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ABSTRACT

This study investigates instruments that could generate revenue for international climate finance.
Through a mixed-methods approach, including desk research and interviews with 23 experts from
diverse professional backgrounds, the study evaluates four proposed levies: a Fossil Fuel Extraction
Levy, a Levy on Windfall Fossil Fuel Profits, a Levy on Plastic Polymers, and a Levy on Jet Fuel. Each
instrument is assessed in terms of its political and technical feasibility and revenue potential. Key
findings suggest that while global implementation could yield significant revenue, plurilateral ap-
proaches led by coalitions of willing countries may be quicker to implement and more ambitious than
near-global agreements. Legal and political challenges, particularly in securing relevant parties’ par-
ticipation, ensuring the earmarking of funds for (international) climate financing purposes, and fiscal
stabilisation clauses that could hinder the implementation of new levies especially in developing and
emerging economies are highlighted as major hurdles. The study recommends gradual implementa-
tion and the strategic use of revenues to garner broader acceptance. While the four assessed instru-
ments all have the potential to generate significant revenue streams for climate finance, no instru-
ment emerges as an obvious “best-choice”.

RESUME

Cette étude examine les instruments susceptibles de générer des recettes pour le financement in-
ternational de la lutte contre le changement climatique. Grace a une approche mixte, comprenant
des recherches documentaires et des entretiens avec 23 experts de divers horizons professionnels,
I'étude évalue quatre propositions de taxes : une taxe sur |'extraction des combustibles fossiles, une
taxe sur les bénéfices exceptionnels tirés des combustibles fossiles, une taxe sur les polyméres plas-
tiques et une taxe sur le carburéacteur. Chaque instrument est évalué en termes de faisabilité poli-
tique et technique et de potentiel de recettes. Les résultats principaux suggérent que si une mise en
ceuvre mondiale pourrait générer des recettes importantes, des approches plurilatérales menées par
des coalitions de pays volontaires pourraient étre plus rapides a mettre en ceuvre et plus ambitieuses
que des accords quasi-mondiaux. Les défis juridiques et politiques, notamment pour assurer la par-
ticipation des parties concernées, garantir I'affectation des fonds a des fins de financement climatique
(international) et les clauses de stabilisation fiscale qui pourraient entraver la mise en ceuvre de
nouveaux prélévements, en particulier dans les économies en développement et émergentes, sont
considérés comme des obstacles majeurs. L'étude recommande une mise en ceuvre progressive et
une utilisation stratégique des recettes afin d'obtenir un consentement plus large. Si les quatre ins-
truments évalués ont tous le potentiel de générer des flux de recettes importants pour le financement
de la lutte contre le changement climatique, aucun d'entre eux n'apparait comme un «meilleur choix»
évident.



EXECUTIVE SUMMARY

There is a growing global recognition of the urgent need to address climate finance, yet mobilised
finance falls short of the amount required to achieve climate neutrality - estimated at up to $125
trillion by 2050 (according to the UNFCCC Race to Zero campaign’s Financing Roadmaps). This gap
triggered intensified discussions on how to mobilise new and additional financial resources for an
equitable sustainability transition. At recent international summits (e.g. the 2023 Summit for a New
Global Financial Pact and COP28) the need for enhanced cooperation and potential innovative instru-
ments, including taxation, to increase climate finance have been highlighted. This study identifies
instruments to increase international climate finance and provides an in-depth assessment for four
of them: 1) Fossil Fuel Extraction Levy, 2) Levy on Windfall Fossil Fuel Profits, 3) Levy on Plastic
Polymers / Hydrocarbon, 3) Levy on Jet Fuel / Kerosene, offering recommendations how the EU could
promote global progress on these.

The study first identified a longlist of 16 potential instruments and conducted an initial criteria-based
assessment of them. On this basis, four instruments were chosen for further in-depth assessment.
The study deployed a mixed-methods approach combining desk-research and semi-structured inter-
views with 23 experts including academics, government officials, international organisations and
representatives of non-governmental organisations operating at national, regional, and international
level. The shortlisted instruments were then evaluated in-depth to derive recommendations for the
EU. Following is an overview over the outcomes of the in-depth assessment of the four analysed
instruments.

Results of the Assessment

Several considerations are relevant to all assessed instruments. To begin with, any instrument
agreed internationally - be it globally/multilaterally or plurilaterally — will then have to be imple-
mented domestically by each participating jurisdiction. The distinction between "global" and "pluri-
lateral" instruments is somewhat arbitrary, reflecting the degree of participation, with "global" im-
plying near-universal involvement and "plurilateral" indicating substantial but less than global en-
gagement by states. For all instruments, considerations regarding revenue channelling involve de-
termining the feasibility and legality of directly channelling funds to international institutions versus
routing them through national budgets and earmarking them for specific international purposes.
Likewise, getting participating countries to agree to relinquish control over generated revenues to
e.g. an international fund that manages the revenues will be a difficult task. The political challenges
associated with imposing taxes or levies for international climate finance involve gauging domestic
interest and finding appropriate international forums (like the UN, UNFCCC, OECD, or smaller groups
such as the Global Solidarity Levies Task Force) to negotiate and promote these fiscal measures.
While examples are few and far between, international revenue generation is not unprecedented:
the International Qil Pollution Compensation Funds collect revenues based on the volume of oil re-
ceived by entities from sea transport and manage the funds for oil pollution damage from tanker
spills; Article 82 of the United Nations Convention on the Law of the Sea requires state contributions
from offshore resources; and the Unitaid funds global health initiatives through aviation surcharges.
Additional aspects relevant for all instruments include considerations regarding trade rule violation,
trade distortion, legal risks related to fiscal stabilisation clauses?, setting the tax rate as well as a
shrinking tax base. In its meeting in April 2025, the Marine Environment Protection Committee
(MEPC) of the IMO agreed to a Net-Zero Framework which comprises GHG pricing of part of the
emissions of international shipping. Parties convened in October 2025 to consider the adoption of
the framework and operational guidelines. No decision was adopted, as Parties decided to adjourn
the meeting until October 2026.

Regarding the four specific instruments, a Fossil Fuel Extraction Levy aims to generate revenue
for climate finance while internalising the external costs of fossil fuel use, applying the Polluter Pays

! Stabilisation clauses protect investors by limiting a host government's ability to change tax or fiscal laws after
an investment is made. They are often found in contracts or domestic laws — especially in developing countries
- and may lead to disputes if tax policies change, posing a potentially massive obstacle to the introduction of
new levies.



Principle. The levy is imposed on producers, based on the carbon content of the fossil fuels extracted.
Two approaches are considered: 1) near-global approach requiring deep and large-scale multilateral
cooperation, where extracting companies pay into an international funding framework directly, and
2) plurilateral approach by a coalition of the willing, where participating countries impose the levy
and collect revenues nationally and then channel a share of them to international climate finance.

A fossil fuel extraction levy is potentially easier to implement than other forms of carbon pricing
insofar as it targets a relatively small number of large fossil fuel extractors, thereby simplifying
enforcement and reducing administrative cost. While the scope has to be decided in negotiations on
the concrete design, a possible reference point is the extraction measured in million barrels of oil
equivalent. All countries involved - either in a multilateral agreement or in a smaller coalition of the
willing — would need to agree on the parameters of the levy and then implement the levy in their
respective national jurisdictions. That agreement does not necessarily have to be legally binding. The
choice of legal form depends on a political assessment by participating countries of what provides
sufficient mutual assurance that each will actually implement the tax. Precedents such as the Inter-
national Oil Pollution Compensation Funds (1992) and the Unitaid solidarity levy (2006) demonstrate
the feasibility of international revenue mechanisms, while existing financial structures for royalties
and severance taxes can facilitate the collection of the levy. Legal issues could arise specifically
regarding hypothecation of the revenue as well as with fiscal stabilisation clauses.

What could prove challenging, however, is the political feasibility. Securing support from major fossil
fuel extracting countries will be critical for a credible implementation and effective collection of rev-
enues. However, in many fossil-fuel producing countries, the extractive industries are either state-
owned or extremely well-connected politically and will wield considerable influence to prevent na-
tional governments from taking measures that would go against their interest. Moreover, unless the
levy is near-universal in coverage, it could be seen as distorting competition and “un-levelling” the
playing field. Hence, many countries with domestic fossil fuel extraction might oppose the initiative.
Additionally, countries might contend that their existing fiscal policies already maximize resource
extraction taxation as far as economically feasible. However, alliances like the Beyond Oil and Gas
Alliance and the Powering Past Coal Alliance can be useful to foster political support. To increase
acceptance, it may be expedient to introduce the levy at a modest rate, with revenues used trans-
parently for climate finance and to support low-income households. Ensuring equitable distribution
of revenues based on national circumstances could further enhance acceptance.

Revenue mobilisation highly depends on the levy rate, participating countries, extracted fossil fuel
volumes as well as the demand response to the levy. Estimations for a global levy starting at $5 per
tonne of embedded CO; arrive at potential revenues of $215 billion in 2024, peaking at $1,015 billion
in 2035. With a domestic dividend model, where significant portions would return to or remain in the
originating jurisdictions, $28 billion could potentially be channelled towards international climate fi-
nance (calculations for 2024). A plurilateral implementation among willing countries (assuming a
similar rate and a subset of countries for estimation purposes), could yield an estimated total of
$13.9 billion in 2022, of which a substantial share can be directed towards international funds. These
estimates are contingent on numerous variables, including behavioural changes in extraction and
consumption triggered by the levy itself.

A Levy on Windfall Fossil Fuel Profits is a (temporary) levy imposed on companies and perma-
nent establishments in the fossil fuel sector that experience unexpectedly large profits due to unu-
sually high fossil fuel prices. Two design options are considered: (1) near-global approach requiring
international cooperation, consensus on the parameters of such a levy and implementation in re-
spective national jurisdictions. (2) A plurilateral approach with countries forming a coalition of the
willing, potentially through a climate club based on a levy on windfall fossil fuel profits, either inte-
grated within the corporate income tax system as a corporate surtax, or as a levy on increased
profits.

The technical feasibility of a levy on windfall fossil fuel profits faces significant challenges. Determin-
ing windfall profits is difficult as it requires judgement and agreement on what qualifies as a windfall,
e.g. what are “excessive” or “unexpected” profits. Moreover, potential revenues of the instrument
for climate finance are inherently difficult to predict as windfall profits are volatile by their nature.
However, windfall profit taxation may increase fairness by taxing profitable projects more progres-
sively.



Windfall profits from fossil fuels are generally concentrated in the countries where these resources
are extracted. It has been argued, e.g. by Oxfam and IMF, to base taxation of windfall profits on
national profits, rather than profits consolidated in the country where the extracting company may
be headquartered. As for the taxation of windfall profits, profit shifting - including to jurisdictions
that do not levy windfall profits - poses a risk of tax avoidance; to mitigate this risk and to ensure
the collection of windfall profits, the application of GIoBE rules may be considered.

The political feasibility is contingent on various factors. As with a fossil fuel extraction levy, gaining
support from major fossil fuel extracting countries or fossil fuel-dependent developing countries will
be challenging. While studies outline that fossil fuels are still not priced efficiently, which results in
implicit subsidies, it might be difficult to argue that a levy on windfall profits internalises external
costs in the way that an extraction levy does. However, a windfall profit could be regarded as
generating revenue from the very activity that causes the need for climate finance and a transition
in the first place. Many extracting countries already have an instrument in their upstream fiscal
regime that targets economic rents, potentially increasing acceptance to adopt a levy on windfall
fossil fuel profits with an international minimum rate. Furthermore, historic events and crises, like
Russia’s war of aggression against Ukraine, are a main cause of price and profit spikes and can foster
the introduction of windfall taxes through increased political will.

Revenue mobilisation is contingent on the levy’s design, in particular the tax base (determination of
windfall profits), rate and number of entities affected as well as other factors such as behavioural
changes, profit shifting, etc. In particular, the volatility of energy prices means that revenues from
a windfall levy could be low in some years but very high in others. A global implementation with a
levy rate of 33% on windfall profits in 2022 would have generated approximately $716.1 billion. A
plurilateral approach with a coalition of the willing (including Australia, Brazil, Colombia, Canada, EU
member states, Norway, and the UK) could yield around $56 billion for the fiscal year 2023.

A Levy on Plastic Polymers / Hydrocarbon targets the production of plastic polymers to raise
funds for climate finance, reduce plastic production and consumption, and internalise environmental
costs, applying the Polluter Pays Principle. Plastic production has increased exponentially, from 2
million tons in 1950 to 400 million tons in 2022. From 2019 to 2060, plastic use is expected to almost
triple. We distinguish two general options for a levy on plastic polymers: It can be agreed near-
globally or plurilaterally. A global approach requires extensive international cooperation, with re-
sistance from major polymer-producing countries as a core challenge. However, the relatively limited
number of global polymer producers makes the administrative implementation of a global instrument
more feasible. Alternatively, a plurilateral approach involves a 'coalition of the willing' agreeing to
impose the levy, potentially achieving a more ambitious design but risking a competitive disad-
vantage for coalition members vis-a-vis non-members.

Implementing a levy on polymer production has several strategic advantages, particularly when ap-
plied upstream in the production chain where the product is homogenous and involves fewer com-
panies compared to a levy applied further downstream, e.g. at the level of consumer products. This
simplifies administrative enforcement and collection processes. Globally, the Asia Pacific region holds
a dominant position in polymer production, accounting for over half of the global capacity. Significant
polymer production also occurs in North America, Europe, and the Middle East. South America, Africa,
and Australia only account for a small share of the global output.

A levy on polymer production could induce switching to, for example, safe, environmentally sound
and sustainable recycled plastic, alternative plastic products (of non-fossil origin), and reduce total
demand for plastic products. How strong these effects will be, depends on the elasticity of demand
for polymers, for which the existing literature unfortunately does not provide robust estimates on.
Economic analysis does, however, suggest that demand for plastic (end)products is generally inelas-
tic (at the end of the value chain). This characteristic of plastic demand indicates that producers may
be able to pass on the levy to consumers by increasing product prices without significant reductions
in demand. However, if designed to do so, the levy could narrow the price difference between virgin
plastics and the currently more expensive recycled or biobased plastics, encouraging a shift toward
more sustainable options. Challenges in implementing the levy include addressing tax avoidance
strategies and leakage, i.e. shifts in production to jurisdictions without the levy. Addressing these



challenges requires global cooperation and robust payment and collection systems to ensure the
levy's effectiveness and prevent production- and investment leakage.

While there are no national or multilateral upstream levies specifically targeting plastic polymers, in
the EU, parts of the plastics value chain (and associated emissions) are covered by the EU Emissions
Trading System (EU ETS): this applies to refineries (to produce naphtha from crude oil), and steam
cracking to produce monomers from naphtha, covered under the production of bulk organic chemi-
cals. Since operators need to purchase and surrender allowances for the emissions resulting from
these processes, part of the upstream emissions from plastics production is thus covered with a
carbon price in the EU. A more widespread form of pricing are downstream levies in the form of taxes
on single-use plastics and packaging waste, which several countries have implemented. For instance,
the EU's Plastics Own Resource (national contribution from Member States), effective since 2021,
charges €0.80 per kilogram of non-recycled plastic packaging waste to fund the EU budget. The EU's
approach could serve as a model for a global or plurilateral levy on plastic polymers, emphasizing
economic incentives to reduce plastic waste and promote recycled materials.

Implementing a global levy would require consensus among major polymer-producing countries,
such as China, the United States, India, and Saudi Arabia, countries which currently resist national-
level levies. UN negotiations aim to establish a binding international agreement by 2024, potentially
including provisions for plastic pollution fees paid by producers to mobilise resources to fight global
plastic pollution. If negotiations are successful and the UN treaty includes a polymer levy, it will be
less likely that significant climate finance can be mobilised through this mechanism.

This study has found that a global levy could mobilise an estimated €22-34 billion annually based on
a rate of €55 to €85 per tonne of produced polymers (i.e. the upper end of the EU's Plastic Own
Resource tax mentioned above), while a plurilateral levy could generate an estimated €2.8-8.5 bil-
lion. While one aim of a levy on polymers is to reduce virgin plastic production, currently a further
growth of the global plastic production is anticipated. Accordingly, the levy is expected to generate
a stable and predictable source of finance. Starting with lower rates and gradually increasing them
is recommended to minimize regulatory shock and to allow time for market adjustments. Revenue
estimates depend on several assumptions, including e.g. the levy rates and inclusion/exclusion of
recyclables in the tax base.

A Levy on Jet Fuel / Kerosene aims to raise funds, promote sustainable aviation fuels, and apply
the Polluter Pays Principle to the aviation sector, which has historically been undertaxed despite its
significant and rapidly increasing contribution to global warming. Aviation's international nature re-
quires multilateral action. The two main design options for the levy are: a global approach involving
all countries agreeing on parameters, and a plurilateral approach driven forward by a coalition of the
willing where the tax would only apply for journey between the willing countries, so that a level
playing field on the air transport market is preserved, with no carbon leakage.

A jet fuel levy can be implemented at different points in this supply chain: based on fuel production
at refineries, storage at airports, or delivery to airlines, or at the level of the passenger. Many coun-
tries already collect fuel taxes in other sectors, often through fuel suppliers who remit funds to tax
authorities. For private aviation, countries like Portugal, Ireland, and Malta collect taxes from fuel
suppliers during refuelling. In other countries such as the UK and the US, the tax on private flights
is paid directly by the operator of the flight. In the EU, the instrument of choice to price carbon
emissions has been the EU Emissions Trading System rather than a tax: since 2012, the emissions
from intra-EU flights are covered by the EU ETS, meaning that airline operators must measure and
report their CO, emissions annually and surrender an equivalent amount of (tradeable) emission
allowances, establishing an effective carbon price.

In 2019, global air traffic reached 4.5 billion passengers, with Asia, Europe, and North America ac-
counting for the majority. The United States, the EU, and China are major markets, with significant
contributions also from Russia, Brazil, and the United Arabic Emirates. Transitioning to Sustainable
Aviation Fuels (SAF) is critical for reducing aviation's carbon footprint, yet due to their higher costs
and limited availability SAF make up less than 0.1% of global fuel consumption in 2021. Exempting
SAF from the jet fuel levy could help bridge the price gap between SAFs and fossil fuels and accelerate
their adoption, supported by international standards like the Carbon Offsetting and Reduction
Scheme for International Aviation (CORSIA).
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Studies show aviation demand is sensitive to price changes, with leisure travel more elastic than
business travel. For example, a fuel levy in the European Economic Area (EEA) of €0.33 per litre
could reduce total flights within the EEA by 9.1%, impacting passenger volumes. However, it is
expected that air passenger demand continues to rise even if a levy is introduced (only at a slower
rate than without the levy). Implementing a global jet fuel levy minimises competitive distortions
and carbon leakage compared to plurilateral approaches, where differing fuel prices can alter route
choices to avoid taxation. Competitive distortions can impact the effectiveness of a levy and may
reduce political support for it.

Taxing jet fuels faces legal challenges primarily due to international agreements and EU legislation.
The Chicago Convention of 1944 permits taxing jet fuel loaded onto aircraft within a country's terri-
tory, despite exemptions for fuel already onboard upon arrival in another country. Meanwhile, the
Energy Taxation Directive (ETD) exempts commercial air transport within the EU from energy taxa-
tion on aircraft fuel but allows for taxation on private flights and domestic air traffic under certain
bilateral agreements between EU states. Air Service Agreements (ASAs) may also pose obstacles as
some agreements exempt jet fuel taxation, affecting carriers even within the EU. Intra-EU flights
carried out by EU carriers could be taxed if the mandatory exemption under the ETD is lifted as
proposed by the Commission. Relevant ASAs would have to be renegotiated to allow taxation of
intra-EU flights carried out by non-EU carriers as well.

