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Why an international green fiscal policy reform is urgently needed in the wake of the COVID-

19 pandemic for a sustainable and resilient future? This is one of the questions that I was asked 

at the brainstorming session entitled “Towards a Green International Tax reform” during the 

TAXCOOP held in Montreal on October 15, 2020. I’d like to share with you some of my 

thoughts on this regard.  

I would like to point out that an international green fiscal policy reform was urgently needed 

even before the advent of COVID-19. Economic literature has long argued that environmental 

policy may be more efficient to make the costs explicit “through carbon taxes and carbon 

trading, securing the abatement of emissions in places and sectors where it is cheapest and 

suggested that the carbon price would need to increase annually by 1-2 EUR per ton CO2 in 

real terms” (IPCC, 1995, 2001, 2019). During the COP25 held in Madrid on December 2019, 

it was claimed that countries needed to raise the scope of their efforts on climate change 

policies. At that time the necessity of moving ahead with Article 6 of the Paris Agreement to 

reinforce actions with clear and strong rules, was at the center of the discussions. However, 

there was no consensus in many areas, pushing decisions back into coming years under the UN 

climate process. Matters, including the mentioned Article 6, as well as reporting requirements 

for “common timeframes”, were all postponed. If “the international community lost an 

important opportunity to show increased ambition on mitigation, adaptation & finance to tackle 

the climate crisis”, - wording UN secretary general António Guterres – the current crisis must 

be an opportunity to accelerate good tendencies able to shift to sustainable practices.  

Now, more than ever, we find ourselves in a vulnerable and unpredictable position. The urgency 

to act is even greater because if we don’t, the cost of mitigation will exponentially go higher 

and more public resources in the long-term will be needed. Although entire sectors of the 

economy have shut down, GHG emissions in the atmosphere remain too high. A recent UN 

Report notices that the world is set to see its warmest five years on record, and it’s on track to 

not meet with the agreed targets to keep global temperature increase well below 2 °C or at 1.5 

°C above pre-industrial levels.  

Certainly, this economic crisis is so severe and the opportunity to embrace a more sustainable 

recovery so clear that “building back better” for tackling coronavirus towards a Sustainable, 

Resilient Recovery after COVID-19 is an appropriate expression. On the one hand, among its 

multiple dimensions, its crucial to maintain and increase ambition of long-term environmental 

objectives, making energy pricing coherent as part of fiscal reorganization post-crisis. On the 

other hand, automatization and digitalization of industrial processes often enhances the 

efficiency of production, thereby reducing emissions. All in all, responding to the important tax 

and environmental challenges in a successful way will require policy makers to mobilize 

hitherto hidden imaginative reserves. It is obvious that at the end of the day important actions 
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in this regard will demand complex international agreements, and new international tax 

standards and proceedings.  

The international dimension of green fiscal policies needs to consider some other issues to 

assure actions in the right direction. First, differences in trade policies that create a global 

implicit subsidy on CO2 emissions in internationally traded goods, therefore contributing to 

climate change. In this regard, Joseph Shapiro (“Environmental Bias of Trade Policy”, Energy 

Institute WP, May 2020), shows that in most countries import tariffs and non-tariff barriers are 

substantially lower on dirty than on clean industries, where an industry's “dirtiness” is defined 

as its carbon dioxide (CO2) emissions per dollar of output. Secondly, managing the Water-

Land-Energy Nexus for Sustainable Development, and finally there is also the need to consider 

whether non or low taxation of operators on e-commerce may be influencing the proliferation 

of the long-distance international transport of goods to the detriment of other market activities 

more advantageous from an environmental point of view (See for further information, CIET, 

Vol. XXI, 2019, pp.18-31).  

Moreover, no less important is to find the right balance between tax, environmental, commercial 

and competition objectives. Climate policy integration is a must. On that regard, the special 

issue of The Economist, 23 May 2020, warns of the risks of acting without considering trade-

exposed companies worries on competition with the title: To fight climate change the world 

must greatly expand its use of carbon prices. But doing so could provoke another trade war. 

Therefore, the idea of a border carbon adjustment (BCA) can be considered a tool in the 

diplomatic arsenal that needs to be mobilized in a considerate way. 

