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Environmental tax reform in countries of the South
So far, combating tax evasion and tax avoidance 
has been at the centre of the international tax 
justice agenda, together with the creation of fair 
and efficient tax systems. As yet, ecological as-
pects have been discussed separately from these 
issues, as has been the case in Germany with the 
debate around an ecological financial reform. 

However, tax and fiscal policy is a key tool for 
governments to implement environmental poli-
cy goals in the narrower sense and achieve the 
goals of sustainable development in the wider 
sense. But so far, this has been insufficiently ap-
plied. Many governments have been reluctant to 
introduce effective taxes on the environmentally 
harmful consumption of natural resources or to 
eliminate the respective subsidies. 

In the meantime, environmental taxes have been 
introduced concerning various items in several 
countries, although systematic environmental tax 
reform has remained an exception. This applies 
even more to comprehensive models of environ-
mental-social fiscal reform, which link up environ-
mental goals with the protection of human rights 
and with promoting social justice. In this manner, 
they can have a twofold impact: They can contrib-
ute both to reducing social disparities and to pro-
tecting the environment and the climate. Further-
more, such reforms can mobilise additional public 
finance urgently required to achieve the sustain-
able development goals. 

From environmental taxes to 
environmental fiscal reform

Efforts to achieve environmental policy goals with 
the aid of fiscal policy are not new. Taxes, charg-
es and fees aimed at reducing environmental pol-
lution (e.g. the emission of harmful substances) 
or the consumption of natural resources (e.g. of 
mineral oil) were already introduced in various 

(above all European) countries in the 1970s and 
1980s.1 In the early phase, the emphasis was usu-
ally on introducing individual Environmental Tax-
es (ETs) or fees on consumption. Environmental 
taxes and fees can be levied in a wide variety of 
areas. They range from wastewater charges and 
a tax on plastic bags to mineral oil tax and CO2 
excise duties. In order to roughly categorise envi-
ronmental taxes, Eurostat distinguishes between 
environmental taxes on energy, transport, pollu-
tion and natural resources (cf. Box).

In the meantime, a wide variety of environmental 
taxes have been introduced in all regions of the 
world. One example is Tanzania, where the sum 
of a range of environmental taxes accounted for 
a share of 18.5 percent of overall tax revenue in 
2009 – more than in any OECD country.2

Since the 1990s, more comprehensive concepts 
of Environmental Tax Reform (ETR) have increas-
ingly been discussed at international level. In the 
high-income countries with a relatively high tax 
ratio, such reforms are frequently conceived on a 
revenue-neutral basis, i.e. the introduction of tax-
es or excises is supposed to go hand in hand with 
tax reliefs in other areas, in particular regarding 
the taxation of labour. The European Environ-
ment Agency puts this as follows:

“Environmental tax reform (ETR) is a reform of 
the national tax system where there is a shift of 
the burden of taxation from conventional taxes, 
for example on labour, to environmentally dam-
aging activities, such as resource use or pollution. 
The burden of taxes should fall more on ‘bads’ 
than ‘goods’ so that appropriate signals are given 
to consumers and producers and the tax burdens 
across the economy are better distributed from a 
sustainable development perspective.” 3

By definition, such tax reforms are restricted 
to the field of state revenue. However, govern-
ments can also achieve ecological effects via their 
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spending policies. For example, they can abolish 
environmentally harmful subsidies, such as sup-
port provided for coal mining, and instead finan-
cially back environment-friendly activities such as 
the use of renewables. The more comprehensive 
concept of Environmental Fiscal Reform (EFR) has 
been developed to consider the entire range of 
fiscal policy tools. 

“Environmental (or ecological) fiscal reform (EFR) 
is a broader approach, which focuses not just on 
shifting taxes and tax burdens, but also on re-
forming economically motivated subsidies, some 
of which are harmful to the environment and may 
have outlived their rationale (...). EFR is a more 
recent development than ETR and offers more op-
portunities for progress, and is more in line with 
the ‘polluter pays’ principle and the concept of 
sustainable development.” 4

Examples of environmental tax reform in 
countries of the South

Since the 1992 UN Conference on the Environ-
ment and Development in Rio, environmental tax 
reforms have been on the political agenda in a 
growing number of countries in the South. In par-
ticular in times of crisis, the focus is not so much 
on environmental steering effects but, rather, on 
raising additional state revenue. Taking all charge 
and duty systems into account that have envi-
ronmental impacts, almost every country in the 
world has gathered experience with one or the 
other type of environmentally related tax. 