ICAO, established under the Chicago Convention, primarily supports environmental charges over
taxes, expressing concerns about the risk of potential revenue misuse. The Convention's only men-
tion of taxation is in Article 24, which addresses customs duties and does not explicitly prohibit the
taxation of fossil kerosene. It only calls for the avoidance of taxing fuel already onboard of aircraft
on arrival. However, ICAO advises states against taxing fossil kerosene and to incorporate such
prohibitions in bilateral air service agreements.

ICAO has set an ambitious goal of achieving net-zero carbon emissions by 2050, relying heavily on
the promotion of Sustainable Aviation Fuels, advancements in technology, operational improve-
ments, and market-based measures. Adopted by ICAO in 2016, CORSIA is also designed to curb
emissions growth. However, it does not impose specific targets on individual states.

While CORSIA represents a step forward, there is room for improvement in both ambition and en-
forcement. The International Aviation Climate Ambition Coalition, launched at COP26 in 2022 and
now comprising nearly 60 member countries, recommends pursuing and strengthening decarbonisa-
tion efforts within the ICAO.

Projected revenues from a jet fuel levy could start at €5.8 billion annually with a €0.10 per litre rate
and potentially reach €18.0 billion at €0.33 per litre. Ticket prices could rise by 2.7% with the lower
rate and 9.2% with the higher rate, limiting air travel demand. Due to expected growth of the global
aviation industry, the levy is expected to generate a stable and predictable source of finance.

Recommendations

A plurilateral implementation of each instrument is considered most feasible and promising, as it is
more likely to be quickly agreed upon by a critical mass of countries and result in ambitious out-
comes, which would apply to journey carried out between the willing countries, unlike a global agree-
ment which tends to be a watered-down compromise insufficient for attaining goals and potentially
blocking further negotiations but would ensure level playing field.

For a fossil fuel extraction levy a coalition of the willing could formalise their commitment via an
international treaty or a political agreement, with the latter being quicker to establish and more
flexible, but potentially less stable. Key barriers include political feasibility and legal challenges, e.g.
around earmarking. Societal acceptance can be enhanced by implementing the levy gradually and
using part of the revenue to support low-income households if hardships occur. At the international
level, it is essential to identify or establish an appropriate forum for negotiations, considering inclu-
siveness, resources, and the capacity to formalise agreements. Potential platforms include the OECD
and G20 as well as the more inclusive Platform for Collaboration on Taxation. The EU can support
this process for instance by conducting internal assessments to evaluate the feasibility of
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implementing such a levy within the EU, but also by broadening the knowledge base through com-
missioning studies and research and consolidating the data basis.

A levy on windfall fossil fuel profits could be introduced through a coalition of the willing, either
as an additional (flat rate) tax or by adjusting the corporate income tax system. It seems essential
for major fossil fuel producers to be members of such a coalition in order for it to be effective. The
members will need to agree on how to determine windfall fossil fuel profits, tackle the challenge of
profit shifting — an issue particularly relevant to windfall profit taxation, which can, for example, be
mitigated by applying GIoBE rules - and encourage Multinational Enterprises to agree to waive or
revise stabilisation clauses in domestic laws. To increase political and societal acceptance, it is crucial
to stress the contribution of such a levy to a just and equitable transition (as a way to recover
excessive profits which are paid for by consumers worldwide). At the international level, a suitable
forum to introduce a levy on windfall fossil fuel profits may be the G20/OECD Inclusive Framework
on Base Erosion and Profit Shifting (BEPS) with a membership of over 140 jurisdictions. In addition
to broadening the knowledge base, the European Commission could, following consultations with
respective Member States, aim to introduce the concept of an international levy on windfall fossil
fuel profits within the G20/OECD Inclusive Framework on BEPS.

Regarding the levy on plastic polymers, given the expected strong resistance from some major
polymer-producing countries, recommendations focus on a plurilateral implementation by a coalition
of willing participants. Using a credible international forum to work towards agreement on a polymer
levy increases its potential and chance of success. Support might be found within the High Ambition
Coalition to End Plastic Pollution (HAC), which brings together about a quarter of global polymer
production; however, the coalition lacks a highly institutionalized structure and significant political
influence. Other more institutionalized forums for proposing a polymer levy include the OECD, G20,
and the PCT. At the EU level, proposing a polymer levy might face less resistance. To garner inter-
national support, the European Commission should opt for a polymer levy that starts at a low rate
and gradually increases, with part of the revenue reinvested into the industry to support adaptation.
This approach aligns economic incentives and enhances political feasibility.

Implementing a jet fuel levy through a coalition of willing countries shows promise but faces signif-
icant legal challenges. A coalition including major aviation hubs in Europe, North America, and the
Asia-Pacific region would ensure substantial impact and revenue mobilisation. ICAO would be the
obvious forum for a global agreement, yet the organisation’s long-standing recommendations to
exempt internation aviation from taxation gives reason for scepticism. Whether ICAO’s recently
adopted, more ambitious reduction targets for a climate-neutral aviation sector could create new
momentum that could be leveraged for a jet fuel levy remains to be seen. Initial backing from the
International Aviation Climate Ambition Coalition could help propose the levy as part of broader
climate neutrality efforts. At the EU level, revising the ETD to remove the jet fuel tax exemption and
renegotiating air service agreements with third countries to lift fuel tax exemptions are prerequisites
for successful implementation. Reinvesting part of the levy’s revenue into the aviation sector aligns
economic incentives with industry adaptation, enhancing political feasibility and promoting broader
support.

Conclusions

The four assessed instruments have the potential to generate significant revenue streams for climate
finance. However, no instrument emerges as an obvious “best-choice”. All instruments but the wind-
fall profits levy can reap predictable revenue. However, due to the foreseen phase down of fossil
fuels, in the long-term revenues from an extraction or windfall profits tax would decrease and alter-
natives would be needed. To a limited degree this tax base erosion also applies to a polymer or jet
fuel levy. Political feasibility is a challenge for all options as they will require the consent and coop-
eration of parties that have a history of blocking progress and obfuscating processes. However, the
fossil fuel extraction levy would arrive in a time when the fossil-fuel phase-out is increasingly recog-
nized as a necessity. A windfall levy on fossil fuel can be framed as promoting fairness and climate
justice, targeting undue gains of fossil fuel companies at consumer and future generation expense.
Polymer production and use, while a climate concern, primarily exacerbates lasting environmental
pollution affecting water, soil, and the biosphere, providing a strong argument for polymer taxation.
Taxing jet fuels could foster the climate transition in a sector showing little sign of trend change so
far. The four measures have minor distributional impacts: the jet fuel levy is the least problematic,
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being progressive as it burdens - usually higher-income - flyers. Similarly, the windfall profit levy
corrects injustices by redistributing excess profits.

Although a fossil fuel extraction charge might initially seem regressive if it influences global fuel
prices, adequate global coverage and lessons from carbon pricing offer solutions to mitigate any
adverse distributional effects. In terms of competitive effects and (carbon) leakage, all four instru-
ments require coordinated multilateral action to avoid imbalances, distortions and leakage — most so
for fossil fuel extraction and polymers levy, least for a windfall profit levy.



SYNTHESE

Alors que les besoins de financement de la lutte contre le changement climatique sont urgents a
travers le monde, le financement mobilisé est loin d’atteindre le montant nécessaire pour atteindre
la neutralité climatique — estimé a 125 000 milliards de dollars d’ici 2050 (selon les feuilles de route
pour le financement de la campagne « Race to Zero » de la CCNUCC). Cet écart a déclenché une
intensification des discussions sur la maniére de mobiliser de nouvelles ressources financiéres pour
une transition équitable vers la durabilité. Lors de récents sommets internationaux (par exemple le
2023 Summit for a New Global Financial Pact et la COP28), la nécessité d'une coopération renforcée
et d'instruments novateurs, y compris la fiscalité, pour accroitre le financement de la lutte contre le
changement climatique a été soulignée.

Ce rapport s’attelle a identifier les instruments permettant d'accroitre le financement international
de la lutte contre le changement climatique et fournit une évaluation approfondie de quatre d'entre
eux : 1) la taxe sur I'extraction des combustibles fossiles, 2) la taxe sur les bénéfices exceptionnels
tirés des combustibles fossiles, 3) la taxe sur les polyméres plastiques/hydrocarbures, 4) la taxe sur
le carburéacteur/kérosene, et propose des recommandations sur la maniére dont I'UE pourrait pro-
mouvoir des progres au niveau mondial dans ce domaine.

L'étude a d'abord identifié une longue liste de 16 instruments potentiels et a procédé a une premiere
évaluation. Sur cette base, quatre instruments ont été retenus pour une évaluation plus approfondie.
L'étude a déployé une approche mixte combinant des recherches documentaires et des entretiens
semi-structurés avec 23 experts, dont des universitaires, des représentants gouvernementaux, des
organisations internationales et des représentants d'organisations non gouvernementales opérant
aux niveaux nationaux, régionaux et internationaux. Les quatre instruments sélectionnés ont ensuite
fait I'objet d'une évaluation approfondie afin de formuler des recommandations a l'intention de I'UE.

Résultats de I'évaluation

Plusieurs considérations s'appliquent a tous les instruments évalués. Tout d'abord, tout instrument
adopté au niveau international - qu'il soit mondial/multilatéral ou plurilatéral - devra étre mis en
ceuvre au niveau national par chaque juridiction participante. La distinction entre les instruments «
globaux » et « plurilatéraux » est quelque peu arbitraire et refléte le degré de participation, le terme
« global » impliquant une participation quasi universelle et le terme « plurilatéral » indiquant un
engagement substantiel de la part des Etats.

Pour tous les instruments, les considérations relatives a I'affectation des recettes impliquent de dé-
terminer la faisabilité et la Iégalité de I'acheminement direct des fonds vers les institutions interna-
tionales par rapport a leur acheminement via les budgets nationaux et leur affectation a des objectifs
internationaux spécifiques. De méme, il sera difficile d'obtenir des pays participants qu'ils acceptent
de renoncer au controle des recettes générées au profit, par exemple, d'un fonds international chargé
de gérer ces recettes. Les défis politiques associés a I'imposition de taxes ou de prélévements pour
le financement international du climat impliquent d'évaluer I'intérét national et de trouver des forums
internationaux appropriés (comme I'ONU, la CCNUCC, I'0OCDE, ou des groupes plus petits comme le
Global Solidarity Levies Task Force) pour négocier et promouvoir ces mesures fiscales. Méme si les
exemples sont rares, la génération de revenus internationaux n’est pas sans précédent : les Fonds
internationaux d’‘indemnisation pour la pollution par les hydrocarbures collectent des revenus basés
sur le volume de pétrole regu par les entités du transport maritime et géerent les fonds pour les
dommages dus a la pollution par les hydrocarbures dus aux déversements de pétroliers ; I'article 82
de la Convention des Nations Unies sur le droit de la mer exige que les Etats contribuent aux res-
sources offshore ; et Unitaid finance des initiatives mondiales en matiére de santé par le biais de
surtaxes aériennes. D'autres aspects pertinents pour tous les instruments comprennent des consi-
dérations concernant la violation des regles commerciales, la distorsion des échanges, les risques



juridiques liés aux clauses de stabilisation budgétaire?, la fixation du taux d'imposition ainsi que la
diminution de |'assiette fiscale.

En ce qui concerne les quatre instruments spécifiques, la taxe sur I'extraction des combustibles
fossiles vise a générer des recettes pour le financement de la lutte contre le changement climatique
tout en internalisant les colits externes de ['utilisation des combustibles fossiles, en appliquant le
principe du pollueur-payeur. La taxe est imposée aux producteurs, sur la base de la teneur en car-
bone des combustibles fossiles extraits. Deux options de conception sont envisagées : 1) une ap-
proche quasi-mondiale nécessitant une coopération multilatérale approfondie et a grande échelle,
dans le cadre de laquelle les entreprises d'extraction versent directement des fonds a un cadre de
financement international, et 2) une approche plurilatérale par une coalition de volontaires, dans le
cadre de laquelle les pays participants imposent la taxe et collectent les recettes au niveau national,
puis en affectent une partie au financement international de la lutte contre le changement climatique.

Une taxe sur I'extraction des combustibles fossiles est potentiellement plus facile a mettre en
ceuvre que d'autres formes de tarification du carbone dans la mesure ou elle vise un nombre relati-
vement restreint de grands extracteurs de combustibles fossiles, ce qui simplifie la mise en ceuvre
et réduit les colts administratifs. Bien que le champ d'application doive étre décidé lors des négo-
ciations sur la conception concréte, un point de référence possible est I'extraction mesurée en millions
de barils d'équivalent pétrole. Tous les pays concernés - soit dans le cadre d'un accord multilatéral,
soit dans celui d'une coalition plus restreinte de pays volontaires - devraient se mettre d'accord sur
les parameétres de la taxe, puis la mettre en ceuvre dans leurs juridictions nationales respectives. Cet
accord ne doit pas nécessairement étre juridiquement contraignant. Le choix de la forme juridique
dépend de I'évaluation politique, par les pays participants, de ce qui constitue une garantie mutuelle
suffisante que chacun appliquera effectivement la taxe. Des précédents tels que le Fonds internatio-
nal d'indemnisation pour les dommages dus a la pollution par les hydrocarbures (1992) et la taxe de
solidarité d'Unitaid (2006) démontrent la faisabilité des mécanismes de recettes internationaux, tan-
dis que les structures financiéres existantes pour les redevances et les imp6ts sur la production
peuvent faciliter la collecte de la taxe. Des questions juridiques pourraient se poser, notamment en
ce qui concerne I'hypothéque des recettes et les clauses de stabilisation fiscale.

La faisabilité politique pourrait toutefois s'avérer difficile. Il sera essentiel d'obtenir le soutien des
principaux pays extracteurs de combustibles fossiles pour que la mise en ceuvre soit crédible et que
les recettes soient percues de maniéere efficace. Cependant, dans de nombreux pays producteurs de
combustibles fossiles, les industries extractives appartiennent a I'Etat ou ont d'excellentes relations
politiques, et exerceront une influence considérable pour empécher les gouvernements nationaux de
prendre des mesures qui iraient a I'encontre de leurs intéréts. En outre, a moins que la taxe ne soit
presque universelle, elle pourrait étre considérée comme une distorsion de la concurrence et comme
un « déséquilibre » des regles du jeu. Par conséquent, de nombreux pays ou I'on extrait des com-
bustibles fossiles pourraient s'opposer a l'initiative. En outre, les pays pourraient soutenir que leurs
politiques fiscales actuelles maximisent déja la taxation de I'extraction des ressources dans la mesure
ou cela est économiquement possible. Toutefois, des alliances telles que I'Alliance Beyond Oil and
Gas et I'Alliance Powering Past Coal peuvent s'avérer utiles pour favoriser le soutien politique. Pour
que la taxe soit mieux acceptée, il peut étre judicieux de l'introduire a un taux modeste, les recettes
étant utilisées de maniere transparente pour le financement de la lutte contre le changement clima-
tique et pour soutenir les ménages a faibles revenus. Une répartition équitable des recettes en fonc-
tion de la situation nationale pourrait renforcer I'acceptation de la taxe.

La mobilisation des recettes dépend fortement du taux de prélevement, des pays participants, des
volumes de combustibles fossiles extraits ainsi que de la réponse de la demande au prélévement.
Les estimations d'une taxe mondiale commengant a 5 dollars par tonne de CO2 incorporé aboutissent
a des recettes potentielles de 215 milliards de dollars en 2024, culminant a 1 015 milliards de dollars

2 Les clauses de stabilisation protégent les investisseurs en limitant la capacité d'un gouvernement héte
a modifier les lois fiscales aprés la réalisation d'un investissement. Elles figurent souvent dans les con-
trats ou les lois nationales - en particulier dans les pays en développement - et peuvent donner lieu a
des litiges en cas de changement de politique fiscale, ce qui constitue un obstacle potentiellement
considérable a l'introduction de nouveaux prélevements.
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en 2035. Avec un modele de dividendes nationaux, ol une part importante reviendrait ou resterait
dans les juridictions d'origine, 28 milliards de dollars pourraient potentiellement étre canalisés vers
le financement international de la lutte contre le changement climatique (calculs pour 2024). Une
mise en ceuvre plurilatérale entre pays volontaires (en supposant un taux similaire et un sous-en-
semble de pays a des fins d'estimation), pourrait produire un total estimé a 13,9 milliards de dollars
en 2022, dont une part substantielle pourrait étre dirigée vers des fonds internationaux. Ces estima-
tions dépendent de nombreuses variables, notamment des changements de comportement en ma-
tiere d'extraction et de consommation déclenchés par la taxe elle-méme.

Un prélévement sur les bénéfices exceptionnels tirés des combustibles fossiles est un pré-
levement (temporaire) imposé aux entreprises et aux établissements permanents du secteur des
combustibles fossiles qui enregistrent des bénéfices importants et inattendus en raison des prix anor-
malement élevés des combustibles fossiles. Deux options sont envisagées : (1) une approche quasi-
mondiale nécessitant une coopération internationale, un consensus sur les parameétres d'un tel pré-
levement et une mise en ceuvre dans les juridictions nationales respectives ; (2) une approche plu-
rilatérale nécessitant une coopération internationale et un consensus sur les paramétres d'un tel
prélévement. (2) une approche plurilatérale avec des pays formant une coalition de volontaires,
éventuellement par le biais d'un Climate Club basé sur un prélévement sur les bénéfices exception-
nels tirés des combustibles fossiles, soit intégré dans le systéme de I'imp6t sur le revenu des sociétés
sous la forme d'une surtaxe sur les sociétés, soit sous la forme d'un prélévement sur I'augmentation
des bénéfices.

Les bénéfices exceptionnels tirés des combustibles fossiles sont généralement concentrés dans les
pays ol ces ressources sont extraites. Certains, comme par exemple Oxfam et le FMI, préconisent
de baser l'imposition des bénéfices exceptionnels sur les bénéfices nationaux, plutét que sur les
bénéfices consolidés dans le pays olU I'entreprise extractrice a son siége social. Le transfert des bé-
néfices afin d'échapper a I'impot sur les bénéfices exceptionnels, y compris vers des juridictions qui
ne prélévent pas d'impots sur les bénéfices exceptionnels, constitue un risque d'évasion fiscale ;
pour atténuer ce risque et garantir le prélevement des impots sur les bénéfices exceptionnels, I'ap-
plication des régles GloBE peut étre envisagée.

La faisabilité politique dépend de plusieurs facteurs. Comme pour une taxe sur |'extraction des com-
bustibles fossiles, il sera difficile d'obtenir le soutien des principaux pays extracteurs de combustibles
fossiles ou des pays en développement dépendant des combustibles fossiles. Alors que des études
soulignent que les combustibles fossiles ne sont toujours pas tarifés de maniére efficace, ce qui
entraine des subventions implicites, il pourrait étre difficile d'affirmer qu'un prélévement sur les bé-
néfices exceptionnels internalise les colits externes de la méme maniére qu'un prélévement sur I'ex-
traction. Cependant, on pourrait considérer qu'un profit exceptionnel génére des revenus a partir
de I'activité méme qui est a I'origine de la nécessité d'un financement climatique et d'une transition.
De nombreux pays d'extraction disposent déja d'un instrument dans leur régime fiscal en amont qui
cible les rentes économiques, ce qui pourrait renforcer I'acceptation de I'adoption d'une taxe sur les
bénéfices exceptionnels tirés des combustibles fossiles avec un taux minimum international. En
outre, des événements et des crises historiques, comme la guerre d'agression de la Russie contre
I'Ukraine, sont l'une des principales causes de la flambée des prix et des bénéfices et peuvent favo-
riser I'introduction de taxes sur les bénéfices exceptionnels grace a une volonté politique accrue.

