PRECIO AL CARBONO CHILE
A World Bank PMR initiative in support of Sustainable
Development and a Low-Carbon Economy

1. PRECIO AL CARBONO CHILE

Chile recognizes its vulnerability to climate change and the need to
address its environmental, social and economic impacts, collaborating
decisively to comply with international commitments in terms of greenhouse gas (GHG) mitigation and climate change adaptation. The country
has therefore signed important international agreements, such as the
United Nations Framework Convention on Climate Change (UNFCCC),
the Kyoto Protocol and, more recently, the Paris Agreement.
Regarding mitigation, the Paris Agreement poses a variety of challenges
for Chile, as it calls on all parties to strengthen efforts preparing, communicating and updating their Nationally Determined Contributions
(NDC). The Agreement specifies countries’ responsibility to report on
the compliance status of their goals every five years, setting forth provisions on transparency, accountability, governance and environmental
integrity. It also offers the opportunity to expand the scope of market
mechanisms intended to comply with the NDCs, which, in turn, creates
a unique space for the initiative Precio al Carbono Chile.

GHG National Inventory of Chile:
GHG emissions (Gg CO2eq) by sector
(excluding AFOLU), series 1990-2013
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Intended Nationally Determined Contribution
(INDC) in Terms of Mitigation
Emission intensity goal
Chile has pledged a 30% reduction in CO2 emissions by 2030, as
compared to the 2007 levels, considering a future economic growth
that would enable the implementation of appropriate measures to
meet this commitment, which could increase up to 45% if international financing is available.
Chile has implemented a wide range of cross-cutting policies and actions,
creating conditions to implement and follow up on national mitigation
commitments to address climate change. Furthermore, Chile is searching
for new and innovative ways to support cost-effective reduction of
greenhouse gas emissions, including market-based instruments aimed
at pricing carbon to address socioenvironmental externalities and move
forward a low-carbon economy.

Within the framework of the Partnership for Market Readiness, Precio
al Carbono Chile presents an opportunity to support national mitigation efforts. The project has contributed to evaluating options, future
scenarios, and preparing concrete proposals to build a more complete
system of instruments for carbon pricing by strengthening regulatory
and institutional capacities for the implementation of green taxes and
the design and deployment of a Monitoring, Reporting and Verification
(MRV) system for their application.

2013
Precio al Carbono Chile – The World Bank approves Chile’s Market
Readiness Proposal (MRP).

Responsible entity
The Ministry of Energy oversees the project’s technical execution.
Direct Collaboration
The Ministry of Environment and the Environment Superintendency
are the agencies responsible for implementing the green taxes and their
respective MRV systems. The Chilean Agency for International Development
Cooperation (AGCID - Agencia Chilena de Cooperación Internacional
para el Desarrollo) oversees financial and accounting management.
Participation
A Steering Committee, Consultative Group of Experts and high-level
oversight by the Ministerial Council for Sustainability and Climate Change.

First Stage (2015-2017)
A grant amounting to US$3 million is received as a donation.

Política Energía 2050 (Energy Policy 2050) is a unique and strategic
opportunity to integrate climate change into future energy development, bolstering the analysis of carbon pricing instruments intended
to internalize environmental externalities of energy development
and support greenhouse gas reductions in the energy sector, the
largest producer of greenhouse gases (77.4%), mainly due to coal
and diesel use for generating electricity and vehicle transportation.
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What is the World Bank’s PMR initiative?
The World Bank created the Partnership for Market Readiness (PMR)
initiative in 2010. It provides funding and technical assistance to assess,
prepare and develop carbon pricing instruments in implementing countries
to support a cost-effective reduction of greenhouse gas (GHG) emissions.
It also provides a valuable platform for sharing insights and lessons learned on carbon tax implementation, emission trading schemes and other
market-based instruments. The Chilean Government, represented by the
Ministry of Energy, has participated in the PMR since 2011.

