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Not All Carbon is Created equal, so et Tax Extravagant

Emissions More

BY PHILIPPE BENOIT

Abstract

Climate taxes traditionally apply a uniform price for
emissions, but emissions result differing types of under-
lying activities. Some meet critical basic human needs,
while others serve highly discretionary extravagant
lifestyles. This article proposes a tax on the extravagant
carbon emissions of the wealthy to serve climate and
equity considerations.

Everyone emits, but the rich emit more

Everyone generates greenhouse gas emissions,
from the richest to the poorest. Fossil fuel consump-
tion and their accompanying emissions are part of the
livelihoods of millions of working-class families in the
United States and around the world (e.g., in cars and
two-wheel vehicles, or for residential heating). Even the
world’s poorest households generate some GHG emis-
sions, notably in cooking.

The rich, however, generate substantially more
emissions per person than the middle class or poorer
families. As previously analyzed by Oxfam, the world's
richest 1 percent emit about 50 tons of carbon dioxide
(CO,) per capita, 30 times more than the poorest 50
percent and 175 times that of the poorest 10 percent.

' In the United States, the richest 10 percent emit over
five times more per capita than the bottom 50 percent
and about three times the national average. In China,
the richest 5 percent emit almost four times the na-
tional average.?

This higher level of emissions flows from a more
carbon rich consumption lifestyle, much of which is not
accessible to middle-class or poorer households. For
example, a first-class airplane trip from Washington to
Paris is estimated to account for the equivalent of 1.82
tons of carbon dioxide, which is more than four times
the same trip in economy class® and nearly 10 percent
of the annual U.S. per capita GHG emissions. There are
other high-carbon luxury products limited to the rich,
such as high-end sports cars, super-yachts, multiple
large residences, and private jet travel.

Looking forward, several factors point to the poten-
tial for a greater amount of high-carbon luxury activi-
ties. Notably, the number of high-wealth individuals is
project to grow, with the number of millionaires world-
wide increasing from 56 million to 84 million by 2025.4
Moreover, market forces and technological innovation
have the potential to create new ways for the rich to
emit through novel and elite products and services that
target the high-end market.
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Emissions result from different
activities with different
“inherent” values (i.e., utility)

As | and others have previously
written,® in considering how to
price and tax GHG emissions, it is
pertinent to consider what activ-
ity has generated the gas. For example, some have
pointed to the difference between emissions relating
to subsistence as opposed to luxury activities.® This
“subsistence/luxury” categorization can be extended to
better reflect the consumption patterns seen in ad-
vanced economies and, notably, increasingly in emerg-
ing economies where emissions are growing. Under
this perspective, the distinction is less between what
the poorest of the poor require for subsistence versus
luxury items, but more generally what the growing
middle classes” and rising working classes® across the
developing world require versus the more extravagant
activities of the rich.

Accordingly, this article categorizes emissions based
on four types of underlying consumption activities: (i)
for basic needs, such as food and shelter; (ii) for basic
income generation (such as commuting to work); (iii)
for basic leisure (e.g., to go to the movies); and (iv)
for discretionary extravagant activities (such as su-
per-yachts). Similarly, the utility of the corresponding
emissions also varies, arguably diminishing across
these four groupings (as illustrated by Figure 1).

A tradition of uniform carbon tax rates

While the utility of the underlying consumption
activity will differ, the common approach for carbon
tax proposals is to use a uniform tax rate. Three types
of factors are typically considered in establishing the
appropriate rate: the social cost of carbon, the desired
targeted level of emissions reductions, and the amount
of revenues to be raised.’ In large part because the
impact of a ton of CO, is essentially uniform, irrespec-
tive of where it is emitted and by whom, much of the
discourse on carbon pricing applies a similarly uniform
charge per unit of emission.

