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Environmental fiscal reform and social equity 
Environmental taxes can raise tax revenues, boost energy efficiency and reduce emissions and pollution. 
For countries short of revenues with ambitious environmental policies, environmental taxes are a logical 
choice.  

Some critics argue that environmental taxes hit the poor hardest. Is this true ? – and if it is, what can we do 
about it? We base our answers on lessons learned from 25 years of environmental taxation in Denmark.   

I Environmental taxes are not regressive overall 

In Denmark, the amount of environmental taxes paid increases with income, amounting to about the 
same percentage of personal income across the board.  

However, environmental taxes have different effects on income.  For example, high-income families spend 
a greater share of their income on car taxes compared to low-income families.  Energy taxes are different. 
Each adult uses more and less the same amount of electricity and nearly the same amount of heating fuel, 
meaning that electricity taxes represent a much larger share of the low-income budget – as you can clearly 
see in table 1.  

Table 1: Share of environmental taxes by income decile (% of total income) 

 

 

Income decile (1=low, 10 ) 

Source: Risø, Fordelingsvirkninger af miljø og energiafgifter, 2001. 

 

Thus, when the government increases energy taxes, low-income families will be the most affected unless 
additional measures are introduced to protect them. Some best practice examples are listed below. 

Car taxes 

Green taxes 

Energy taxes 
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II Possible solutions 

The right mix of environmental taxes 

As environmental taxes have different impacts, it is important to choose the right mix of environmental 
taxes to make sure everyone pays their fair share. To get the balance right, it is important to include pro-
gressive taxes, such as higher taxes on big, less efficient cars, or air passenger duty.  

Compensation via the tax system 

The Danish government has used several strategies to prevent environmental taxes hitting the poorest 
hardest. One possibility is to reduce the lowest rate of tax, or reduce some of the tax elements paid by all 
taxpayers. Every taxpayer will benefit from this tax reduction – but increased net income will constitute a 
bigger share of the total income in low income deciles. To give a practical example: In Denmark in 2009, 
energy taxes increased considerably, while healthcare payments and the lowest tax rate were reduced. 

Another possibility is to increase the personal tax allowance, as the Danish government did in 2012, when 
single mothers were given an additional allowance. Many countries make deductions from income before 
calculating tax. These can be reformed to make sure that the overall impacts of taxes are fair and equitable.  

Green cheques 

Handing out green cheques is also a way of avoiding regressive effects. In Denmark, the green cheque is in 
fact a deduction from income which decreases as income increases.  The maximum green check is worth 
€173 per adult per year, and €40 per child. This tax deduction is part of the compensation for increased en-
ergy tax rates from 2009 introduced to prevent any possible regressive effects.  

Tax rates for residential customers in 2014 in Denmark  

Electricity: 

Electric heating 0,05 euro/kWh 

Electricity 0,11 euro/kWh 
 

Natural gas 

Energy tax: 0,38 euro/m
2
 

CO2-tax:      0,05 euro/ m
2
 

NOx-tax:      0,006 euro/ m
2 

 Oil for heating:  

Energy tax:  0,34 euro/l        

CO2-tax:       0,06 euro/l 

NOx-tax:       0,007 euro/l 

 

Due to the compensatory measures introduced by the Danish government, these tax rates are broadly ac-
cepted by the electorate in Denmark. 

 

 

 

 

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. 


