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Abstract 

Israel has recently developed a new target for mitigating Greenhouse Gas (GHG) emissions, in preparation for 

the Paris Agreement. It is therefore appropriate for the State to consider pricing its carbon, as it is one of the 

more effective steps to generate substantial reductions in emissions in the long term. With the exception of 

Turkey, Israel is the only OECD member country in which no national or regional carbon pricing system is in 

place, nor is one being planned. Carbon pricing does not merely help meet emission mitigation targets, but 

has additional associated benefits, of reducing local air pollution and fostering the transition to a low-carbon 

industry. 

In Israel, it would be preferable to apply a carbon tax rather than an emissions trading system. First, a carbon 

tax is simple to implement, and in fact, a similar tax is already being levied as part of the excise tax on fuels, 

whereas an emissions trading system entails operational costs and might include many breaches. Second, the 

number of potential companies that would partake in an emissions trading system is relatively small, so that 

a limited number of companies might gain market power; whereas on the other hand, an extensive carbon 

tax can be applied to a vast majority of emissions in the country. Furthermore, emissions trading systems tend 

to award free permits to polluters, thus making the system a regressive one. However, a carbon tax increases 

national revenues and enables the use of these revenues to minimize inequalities. 

The tax on carbon must be applied to all fossil fuels, and gradually also include additional sectors, such as 

agriculture, forestry and waste. In practice, it might not be necessary to raise the current tax on gasoline and 

diesel fuel, but it is important that part of the excise tax should be defined as a carbon tax, and that it will be 

consistent and applied in the same manner to all sources of pollution. A carbon tax is expected to substantially 

increase the taxation of coal and natural gas, considering that presently the excise tax does not reflect negative 

externalities caused by the use of these fuels. In order to ensure certainty for the industry, as well as to 

encourage emission reduction projects, it is important to predetermine an outline for a gradual increase of 

the carbon tax over a number of years, and to not modify it arbitrarily. 

A carbon tax has two potential drawbacks. First, such a tax can be regressive, since a higher rate of the income 

of lower-income households is directed towards energy use. It is therefore essential to use the tax revenues 

to make it more equitable. By means of designating tax revenues either to reducing VAT or to the payment of 

a 'Carbon Dividend' to residents, regressive impacts of the tax could be completely offset. Another possibility 

is the promotion of environmental social projects, such as more qualitative public transportation. A second 

potential disadvantage of a carbon tax is harming the competitiveness of local industry; however, this risk 

seems to be less relevant to Israel, considering that even if a tax would be applied fully to coal and natural gas, 

prices of electricity and natural gas for industrial uses still would not be high in relative terms, compared to 

the rest of the world. 

In summation, a carbon tax has distinct environmental benefits. The tax is efficient, as it can replace taxes that 

create distortions and are damaging to growth; and furthermore, the tax could have social benefits if its 

revenues are used wisely. However, the promotion of a carbon tax requires political leadership. It is important 

that decision makers explain the benefits of the tax to the public, institute full transparency of the usage of 

tax revenues, and not be tempted to arbitrarily modify the tax or exempt certain sectors due to political 

pressure. This way, it should be possible to advance a significant reduction of GHG emissions in Israel in an 

effective manner, and without exacerbating inequalities.   
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Introduction 

The impacts of climate change are becoming evident, and it is apparent that global warming   is endangering 

Israel as well. However, despite a number of policy measures focused on mitigating emissions, it seems that 

no extensive steps were taken to ensure long-term reduction of emissions in the country. Experts agree that 

one of the more effective means to mitigate emissions is by pricing pollution. Rather than the State regulating 

exactly how each sector should behave, a tax can be applied to greenhouse gases, thus encouraging all sectors 

of the economy to reduce emissions accordingly. 

The comprehension that taxes can be used to amend negative impacts of externalities and to minimize 

pollution, has been acknowledged for nearly a century (Pigou, 1920); however, its implementation in the 

context of GHGs had taken some time. And yet, over the past two decades, as the risks of GHGs are becoming 

strikingly clearer, decision-makers have gradually come to the understanding that it is essential to take action 

for the reduction of emissions, and adopted policies of either carbon taxation or pricing emission by other 

means. In 2015, carbon pricing systems were already in use in 36 different territories, compared to only 9 

territories back in 2006. 

Israel has submitted emission reduction targets in the framework of the Paris Climate Conference (September, 

2015). In order to meet these targets, it is time to consider the application of a carbon tax in Israel. The main 

disadvantage of a carbon tax is a concern for subsequent exacerbation of inequalities, due to a greater impact 

of the tax on lower income deciles. However, the regressivity of the tax is not a necessary outcome and is 

preventable. It is therefore important for any discussion of a carbon tax to also address its implementation as 

an equitable and fair tax. 

This document presents a summation of a multiannual research project by the Association of Environmental 

Justice in Israel (AEJI). The project team, led by Carmit Lubanov and Prof. Dan Rabinowitz, further includes 

Ro'ee Levy, Guy Milman, Tamar Neugarten and Liza Anisov. The aim of this paper is not merely to present an 

innovative research methodology or to explain why a carbon tax is one of the optimal measures for the 

mitigation of emissions, but to discuss the application of a just carbon tax in Israel, implementing lessons from 

the international experience and considering the country's distinctive characteristics and previous research 

undertaken on the subject. 

The first section of this document explains why a carbon tax should be levied in Israel and discusses climate 

change, GHG pricing and the differences between a carbon gas and an emissions trading system. The second 

section presents a number of trends clearly arising from an international comparison of different GHG pricing 

systems (the full comparison is added as an appendix). The third section debates the application of a carbon 

tax in Israel – the desirable level of the tax, its coverage and the importance of implementing a new and 

consistent carbon tax, rather than amending the existing excise tax, which is applied to some fuels. The next 

part focuses on possible disadvantages of a carbon tax – exacerbating inequalities and damaging international 

competitiveness. It appears that the first disadvantage is particularly pertinent in Israel's case, and that it can 

be overcome by means of using tax revenues correctly. Finally, in the summary, we discuss the main 

recommendations arising from this paper and the political challenge of implementing a carbon tax. 
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Background – Why Should Emissions be Priced? 

Greenhouse Gas Emissions and Climate Change 

It has become clearer than ever that the Earth's climate is changing as a result of a constant increase in 

greenhouse gas (GHG) emissions resulting from human activity (IPCC, 2014). The potential danger of climate 

change is no longer a theoretical concern, as its initial hazards are already evident today.. The Earth's 

temperature is rising steadily and 2016 was the third consecutive year to set a new global temperature record 

(NOAA, 2015a+b). At the same time, extreme climate events, such as heavy rain in particular areas, occur in 

continuously increasing frequency (IPCC, 2014) and the oceans are becoming more acidic. 

Contemporary changes that the Earth is undergoing are already significant, and are expected to further 

exacerbate. The Earth will continue to get warmer and sea level is expected to rise. The polar icecap is 

gradually diminishing and the Arctic Ocean is anticipated to be almost ice free in summer months. In the long 

term there is also a risk of dramatic and irreversible damages should GHG emissions continue to grow at the 

present rate, for instance as a result of Greenland melting. Such changes result with varied damages – from 

an extinction of species at an ever-growing rate1, diminished accessibility to clean water, damages to 

agriculture and nutritional security, increased morbidity rates and of course slowing economic growth. If GHG 

emissions are not mitigated, entire regions would become too hot for outdoor work and activity during parts 

of the year (ibid). Climate change further has national security implications, and the White House had 

published a document warning from the dangers of climate change, including damage to infrastructure and 

energy supply in the United States and increased instabilities in other countries due to the growth in refugee 

numbers and resource-based conflicts (The White House, 2015). 

Due to the numerous anticipated damages, it was agreed in the framework of climate negotiations to limit 

global GHG emissions so that the temperature does not increase by more than 2 degrees Celsius compared to 

the pre-industrial age. (Thus far global temperature increased by approximately one degree).. 

 

Impacts of Climate Change on Israel 

Israel will experience multiple impacts of climate change. First, an increase is expected in the number and 

intensity of heatwaves. It is likely that precipitation will decline (though there is greater uncertainty regarding 

this estimation), while at the same time increasing water evaporation will harm Israel's water regime. By the 

end of the century, sea level is anticipated to rise by 26-82 cm (Gerstein and Levy, 2015). In addition to direct 

damages, Israel will clearly also be indirectly affected by climate change, for instance due to the migration of 

refugees from developing countries that are particularly sensitive to climate change. The economic damages 

of climate change are anticipated to reach approximately 0.5% of GDP in the present half-century, and increase 

to 1-5% by the end of the century (Shechter et al., 2012). 

Israel's activity to reduce its emissions has been extremely limited thus far. In November 2011, the government 

approved a National Emissions Reduction Plan, at the cost of NIS 2.2 billion between the years 2011-2020, and 

an initial budgeting of NIS 539 million for the first two years2. The plan aimed to reduce GHG emissions by 20% 

compared to a business as usual (BAU) scenario, a target declared by President Peres at the Copenhagen 

 
1 The extinction of species in the last century resulting from human activity, with an emphasis on climate change, is 
described in Elisabeth Kolbert's recent book (Kolbert, 2014) 
2 Government Decision no. 2508 – Formulating a National Plan for the Reduction of Greenhouse Gas Emissions. 28 
November 2010. 
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Climate Conference in 2009. The plan's budget was cut down to NIS 509 in early 20123, although even before 

the cut, the entirety of measures included in the plan would have sufficed for an emission reduction 30% lower 

than the government's target (Ronen, 2012). In May 2013, in the framework of the 2013-2014 national budget, 

the government had decided to freeze the implementation of the National Plan for the Reduction of 

Greenhouse Gases for 3 years4, and in the 2015-2016 budget proposal it was decided to cancel the plan 

altogether5. 

In brief, the climate policy of Israel indicates that Israel is a signatory to the Kyoto Protocol, but was not 

committed to any emission reductions under the Protocol, due to its classification as a developing country at 

the time. The country had since joined the OECD, and is therefore expected to set a substantial target for 

emission reduction at the Paris Climate Conference. Thus far, the Ministry of Environmental Protection has 

declared its support to reducing 30% of anticipated emissions by 2030. The Ministry clarifies that a target of 

this magnitude would lead to a level of emissions per person on par with other countries. It is understandable 

why the Ministry of Environmental Protection focuses on emissions per person. Considering the rapid 

population growth in Israel, a non-negligible decline in the quantity of emissions per person (assume 26% 

compared to 1990) would still lead to an increase in the absolute number of emissions; whereas in other 

developed countries, a similar reduction of emissions per person would also lead to a reduction of absolute 

total emissions6. However, even when we examine the reduction scenario in terms of emissions per person, 

Israel's reduction target leads to more emissions per person in 2030 compared to EU targets7. Furthermore, it 

is problematic to define the country's target in relative terms to a BAU scenario. Business as Usual is a 

subjective term, and it is difficult to know exactly how many GHGs would have been emitted under such a 

scenario. Such targets generate an incentive to artificially increase the theoretic BAU scenario, instead of 

focusing on reducing emissions as much as possible. Back in the 2011 OECD report of Israel's Environmental 

Performance, it was already stated that there is a risk to a BAU-relative target, as it leaves room for 

interpretation (OECD, 2011), and therefore an absolute and ambitious target for emissions (or emissions per 

person) in 2030 should also be determined. Finally, it is troubling that even the moderate target defined by 

the Ministry of Environmental Protection has thus far not been supported by the Ministry of Finance. Of course 

the setting of a target is insignificant on its own, barring a substantial plan for emission reduction which would 

lead to meeting this target. In recent months, a comprehensive inter-ministerial committee has been working 

to form such a plan, but thus far no budgeting was allocated for it in the 2015-2016 National budget. 

