 91 . . .
31 Basic concept o1 « Making use of MRV (measuring, reporting and
3.2 Coverage of emissions by the Direct Emissions Approach ..., 92

33 Taxpayer o3 verification) systems necessary for UNFCC reporting

3.4 Methodology to calculate the tax payment by the Direct Emissions

;gl;;;):s:ring‘ Reporting and Verification Systems (MRV)E; ° FOCUS On Statlonary Instal Iat|0nS

3.6 Point of regulation 97
3.7 Institutions involved 98
3.8 Summing up the Direct Emissions Approach 98
4. Considering the different carbon tax approaches 99
5. Conclusion 99
6. References 101
Appendix 2: Taxation of air and maritime transport 102
Al Introduction 102
A2, Commercial air transport 102
A3, International maritime transport 103
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How to Set the Tax Rate

Chapter 5: Setting the Tax Rate.................. crrssssrssasaasssassaas

1. Introduction...
2. Basic con51derat10ns for setting the tax rate..
3. The theoretical framework...
3.1 Theory of externalities ..
3.2 Plgouwan taxation - 1nternahsmg external costs .
4. Practical approaches to set the carbon tax rate..

4.1 Standards and Price Approach - to reach a spec1ﬁc carbon

reduction target ... ettt ene
4.2 Revenue Target Approach

4.3 Benchmarking Appmach

5. DYNamicC TaX RALES ..o ssssss s sassssassasssssssssesssssssssssnsssssssssases
|
—
.73

5.1 The role of politics....
5.2 Tax Rate tra_]ectory

5.3 Regular adjustments of the Tax Rate
6. Setting tax rates under challenging CircUMSLanCes .......ccicvcsnsnnsnssnnsnn
7. CONCIUSION.....octiiitctnrie sttt st are s ars s s e s sa e s na s es
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* In theory ....
* |n practice
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Addressing Undesired Effects

Chapter 7: Addressing Undesired Effects on Households and Firms................. 107

1. Introduction................ " BT RN [ I ° Poor househOIdS

2. Possible adverse effects Irc—m carbon L2721 T ) o LU | I |

 Local industry

 Different options
Tax reductions

Table of Contents

Support schemes
Thresholds
Limitations in scope

2.1 Negative impacts on households ... .07
2.2 Negative effects on firms ........ciineieeieceeeeeeeeeneseseeeesennees 108
2.3 Concerns over carbon leakage ... 10

3. Assessing the risk of negative etfects - ceeererrarsensenes 112

4. Policy options to address concerns over unwanted adverse eﬁects coreneenne 113
4.1 Tax-reducing measures 115 o Carbo N Ieakag e
4.2 SUPPOIT MEASUIES ..cveiiiiicini s s sssssssssssssssssess ssssasssssssassss 110
4.3 Trade-related measures.. e . verssessnsssessnsnsns 118

5. Administrative simplicity, enwmnmemal 1ntegr1ty, and falrness w122

6. Examples of carbon tax introduction: Two-level tax systems and thresholds ...... 123

T CONCIUSION. it b e s bbb b s s LD

8. RETETEIICES ..ottt ettt st e ssns s ssnnes LEDD
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Tax Administration

