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Constructive Use of Carbon Tax
Revenues in Ireland

A response to the Department of Finance consultation on Carbon Tax
from the Jesuit Centre for Faith and Justice

Overview

The Jesuit Centre for Faith and Justice welcomes the opportunity to make a submission to the
Department of Finance on the options for use of revenues raised from increases in Carbon Tax.
We recognise that a carbon tax is an essential aspect of a coherent policy response to climate
and eco-system breakdown!. It addresses the problem of the cost associated with carbon
functioning as an externality to the market.

The definition of success of this tax will be a reduction in carbon emissions, which is the central
goal of all our environmental objectives?. Such a reduction represents a clear common good,
spilling over into virtue cycles around improved air quality, public health, and climate
adaptation.

It is almost a truism that a carbon tax can encourage reduced carbon consumption. It is also
widely recognised that such a tax will be regressive®. While there are strong arguments in
favour of carbon pricing in general, the specific details of the tax are of immense importance.
Unlike many other taxes, the goal of the carbon tax is its own redundancy. We support the
government’s plans to considerably increase carbon taxes if it is recognised that:

a) Such atax is implemented to maximise justice;

! Lawrence H. Goulder and Tan WH Parry, “Instrument Choice in Environmental Policy,” Review of
Environmental Economics and Policy 2, no. 2 (2008): 152—174; Henrik Hammar and Magnus Sjdstrom,
“Accounting for Behavioral Effects of Increases in the Carbon Dioxide (CO2) Tax in Revenue Estimation in
Sweden,” Energy Policy 39, no. 10 (October 2011): 667276, https://doi.org/10.1016/j.enpol.2011.06.014;
Gilbert E. Metcalf, “Market-Based Policy Options to Control US Greenhouse Gas Emissions,” Journal of
Economic Perspectives 23, no. 2 (2009): 5-27.

2 Alongside being a cost-effective policy to reduce emissions, carbon tax is also administratively easy to
introduce in existing taxation and that it can be expected to generate tax revenues for a relatively long period as
it typically takes time for energy systems to change. Hammar and Sj6strom, “Accounting for Behavioral Effects
of Increases in the Carbon Dioxide (CO2) Tax in Revenue Estimation in Sweden.”

8 Jan Abrell, Sebastian Rausch, and Giacomo A. Schwarz, “How Robust Is the Uniform Emissions Pricing Rule
to Social Equity Concerns?,” Journal of Environmental Economics and Management 92 (November 2018):
783-814, https://doi.org/10.1016/j.jeem.2017.09.008; Niall Farrell, “What Factors Drive Inequalities in Carbon
Tax Incidence? Decomposing Socioeconomic Inequalities in Carbon Tax Incidence in Ireland,” Ecological
Economics 142 (December 2017): 31-45, https://doi.org/10.1016/j.ecolecon.2017.04.004; Anders Fremstad and
Mark Paul, “The Impact of a Carbon Tax on Inequality,” Ecological Economics 163 (September 2019): 88-97,
https://doi.org/10.1016/j.ecolecon.2019.04.016.
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b) Such a tax is implemented to maximise efficiency;
and both those intentions together means:
c) that this tax must be implemented so as to no longer exist by 2050.

For the carbon tax to effectively contribute toward decarbonization in the manner demanded
by (c), it must be stringent and be one small part of a broad response to the climate and eco-
system breakdown (b), and it must be designed so as to protect those who are most at risk by
the costs associated with climate and eco-system breakdown (a).

Consequently, The Jesuit Centre for Faith and Justice does not agree that the revenue raised
as a result of the carbon tax should be used as per suggestions (a) — (i) outlined in the
consultation document (section 3.1) . We have provided details of an alternative option (as
requested in section 3.2) below: establishing a sovereign wealth fund with associated
dividend payments.*

Additionally, The Jesuit Centre for Faith and Justice recommends that:

(i) the revenue from the carbon tax should be directed in the Sovereign Wealth Fund in its
entirety

(if) the Department of Finance should strongly consider higher rates of carbon tax up to 2050
in line with more ambitious climate policies.