La mobilisation des recettes dépend de la conception du prélévement, en particulier de I'assiette
fiscale (détermination des bénéfices exceptionnels), du taux et du nombre d'entités concernées, ainsi
que d'autres facteurs tels que les changements de comportement, les transferts de bénéfices, etc.
En particulier, la volatilité des prix de I'énergie signifie que les recettes d'un prélevement sur les
bénéfices exceptionnels pourraient étre faibles certaines années et trés élevées d'autres années.
Une mise en ceuvre globale avec un taux de prélévement de 33 % sur les bénéfices exceptionnels
en 2022 aurait généré environ 716,1 milliards de dollars. Une approche plurilatérale avec une coali-
tion de volontaires (comprenant I'Australie, le Brésil, la Colombie, le Canada, les Etats membres de
I'UE, la Norvége et le Royaume-Uni) pourrait rapporter environ 56 milliards de dollars pour I'année
fiscale 2023.

Une taxe sur les polymeéres plastiques / hydrocarbures vise la production de polymeéres plas-
tiques afin de lever des fonds pour le financement de la lutte contre le changement climatique, de
réduire la production et la consommation de plastique et d'internaliser les colits environnementaux,
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en appliquant le principe du pollueur-payeur. La production de plastique a augmenté de maniére
exponentielle, passant de 2 millions de tonnes en 1950 a 400 millions de tonnes en 2022. Entre 2019
et 2060, la consommation de plastique devrait presque tripler. Nous distinguons deux options géné-
rales pour une taxe sur les polyméres plastiques. Elle peut étre décidée au niveau quasi mondial ou
au niveau plurilatéral. Une approche mondiale nécessite une coopération internationale étendue, la
résistance des principaux pays producteurs de polyméres constituant un défi majeur. Toutefois, le
nombre relativement limité de producteurs mondiaux de polyméres rend la mise en ceuvre adminis-
trative d'un instrument mondial plus réalisable. Une autre approche, plurilatérale, implique une «
coalition de volontaires » acceptant d'imposer la taxe, ce qui permet d'atteindre un objectif plus
ambitieux, mais risque de désavantager les membres de la coalition par rapport aux non-membres.

La mise en ceuvre d'une taxe sur la production de polyméres présente plusieurs avantages straté-
giques, en particulier lorsqu'elle est appliquée en amont de la chaine de production, ou le produit est
homogéne et implique moins d'entreprises, par rapport a une taxe appliquée plus en aval, par
exemple au niveau des produits de consommation. Cela simplifie les processus administratifs de mise
en ceuvre et de collecte. Au niveau mondial, la région Asie-Pacifique occupe une position dominante
dans la production de polyméres, représentant plus de la moitié de la capacité mondiale. L'Amérique
du Nord, I'Europe et le Moyen-Orient produisent également beaucoup de polyméres. L'Amérique du
Sud, I'Afrique et I'Australie ne représentent qu'une petite partie de la production mondiale.

Une taxe sur la production de polyméres pourrait inciter a passer, par exemple, a des plastiques
recyclés slrs, respectueux de l'environnement et durables, a des produits plastiques alternatifs
(d'origine non fossile), et a réduire la demande totale de produits en plastique. L'ampleur de ces
effets dépend de I'élasticité de la demande de polymeéres, pour laquelle la littérature existante ne
fournit malheureusement pas d'estimations solides. L'analyse économique suggeére toutefois que la
demande de produits (finaux) en plastique est généralement inélastique (a la fin de la chaine de
valeur). Cette caractéristique de la demande de plastique indique que les producteurs pourraient étre
en mesure de répercuter la taxe sur les consommateurs en augmentant les prix des produits sans
réduction significative de la demande. Toutefois, si elle est congue a cet effet, la taxe pourrait réduire
la différence de prix entre les plastiques vierges et les plastiques recyclés ou biosourcés, actuellement
plus chers, ce qui encouragerait le passage a des options plus durables. Les défis liés a la mise en
ceuvre de la taxe comprennent la lutte contre les stratégies d'évasion fiscale et les fuites, c'est-a-
dire les déplacements de la production vers des juridictions ou la taxe n'est pas appliquée. Pour
relever ces défis, il faut une coopération mondiale et des systémes de paiement et de collecte solides
afin de garantir I'efficacité de la taxe et d'empécher les fuites de production et d'investissement.

Bien qu'il n'existe pas de taxes nationales ou multilatérales en amont ciblant spécifiquement les
polymeéres plastiques, dans I'UE, certaines parties de la chaine de valeur des plastiques (et les émis-
sions associées) sont couvertes par le systéme d'échange de quotas d'émission de I'Union euro-
péenne (SEQE): cela s'applique aux raffineries (pour produire du naphta a partir du pétrole brut) et
au vapocraquage pour produire des monomeéres a partir du naphta, couvert par la production de
produits chimiques organiques en vrac. Etant donné que les exploitants doivent acheter et restituer
des quotas pour les émissions résultant de ces processus, une partie des émissions en amont de la
production de matieres plastiques est donc couverte par un prix du carbone dans I'UE. Une forme de
tarification plus répandue est celle des prélévements en aval sous la forme de taxes sur les plastiques
a usage unique et les déchets d'emballage, que plusieurs pays ont mis en ceuvre. Par exemple, la
ressource propre fondée sur les déchets d’emballages en plastique (contribution nationale des Etats
membres), en vigueur depuis 2021, préleve 0,80 EUR par kilogramme de déchets d'emballages plas-
tiqgues non recyclés pour financer le budget de I'UE. L'approche de I'UE pourrait servir de modele
pour une taxe mondiale ou plurilatérale sur les polymeéres plastiques, en mettant l'accent sur les
incitations économiques pour réduire les déchets plastiques et promouvoir les matériaux recyclés.

La mise en ceuvre d'une redevance mondiale nécessiterait un consensus entre les principaux pays
producteurs de polyméres, tels que la Chine, les Etats-Unis, I'Inde et I'Arabie Saoudite, des pays qui
s'opposent actuellement aux redevances nationales. Les négociations des Nations unies visent a
établir un accord international contraignant d'ici 2024, qui pourrait inclure des dispositions relatives
a des redevances sur la pollution plastique payées par les producteurs afin de mobiliser des res-
sources pour lutter contre la pollution plastique a I'échelle mondiale. Si les négociations aboutissent
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et que le traité des Nations unies inclut une redevance sur les polymeéres, il sera moins probable
qu'un financement important pour le climat puisse étre mobilisé par le biais de ce mécanisme.

Cette étude a révélé qu'une taxe mondiale pourrait mobiliser entre 22 et 34 milliards d'euros par an
sur la base d'un taux de 55 a 85 euros par tonne de polyméres produits (c'est-a-dire la limite supé-
rieure de la taxe sur les ressources propres en plastique de I'UE mentionnée ci-dessus), tandis qu'une
taxe plurilatérale pourrait générer un montant estimé entre 2,8 et 8,5 milliards d'euros. Alors que
I'un des objectifs d'une taxe sur les polyméres est de réduire la production de plastique vierge, on
s'attend actuellement a une nouvelle croissance de la production mondiale de plastique. Par consé-
quent, la taxe devrait générer une source de financement stable et prévisible. Il est recommandé de
commencer par des taux plus bas et de les augmenter progressivement afin de minimiser le choc
réglementaire et de laisser le temps au marché de s'adapter. Les estimations de recettes dépendent
de plusieurs hypothéses, notamment les taux de la taxe et I'inclusion/I'exclusion des matiéres recy-
clables dans I'assiette fiscale.

Une taxe sur le kéroséne vise a collecter des fonds, a promouvoir les carburants aéronautiques
durables et a appliquer le principe du pollueur-payeur au secteur de I'aviation, qui a toujours été
sous-imposé en dépit de sa contribution significative et en augmentation rapide au réchauffement
de la planéte. La nature internationale de I'aviation exige une action multilatérale. Les deux princi-
pales options de conception de la taxe sont les suivantes : une approche globale impliquant tous les
pays qui s'accordent sur les paramétres, et une approche plurilatérale menée par une coalition de
volontaires.

Une taxe sur le kéroséne peut étre appliquée a différents points de la chaine d'approvisionnement :
sur la base de la production de carburant dans les raffineries, du stockage dans les aéroports ou de
la livraison aux compagnies aériennes. De nombreux pays percoivent déja des taxes sur les carbu-
rants dans d'autres secteurs, souvent par l'intermédiaire des fournisseurs de carburants qui remet-
tent les fonds aux autorités fiscales. Pour I'aviation privée, des pays comme le Portugal, I'Irlande et
Malte percoivent des taxes auprés des fournisseurs de carburant lors de I'avitaillement. Dans d'autres
pays comme le Royaume-Uni et les Etats-Unis, la taxe sur les vols privés est payée directement par
I'opérateur du vol. Dans I'UE, l'instrument privilégié pour fixer le prix des émissions de carbone a été
le systtme communautaire d'échange de quotas d'émission plutdét qu'une taxe : depuis 2012, les
émissions des vols intra-UE sont couvertes par le systéme communautaire d'échange de quotas
d'émission, ce qui signifie que les opérateurs aériens doivent mesurer et déclarer leurs émissions de
CO2 chaque année et restituer une quantité équivalente de quotas d'émission (échangeables), éta-
blissant ainsi un prix effectif du carbone.

En 2019, le trafic aérien mondial a atteint 4,5 milliards de passagers, |'Asie, I'Europe et I'Amérique
du Nord représentant la majorité. Les Etats-Unis, I'Union européenne et la Chine sont les principaux
marchés, mais la Russie, le Brésil et les Emirats arabes unis y contribuent également de maniére
significative. La transition vers des carburants durables d’aviation (CDA) est essentielle pour réduire
I'empreinte carbone de I'aviation, mais en raison de leur co(t élevé et de leur disponibilité limitée,
les CDA représentent actuellement moins de 0,1 % de la consommation mondiale de carburant.
L'exonération des CDA de la taxe sur le kéroséne pourrait contribuer a combler I'écart de prix entre
les CDA et les carburants fossiles et a accélérer leur adoption, avec I'appui de normes internationales
telles que le Régime de compensation et de réduction de carbone pour I'aviation internationale (COR-
SIA).

Les études montrent que la demande en matiére d'aviation est sensible aux variations de prix, les
voyages d'agrément étant plus élastiques que les voyages d'affaires. Par exemple, une taxe sur le
carburant de 0,33 € par litre dans I'Espace économique européen (EEE) pourrait réduire le nombre
total de vols dans I'EEE de 9,1 %, ce qui aurait un impact sur le nombre de passagers. Toutefois, on
s'attend a ce que la demande de transport aérien de passagers continue d'augmenter méme si une
taxe est introduite (mais a un rythme plus lent qu'en I'absence de taxe). La mise en ceuvre d'une
taxe mondiale sur le kéroséne minimise les distorsions de concurrence et les fuites de carbone par
rapport aux approches plurilatérales, ol les différences de prix du carburant peuvent modifier les
choix d'itinéraires afin d'éviter la taxation. Les distorsions de concurrence peuvent avoir un impact
sur l'efficacité d'une taxe et réduire le soutien politique dont elle bénéficie.
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La taxation des carburéacteurs se heurte a des difficultés juridiques dues principalement aux accords
internationaux et a la législation de I'UE. La convention de Chicago de 1944 permet de taxer le
kéroséne chargé a bord des avions sur le territoire d'un pays, malgré des exonérations pour le car-
burant déja a bord a I'arrivée dans un autre pays. Par ailleurs, la directive sur la taxation de I'énergie
(DTE) exonere le transport aérien commercial au sein de I'UE de la taxation de I'énergie sur le car-
burant des avions, mais autorise la taxation des vols privés et du trafic aérien intérieur dans le cadre
de certains accords bilatéraux entre les Etats membres de I'UE. Cependant, comme aucun accord
bilatéral de ce type n'a été conclu jusqu'a présent, cette option reste théorique. Les accords relatifs
aux services aériens (ASA) peuvent également constituer des obstacles, car certains d'entre eux
exonérent la taxation du kéroséne, ce qui affecte les transporteurs méme a l'intérieur de I'UE. Les
vols intracommunautaires effectués par des transporteurs de I'UE pourraient étre taxés si I'exonéra-
tion obligatoire prévue par la directive sur les services aériens est supprimée, comme le propose la
Commission. Les ASA concernés devraient étre renégociés pour permettre la taxation des vols intra-
communautaires effectués par des transporteurs non européens.

L'opposition politique a la taxation des carburéacteurs est redoutable, notamment au sein de I'Orga-
nisation de l'aviation civile internationale (OACI), ou les représentants de l'industrie s'opposent aux
mesures fiscales. L'OACI, créée dans le cadre de la convention de Chicago, soutient principalement
les redevances environnementales plutét que les taxes, en invoquant le risque d'une mauvaise utili-
sation des recettes. Bien qu'elle ait fixé un objectif d'émissions nettes de carbone nulles d'ici a 2050
et encouragé I'utilisation de carburants aéronautiques durables, I'0ACI n'a pas fixé d'objectifs natio-
naux individuels ni d'objectifs intermédiaires en matiére d'émissions, a I'exclusion des émissions
autres que le CO2. Le systéme de compensation et de réduction des émissions de carbone pour
I'aviation internationale (CORSIA) adopté par I'OACI en 2016 vise a freiner la croissance des émis-
sions, mais il est critiqué pour son manque d'ambition et d'applicabilité. La International Aviation
Climate Ambition Coalition, lancée lors de la COP26 en 2022 et qui compte désormais prés de 60
pays membres, soutient des efforts de décarbonisation plus ambitieux au sein de I'OACI.

Les recettes escomptées d'une taxe sur le kéroséne pourraient commencer a 5,8 milliards d'euros
par an avec un taux de 0,10 euro par litre et atteindre 18 milliards d'euros avec un taux de 0,33
euro par litre. Le prix des billets pourrait augmenter de 2,7 % avec le taux le plus bas et de 9,2 %
avec le taux le plus élevé, ce qui limiterait la demande de transport aérien. En raison de la croissance
attendue de l'industrie aéronautique mondiale, la taxe devrait générer une source de financement
stable et prévisible.

Recommandations

Une mise en ceuvre plurilatérale de chaque instrument est considérée comme la plus faisable et la
plus prometteuse, car elle est plus susceptible d'étre rapidement acceptée par une masse critique de
pays et d'aboutir a des résultats ambitieux, contrairement a un accord global qui tend a étre un
compromis insuffisant pour atteindre les objectifs et bloquer la poursuite des négociations.

Une mise en ceuvre plurilatérale de chaque instrument est considérée comme la plus faisable et la
plus prometteuse, car elle est plus susceptible d'étre rapidement acceptée par une masse critique de
pays et d'aboutir a des résultats ambitieux, contrairement a un accord global qui tend a étre un
compromis insuffisant pour atteindre les objectifs et bloquer la poursuite des négociations.

Pour une taxe sur I'extraction des combustibles fossiles, une coalition de volontaires pourrait
formaliser son engagement par le biais d'un traité international ou d'un accord politique, ce dernier
étant plus rapide a mettre en place et plus flexible, mais potentiellement moins stable. Les principaux
obstacles sont la faisabilité politique et les défis juridiques, par exemple en ce qui concerne |'affec-
tation des fonds. L'acceptation par la société peut étre renforcée par la mise en ceuvre progressive
du prélevement et I'utilisation d'une partie des recettes pour soutenir les ménages a faibles revenus
en cas de difficultés. Au niveau international, il est essentiel d'identifier ou d'établir un forum appro-
prié pour les négociations, en tenant compte de I'inclusivité, des ressources et de la capacité a for-
maliser les accords. Parmi les plateformes potentielles figurent I'OCDE et le G20, ainsi que /a Platform
for Collaboration in Tax plus inclusive. L'UE peut soutenir ce processus, par exemple en menant des
évaluations internes pour déterminer la faisabilité de la mise en ceuvre d'un tel prélévement au sein
de I'UE, mais aussi en élargissant la base de connaissances en commandant des études et des re-
cherches et en consolidant la base de données.
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Un prélevement sur les bénéfices exceptionnels tirés des combustibles fossiles pourrait étre
mis en place par une coalition de volontaires, soit sous la forme d'un impo6t supplémentaire (a taux
unique), soit en adaptant le régime de I'imp0t sur le revenu des sociétés. Il semble essentiel que les
principaux producteurs de combustibles fossiles soient membres d'une telle coalition pour qu'elle soit
efficace. Les membres devront se mettre d'accord sur la maniére de déterminer les bénéfices excep-
tionnels tirés des combustibles fossiles, relever le défi du transfert de bénéfices - un probléme par-
ticulierement pertinent pour l'imposition des bénéfices exceptionnels, qui peut, par exemple, étre
atténué par I'application des régles GIoBE - et encourager les entreprises multinationales a renoncer
aux clauses de stabilisation dans les Iégislations nationales ou a accepter de les réviser. Pour renfor-
cer |'acceptation politique et sociétale, il est essentiel de souligner la contribution d'un tel préléeve-
ment a une transition juste et équitable. Au niveau international, le cadre inclusif G20/OCDE sur
I'érosion de la base d'imposition et le transfert de bénéfices (BEPS), qui regroupe plus de 140 juri-
dictions, pourrait constituer un forum approprié pour l'introduction d'une taxe sur les bénéfices ex-
ceptionnels tirés des combustibles fossiles. Outre I'élargissement de la base de connaissances, la
Commission européenne pourrait, aprés consultation des Etats membres respectifs, chercher & in-
troduire le concept d'un prélévement international sur les bénéfices exceptionnels tirés des combus-
tibles fossiles dans le cadre inclusif du G20/OCDE sur le BEPS.

En ce qui concerne la taxe sur les polymeéres plastiques, compte tenu de la forte résistance
attendue de la part de certains grands pays producteurs de polymeéres, les recommandations se
concentrent sur une mise en ceuvre plurilatérale par une coalition de participants volontaires. L'uti-
lisation d'un forum international crédible pour parvenir a un accord sur une taxe sur les polyméres
augmente son potentiel et ses chances de succés. Un soutien pourrait étre trouvé au sein de la High
Ambition Coalition to End Plastic Pollution (HAC), qui rassemble environ un quart de la production
mondiale de polyméres ; toutefois, la coalition ne dispose pas d'une structure hautement institution-
nalisée ni d'une influence politique significative. D'autres forums plus institutionnalisés pour proposer
une taxe sur les polyméres sont I'OCDE, le G20 et le Platform for Collaboration on Tax. Au niveau de
I'UE, la proposition d'une taxe sur les polyméres pourrait rencontrer moins de résistance. Pour ob-
tenir un soutien international, la Commission européenne devrait opter pour une taxe sur les poly-
meres qui commencerait a un taux bas et augmenterait progressivement, une partie des recettes
étant réinvestie dans l'industrie pour soutenir I'adaptation. Cette approche permet d'aligner les inci-
tations économiques et d'améliorer la faisabilité politique.

La mise en ceuvre d'une taxe sur le kéroséne par le biais d'une coalition de pays volontaires est
prometteuse, mais elle se heurte a d'importants problemes juridiques. Une coalition comprenant les
principaux centres aéronautiques d'Europe, d'Amérique du Nord et de la région Asie-Pacifique ga-
rantirait un impact substantiel et la mobilisation des recettes. L'OACI serait le forum évident pour un
accord mondial, mais I'opposition de longue date de I'organisation a la taxation donne des raisons
d'étre sceptique. Il reste a voir si les objectifs de réduction plus ambitieux récemment adoptés par
I'OACI pour un secteur de l'aviation climatiquement neutre pourraient créer un nouvel élan suscep-
tible d'étre mis a profit pour instaurer une taxe sur le kéroséne. Le soutien initial de /'International
Aviation Climate Ambition Coalition pourrait aider a proposer la taxe dans le cadre d'efforts plus
larges en faveur de la neutralité climatique. Au niveau de I'UE, la révision de la DTE pour supprimer
I'exonération de la taxe sur le kéroséne et la renégociation des accords sur les ASA les pays tiers
pour supprimer les exonérations de la taxe sur le kéroséne sont des conditions préalables a une mise
en ceuvre réussie. Le réinvestissement d'une partie des recettes de la taxe dans le secteur de I'avia-
tion permet d'aligner les incitations économiques sur 'adaptation de l'industrie, ce qui renforce la
faisabilité politique et favorise un soutien plus large.

