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Climate Finance and Tax:

Approach

Bonds)

* Private party finance

* Mid to longterm
engagement

* Requires interest and
principal disbursement

* Expenditure impact.

* Private party financing * Country-country )
(corporate) financing
* Possible expenditure * Possible expenditure
allocation allocation
Voluntary Article 6 of y
carbon the Paris
markets Agreement
Debt :
: Fiscal
Instruments
Reform
s (Green ~N

* Domestic policy = tax
and expenditure reform

* Increase fiscal space

* Relies on country’s own
unconditional
resources
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Aligning the fiscal system with environmental goals:

Paris Agreement Goals

NDCs .. Emissions
o000 0 ‘ o060 .’. mitigation
O

SDGs ‘
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Carbon Price:

Carbon Tax Explicit Price
Emissions Trading Scheme Explicit or implicit
Energy Tax Implicit

Fossil Fuel Tax Implicit

Pollution tax and similar taxes Implicit

(-) Expenditure based policies

= Total National Carbon Price
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Tax and Climate:

Implicit

Explicit

Explicit

Environmentally related taxes
Any compulsory, unrequited payment
to general government levied on tax-

bases deemed to be of particular
environmental relevance.
OECD Definition

Environmental taxes

Taxes whose tax base is a physical unit
{or a proxy of it) that have a proven
specific negative impact on the
environment. For example, CO,.

OECD definition

Source: UN Handbook on Carbon Taxation for Developing Countries, 2021
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Tax and Climate:

ATAF Policy Brief, Environmental
Taxes Defined, available at:
https://events.ataftax.org/index.
php?page=documents&func=vie
w&document_id=143& ga=2.160
338110.289083622.1638782446-
1126016533.1623059767
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ENVIRONMENTAL
TAXES
DEFINED




* Reduced return on investment

Indirect tax

Explicit, In rem Direct effect Example: Carbon
price on mitigation tax

(excise tax)

- Example: VAT on
Ind Irect tax Implicit, ad Indirect effect fossil fuel
valorem price on mitigation products, energy
(OtherS) tax, pollution tax
Example:
Direct tax Reduced profit No direct corporate tax,
. from polluting impact on royalty tax (based
(p rofit taX) activity mitigation* on excess profits),

windfall tax

Example: income

Direct tax No direct tax, dividend tax

(shareholder impact on (return on
level) mitigation™ investment)




* Reduced return on investment

Indirect tax
Example: Carbon
excise tax e
( ) BEHAVIOURAL
Ind | reCt taX CHANGE Example: VAT on
fossil fuel
: ' products, energy
(OtherS) tax, pollution tax
Example:
Direct tax Reduced profi corporate tax,
frong ' royalty tax (based

(profit tax)

on excess profits),
windfall tax

Example: income
Direct tax tax, dividend tax

(shareholder (return on
level) itigati investment)



Justice:

» Tax justice
» Tax matches ability to pay
 Redistributive measures

» Environmental justice
» Climate change impact overly burdens low-income households
« Carbon pricing and other preventive measures

* Inter-nation justiciability
 Impacts of climate change most hardly felt in the global south
» Border Carbon Adjustment measures
» Base carbon tax floor according to principle of common but differentiated responsibilities.
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