PMR Participant Countries
and Jurisdictions
Donor Countries
Technical Partners
Implementing Country Participants

VISION

MISSION

To contribute to the adoption of a model carbon pricing instrument
adapted to the Chilean economic, political and social context, which
will support national efforts in terms of mitigation to address climate
change and contribute to the country’s sustainable development and
low-carbon growth.

Precio al Carbono Chile seeks to be a participative, robust and
effective platform to assess the use of carbon pricing instruments
nationwide, in line with national climate change mitigation commitments.
National capacities will be created and strengthened with this
platform, fostering an open and informed dialog with public and
private actors and decision-makers that will favor the drafting of
future policies and actions in this matter.

VALUES

Denmark

Alberta

The Netherlands
Germany
Switzerland Ukraine

Spain

• Accountability and results-oriented outcomes.

Morocco

Japan

China

Jordan
India

Costa Rica

Vietnam
Thailand

Sri Lanka

Colombia

Chile

Kazakhstan

Turkey
Tunisia

Mexico

Peru

• Transparency and stakeholder
engagement.

Finland

United Kingdom

United States
California

• Incorporation of Sustainable Development
Goals (SDG) into cross-cutting agenda.

Sweden

Norway
Quebac

• Support national climate change
mitigation commitments.

• Coordination, convergence and
complementarity of efforts.

Indonesia
Brazil
South Africa

Australia

Argentina

Source: Partnership for Market Readiness, World Bank.
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GENERAL OBJECTIVE
To facilitate an informed dialog between decision-makers and other
stakeholders about the best carbon pricing instrument alternatives for
Chile, their potential contribution to reducing GHG emissions within the
context of national climate change mitigation commitments, and their
role in future sectoral climate policies in Chile.

PILLAR II SPECIFIC OBJECTIVE 2
To strengthen regulatory and institutional capacities for the implementation of green taxes and the design and deployment of a
Monitoring, Reporting and Verification (MRV) system, considering
the technical feasibility of an infrastructure capable of encompassing
other potential carbon pricing instruments in the future.

PRECIO AL CARBONO CHILE:
WORKING MODALITIES

RECIO CARBONO OINTS

EXPECTED RESULTS

Chile is extremely vulnerable to the impacts of climate change.
It has therefore been proactive in complying with international
commitments to adapt to these impacts.

1. Green taxes MRV implementation.
2. Strengthened technical capacities in the public and private sectors.
3. International cooperation agreements and partnerships.

Precio al Carbono Chile, within the framework of the World
bank’s PMR initiative, is a great opportunity to support the
country’s climate change mitigation efforts.

• Research.
PILLAR I SPECIFIC OBJECTIVE 1
To assess options and scenarios for the implementation of a more
comprehensive system of carbon pricing instruments in Chile in the
future, through a transparent consultation and participation process.

EXPECTED RESULTS

PILLAR III SPECIFIC OBJECTIVE 3

1. Technical proposals and recommendations for a more comprehensive carbon pricing system in the future.

To position carbon pricing instruments, developments and progress
in Chile nationally and internationally.

2. Analysis of opportunities and challenges posed by the Paris
Agreement.

EXPECTED RESULTS

3. International collaboration agreements and partnerships.
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1. Starting and moderating a nationwide debate on carbon
pricing instruments.
2. Knowledge, awareness and training on carbon pricing instruments.
3. Communicational positioning of carbon pricing instruments in
national agenda.

• Human resource training and capacity-building.

• Consultation and participation processes involving national and international
stakeholders.

Precio al Carbono Chile has enabled regulatory and institutional
capacities for the implementation of carbon taxes and the design
and deployment of the respective MRV system. The project has
contributed to the assessment of options and future scenarios, to
prepare concrete proposals for building a more complete system
of carbon pricing instruments in the future.