Conclusions

Les quatre instruments évalués ont le potentiel de générer des flux de revenus importants pour le
financement de la lutte contre le changement climatique. Toutefois, aucun instrument n'apparait
comme un « meilleur choix » évident. Tous les instruments, a I'exception de la taxe sur les bénéfices
exceptionnels, peuvent générer des recettes prévisibles. Toutefois, en raison de I'abandon progressif
prévu des combustibles fossiles, les recettes provenant d'une taxe sur I'extraction ou les bénéfices
exceptionnels diminueraient a long terme et d'autres solutions seraient nécessaires. Dans une cer-
taine mesure, cette érosion de la base d'imposition s'applique également a une taxe sur les poly-
meéres ou le kéroséne. La faisabilité politique est un défi pour toutes les options, car elles
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nécessiteront le consentement et la coopération de parties qui favoriseront le status-quo. Toutefois,
la taxe sur I'extraction des combustibles fossiles arriverait a un moment ou I'élimination progressive
des combustibles fossiles est de plus en plus reconnue comme une nécessité. Une taxe sur les bé-
néfices exceptionnels des combustibles fossiles peut étre présentée comme un moyen de promouvoir
I'équité et la justice climatique, en ciblant les gains indus des entreprises de combustibles fossiles
aux dépens des consommateurs et des générations futures. La production et I'utilisation de poly-
meres, bien que préoccupantes sur le plan climatique, exacerbent principalement la pollution envi-
ronnementale durable qui affecte I'eau, le sol et la biosphére, ce qui constitue un argument de poids
en faveur de la taxation des polyméres. La taxation des carburéacteurs pourrait favoriser la transition
climatique dans un secteur qui montre peu de signes de changement de tendance jusqu'a présent.

Les quatre mesures ont des effets mineurs sur l'impact distributif: la taxe sur le kéroséne est la
moins problématique, car elle est progressive dans la mesure ou elle pése sur les voyageurs - géné-
ralement a revenu élevé. De méme, la taxe sur les bénéfices exceptionnels corrige les injustices en
redistribuant les bénéfices excédentaires. Bien qu'une taxe sur |'extraction des combustibles fossiles
puisse initialement sembler régressive si elle influence les prix mondiaux des combustibles, une cou-
verture mondiale adéquate et les enseignements tirés de la tarification du carbone offrent des solu-
tions pour atténuer tout effet distributif négatif. En ce qui concerne les effets concurrentiels et les
fuites (de carbone), les quatre instruments nécessitent une action multilatérale coordonnée pour
éviter les déséquilibres, les distorsions et les fuites - surtout pour la taxe sur I'extraction des com-
bustibles fossiles et les polyméres, moins pour la taxe sur les bénéfices exceptionnels.
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1. INTRODUCTION

Globally, there is an increasing recognition of the urgency to address climate change and its far-
reaching impacts. Mobilised finance flows, however, fall significantly short of the requirements for a
sustainable and equitable shift towards a low-carbon, climate-resilient future. There are varying es-
timates on the global need for climate finance, ranging from $2.8 trillion annually by 2030 to $125
trillion by 2050 to achieve global net-zero objectives.? In addition to this, adaptation costs have to
be considered where the financial need for developing countries alone is estimated to be around
$390 billion annually.* This situation has intensified discussions on mobilising new financial resources
to support equitable and just sustainability transitions, especially in climate-vulnerable and low- and
middle-income countries.

In this context, calls have increased to modernise the international financial system to better address
current nature, climate, and development challenges through enhanced international cooperation.
For example, in July 2021, 130 countries and jurisdictions joined a plan to reform international tax-
ation rules and ensure that multinational enterprises pay a fair share of tax wherever they operate.>
The June 2023 Summit for a New Global Financial Pact in Paris called for further work to explore
“new avenues for international taxation in order to fulfil our climate commitments”.® At the Africa
Climate Summit in September 2023 African leaders adopted the Nairobi Declaration on Climate
Change, appealing for global support for a comprehensive carbon tax regime covering fossil fuels,
shipping and aviation, potentially enhanced by a financial transaction tax to finance climate initia-
tives, protected from geopolitical and national biases.” These notions also surfaced at The First Latin
American and Caribbean Tax Summit for Inclusive, Sustainable and Equitable Global Taxation in
September 2023 and found resonance in the 78t Session of the UN General Assembly where the
representative from Cote d’Ivoire highlighted that the nation is investigating innovative financing
methods to combat climate change, including the initiation of a carbon tax.®

These examples illustrate the growing recognition that coordinated multilateral efforts will be needed
to mobilise financial resources for climate action. As part of the UN climate negotiations, the first
Global Stocktake at COP28 in 2023 recognised the importance of “reforming the multilateral financial
architecture” and of “accelerating the ongoing establishment of new and innovative sources of fi-
nance, including taxation, for implementing climate action”.® Parties currently negotiate a New Col-
lective Quantified Goal on Climate Finance to be adopted at COP29 in 2024.1° To contribute to iden-
tifying new sources of funding, a new taskforce on ‘international taxation to scale up development,
climate, and nature action’ was launched during COP28 in 2023. !t This group, initially called “Inter-
national Tax Task Force” and now renamed “Global Solidarity Levies Task Force”, has been tasked
with identifying and assessing innovative revenue streams to adequately finance the climate transi-
tion, considering “all options available in a spirit of international solidarity and equity”.'? The

3 UNFCCC Race to Zero, ‘Financing Roadmaps’; World Bank Group, ‘CCDR Explainer’.

4 Watkiss et al., ‘Chapter 4: Adaptation Finance Gap in Adaptation Gap Report 2023: Underfinanced. Un-
derprepared.’, 30.

> Modern Diplomacy, ‘130 Countries and Jurisdictions Join Bold New Framework for International Tax Re-
form’.

6 ‘The Paris Pact for People and the Planet’.
7 African Union, ‘The African Leaders Nairobi Declaration on Climate Change And Call To Action’.

8 United Nations, ‘Speakers Call for New Innovative Methods of International Tax Cooperation, Reform of
Inequitable Global Financial System, as Second Committee Takes Up Reports’.
° United Nations Framework Convention on Climate Change, First global stocktake.

10 United Nations Framework Convention on Climate Change, ‘New Collective Quantified Goal on Climate
Finance’.

11 Global Solidarity Levies Task Force, ‘Global Solidarity Levies Task Force’; Service de Presse - Elysée,
Présidence de la République, ‘Launch of the Taskforce on International Taxation to Scale up Develop-
ment, Climate and Nature Action’.

12 Thid.



European Commission participates as an observer to the taskforce.l® The taskforce has been wel-
comed in particular by developing countries that see their interests underrepresented in other inter-
national fora with more limited participation, such as the OECD or G20.14

The European Union (EU) and its Member States (MS) have so far been at the forefront of interna-
tional climate finance to help support developing countries with adaptation and mitigation as part of
the United Nations Framework Convention on Climate Change (UNFCCC) negotiations, contributing
significantly as the world's largest provider.'> However, given the enormous financial requirements
to support the transition to a climate-neutral future, new sources for climate finance must be ex-
plored. The EU can play a key role in this regard, not only through its own financial contribution but
also by initiating multilateral and global efforts to increase the volume of financing.

The overall aim of the study is to identify and assess instruments that facilitate increased mobilisation
of financial resources for international climate finance and provide actionable recommendations to
the European Commission on how to make progress on selected international instruments.

The remainder of this report is structured as follows. Chapter 2 outlines the methodology. Chapter 3
provides an overview over the longlist of considered instruments as well as an overview of the initial
criteria-based assessment for the four instruments chosen for a more in-depth assessment. Chapter
4 presents findings from the in-depth assessment and expert interviews on the four selected instru-
ments along with overarching considerations relevant to all analysed instruments. Finally, Chapter 5
summarises key barriers, suggests solution approaches and outlines actionable recommendations for
the EU on how to progress on the respective instrument while Chapter 6 concludes.

13 Ibid.

14 potter, *Auf Der Suche Nach Neuen Geldquellen: Taskforce Bereitet Konzepte Flir Globale Klimasteuern
Vor'.

15 Council of the EU and European Council, ‘Europe’s Contribution to Climate Finance (€bn)’.
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2. METHODOLOGY

This section describes the methods used to identify and assess potential new sources, especially
international taxation or levy instruments, of climate finance. The study focuses on how regulators
can mobilise climate finance at the international level through taxation, levies, and similar fiscal
instruments, including mechanisms that impact private entities. It specifically evaluates instruments
capable of generating significant revenue. The scope is international, extending beyond the EU to
include non-EU jurisdictions. The study does not cover instruments that function via government
lending and borrowing, (e.g. green bonds, debt for nature swaps or similar), nor does it address the
administration, allocation and spending of raised funds.

The research employed a mixed-methods approach, designed to evaluate potential financial instru-
ments that could be harnessed to increase global climate finance. This study was segmented into six
distinct tasks:

e Task 1: Proposal for Selected Instruments—Identification and initial assessment of potential
instruments.

e Task 2: Desk Research and Interviews—In-depth research and expert interviews with 20 key
stakeholders.

e Task 3: Critical Assessment of Selected Instruments—Detailed evaluation against established
criteria.

e Task 4: Recommendations—Development of actionable recommendations based on findings.

e Task 5: Interim and Final Report—Compilation and presentation of research outcomes.

e Task 6: Presentation of Findings and Discussions—Dissemination and feedback integration.

In a first task, we conducted a brief desk-research on potential international instruments best suited
to mobilise climate finance at a global level. Based on our findings we provide a longlist of 16 inter-
national instruments. From this, the four most relevant international instruments were selected with
a criteria-based shortlisting framework and in coordination with the European Commission. Task 2
consists of in-depth desk-research as well as semi-structured online interviews with 23 international
experts. These experts include academics, government officials, and representatives from interna-
tional and non-governmental organisations.!® These stakeholders were selected for their expertise
in fields such as international tax law, environmental policy, and climate finance, and they represent
various levels of governance from national to international, including entities like the International
Monetary Fund (IMF), universities, and national ministries related to environment and foreign affairs.
In the report, information from the interviews is anonymized and cited in footnotes as “IV [allocated
number of interview]”.

Building on the outcomes of Tasks 1 and 2, the critical assessment (Task 3) includes assessing (1)
overview of key options/scenarios (2) the technical and political feasibility, including socio-political
aspects and (3) the estimation of the potential of mobilised climate finance by each international
instrument. Each selected international instrument is analysed individually using the same assess-
ment criteria, taking into account the different design modalities of each instrument. Based on the
outcomes of Task 2 and 3 and with a special focus on the elicited enabling factors and challenges,
Task 4 outlines concrete suggestions for actions and next steps towards implementation of the se-
lected instruments.

The study serves as scoping assessment of selected international instruments - as such, it is an
exploratory study to identify possible options and conduct a rapid initial assessment of their feasibility
and potential barriers. To progress towards concrete implementation, further in-depth research will
be required.

16 Notably, representatives from developing and emerging economies were underrepresented in the expert
interviews, partially due to unavailability of requested individuals.
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3. LONGLIST AND SHORTLIST OF INSTRUMENTS

Based on a structured review and preliminary evaluation of international instruments that can con-
tribute to mobilising additional climate finance are identified. This review involves examining key
studies and outcomes from discussions at relevant climate (and) finance events.!” From this analysis,
a long list of 16 potential international instruments is compiled:

1. Fossil Fuel Extraction Levy / Tax 9. Global Raw Materials Extraction Levy

2. Jet Fuel Levy / Tax, Kerosene Duty 10. Meat / Livestock Levy

3. Levy on Plastic Polymers / Hydrocarbon 11. Agreement on Removal / Reduction of
Plastics Harmful Subsidies

4. Levy on Windfall Fossil Fuel Profits 12. Financial Transaction Tax

5. Global Carbon Tax / Levy 13. Stock Buyback Tax

6. Air Passenger / Ticket Levy 14. Wealth Tax

7. International Maritime Organization 15. General Minimum Corporate Tax
Global shipping carbon price 16. Solidarity Levy

8. Bunker Fuel Levy
An initial assessment based on a criteria set is then conducted for each instrument on the long list,
evaluating the following criteria:

1. Fiscal volume/dimension of climate finance that could be mobilized,
2. Opportunity to build on existing (international/multilateral) institutions, efforts, and agree-

ments,

3. Precedents of existing instruments applied at national/supranational level (EU),

4. The approximate number of entities subject to the instrument, indicating the administrative
complexity,

5. Jurisdiction and EU competence—whether the EU or Member States have the authority in this
field, and:

6. The instrument's potential to contribute to and the goals of the Paris Agreement (climate
change mitigation, adaptation/resilience)

Following the criteria-based assessment and in coordination with the European Commission, four
instruments have been selected for further analysis. An overview of the initial assessment and de-
tailed outcomes can be found in Annex 1 (Excel). The overview of outcomes for the shortlisted in-
struments are displayed in Table 1, please not that these are the results of the initial assessment
and the full assessment in Chapter 4 provides more granular and robust results.

7 Hirsch, ‘Climate Finance for Addressing Loss and Damage: How to Mobilize Support for Developing
Countries to Tackle Loss and Damage’; Hirsch et al., *‘New Sources for Public Climate Finance and for
the Loss and Damage Fund’; de Luis Iglesias et al., ‘Scoping Study of Innovative Sources of Interna-
tional Climate Finance’; Greno et al., ‘International Finance for Loss and Damage Associated with Cli-
mate Change Impact - Final Report’; Baatz, ‘Climate Adaptation Finance and Justice. A Criteria-Based
Assessment of Policy Instruments’; Robinson et al., ‘Financing Loss and Damage from Slow Onset
Events in Developing Countries’; UNFCCC, ‘Synthesis Report on Existing Funding Arrangements and
Innovative Sources Relevant to Addressing Loss and Damage Associated with the Adverse Effects of
Climate Change’; Warnecke et al., ‘Innovative Financing for the Adaptation Fund: Pathways and Poten-
tials’; Schmidt et al., ‘Loss and Damage Finance: An Assessment of the Most Promising Instruments’;
Wemaere, Vallejo, and Colombier, ‘Financing Loss and Damage: Overview of Tax/Levy Instruments
under Discussion’; Service de Presse - Elysée, Présidence de la République, ‘Launch of the Taskforce
on International Taxation to Scale up Development, Climate and Nature Action’.
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Table 1. Overview of initial assessment outcomes for shortlisted instruments. Source: compilation by the authors, details in Annex 1.
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that made worlwide profits
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Bulgaria, Czech Republic;
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4. CRITICAL ASSESSMENT

This chapter presents the findings from the in-depth assessment based on desk research and expert
interviews. For each instrument, key design options are presented and their technical and political
feasibility as well as potential revenues are assessed. As several aspects are relevant for all assessed
instruments some overarching considerations are laid out first.

4.1. Overarching Considerations Applying to All Instruments

Several issues apply to all four instruments. They are included in the assessment of each measure,
so that each assessment can be read on its own, although this inevitably creates some redundancy.
For the understanding of the reader, the overarching considerations are listed below.

For all four instruments, an agreement at international level would be just the first step: Any
number of countries!® involved agree in some form at the international level on the parameters that
the levy should have. The levy then needs to be implemented by each participating state in its own
jurisdiction at national level.

The distinction between a “global” and a “plurilateral” instrument is to some extent arbitrary.
Hardly any instrument that is labelled “global” is endorsed or - in the case of treaties - has been
ratified by all states. The term “global” denotes notion of a large number of states amounting to
“almost all”, yet it has not been clearly defined where the threshold of a near-universal participation
could be. For instance, the Biodiversity Convention has 196 parties - more than the UN has member
states - and may be considered a global treaty, even though the USA is not a party. In contrast, the
term “plurilateral” denotes the similarly undefined notion of "many” participating states, in any event
less than “global”. Ultimately, the difference lies in how many states are involved in developing the
instrument and how many participating states the instrument aims at.

Climate Clubs are one example of plurilateral implementation of instruments. Proposals for climate
clubs are not a recent concept; they have been explored in the realms of economics, law, and political
science for many years.!® The concept for a Climate Club was first developed by Nordhaus in 2015,
describing the club “as an agreement by participating countries to undertake harmonized emissions
reductions”?. A minimum carbon price should be implemented by all members of the club through
carbon pricing policies. The club aims to overcome free riding in international climate agreements by
imposing “uniform percentage tariffs” on imports from non-participating countries into the “club re-
gion”, thereby penalizing nonparticipants and encouraging a large stable coalition.2! Policy proposals
for climate clubs have already been discussed, including an IMF staff note, a proposal by German
ministries and the G7 climate club which was established in 2022. However, the G7 climate club
appears to be rather a forum for cooperation and discussion than an institutional agreement com-
pared to the Nordhaus’ proposal.2?

For all levies assessed, countries interested in implementing the respective levy could form a coalition
of the willing and participate in a similar institutional arrangement to the Nordhaus’ concept of a
Climate Club. Countries inside the coalition should have the incentive to remain part of it, and coun-
tries outside have the economic incentives to join the club. A climate club may face legal obstacles
contingent on its design, in the case of tariffs in particular compliance with WTO law.

18 For ease of reading, we use the terms “country” and ,state" throughout the text as including the EU - if
and when it acts at the international stage within its competences - unless stated otherwise.

19 Falkner, ‘A Minilateral Solution for Global Climate Change?’; Sabel and Victor, ‘Governing Global Prob-
lems under Uncertainty’; Sandler, Global Collective Action.

20 Nordhaus, ‘Climate Clubs’, 1341.
21 Tbid at 1341ff.
22 G7, ‘Statement on Climate Club’; Pirlot, ‘Climate Clubs: An International Tax Law Perspective’, 3ff.
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For all instruments, there are two questions with regard to the channelling of revenue: First,
whether it would be possible and desirable to direct the revenue (or parts of it) directly to an inter-
national institution. This is not just a technical question: In some countries it is a legal and even
constitutional issue whether a levy or tax may be paid directly to an international institution without
going through the national budget first. Second, if the revenue goes to the national budget first, is
it possible to earmark the use of (all or part of) this revenue, e.g. for international climate finance
generally or for a specific institution such as a fund.

For all instruments, the political challenges are similar: What is the political interest of the envis-
aged participating states (i) to impose a tax or levy at their domestic level and (ii) to direct all or
part of the revenue to international climate finance. Of course, the political interests will vary de-
pending on what is being taxed, which entails different sets of relevant countries. However, pre-
sumably imposing taxes and levies is a measure that is generally not easy to “sell” domestically.

An appropriate forum and process for negotiating the agreement on the parameters of the levy at
international level would be needed, which could also mean a smaller group of countries in one forum
coming up with proposals which they then promote in wider fora. Examples are multilateral fora such
as the UN or the UNFCCC, or fora experienced in taxation such as the OECD. The initial impulse could
also come from smaller fora such as the Global Solidarity Levies Task Force.

Precedents in International Revenue Generation

There are examples of international measures where the revenue either does not go into the national
budget or is earmarked for international disbursement, e.g. climate finance. In the first case, the
levy is paid directly to an international fund. In the second case, the levy is collected at domestic
level, but the revenue is earmarked and has to be channelled to international disbursement.

