
Governments have a limited range of alternatives when faced
with long-term problems of the magnitude of the effects of
climate change. Persuasion and voluntary actions have limited
effectiveness, particularly where there may be significant
economic impacts. 

Regulation is difficult to design, particularly when faced
with complex systems and uncertain causes, but can be
precisely targeted. 

Taxation represents the most effective and most easily
administered method of intervention, in as much as it works
through changing market prices and can also provide revenue
for mitigation of undesirable effects and other active
government programs.

BC’s carbon tax and the federal Green and Liberal parties
proposals for taxes encourage broad-based action to reduce
Canada’s GHG emissions. All three also provide for matching
tax cuts, but only the Green Party proposes any complementary
regulatory and incentive programs. 

With the BC Liberals facing an election next May, and the
federal Liberals probably this fall, and transportation fuel
prices at an all time high, these two parties may be eager for a
relatively painless and apparently environmentally responsible
way to raise money to finance a voter-friendly income tax cut.

On the other hand, regulatory measures may decrease the
ruling parties’ popularity and election revenue-flow from big
business. It is hardly surprising that tax measures are favoured.
In BC, in fact, enforcement of environmental regulatory
programs has been cut or abandoned over the past few years in
favour of industry ‘self-regulation’. BC has also exempted the
oil and gas industry from the carbon tax.

Personal Tax Saving
BC, federal Green and Liberal party plans are accompanied by
elaborate calculations intended to illustrate the financial impact
on various ‘typical’ Canadian taxpayers. This clearly responds to
an apprehension that the political acceptability of the scheme will
depend on the answer to the question: ‘What’s it going to cost
me?’ Most of the illustrations provided indicate either a break-
even or a small gain for the taxpayer.

But the really important question the taxpayer should be

asking is: ‘What’s my opportunity to save carbon tax, and what
do I have to do?’ This question can be answered either in the
short-term (leave the car at home and take the bus) or the long-
term (get a smaller, more economical car) or the very long-term
(move closer).

Given recent spectacular increases in gasoline prices, it is
not surprising that both consumers and politicians focus first
on the cost of motor fuels. BC has already implemented its first
year carbon tax on gasoline, which increased prices by
2.41¢/per litre. 

The federal Liberal proposal, however, ducked the question
by proposing to apply the carbon tax to all fossil fuels except
gasoline, where a 10¢per/litre federal Excise Tax already applies.
This, said the Liberals, would be equivalent to a $42 per tonne
carbon tax, without actually saying whether it would be used for
that.

On the other hand, the federal Green Party would apply
their carbon tax to gasoline and all other fossil fuels from the
start. 

‘Revenue Neutral’
In order to counter the impression that the carbon tax is a new,
additional tax (or ‘tax grab’) on top of all existing taxes, both the
BC government and the federal Liberals claim loudly that their
schemes are ‘revenue neutral’. In other words, all additional
revenues resulting from the carbon tax will be returned to
taxpayers in the form of reductions in other taxes, or additional
allowances. 

In BC, the most visible return is an annual ‘Climate Action
Tax Credit’ for lower income taxpayers, of $100 per adult and
$30 per child. To get the ball rolling this year, BC taxpayers got
a one-time $100 ‘Climate Action Dividend’ cheque in July. In
addition, there will be reductions in provincial personal income
tax rates in 2008 and 2009, and reductions in corporate and
small business rates through to 2011. 

The federal Liberal proposal includes reductions in personal
income tax rates, an additional refundable child tax credit,
changes in child and family supplements, working credits,
increases in the Guaranteed Income Supplement for seniors,
reductions in business tax rates, accelerated capital cost
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allowances for investments that will improve
environmental performance, and an additional benefit
for northern residents.

These are all tax measures deflecting the impression
that a carbon tax is regressive and places a
disproportionate burden on lower income taxpayers
and northern residents.

Proving Tax Neutrality
It is important to note that in their fear of being
accused of a ‘tax grab’, both BC and the federal
Liberals have limited themselves to tax measures, and
have not included the funding of any other regulatory
programs to increase carbon-cutting effectiveness. 

However, it is impossible for either the BC
government or the federal Liberals to guarantee
revenue neutrality, since neither the revenue from the
carbon tax nor the tax reductions which are supposed
to compensate for it can be estimated accurately in
advance and if the program is successful, the price per
tonne of a carbon dioxide equivalent (CO2e) will
inevitably rise.  

Greens Sophisticated Approach
The most comprehensive and sophisticated approach to
carbon taxation is that proposed by the federal Green
Party which was the first political party to propose a
carbon tax. Rather than attempting an overall ‘revenue
neutral’ funding approach, the Greens propose to fund
a wide variety of non-financial programs to
complement GHG reductions achieved as a result of a
carbon tax. 

This would be in addition to a full package of
personal tax reduction measures, added personal
allowances, and immediate reductions in employer
payroll deductions for Employment Insurance and the
Canada Pension Plan. 