Besides the moral obligation to reduce GHG emissions due to the great dangers emanating from climate 

change, and in addition to Israel's commitment to reduce emissions as part of the Paris Agreement, the 

country also has direct auxiliary benefits to gain from the reduction of emissions. First, many industries around 

the world are gradually transitioning to low-carbon activity. Reducing emissions at this time would necessitate 

Israeli industry to adapt itself to a time of increased demand for emission reduction measures and for products 

with low ecological footprint. Another advantage is that often GHG emissions correlate with emissions of local 

pollutants that result in short term morbidity and mortality; therefore a reduction in GHG emissions is 

expected to mitigate local air pollution and improve public health. A research by the International Monetary 

 
3 Government Decision no. 4088 – Change of Priorities in the 2012 National Budget and Implementation of the Report by 
the Committee for Economic-Social Change (The Trajtenberg Committee). 8 January 2012. 
4 Government Decision no. 215 – Postponement of Implementation of the National Plan for GHG emission Reduction. 13 
May 2013.  
5 2015-2016 National Budget Proposal, Ministry of Finance. 
6 Based on presentation by Michal Shinwell – GHG Emissions in Israel in Comparison to the World. Israel Climate Policy 
Convention 2015. 7 June 2015.  
7 Lecture by Gil Proactor – Innovation and Sustainability Conference toward the Paris Climate Conference. 14 July 2015. 
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Fund studied the domestic local benefits to the pricing of emissions (in other words, benefits resulting from 

the reduction of local air pollution, congestion or traffic accidents, excluding climate change), for 20 countries, 

and found that the price of one ton of CO2e should be USD 57.5, after existing policy measures have already 

been taken into account (Parry, Venug & Heine, 2014). In other words, the marginal damage of GHG emissions 

in terms of local air pollutants is still high, and not accounted for in many countries. 

 

Pricing Greenhouse Gases 

There is a great variety of measures for the reduction of GHG emissions, including the development of new 

technologies, regulation forbidding the use of particular substances or necessitating specific reduction 

measures, supply of information to the public and encouragement of voluntary steps. Economists agree that 

one of the most beneficial, comprehensive and effective means of reducing emissions is, first and foremost, 

to price them. 

When emissions are not priced, the market does not account for environmental damages caused as a result 

of GHG emissions (except for considerations such as public image or environmental awareness). On the other 

hand, the pricing the GHG externalities necessitates manufacturers to consider these damage in their decision 

making systems. Consumers find it worthwhile to decrease the consumption of polluting products because 

these are more expensive, and an incentive is thus created for producers to reduce emissions, in order to 

lower production costs. At the same time, pricing encourages entrepreneurs to develop new measures for 

mitigating emissions. 

The various benefits can be demonstrated by the example of the electricity market. Carbon pricing is expected 

to make the production of electricity using coal, mazut or diesel substantially more expensive; production by 

means of natural gas somewhat more expensive; while maintaining the cost of electricity production by means 

of renewable energies on the same level8. As a result, electricity producers can be expected to increase energy 

production from renewable energies and natural gas at the expense of coal, thus reducing GHG emissions9. At 

the same time, electricity costs would be slightly higher, and therefore a decline is expected in the demand 

for electricity. Finally, due to the rising price of electricity, greater investment is anticipated in energy efficiency 

projects and in research for the development of new efficiency technologies. 

Unlike some of the commonly used tools for emission reduction, carbon pricing has no budgetary costs, and 

could actually generate new income sources. The revenues from carbon pricing constitute a substantial 

advantage, when budgetary considerations lead to postponement and annulment of GHG reduction plans, as 

is the case in Israel. 

An additional advantage to the pricing of emissions is greater efficiency in allocating emissions. Rather than 

the State defining a permitted emission quantity for each factory or vehicle, either a price is set for emissions 

or a cap is determined for accumulative quantities of emissions country-wide, and each agent independently 

makes its own decision on efficiency, indirectly considering the harm caused by emissions. For some factories, 

it would be worthwhile to continue polluting and paying more for emissions, since the alternative would be 

too expensive, while other factories will find it beneficial to reduce emissions rather than paying for them. 

Such decisions would also be made by private consumers, for example, car owners could either continue 

driving as usual but be obligated to pay for the pollution caused by each drive, or increase the use of public 

 
8 To demonstrate the impact in the USA see (Kennedy et al., 2015). 
9 In fact, even if electricity production would continue to be based on the same fuels, carbon pricing would encourage 
more efficient usage of fuels for the production of electricity. 
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transportation, which is less polluting and will therefore be cheaper compared to private vehicles. The State 

does not determine what the right decision is for every individual, but ensures that total emissions are reduced 

by means of either taxation or capping. As a result, the cost of reducing emission when carbon is priced is 

much cheaper compared to classic command and control regulation.  

It is important to emphasize that the advantages of carbon taxing are not only supported by economic theory, 

but also stand the test of reality. The OECD has examined the costs of emission reduction measures in different 

countries and sectors, and found that consistently, carbon pricing is the most effective measure (OECD, 

2013b). It is therefore unsurprising that the OECD repeatedly recommends carbon pricing. 

"Carbon taxes and emission trading systems are the most cost-effective means of reducing 

CO2 emissions, and should be at the center of government efforts to tackle climate 

change."10 

"Credible and consistent carbon pricing must be the cornerstone of government actions to 

tackle climate change."11 

It seems that the understanding that climate pricing is necessary has been trickling down to decision-makers. 

In the UN Climate Conference in September 2014, 74 countries, including Israel, 23 territories and more than 

1,000 companies and investors have expressed support for climate pricing12. 

 

  

 
10 OECD – Carbon Taxes and Emissions Trading are Cheapest Ways of Reducing CO2, OECD says. 4.11.2013. 
http://www.oecd.org/newsroom/carbon-taxes-and-emissions-trading-are-cheapest-ways-of-reducing-co2.htm  
11 OECD – Countries Should Make Carbon Pricing the Cornerstone of Climate Policy, says OECD. 9.10.2013. 
http://www.oecd.org/newsroom/countries-should-make-carbon-pricing-the-cornerstone-of-climate-policy-says-
oecd.htm  
12 World Bank – We Support Putting a Price on Carbon.   
http://siteresources.worldbank.org/EXTSDNET/Resources/carbon-pricing-supporters-list-UPDATED-110614.pdf  

http://www.oecd.org/newsroom/carbon-taxes-and-emissions-trading-are-cheapest-ways-of-reducing-co2.htm
http://www.oecd.org/newsroom/countries-should-make-carbon-pricing-the-cornerstone-of-climate-policy-says-oecd.htm
http://www.oecd.org/newsroom/countries-should-make-carbon-pricing-the-cornerstone-of-climate-policy-says-oecd.htm
http://siteresources.worldbank.org/EXTSDNET/Resources/carbon-pricing-supporters-list-UPDATED-110614.pdf
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International Comparison – Carbon Pricing Systems 

In the framework of this study, we performed an updated international comparison of climate pricing plans in 

different territories. Outcomes of this comparison, probably the most comprehensive to be conducted in an 

Israeli project, are featured in the appendix. Table 1 summarizes existing plans in each of the OECD countries. 

The review includes all national plans, EU programs, as well as several programs in a sub-country, province or 

state level, in Canada and the USA. 

The comparison raises a number of interesting conclusions. First, the number of carbon pricing programs is 

constantly rising. Since 2013 alone, seven new national carbon pricing systems have been executed, as well as 

a number of regional systems in China. The progress is not constant, as in 2014 Australia cancelled its carbon 

tax, but Australia appears to be the exception, while the general trend is a growth in the number of carbon 

pricing systems every year, as featured in Figure 1 (even Australia reinstated a weaker carbon pricing program 

in 2016). As of 2015, the total value of priced carbon, via either carbon pricing or carbon trading schemes, 

amounts to USD 50 billion. The European Emissions Trading System (EU ETS) encompasses 31 countries; there 

are national carbon pricing systems in 19 countries (including countries that are part of the ETS and also 

operate independent programs for sectors not covered by the ETS); and there are also 14 regional systems in 

the USA, Canada, China and Japan (World Bank, 2015). Additional countries have already decided on applying 

carbon taxes in upcoming years, including South Africa and Chile. In additional territories a carbon tax is being 

considered, including Brazil and the State of Massachusetts, in which a similar tax to the one levied in British 

Columbia was recommended, as the BC tax succeeded in meeting its targets and is considered to be a success 

story (Breslow, Hamel, Luckow & Nystrom, 2014). 

As demonstrated by Table 1, of all OECD member countries, only two do not operate a regional or national 

carbon pricing system at this time or have not decided to do so in the future: Turkey (in which preparations 

are made for the possible future operation of a carbon pricing system) and Israel. In addition to super-national, 

national and regional levels, carbon pricing schemes have also started operating at the company level, and 

some 150 firms already price carbon in the framework of their business operations (CDP, 2014)13. 

The second conclusion arising from the international comparison, is that most carbon pricing systems focus at 

this stage on burning fossil fuels, primarily in industrial, electricity production and the transportation sectors. 

Emissions from other sources, such as from fuel that is not used for energy production or emissions in the 

agriculture or waste sectors, are seldom covered. It further emerges that carbon trading systems tend to be 

less comprehensive and apply only to factories or large companies. Furthermore, occasionally several pricing 

systems operate simultaneously. In Switzerland, for instance, there is a carbon tax as well as a carbon trading 

system for large factories, and attempts are being made to link the trading system to the EU ETS. 

 

  

 
13 The price of carbon fluctuates between USD 6-89 per ton. 
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Table 2: OECD Carbon Pricing Systems14 

Country National  

Carbon Tax 

National Carbon 

Trading System 

Emissions Covered 

by the ETS 

Regional Carbon 

Pricing System 

Australia  ✓   

Austria   ✓  

Belgium   ✓  

Canada    ✓ 

Chile ✓
15    

Czech Republic   ✓  

Denmark ✓  ✓  

Estonia ✓  ✓  

Finland ✓  ✓  

France ✓  ✓  

Germany   ✓  

Greece   ✓  

Hungary   ✓  

Iceland ✓  ✓  

Ireland ✓  ✓  

Israel     

Italy   ✓  

Japan ✓   ✓ 

Luxembourg   ✓  

Mexico ✓    

The Netherlands   ✓  

New Zealand  ✓   

Norway ✓  ✓  

Slovakia   ✓  

Slovenia ✓  ✓  

Spain   ✓  

Poland ✓  ✓  

Portugal ✓  ✓  

South Korea  ✓   

Sweden ✓  ✓  

Switzerland ✓ ✓   

Turkey     

United Kingdom ✓  ✓  

United States    ✓ 

 

 

 
14 This table is mostly based on a comprehensive report by the World Bank on pricing emissions (World Bank, 2015). For 
more details see the appendix 
15 The tax had been approved by parliament and will start operating in 2018. 
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  Figure 1: Number of Carbon Pricing Systems16 

 

 

There is high variance among countries in the price of carbon17. In early 2015, the price for one ton CO2e 

ranged between USD 5-15 in carbon trading systems, while the span of taxes is even broader and ranges 

between less than USD 1 (Poland) to more than USD 150 (Sweden). It seems that at this stage, countries are 

not yet converging to a unified price, and each territory determines its price according to its own unique 

circumstances. In any case, prices are being updated quite often. Decision makers either alter the tax on 

carbon every several years, or predetermine that it will gradually increase. In carbon trading countries, the 

price fluctuates frequently according to demand and supply of permits, while often there are different 

measures in place to cap minimum and maximum prices. Furthermore, once every few years the total quantity 

of traded permits is updated, and prices modify accordingly. 

Finally, among many countries, revenues from carbon pricing or the sale of carbon permits are purposed for 

particular aims. Most often the taxes are intended for environmental purposes and specifically to further 

reduce emissions, for example through energy efficiency projects, investments in green technologies or a 

reduction of emissions from buildings. In some of the cases, equity considerations steer the use of revenues, 

and therefore the income is either refunded to households or intended for assistance to low income 

households. While in most cases the revenues are not directly refunded to businesses, often either certain 

exemptions from carbon tax are afforded to competitive industrial sectors of high energy intensity, or free 

emission permits are provided to these sectors to begin with. 