The Pigouvian principle of internalizing external costs - the polluting pays principle in legal 

terms – justified green tax reforms all around the word. Fuel excise and carbon taxes are simple 

and cost-effective tools to curb dangerous environmental changefinds. Placing environmental 

taxation in the context of environmental fiscal reforms means the restructuring of existing taxes 

and the removal of environmentally damaging tax incentives and subsidies. Today, around half 

of the global economy either has a carbon tax or a cap-and-trade program in place or are 

implementing one. Nevertheless, the OECD´s new Taxing Energy Use 2019 Report considers 

that little progress has been made in extending tax-based carbon price signals. Although well-

designed systems of energy taxation encourage citizens and investors to favour clean over 

polluting energy sources, the effective tax rates on carbon from the combined effect of energy 

taxes and carbon taxes around the world are poorly aligned with environmental costs. This 

means that there is space for environmental tax reforms to better orient investments and 

behaviours towards the clean, green and efficient.  

Carbon taxes in Europe are a relatively recent phenomenon implemented sequentially. The 

barriers basically relate to competitiveness and the fostering of support. Green fiscal reforms 

were first introduced in the 1990s in the North Countries. The second wave around the 2000s 

involved Eastern European countries. A third wave was enacted around 2010 in Ireland, 

Portugal and France. The idea of harmonizing carbon taxes went in Europe from proposals in 

the 90´s into reality in 2003, when the Energy Taxation Directive was approved allowing 

minimum levels of taxation for energy products and electricity all over the EU. However, there 

is a need to review this Directive to correct its environmental inconsistencies.  

https://www.un.org/en/chronicle/article/managing-water-land-energy-nexus-sustainable-development
https://www.un.org/en/chronicle/article/managing-water-land-energy-nexus-sustainable-development
https://www.e-elgar.com/shop/usd/environmental-fiscal-challenges-for-cities-and-transport-9781789904178.html
https://www.e-elgar.com/shop/usd/environmental-fiscal-challenges-for-cities-and-transport-9781789904178.html
https://www.economist.com/briefing/2020/05/23/the-world-urgently-needs-to-expand-its-use-of-carbon-prices
https://www.economist.com/briefing/2020/05/23/the-world-urgently-needs-to-expand-its-use-of-carbon-prices
https://www.oecd-ilibrary.org/sites/058ca239-en/index.html?itemId=/content/publication/058ca239-en


The strong political determination of the EU to increase ambition in climate objectives using 

environmental taxation is clear, even before the successive waves of the pandemic. A year ago, 

Ursula von der Leyen, President of the European Commission, launched a European Green 

Deal with the aim of making the EU climate neutral by 2050, and the proposal of a European 

Climate Law to turn the political commitment into a legal obligation. More recently, on 15 July 

2020, the European Commission put forward an ambitious Action Plan for a fair and simple 

taxation supporting the recovery strategy. The aim is to lead the transition into a greener and 

more digital world that is compatible with the principles of our social market economy, while 

creating the right incentives for sustainable and climate-friendly behaviour. The Next 

Generation EU, with a financial firepower of 750 billion EUR, will support the post-pandemic 

ecological and just transition, and the European Council has set building a climate-neutral, 

green, fair and social Europe as one of the main four priorities in its Strategic Agenda for 2019-

2024. On 14 October 2020, the Renovation Wave  published on improving the energy 

performance of buildings (buildings are responsible for about 40% of the EU´s energy 

consumption and 36% of GGE from energy). By 2030, 35 million buildings could be renovated 

and up to 160,000 additional green jobs created in the construction sector. On 19 October, 2020, 

the Commission adopted its 2021 work programme , being the first priority in the European 

Green Deal, with 55 packages to reduce emissions: “This will cover wide-ranging policy areas 

– from renewables to energy efficiency first, energy performance of buildings, as well as land 

use, energy taxation, effort sharing and emissions trading. A Carbon Border Adjustment 

Mechanism will help reduce the risk of carbon leakage and ensure a level-playing field by 

encouraging EU partners to raise their climate ambition. In addition, the Commission will 

propose measures to implement Europe's circular economy action plan, the 

EU biodiversity strategy and the farm to fork strategy”. 

Pandemic and economic crisis always mean changes as well as a huge opportunity for a 

sustainable and resilient future. This is in this context, where an international green fiscal policy 

reform is urgently needed. More ambitious objectives must be supported by using the smartest 

combination of the different MBIs in an integrated way. Time will tell if environmental tax 

reforms play a key role as a response to the COVID-19 crisis. 

 

*Marta Villar Ezcurra is a Tax Law Professor at Universidad San Pablo-CEU, CEU 

Universities.  
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