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Environmental Taxation

• The ‘perfect’ negative externality
• Mitigation, impacts, adaptation
• Public intervention: fiscal policies
• Trade-offs efficiency/equity

• The policy discussion
• The costs of doing nothing
• The costs of sub-optimal policies
• Compensations with pricing approaches

• How to compensate? 
• Constraints in practice: a lesson from Spain
• New approaches?
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Environmental Taxation

• The ‘perfect’ negative externality
• Global, inter-generational, + thresholds & 

extreme events
• Huge distributional issues:

• Source of the problem
• Impacts
• Adaptation (autonomous or public policy)
• Mitigation policies
• Loss and damage

• Pervasive Trade-offs Efficiency/equity
• Equity, a central issue
• Feasibility of actions
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Historical and current CO2 emissions sources
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Source: INE (2023)
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Environmental Taxation

• More on efficiency-equity:
• Measurement issues: Additionality, 

income/wealth, horizontal/vertical equity 
• Distributional pathways (Vona, 2023)

• Sources of income (labour market)
• Uses of income*

• Public policy discussions
• Distributional costs of doing nothing

• Global loss; within the world and countries
• More impacts, less adaptation (Bastien-Olvera et 

al., 2023; Hallegate et al., 2016)
• The costs of sub-optimal policies

• More costs to distribute
• Distributional impacts: measurement and salience 

of different policy options (Zachmann and 
Frederiksson, 2018)
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Why prices for climate policies?
• Account for social costs

• Cost-effectiveness

• Salience

• Promote innovation

• Raise revenues for:
• Distributional compensations

• Within the country
• Global transfers

• Fund the transitions (Energy efficiency, etc.)

• Necessary (not sufficient) for the vast transformations

Crucial to
Transition
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Source: World Bank
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Assessment
• Revenue and emissions impacts

• Distributional impacts and 
compensations (households)

• Particularly in electrification and 
mobility (in other areas, generic or no 
assessment)
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• Priority Areas:
• ‘Sustainable Electrification’ 
• ‘Mobility compatible with ecological 

transition’
• ‘Increase in circularity’
• ‘Recognition of environmental costs 

associated to water use’

• “Roadmap” based on academic 
approach and detailed simulations:
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Electricity tax reduction



Environmental Taxation

Electricity tax reduction
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Equal diesel and gasoline tax rates
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Kerosene tax (aviation)
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• Fiscal policies and compensations
• Ad hoc (income groups, etc.) or general
• Short-term or long-term (stock)
• On prices or income

• Within specific taxes (price or stock)
• Green tax reform fashion
• Use of expenditure

• Price subsidy vs direct cash transfer
• Subsidy to change of stock
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https://n9.cl/aumbl

https://n9.cl/aumbl
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Households who purchased cars by decile of equivalent income. Spain 2023 (EPF)
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Change in household income by decile from clean vehicle subsidies in Spain, 2023
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Constraints in practice…
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No compensatory policies
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Actual compensations by the Spanish government
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‘White-book’ type compensation
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Equal lump-sum to all households
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Comparison of distributional outcomes
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• New approaches
• Why?

• Income and wealth polarisation
• Poverty
• Unequal climate responsibilities and impacts

• How?
• Selection of ‘less-damaging’ instruments
• Changes in the design of environmental 

instruments
• Taxing wealth for climate change 

mitigation?
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https://n9.cl/ozpkc

https://n9.cl/ozpkc
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Conclusions
• Climate change brings about huge distributional 

effects, from many angles
• Offsetting negative distributional impacts is 

crucial for a feasible transition
• Fiscal policies should play a big role
• Proper design and implementation are needed: 

well-targeted, incentive-compatible and long-
term approaches

• Public sectors must adapt deeply to this new 
compensatory landscape

• Sub-optimal policies might be occasionally 
necessary to facilitate progress in 
decarbonisation due to pervasive trade-offs
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