 
16 Data based on World Bank Report (2015) and includes national, regional and sub-state programs. 
17 A CO2e ton is a measure for the quantity of GHGs emitted in units equivalent to the impact of one ton of CO2 on climate 
change. By means of this measure the values of different greenhouse gases are comparable on the same scale. The values 
are calculated by multiplying the emissions for each GHG by its Global Warming Potential (GWP). 
The price for each country only refers to greenhouse gases that are priced in the framework of its climate policy.   
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Implementing a Carbon Pricing System in Israel 

In this section we focus on the implementation of a carbon tax in Israel. We begin by explaining why a tax is 

preferable to an emissions trading system, follow with a discussion regarding the height of the tax, the sectors 

covered by the tax and the importance of purposely defining a carbon tax. Throughout this work, some of the 

calculations refer to carbon dioxide, rather than the entirety of GHGs, since CO2 is the most substantial 

greenhouse gas and due to the availability of data. However, it is important to note that our conclusions are 

not exclusive to CO2, and ultimately as many GHGs as possible should be priced. 

 

Carbon Tax vs. an Emissions Trading System 

As mentioned, there are two major carbon pricing systems: one sets the price by determining a cap for 

emission quantities and enabling businesses to trade emission permits; the other by levying a tax on GHG 

emissions. Our recommendation is to apply a carbon tax in Israel.  

In a carbon trading system, the quantity of permits is predefined, and the price for each permit is determined 

by the marketplace. As demand for permits increases, their cost rises accordingly while the supply of emissions 

remains constant. The initial amount of permits can either be distributed to companies free of charge or 

auctioned. On the other hand, a tax on carbon suggests a simpler mechanism. The State determines a price 

which is to be paid for every ton of CO2 emitted. In this case the price is pre-known and is set, whereas the 

quantity of emissions fluctuates. 

A carbon tax has a number of prominent advantages. First, it easily encompasses a significant rate of the 

country's GHG emissions. The tax is levied upstream, from fuel importers or producers and trickles down to 

indirect fuel consumers. On the other hand, it is common that an emissions trading system only covers large 

businesses, due to its complexities. For example, in Quebec and in California, the system applies to companies 

or authorities emitting at least 25,000 tons of CO2e18, and in Alberta the regulation applies to facilities emitting 

at least 100,000 tons of CO2e per annum. Naturally, a narrower coverage by the system means that a smaller 

reduction in emissions could be expected. 

Furthermore, it is unclear whether Israel has a large enough market and if it is not too centralized to ensure 

perfect competition for emission permits. Firms with market power could intentionally lower or raise the costs 

of permits in order to influence both their own expenses and the expenditure of their competitors. As a result, 

distortions in emission allocations might be created, and the emissions trading system could become less 

worthwhile and less effective (Hahn & Stavins, 2011). In South Africa a carbon tax was preferred to a carbon 

trading system, among other reasons due to the small quantity of entities anticipated to partake in the market 

(World Bank, 2014). 

We have examined which entities are expected to be active in an Israeli trading system for GHG emission 

permits, via data from the 2013 environmental emissions registration reports regarding emissions of CO2, 

methane and nitrous oxide19. The data identifies 36 entities in Israel responsible for emissions of more than 

 
18 In certain sectors all companies are covered, regardless of emission quantities. 
19 The full database of the Miflas 2013 Report – Ministry of Environmental Protection. As mentioned in the Ministry's 
website, "the information is based on the annual reports transmitted to the ministry from some 500 factories, landfills, 
transfer stations, sewage treatment facilities and the like". 



 
 

13 
 

25,000 tons of CO2e20, and only 18 entities that emit more than 100,000 tons of CO2e (see Figure 2). In practice, 

some of these companies might not be covered by the framework of  emissions trading system due to the 

types of GHGs emitted or the sectors within which they operate. For example, in the EU, methane emissions 

are not covered, and companies in the waste, agriculture and "additional" sectors are excluded from the 

system. We have therefore also examined emissions of CO2 alone, which would probably be covered by an 

emissions trading system right from the onset. There are 28 entities responsible for emissions of more than 

25,000 tons of CO2 and only 11 entities responsible for more than 100,000 tons. Additionally, only two 

companies (Oil Refineries and IEC) are responsible for 37% of CO2 emissions, out of the companies emitting at 

least 25,000 tons, and 41% from among the companies emitting at least 100,000 tons. In other words, it is 

certainly likely that these companies will have market power. 

Another advantage of a carbon tax is the simplicity of its enforcement (Kennedy, Obeiter, & Kaufman, 2015). 

The Tax Authority already levies an excise tax on fuels, and can easily levy a carbon tax on the same fuels, 

either instead of or in addition to the excise tax. The tax would be levied from a few producers or importers, 

and other consumers would be impacted by the tax via changing prices, but they will not have to deal with it 

administratively. Simplicity has two advantages, first is a relief for businesses that already have to deal with a 

lot of bureaucracy emanating from Israeli regulation; and the other is an assurance that the State could collect 

full revenues of the tax. In Sweden, the rate of carbon tax evasion is estimated at less than 1%, a lower rate 

than VAT evasion in the country, and in the UK the rate of energy tax evasion is only about 2% (Fay et al., 

2015). 

However, a carbon trading system is more complicated, and entails high administrative costs. The emissions 

trading system is exposed to the formation of varied loopholes (Chan, 2010) and the carbon market will need 

meticulous supervision (CFTC, 2011). Thus, for example, in the framework of the EU ETS, rather than directly 

reducing their GHG emissions, countries can purchase a reduction of emissions in developing countries as part 

of the Clean Development Mechanism. However, it is difficult to supervise this mechanism and ensure that 

emissions have indeed been reduced appropriately. Quite a few manipulations have been previously 

discovered within the system, and industries have gone as far as deliberately increasing the production of 

certain gases, only for the purpose of being able to decrease GHGs associated with their production and to 

sell this reduction21. 

It is important to note that the complexity of an emissions trading system also has a certain advantage 

administratively, since in the long term the Israeli system might be connectable to an international emissions 

trading system, should such a system be formed. However, a global system for emissions trading is still far 

from realization, and as a first stage, an easier-to-implement carbon tax would be preferable to concentrate 

on, while the adjustment of Israeli businesses to emission pricing will also be helpful in the integration into an 

international system. 

 

http://www.sviva.gov.il/PRTRIsrael/Pages/PRTRFiles.aspx   
20 Total units of ton CO2e were calculated by multiplying emissions by the Global Warming Potential (GWP) for 100 years, 
according to the latest IPCC report (IPCC, 2013). The values are 34 for methane, 298 for nitrous oxide (and 1 by definition 
for carbon dioxide). 
21 Gronewold, N. – CDM Critics Demand Investigation of Suspect Offsets. New York Times. 14. 6.2010. For further details 
see (EIA, 2010). 

http://www.sviva.gov.il/PRTRIsrael/Pages/PRTRFiles.aspx
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Figure 2: Greenhouse Gas Emissions (Thousand Tons) 

 

 

Finally, another critical disadvantage of a carbon trading system is that the global experience in such systems 

demonstrates that often permits are supplied free of charge to large facilities (grandfathering). Distibuting 

free permits still ensures firms have an incentive to mitigate pollution, without requiring that they pay for the 

initial quantity of permits, and is therefore justified as a relief for businesses. However, in fact the distribution 

of free permits constitutes a transfer to businesses at the public's expense. Permits have a value determined 

by an emissions trading system even if they are distributed at no cost, since the permits can be sold, and 

therefore businesses still take into account the pricing of GHGs in calculating their costs. As a result, prices for 

consumers will increase (CBO, 2007), and the distribution of permits transfers capital from the consumer 
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public to business owners. Since ownership of businesses is concentrated among high income earners22, the 

allocation of free permits leads to a particularly regressive policy and harms low income earners and the 

middle class. In order to prevent unusual harm to businesses, few free permits can be distributed (according 

to some estimates, a distribution of 15% of permits should suffice to offset the harm to businesses) (ibid), 

however in practice usually more permits are distributed, probably inter alia due to political pressures by 

industry. 

The final issue for comparison between a carbon tax and an emissions trading system is certainty. Supposedly, 

the emissions trading system has an advantage in this case, since it provides certainty regarding the annual 

quantity of GHG emissions (based on the number of permits distributed). However, in the construction of a 

country's climate policy, emission reductions in any particular year are of lesser importance than the 

accumulated reductions throughout the years, because the damage caused by GHG emissions is accumulative 

and long term. On the other hand, certainty concerning the price of emissions resulting from carbon tax can 

occasionally be critical. A clear price ensures certainty for industry, thus encouraging it to take action regarding 

emission reduction. In the long run, when the price is fluctuant, there is a danger that the emissions trading 

system would collapse. If the price were to increase too much legislators are likely to intervene; and if it 

becomes too low the system would be ineffective. Indeed, in Europe, due to faulty planning of the system and 

following the economic crisis that resulted in reduced demand for permits, the price of emissions dropped 

from approximately EUR 20 per ton in 2008 to EUR 2.5 in April of 2013. In addition to the fact that at such a 

low price there is no economic certainty for most emission reduction projects, once investors know that the 

price might drop in the future, their incentive to invest in emission reduction projects diminishes, even if 

current prices are high. 

In summation, it seems that at this stage a carbon tax is preferable in Israel to an emissions trading system. 

However, it should be remembered that the manner of implementation of the tax is no less important than 

the chosen method. In the following sections of the document we discuss the implementation of a carbon tax 

in Israel. 

 

Tax Rate 

There is no uniform methodology to determine the rate of a tax on carbon. From a purely economic 

perspective, it might be ideal to calculate the external cost of GHG emissions (the social cost of carbon), or use 

existing data on the issue. In fact, that is what the Ministry of Environmental Protection has done. In work 

undertaken for the ministry, it was recommended to determine the tax according to a calculated average 

between a European study (CE Delft, 2008) and an American study (Greenstone, Kopits, & Wolverton, 2011) 

that valued the external cost of carbon. The price is updated annually, according to estimates made in the 

original studies and changes to the rates of the Euro and US Dollar. As of 2015, the price is NIS 119 per ton of 

CO2
23. 

A second option would be to try and adapt the rate of the tax to rates commonly used in other countries. The 

advantage of this approach is that Israeli industry is required, on the one hand, to adapt itself to standards 

common in other countries in which carbon is priced, and on the other hand it does not bear too heavy a 

burden. But this method is problematic for implementation since the carbon market is still very fluctuant, 

 
22 Higher income deciles are more likely to invest in firms both directly and indirectly (for example, through pension 
funds). 
23 Update of the Costs of Externalities of Air Pollutants and GHGs as of 1.1.2015, Economics and Regulation Divisions, 
Economics and Technology Cluster, Ministry of Environmental Protection, 15 January 2015. 
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whereas every year additional countries levy a tax on carbon or apply an emissions trading system, and prices 

vary rapidly. As can be seen in the appendix, presently among most developed countries the tax ranges 

between USD 8-27, although it is significantly higher in Scandinavian countries and lower in New Zealand and 

Japan. Many countries use the cost of carbon in cost-benefit analyses, even if a carbon tax is not applied and 

an emissions trading system does not exist in the particular country. In a number of countries examined by 

the OECD, the value of a ton of carbon accounted for in such cost-benefit calculations ranges between 

approximately USD 20-170 in 2015, and approximately USD 30-370 in 2050 (OECD, 2015a). 

A third option is to first examine the desirable quantity of emissions, and then estimate accordingly the rate 

of tax required to achieve such emission reductions; in other words, to calculate the marginal cost of GHG 

mitigation that would lead to the target. In practice, in order to meet climate related targets, countries do not 

rely only on the tax for emission reduction, but on a package of policy measures. For example, France 

announced in June 2015 future updates of the carbon tax to EUR 56 per ton in 2020, and EUR 100 in 2030, as 

part of a comprehensive energy law. According to the law, different measures would lead to reducing 

emissions by 40% between 1990 and 2030. 

In any case, regardless of the chosen methodology of calculating the tax rate, the tax should increase gradually, 

to enable households to adjust to it and industry to prepare accordingly. In order to ensure high certainty, tax 

increases should be predetermined 3-5 years ahead. In the long term the tax on GHGs will need to keep rising, 

as is apparent from the French example, considering that countries would have to accelerate the rate of GHG 

mitigation, and since only higher prices will make projects which are necessary for a drastic reduction of GHGs 

economically feasible. According to the studies on which the Ministry of Environmental Protection based its 

calculation, the price of carbon dioxide is expected to rise from USD 21-35 in 2010, to USD 33-77 in 2030 and 

USD 45-119 in 2050 (Becker, Rosenthal and Gabay, 2012). According to an updated American Report of the 

Interagency Working Group on the Social Cost of Carbon, the marginal cost of a ton of carbon is USD 38 in 

2015, and will increase to USD 52 in 2030 and USD 71 in 2050, for average values with a 3% discount rate 

(IWGSCC, 2013). 

