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Getting Started on a Carbon Tax
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Different Instruments for Different Problems
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Addressing Incentives:
Different Instruments for Different Contexts 
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Comparing Carbon Taxes and Emissions 
Trading Systems 
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Clear Policy Objectives are Important

 Many possible objectives: 
o Mitigating GHG emissions
o Raising revenue
o Promoting technology, economic and environmental  advances
o Improving efficiency of tax system
o Addressing social equity

 Clear policy objectives are important for  carbon tax design:
o Tax base
o Tax rate
o Use of revenues
o Use of complementary instruments

 Multiple objectives can conflict or reinforce
 Multiple instruments can conflict or reinforce
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Understanding the National Circumstances 
and Context

Many important considerations:
 Emissions profile and economic 

context
 Government capacity and the 

rule of law
 Industrial structure
 Political feasibility 
 Tax structure and administration
 Legal constraints
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FASTER Principles to Guide Carbon Tax Design

 Political implications
o Fairness
o Transparency

 Economic implications
o Efficiency and cost-

effectiveness
o Stability and 

predictability
 Environmental implications

o Alignment of policy 
objectives

o Reliability and 
environmental integrity
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Models Can Support the Design Process 

Models can help with design process:
 Comparing carbon taxes with other instruments
 Predicting abatement levels across sectoral
 Understanding leakage potential 
 Estimating distribution of costs
 Analyzing options for revenue use

Models can:
 Also be used for ex-post analysis
 Range from simple to complex
 Inform but not determine design

Categories of models

Top-down Bottom-up

Partial/ 
focused 

Partial equilibrium 
models

Engineering cost 
studies

General/ 
systemic 

Econometric and 
computable general 
equilibrium (CGE) 
models

Energy system 
optimization 
models



10

Conclusions

1. Before getting started assess the policy instruments.  There are many different 
policy instruments available to address different types of needs.  

2. Clarify policy objectives.  The choice and design of instruments depends 
heavily upon policy objectives.  

3. Remember the FASTER principles.  The principles guide design decisions to 
ensure a more stable, effective and efficient carbon tax.

4. Understand the national context.  Assess the economy, energy use, 
government capacity and political context. 

5. Modeling can support design and implementation.  Understand the range of 
models and the strengths, limitations and requirements of each.

Access the Carbon Tax Guide at: 
https://openknowledge.worldbank.org/handle/10986/26300

https://openknowledge.worldbank.org/handle/10986/26300

