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Only carbon tax won't do

Monica Prasad

Evanston, I llinois: Everyone seemsto
be talking about a carbon tax. It's
probably the most glamorous — and
certainly the most unlikely—use of the
tax code since Al Capone got hooked for
tax evasion. Theideais that polluters
should pay for the environmentd

they cause. Slap atax on carbon, the
theory goes, and you will get fewer
carbon emissions, more revenue for
government and energy independence,
al at the sametime. No wonder people
from both sides of the political divide
have comeout in support of it.

But a carbon tax isn't a new idea
Denmark, Finland, Norway and Sweden
have had carbon taxesin place sincethe
1990s but the tax has

handing over cash to the government.
How doyou get themto change?First,
you prevent policymakers from turning
the tax into a cash cow. Carbon tax
discussionsdways ssemto devolveinto
glesful suggestionsfor waysto spend the
revenue. Reducetheincometax?Givethe
money tolow-income consumers? Useit
to pay for hedlth care? Denmark avoids
the temptation to maximise the tax
revenue by giving the proceeds back
to industry, earmarking much of it to
subsidise environmental innovation.
Danish firms are pushed away from
carbon and pulled Into environmental
innovation, and the country's
isn't put at a competitive disadvantage.
Sothisislesson No. 1 from Denmark.
The second lesson is that the carbon
tax worked in Denmark

notledtolargededines
inemissionsinmost of
these countries— in
the case of Norway,
emissionshaveactudly
increased by 43 per
cent per cap|tﬂ_ An -;_
economist might say ¥
thisisfing aslongas I
thecodt of theenviron-

because it was

for Danish firms to
switch to cleaner fuds.
Danish policymakers
madehugeinvestments
in renewable energy
and subsidised envi-
ronmental innovation.
Denmark back then
was more reliant on

mental damage is being internalised,
the tax is working — and emissions
might have been even higher without the
tax. But what environmentalist would
be happy with a 43 per cent increase
in emissons?

The one country in which carbon
taxes have led to a large decrease in
emissionsis Denmark, whoseper capita
carbon dioxide emissions were nearIB/
15 per cent lower in 2005 than in 1990,
And Denmark accomplished this while
posting a remarkably strong economic
record and without relying on nuclear
power. What did Denmark doright? There
are many elementsto its success, but
taken together, the insight they provide
isthat if reducing emissionsisthegod,
then a carbon tax is atax you want to
impose but never collect.

Thisisahardlessontolearn. Thevery
thought of new tax revenue hasaway of
changingtheprioritiesof themost hard-
headed politi cians— even GenghiskKhan
learned to be peaceful, the story goes,
when he saw how much morerewarding
it wes to tax peasants than to kill them.
But if wewant |ower emissions, thegod
of acarbon tax is to prompt producers
to change their behaviour, not to
dlow them to continue polluting while

coal than the other three countries
were (but not more so than the United
States is today), so when the tax gave
companies a reason to leave cod and
the investments in renewable energy
gﬁave them an way to do so,
they switched. The key was providing
easy substitutes.

The next president of the US seems
sure to be more committed to environ-
mental policy than the current president
is, and acarbon tax ishigh on everyone's
list of options. Indeed, acarbon tax has
been promoted almost as a panacea—
just pop in the economic incentives
and watch them work their magic. But
unless steps are taken to lock the tax
revenue away from policymakers and
invest in substitutes, a carbon tax could
lead to more revenue rather than to
lesspollution.

If we want to reduce carbon emis-
sions, then we should folow Denmark's
example: tax the industrial emission
of carbon and return the revenue to
industry through subsidiesfor research
and investment in alternative energy
sources, cleaner-burning fuel, carbon-
capturetechnol ogies and other environ-
mental innovations, —NYTNS
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