But is it appropriate to tax a kilogram of CO, emitted
by a poor villager in South Asia in cooking to feed their
family at the same rate as a kilogram of CO, emitted
on a European highway by a sportscar travelling at 150
miles per hour? Yes, there is an accepted rationale (at
times drawing from Pigouvian theory) that the price/tax
should be the same, in large part because the climate
impact of the kilogram of CO, is the same.
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“Utility”
from
consumption
per
GHG emissions

engines. In contrast, the
tax would not target either
the expensive “non-emit-
ting” Tesla electric cars
(albeit, a high-end luxury
good, but one that might
be referred to as “con-
spicuous consumption
with a conscience”) or

the working/middle class
staple Ford pickup truck.'
It could be imposed at
the time of purchase

(e.g., in the manner of

a traditional sales tax),
periodically (e.g., annually
for the registration of a

varying utility

a

Figure 1: Different carbon emitting consumption activities have differing “utilities”
Source: Author’s depiction

A differentiated carbon tax regime targeting
extravagant activities

But is a uniform rate the most appropriate structure
in designing a carbon taxing regime?'® The argument
can be made that the emissions from these several
types of activities should be taxed differently as a func-
tion of their utility. This article proposes a tax targeting
specifically extravagant luxury emissions (a “carbon

extravagance
tax”) - a tar-
geting justified
in part by the
capacity of
the rich to

pay this tax,
their access to
lower carbon
alternatives
and, impor-
tantly, the
detrimental
societal impact
of using up
our common
carbon budget
for highly
discretionary
extravagant
activities (see
Box 1).

What might a “carbon extravagance tax” look like

At its core, the proposed carbon extravagance tax
would apply to products and services that are both lux-
ury items and generate substantial emissions, such as
high-end sportscars powered with internal combustion
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high-carbon luxury vehi-
cle) or based on use (e.g.,
a special berthing charge
for super-yachts). The tax
could be deployed on a
stand-alone basis (poten-
tially as the first step in a
broader carbon pricing initiative) or as a complement
to a traditional carbon tax (as illustrated in Figure 2).

The revenues raised by the carbon extravagance tax
can be used like those from a traditional carbon tax;
for example, to finance research and development
into low-carbon solutions, to provide general budget-
ary support, or redistributed to taxpayers (particularly
poorer ones, as described later).
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Box 1: Extravagant emissions deplete our shrinking common carbon budget

Extravagant and other emissions and their projected impact on climate are raising greater concern because of
the rapidly shrinking carbon budget. Two factors are increasing the rate of reduction in this carbon budget. The
first is the continuing and increasing amount of actual emissions which are using up the budget. The second is
the lowered level of the budget target itself as recognition rises regarding the need for more ambitious
temperature goals.

Carbon constitutes, in simplified terms, a “zero-sum” game. 1* We all share a common CO; budget estimated at
1,065 GtCO: if we want to limit global temperature increase to 2°C.*2 Under the more ambitious 1.5°C target
that is gaining traction in many discussions, this budget drops to a mere 315 GtCO,,** a reduction of 70% in
allowable CO; emissions. By extrapolation, the carbon budget for the “well below 2°C” target of Article 2 of the
Paris Agreement* would sit somewhere between these two figures.

In contrast to the dynamics of economic wealth where luxury expenditures can produce jobs and incomes for
poorer working-class families, when it comes to the climate, the more carbon that the rich emit for extravagant
activities, the less room there is for others to emit for basic needs and other purposes. This dynamic may justify
a special and burdensome carbon tax on luxury/extravagant emissions designed to dissuade the class of related
underlying activities.

Impacts on Emissions, Revenues and Innovation;
and Challenges

The carbon extravagance tax could support several
important policy goals simultaneously, albeit with
limited impact in various respects, especially regarding
direct impacts on emissions and revenues.
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There has been a great
deal of discussion about
carbon taxes' in part be-
cause they are often viewed
as an economically efficient
climate tool. But there have
also been concerns about
their disproportionate
impact on poorer and mid-
dle-income households -- in
other words, that they con-
stitute a regressive tax. This
is in part due to the fact that
poorer families generally
spend a larger share of their
= income on gasoline and

;Carbon
Extravagance
o Tax

Basic Income
Generation

Food/Shelter
(Basic Needs)

Lifestyle Consumption Activities

Figure 2: The “carbon extravagance tax” (illustrative)

Source: Based on Author’s depiction in Ethics and International Affairs'®

The tax could operate to reduce the appeal and
related emissions of specified luxury carbon-intensive
products and services through two distinct dynamics.
First, through the price-effect itself. Second, potentially
from a negative connotation attached to a tax on ex-
travagance (which, to the contrary, might generate an
appeal for some). However, its overall impact on emis-
sions is likely to be small in absolute terms. Similarly,
the amount of revenues generated is likely to be small.