The International Oil Pollution Compensation Funds, first established under the International
Maritime Organisation in 1971,%23 manage funds for oil pollution damage from tanker spills and thus
show resemblance to insurance schemes. This fund collects revenues based on the volume of oil
received by entities from sea transport, emphasising a high compliance rate of 99.8% among corpo-
rate contributors.?* The scheme is based on two international treaties, the core of which is ratified
by 121 states, and according to the International Maritime Organization has handled over 150 cases
involving pollution damage, showcasing international legal and financial cooperation.2>

Article 82 of the United Nations Convention on the Law of the Sea (UNCLOS) provides an
example of an international revenue mechanism that could be interesting even though the obligation
to pay is based on contributions by states rather than private actors.2® It stipulates that states must
make payments or contributions related to the exploitation of non-living resources from the conti-
nental shelf beyond 200 nautical miles. Payments begin after the first five years of production, start-
ing at 1% of the production value or volume, and increase annually until a rate of 7% is reached
from the twelfth year onwards.2” These contributions are managed through the International Seabed
Authority, which distributes them among States Parties to the convention, with special consideration
for the needs of developing countries, including the least developed and land-locked countries. UN-
CLOS is ratified by 168 parties.?8

Moreover, Unitaid has effectively utilised an international voluntary solidarity levy, funded pri-
marily through aviation ticket surcharges, to finance health initiatives across multiple countries.

23 The Convention of 1971 establishing the Fund superseded by a new Fund Convention of 1992, and
supplemented by a Supplementary Fund Convention of 2003.

24 Tbid.

25 International Maritime Organization, ‘International Convention on the Establishment of an International
Fund for Compensation for Qil Pollution Damage (FUND)’; Richards, Hillman, and Boughey, ‘The Climate
Damages Tax - A Guide to What It Is and How It Works’, 9f.

26 ‘United Nations Convention on the Law of the Sea of 10 December 1982".
27 1bid., Art. 82
28 United Nations, ‘United Nations Treaty Collection - Law of the Sea’.
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Initiated by France and joined by several other countries, revenues are collected nationally and chan-
nelled towards Unitaid.2° In technical terms, Article 22 of the French Amending Finance Act of 2005
(Loi de finances rectificative) established a development solidarity fund aimed at supporting devel-
oping countries and achieving the Millennium Development Goals, particularly in health. The law
introduces a surcharge on airfares, the revenue from which is directed towards the fund and finally
channelled to Unitaid.3° This precedent underscores the feasibility and success of cross-border finan-
cial cooperation with a solidarity tax model where states voluntarily establish and collect a tax at
national level (similar to design option two of a potential fossil fuel extraction tax). However, as
addressed above, the issue that earmarking is not possible in some jurisdictions remains.

Lastly, cases of mandatory contributions are the EU Value Added Tax-based own resource and the
plastics own resource which exemplify how tax revenues and contributions can be directed to the
supra-national level and pooled there.3! However, these examples should be regarded with reserva-
tion, since they are part of the EU’s particular legal order, which differs from the international level.

Trade Considerations

International Trade Rules. An internationally agreed and domestically implemented tax or levy
might violate international trade rules, in particular WTO rules. Whether this is the case depends on
to what extent the levy would affect trade in goods and services that fall under the WTO regime. The
main principles are non-discrimination and perhaps also the most favoured nation clauses. Compli-
ance with WTO law may be particularly relevant if the tax or levy is linked or combined with environ-
mental border tax adjustments.32

International Trade Distortions. Experts outline that implementing respective levies may provoke
retaliatory actions, for example if they target or affect US companies.33 Under Section 301 (a) of the
US Trade Act of 1974 the US can start investigations and take all appropriate actions, including
imposing (non)-tariff-based retaliation to eliminate any foreign government act, policy, or practice,
that violates international trade agreements or is deemed unjustified, unreasonable, or discrimina-
tory and burdens or restricts US commerce without the approval of the WTO.

For example, in 2019, the United States Trade Representative began Section 301 investigations into
digital services taxes (DSTs). These were introduced by several European countries (Austria, France,
Italy, Spain and the UK) targeting large US tech giants, including Amazon, Facebook or Google and
seen as discriminatory against these US corporations. Therefore, the US had threatened with punitive
tariffs on imports from these countries after their introduction.3* Tariffs were designed to cover wide
range of goods, totalling approximately $3 billion in trade, costing the US $739.5 million annually.3>
However, these were never actually implemented and suspended to allow time for negotiations: In
October 2021, an agreement was reached whereby respective European countries agreed to with-
draw their DSTs once a deal on a global minimum corporate tax took effect. According to the agree-
ments, any DST payments made in the interim would be credited against future tax liabilities and
the US agreed to drop its threatened tariffs.3¢ This agreement eased trade tensions, set a precedent
for digital taxation issues, and prevented punitive tariffs.

29 Richards, Hillman, and Boughey, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’,
9.

30 Loi n°® 2005-1720 du 30 décembre 2005 de finances rectificative pour 2005". Article 22, Law No. 2005-
1720 of December 30, 2005

31 Council of the European Union, Council Decision (EU, Euratom) 2020/2053 of 14 December 2020 on the
system of own resources of the European Union and repealing Decision 2014/335/EU, Euratom; Rich-
ards, Hillman, and Boughey, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’, 9f.

32 Pirlot, ‘Environmental Taxes’.

33 Interview Number E9 [from now on interviews are cited as “IV [Number]”
34 Deutsche Welle, ‘US Reaches Agreement to End European Digital Taxes’.
35 Lee, ‘Terminated U.S. Retaliatory Tariffs to Digital Services Taxes'.

36 Scott, ‘US Seals Agreement to End European Digital Taxes'.
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It established a path toward a global corporate (minimum) tax system, thus avoiding significant
trade distortions and potential retaliatory measures.

Further Aspects

Legal Risk related to Fiscal Stabilisation. Legal risks that might arise in the context of introducing
new levies or taxes could stem from so called “fiscal stabilisation” clauses.3” These provisions
may restrict the government’s host jurisdiction’s ability to alter the fiscal laws that apply to an in-
vestor or investment within its territory. Stabilisation clauses can be part of domestic laws or invest-
ment contracts38. The stabilisation issue is mainly a concern for developing and emerging economies
as only few developed economies include these provisions in domestic law or investment contracts.3°
Investors may use fiscal stabilisation clauses to claim exemption from changes in tax policy and
potentially initiate investment arbitration. Special investment contracts*® with foreign investors are
especially prevalent in the extractive industries in several developing and emerging economies. 41 42
Bilateral Investment Treaties (BIT) with investor to state dispute settlement provisions may
create legal risks for countries aiming to change tax policy in response to an introduction of plurilat-
eral/international levy. The arbitration risk for each country needs to be assessed on a case-by-case
basis and is contingent on the protection afforded to investors, covering provisions on expropriation,
non-discrimination, and fair and equitable treatment (FET).*3 The FET standard is commonly used by
investors to challenge state actions, including withdrawal of tax incentives and refusal to reimburse
taxes. FET can interact with stabilisation clauses, placing countries enacting reforms at risk of arbitral
claims for breaching the FET standard under a BIT.%4

Payment and Collection Process. Generally, the way the levy is collected is a matter for each
respective country and its national administration, processes etc. It would be unusual for the inter-
national level to prescribe how each country should administer the collection of the levy. However,
there might be reasons for states to agree some of such aspects at the international level: One
aspect is of course the case in which the revenue is supposed to be paid directly into an international
institution without going through national budgets. In this case, states would need to agree on which
institution should receive the revenue. Other aspects of the domestic payment and collection process
could relate to preventing tax avoidance and distorting the envisaged level playing field.

Setting the tax rate for any instrument depends on several considerations. The first aspect is
whether and how specifically the tax rate is agreed and set at the international level. The states may
agree on a specific tax rate, but they might also merely set a minimum, which means that individual
states might set a higher rate in their jurisdiction. The international agreement might also set a tax
rate that is a range between e.g. 10% and 15%, which would also mean that the actual tax rate
could differ between the participating countries.

371V E9

38 The Extractive Industries Transparency Initiative (EITI) publishes contracts governing the exploitation
of oil, gas and mineral resources (EITI, ‘Contract transparency’, https://eiti.org/contract-transparency,
accessed 11 July 2024).

39 Christians et al., ‘A Guide for Developing Countries on How to Understand and Adapt to the Global
Minimum Tax’, 32.

40 They govern the entire legal framework of the investment; some may include tax issues and incentives
covered by fiscal stabilisation clauses. Typically, these provisions freeze the fiscal terms at the project's
start, preventing subsequent tax law changes from applying or requiring compensation, at least for a

41 Ibid at 33.

42 See Resource Contracts, ‘An Online Repository of Petroleum and Mining Contracts’, https://resourcecon-
tracts.org/, accessed 5 July 2024.

43 Christians et al., ‘A Guide for Developing Countries on How to Understand and Adapt to the Global
Minimum Tax’, 34f.

44 Ibid at 37f.
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With regard to the actual rate, some authors have made calculations and proposals for the different
instruments assessed in this report. There are also actual precedents in particular for a windfall profit
tax. A relatively low rate - e.g. one that leads to minimal price increases for consumers only, or,
depending on elasticity of demand, reduced profits for producers to a very limited degree — may
enhance political support due to limited economic effects and reduced stakeholder pushback. Hence
overall participation - and hence revenue - may increase, though the total revenue collected could
be modest due to the lower rate. Conversely, a higher rate - one with significant economic impact -
has the potential to generate higher revenues theoretically. Yet, through economic incentives it can
drive behavioural changes, eventually shrinking the tax base and hence overall revenue. A relatively
high rate may additionally reduce political support and participation and induce regressive effects
and hardships for low-income households. Notably, overall revenue generation largely depends on
the set tax base and decided scope as well as enforcement, evasion and avoidance. The challenge
lies in determining which rate optimally balances these dynamics to maximize both acceptance and
participation without overly compromising on revenue generation.

Shrinking Tax Base. Transitioning away from fossil fuels will require countries heavily reliant on
the tax revenue from these industries to identify alternative revenue streams in the coming decades.
The 2023 Report by the Coalition of Finance Ministers outlines ideas how to diversify these tax rev-
enue streams.?> These considerations are equally relevant for international climate finance, as one
aim of implementing any of the assessed levies is to contribute to climate finance. To gain more
support, proposals for these analysed levies, where the tax base may shrink in the long run, should
also address these long-term implications. It will be essential to provide guidance and assistance
building on the work of e.g. the Coalition of Finance Ministers or other relevant groupings, interna-
tional organizations etc.

4.2. Fossil Fuel Extraction Levy

The Fossil Fuel Extraction Levy, also referred to as a Climate Damages Tax, is a financial mechanism
designed to internalise the external costs of fossil fuel extraction and combustion. 46 As elaborated
in the research reports*’ that developed this idea, this levy would be imposed directly on producers,
the tax rate being based on the carbon dioxide emissions embedded in each unit of coal, oil, or gas
extracted. 48 Hence, it is a carbon pricing mechanism at the upstream level. This approach not only
aims to generate significant funds for climate finance but also intends to implement the polluter-pays
principle, rooted in major environmental declarations (including the United Nations Conference on
the Human Environment, 1972 and the United Nations Conference on Environment and Development,
1992), and to shift economic burdens onto those responsible for pollution.4®

4.2.1. Key Design Options

The levy can be introduced at varying levels of international cooperation and agreement. The first
design option, a near-global implementation (multilateral) of such a levy, would necessitate deep
and large-scale cooperation. All parties involved would need to agree at the international level on
the parameters of the levy, and then enact laws and procedures in their respective national jurisdic-
tions to establish and enforce the levy. The levy would oblige extracting companies under their re-
spective jurisdiction to directly pay (a share of) the revenues into an internationally managed
fund, circumventing national treasuries.>?

45 Coalition of Finance Ministers for Climate Action, ‘Strengthening the Role of Ministries of Finance in
Driving Climate Action: A Framework and Guide for Ministers and Ministries of Finance’, 100f.

46 Richards, Hillman, and Boughey, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’,
2; Hillman and Sharma, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’, 5.

47 Ibid.
48 Ibid.

4 Richards, Hillman, and Boughey, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’,
9.

50 Hillman and Sharma, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’, 15.
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Aside from a near-global, multilateral implementation, a second option for introducing the levy could
be implementation at plurilateral level through a coalition of the willing.>! As outlined by Hill-
man and Sharma, collected nationally but directed to an international fund, this model mirrors the
Airline Solidarity Levy mechanism.>2 Under a plurilateral scheme, each participating nation would
impose a fossil fuel extraction levy, over and above existing royalties or severance taxes from fossil
fuel extraction. High- and middle- income countries with sufficient administrative capabilities allocate
the additional funds to an internationally managed fund as well as local initiatives, e.g. supporting
transitions to renewable energy and transport systems. In contrast, lower income countries that lack
the necessary administrative capacity dedicate all revenues to green infrastructure projects within
their own jurisdiction.53 This is a model where a coalition of the willing agrees voluntarily to imple-
ment the levy, setting a precedent that can be expanded to a broader scope over time.>* 35

4.2.2. Technical Feasibility

Complexity of National and Global Implementation

Tax Base. The potential base of a fossil fuel extraction levy would be the carbon content per unit of
extracted fossil fuels. The actual tax base will depend on which countries implement the levy and on
the specific scope that is set.

Legal Incidence. The levy would be targeted at larger fossil fuel extractors, such as ExxonMobil in
the U.S., BHP Billiton in Australia, and BP in Europe.>¢ One potential way to set the scope of extractors
obliged to pay the levy could be to include companies that extract fossil fuels above a certain thresh-
old per year, measured in Million Barrels of Qil Equivalent (MMboe). The exact threshold could be
determined in negotiations on a fossil fuel extraction levy. Alternatively, annual profits could be
deployed as a scoping measure.

The levy is strategically imposed on the extraction rather than the combustion of fossil fuels, which
concentrates the compliance obligation on a smaller number of large, often multinational corpora-
tions.>” This strategic focus at the upstream level, directly at the point of extraction, helps to reduce
complexity by limiting the number of entities obliged to pay the levy, thereby simplifying enforce-
ment, facilitating easier monitoring, and reducing administrative costs.

Economic Incidence. While fossil fuel extracting companies are initial bearers of the levy, they may
shift the financial burden to consumers by increasing fossil fuel prices. Whether they are able to do
so depends on several factors: (i) whether the share of production effectively covered by the levy is
sufficient to affect world market prices: the smaller the share of total production covered, the less
likely it is that the affected producers will be able to factor in the additional cost, and (ii) on the price
elasticity of demand: if consumers are unable or unwilling to reduce their demand in response to the
price increase, they will bear a higher share of the tax burden. However, if renewable energy sources

1 Note that option one could - under the current global political and governance structures - also only be
implemented on a voluntary basis as no sovereign nation could be forced to partake in a global taxation
initiative.

52 Tnitiated by France in 2006, the Airline Solidarity Levy funded Unitaid’s efforts in combating HIV/AIDS,
TB, and malaria, raising significant sums from multiple countries. See Hillman and Sharma, ‘The Climate
Damages Tax - A Guide to What It Is and How It Works’, 15.

53 Ibid.

> Hillman and Sharma, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’; Hirsch et
al., *‘New Sources for Public Climate Finance and for the Loss and Damage Fund’.

551V E1
%6 Richards, Hillman, and Boughey, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’,

10; Greno et al., ‘International Finance for Loss and Damage Associated with Climate Change Impact -
Final Report’, 110.

57 Richards, Hillman, and Boughey, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’,
24.



are more easily available at competitive rates, or if demand for fossil fuels is more elastic for other
reasons, producers will absorb a higher share of the tax burden, reducing their profitability.>8

Levy Rate. For both design options, the suggestion is that the levy should start at a modest rate,
which progressively increases in order to strengthen the economic incentive for reducing global fossil
fuel dependency. This would also need to balance decreasing returns which are bound to occur if the
volume of fossil fuel extraction declines. The initial rate could, for instance, be set at a modest $5
per tonne of CO, embedded, escalating annually until a review after some years of introduction to
potentially adjust the rate further based on effectiveness and economic impacts.>°®

A potential escalating structure of the levy rate can gradually strengthen the financial disincentive to
fossil fuel use, to align it over time with global carbon reduction goals aimed at limiting warming to
1.5°C and to keep the revenues stable while extraction activities go down due to the managed tran-
sition towards the fossil fuel phase down.6°

Tax Evasion and Avoidance. Richards et al. highlight the legal obligations of extractors to report
accurately on the volumes they extract under existing agreements, which can be extended to include
an extraction levy, with non-compliance potentially leading to regulatory sanctions, serious brand
damage and risk for reputation.®! Avoidance could vary based on how the extraction levy is designed
in terms of where the levy is applied. If the levy is applied based on the location of a company's
headquarters irrespective of the extraction sites, there might be a risk that companies relocate their
headquarters or establish subsidiaries in countries not participating in the tax scheme. Conversely,
if the levy is applied based on the location of extraction this can reduce this risk. Additionally, over
time, multinational extraction companies may find it less appealing to operate in jurisdictions that
impose this levy and avoid the levy by reducing their operations there to the possible extend.®?
However, the potential for companies to reduce their operations in jurisdictions introducing this levy
may be limited by the finite availability of extraction sites, reducing this avoidance risk.

Legal Considerations. As noted above, all countries involved - either in a multilateral agreement
or in a smaller coalition of the willing — would need to agree at the international level on the param-
eters of the levy and then establish the levy in their respective national jurisdictions.

According to the proposals in literature,®3 the levy would oblige extracting companies under the
respective jurisdiction to directly pay all or part of the levy into an international fund. However, there
are concerns about the compatibility of a global levy with the national tax legislations of various
countries, which may need significant adjustments.®* For instance, circumventing national treasuries
by making the extractors pay the levy directly into an international fund might be problematic for
legal and political reasons. Some jurisdictions might regard this as prohibited earmarking of tax-
derived revenues. For instance, within the European Union, the principle of universality®s is applied
by some Member States,®® this principle mandates that all revenues, irrespective of their sources,

8 Hillman and Sharma, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’, 17.
59 Hillman and Sharma, 22, 29.

60 Tbid.; If the levy was introduced in 2024 and the rate ratcheted up $5 per year with an inflation adjust-
ment, in 2035 the rate would reach nearly $70 per tonne COz2e and $100 in 2040 (Ibid., 28).

61 Richards, Hillman, and Boughey, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’,
11.

62 Brown, Maniloff, and Manning, ‘Spatially Variable Taxation and Resource Extraction’.

63 Richards, Hillman, and Boughey, ‘The Climate Damages Tax - A Guide to What It Is and How It Works’;
Hillman and Sharma, ‘The Climate Damages Tax - A Guide to What It Is and How It Works'.

64 Hirsch, ‘Climate Finance for Addressing Loss and Damage: How to Mobilize Support for Developing
Countries to Tackle Loss and Damage’, 38.

65 International Monetary Fund, ‘Guidelines for Public Expenditure Management--Section 3--Budget Prep-
aration’.

66 For example, in Germany (albeit only in principle, § 7 Haushaltsgrundsatzegesetz) and Sweden (Budg-
etlag (2011:203), 3 kap. §6)



be pooled into a general budget without allowing for allocation to specific uses. Exceptions may be
possible, but that depends on the individual state’s constitutional and legal framework.

Legal issues that might arise in the context of introducing new levies or taxes could also stem from
so called stabilisation clauses.®” As these can pose a relevant risk for all assessed instruments,
more details are elaborated in Section 4.1.

Interaction with Existing Instruments and Legislation. A potential fossil fuel extraction levy
would need to coexist with existing severance payments, royalties, carbon pricing and regulatory
frameworks worldwide. Richards et al., argue that such a levy should complement, not replace, ex-
isting (carbon) pricing mechanisms, which only cover a share of the global emissions and are re-
garded as being too low on average to lead to phasing out of fossil fuels by themselves.%8 It has to
be noted, however, that regulatory overlap is considered contentious in general.®® A more compre-
hensive assessment is essential to evaluate potential legislative conflicts - including financial stabi-
lisation clauses - of a fossil fuel extraction levy. This evaluation could inform necessary legislative
amendments.