• Dissemination of information in print,
audiovisual and online media.
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2. Carbon pricing instruments as a means for
addressing social and environmental
externalities and to strengthen compliance
with national mitigation commitments

Carbon pricing instruments, when coupled with additional actions and
policies, are effective mechanisms to support compliance with national
commitments in terms of GHG emissions reductions, because they help
address social and environmental costs, as well as sending clear political
and economic signals to the market to boost cost-effective decarbonization. The initiative Precio al Carbono Chile helps the country to evaluate
options, scenarios and concrete proposals for building a more complete
system of carbon pricing instruments in the future.
According to World bank data, the number of countries with implemented
carbon pricing instruments increased by 90% between 2012 and 2015,
while 40 governments and over 20 subnational jurisdictions had applied
carbon taxes and emissions trading schemes, covering 4.3% and 8.8% of
global GHG emissions, respectively.
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What is carbon pricing?
Carbon pricing is the way countries and markets assign a monetary
value to CO2 and other GHG emissions. Carbon pricing contributes to
cost-effective GHG emissions reductions in a more flexible way and at
a lower cost to society. It has become one of the most powerful incentives governments can use to fulfill climate change mitigation policies.
In addition, it fosters the uptake of low-carbon energy technologies and
promotes clean technology investments to reduce emissions, creating
new engines of sustainable, low-carbon, economic growth.

Types of carbon pricing instruments
Carbon pricing instrument advantages
• Carbon pricing contributes to reducing GHG emissions, supporting
national climate change mitigation efforts.
• Based on the “polluter pays” principle, carbon pricing encourages
companies and individuals to reduce their energy consumption and
increase their energy efficiency, fostering the use of renewable energy
and investment in emissions-reducing technologies.
• Improved energy security and independence through increased
competitiveness and the substitution of fossil fuels.
• The carbon pricing approach promotes innovation among companies
to generate research and development projects to reduce emissions.
• Carbon pricing instruments contribute to public health, as emissions
reductions improve air quality.
• Carbon pricing facilitates public investments to finance social and
climate programs.
• Carbon pricing helps to create new jobs in low-carbon
related businesses.

a. Carbon taxes
This instrument directly sets a price on carbon by defining a tax rate for
GHG emissions or – more commonly – on the carbon content of fossil
fuels. Unlike other instruments, carbon taxes do not have previously
defined emissions reduction targets.
Advantages of carbon taxes
• They create economic incentives to reduce GHG emissions by encouraging
companies to reduce their tax burden while helping governments to
comply with mitigation policies.

b. Emission trading systems (ETS)
ETS are market-based instruments designed to reduce GHG emissions.
Governments or jurisdictions use them to set a maximum limit or cap on
total emissions in one or more economic sectors. Companies involved
must have an emissions permit for each ton of carbon emitted into the
atmosphere. Those emissions permits can be traded among the regulated
companies or intermediaries, thus creating supply and demand for
emissions permits, as well as providing flexibility for the use of alternatives
to reduce emissions.
Advantages of ETS

• These instruments can generate significant new revenues for governments,
which can be invested in environmental programs or for promoting
assistance measures on other taxes.

• They set strict limits on emissions.

• They cause behavioral changes at the household and corporate levels,
promoting energy efficiency measures and the use of alternative energy
sources.

• They can be adapted to different economic and political contexts.

• They support pollution reduction at local and global level, providing
better environmental quality for social development.
(*) Note: For more information about this type of instrument, see Section 3.

• They give companies greater flexibility to decide how they are going
to reduce their emissions.

• If governments decide to auction emissions permits, the fiscal revenues
generated can be reinvested in other climate action programs or used
to compensate low-income households.
• They encourage environmental, economic and social co-benefits, including
better air quality, resource efficiency, energy security and job creation.
• They allow linkages between ETS from different jurisdictions, which can
foster the creation of bigger and more efficient markets.
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c. Offset systems
An offset is a GHG emission reduction or absorption measure and/or
actions that allows the emissions that countries, sectors or entities cannot
decrease domestically to be reduced in other countries by means of
compensations with carbon credits measured in tons of carbon dioxide
equivalent (CO2e).

CARBON PRICING INSTRUMENTS: KEY POINTS
Chile is searching for new ways to support emissions reductions.
Carbon pricing instruments are a part of this quest, since they allow
socio-environmental externalities to be addressed and contribute
to sustainable development and low-carbon growth.

