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 Thank you for the opportunity to share my views on how the revision of the Energy Tax Directive 
provides an opportunity to improve the policy mix in view of the EU 2030 energy targets and the 
objective of the European Green Deal to make the EU climate neutral by 2050. These will be my own 
views, and they should not be attributed to the OECD. 

 At the OECD’s Centre for Tax Policy and Administration, I lead a team that studies how tax policy could 
be used for environmental goals, and how it is being used. We find that the gap is very large. Energy 
tax restructuring and, indeed, tax increases could make environmental policy more effective and more 
efficient. However, if that were easy to do, it would have been done already. There are constraints, 
related to citizens’ and stakeholders concerns about higher energy costs.  

 This raises the question whether price-based instruments (ETS, tax) should still be pursued as a key part 
of the overall policy mix. The answer, for me, is yes.  

 ETS and tax are politically difficult, but they are not impossible and they have several useful properties. 
First, they tend to deliver mitigation at lower economic cost than regulations. Second, they can be 
combined with efficiency regulation, to ensure that better efficiency mainly leads to less pollution 
rather than more consumption. Third, taxes raise revenue, and this creates options for addressing the 
negative effects of higher energy prices on households and businesses.  

 Good policy choices on the usage of the revenue from higher taxes or ETS prices can go a long way to 
addressing concerns over negative impacts. Transfers can compensate the hardest hit households and 
businesses. These transfers must be as visible as the tax itself, and not come later. Even then, negative 
perceptions of taxes may persist, but addressing issues of distrust is a broader challenge than 
environmental tax policy can handle. 

 Difficulties with implementing price-based environmental policies should not lead us to dismiss such 
policies altogether, as is sometimes done. Equally, we should not say that prices are always the best or 
only solution. Instead, prices can be a useful part of the environment policy mix, and pragmatically 
designed policy packages can create space for better use of prices. 

 What does this imply concretely? The usual disclaimer applies, namely that reforms are highly context-
specific, depending on starting points and on other policies. Beyond that, here are some thoughts: 

o The question is not “to tax or to regulate”, but how to tax and to regulate. Look at the 
policy package. For example, fuel efficiency norms work better if taxes point in the same 
direction, and vice versa. 

o Tax increases and revenue use should always be designed and communicated together. 
o Revenues can serve a range of useful purposes, but spending part of them on 

compensation for hard-hit households is a priority option. 
o Increasing taxes where alternatives are not immediately available creates perceptions of 

revenue raising strategies under a green veil. Therefore, it is better to invest in alternatives 
and phase in tax increases gradually as they become available. 

o Taxes on road transport fuels are high in many European countries. Increasing them may 
not be the top priority as long as alternatives (EVs, public transport) are not more broadly 
accessible than today.  The political risk is high, the environmental payoff likely limited. The 
same holds for price increases through new or extended ETSs. 

o Taxes on heating fuels are not so high on average, and in this area the effectiveness of 
higher taxes can be high, if combined with efficiency regulations and support for 
investment in weatherisation and new technologies. 

 