Water, wastewater and waste management is 
usually implemented at a decentralised level. It is 
at this level that corresponding systems of charg-
es and duties tend to be introduced rather than 

Box

The most important categories of environmental taxes 

Energy taxes
This group includes taxes on energy products used for both transport and stationary purposes. The 
most important energy products for transport purposes are petrol and diesel. Energy products for 
stationary use include fuel oils, natural gas, coal and electricity. The CO2-taxes are included under 
energy taxes rather than under pollution taxes. 

Transport taxes
This group mainly includes taxes related to the ownership and use of motor vehicles. Taxes on other 
transport equipment (e.g. planes), and related transport services (e.g. duty on charter or scheduled 
flights) are also included here, when they conform to the general definition of environmental taxes. 

Pollution taxes
This group includes taxes on measured or estimated emission to air and water, management of solid 
waste and noise. 

Resource taxes
Taxes on resources pose some particular problems. There are differences in opinion on whether re-
source extraction is environmentally harmful in itself, although there is broad agreement that it can 
lead to environmental problems, such as pollution and soil erosion.

In general, taxes on extraction of minerals and petroleum are often designed to capture the resource 
rent, and do not influence production and prices in the way that other environmental taxes, e.g. 
product taxes, do. 

Source: Eurostat (2001): Environmental Taxes - A statistical guide. Luxembourg. p. 12.
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at national level. For example, Mozambique’s 
capital of Maputo introduced a waste fee for do-
mestic waste in 2002 which today represents the 
most important financing tool for urban waste 
management.5 There are many similar examples 
in the area of water and wastewater, too.6

Nowadays, there are also examples of environmen-
tal tax reforms at national level in many countries, 
whether it be the elimination of environmentally 
harmful subsidies or the introduction of environ-
mental reforms. For example, Morocco introduced 
a tax on the import of plastics coming into effect 
as of 2013. South Africa has levied a tax on plastic 
bags since the mid 2000s and, since 2011, a CO2 
tax for vehicles, too.7 In both countries, however, 
these measures represent individual cases rather 
than part of a comprehensive fiscal reform. 

So far, Vietnam has been the only country of the 
South to introduce comprehensive fiscal reforms. 
There, a new environmental tax law was passed in 
2010 that came into force in 2012. The law stipu-
lates that taxes be levied not only on energy in 
terms of petrol and coal, but also on environmen-
tally harmful substances such as HCFCs, selected 
pesticides and plastic bags. However, taxes on en-
ergy account for more than 99.5 percent of the es-
timated tax revenue. Up to 1.5 billion euros in ad-
ditional tax revenues for Vietnam’s cash-strapped 
government coffers was expected for 2012. This 
revenue was divided between the central govern-
ment budget and those of the regions. Simulation 
results indicate that poorer households are not 
excessively affected by the environmental taxes.8 

Environmental fiscal reforms are by no means al-
ways implemented free of conflict. In Bolivia, for 
example, attempts to eliminate fossil fuel subsi-
dies in December 2010 failed owing to strong pro-
tests among the population. Price hikes of up to 80 
percent resulting from the elimination of subsidies 
were far too high, and they would have excessively 
burdened the poor. Compensatory measures in the 
form of increases in salary for civil servants and a 
raised minimum wage were only announced as an 
afterthought. They were poorly communicated and 
came too late. After only a few days, the Bolivian 
government withdrew the elimination of subsidies.

The threat of resistance on the part of companies 
immediately affected as well as broad sections 
of the population explains why environmental-
ly harmful subsidies or tax reliefs have not been 
eliminated in many countries. On the contrary, 
fuel subsidies alone reached an all-time high of 
523 billion US dollars in 2011, which is almost six 
times as much as subsidies for renewables.9

On the way to environmental and social 
fiscal reform

Reform proposals for government fiscal policy differ 
according to whether they are being pursued from 
an environmental, social or human rights perspec-
tive. Environmentally motivated reform proposals 
result in environmental taxes relating to single as-
pects or in more comprehensive environmental tax 
reform concepts. In addition, environmentally rel-
evant subsidies are considered in connection with 
environmental fiscal reforms.10

Reform proposals motivated by social and distribu-
tion policy aspects are significantly more heteroge-
neous. With a view to the income side, they deal 
e.g. with issues relating to the taxation of capital or 
assets or with the regressive effects of value-added 
and excise duties. On the expenditure side of the 
budget, they focus e.g. on public finance and the 
development of social security systems.