 

Extent of the Tax 

Most GHGs can be included in the system by taxing all fossil fuels uses. The two leading sectors, responsible 

for the most substantial GHG emissions, are transportation and electricity. In the transport sector, taxes which 

are slightly higher than the OECD average are already levied on gasoline and diesel presently in Israel24. 

However, taxes on coal and natural gas are lower in Israel than most other developed countries (as will be 

detailed in the chapter addressing industry). 

In Table 2 we have converted the tax on each fuel to terms of NIS per ton of CO2. The first column in the table 

presents the current excise tax on fuels in terms of NIS per kiloliter or ton, and the second column presents 

the same excise tax in terms of NIS per ton of CO2. Values do not include reference to other GHGs, although 

such emissions might be significant in some cases, such as the risk of methane emissions in the production 

and transportation of natural gas25. As mentioned, according to the Ministry of Environmental Protection, the 

external cost for CO2 is NIS 119 per ton. However, this cannot be considered to be the recommended value 

for a fuel tax, since fuels also have additional externalities, such as local air pollution, congestion and traffic 

 
24 IEA Energy Prices and Taxes Statistics – Energy prices in US dollars, 2014. 
25 (Brandt et al., 2014). See also: Madar, Daniel – Is Gas Really Green? Zavit, News Agency for Science and Environment. 
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accidents. The tax should reflect all externalities, therefore a tax of NIS 119 per ton of carbon might be 

considered a lower bound to the tax that should be levied on the fuels listed in Table 2. 

 

Table 3: Excise Tax on Fuels in Terms of NIS per Ton (Rounded to NIS, May 2015)26 

Product Level of current tax,  
in terms of  

NIS per kiloliter 

Level of current tax,  
in terms of  
NIS per ton 

Level of current tax, in 
terms of  

NIS per ton of CO2 

Gasoline (kiloliter) 3,017  1,282 

Diesel (kiloliter) 1,445-2,89027  1,078 

Coal (ton)  45 20 

Natural Gas (ton)  17 6 

Mazut (ton)  15 5 

LPG (ton)  119 40 

External cost of CO2 

according to Ministry of 
Environmental Protection 

  119 

 

As can be observed in the table, the tax on gasoline and diesel is significantly higher than NIS 119 per ton. It is 

difficult to estimate if this tax is low or high without calculating all the externalities associated with the use of 

gasoline. In case that the total externalities, including those of GHGs, are similar to the value of the tax, it need 

not be increased. However, it is still appropriate to define which part of the excise tax emanates from the tax 

on carbon (as will be explained in the next chapter). 

On the other hand, the current excise tax on all other fuels is clearly too low. Even if coal and natural gas had 

no externalities whatsoever beyond their impact on climate change (though in fact additional costs do exist, 

due to local air pollution), the tax levied presently does not reflect the climate change externalities of using 

these fuels. In other words, presently polluters do not pay enough to cover the full damages resulting from 

the use of coal, natural gas, mazut and LPG. Applying a carbon tax will raise the taxes levied on these fuels 

significantly, as well as the State's revenues. In 2014 the consumption of natural gas was approximately 7.8 

BCM28. If the State had increased taxation so as to reflect the external costs of CO2, its revenues would have 

increased by some NIS 1.9 billion. In 2013, IEC consumed approximately 11.8 million tons of coal29; a carbon 

tax levied on these levels of consumption would have led to increasing the State's revenues by approximately 

NIS 2.8 billion. These projections only refer to the immediate change, without taking into account changes in 

consumption subsequent to taxation. 

In addition to taxing fossil fuels, GHGs emitted in the waste sector should also be taxed. In the first stage, the 

landfill levy can be updated to reflect the damage generated as a result of GHG emissions; and later on, it 

 
26 The level of excise tax as of 1 June 2015 – Updated rates of excise tax in NIS, Israel Tax Authority. 
The emission coefficients of CO2 for each fuel were determine according to international data and consultation regarding 
their adaptability to Israel. Data regarding coefficients can be found at: 
US Energy Information Administration – Voluntary Reporting of Greenhouse Gases Program Fuel Carbon Dioxide Emission 
Coefficients, http://www.eia.gov/oiaf/1605/coefficients.html#tbl2  
27 Excise tax on diesel was approximately NIS 2,890 per kiloliter, but many bodies are refunded for a substantial rate of 
the excise tax in the framework of The Diesel Fuel Drawback Arrangement. 
28 Cohen, Hedy – The Projection for Gas Demand Decreases Significantly; "Do Not Supervise". Globes. 4 December 2014. 
29 Israel Electric Corporation – Periodic Report for 2013, page 44. 

http://www.eia.gov/oiaf/1605/coefficients.html#tbl2
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would be appropriate to unify the landfill levy, the excise tax on fossil fuels as well as taxation on GHG 

emissions or their sequestration in additional sectors, such as agriculture and forestry, under one framework. 

 

Carbon Tax vs. Modification of Excise Tax 

Seemingly, the advantages of a carbon tax can be utilized by means of updating the excise tax on fuels. In 

theory there is no difference between levying a carbon tax to modifying the excise tax, since in either case, 

consumers and producers end up seeing the same price for the product. However, determining a defined 

carbon tax, similarly to the conduct on this matter in other countries, and applying it to all fuels, is a preferable 

solution from several perspectives. 

First, this solution ensures consistency in the taxation system over time and across sectors. Should the law 

define a tax for every ton of CO2 (let us presume NIS 119 per ton), then this tax would be levied accordingly 

for each fuel (for example NIS 280 per kiloliter of gasoline and NIS 276 per ton of coal). However, when each 

excise tax is updated separately, inconsistent taxation is much more likely. For example, if a unified carbon tax 

is not defined, the excise tax on coal could be raised while the one on natural gas remains then same; or an 

excise tax might be levied according to a carbon tax, but it could only apply to some of the fuels more due to 

political considerations. Such examples are not merely theoretical. As it is, presently the excise tax on diesel 

fuel for carriers is smaller than the excise tax on gasoline, in other words, drivers of diesel powered cars pay 

less for their pollution, although they generate similar environmental damage to gasoline drivers30. 

Inconsistent taxation create distortions, since the damages each fuel causes to society are not internalized 

properly, and thus it is possible that a more polluting fuel might be used at the expense of a cleaner option.  

Another example illustrating that the excise tax can change inconsistently, is the reduction of the excise tax 

on gasoline in February of 2011 due to public protest, and the cancellation of a planned increase of excise tax 

on coal on early 2012, following the deliberations of the Trajtenberg Committee. In the same way, the excise 

tax might be increased without warning due to a budgetary crisis or an unexpected deficit. If carbon tax is not 

defined by law and instead a modification is applied to the excise tax, investors and businesses would know 

that the excise tax might be changed arbitrarily. In this way no long-term planning horizon would be generated, 

as is the need concerning many environmental projects31. 

Obviously, decision makers should have the right to decrease or increase energy taxes; however in such cases 

the tax on carbon must be updated, so as to apply the change proportionally to all fuels. In any case, in order 

to guarantee that the tax achieves its objective and to ensure certainty for industry, it is worthwhile to 

encourage a norm according to which the tax on carbon does not suddenly change, but is rather updated 

periodically following extensive examination. 

An additional advantage of defining a comprehensive framework for a carbon tax is the transparency enabled 

by such a system. Once a carbon tax is clearly defined, consumers as well as the industry know why the excise 

tax is determined at a particular level, and can prepare for future changes in the tax. Unlike other externalities, 

an excise tax on CO2 is easily calculable, considering that the quantity of emitted CO2 for each type of fuel is 

constant. On the other hand, an excise tax on local air pollutants is more complex to calculate, since air 

 
30 In practice there are differences between emissions of diesel and gasoline powered cars, but these differences do not 
justify the gaps in taxation, and might actually indicate that the diesel tax should rather be higher than the gasoline tax. 
31 For the same reason Gil Proactor and Eugene Kandel explained that there is a need for an authoritative body that will 
observe the enforcement and monitoring of governmental climate programs. Innovation and Sustainability Conference 
toward the Paris Climate Conference. 14 July 2015. 
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pollution depends not only on the type of fuel but also on the manner of its usage (such as the type of car 

engine, speed and location of driving, types of scrubbers installed in IEC chimneys etc.). In other words, if a tax 

is levied on CO2, it is very simple to convert it to terms of excise tax on fuel. However, an opposite conversion 

is problematic. If, for instance, a NIS 3 excise tax is levied per liter of gasoline, it is hard to know if this excise 

tax reflects local air pollution, traffic accidents or carbon tax, and what weight is attributed to each of the 

damages. 

The transparency of the tax is important not only for the local market, but also externally. One of the central 

reasons to reducing emissions is the global expectation that Israel would take significant steps in the 

international framework of efforts to address climate change. A carbon tax demonstrates the Israeli 

commitment to the world, while an update of the excise tax could be perceived as an inconsistent step, 

endeavoring to achieve a variety of objectives not necessarily related to climate change. 

Finally, a third advantage to defining a comprehensive carbon tax is that tax revenues can be used for 

predefined goals, and primarily for the mitigation of its regressive impacts, as will be explained in the next 

section. 
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Addressing the Disadvantages of a Carbon Tax 

A carbon tax has two main disadvantages that should be addressed. The most substantial drawback is that 

such a tax is regressive, in other words it constitutes a higher burden to low income households. A second 

possible risk is damage to the competitiveness of local industry. 

 

Inequality  
A carbon tax would be levied on fuels upstream, but its costs will be passed through to the private consumer. 

The consumer would be particularly harmed by rising prices of electricity and transportation fuels, as well as 

from an indirect increase of prices of other products, resulting from rising energy costs. In Israel, as in other 

developed countries, households of lower income deciles spend a higher rate of their income on 

transportation and electricity, therefore the harm they would incur would be greater. In this section we 

explore the distributional impacts of a carbon tax in Israel, and consider how the regressive impacts of carbon 

pricing might be balanced by means of sensible use of tax revenues. 

 

Distributional Impacts of the Tax 

We have conducted a simulation of the impact of a carbon tax of NIS 119 per ton32 on different deciles, based 

on an integration of previous studies (Anisov, 2015; Levy, 2013), with an update of the data and methodology. 

First, the direct consumption of fuels and electricity was calculated by dividing the expenditures of each decile 

in 201233 by the average price of each item34. For each of the products we based our calculations on emission 

coefficients to convert the amount of units consumed to total GHG emissions. With the exception of electricity, 

all coefficients are known, since the quantity of GHG emissions from using different fuels is constant and 

independent of the manner of using the fuel35. For electricity the coefficient depends on the fuel mix from 

which electricity is produced, therefore data was taken from the IEC environmental report36. 

