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The rationale

• Market failure leading to excessive pollution and 
environmental destruction

• More efficient than regulation; more effective than 
voluntary agreements and information 

• Without significant increases in carbon-based energy 
prices, energy consumption will go on rising and energy 
efficiency be disincentivised

• This will lead to increased carbon emissions and a 
failure to stabilise the climate in a cost-efficient way 
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UK Green Fiscal Commission research,
2006-2009

• 8 Briefing Papers, see 
http://www.greenfiscalcommission.org.uk/index.php/site/about/pu
blications_and_presentations/) on:
– Public opinion; modelling of economic, 

environmental and social implications of a major tax 
shift; distributional issues; international comparisons 
on the effectiveness of economic instruments; ETR 
and innovation; ETR and competitiveness; border tax 
adjustments; ETR and transport; revenue stability

• Canada’s Ecofiscal Commission: 10 Myths about Carbon 
Pricing (https://ecofiscal.ca/wp-content/uploads/2019/03/ 
Ecofiscal-Commission-10-Myths-about-carbon-pricing-March-2019-
FINAL.pdf) 

http://www.greenfiscalcommission.org.uk/index.php/site/about/publications_and_presentations/
https://ecofiscal.ca/wp-content/uploads/2019/03/Ecofiscal-Commission-10-Myths-about-carbon-pricing-March-2019-FINAL.pdf


UK Green Fiscal Commission –
Summary of Findings

• Environmental taxes work: they reduce environmental impacts
• Environmental fiscal reform is economically neutral or beneficial
• Environmental taxes are efficient: they improve the environment at least cost
• Environmental taxes can raise stable revenues
• The public can be won round to Environmental Tax Reform (ETR)
• ETR would stimulate investment in energy and environmental efficiency, and 

the low-carbon industries of the future
• ETR can mitigate the impact of high world fossil fuel prices by stimulating 

energy efficiency, and of low fossil fuel prices by including external costs :
unlike ETR, high world energy prices are bad for the economy; low fossil fuel 
prices make low-carbon sources less competitive

• The impacts of ETR on competitiveness can be mitigated: concerns of relatively 
few economic sectors can be addressed.

• Low-income households need special arrangements, perhaps utilising some of 
the revenue from ETR

• Green Fiscal Commissions: can explore options, build consensus and work out 
the details (modelling)



Lessons on carbon and environmental 
taxation

• Carbon taxes are not a magic bullet for reducing GHGs; they 
need to be supplemented with regulations (e.g. especially for 
energy efficiency) and innovation support BUT

• Carbon taxes are an essential component of a cost-effective 
emissions reduction strategy

• National and fiscal contexts are important for implementation 
– but general rules about good practice in public finance (e.g. 
in respect of hypothecation) apply

• The broad lessons from experience with carbon taxes can be 
read across to other environmental taxes – but these also 
need to be analysed, designed and implemented on a case-
by-case basis to consider the issues discussed here



Cost 
evolution for 

selected 
technologies

Source: IRENA 2018 Renewable Power Generation Costs in 2017, https://www.irena.org/-
/media/Files/IRENA/Agency/Publication/2018/Jan/IRENA_2017_Power_Costs_2018.pdf

https://www.irena.org/-/media/Files/IRENA/Agency/Publication/2018/Jan/IRENA_2017_Power_Costs_2018.pdf


LCOE for selected technologies
Source: 
https://about.bnef.com/blog/
scale-up-of-solar-and-wind-
puts-existing-coal-gas-at-
risk/. 

NB LCOE in 
Figure 2 stands 
for Levelised
Cost of 
Electricity, which 
is a standard 
way of 
comparing the 
costs of different 
electricity 
technologies

https://about.bnef.com/blog/scale-up-of-solar-and-wind-puts-existing-coal-gas-at-risk/


Cheapest electricity sources for different countries

Source: https://about.bnef.com/blog/scale-up-of-solar-and-wind-puts-existing-coal-gas-at-risk/. 

https://about.bnef.com/blog/scale-up-of-solar-and-wind-puts-existing-coal-gas-at-risk/


Carbon pricing and solar electricity

• Carbon pricing will accelerate the solar revolution
• In addition to being an essential component of a cost-

effective emissions reduction strategy, it will prevent 
investment in high-carbon fuels and assets that could be 
stranded

• In many developing countries, it could also prevent other 
investment in infrastructure (e.g. transmission networks) that 
will not be needed (cf telecommunications landlines)
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