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Environmental taxation 
without damaging competitiveness 

Environmental taxes raise tax revenues, increase energy efficiency and reduce emissions and environ-
mental damage. However, many countries are reluctant to implement them, fearing negative impacts on 
competitiveness.  Here we present the lessons learned from Denmark.  

Denmark is one of the most energy efficient economies in the world. In 1996, it became one of the first 
countries in Europe to introduce a CO2-tax on top of existing energy taxes and to subject the business sec-
tor to a reduced rate of CO2-tax.  

I Competitiveness effects 

Two in-depth governmental reviews conducted in 1999 and 2011 concluded that the Danish CO2-tax re-
duced CO2-emissions substantially, and that energy intensity decreased 22% from 1990 to 2008 (Danish 
Ministry of Taxation and Competitiveness, 2011). They also concluded that  

The CO2 tax has helped to make Denmark one of the most energy efficient economies in the world, as 
shown in the table below. 

Energy intensity per unit produced in industrial countries 

 

Both reviews concluded that the widespread use of green taxes does not have a negative impact on overall 
competitiveness. Indeed, they highlighted the possibility of increasing tax rates substantially without im-
pacting on general competitiveness or employment, if tax-rates escalate slowly over a longer period so that 
enterprises have time to adapt and maintain their competitiveness.  

Only a limited number of energy-intensive enterprises were not able to maintain their competitiveness – 
and this is why special rules for energy-intensive industries are necessary. 
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II Special rules for energy-intensive industries 

Until recently, all enterprises in Denmark were required by law to report how much energy they used for 
room heating and air conditioning, for energy intensive processes, and the remainder of their energy use. 
This energy use was then taxed at different rates, as shown below: 

 Energy tax CO2 tax 

Energy for heating and cooling YES YES 

Energy used in light processes NO YES 

Energy used in energy-intensive processes NO REDUCED RATE 

 

Companies with energy-intensive processes were offered contracts to facilitate increased investments in 
energy-efficient technologies, secure reduced CO2-tax rates, and offered financial support for large invest-
ment projects. Agricultural and horticultural sectors were reimbursed nearly all taxes due.  

Intelligent policy mitigated possible negative effects on competitiveness and had a positive effect on in-
vestments in energy-efficient technologies, especially in the 1990s.  

III Revenue recycling 

To avoid negative impacts on competitiveness, it is crucial to recycle net revenue from environmental 
taxes to the business sector in general and to the manufacturing industries in particular.  

When tax-rates increased in 1996, tax revenues were recycled to companies to reduce ancillary wage costs, 
or public fees, or revenues were used to fund support schemes for energy efficient investments.  

Reimbursement of revenues boosted the market share of energy-efficient industries, while less energy-
efficient companies were negatively affected – leaving international competitiveness unchanged overall. 

IV Latest developments in Denmark 

In 2013, the Danish parliament reduced energy-taxes on energy used for all purposes other than room 

heating and air conditioning for business to a level corresponding to the European minimum and removed 

the CO2-tax on electricity. The new low tax rates will even apply to electricity for lighting and office equip-

ment in trade and services – even though these sectors are not exposed to international competition. The 

Danish business sector continues to pay full energy and CO2 taxes on energy for space heating and cooling. 

These changes were in response to Denmark having lost almost 30% of its global market share since 1995, 

according to a study conducted by Denmark’s National Bank in 2012 – but this was due to increasing labour 

costs and slow growth in productivity, not green taxes. The move is regrettable, has been strongly criti-

cised and goes against Denmark’s target of covering its entire energy supply, including transport, with 

renewable energy by 2050.  

 

The FRE-COMMUNICATE! project is funded by the Velux Foundations. VILLUM FONDEN and VELUX FONDEN 
are non-profit foundations, founded by VILLUM KANN RASMUSSEN – founder of VELUX and other compa-
nies in the VCR group, with the purpose of bringing daylight, fresh air, and a better environment into peo-
ple’s everyday lives. 