 
32 Throughout this paper, calculations were conducted for a tax of NIS 119 (according to estimates by the Ministry of 
Environmental Protection for CO2 externalities) excluding VAT. Adding VAT slightly increases costs for households, but 
otherwise does not dramatically change the outcomes. 
33 Household expenditures are based on the Central Bureau of Statistics – Household Income and Expenditure, data from 
the 2012 Household Expenditure Survey. Table 2. Monthly Income and Expenditure for Consumption by Household 
Deciles, by Net Fiscal Income per Standard Person. 
Since the survey does not include individual products, the expenditure of an individual product (for instance fuels and 
oils for vehicles) was calculated out of the total expenditure in a particular category (such as vehicle related expenditures) 
according to Table 1.1. Monthly Income and Expenditure for Consumption (Individual Products) by Household Quintiles, 
According to Net Income per Standard Person. 
The direct expenditures are expenses on: fuel and oil for vehicles, electricity, gas in tanks, central gas and heating 
expenses (including kerosene). 
34 Gas: based on CBS data – Average Prices of Select Consumer Products and Services – Small Gas Container;  
Gasoline: based on CBS data – Average Prices of Select Consumer Products and Services – average data gasoline 95 octane 
self-service and gasoline 95 octane full service; 
Heating: based on CBS data – Average Prices of Select Consumer Products and Services – Domestic Heating Diesel; 
Electricity: based on weighted average of the rate for domestic consumers in 2012 (54.44 Agotor (cents) per kWh until 
the end of March and 59.47 Agorot per kWh starting in April.). 
35 See comment 26. 
36 Israel Electric Corporation – 2013 Environmental Report. P. 38. 
Although the expenditure data are updated for 2012, the emission coefficient was taken from a 2013 report, since in 
2012 there was a temporary shortage of natural gas, and the fuel mix used that year was unlike the anticipated fuel mix 
in the Israeli economy. 
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In the next step, the quantity of indirect emissions by each decile was calculated. Even when households do 

not consume fuels, they are indirectly responsible for GHG emissions, due to fuels which were used in the 

production of any product or service supplied to the household. Thus, for instance, when household members 

use public transportation, they indirectly consume diesel, and when they buy a new item of clothing, they 

indirectly consume electricity, used to light the clothing store from which the item was bought. The calculation 

of total indirect emissions is based on the ratio between direct and indirect emissions for each decile, as it was 

calculated using input-output tables in a previous comprehensive study undertaken in the framework of this 

project by Liza Anisov (2015). 

Finally, we estimated what the new annual costs for households would be as a result of a NIS 119 carbon tax. 

We assumed the tax on carbon would be added to existing taxes in the Israeli economy, that it would apply to 

all fossil fuels in all sectors of the economy, and that it would be fully passed through to consumers (and not 

impact salaries). The results appear in Table 3. In practice, it is likely that a carbon tax could be accompanied 

by some reduction of the excise tax on gasoline and diesel fuel, and therefore its impacts might be smaller. 

Furthermore, we only examined the immediate impacts of the tax, in other words, without considering 

changes to consumption. It is also likely that with time, households will adjust to the tax and reduce the 

consumption of polluting products as prices increase and therefore their expenditure will increase by a smaller 

amount (although such a change would also decrease their welfare to slightly). 

 

Table 4: Household Expenditures Following the Application of a Carbon Tax 

Decile Monthly income New monthly expenditure 
due to carbon tax 

Rate of new expenditures  
in relation to income 

1 3,465 79 2.3% 

2 5,684 79 1.4% 

3 7,586 93 1.2% 

4 9,450 96 1.0% 

5 11,284 99 0.9% 

6 12,869 105 0.8% 

7 15,441 112 0.7% 

8 17,855 120 0.7% 

9 21,997 130 0.6% 

10 32,691 145 0.4% 

 

Table 3 indicates that a carbon tax is regressive. Whereas low income households would pay less in absolute 

terms following the application of the tax, as a rate of total income, their expenditures would increase more. 

In other words, low income households will find it more difficult to withstand the tax burden, thus inequalities 

would grow. 

It further arises from the above table that impacts of a carbon tax will not be dramatic. Even a calculation of a 

full carbon tax of a substantial rate, encompassing all fuels in the economy, not accompanied by a reduction 

in excise tax, and assuming that the tax is fully passed to consumers and that consumer do not change their 

behavior results in an average expenditure increase of approximately NIS 110 per month per household. A 25-

30% increase or decrease in current electricity prices would lead to a similar fluctuation in household costs, 

and in fact similar changes have actually occurred in the past within several years. 
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Uses of Tax Revenues 

Although the expenditure on the carbon tax is not dramatic, it is clearly not negligible, particularly to low 

income households, and it would be inappropriate for a carbon tax to exacerbate inequalities in the country. 

It will therefore be important to use tax revenues to mitigate inequalities. According to OECD data, carbon 

taxation or the sale of carbon permits to achieve emission reduction targets declared by 2013, will yield 

revenues of USD 250 billion, and partial use of these funds should suffice to address the distributional impacts 

of the tax (OECD, 2015a). 

As we have seen in the international comparison, a designated use of tax revenues for defined purposes is 

customary in many countries. Furthermore, in recent years, there is a clear trend of increased transparency in 

the usage of revenues from the sale of emission permits, and detailed reports of these uses are being 

published (Sustainable Prosperity, 2012). For example, a report was recently published detailing how each of 

the member states of the RGGI emissions trading system (a trading system of 9 US States) has been investing 

its revenues from the sale of emission permits (RGGI, 2015), and in California and British Columbia, the 

State/Providence is required by law to publish a plan for the use of tax revenues. Additionally, starting from 

2014, each member state of the ETS (the 28 European Union member states as well as Norway, Lichtenstein 

and Iceland) is required to report annually its use of tax revenues. It emerges that the legitimacy of a carbon 

tax depends not only on direct impacts of the tax, but also on the use of the revenues emanating from it 

(Sustainable Prosperity, 2012). 

In this section of the document we discuss four scenarios for the use of tax revenues, and examine the social 

implications of each scenario. In addition to the scenarios detailed below, tax revenues can also be used to 

reduce distorting taxes, such as income tax, and thus generate economic growth. Taxing carbon is beneficial 

for the economy because it can replace distorting taxes with others taxes that correct market failures; but it 

might also weigh on the economy, since high energy prices increase the distortion of existing taxation of labor 

and capital. As long as a satisfactory rate of tax revenues is directed at reducing distorting taxes, the economic 

benefit of a carbon tax can be positive, in addition to the benefit emanating from the reduction of GHGs (Parry 

et al., 2014). 

The discussion in this section focuses on four ideal scenarios, but in practice the policy regarding the use of 

tax revenues could also combine or integrate different scenarios. For example, it can be predetermined that 

50% of tax revenues are refunded to households by means of a carbon dividend, 25% would be used for 

environmental causes and 25% would be used to reduce the lowest income tax bracket. 

Scenario A: Transfer of Funds to the National Budget 

This scenario is used as the basis scenario, in which Israel does not rely on tax revenues to mitigate inequalities, 

but rather shifts them to the general budget. In practice, social causes can be advanced through the national 

budget as well, but in this case the use of tax funds is determined according to the policies of the current 

government ad hoc, and revenues might also be used to exacerbate inequalities, for instance by means of 

reducing taxes on capital gains. For the sake of calculation, we assume that tax revenues do not impact 

households immediately (for instance we can imagine revenues being used to decrease the national debt, a 

goal with long term benefits but less tangible impacts on households in the immediate time). 

Scenario B: VAT Reduction 

VAT is a regressive tax, and therefore reducing the VAT could mitigate inequalities generated as a result of a 

carbon tax. In order to evaluate the impacts of the VAT, we calculated the rate of expenditure on consumption 
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taxed by the VAT for every decile from the total expenditure on VAT-taxed consumption37. We assumed the 

tax on carbon would be revenue neutral, in other words, all tax revenues will be used to mitigate VAT. 

Scenario C: Distribution of a 'Carbon Dividend' 

Another option is the distribution of revenues from a carbon tax to all households equally as a carbon dividend. 

Distribution of the dividend can be executed via income tax or social security, through a discount in 

compulsory payments or a direct payment transfer to every household. In British Columbia, low income 

earners are entitled to such a payment every quarter and the payment is funded by some of the carbon tax 

revenues. In Alaska, in which there is no carbon pricing, a similar mechanism also exists, in which residents are 

entitled to an annual dividend from the distribution of State revenues from the oil industry. Since the transfer 

per household is identical, the impact of the dividend is more substantial for low income households, and 

therefore such a measure is progressive and could mitigate inequalities. 

Figure 3: The Impact of Carbon Tax on Household Income by Different Scenarios and Deciles 

 

Figure 3 summarizes scenarios A through C for the use of carbon tax revenues, and indicates how each scenario 

would decrease or increase household income in different deciles. The chart indicates that a carbon tax can 

be applied without exacerbating inequalities. The use of national revenues to reduce VAT leads to almost 

complete mitigation of the regressive impacts of the tax. The tax burden on the first decile is reduced to 0.6% 

of income, and for other households the impact of the tax is negligible. Thus all necessary environmental 

benefits of a carbon tax can be attained devoid of its major disadvantage. The use of revenues for the 

distribution of a dividend achieves similar outcomes and even makes the tax somewhat progressive, a scenario 

which is especially beneficial to lower deciles. 

Theoretical models and simulations conducted in other countries indicate that the refund of tax revenues 

directly to citizens make it progressive (Rivers, 2010), and that the tax can be made progressive even if only 

some of the tax is refunded directly to citizens (Fay et al., 2015). An additional advantage of scenarios B and C 

is that while they assist low income households more, they are still beneficial for all deciles in the economy, 

 
37 Household expenditures based on: Central Bureau of Statistics – Household Income and Expenditures, data from 2012 
Household Expenditure Survey. Table 2. Monthly Income and Expenditure for Consumption by Household Deciles, by Net 
Fiscal Income per Standard Person. 
VAT taxed expenditures are the total consumption expenditures minus expenditures on housing and fruit and vegetables. 
This calculation is based on a similar calculation conducted by the Knesset Research and Information Center (Bar, 2011). 
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and therefore all households will know that they are refunded for at least part of the carbon tax payment. 

Refunding the entire population could be essential to increase the legitimacy and political support for the tax. 

Scenario D: Use of Tax Revenues for Environmental Goals 

The use of revenues to promote projects that address climate change doubles the efficacy of the tax on carbon 

in tackling climate change. The tax is beneficial both because if alters consumers' and firms' behavior, and due 

to the dedication of revenues to mitigating GHG emissions or to adaptation to climate change. However, it is 

important in this case too that at least some of the measures will be focused on low income earners, in order 

to minimize the regressive effects of the tax. In this manner, in California, most tax revenues are intended for 

environmental purposes, but at least 25% of revenues are designated by law to environmental projects that 

assist weakened populations and at least 10% of revenues are intended for projects among vulnerable 

communities (State of California, 2013). 

A previous AEJI document suggested several policy measures to reduce emissions, which would be particularly 

helpful for low income earners (Levy, 2012). In this section we briefly review policy measures which the 

Ministry for Environmental Protection is promoting as part of an updated climate plan38, assuming that 

revenues of a carbon tax could be used to promote the same measures. 

• Establishing a National Energy Efficiency Fund 

Investing in energy efficiency is a relatively effective measure for reducing GHG emissions. McKinsey & 

Company publishes reports indicating that there is a variety of GHG emission mitigating measures, which 

also save money in the long term, primarily by means of energy efficiency, from exchanging lightbulbs to 

home insulation (McKinsey, 2009). Many studies attempt to understand why households do not advance 

energy efficiency projects on their own, considering such projects are economical, a phenomenon dubbed 

the Energy Efficiency Gap in literature. There are varied reasons for the energy efficiency gap, including, 

inter alia, discomfort in making such investments, lack of information, the principal-agent problem that 

characterizes rental apartments, financing difficulties and behavioral limitations (Gillingham & Palmery, 

2014). 

In order to promote climate justice, the focus must remain on projects among low income households, 

which experience certain impediments such as credit constraints. It could either be decided that some 

projects target only low income populations, or determined that these households would benefit from 

higher subsidies. For example, in a refrigerator exchange project by the Ministry of Energy, eligible 

populations were entitled to a new appliance subsidy of up to 60%39, while the rest of the population was 

given a 30% subsidy40. 