The most common offset systems are those from renewable energy
projects and forestry absorptions, which follow a complete set of validation
and verification procedures to prove that they are indeed reducing or
absorbing CO2e emissions. Therefore, they are regularly monitored
through independent third parties.

Carbon pricing instruments are effective mechanisms to achieve
national GHG emissions reduction commitments.

An example of an offset scheme is the Kyoto Protocol’s Clean Development
Mechanism (CDM), the world’s top certification standard for projects
that have created or are creating emissions reductions in the developing
world. Chile was an important player in Latin America for this mechanism.
Of the 102 projects registered through 2016, 77 are related to
renewable energies.

Carbon pricing instruments encourage several co-benefits, such as
innovation and technology transfer incentives, fostering deployment
of renewable energy, energy security, enhancement of public health,
and public investments in social and climate programs, among others.

Carbon pricing instruments can be classified into three types: a)
carbon taxes, b) emissions trading systems, and c) offset systems.

Advantages of offset systems
• Governments and companies can compensate their environmental impact
in other sectors, support compliance with their emissions reduction goals
and contribute to national climate change mitigation policies.
• By purchasing carbon credits to offset emissions, companies provide
substantial financing for projects focused on renewable energy, forestry
protection and reforestation, forest husbandry and biodiversity that
would otherwise not be economically feasible.
• Many of these projects also provide additional benefits for local
communities and the environment, such as job creation, health and
welfare improvements, and the protection of biodiversity.
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3. Green taxes: an instrument for

mitigating climate change and
advancing towards green growth

What are green taxes?
Green taxes (also called “environmental taxes” or “pollution taxes” or “eco
taxes”) are taxes on environmental pollutants such as carbon and other gas
emissions. Thus, taxes on pollution provide clear economic incentives for
polluters to cut emissions, as companies seek to reduce their tax burden
through process improvements, fuel switching, or technological innovation.
Green taxes are based on the principle of economic efficiency. Production
processes that generate high levels of emissions transfer pollution costs
to society, which suffer their effects. The introduction of a tax rate that is
in line with the harm caused by pollutants’ negative externalities not only
allows society to be compensated for the costs of the impacts of those
emissions, but also creates an incentive for companies to reduce their
emissions. To this end, they explicitly set a price for carbon and other
polluting gases or use metrics (for example, price per ton of CO2) for
internalizing social and environmental costs generated by the pollutants
across different activities, such as energy, industry, mining, transportation,
agriculture, livestock, forestry, wastes, among others.

What Green Taxes exist in Chile?
Currently, Chile has three new taxes on mobile and stationary emissions
sources, which were included in the Tax Reform approved in Law 20,780
of 2014. The first is applied to the first sale of light vehicles, according
to their urban performance and nitrogen oxide (NOx) emissions. The
second is applied to stationary sources and taxes emissions of local air
pollutants, such as NOx, particulate matter (PM) and sulfur dioxide (SO2),
which directly affect communities neighboring the operations that emit
them. The third is a direct tax on carbon dioxide (CO2) emissions, the
main global pollutant responsible for climate change, and it is applied to
the same previously mentioned stationary sources.

This measure is aimed at emissions from combustion of fossil fuel in
these institutions’ production processes, which generates both global
and local pollutant emissions. The majority of these taxes are applied to
the electricity generation sector, which still uses a high amount of fossil
fuels, but it also regulates emissions from sectors such as agriculture,
fisheries, and food.
Regarding mobile sources, Green Taxes apply to less efficient vehicles
that emit more harmful gases and are responsible for the generation of
particulate matter, a local pollutant that affects public health.
Green Taxes are not applied to emissions from renewable energy sources
based on biomass.

Why apply these taxes in Chile?

Who is subject to these taxes?
For fixed sources, the law considers facilities using furnaces or turbines
with a combined installed capacity equal to or greater than 50 MWt,
taking into account the highest energy value of the fuel.
Every year, the Ministry of the Environment will publish a list of the
companies whose facilities meet these conditions and will keep a record
of furnaces and turbines that must be declared through the One-Stop
Service Desk System for the Emissions Pollutant Transfer Registry (RETC,
according to its Spanish acronym).