Maximising Justice (a)

The costs of climate and eco-system breakdown will fall disproportionately on the poor.
Similarly, carbon taxes tend to be regressive® in their effect. While those with lower incomes
spend less in absolute terms on carbon-emitting activities, the proportion of income so
dedicated is larger®. There is a need to construct a policy which maintains the longstanding
Irish commitment to progressive taxation.

Climate and eco-system breakdown will incur costs to all in Irish society, but those with lower
incomes are doubly vulnerable because they both have less money to begin with and they have
less money to invest in measures that allow for mitigation. A carbon tax, well-designed and
deployed, can serve to address this vulnerability.

4 An example of a similar developed policy project can be found at: Anders Fremstad and Mark Paul,
“Disrupting the Dirty Economy” (Washington DC: People’s Policy Project, September 2018),
https://www.peoplespolicyproject.org/wp-content/uploads/2018/09/CarbonTax.pdf.

°F arrell, “What Factors Drive Inequalities in Carbon Tax Incidence?”

® Fremstad and Paul, “The Impact of a Carbon Tax on Inequality”; Jeroen CJM van den Bergh and W. J. W.
Botzen, “Monetary Valuation of the Social Cost of CO2 Emissions: A Critical Survey,” Ecological Economics
114 (2015): 33-46.
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It is easily overlooked that the carbon tax, like all Pigovian taxes’, has a moral intention. It
intends to reshape the foundations of the market, rendering that which did not need to be taken
into account (carbon emissions) as a cost. In this sense, the carbon tax aligns Irish economic
activity with reality. Collectively we share a resource — an environment where life is viable —
and we are seeking to cultivate that common good through the tax. Since we all share this
resource collectively, it makes sense that we all should benefit from the cultivation collectively.

A political justification flows from this primary argument. Since we all have a claim in the
environment®, we all should benefit from its cultivation. But that benefit should be shared in
such a way as to preferentially centre those who are most vulnerable to the negative impacts of
climate and eco-system breakdown. The Jesuit Centre for Faith and Justice maintains that the
best approach to maximising justice is the utilisation of the revenue generated by an increased
carbon tax to establish a sovereign wealth fund. This fund can be targeted towards investment
opportunities which encourage broad environmental adaptation and mitigation, while
generating a universally distributed cash dividend every quarter. As demonstrated by other
examples of similar wealth funds, most notably Norway, this approach can win broad political
approval, encourage economic virtue cycles, and soften the impact of climate and eco-system
breakdown on the poorest in our society.

With the goal of decarbonization by 2050, this fund can be planned to grow in a sustainable
and productive fashion, even after the tax no longer exists. Its benefits will long outlast any
direct-cash scheme, while also offering an insulation to those who most need it, against the
economic challenges brought about by climate breakdown.

Maximising Efficiency (b)

There is a necessary concern about the potentially regressive nature of the carbon tax. After the
Yellow Jackets protest in France, there is heightened political sensitivity about democratic
approval. A sovereign wealth fund promises the best results in terms of a carbon tax that
functions well, meaning that it wins broad approval and does not harm the weakest in our
society.

But the goal of this tax is not primarily that it would function well on those levels, but that it
would be effective in encouraging a reduction in carbon emissions®. The intention of the carbon
tax is market disruption, aimed at factoring externalities into the system. Costs will inevitably
rise. But those costs will not necessarily impact consumption.

A Pigovian tax is a tax levied on an agent causing an environmental externality (environmental damage) as an
incentive to avert or mitigate such damage. See “OECD Glossary of Statistical Terms - Pigouvian Tax
Definition,” accessed June 26, 2019, https://stats.oecd.org/glossary/detail.asp?1D=2065.

8 carbon pricing advances the principle of universal co-ownership of gifts of nature. James K. Boyce, “Carbon
Pricing: Effectiveness and Equity,” Ecological Economics 150 (2018): 52—61.

