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Report of a Workshop on
Carbon Taxes - A Tool for Managing Climate Change or a

Threat to the World’s Poor?

Tuesday, June 17,2008, 3.00 p.m. - 6.00 p.m.
Conference Room 9, United Nations, New York

The challenge of financing climate change adaptation and mitigation will need to be
addressed by the international community in the period culminating in the UN
climate change conference scheduled for the end of 2009, in Copenhagen. In the
meantime, the preparatory process for the Follow-up International Conference on
Financing for Development and the Doha Review Conference itself provide an
important opportunity to discuss additional financing mechanisms that would allow
countries to cope with climate change. Against this background, the Friedrich Ebert
Foundation, in cooperation with the Financing for Development Office of UN-DESA,
organized a workshop on June 17, 2008 on the topic: “Carbon Taxes- A tool for
Managing Climate Change or a Threat to the World’s Poor?”

While the motivation for the event was the role that carbon taxes could play in
mobilizing global resources for climate action especially in developing countries, it
also addressed two key attributes of such taxes: first, carbon taxes are favored by
economists because of their potential to provide incentives to reduce greenhouse
emissions by internalizing climate externalities; and second, such measures have
received criticism because of their adverse distributional, in

nt implica

There was a consensus in the workshop that unless marked achievements
by the international community in tackling the economic development che
and meeting of the internationally agreed development goals, it was unlike

the required levels of mitigation and adaptation will be met.

The workshop benefited from the rich intellectual blend and points of viev
speakers, UN government representatives, policy makers and expe

rts from civil
society. The panel was chaired by Ambassador Byron Blake from the Permanent






should try to ensure that the social cost of an extra unit of pollution is less than the
social benefits from the activities that generate such pollutio



Practical Difficulties

The speakers acknowledged that while carbon taxes could be a feasible instrument
to penalize greenhouse gas emitters, it is not straightforward to determine the
correct level of the tax to reflect the damage they cause and to achieve the desired
change in consumer behavior.

This may appear to be a technical issue but it hits at the core economic argument for
preferring carbon taxes to other instruments. A Pigovian tax is efficient only if it is
set to be equal to the monetary value of damages caused by emissions. But the
knowledge required to do so is generally not available. The different estimates of
damages caused by carbon emissions (also referred to as the social cost of carbon)
vary hugely, because of the different assumptions they make to value inter-temporal
trade-offs or non-monetary damages, or to account for incomplete information and
uncertainty. This means that the tax is only as efficient as this imperfect estimate of
the damages that it is intended to internalize.

Stepping back from the theoretical abstraction, the range of estimates of the
appropriate carbon tax is equally large—from a low of $2 per ton of carbon dioxide
in one estimate to a high of $240 per ton in another (scheduled to kick in by 2020)
in another. Even the higher tax of $240 translates to an increase of only $2.40 per
gallon of petrol; this is close to the increase that has already occurred at the pump
over the last two years, but there is no confidence that it will suffice to reduce the
expected damages from climate change to below the benefits

Of course, as the speakers pointed out, the carbon tax could be imposed not as an
economically sophisticated instrument to reconcile marginal social costs and
benefits of carbon, but as a crude instrument to reduce



Furthermore, regardless of the share of spending, a high tax on an essential good
(e.g., energy, but also food or water) could render it unaffordable by lower income
groups; this would not only be regressive, it would also be socially unacceptable and
environmentally unpredictable. For example, if fossil fuels are priced too high as a



Policy credibility