• De-Facto Adoption of a Green Building Standard in All Local Authorities in the Country 

 
38 As of August 2015, no official climate plan had been published by the Ministry of Environmental Protection. We 
therefore relied on the recommendations for emission reduction targets as they are featured on the ministry's website: 
The Ministry of Environmental Protection – Israel Must Reduce Some 30% of Anticipated GHG Emissions in 2030; the 
Benefit to Israeli Economy: NIS 125 Billion. 
http://www.sviva.gov.il/InfoServices/NewsAndEvents/MessageDoverAndNews/Pages/2015/July2015/Emissions-
reduction-targets.aspx  
39 Ministry of Energy (14 December 2011) – The Economic Refrigerators are Already Here 
http://energy.gov.il/AboutTheOffice/SpeakerMessages/Pages/GxmsMniSpokesmanfrijune13.aspx 
40 Ministry of Energy (12 December 2012) – The Ministry of Energy's Fridge Exchange Operation Returns! 
http://energy.gov.il/AboutTheOffice/SpeakerMessages/Pages/GxmsMniSpokesmanMekarerDec12.aspx  

http://www.sviva.gov.il/InfoServices/NewsAndEvents/MessageDoverAndNews/Pages/2015/July2015/Emissions-reduction-targets.aspx
http://www.sviva.gov.il/InfoServices/NewsAndEvents/MessageDoverAndNews/Pages/2015/July2015/Emissions-reduction-targets.aspx
http://energy.gov.il/AboutTheOffice/SpeakerMessages/Pages/GxmsMniSpokesmanfrijune13.aspx
http://energy.gov.il/AboutTheOffice/SpeakerMessages/Pages/GxmsMniSpokesmanMekarerDec12.aspx
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Obligating adherence to a green building standard is a positive step with a substantial reduction potential 

in the long term. As long as it only addresses the adoption of a standard, this step has no direct budgetary 

costs, and it should therefore not be associated with revenues from a carbon tax. However, should the 

State decide to financially assist households that have an advanced green standard (for instance by means 

of a discount on the Land Betterment Tax), the step could be funded by carbon tax revenues. In the short 

term, it is likely that such a step would assist medium or high income households almost exclusively, since 

low income earners purchase less new apartments, and it is difficult to estimate how the rental market 

might be impacted by changes to new apartment prices. Therefore emphasized focus on this measure 

could in fact make the tax on carbon more regressive, should low income earners pay a higher rate of their 

income on taxation as well as benefit less from it. 

Therefore, in case it is decided to assist new apartments certified with a green standard, it is important to 

balance such a step by measures focusing on households not buying new apartments as well. For instance, 

assistance can be provided to funding energy efficiency related improvement in rental apartments. Rental 

properties suffer from the principal-agent problem, in which apartment renters have no incentive to invest 

in mitigating the energy consumption of the apartment since they are not expected to reside in it in the 

long term, and the landlords have no incentive to invest in energy efficiency since they do not pay the 

utility bills. Therefore State involvement in such apartments can be particularly effective. Furthermore, 

public housing should be made greener. Sometimes public housing apartments that are intended for 

vulnerable populations, suffer from a particularly large energy efficiency gap, such as solar water heaters 

not being installed in these apartments, as used to be the case in the past. 

• Developing Public Transportation Deployment  

The use of revenues from a carbon tax to promote public transportation is clearly an environmental justice 

action. This step would reduce GHG emissions and local air pollution resulting from vehicles, assist all 

households while being particularly helpful for low income earners. It is important that tax revenues 

invested will not be at the expense of existing public transportation budgets, and that improvements 

would also assist in increasing accessibility to public transportation, particularly in Arab localities suffering 

from a limited supply of buses. 

• Preference of Natural Gas Over Coal in Electricity Production 

The preference of natural gas over coal is not a goal in which carbon tax revenues will be invested, but 

rather regulation leading to a result that could also be reached by carbon pricing. It is certainly likely that 

the use of natural gas over electricity would bring to a reduction of GHG emissions, however the question 

is how the choice for natural gas is made. Instead of determining by regulation that a certain share of coal 

should be replaced by natural gas, it is better to price GHGs, thus a natural preference would be generated 

for the most worthwhile fuels. Natural gas would be preferred as long as it is cheaper than the cost of 

carbon, when GHG externalities are also accounted for. The advantage of a tax is that it does not merely 

make coal more expensive relative to gas, but it also makes natural gas expensive compared to renewable 

energies, thus encouraging their use. 

In addition, the transition to natural gas might, in some cases, make energy production more expensive. 

Since the regulatory preference of natural gas does not yield income to the State, this policy cannot 

directly offset the regressive impacts of more expensive electricity; and therefore much like other 

measures that do not determine a specific price for carbon, such as a target for renewable energies, the 

policy might be regressive (Fay et al., 2015). A carbon tax would lead to a higher electricity bills as well, 

but it enables the reliance on tax revenues to offset the increased inequality. 
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The Competitiveness of Israeli Industry 

A second possible drawback of a carbon tax is damage to the competitiveness of local industry. Following the 

increase in energy prices, Israeli industry might find itself at a disadvantage. As a result, factories could 

theoretically decrease their operations in Israel, and part of the taxation efficacy might also be harmed if 

factories are transferred to regions in which no carbon taxation is levied (a phenomenon dubbed carbon 

leakage). Thus far research found no evidence for significant damage to local industries by carbon pricing, but 

the industry's competitiveness might be harmed when carbon prices continue to increase (OECD, 2015a). In 

order to examine whether the danger is pertinent to Israel, it should be examined if a tax on carbon would 

indeed place local factories at a disadvantage vis-à-vis similar industries in other developed countries41 due to 

high energy prices. The main fuels used by Israeli industry are mazut, LPG, diesel fuel and natural gas, and over 

time, Israeli industry is expected to rely increasingly on natural gas, as it is usually cheaper than the alternatives 

(Milrad, 2014). 

Figures 4 and 5 present the prices of electricity and natural gas in Israel and other major OECD member states. 

From these figures it is evident that presently the prices of electricity and natural gas for the Israeli industry 

are particularly cheap. Should a full carbon price of NIS 119 per ton of CO2 be levied on coal, natural gas and 

mazut42, ( the price in Israel would naturally increase, yet it would still not be considered high in relative terms 

to other countries. In other words, it seems that there is no significant concern for detriment to the 

competitiveness of Israeli industry. It is important to note that there is high uncertainty regarding the price of 

natural gas for Israeli industry. The current price featured in the table is based on a TASC report (TASC, 2014). 

Should the price dramatically rise following changes in the natural gas market, Israeli industry might be in a 

more problematic position. But in that case as well, before carbon tax exemptions are given, it should be 

examined whether the high price is a result of the tax, or if it emanates from excess profits for the companies 

producing natural gas, in which case it must be addressed accordingly. 

One could argue that electricity and natural gas prices are indeed not expensive compared to the rest of the 

world, and yet a carbon gas would raise them substantially; therefore the Israeli industry might not be able to 

deal with such a change. According to the calculations made in this section of the document, the tax would 

increase the prices of electricity and natural gas by approximately 14% and 21% respectively; however, in fact 

the price of energy for industry had already been significantly reduced due to the discovery of natural gas 

(TASC, 2014; Milrad, 2014). According to work undertaken by the Pareto Group for the Ministry of Economy, 

diesel fuel and mazut are about 74.5% more expensive than natural gas (Pareto, 2013). Therefore even after 

a carbon tax is levied, natural gas will be cheaper than mazut, LPG or diesel fuel. In other words, Israeli industry 

is already used to working at higher prices, and this change would not be one that it is unable to withstand. In 

the long term, even with a carbon tax, the energy prices of the Israeli industry are actually expected to 

decrease.  

 

 
41 Like in other issues, the comparison should be made with OECD countries, with similar features to Israel. It is likely that 
Israel would have more stringent environmental laws to developing countries, much like differences in labor laws. 
42 We assumed that the carbon tax will replace the current excise tax and not be added to it; the calculation barely 
changes even if a tax is added to the present excise tax 
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Figure 4: Price of Electricity for Industry, in USD per kWh43 

 

Therefore, it seems there is no concern that a carbon tax should harm the competitiveness of Israeli industries 

compared to other developed countries. Should it still be decided that the tax endangers industry, then 

focused assistance could be provided. In such case certain exemptions from the carbon tax might be 

considered, but these should be limited by three aspects: first, the exemption should only be given to specific 

industries that might be harmed (presumably because of competition with countries in which energy prices 

are low and no carbon tax is levied). An examination exploring which industries are particularly sensitive to 

tax and to international competition could be undertaken44, as is conducted for example by the EU that 

provides more free permits in the emissions trading system to sectors suffering from carbon leakage45. In 

addition, any tax exemption should be time limited with a purpose of enabling industry to adapt to the new 

tax, as is customary in many cases. There is no justification for an industry that continues to pollute without 

paying for it over time, and if industries knew in advance that their exemption is time-limited, they would be 

incentivized to invest in projects that enable them to operate even if prices are slightly higher in the future. 

Finally, the tax exemption should be limited to a certain quantity of production (presumably the quantity 

manufactured in previous years with slight adaptations). In this way factories will be able to continue operating 

for a number of years in the same format, but would not increase their GHG emissions without being taxed 

for it. 

 
43 Electricity prices to industry in OECD countries are based on most up-to-date IEA data, for the first quarter of 2015 or 
the last quarter of 2014: 
OECD and IEA – Energy prices in US dollars – Electricity (MWh) – Total price (USD/unit) 
The price for Israeli industry is based on: IEC – 2014 Periodic Report. 
The price was updated to reflect the reduction in electricity tariffs in February 2015. 
The price with a carbon tax is based on the cost of fuel consumption by IEC in 2015 following the excise tax update on 
natural gas and coal. 
44 For the works examining the sensitivity of Israeli industry to international competition and changes in energy prices 
see (Levy, 2011; Milrad, 2014; Pareto, 2013, p. 49). 
45 European Union – Commission decision determining, pursuant to Directive 2003/87/EC of the European Parliament 
and of the Council, a list of sectors and subsectors which are deemed to be exposed to a significant risk of carbon leakage, 
for the period 2015 to 2019. 27.10.2014. 
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Figure 5: Price of Natural Gas for Industry in USD per MMBTU46 

 

It is important to note that there is a danger that tax exemptions will make the tax too complex and difficult 

to enforce, therefore it might be better to not give any exemptions, and to use a small rate of tax revenues to 

temporarily assist sectors that might be affected (Clean Energy Canada, 2015). In this case, it should be insisted 

that assistance be directed not only to businesses but also to employees that might be harmed, for instance 

by means of professional training. 

In summation, it seems there is no dramatic danger for Israeli industry by levying a carbon tax and there is no 

need to bestow tax abatements for industry. If as a result of changes in the business environment, the tax will 

harm the competitiveness of Israeli industry, the industry could then be assisted in a particular manner and 

for a time limited period. 

  

 
46 Natural gas prices in OECD countries are based on the most up-to-date IEA data, for the first quarter of 2015 or the last 
quarter of 2014. 
OECD and IEA – Energy prices in US dollars – Electricity (MWh) – Total price (USD/unit) 
The price in Israel is based on TASC report (TASC, 2014). 
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Summary 

There is wide agreement among experts that the most effective way to mitigate GHG emissions is by carbon 

pricing. It seems that in recent years decision makers around the world have internalized the importance of 

the issue and have finally started to price GHG emissions by means of either a carbon tax or an emissions 

trading system. Israel is one of the only OECD member countries in which GHGs are not priced. In light of 

Israel's accession to the OECD and a rapid development of its economy in relation to the rest of the developed 

world, Israel can no longer claim it has no possibility to take more substantial actions to reduce its emissions. 

The best way to price carbon in Israel is through taxation. A carbon tax is easy to implement and effectively 

enforceable; it minimizes the risk of unnecessary exemptions; provides the industry with certainty; and 

enables the use of revenues to offset the regressive impacts of carbon pricing. The present excise tax on 

gasoline and diesel fuels does not necessarily need to change dramatically47; a component of the excise should 

be defined as a carbon tax, and it should be ensured that this component is updated if any changes are made 

to the tax. However, within the carbon tax framework, the taxation of natural gas and coal must increase, 

since the current taxation does not reflect the externalities of using these fuels. A comprehensive framework 

should be defined for a gradually increasing consistent tax, to be applied immediately on all fossil fuels and 

extended gradually to include additional sectors, such as agriculture. Increasing or decreasing the excise tax 

will not suffice, since without a comprehensive carbon tax framework, the tax levied could be arbitrarily 

changed and inconsistent between sectors; in other words, GHG emissions would be unjustifiably cheaper 

when using some fuels. 

Israeli industry can clearly cope with higher energy prices emanating from the tax, considering both that prices 

would still be lower than energy costs preceding the natural gas findings offshore, and that even after applying 

the new tax prices would not be high, compared to other OECD countries. However, a carbon tax might be 

regressive and exacerbate existing inequalities in the country. It should therefore be insisted that tax revenues 

are designated to minimize inequality. This can be done by reducing other taxes (such as VAT), distributing 

carbon dividends to every household, or investing in projects with social and environmental benefits, such as 

the promotion of public transportation. 