% An important, and often under-valued, feature of carbon pricing, alongside providing incentives for cost-
effective mitigation and cost-saving mitigation, is that carbon pricing policy can be designed to guarantee
fulfillment of emissions targets. A trajectory can be chosen and implemented which will be consistent with the
Paris Agreement. Boyce.
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The Jesuit Centre for Faith and Justice thus argues that the tax should be increased each year,
even above projections'®. The tax must be seen as one (small) part in the wide-ranging
transformation of Irish society and its economy demanded by the crisis. Even if it is widely
accepted, and constructed to not be regressive, it will be a failure if it does not have at least the
10% impact that the ESRI predict?.

The sovereign wealth fund represents an advance on a simple cash dispersal (tax and dividend)
scheme because it allows deep accommodation against the regressive nature of the plain tax,
while also directing revenue towards economic action which is environmentally progressive.
Whether through investment in already-existing green industries or through more speculative
seed capital offerings for much-needed, new innovations, a wealth fund effectively allows us
to use the tax twice, subsidising technological transition through investment and softening
economic transition through dividend. When allied with a range of other initiatives, this is the
most likely approach to achieving an effective tax defined in terms of reduced emissions.

A Time-Capped Tax (c)

If it works, this tax will not exist in a generation, because Ireland will have decarbonised. This
detail is an essential element of the plan and should be clearly communicated to the Irish public.
Ring-fencing the fund for particular meritorious environmental initiatives runs the risk of
creating a revenue dependency which would discourage the government from ambitiously
pushing towards a zero-carbon Ireland. Allowing the revenue to flow into general taxation
would be the most logical choice were it not designed to be a temporary tax. The dividend
approach, which effectively means that the revenues are never put towards government
spending, is an optimum approach.

Conclusion

The carbon tax is an example of indirect taxation intended to restructure market incentives. By
successfully disincentivising carbon as to eliminate demand, the purpose of the tax becomes
redundant. A sovereign wealth fund approach has moral significance®?, can be politically
achieved, and has this positive characteristic whereby it will adjust to what we hope is the new
normal of a (practically) carbon-free society. By directing that tax into a sovereign wealth fund,

10 Within the context of the United States, Fremstad and Paul analysed a carbon tax of $50 (€44) per ton of CO2
as this was the central estimate of the social cost of carbon by the Environmental Protection Agency, but this
carbon pricing was too low to meet emission targets. In order to reach the 2.5 degree target, Nordhaus concludes
that the global CO: price (in 2010 US dollars) would have to increase to $230 by 2020; $350 by 2030; and
$1006 by 2050. Existing carbon prices fall below the ‘social cost of carbon” which, in turn, fall below the
carbon prices necessary to meet the agreed goal of the Paris Agreement. Fremstad and Paul, “The Impact of a
Carbon Tax on Inequality”; William D. Nordhaus, “Revisiting the Social Cost of Carbon,” Proceedings of the
National Academy of Sciences 114, no. 7 (2017): 1518-1523; Boyce, “Carbon Pricing.”

1 ESRI et al., “Carbon Taxation in Ireland: Distributional Effects of Revenue Recycling Policies” (ESRI, June
6, 2019), https://doi.org/10.26504/QEC2019SUM_SA_Lynch.

2 as society owns the atmosphere in common and equal measure, a strong moral argument can be made for
paying each person an equal amount for the use of this natural resource.
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we maintain the dividend benefit'3, but potentially allow it to persist long after the present crisis
is abated. For these reasons, the Jesuit Centre for Faith and Justice suggest that the Department
of Finance consider utilising carbon tax revenues by establishing a sovereign wealth fund with
associated dividend payments .

13 carbon dividends — equal per capita payments from carbon revenue — provide a means to address the
distributional challenges alongside the political difficulties to bringing forward an effective carbon pricing
scheme. Upper-income households, who typically have the largest carbon footprints, generally would pay more
than they get back. Lower-income households, who typically have the smallest carbon footprints, would get
back more than they pay. Middle-income households would roughly break even, thus being protected from
adverse impacts on their net incomes. The result of the policy is a decrease in vertical inequality. Boyce,
“Carbon Pricing.”