So far, reforms from a human rights perspective 
have concentrated mainly on the expenditure 
side of fiscal policy. Under the headword of “hu-
man rights budgeting”, the emphasis is above all on 
examining whether spending policy is in harmony 
with the economic, social and cultural rights (ESC 
rights). In addition, the budgets are also examined 
with a view to the rights of women, children and 
youths. As yet, the income side of the budget, and 
therefore also tax policy, has mainly been looked at 
with regard to the establishment of the maximum 
available resources – however, more detailed anal-
yses are still insufficiently detailed.11

Concentrating on sector or actor related analy-
ses of tax and fiscal policy is understandable from 
a pragmatic angle, for these are easier to conduct 
than e.g. a complex appraisal of the entire budg-
et with respect to human rights. But they do have 
clear limits. For separate analyses can lead to in-
coherent results and contradictory policy recom-
mendations. For example, subsidies or tax reliefs 
for extractive industries may promote employment 
while possibly also having negative environmental 
side-effects.

The ideal solution would therefore be to consist-
ently integrate environmental, social and human 
rights perspectives into the concept of tax and fiscal 
policy. Taxes or tax reliefs that appear harmful from 
an integrated perspective of this kind could thus be 
systematically identified (with a view to eliminat-
ing them). Equally, proposals for alternative tax sys-
tems ought to be conceived taking environmental, 
social and human rights criteria into account with 
the goal of avoiding costs for the poor. In addition, 
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the revenues from an environmental fiscal reform 
could be used for social compensation mechanisms 
or to reduce social security contributions. Both 
measures would benefit the poor.

The basic goal ought to be to orient fiscal policy 
as a whole on achieving human rights and on the 
sustainable development goals. So far, approaches 
such as environmental tax reform or Human Rights 
Budgeting, ought to be developed correspond-
ingly. Ashish Kothari of the Indian organisation 
Kalpavriksh, for example, similarly supports “Budg-
eting for Sustainability”. Regarding India’s govern-
ment budget, he demands that:

”Government schemes should be re-oriented from 
an ecological and social justice perspective in the 
long run.”12

Also in response to criticism of one-dimensional en-
vironmental taxes and their potentially negative so-
cial and economic side-effects, EFR concepts have, 
in the meantime, been developed into concepts for 
Eco-social Fiscal Reforms (ESFRs).

Proposals for Germany aim at reforms 

“ (...) eliminating environmentally harmful subsi-
dies in harmony with social and economic aspects, 
raising taxes steering towards ecological goals step 
by step and also addressing socially motivated tax-
es with the aid of asset and financial transaction 
taxes. Thus energy efficiency incentives can be im-
proved, more social justice can be achieved and, at 
the same time, a considerable potential to reduce 
national debt can be tapped.” 13

Proposals on the expenditure side of the budget in 
accordance with environmental and social criteria 
have been formulated by civil society organisations 
in the Philippines. With the Alternative Budget Ini-
tiative (ABI),14 they have been presenting their al-
ternative proposals for the official government 
budget once a year since 2007. Their chief aim is 
a stronger orientation of the entire budget on the 
MDGs. In addition to the areas of education, agri-
culture, health, social protection and support for 
handicapped people, ecological aspects are also 
considered. The 2012 report contains a separate 
chapter on the environment. 

In further elaborating initiatives such as the Philip-
pine ABI, the next consistent step could therefore 
be to systematically design fiscal policy as a whole, 
i.e. both tax policy and budget policy, in accordance 
with sustainability criteria.

This paper is based on material including 
contributions and discussions at the 
international expert conference on “Tax Justice 
– Human Rights – Future Justice” in Berlin on 
the 27th November 2012. The conference was 
jointly organised by the Friedrich-Ebert-Stiftung, 
Global Policy Forum Europe, MISEREOR and 
terre des hommes in co-operation with the Tax 
Justice Network Germany.
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The Tax Justice Network Germany promotes transparency in international fi-
nance and opposes secrecy. We support a level playing field on tax and we op-
pose loopholes and distortions in tax and regulation, and the abuses that flow 
from them. We promote tax compliance and we oppose tax evasion, tax avoid-
ance, and all the mechanisms that enable owners and controllers of wealth to 
escape their responsibilities to the societies on which they and their wealth 
depend. Tax havens, or secrecy jurisdictions as we prefer to call them, lie at the 
centre of our concerns, and we oppose them.