So far we have presented carbon taxation as a double challenge. In addition to the need to levy a new tax in 

order to address the issue of GHGs, tax revenues should also be used wisely. Yet it might be possible for the 

correct use of tax revenues not to be perceived as an extra challenge, but rather as an enabling step for levying 

a carbon tax, making it politically feasible. Clearly a new tax will always spur opposition, be it for justified 

reasons or due to narrower interests, therefore the distribution of a carbon dividend or investment in clearly 

beneficial public projects are necessary for such a tax to acquire public support. Possibly, rather than 

separately fighting for a carbon tax and promoting progressive taxation, there is a better chance to advance 

both goals as a package deal. 

The carbon tax in British Columbia illustrates the importance of public support for a carbon tax. The carbon 

tax levied in BC is higher than in any other region in the continent, it is comprehensive, effective and has 

almost no exemptions. The tax is popular, among other reasons due to the personal involvement of the 

Premier in designing and promoting the tax; because by law the tax is predefined and neutral in terms of state 

revenues; because the tax was increased gradually in accordance with a predetermined plan; due to support 

 
47 The total externalities of gasoline and diesel should be determined to calculated the optimal excise tax 
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of the academic community and relatively little opposition by businesses to the tax48; and as a result of 

governmental investment in explaining the tax to the public (Clean Energy Canada, 2015; Harrison, 2013; 

OECD, 2013a). The implementation of carbon tax in Israel would require not only a smart and fair use of tax 

revenues, but also leadership, transparency with regard to tax revenues, and clear explanation of the tax to 

businesses and to the public from the onset. 

It is important to emphasize that while carbon pricing is probably the most significant step in addressing 

climate change, other complementary policy tools will be needed (OECD, 2015a). It is important to eliminate 

fossil fuel subsidies, which are still quite commonplace worldwide (Coady, Parry, Sears, & Shang, 2015). In 

Israel not many subsidies of this type are in place, but it is still advisable, for instance, to cancel the Diesel Fuel 

Arrangement which provides tax refunds to business consumers of diesel. Additionally, as a result of a number 

of market failures, even after applying the tax, in some cases the externalities of carbon will not be accounted 

for, among other reasons due to credit constraints, the principal-agent problem or imperfect information 

(Levy, 2012). Therefore, additional measures to advance climate justice should be promoted to address these 

problems. These measures might be funded by carbon tax revenues. Recommendations for such measures 

were listed in a previous AEJI report, and some were supported by the Ministry of Environmental Protection 

within the national climate plan. 

And yet, while the government's support for a number of important projects is positive, it will not suffice. In 

order to generate comprehensive change in its economy, the promotion of a fair carbon tax in Israel and the 

use of its revenues to minimize inequalities are necessary. The Paris Agreement constitutes an exceptional 

opportunity to introduce such a carbon tax, as Israel has committed to long-term emission reductions.  

 
48 Businesses in Canada understood that they must take action on climate and did not blatantly oppose a carbon tax, 
because it was neutral in terms of state revenues, and because it was fairly levied on them as well as households 
(Harrison, 2013). 
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Appendix: Carbon Taxation and Carbon Trading Systems in Different Territories 
 

Table 5: Territories in which a Carbon Tax in Applied49 

     

Territory Sectors Price Use of Revenues Other Comments 

British 
Columbia 
(Canada) 
(2008)50 

Fuel and tire consumers. 
Exemptions given to fuel use 
for marine or aerial 
transportation out of the 
province, industrial fuel 
usage not for energy 
purposes, as well as for 
certain uses of transportation 
fuels in agriculture. 

$28 
(80% discount on 
natural gas and 
propane for 
heating) 

The tax is revenue neutral, revenues are offset 
by reducing other taxes or tax allowances. 
Most revenues refunded to households are 
directed at reducing the first two income tax 
brackets and provide tax allowances for low 
income earners. Additionally, residents of rural 
areas receive benefits. Most revenues 
refunded to businesses are directed at 
reducing corporate taxes to corporations and 
small businesses. 

The tax gradually increased between 2008 
and 2012. In 2013 a tax review was held 
and it was decided not to modify the tax. 
The BC carbon tax is a success story: the tax 
is not regressive due to the refunds given to 
vulnerable populations, it does not 
significantly impact the economy and 
enjoys popular support. Following the tax 
there was a significant reduction of GHG 
emissions in the province, in contrast to the 
general trend in Canada. 

Denmark 
(1991)51 

Fuels, except most sectors 
covered by the ETS 

$31 When changes occurred in the carbon tax, the 
energy tax was updated so that State revenues 
would not change. 
Additionally, tax revenues are indirectly 
transferred to assist industry, reduce taxes on 
labor and subsidize energy efficiency. 

The tax had been applied gradually since 
1991. In the past, companies signing a 
voluntary agreement to promote energy 
efficiency were exempt from the tax to 
some extent. 

Finland 
(1990)52 

Fuels, except for energy 
production, according to CO2 
content. 

Heating fuels: €35 
Cars: €60 

Tax revenues are streamed to the national 
budget. Levying the tax was accompanied by 
reducing income taxes. 

Finland is the first country to instigate a tax 
on carbon. At the same time, an additional 
tax was levied on fuels according to their 
energy intensity. 

Territory Sectors Price Use of Revenues Other Comments 

 
49 The Table is based to a great extent, but not exclusively, on a comprehensive report by the World Bank on pricing emissions (World Bank, 2014). Additional sources for the 
information for each country are noted and referenced by the name of the country. 
The year the tax was activated is presented in parenthesis, although some of the taxes have undergone substantial modifications since they were first introduced. 
Unless otherwise stated explicitly, the level of the tax is taken from the World Bank Report (2014) and refers to the year 2014. An updated abstract of the 2015 report (World 
Bank, 2015) indicates that prices have not significantly changed, and it is likely that the main changes emanate from the USD exchange rate. 
The tax is levied per ton of CO2e, all values were converted to USD or EUR. 
50 (Harrison, 2013; OECD, 2013a; Sustainable Prosperity, 2012) 
51 (Sumner, Bird, & Dobos, 2011) 
52 (Sumner et al., 2011) 
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France 
(2014)53 

Natural gas, mazut and coal 
not covered by the ETS. 
Starting from 2015, the tax is 
also levied on transportation 
fuels. 

€7 
The tax is 
expected to rise to 
€22 by 2016 

Some of the tax revenues were intended to 
promote the transition to a green economy, 
but since the tax was only applied in 2014, it is 
too soon to determine where tax revenues 
have been directed. 

The tax is a component of the energy tax. 

Iceland 
(2010)54 

Diesel fuel, gasoline, mazut 
and additional fuels. Sectors 
covered by the ETS are 
exempt. 

$10 National budget Unlike in many other countries, the tax also 
applies to fishing boats. 

Ireland 
(2010)55 

Fossil fuels in non-tradable 
sectors (primarily heating, 
transportation, light industry, 
commercial buildings). 
Sectors covered by the ETS 
and the agricultural sector 
are exempt. 

€20 National budget. In order to offset harm to 
vulnerable households, a new program to 
improve energy efficiency in buildings was 
applied at the same time as the tax, focusing 
on households suffering from 'fuel poverty'.  

In addition to environmental benefits, the 
tax has assisted the country to raise funds 
intended to cope with large debt and an 
extreme economic crisis. 

Japan 
(2012) 

Fossil fuels with the 
exception of certain uses in 
agriculture, transportation, 
industry and electricity 
production. The tax covers 
approximately 70% of 
emissions in the country. 

$2 Revenues are dedicated to reducing emissions 
from energy, inter alia by means of promoting 
renewable energy and energy efficiency in 
small and medium businesses. 

In addition to the tax, Japan has other 
emission reduction programs which are still 
in operation, including an emissions trading 
system and voluntary systems in the 
regional and national levels. 

Mexico 
(2014) 

The tax is levied on the 
difference between the price 
of natural gas emissions and 
those of other fossil fuels (in 
other words, the tax does not 
apply to natural gas). 

$1-4 National budget The tax is also payable by means of credits 
in projects approved under the Clean 
Development Mechanism. 

Norway 
(1991)56 

Gasoline, natural gas and 
industrial oils. A certain 
exemption is given to some 
of the sectors covered by the 
ETS and many sectors benefit 
from discounts. 

$4-69 National budget, except for revenues in the oil 
industry directed to Norway's Sovereign 
National Pension Fund. Some of the tax 
revenues have been directed to mitigating 
taxes on labor and capital. 

A relatively high tax was already levied by 
1991, but many sectors were fully exempt. 
The highest tax is levied on the oil industry 
in the country. 

 
53 Platts (19.12.2013) – France Adopts 2014 Budget; Carbon Tax on Fossil Fuels. 
54 (Daniel, De Mooij, Matheson, & Michielse, 2011; OECD, 2014) 
55 (Convery, Dunne, & Joyce, 2013) 
56 (Sumner et al., 2011; Withana et al., 2013) 
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Territory Sectors Price Use of Revenues Other Comments 

Poland 
(1990)57 

Industry not covered by the 
ETS 

Less than €0.1 Revenues of taxes on pollution are intended 
for environmental purposes. 

 

Portugal 
(2015) 

Oil, gasoline, diesel fuel, 
natural gas, coal, mazut and 
additional fuels in sectors not 
covered by the ETS.  
No exemptions were defined 
for particular sectors. 

€558 The tax on carbon was applied as part of a 
comprehensive green taxation reform. The 
reform should be neutral in terms of State 
revenues, although it is too early to assess. 
Revenues are intended to reduce taxes on 
green products such as hybrid cars or energy 
efficient buildings. 

 

Slovenia 
(1997) 

The tax applies to fossil fuels, 
including the transportation 
sector, with exemptions to 
certain factories covered by 
the ETS and co-generation 
plants. In practice, the power 
sector is not taxed. 

$1959 National budget  

Sweden 
(1991) 

Fossil fuels for heating and 
transportation. There are 
certain exemptions for 
agriculture, industry and 
sectors covered by the ETS. 

$168 The tax was levied as part of a taxation reform, 
in the framework of which VAT was increased 
and taxes on energy and labor were reduced. 
Current tax revenues are transferred to the 
national budget.  

The tax contributed to the development of 
the bio-mass market in Sweden. 

Switzerland 
(2008)60 

Heating, lighting and energy 
generation and co-generation 
fuels. The sectors covered by 
the ETS are exempt. The tax 
does not apply to the 
transportation sector. 

$68 
The tax is 
anticipated to rise 
if the rate of 
reduction of 
emissions does 
not increase. 

The tax is neutral in terms of national revenues 
by law.  
About one third of tax revenues, but no more 
than CHF 300 million, are intended to reduce 
energy consumption from buildings. An 
additional CHF 25 million are intended for a 
technological fund. The rest of the revenues 
are refunded to citizens and businesses 
proportionally to the payment made by each 
group. Household refunds are distributed 
equitably, and business refunds are 
determined in proportion to business wages.   

Companies with high energy intensity can 
be fully tax exempt in exchange for a 
commitment to a certain reduction of 
emissions. 
A proposal to replace VAT by an enlarged 
carbon tax was declined by a large majority 
in a 2015 referendum. 

 
57 (Egert, 2012; Ptak, 2013) 
58 (World Bank, 2015) 
59 (World Bank, 2015) 
60 (IETA & EDF, 2013), see also the official act:  
Federal Act on the Reduction of CO2 Emissions – https://www.admin.ch/opc/en/classified-compilation/20091310/index.html  

https://www.admin.ch/opc/en/classified-compilation/20091310/index.html
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Territory Sectors Price Use of Revenues Other Comments 

UK 
(2013)61 

Fuels for energy production 2014: $15.75 
 
Starting in April 
2015: approx. $28 

National budget The Carbon Floor Price (CFP) was applied in 
2013, due to low ETS price, with the aim of 
determining a minimal price for GHG 
emissions. Companies pay the difference 
between ETS prices and the CFP. The tax 
was intended to increase investment in 
low-carbon power plants.  

     

 

Table 6: Territories with an Emissions Trading System62 

     

Territory Sectors Price Use of Revenues Other Comments 

Alberta 
(2007)63 

Sites emitting more than 
100,000 tons of CO2e. 