Payment and Collection Process. General considerations on the payment and collection process
can be found under 4.1. However, for a fossil fuel extraction levy, Richards et al. and Hillman and
Sharma outline specifics for a possible payment and collection process.”? Fossil fuel extractors initially
report the volume and emissions profile of their extracted resources to their local tax authorities as
part of existing regulatory practices. In a scenario where design option one is implemented, these
authorities then inform the relevant international fund of the reported volumes, triggering the calcu-
lation of the levy owed based on these figures and the set rate. Extractors are notified of their dues
and make payments directly to the fund. The fund then allocates a portion of these revenues back
to the originating states as a domestic dividend to aid in local climate initiatives, while the remainder
supports global climate finance.”! While this is the suggested procedure in existent literature,”? it
could cause disproportionate bureaucratic efforts. Hence, collection and distribution where local tax
authorities collect the revenues, retain the domestic dividend and channel the rest towards global
climate financing (as suggested for design option two) might be more feasible.”3

Precedents at National and Subnational Level

Several jurisdictions impose extraction fees in the form of royalties and severance taxes on the
exploitation of natural resources, including fossil fuels such as oil, gas, and coal. However, in many
instances profit or revenue serve as the tax base while extracted volume is a rather uncommon tax
base, and even less so the carbon content in the extracted volume.”4

In the USA several states levy severance taxes which are based on the value or volume - sometimes
both - of the extracted fossil fuels and other natural resources.’”> In these models, the taxes are
mostly based on the value extracted - calculated based on operators’ profit - however, several states
deploy extraction volume-based taxes.”® These taxes are levied per unit of production, such as per
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barrel of oil or per thousand cubic feet (MCF) of gas. Kolesnikoff and Brown’’ provide an overview:
Ohio, for instance, imposes a severance tax of $0.10 per barrel of oil and $0.025 per MCF of natural
gas. This method provides a consistent revenue stream regardless of oil and gas price fluctuations.
Similarly, Arkansas has a multifaceted approach that includes a volume tax as part of its broader
severance tax framework, charging $0.03 per barrel of oil and $0.01 per MCF of gas. This rate applies
alongside value-based taxes that adjust based on the market value of the resources extracted. Geor-
gia also utilizes a volume-based model, setting its tax rate at $0.03 per barrel of oil and $0.01 per
1,000 cubic feet of gas, with additional provisions allowing local governments to levy their own taxes
up to certain limits.”®

Royalties on Crude Oil Extraction are imposed worldwide, spanning major producers like Saudi
Arabia, Russia, and Canada, as well as smaller extractors such as Romania and Ecuador. This practice
crosses continents—from Australia over Brazil, China and India to Nigeria—and includes nations at
varying income levels, exemplified by the United Arab Emirates, Malaysa and Uzbekistan.”®

While taxation on extraction is prevalent, these instances demonstrate that it is uncommon for the
tax base to be determined by the carbon content per volume unit of extracted fossil fuels. Instead,
taxation is typically levied on the profits or revenues generated from the extraction activities. When
considering alternative designs of a potential extraction tax, a merely volume-based or value-based
levy could be taken into consideration.

Implementation within Existing Financial Structures. In terms of deploying existing financial
structures to levy a new fossil fuel extraction levy, Richards et al. note that fossil fuel producers are
accustomed to making payments such as above-described royalties or severance taxes to the states
in which they operate. 8% These systems could be deployed and adapted to collect an additional levy
based on the volume of extracted resources and respectively embedded carbon and earmarked for
climate finance.8! However, given the divergence of the tax base (embedded carbon per extracted
volume unit) from traditional ones used for royalties and severance taxes (most commonly
value/profit), the compatibility of such a new tax with existing administrative systems remains un-
certain.

4.2.3. Political Feasibility

Existing Efforts at the Multilateral Level

Proposal for a Climate Damages Tax. So far, there is one existing initiative suggesting a global
fossil fuel extraction tax: “Stamp Out Poverty” is an advocacy group that develops and promotes
strategies aimed at ending extreme poverty and addressing climate change.®2 They support initia-
tives like the Robin Hood Tax, which proposes a levy on financial sector transactions to fund social
and environmental causes. Additionally, they advocate for a Climate Damages Tax - essentially a
global fossil fuel extraction tax — to compensate for environmental damage and support global cli-
mate finance.83

Global Solidarity Levies Task Force. A levy on fossil fuel extraction is one of the options under
consideration by the Global Solidarity Levies Task Force,®* which is co-chaired by France, Barbados
and Kenya, and was joined by Antigua and Barbuda, Ireland, Colombia, the Marshall Islands,
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Senegal, and Spain (status August 2024). The taskforce is supported and managed through a Sec-
retariat by the European Climate Foundation (ECF).8> The taskforce taking up the idea of an extrac-
tion levy is an indication of the idea gaining traction on a more international level. However, work
under the taskforce is still in progress and results from impact studies launched under it will be
discussed at the UN General Assembly in September 2024 .86

Political Support

Obstacles in Mobilising Support. For the successful implementation of a fossil fuel extraction levy,
mobilising wide political support will be the crucial factor. Adopting a uniform levy — multilaterally or
plurilaterally - would necessitate consensus among countries with highly diverse patterns of fossil
fuel production and consumption in a suitable forum and require countries to enforce this levy
through national measures targeting fossil fuel companies.8”

Generally, there are aversions against new (environmental or carbon) levies and taxes,®8 “[e]nviron-
mental taxes are unpopular because all taxes are unpopular”.8° The facts that a fossil fuel extrac-
tion levy, pursued on the international stage, could be perceived as imposed from the “outside®, and
with the purpose to generate revenue for international climate financing rather than national use,°
are likely to increase the difficulty of introduction. Furthermore, the fossil fuel industry is known for
privately lobbying against climate regulations and legislations while publicly claiming to support it,°!
and hampering the introduction of new climate legislation.®?

Countries like Saudi Arabia, Russia, and the United States are very unlikely to agree levy that - once
introduced - could be portrayed as undermining not only national sovereignty over fiscal decisions,
but also the business model of a large part of their economy.®3 This scepticism extends to the broader
guestion of why countries would consent to relinquish control over new levy revenues and
accept an escalating levy on their fossil fuel sectors while the revenues are channelled into a funding
framework not fully under their control.%4

While being key to successful implementation and substantial revenue flows, significant fossil fuel
extracting states including the USA, Russia, China, Canada, and Australia as well as members of the
Organization of the Petroleum Exporting Countries may oppose, wanting to maintain competitive-
ness through a level playing field.°> This also applies to extractors in developing regions and
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some Small Island Developing States like Trinidad and Tobago and Papua New Guinea,®® but also
countries like Brunei and Malaysia. Further countries with major extraction of and heavy reliance on
fossil fuels include for example Kazakhstan and Uzbekistan in the Central Asian region, Argentina
and Ecuador in Latin America and Nigeria in Africa.®”

Such fossil fuel-dependent developing countries are likely to resist as their economies heavily depend
on fossil fuel production and consumption.®® Fossil fuel dependent developing countries might bring
the argument forward that the Global North, historically responsible for higher emissions, should
bear a larger burden and contend that their existing fiscal policies already maximize resource
taxation without harming their economies too much.?? Additionally, increased taxation could result
in significant local economic hardship should levy prices reach a level that has substantial impacts
on consumers. As touched upon above and described in more detail in Section 4.1, financial stabili-
sation clauses might hinder effective implementation in these countries in first place.

If the above listed countries choose to not participate in a fossil fuel extraction levy and only a
coalition of willing countries that are no major extractors begins with the implementation, the reve-
nue generated from such a tax will likely be insignificant.1%0 Hence, securing support from some
major fossil fuel extracting countries will be crucial for ensuring the effectiveness and credibility of
the levy.101

State-owned Fossil Fuel Extraction Companies. Additionally, countries with large state-owned
fossil fuel extraction companies may oppose a fossil fuel extraction levy due to the direct financial
impact on their national revenues.'%? Since these enterprises contribute significantly to the national
budget through profits and taxes, imposing a levy would reduce their profitability and, consequently,
the fiscal intake of the government.103

Preference for Bilateral Climate Finance. Countries might prefer using revenue from an extrac-
tion levy for bilateral aid rather than contributing to internationally managed climate funds.1%4 Bilat-
eral aid can be more strategically directed and is often seen as a tool to strengthen diplomatic ties,
allowing donor countries to foster closer relationships and influence in recipient countries, which
might not be as directly achievable through multilateral channels.1°> Additionally, such a pathway
might also be easier to communicate to the domestic electorate than a tax which does not go into
domestic budgets.1%6

Existing Alliances to Gather Support. Despite these obstacles, political support could be gathered
in existing alliances like the Beyond Oil and Gas Alliance and the Powering Past Coal Alliance. These
represent natural groupings where the concept of an extraction tax might be supported and gain
traction.19” The Beyond Oil and Gas Alliance (BOGA) includes full members such as Denmark, Costa
Rica, France, Greenland, Ireland, the Marshall Islands, Portugal, Quebec, Samoa, Spain, Sweden,
Tuvalu, Vanuatu, Wales, and Washington State. Additionally, associated members include California
and New Zealand, with friends of BOGA encompassing Chile, Colombia, Fiji, Finland, Italy, Kenya,
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and Luxembourg.1% Noticeably, none of the above listed significant fossil fuel extracting states are
members of the BOGA, with the exception of Quebec as a sub-national government member. The
Powering Past Coal Alliance lists 42 national governments as members and 54 subnational govern-
ments, including coal-producing regions like Alberta, along with major coal producers like Canada
and the UK and non-coal producers like the Balearic Islands.19° These alliances, committed to tran-
sitioning away from (particular) fossil fuels, could potentially support initiatives like a fossil fuel ex-
traction tax, aligning with their broader environmental and climate goals.110

Pressure at the International Stage. The pressure that is building on the international stage to
drastically increase climate finance!!! might enable and increase in countries’ openness for new ways
of generating revenue where an extraction tax can be presented as one option to do so.

Socio-Political Aspects

Keeping Rate Low to Increase Acceptance. One way to increase acceptance of a fossil fuel ex-
traction levy would be to suggest a low levy rate, e.g. of $5 and a first increase only after testing
phase of e.g. three to five years. While a lower rate and slower escalation might not lead to an
internalisation of external costs of fossil fuel extraction, it would still generate meaningful revenue,
especially if due to the softer implementation more countries are willing to adopt such a levy.112

Despite the geopolitical tensions and varying national interests that challenge the implementation of
a fossil fuel extraction levy, the mechanism presents a potential avenue to bridge the climate financ-
ing gap while also promoting the global transition toward a fossil-free economy. To bolster support
for this instrument, designing the levy to embody the principle of common but differentiated respon-
sibilities and respective capabilities (CBDR-RC), in the light of national circumstances, as outlined in
the following, may enhance political support by incorporating socio-political considerations and fair-
ness aspects into its framework.

Addressing Common but Differentiated Responsibilities and Respective Capabilities to In-
crease Political Support at National Level. A fossil fuel extraction levy could be implemented
with an emphasis on equity, accounting for the varying capabilities and responsibilities of different
countries. While a globally consistent rate is recommended to prevent market distortion, the distri-
bution and allocation of revenues can be designed on a sliding scale to reflect different capabilities
and responsibilities through a domestic dividend.!!3 High-income countries, responsible for more
historical emissions, could contribute a greater share (e.g. 50%-80%) to an international fund, up-
per-middle income countries a smaller share (e.g. 20%-50%). In contrast, lower-middle- and low-
income countries retain the whole revenue generated for domestic environmental and social pro-
grams.114 One suggestion from the expert interviews is that a portion of the revenues retained within
a country could be utilised to address national debt-financing, making the proposal more attractive
to financial administrators and enhance political appeal.!!®> Generally, agreeing on a flexible allocation
of the domestic dividend - i.e. not only earmarking revenues for climate finance but also for other
purposes like education, health or fossil-free infrastructure - could accommodate the diverse finan-
cial needs of lower-income countries, increasing the likelihood of their adoption of such a levy.16
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Addressing Regressive Distributional Impacts at Citizen Level. As touched upon above (see
Section 4.2.2., Economic Incidence) carbon pricing can increase fossil fuel energy prices, which is an
intended effect of internalising the external costs connected with fossil fuel combustion.!'” However,
the assumption that price increases due to an extraction levy will necessarily be passed to consumers
is debated.11® Where consumer prices do increase, carbon pricing instruments usually show regres-
sive effects and have a deeper economic impact on low-income households.!1®

There are approaches to avoid or mitigate cost shifting and distributional impacts. However, the
suitability of such approaches would seem to depend on national circumstances. Therefore, it would
need to be considered to what extent the agreement at the international level on the levy can and
should address such approaches: introducing the levy at a low rate and then increasing it slowly and
gradually can help avoid or mitigate abrupt price increases and ensuing economic hardship.12 This
approach is supported by calculations showing that an initial carbon price of $5 per tonne of CO;
would have a modest impact on fuel prices, adding just over one cent to the global average petrol
price of $1.17 per litre (as of 2018).12! This represents a minimal increase of 1.1%, which is negligible
compared to the typical annual fluctuations in fuel prices.1?2 There are other ways to prevent or
mitigate cost shifting. Instead of passing the full costs of the levy on to consumers, companies might
absorb some of the costs themselves in order to maintain competitive market shares (see also Sec-
tion 4.2.2, Economic Incidence).123 Additionally, there are mechanisms in place where governments
can intervene to regulate prices, thereby preventing suppliers from offloading the full cost onto con-
sumers. For example, administrations at national level can set a cap on profit margins, ensuring that
any increase in costs due to the levy does not result in disproportionately higher prices for consum-
ers. 124

Where consumer prices do increase, carbon pricing instruments usually show regressive effects and
have a deeper economic impact on low-income households. To mitigate this, mechanisms tailored to
local conditions should be introduced e.g. when transposing the international agreement on the ex-
traction levy into national law, ensuring that policies effectively address the levy’s impact on vulner-
able populations. Hirsch et al. advocate targeted support measures to protect lower-income and
underrepresented groups from potential adverse impacts, reinforcing the levy’s alignment with
broader social and environmental objectives.!2>

Civil Society Acceptance of Carbon Pricing. While there are no concrete polls on the acceptance
for imposing a levy on fossil fuel extraction, carbon pricing in general has been the subject of several
polls. Public acceptance of carbon pricing mechanisms hinges significantly on the perceived use and
fairness of the revenue generated. Opinion polls and research across various regions illustrate varied
levels of support and suspicion regarding the motivation behind such taxes. In Canada, a 2018 poll
revealed that 42% of respondents believed carbon taxes were mainly imposed to raise tax revenue,
with individuals of this view being twice as likely to oppose the concept.1?® Conversely, a 2023 survey
in the USA found that 66% of registered voters support imposing taxes on carbon emissions if the
revenue is used to offset other taxes,1?” highlighting the importance of (domestic) revenue utilisation
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in gaining public support and careful and transparent communication on the share channelled to-
wards international climate finance.

Globally, a 2021 poll across 31 countries showed that an average of 62% support carbon taxes on
high-emission energy sources to encourage reduced use and mitigate climate change, with the ma-
jority favouring the use of tax revenues for climate-related projects and compensations for low-
income households.'28 This suggests that clear communication about the allocation of funds to di-
rectly address climate issues can enhance the acceptance and perceived equity of carbon taxes. To
build broader public support for the fossil fuel extraction levy, it is crucial to ensure transparent and
effective use of the revenues, aiming for visible public benefits and potential compensations for low-
income households as well as a distribution that is perceived to be fair.12° In line with this, a study
suggests that trial periods, a slow increase of the rate (tax escalators), earmarking for environmental
purposes, tax rebates as well as lump-sum transfers and well developed communication strategies
helps to overcome public resistance on carbon pricing.13°

4.2.4. Revenue Mobilisation

The potential revenue generation of a fossil fuel extraction tax is highly dependent on the rate of the
levy, the amount of countries joining the endeavour, and the share each country will contribute to
international climate finance. Over time, revenues also change with changing amounts of extracted
fossil fuels. Any revenue estimations are based on assumptions of these factors. Additionally, for
long-term revenue estimations, it is relevant to consider behavioural changes in consumption and
eventually extraction triggered by the levy due to increasing market prices (an effect Pigouvian taxes
specifically aim to achieve) and how the levy interacts with further policies. Hillman and Sharma
have conducted detailed revenue calculations on which the elaborations below are based.!3!

For design option one it is assumed that the levy would be introduced globally with a rate starting
(in 2024) at $5 per tonne calculated based on the embedded CO; and a progressive increase of the
rate of $5 per year — adjusting for 2% inflation each year.'3? The modelling of extraction amounts is
assumed to change over time along with projections of the Intergovernmental Panel on Climate
Change for 1,5°C compatible pathways.!33 Based on these assumptions, Hillman and Sharma arrive
at an initial global revenue stream for the first calculation year (2024) of roughly $215 billion.134 In
2030 revenues would be at $890 billion, peaking 2035 at $1,015 billion and going back to $865
billion in 2040. It has to be noted that large parts of these revenues would go back to the jurisdictions
they have been levied at under a model where low-income and lower-middle-income countries keep
100% of the revenues and high-income and upper-middle-income countries keep 50% and 70%
respectively. To receive an estimate for revenues that could potentially be channelled towards inter-
national climate finance, Hillman and Sharma calculate the revenues from OECD countries when a
domestic dividend of 50% is applied. In 2024, roughly $28 billion could be collected with potential
sums peaking in 2035 at $131 and receding to $111 billion in 2040.135

An alternative scenario without a ratcheting mechanism, where the rate is held constant at $5 per
tonne CO,, could enhance the political and social acceptability of the levy (see above). Without in-
creasing the tax rate over time, the instrument's predictability and steadiness may encourage
broader buy-in and compliance from participating countries, especially from those with more sensi-
tive economic circumstances. Under this scenario, as detailed in Hillman and Sharma’s calculations,
by 2030, the revenue collected would reach approximately $276.3 billion globally, with the OECD
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countries collecting about $96 billion and non-OECD countries $273 billion.13%, Notably, much of the
revenue levied in non-OECD countries would remain in the respective jurisdictions due to the do-
mestic dividend. If OECD countries keep a domestic dividend of 50%, an estimate of $48 billion are
channelled towards international funds in 2030 alone. Due to the planned transition away from fossil
fuels, a levy without a ratcheting mechanism would only reap $2,7 billion from OECD countries in
2050, leaving less than $1,5 billion for international funds with a 50% domestic dividend. Non-OECD
countries would still levy $8 billion in 2050.137

Alternatively, based on 2022/2023 data from GOGLE,138 we derive revenue estimations for a volun-
tary plurilateral fossil fuel extraction levy among a coalition of willing countries. We assume a rate
of $5 per ton of CO, embedded. The extraction data is available for an aggregate of oil, gas, conden-
sate and Natural Gas Liquids extracted in 2022 in MMboe. It is relevant to note that coal is not
included in the data. For calculation purposes a coalition of the willing is assumed to comprise ex-
tracting countries of the global solidarity levy taskforce (Brazil, Colombia, France, Ireland, Spain)
and some more major fossil fuel extracting countries (Canada, UK, Norway). The total extraction
volume of companies with their headquarters based in these countries was around 7600 MMboe in
2022.13° With an average assumed 365000 tons CO; emissions stemming from one MMboe,'4? and a
rate of $5 per ton of COz, revenues would accumulate to roughly $13,9 billion for 2022. Considering
the domestic dividend - assuming it to be at 50% for high-income countries (France, Ireland, Spain,
Canada, UK, Norway)'*! and 80% for upper-middle-income countries (Brazil and Colombia),142
roughly $6,3 billion could have been channelled towards international climate finance whereas the
rest would have remained in the respective jurisdictions. These calculations only present a snapshot
in time and can vary greatly depending on the composition of the coalition of the willing, the decided
rate and scope of the levy. The calculations do not consider future extraction volumes, potential
impacts of the levy on extraction volumes, potential tax avoidance (e.g. if the levy was indeed cal-
culated at headquarter country level rather than place of extraction, if possible, companies might try
to move their headquarter to countries not partaking in the voluntary endeavour) and as noted, do
not include coal. Hence, all estimations are based on a broad set of assumptions and can only be
seen as a rough indication for potential revenue generation.