In fact, the Greens’ carbon tax measure is fully
integrated into their overall platform for tax reform,
which in turn is part of an overall economic plan.

Rebalancing The Tax System
Carbon taxation, by itself, may have some effect,
particularly as the rate increases over time. It must be
slow and predictably because it is intended to bring
about changes in personal and corporate behaviour
which will take many years to implement. It is,
eventually, a complete ‘rebalancing’ of the tax system.

It’s a rebalancing of government, too. There is no
aspect of government regulation or activity which will
not have to be reviewed in the light of the vital need
for global GHG reductions. Programs which
complement, reinforce, mitigate or compensate for the
undesirable effects of carbon taxation will have to be
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Reducing GHG Emissions by 
Taxation and Cap-&-Trade

Greenhouse gases mainly consist of carbon dioxide (CO2) resulting from
the combustion of fossil fuels as a source of energy, and methane (NH4)
resulting from biological processes of decay and digestion. But there is a
relationship between the two. CO2 is absorbed by growing plants; NH4 can
be used as a combustible fuel, producing CO2. All greenhouse gases are
measured in terms of CO2e (CO2 equivalent); NH4 and other emissions
often have much more significant greenhouse effects than CO2.

Targeting mainly CO2 emissions, governments have adopted two main
strategies: 

1. Taxing the amount of carbon dioxide produced (‘carbon taxes’)
2. Setting a regulatory limit (cap) on the quantity from each major

source, and requiring that the operators of the source purchase (trade) GHG
‘permits’ or ‘credits’ to cover any excess of greenhouse gas emissions over
the permitted cap. These credits may be purchased from any operator who
is producing less than their permitted cap—a cap-&-trade system.
Government must still set the caps and regulate the trading in GHG credits.

In a carbon tax system, government sets the price per tonne of CO2e that
must be paid, but will experience uncertainty in forecasting the quantity of
CO2e. Any financial surplus or cost will end up with the government, and
would be available to spend on environmental programs or refund to
taxpayers. 

In a cap-&-trade system, the market will set the price, but the amount to
be traded will be the total of all caps that have been issued by the
government. Any financial surplus or cost will end up on some corporation’s
profit and loss statement.

The pricing, or ‘monetization’ of carbon is supposed to reflect the cost to
society of the ‘externalities’ it represents, in other words, the economic cost
of climate change. But nobody really knows what that is, or how to pay for it.
Currently, existing cap- &-trade systems are operating at prices of $20–$45
per tonne of CO2, increasing and projected to double by 2012. 

Canadian Plans
BC set its carbon tax at $10/tonne in 2008, rising to $30/tonne in 2012.
Canada’s federal Green Party proposal sets a rate of $50/tonne to start,
rising to $100/tonne by 2020; the federal Liberal Party ‘Green Shift’
proposal sets rates of $10/tonne to start, rising by $10/tonne each year to
$40/tonne. All three proposals target consumers and small businesses, and
propose to collect the carbon tax at the wholesale level, where it is relatively
easy to account for. 

BC, federal Green and Liberal parties plans all accompany a carbon tax
with a cap-&-trade system for the 700 or so ‘Large Final Emitters’, which
are mainly large industrial plants and fossil fuel-fired power stations and
which account for half of Canada’s GHG emissions. They anticipate the
adoption of a similar system by the US. BC has already joined the Western
Climate Initiative, a multi-state (and now three province) plan to set up
such a system.

In contrast, Canada’s governing Conservative Party has approached the
problem more cautiously, eschewing any carbon tax in favour of a cap-&-
trade system only; with caps set on an ‘intensity’ basis which permits them
to climb along with production rather than setting them absolutely. 

Oil sands plants, in particular, would have a long phase-in period. This
approach mirrors the positions of Alberta and Saskatchewan, where oil and
gas production is responsible for a substantial percentage of Canada’s GHG
emissions, but seem likely to be incompatible with markets elsewhere.
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designed and implemented. Employment and
competitiveness will be affected.

These programs, and the tax measures themselves, will
require long-term commitments by governments,
particularly at the federal and provincial levels. (Not the
thing for a series of minority governments.) They must be
transparent, predictable, equitable, and coherent.

Carbon Taxes Are Not The Cure
Carbon taxes alone, even combined with cap-&-trade
schemes, will not be enough to bring the world’s temperature
down; that will require more than just taxation. A ‘triple
bottom line’ (economic, social, environmental) regulatory

approach will be needed. It may also require major changes in
our trade agreements.

To produce really significant reductions in GHG emissions
across Canada (one of the world’s largest per capita emitters),
government strategies must produce regulatory certainty that
will justify big changes in industries, in transportation, in
communication, water-use, and in the use and sourcing of
energy.

In turn, these changes, together with adaptation to the
climate change that is occurring even now, will transform
Canada. 0
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