It is early soon to 
determine the value 
of permits. The tax, 
which in fact 
constitutes a 
maximum price in 
the emissions 
trading system, is 
approximately $12 
and expected to 
increase to $24 in 
2017. 

Tax revenues are transferred to a climate 
change and emissions management fund, 
which invests in clean energy projects that 
include, inter alia, renewable energies, 
energy efficiency and adaptation to climate 
change64. 

The system in Alberta was updated in June 
2015 and constitutes an integration 
between a carbon tax and an emissions 
trading system.  
Companies are required to reduce 
emissions at a specific rate. If companies 
fail to meet the target, they can purchase 
permits from companies that have reduced 
more emissions than required or pay a tax 
to the climate change and emissions 
management fund. 

 
61 (Ares, 2014) 
62 The Table is based to a great extent, but not exclusively, on a comprehensive report by the World Bank on pricing emissions (World Bank, 2014). Additional sources for the 
information for each country are noted and referenced by the name of the country.  
The year the system was activated is presented in parenthesis, although some of the emission trading systems have undergone substantial modifications since they were 
first introduced. 
By definition the prices of an emissions trading system fluctuate, although mostly there are also minimum and maximum prices. This section presents an approximation of 
the prices during the first half of 2015.The source of the price data is the 2015 World Bank Report (World Bank, 2015). Unless explicitly stated otherwise.  
The price is levied per ton of CO2e, all values were converted to USD or EUR. 
63 Alberta Environment and Parks – Greenhouse Gas Reduction Program. Updated online July 8th 2015:  
http://esrd.alberta.ca/focus/alberta-and-climate-change/regulating-greenhouse-gas-emissions/greenhouse-gas-reduction-program/default.aspx.  
64 Additional information about the projects can be found at the Climate Change and Emissions Management Corporation website: http://ccemc.ca.  

http://esrd.alberta.ca/focus/alberta-and-climate-change/regulating-greenhouse-gas-emissions/greenhouse-gas-reduction-program/default.aspx
http://ccemc.ca/
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Territory Sectors Price Use of Revenues Other Comments 

Australia 
(2016)65 

Facilities with annual 
emissions of over 100,000 tons 
of CO2e 

It is too early to 
determine the value 
of permits. 

The program is not generating revenue In 2012 a carbon pricing scheme was 
instilled in Australia, along with a decrease 
in the income tax, increase in welfare 
payments and compensation to several 
industries. The scheme was similar in some 
aspects to a carbon tax and was supposed 
to transition to a carbon trading system. 
The carbon pricing scheme became a 
heated political issue and was repealed in 
2014, following the election of a new 
government.  
In 2016, as part of the new government's 
climate plan a "Safeguard Mechanism" was 
instilled. The mechanism requires large 
plants not to increase their emissions. If 
emissions are increased above historical 
levels, permits can be purchased from 
plants that reduced emissions, similarly to 
a cap and trade program. 

California 
(2012)66 

Mainly sites that emit more 
than 25,000 tons of CO2e in 
high energy intensity industries, 
refinery and energy supply 
industries. 

Approximately $13 Revenues from sale of emission permits 
are directed to a fund investing in emission 
reduction. By law, 25% of the fund's 
expenditures are focused on vulnerable 
populations. 

The system is connected to Quebec's 
emissions trading system. 

European Union 
Emissions 

Trading System  
(EU ETS) 

28 member 
states of the EU 

as well as 
Iceland, Norway 
and Lichtenstein 

(2005)67 

Power plants, industry, aviation 
(only flights between countries 
within the ETS). 

Approximately €7 88% of revenues are refunded to member 
states in accordance with their emissions, 
2% to states that have made greater 
reductions in emissions and 10% to less 
economically developed EU member 
states. The states must use at least 50% of 
revenues for climate or energy purposes, 
whereas in practice more than 80% of 
revenues were used for these purposes in 
2013. Many states established designated 
funds for various environmental goals. 

The European market is the largest carbon 
pricing market. 

 
65 The data on Australia was added to the English edition and is based on the 2016 version of the World Bank States and Trends of Carbon Pricing Report.  
66 (State of California, 2013). 
67 European Commission – Climate Change: http://ec.europa.eu/clima/policies/ets/cap/auctioning/index_en.htm; (Vaze & Sutherland, 2014).  

http://ec.europa.eu/clima/policies/ets/cap/auctioning/index_en.htm
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Starting from 2014, each state is obligated 
to report its use of revenues annually.  

Kazakhstan 
(2013) 

Companies in energy and 
industry sectors that emit more 
than 20,000 ton of CO2e. 

$7 No revenues – tenders for sale of permits 
were not yet held. 

 

New Zealand 
(2008) 

Industry, liquid fossil fuels 
(gasoline, diesel fuel), energy, 
agriculture, fishing, waste. 

Approximately 
$3.75-$5.  
However, with the 
exception of 
forestry, one 
emission permit 
suffices for two 
units of CO2, 
therefore the actual 
price of one unit of 
CO2 is half of the 
value68. 

No revenues – all permits are distributed 
free of charge at this stage. 

The New Zealand system covers many 
sectors, but was criticized for being 
particularly weak and lenient with 
businesses, among other reasons due to 
free distribution of permits to polluters, 
the possibility of emitting two tons per 
each permit, and since there is no definite 
cap for total emissions. 

Territory Sectors Price Use of Revenues Other Comments 

Regional 
Greenhouse 
Gas Initiative 

(RGGI) 
Connecticut, 

Delaware, 
Maine, 

Maryland, 
Massachusetts, 
New York, New 

Hampshire, 
Rhode Island 
and Vermont 

(2009)69 

Electricity Approximately 
$5.570 

Revenues are invested in four objectives: 
energy efficiency (the primary use of 
revenues in 2013), renewable energy, 
assistance to households and reducing 
GHGs. Household assistance is mostly 
directed via the electricity bill, in some 
cases only to low income households and 
in other cases to all households. Some of 
the energy efficiency programs are also 
directed at low income households. 

New Jersey was also included in the 
original system, but withdrew in 2012. 
Much like many other permit trading 
systems, the RGGI includes components 
that ensure a degree of certainty regarding 
the price. On one hand, a minimum price is 
determined for an auctioned emission 
permit. On the other hand, once the price 
passes a certain threshold, more permits 
are released to reduce the price. Thus the 
fluctuation of the price is contained. 

 
68 Carbon Foot Services – Indicative Carbon Prices – NZUs: http://www.carbonforestservices.co.nz/carbon-prices.html  
Climate Change Information New Zealand: http://www.climatechange.govt.nz/emissions-trading-scheme/about/questions-and-answers.html  
69 (RGGI, 2015) 
70 Regional Greenhouse Gas Initiative – Auction Results: https://www.rggi.org/market/co2_auctions/results  

http://www.carbonforestservices.co.nz/carbon-prices.html
http://www.climatechange.govt.nz/emissions-trading-scheme/about/questions-and-answers.html
https://www.rggi.org/market/co2_auctions/results
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Quebec 
(2013)71 

Primarily sites emitting more 
than 25,000 tons of CO2e in 
sectors of industry, energy and 
fuel distribution. 

Approximately 
$12.372 

All tender revenues are directed to 
Quebec's Green Fund for purposes of 
climate change adaptation. 

Like many GHG trading systems, many 
permits are distributed to industry free of 
charge. 

South Korea 
(2015)73 

Facilities emitting more than 
25,000 tons of CO2e, or 
companies emitting more than 
125,000 tons in certain industry 
sectors, energy, aviation, 
refinery, construction and 
waste. In total more than 500 
businesses are covered by the 
system. 

Approximately $9 No revenues – in the first three years of 
operation of the system (Phase I) permits 
are given free of charge. 

Businesses in South Korea claim that there 
is a shortage of permits, and refused to 
trade in permits from the beginning of 
2015. 

Switzerland 
(2013) 

Some 55 companies in high 
energy intensity companies. 
The companies are exempt 
from the carbon tax. 

Approximately 
$12.574 

National budget.  

     

 

Other countries: 

• The Netherlands was not included in the table above, although it is occasionally claimed that it has a carbon tax. The Netherlands applies a taxing system on 
energy with a particular component that refers to CO2, but the system is not cohesive and there is no clear price for GHG emissions in the country. Instead, 
different taxes are levied on different products. It is still interesting to note that in the framework of the energy tax, all revenues are refunded to the public 
and businesses (Withana et al., 2013). 

• Similarly, Costa Rica is not included in the table although it is sometimes claimed that it has a carbon tax. Costa Rica levies a 3.5% fossil fuel tax. A tax 
determined as a rate of the price of the fuel does not reflect the quantity of CO2 in each fuel, but rather the fluctuation of global market prices. And yet, an 
interesting aspect of the Costa Rica tax is that a small rate of the revenues is intended for a designated forest preservation and sustainable development 
program. 

• Likewise, Estonia has a certain component of taxing carbon emissions, but the tax appears to be inconsistent (OECD, 2015b, p. 60). 
• In Latvia a tax is also levied on carbon in the framework of a law taxing natural resources, but the tax level is almost negligible and it is not comprehensive. 

• In South Africa (2016) and Chile (2018) it was decided to operate carbon pricing systems in the next few years. 

 
71 (Gouvernement du Quebec, 2014) 
72 California Cap-and-Trade Program and Québec Cap-and-Trade System May 2015 Joint Auction #3 – Summary Results Report 
73 (World Bank, 2015). 
74 Switzerland Emission Trading Registry – Auctions: 
https://www.emissionsregistry.admin.ch/crweb/public/auction/list.do?org.apache.struts.taglib.html.TOKEN=c69bd260e422608cc0d672203c7c28db  

https://www.emissionsregistry.admin.ch/crweb/public/auction/list.do?org.apache.struts.taglib.html.TOKEN=c69bd260e422608cc0d672203c7c28db
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• In China a number of regional pilot systems are already in place with prices ranging between $3.6-$20 a ton in mid-2014 (World Bank, 2014), and a national 
system is expected to start operating in 2017. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Association of Environmental Justice in Israel (AEJI) is a non-partisan, set up in 2009 as a Research and Resources Center that focuses on the 

inter-connectedness of society, environment and the decision-making framework in Israel in order to produce policy recommendations that are 

real and acceptable while promoting the strengthening of democracy, equality and open governance values. 

 AEJI works with different stakeholders in the governance, academia, and civic society in Israel, and with the international community to 

advance sustainable. 

AEJI works on regional scale in order to create and strengthen regional collaborations in the Middle-East and the Mediterranean region, based 

on the understanding that partnerships will facilitate reducing environmental risks and strengthen economic, social and environmental 

resilience and regional sustainability for the benefit of all peoples in the region. 

 

AEJI activities are conducted in 4 main fields: 

A. Policy Research - Initiating of researches on environmental and climate justice and field, including climate inequality, climate security, 

resilient communities, Socio-environmental economy. Our researches have been targeting development of methodology of Inequality indicators 

as tool for policy design and budget allocation. In frame of research field, we work to create and collect Data Base that attempts to expand 

research borders of environmental justice and elucidate workable solutions framework for decision makers. 

B. Policy tools - development of tools, including in the field of economy, law and technological innovation, that promote a Sustainable Strategy 

based on the values of democracy, equality and environmental justice. Gender equality is cored mainstreaming in all activities.  

C. Increasing civic participation on matters of environmental justice and decision-making processes regarding local and regional governance. 

The emphasis is vulnerable groups, especially Arab minority and residents of the periphery. 

D. Originating and participates in international initiatives, mainly in the field of Climate & Energy Justice, aimed to create common ground 

shared with neighboring countries in order to lead mitigation of environment and climate risks and adjustment to climate security for all. We 

dedicate efforts to establishing sustainable regional collaboration under the geopolitical situation in the Middle East.  
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Contact us: 

Office@ aeji.org.il | www.aeji.org.il  

P.O.B 3160 Ramat Hasharon 

4713101 Israel  

Cell: ++972(0)523554737 | @envjusticeil  
 
 Join us: www.facebook.com/ClimateJustice.ME    

 

http://www.aeji.org.il/
http://www.facebook.com/ClimateJustice.ME