4.3. Levy on Windfall Fossil Fuel Profits

A fossil fuel windfall'43 profits levy is imposed on companies and permanent establishments in the
fossil fuel sector that experience unexpectedly large profits due to unusually high fossil fuel prices.
These can be triggered by external shocks or major events that lead to abrupt imbalances between
supply and demand, such as a (trade) war or supply disruptions. This tax is targeted at profits
deemed excessive or unfairly gained, often applied retroactively, and typically ceases once normal
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conditions resume.44 Extensive literature exists on windfall profits taxes, covering technical and
national implementation aspects.14>

As countries navigate fiscal pressures following COVID recovery spending and high energy prices,
political interest in introducing windfall taxes on excessive profits has been increasing. Specifically,
by targeting the energy sector, these taxes aim to redistribute extraordinary profits made from fossil
fuel production. Several countries have already adopted such fiscal measures in response to eco-
nomic pressures.46

4.3.1. Key Design Options

There is no precedent of a levy on windfall fossil fuel profits at near-global or plurilateral level.
However, several national and regional examples exist.14” Revenues from a levy on windfall fossil
fuel profits must be collected at national level. Although there can be international coordination to
manage tax impacts (e.g., to circumvent cross border tax spillovers) and transparency, the respon-
sibility to allocate these revenues, including to international funds, rests with national govern-
ments.148

Two design options might be considered for a levy on windfall fossil fuel profits at international level.

A near-global implementation of such a levy - design option 1 - would necessitate serious and
large-scale global cooperation and would be a highly complex endeavour. All parties involved would
need to agree on the parameters of the levy (some form of an international agreement), and then
enact laws and procedures in their respective jurisdictions to establish and enforce the levy. As
windfall profits from fossil fuels are generally concentrated in the countries where these resources
are extracted, the country of extraction should collect the levy on windfall fossil fuel profits at national
level. Similarly to the global corporate minimum tax, the Global Anti-Base Erosion Model (GloBE)
rules could be introduced for and applied to an international levy on windfall fossil fuel profits 149: If
the country of extraction does not collect the levy or profits are shifted, it can be collected from the
parent company or another constituent entity within the multinational enterprise’s (MNE) structure.

Aside from a global implementation, a second option (split into ‘option 2a’ and ‘option 2b’) for
introducing such a levy could be as a plurilateral effort through a coalition of the willing. The
agreement would allow parties some discretion in the design of a levy on windfall fossil fuel profits
to ensure compliance with their fiscal regime. International coordination should be provided to man-
age tax impacts (e.g., avoid double taxation or prevent cross-border enforcement issues).1>% Under
option 2a the levy on windfall fossil fuel profits would be introduced within the corporate income
tax system (less feasible due to high complexity/lower direct impact on consumer prices).'>! Under

144 Wemaere, Vallejo, and Colombier, ‘Financing Loss and Damage: Overview of Tax/Levy Instruments
under Discussion’, 4; Hirsch et al., ‘New Sources for Public Climate Finance and for the Loss and Damage
Fund’, 22; Oxfam, ‘Oxfam Media Brief: The Case for Windfall Taxes’, 1.

145 Bolch and Damon, ‘The Windfall Profit Tax and Vertical Integration in the Petroleum Industry’; Alvarado,
‘Windfall Profit Taxes Across Europe’; Dourado and Mosquera, ‘Editorial Note on the Windfall Profit Tax’;
Amorello and Ronco, ‘Law & Economics in the Italian Constitutional Jurisprudence’; Rao, ‘Taxes and US
Oil Production’.

146 Nicolay et al., ‘The Effectiveness and Distributional Consequences of Excess Profit Taxes or Windfall
Taxes in Light of the Commission’s Recommendation to Member States’, 12; Greggi and Miotto, ‘Wind-
fall Profit Taxation in Europe (and Beyond)’, 1f.

147 precedents are also outlined under Section 4.3.3, Significant Precedents.

148 Hirsch et al., ‘New Sources for Public Climate Finance and for the Loss and Damage Fund’, 22; Wemaere,
Vallejo, and Colombier, ‘Financing Loss and Damage: Overview of Tax/Levy Instruments under Discus-
sion’, 4f.

149 This includes the Income Inclusion Rule (IIR), the Undertaxed Payments Rule (UTPR) and the Qualified
Domestic Minimum Top-up Tax (QDMTT). More information on the GloBE rules and Pillar Two are pro-
vided under Section 4.3.2, Global Anti-Base Erosion (GloBE) rules and Pillar Two.

150 Wemaere, Vallejo, and Colombier, ‘Financing Loss and Damage: Overview of Tax/Levy Instruments
under Discussion’, 4f.
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option 2b the levy on windfall fossil fuel profits would be introduced as a flat rate levy on the part
of the profits that is considered excessive. National collection by tax authorities with subsequent
transfer to international climate finance may be favourable over a direct remittance of the revenues
to an international fund due to potential national legal constraints. Similarly to the fossil fuel extrac-
tion levy above, in terms of revenue allocation to international climate finance, using part of the
revenue for a domestic dividend may increase acceptability.!>?

4.3.2. Technical Feasibility

Complexity of National and Global Implementation

Windfall Profits and Tax Base. Revenues from a levy on windfall fossil fuel profits are volatile by
design and hence difficult to predict. A particularly intricate challenge is how to distinguish between
“normal” and “excessive” profit levels.1>3 In line with existing literature, total profits are calculated
as a normal return (this includes safe return and risk premium) plus economic rent. Economic rent,
i.e. excess profit, results from unique firm characteristics, for example monopolistic power or loca-
tion-specific advantages such as natural resources. Windfall profits are a type of economic rent. They
occur due to unforeseen market changes and unexpected, exceptional events that significantly affect
cost structures and/or the balance between supply and demand (such as wars, supply disruptions
etc.). As such, they are not the result of an economic choice or a risk, but rather a matter of luck,
where one economic actor receives a surplus rent. Theoretically, the difficulty of determining windfall
profits stems from drawing the line between “normal” profits, e.g. due to location-specific advantages
or entrepreneurial action / risk-taking by the investor, and the part that is “"excessive”, i.e. attributed
to external developments beyond the control and expectation of the investor.1>* Windfall profits thus
arise when commodity prices exceed the levels that were expected at the time of the investment
decision.

Windfall fossil fuel profits may thus be determined by assessing which part of an observed profit
increase can be attributed to a rise in commodity prices compared to a base period before the shock
/ external event.55 However, designing policies to recover such profits is difficult since each investor
will form their own expectations about future prices and profits.'>® Christians argues that drawing
the line between normal and excessive profit levels is in the end a political choice: Lacking a definitive
objective method, policymakers must combine economic analyses, estimates, and political compro-
mises to define and levy windfall profits. 137 For the case of the COVID-19 crisis, the scholar concludes
that profits above 22% of the average pre-COVID profits could qualify as windfall profits.138 At EU
level, Council Regulation (EU) 2022/1854 defined for its temporary solidarity contribution that profits
made in 2022 and/or 2023 above a 20 % increase of the average taxable profits generated in the
four fiscal years starting on or after 1 January 2018 should be subject to the [temporary] solidarity
contribution (see recital 53). Determining — and agreeing on - windfall profits becomes even more
difficult to administer at the international level.'>® Examples of national (or regional) windfall profits
taxes shed some light on this complexity (see Section 4.3.2., Precedents at National and Regional
Level).

Legal Incidence. In general, an international levy on windfall fossil fuel profits could target compa-
nies and permanent establishments operating in the fossil fuel sector, including coal, natural gas,

152 See Section 4.2.1. on Key Design Options for a Fossil Fuel Extraction Levy.
153 de Luis Iglesias et al., ‘Scoping Study of Innovative Sources of International Climate Finance’, 29f.

154 Nicolay et al., ‘The Effectiveness and Distributional Consequences of Excess Profit Taxes or Windfall
Taxes in Light of the Commission’s Recommendation to Member States’, 13.
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156 Oxfam, ‘Oxfam Media Brief: The Case for Windfall Taxes’, 1; Baunsgaard and Vernon, ‘Taxing Windfall
Profits in the Energy Sector’, 2.
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gasoline and diesel.1®0 To set a scope, the levy could target companies with annual revenues of
consolidated accounts above a certain threshold. Note that while this scope could be based on reve-
nue of consolidated accounts, profits would then be levied at national level. Economic rents usually
originate from upstream activities such as extraction, rather than from the processing, distribution,
and retailing of fossil fuels and electricity generation (i.e. mid- and downstream). But also mid-and
downstream companies, such as refineries or fuel distributors, occasionally experience temporary
windfall profits, in particular if their contracts allow them to procure inputs at fixed prices but sell
outputs at market prices.16!

Windfall profits from fossil fuels are generally concentrated in the countries where these resources
are extracted, not in countries that import fossil fuels (or derived products). However, also countries
that are net importers of fossil fuels may try to capture economic rents from the fossil fuel value
chain, particularly if they are home to multinational energy companies.'%2 Some European coun-
tries®3 that introduced windfall taxes in response to the energy crisis did so by targeting the elec-
tricity sector, the UK for example, applied it to fossil fuel extraction. 164 Oxfam advises to base a
windfall tax on national profits, and not profits consolidated in the country where the extracting
company may be headquartered.®> This is supported by an interviewee who argues that profits
would have to be collected where they arise as companies have legal entities worldwide, or would
easily be able to set up further entities in order to escape taxation.1® An IMF study from 2022 on
excess profit taxes supports this approach as it outlines that windfall profits in the extractive sectors
are normally administered at the level of projects, not entities.'6” For example, the international oil
and gas company ExxonMobil with its headquarters in the US, engages in mining activities around
the world, including in Africa (e.g., Angola, Namibia or Mozambique), Latin America (e.g., Colombia,
Peru or Brazil) or South-Asia (e.g., Kazakhstan, Pakistan or Vietnam).1%® The China National Petro-
leum Corporation, a Chinese producer of oil and natural gas, has mining operations in Kazakhstan,
Tunisia, Turkmenistan, Ecuador, Venezuela, Indonesia or Myanmar among others.16°

Levy Rate. The rate of existing windfall profits taxes differs from country to country. Setting the
rate is a policy choice. Historically, the highest recorded rate of a levy on windfall profits was at 95%
in the United States during World War II. Currently, international tax pressures such as profit shifting
or tax competition may place a factual limit on the feasible levy rate of windfall profits.170

In a proposal for windfall taxation, Oxfam outline a windfall tax of 90% on 1,000 of the world’s
biggest companies (this also includes other sectors and is not limited to fossil fuels). The study
defines excess profit as any profit between 2020 and 2021 that exceeds the average profit between
2017 and 2018 but includes only companies whose profit increased by at least 10% of their pre-
pandemic average.'’! Examples of national (or regional) windfall taxes provide an insight into differ-
ent approaches to determine the tax/levy rate (see Section 4.3.2, Precedents at National and Re-
gional Level).

160 Tn addition, A specific threshold, such as requiring that at least 80% of a company's operations be in
the fossil fuel sector, could be established to determine eligibility. The levy would only apply to fuels
that are traded, and for which a market price exists - for this reason, it would not apply to lignite.

161 Greno et al., ‘International Finance for Loss and Damage Associated with Climate Change Impact - Final
Report’, 167; Baunsgaard and Vernon, ‘Taxing Windfall Profits in the Energy Sector’, 3.

162 Baunsgaard and Vernon, ‘Taxing Windfall Profits in the Energy Sector’, 6.
163 Examples are Greece, Hungary, Italy, Spain, Romania, or the UK.

164 Baunsgaard and Vernon, ‘Taxing Windfall Profits in the Energy Sector’, 9.
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Permanent vs Temporary. Some experts are in favour of a permanent!’2 over a temporary levy
on windfall profits.173 174 There are two main reasons for this: (1) a permanent tax is necessary for
a more efficient tax system to eliminate debt bias and distortions in investment decisions (2) to avoid
distortionary effects and misincentives from temporary levies, e.g. affecting investment timing to
avoid the tax.17> However, experts agree that a temporary levy on windfall fossil fuel profits can
generate more revenue.!’6 177 While concrete reasons are not indicated, one reason might be that a
temporary levy, imposed during periods of high profits from price spikes, captures more revenue as
its modalities can be tailored to the specific situation; whereas a permanent “one fits all” levy may
not effectively capture windfall profits in periods of high profitability as it might not be tailored to the
specific situation. A temporary levy (if well designed) targets unforeseen financial gains without af-
fecting long-term profitability ensuring maximum revenue from exceptional circumstances. Its intro-
duction may be more politically feasible during crises, with a greater willingness to be implemented
at more ambitious rates since a temporary levy is agreed and adopted under the impression of recent
price spikes. Hence it might yield a higher rate and therefore even - counterintuitively - higher rev-
enue than a levy that is permanent but applied at a lower rate. A further consideration is that a
permanent levy is more foreseeable, and therefore may give the covered entity more opportunities
to shift profits in time or space, in order to lower dues.

Risk for Investment. Baunsgaard and Vernon argue in favour of taxes on economic rents: unlike
corporate income taxes, they only target returns exceeding the necessary investment, preserving
investment incentives and potentially increasing fairness by taxing more profitable projects progres-
sively.1’8 However, historical evidence, such as the impact of the 1980s U.S. excess profits tax on
oil production (‘Crude Oil Windfall Profit Tax Act of 1980’), shows that windfall taxes can in fact
reduce investment. This reduction occurs as firms anticipate similar taxes in other sectors, increasing
uncertainty and discouraging investment.

Legal Considerations. Levies on windfall profits need to be tailored to each jurisdiction. A potential
international arrangement on such a levy therefore must leave sufficient discretion to its members,
in order to obtain agreement in the first place and to ensure the measure aligns with the national
fiscal framework!”® The implementation of an international levy on windfall fossil fuel profits may
face obstacles due to constitutional barriers at national level or state aid issues.8 Typically, a tem-
porary windfall profits tax is retroactive because it aims to capture excess profits that have already
been realized during a specific period. Retroactivity does not have to be inconsistent with constitu-
tional principles, contingent on the national jurisdiction. In tax law, retroactivity is not universally
prohibited and its legality is determined on a case-by-case basis.'®! The EU, for example, has (partly)
accepted the retroactivity of its temporary solidarity contribution (see Council Regulation
2022/1854). However, to avoid issues with a retroactive, temporary levy, some experts favour a
permanent solution that covers past as well as future windfall profits.182

172 While windfall profits might not be a permanent occurrence, a levy on windfall profits could be estab-
lished permanently and levy windfall profits when they occur.
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vance’, 4; Hebous, ‘Has the Time Come for Excess Profit Taxes?’, 1; Baunsgaard and Vernon, ‘Taxing
Windfall Profits in the Energy Sector’, 1.
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Legal constraints may also arise from double taxation or from lacking consistency with international
tax treaties.!83 Concerns regarding double taxation could be raised if the levy on windfall fossil fuel
profits is seen to come tax profits that were already taxed as “normal” profits.18 Changes to domestic
tax policy may also put countries at exposure to risks of litigation or arbitration, due to legal provi-
sions on fiscal stabilisation outlined in domestic law, Bilateral Investment Treaties or investment
contracts. As these can pose a relevant risk for all assessed instruments, more details are elaborated
in Section 4.1., Legal Risk Associated with Fiscal Stabilisation. As addressed in 4.1., earmarking levy
revenue for specific purposes can pose a legal issue in some jurisdictions.!85

Global Anti-Base Erosion rules and Pillar Two. In 2021, members of the OECD/G20 Inclusive
Framework on Base Erosion and Profit Shifting agreed to the Statement on the Two-Pillar Solution
to Address the Tax Challenges Arising from the Digitalization of the Economy.18¢ GloBE rules are part
of Pillar Two (Global Minimum Taxation). They address the issue of profit shifting by MNEs to low-
tax jurisdictions and ensure that these entities pay a minimum level of tax on their profits (currently
15 %). It aims to reallocate the profits of the largest and most profitable MNEs to countries globally,
ensuring a level playing field in international taxation.18”

Key components of the Pillar Two are the Income Inclusion Rule (IIR), the Undertaxed Pay-
ments Rule (UTPR) and the Qualified Domestic Minimum Top-up Tax (QDMTT). IIR requires
the parent company of an MNE to pay tax on the income of its foreign lower-tier entity if that income
is taxed at a rate below the minimum effective tax rate of 15%.188 The QDMTT is a measure that
ensures the minimum tax rate is met locally, thus potentially precluding the need for the IIR.18° The
UTPR only applies if no other relevant jurisdictions collects the amount first through the IIR or the
QDMTT. The UTPR acts as a backstop to the IIR. If neither the IIR nor the QDMTT applies, the UTPR
allows other jurisdictions to impose tax on the undertaxed profits of an MNE.!°% Any country within
the MNE's structure can collect the top-up tax equivalent (of another country’s constituent entity) if
the home country of the parent company does not enforce the IIR. The rule shifts the taxing right to
countries willing to collect the tax, ensuring that the minimum tax rate is achieved globally. The
interconnected nature of these rules is designed to prevent tax competition among countries and
ensure that MNEs pay a minimum tax rate on their global income. Each rule can effectively switch
off the need for the others, promoting a cohesive approach to tackling profit shifting.1°!

Critics argue that the UTPR allows countries to impose taxes without a legitimate basis. Nevertheless,
scholars contend that the principle is supported both theoretically and practically, as evidenced by
decades of historical precedent, for example by the United States and the first enacted controlled
foreign corporation regime. The UTPR represents the evolution of these principles to fit modern eco-
nomic realities according to Christians and Diniz Magalhaes. It supports the same underlying rationale
as for controlled foreign corporation regimes.®2 Disputes arising from the UTPR are likely to be
settled within bilateral tax treaty mutual agreement procedures which are less transparent than
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domestic appeal processes. They might be impacted by decades of development in nonbinding mod-
els or peer review etc.193

The OECD/G20 Inclusive Framework on BEPS could serve as a starting point to introduce under
another Pillar a levy on windfall (fossil fuel) profits and build on the work of Pillar One and Pillar
Two.1%4 GloBE rules should be applied to an international levy on windfall fossil fuel profits to ensure
that they levy could be collected by any relevant jurisdiction within the company’s structure. How-
ever, it is important to note that GIoBE rules provide a list of excluded entities (Article 1.5 of the
Model Rules) which include government entities. As many companies in the extractive industry are
state-owned (e.g., Saudi Aramco, China National Petroleum Corporation, Gazprom, Kuwait Petroleum
Corporation etc.), these are likely not to be affected by the global minimum corporate tax under
Pillar Two. This exclusion list would need to be revised and adapted for an international levy on
windfall fossil fuel profits, in particular if countries with state-owned companies agree to the intro-
duction of such a levy.