Significantly, the carbon extravagance tax could po-
tentially spur low-carbon innovation in high-end prod-
ucts by promoting manufacturers looking to provide
untaxed alternatives to their elite clients or looking to
strengthen their own branding on sustainability issues.
This low-carbon innovation in high-end products could
potentially result in a larger impact if it leads to ad-
vancements in the bigger and more modestly priced
midlevel and discount consumer markets. Moreover,
low-carbon innovation in the high-end market might
even generate a demand for low carbon alternatives
in broader markets (which some argue might be the
eventual real climate benefit in Tesla’s marketing of
high-end vehicles).

The tax would present various challenges. For exam-
ple, luxury taxes have faced design and implementa-
tion issues regarding the choice of covered products
(including objections from targeted industries), rates
and enforcement. Carbon tax regimes raise concerns
about unfair competition and carbon leakage from
jurisdictions that do not impose a similar tax. There is
a body of experience and expertise to draw from to
address these issues. But the challenges for the carbon
extravagance tax may well be difficult to overcome,
especially given the limited nature of the anticipated
direct benefits.

Equity Considerations

The proposed carbon extravagance tax is, however,
in many respects more about signaling and indirect
impacts. Many of these would be felt with regard to
equity considerations.

Leisure other items typically subject
to a carbon tax.’® Although
there are ways to counter
this regressive impact (for
example, by redistribut-
ing the revenues’ or with
higher rates for high-end
products),? the typical carbon tax remains burdened
by its regressive characteristics. It was this concern
about a disproportionate impact on the working class
that helped fuel the yellow vest demonstrations which
rocked France several years ago when a carbon gaso-
line tax was proposed. '

In contrast, the proposed carbon extravagance tax is
progressive as it is paid essentially only by the wealthy
and, by extension, has a greater proportional impact on
their higher incomes. It thereby helps promote equity
within the climate context and more broadly in the
economy. It also sends an important message that dis-
cretionary extravagant activities should carry a higher
price than carbon consumption related to meeting ba-
sic needs or even basic leisure activities. Moreover, the
progressive nature of the carbon extravagance tax can
be enhanced if the revenues are used to benefit poorer
families, directly through distribution programs or indi-
rectly either by funding health or other social services
for the poor or, alternatively, by supporting the devel-
opment of low-carbon products for poorer families.

Given these factors, formulating a carbon extrava-
gance tax might help to overcome some of the pop-
ulist reservations and resistance to carbon pricing as
a climate tool. The targeting of this carbon tax at the
rich would also help address (albeit, minimally) socie-
tal economic inequality along the lines of a wealth tax
and might even operate as a climate complement to
a wealth tax. It might, however, also generate intense
objections from some quarters precisely because it
targets wealthier households.

There are other tools which can serve both climate
and inequality considerations. For example, exempting
low-carbon assets under a wealth tax regime might
help advance climate-friendly investments. However,
one advantage of the proposed carbon extravagance
tax over other tools in advancing climate and equity
issues simultaneously is that, by its very name and
terms, it targets some of the carbon excesses available
to only the wealthy.

>
Extravagance
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Conclusion

A carbon extravagance tax is worth considering. It
can help somewhat to reduce emissions, raise some
revenues and stimulate low-carbon innovation. But
more importantly, it sends a message about preserving
some of the diminishing carbon budget for the less
privileged, thereby also addressing climate justice and
broader inequalities. Indeed, as politicians consider
issues of inequality and equity, and debate the rela-
tive merits of a wealth or other taxes targeted at the
ultra-wealthy, it may be useful to inject into those con-
versations the potential to deploy a climate tool with a
similar orientation. A carbon extravagance tax may be
worth considering.
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