Green Taxes entered into effect on January 1, 2017. Their regulation was
published in the Official Gazette (Diario Oficial) on December 30, 2016.
The environment Superintendency (SMA, in Spanish) is the body in charge
of setting forth methodologies and rules for monitoring, reporting and
verifying emissions subject to taxes. The Carbon tax rate is set at US$
5 per ton emitted, while for local pollutants a calculation formula f was
defined that includes factors such as social cost and people affected by
a fixed source subject to this tax. Consolidated information will later be
declared and reported to the Chilean Internal Revenue Service (SII Servicio de Impuestos Internos).
lastly, taxes will be paid to the General Treasury of the Republic in April
of the calendar year following the generation of emissions.

Based on the “polluter-pays” principle, Green Taxes help to regulate
the activity of productive sectors that generate emissions from fossil fuel
use and other activities that emit GHGs.
In this sense, pricing instruments like taxes play an important role in
reducing GHG emissions, within the context of compliance with national
climate change mitigation commitments under the Paris Agreement and
national climate policies.

hoW are green taXes imPlemented?

hoW are taXable Pollutant emissions
monitored, rePorted and verified?

50 MWt

mP+noX+so2
co2

Green Tax implementation is subject to the design and application of a
Monitoring, Reporting and Verification (MRV) system, helping to support
and validate information associated with taxable emissions. The MRV
system is being designed jointly by the Ministry of environment and
the environment Superintendency, with the support of Precio al Carbono
Chile.
The MRV system is expressed through methodologies, protocols and
guidelines that specify what, who, how, and when taxable emissions
are monitored, reported and verified. From its inception, this system
considers the potential broadening of the scope of carbon pricing
instruments.

For these purposes, the authority has prepared its first list of organizations subject to these taxes, which generate about 40% of total CO2e
emissions in the country.
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Co-benefits of green taxes
• These create an institutional framework for implementing new public
policy instruments.
• They contribute to reducing GHG emissions and compliance with
national climate change mitigation goals within the framework of the
Paris Agreement.
• They create the need for market players to monitor their emissions.
• They recognize the impacts of emissions on public health and help
to reduce their effects on a local level, particularly when considering
particulate matter.
• They attest to the social cost that environmental damage produces.
• They decrease pollution in saturated municipalities and support compliance with decontamination plans.
• They promote reduced dependence on fossil fuel imports, favoring
Chilean national energy security.
• They boost innovation and technology transfer by encouraging taxable
institutions to modernize their premises and use efficient and clean energies.
• They encourage companies, public institutions and individuals to reduce
fossil fuel use and increase their energy efficiency by promoting t alternative energy sources and investment in emissions-reducing technologies.
• They promote investment in Renewable Energies.
• They establish environmental policy principles in economic activities,
boosting efficient and environmentally-friendly production.
• They contribute to financing social policies.

GREEN TAXES: KEY POINTS
Chile is pioneer in the use of pricing instruments for mitigating greenhouse gases in Latin America with the introduction of green taxes,
thus contributing to national climate change mitigation commitments.
Green Taxes, as set forth in the Tax Reform, are an environmental
management tool aimed at supporting global and local pollution
controls, addressing negative environmental externalities and
collaborating towards a more sustainable development of society.
Green Taxes have several associated co-benefits, such as improved
public health, more efficient pollution control and stimulation of
technological innovation and technology transfer, among others.
The Monitoring, Reporting and Verification (MRV) system creates
an opportunity to identify institutional and regulatory gaps, as well
as improving knowledge of emission sources on a national level.
Furthermore, it promotes learning from international experiences
and opens a space for multisector and civic dialog.

for more information, visit
PRECIO AL CARBONO CHILE Website:
www.precioalcarbonochile.cl
Web references
• WORLD BANK, www.worldbank.org
• PARTNERSHIP FOR MARKET READINESS, www.thepmr.org
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