Chapter 8 From Design to Administration: Practical Application of a - - . o
CarbOB TaS 1o 128 Institutions and their responsibilities
L Introduction... OSSO OPOOO s
2. General issues in tax admmlstranon et se sttt st ssssseseseannses 128 TaX- paye s and taX retu s
3. General issues in carbon tax admmlstratlon..,.....,..,...,..,.....,..,,..,..,.....,...,..,..,..,..,..129
3.1 Institutions and their responsibilities ... 129 .
3.2 Stakeholders and public engagement. ... s 100 SeCU rl n g ta.X paym e nt a.n d CO ntrOI
3.3 Transition period considerations........ s s 130 .
3.4 Coordination with overlapping policy insStruments ... 137 m e C h a.n IS m S
4. Core features of the carbon tax ................ SOOI 7
5. Considerations regardmg detalled admmlstra[we regulatmns o _ "
manage the carbon tax.. e st ssesssnssssenses TE0) EX pOSt eval u a‘tl 0 nS
5.1 Registering taxpayers v TR [ J |
5.2 Tax returns (declaratmn} and boc-k keepmg O [ '
5.3 Tax exemptions and reimbursements .. 144
5.4 Period to file the tax return.. ORI [ 1+
5.5 Securing the payment of the tax due SOOI L =1
5.6 Liability thresholds... O OO RRR [ 2
5.7 Control mechanisms and emissions reportmg SO . &
5.8 Compliance and enforcement mechaniSms .........cceircssesssennees 149
6. Ex-post evaluation of a carbon tax ... enesesesneenes 190
7. CONCIUSIONS .ottt st e s e e s sass s st naa s sas st sbemens LD
B REFETEIICES «...oevveecererr v ettt sss st st ams st st ssssssansssenansessassssees 10D
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Revenue Use

Chapter 9: Revenue USe.....ocncrinsecsnisennns

154

1. Introduction ..

2. Options for revenue use..
2.1 Compensation for vulnerable |ndustrles
2.2 Compensation for households...

United Nations Handbhook On Carbon Taxation For Developing Countries

2.3 Environmental SPeNding ... s s

2.4 TaX SRIFLS oot s s s s
3. Administrative systems {0 COMMIL LaX FEVENUES.....ccrs s s
4. Transparency and ComMMUNICATION ...ttt st saneens
cerennnnn 161
wenenn. 163
T

e 164
AZ. Potential carbon ax reVeNUE ... s sas sasssas
B T LU =] =l T =N

5. Conclusion...
6. References ...
Appendix 3: Carhon tax revenue in perspective ...
Al Current carbon tax revenue ..
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« Ear marking or into general budget?

Compensation schemes for
households and firms

« Environmental spending
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Interaction with Other Instruments

Chapter 10: Interactions Between the Carbon Tax and Other Instruments.... 169

L INTrOdUCTION i s s ssss s ssssssssssssassssssssssssssssssssissssasass 109
2. Carbon Tax to be considered in CONTEXL........cmmmmmisinsmssss 109
3. Assessing the iINeraction ... s 109
3.1 Complementary policies ... L 10
3.2 Overlapping poliCIES .. s s L2
3.3 Countervailing poliCIes ... L0
4. Policies and instruments interacting with a carbon taX.......cnnnn.. 174
4.1 Carbon tax as one of the carbon pricing mechanisms ... 175
4.2 Fuel and energy taXation ... s 11D
4.3 Investment iNCENTIVES ... s 11 0
4.4 Fossil fuel subsidies ... 107
5. Addressing iNteractions ... s ssssssses 11
5.1 Adjusting the carbon taX ... e LT 5
5.2 Adjusting pre-existing poliCies ... 119
5.3 Ensuring policies are complementary ... 180
7. CONCIUSIOMS ..ttt s st ben st st s et ssssssases L]
B. RETEIEICES ..ottt ettt st et ses s neesrsnene LD
Appendix 4: Fossil fuel subsidies ...t 184
AL References .. e LOO
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* A carbon tax is not introduced in a
policy vacuum

* Need to consider existing and
potential new instruments

« Complementary => improve effectiveness
» Overlapping => risk for create inefficiency
« Countervailing => undermine the effectiveness
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* Reduced emissions can be combined with long-
term economic development and prosperity

* Fine-tune policy design — what works in one country may
not work well in another

* Public acceptability
» Policy packages
« Different options to address undesired effects

* Low administrative costs; ETS schemes more
complicated and costly

» Raises revenues, can be used to make options available

« Discuss with stake holders and academia; cooperate
within Government offices and with relevant authorities Photo: Folio Images
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Contact information:

Susanne Akerfeldt

Senior Adviser

Tax and Customs Department
Ministry of Finance, Sweden
E-mail: susanne.akerfeldt@qgov.se

Phone: +46 8 405 1382
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