Tax Avoidance. Tax avoidance, i.e. using legal means to minimise tax liability, poses a significant
challenge for governments aiming to ensure a fair and effective tax collection. Generally, potential
tax avoidance activities may include splitting a company into multiple entities, relocating headquar-
ters (inversion), merging with companies that are losing money or the change of business’ legal
structure, switching to non-corporate forms.®> An international levy on windfall fossil fuel profits
requires international coordination to provide guidance, enhance cooperation of tax authorities
(where profits have been taxed) and harmonize the calculation of taxable profits across jurisdictions.

Interaction with the Existing Corporate Income Tax. A (temporary) windfall tax would coexist
with the corporate income tax. Only the portion of profits exceeding a certain threshold would be
levied under the windfall profit tax. For instance, with pre-tax profits of $55,000, of which $30,000
are regarded as windfall profits, the levy on windfall profits would apply to the $30,000 (contingent
that windfall profits encompass the full economic rent, i.e. excess profits), and the corporate income
tax would apply to the remaining $25,000.1°¢ Christians and Diniz Magalhaes also stress that levying
windfall profits may be most effective when integrated into current regulatory frameworks, ideally
incorporated into existing income tax rules and upcoming reforms.t%7

Payment and Collection Process. Existing literature does not address the payment and collection
process for an international levy on windfall fossil fuel profits. As payment and collection processes
are relevant for all assessed instruments, more details on a general approach are elaborated in
Section 4.1., Payment and Collection Process.

Precedents at National and Regional Level

Windfall profit taxes are not new. After World War I and World War II windfall taxes have been used
to fund post-war recovery and helped to raise substantial revenue. More recently, due to on-going
crises such as the pandemic and now inflation crisis, the idea of taxing excess profits has again
gained traction. Across the globe, countries have taken steps to introduce windfall taxes in certain

193 Thid at 706f.
194 More information is provided under Section 4.3.3 Political Support, Call for Pillar 3 for the OECD.
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196 Christians and Diniz Magalhaes, ‘The Case for a Sustainable Excess Profits Tax’.; Alternatively, the
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concrete implementation.

197 Christians and Diniz Magalhaes, ‘The Case for a Sustainable Excess Profits Tax’, 753.
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sectors, including India, Chile or Pakistan. In Europe, several countries have also taken action, in-
cluding Spain, Greece, Italy, Hungary, Romania, Bulgaria, Czech Republic or the UK.198

At EU level. On 6 October 2022, the Council of the European Union adopted Council Regulation
2022/1854 with two instruments: (1) Revenue cap on electricity generators at minimum of €180
per Megawatt-hour of electricity produced (Art. 6); intermediaries participating in electricity whole-
sale markets on behalf of producers are also within the scope of the regulation, this also includes
renewables or nuclear (Art. 6 (2) and Art. 7 (1)). Any revenue exceeding the cap will be paid to the
national governments without altering wholesale energy prices (Art. 9 and 10). However, Member
States (MS) can decide to only collect 90% of market revenues exceeding the cap (Art. 7 (5)). (2)
A windfall profit-like Mandatory temporary solidarity contribution on Union companies and per-
manent establishments with activities in the crude petroleum, natural gas, coal and refinery sectors.
The rate shall be at least 33% of the taxable profits, as determined under national tax rules, in fiscal
year 2022 and/or 2023, which are above a 20% increase of the average of the taxable profits, in the
four fiscal years starting on or after 1 January 2018 (Art. 14ff). While the regulation is directly ap-
plicable, MS have some leeway to implement these two types of levies (e.g. they can choose to apply
a national measure or the solidarity levy for the 2022 or 2023 fiscal year or both years (see Art.
15)). According to recital 56, the solidarity contribution should be used to financially support final
energy customers to mitigate the impacts of high energy prices.'?°

Italy. Implemented a special contribution on extra profits on energy companies (electricity, natural
gas, and petroleum producers and sellers) in 2022. The tax applies to the difference in added value
(according to Italian Value Added Tax rules) for 1 October 2021 to 30 April 2022 and the added value
for the same period a year earlier (the incremental added value). Initially set at 25% for 2022, it
increased to 35% in 2023 and is non-deductible for corporate income tax.2%° Concerns for the tax
include its structure by not solely targeting windfall profits due to the incremental added value used
for tax base calculations and the impact on companies operating on a hedging basis, which potentially
passes financial benefits to other parties not subject to the tax. Some targeted companies have
already appealed, hoping the Italian Constitutional Court will annul the tax.2%! Additionally, a 50%
windfall tax applies to companies operating in the extraction, production, importation and distribution
of electricity, natural gas or oil products if at least 75% of their 2022 revenue comes from these
activities. This tax is on profits that exceed the average profits of 2018-2021 by at least 10%, and it
is capped at 25% of the company's net equity at the end of 2021.202

United Kingdom. Introduced a levy on energy profits in July 2022 that is expected to expire at the
end of 2025.203 It imposes an extra 25% on oil and gas profits, adding to existing taxes (40%, same
tax base), raising the total tax rate to 65%. To foster new investments, an 80% investment allowance
into the UK oil and gas sector is available as a partial relief from the tax. The levy excludes electricity
generation.2%4

Spain. Introduced a temporary windfall profits tax targeting extraordinary earnings of electricity
utility companies in 2022 and 2023. It will now also apply for 2024 and 2025. The tax also extends

198 Baunsgaard and Vernon, ‘Taxing Windfall Profits in the Energy Sector’, 9; Wemaere, Vallejo, and Co-
lombier, ‘Financing Loss and Damage: Overview of Tax/Levy Instruments under Discussion’, 8; Oxfam,
‘Oxfam Media Brief: The Case for Windfall Taxes’, 2.

199 This does not constitute on obligation for MS. More information on national constraints regarding allo-
cation of revenue is provided under Section 4.3.2., Legal Considerations.

200 Alvarado, ‘Windfall Profit Taxes Across Europe’, 417.
201 Tbid at 417f.
202 Thid at 418.

203 With the update on the Spring Budget 2024, it was announced that the energy profits levy could be
extended until March 2029 (His Majesty’s Treasury, ‘Spring Budget 2024’, accessed 15 July 2024,
https://assets.publishing.service.gov.uk/me-
dia/65e8578eb559930011ade2cb/E03057752_HMT_Spring_Budget_Mar_24_Web_Accessi-
ble_ 2_.pdf)

204 Baunsgaard and Vernon, ‘Taxing Windfall Profits in the Energy Sector’, 9; Alvarado, ‘Windfall Profit
Taxes Across Europe’, 421; Baunsgaard and Vernon, ‘Taxing Windfall Profits in the Energy Sector’.

24



to the banking sector. The government has adapted the tax, allowing energy companies to deduct
certain green investments from their taxable income, though no concessions were made for banks.
Despite the launch of appeals by most affected firms against the tax at Spain’s National High Court,
the government remains confident in the tax’s legality.2%5

Australia. Australia’s Petroleum Resources Rent Tax has been in place since 1987. This tax applies
to the gas industry and is charged on the extractive activity. The tax is justified by the principle that
companies exploiting commonwealth assets, such as gas, should pay a fair share to the government.
The levy rate is at 40% and applied to the revenue after accounting for investments in resource
extraction. Generally, it has yielded low state revenue and has been difficult to adjust. The Petroleum
Resources Rent Tax is not considered a windfall tax as understood by academia, as it does not target
unexpected revenue increases but acts as a surcharge on a tax base similar to the corporate tax.20¢

4.3.3. Political Feasibility

Existing Efforts on a Multilateral Level

Proposal of a Global Levy on Windfall Fossil Fuel Profits. So far, there have been calls for a
“Global Windfall Levy”, but no concrete initiatives. At the General Assembly in September 2022, the
UN Secretary-General Antonio Guterres stressed in his opening remarks that developed countries
should tax the windfall profits of fossil fuel companies. The revenue should be directed to countries
suffering loss and damages due to climate crisis; and people facing increasing costs of food and
energy.?%7 In 2023, Global Leaders, including more than 50 former Presidents and Prime Ministers
and a former UN Secretary-General called on world’s leading petrostates to pay a “Global Windfall
Levy” to help poorer countries in the combat against the climate crisis in a joint letter sent to the
president-elect of COP28. They argue that these states earned $4 trillion in revenues in 2023 due to
high oil prices.2% The already mentioned Global Solidarity Levies Task Force is currently developing
and analysing potential new sources of climate finance. A levy on windfall fossil fuel profits may also
be considered as a potential source of climate finance (revenue of $300 billion with a 10% on prof-
its).209

Political Support

This section explores various aspects of political support, this includes (1) to what extent political
support already exists, (2) arguments in favour of a levy for windfall fossil fuel profits that could be
used to increase political support and (3) issues that may hinder reaching political support and should
be mitigated when proposing a levy on windfall fossil fuel profits.

Multilateral Support. Gaining political support for a levy on windfall fossil fuel profits will likely
prove a complex endeavour, influenced by various geopolitical and economic considerations.?10
Adopting a globally uniform levy (option one) would necessitate consensus of all parties involved
negotiated in a suitable forum, e.g. under UN auspices under an existing agreement, such as the
UNFCCC. However, the feasibility of gathering such large-scale support poses the key challenge to
the introduction of such a levy.

In the current environment of very high fossil fuel prices due to Russia’s war of aggression against
the invasion of Ukraine and the conflict in the Middle East, a levy on windfall fossil fuel profits may
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seem more justifiable than before.2!1 212 These large amounts of profits occur due to unusual favour-
able circumstances for the industry.2!3 Many extracting countries such as Angola, Canada or Nigeria
already have an instrument in their upstream fiscal regime targeting economic rents.2!* Some ex-
tracting countries may argue that they already tax resources as much as they can, and a further
increase could lead to local economic damage.?!> However, the key to a successful adoption and
potential high revenue flows from a levy on windfall fossil fuel profits is the support of significant
fossil fuel extracting states as economic rent usually originates from upstream activities such as
extraction. This includes Canada, the US, the UK, Russia, the Gulf States or China, but also Nor-
way.216 Countries like Iran, Russia, and the United States might find little incentive to adopt a levy
on windfall fossil fuel profits, some may have a less adaptive fiscal regime or face constitutional
constraints to implement such a levy. It will be essential to have the support of extracting countries
in the Northern Hemisphere such as the UK, Norway, or potentially Canada and Australia at an early
stage to underline the legitimacy of the initiative.2”

An additional layer of complexity and administrative burden is determining windfall profits in different
countries. It will be difficult to reach consensus on the methodology of calculating windfall profits at
international level. As discussed, there are different options to determine windfall profits, for example
compare the change of global commodity price or refer to and analyse excess profits made in each
country at national level.218

Fiscal Instruments related to economic rents. As outlined above, many countries already have
fiscal instruments targeting economic rents in their upstream fiscal regimes. For instance, Norway
implements a special petroleum tax, while some developing countries use progressive R-factor-based
production sharing.2!° Others, like Angola and Australia employ rate-of-return-based fiscal measures.
Additionally, countries including Canada, Nigeria, and Trinidad and Tobago adjust tax rates or royal-
ties based on commodity prices. However, some countries, like the United States, have less adaptive
fiscal regimes to profit surges in place.?2°

Call for Pillar 3 for the OECD. Christians introduces the concept of a third pillar in the OECD's
framework on taxing a digitalized economy. The scholar proposes a global excess profits tax (GEP
tax) as a corporate surtax applied in addition to the existing corporate income tax (similar to option
2a).%2! The proposal builds on the existing two-pillar approach of the OECD and introduces a stabi-
lizing element that addresses excess profits. To calculate the tax base, scholars outline to rely on
already existing resources, in particular the country-by-country (CbC) reporting222 which enables the
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typically after the company has recovered its costs. In a progressive R-factor based production sharing,
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calculation of global profits earned by large MNEs over recent years. The OECD/G20's Inclusive
Framework is suggested as the appropriate platform to harmonize and administer this concept at an
international level.223

Efficient Fossil Fuel Pricing and Implicit Subsidies. An IMF study from 2021 provides a com-
prehensive overview of efficient fossil fuel prices at global, regional and national level, reflecting
environmental and supply costs. It also discusses explicit and implicit subsidies resulting from charg-
ing less than these efficient prices.224 ‘Explicit subsidies’ include undercharging for supply costs and
direct financial support to energy producers, ‘implicit subsidies’ are defined as undercharging for
environmental costs (externalized environmental damage) and lost consumption taxes if externalized
costs are excluded from the consumption tax base.??> The study outlines that the large majority of
subsidies, 92 %, reflects undercharging for implicit subsidies, while only 8% cover explicit subsidies.
According to the study’s estimations, efficient fuel pricing in 2025 could cut global CO; emissions by
36%, align with the 1.5°C warming target, raise revenues worth 3.8% of global Gross Domestic
Product (GDP), and prevent 0.9 million air pollution deaths annually.?2¢ The authors highlight that
setting fossil fuel prices efficiently is a well-established principle and that fiscal instruments are crucial
for addressing the significant environmental impacts of fossil fuel use.22’

Levying Unsustainable Profits Away. Building on the IMF study from 2021, Christians and Diniz
Magalhaes make the case to tax away unsustainable profits: They suggest distinguishing between
sustainable profits, where costs are internalized and unsustainable profits, where costs are external-
ized. Scholars argue that the profit resulting from unsustainable practices fails to account for the full
present and future costs, therefore these profits are rather windfalls gained at the expense of current
and future taxpayers and should be taxed away.??8 Innovative solutions are essential to target the
profits of those who continue to gain windfalls through cost externalization, thereby reinforcing the
"polluter pays" principle instead of the "consumer pays," "user pays," or "victim pays" principles. The
development of advanced tools, such as life cycle assessments (LCA), may be promising new meth-
ods to measure the full cost of unsustainable business practices. Implementing the LCA in the income
tax could enable to identify profits gained from externalized environmental damage and favours a
fundamental purpose of income tax to accurately measure profit.22° Experts outline that generally all
windfall fossil fuel profits are unsustainable, however societies (currently) heavily rely on fossil
fuels.23% Their environmental impacts/externalized costs are not addressed in current fossil fuel prices
or fiscal instruments. Fiscal instruments such as a windfall profits tax are a cost-effective way to
account for windfall profits taken from present and future taxpayers as environmental and social
costs are offload on the public. Levying windfall fossil fuel profits contribute to transition away from
fossil fuels and achieving global climate targets.231

Allocation of Revenue for Climate Finance. Traditionally, revenues from windfall profit taxes
have been used for domestic projects due to crises, their extension to support international climate
finance initiatives is less straightforward. Experts outline that such revenues could be directed to-
wards projects specifically designed to address the impacts of climate change, such as those aiming
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to avert, minimize, and manage the loss and damage caused by climate-related events.232 However,
using revenue for international climate finance instead of funding domestic projects where taxes
have been raised can lead to substantive opposition from various stakeholders, including the private
sector, governments and the general public.233 To gain support, it could be beneficial to introduce a
mechanism where only a small (progressive) percentage of revenue mobilised is directed to interna-
tional climate finance.

Involvement of Experts and Stakeholders. Some experts highlight the value of engaging and
consulting with finance and energy ministers, in particular including the Vulnerable Twenty (V20)
Group (Climate Vulnerable Forum). Initiatives for consultations of finance ministers at international
level already exist: The Coalition of Finance Ministers for Climate Action234 brings together fiscal and
economic policymakers from approximately 90 countries to ensure a fair transition toward low-car-
bon, resilient development. Nine countries of the Climate Vulnerable Forum are members to this
Coalition (as of October 2023). The involvement of expert groups in establishing criteria to inde-
pendently assess windfall fossil fuel profits and determine if they are excessive or not could also be
beneficial to move such an initiative forward.23>

Socio-Political Aspects

Climate Justice and Fairness. A windfall tax can enhance fairness by skimming off profits that are
not offset by entrepreneurial risk. It is an additional benefit that these profits were generated through
fossil fuels, which are a primary contributor to climate change. The revenue mobilised could support
vulnerable groups and international climate finance.

Supporting the Equity Principle. In the context of a levy on windfall fossil fuel profits, the equity
principle has two dimensions: (1) horizontal equity, firms with similar cost bases and operational
features should be taxed in the same way, aimed at ensuring fairness across companies. (2) Vertical
equity, as companies and permanent establishments with activities in the natural gas, crude petro-
leum, refinery, and coal sector benefiting from high energy prices, should bear a higher tax burden.236

Addressing common-but-differentiated responsibility and respective capabilities to in-
crease social and political acceptance. According to Pirlot questions regarding the compatibility
with CBDR-RC may arise if a climate club introduces carbon border adjustment measures alongside
the levy, particularly in the event that tariffs, and carbon border adjustment mechanisms are applied
indiscriminately to products from both developed and developing countries.237 238However, it is im-
portant to note that the legal implications of CBDR-RC are (often) unclear, in particular as it primarily
addresses differentiation of obligations among countries - especially in a UNFCCC context - rather
than the impacts of measures such as levies.

4.3.4. Revenue Mobilisation

Available estimations of the revenue mobilisation of a levy on windfall fossil fuel profits at interna-
tional level are limited. The potential revenue from such a levy is contingent on its design, in partic-
ular tax base, rate and number of entities affected as well as market conditions. Therefore, these
estimations highly depend on the parameters of such a levy and how these estimations are calculated
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(e.g., considering aspects such as behavioural changes due to the introduction of such a levy, tax
avoidance and profit shifting etc.).

At global level, Oxfam outlines that in 2020 and 2021, the profits of the world's 1000 largest com-
panies, as listed in the Forbes Global 2000, increased by 68.5%, totalling an excess of $1.15 trillion
over the pre-pandemic average.?3° Oxfam proposes a 90% windfall tax on these companies, poten-
tially generating over $1000 billion globally.24° However, these numbers include companies outside
the fossil fuel sector. For the fossil fuel industry, it has been stated that revenues increased from
$1.5 trillion a year pre-Covid to $4 trillion in 2022,24! resulting in $2.5 trillion of windfall profits.
Global former leaders proposed a levy of $25 billion to be just (around 1 % of 2022’s windfall reve-
nues) to initiate an investment program in the Global South and see high oil and gas prices as the
root cause for the increase of extreme poverty.242

For option 1, a near-global implementation, the following illustrative calculation considers that
the average revenues accounted for $1.5 trillion a year pre-COVID and that windfall profits start at
22%243 above this average as outlined by Christians. In this scenario, for the fiscal year of 2022,
windfall profits would begin at $1.83 trillion. Therefore, windfall profits would have amounted to
$2.17 trillion. Employing a levy rate of 33% (similar to the EU approach for its temporary solidarity
levy) results in a revenue generation of about $716 billion. If design option 1 aims for a more ambi-
tious levy rate of 50%, this results in a potential revenue mobilisation of around $1.09 trillion for
2022. These numbers apply to the global oil and gas industry's profits in the fiscal year of 2022.
However, these numbers are purely explorative and only provide an indication. They are based on a
broad set of assumptions and do not reflect the potential revenue mobilized, as these calculations
do not account for factors such as enforcement issues, avoidance and other necessary deductions
such as changing market conditions. For option 2, calculations and estimations are based on a
coalition of the willing assuming it compromises all EU MS (given the precedent of a temporary
solidarity contribution), extracting countries and members to the Global Solidarity Levy Taskforce
(Brazil and Colombia), as well as some more major fossil fuel extracting countries (Canada, UK,
Norway and Australia). For these purposes, based on the data from the Forbes Global 2000 List
profits was extracted for companies?** operating in the oil and gas industry and whose headquarter
is in any of the countries that are member to this potential coalition of the willing. Note that while
levying at national level is desirable, data with the necessary granularity was not accessible. Profits
of permanent establishments of other companies operating in these countries were not included in
these estimations. This scenario presumes that alongside the levy on windfall fossil fuel profits, GIoBE
rules (in particular the income inclusion rule) will be adopted. The average fiscal profit was deter-
mined for the four years pre-COVID (2016-2019) compared to the profits in 2023.24> The calculation
method for windfall profits is the same as of option 1. Profits of all respective companies amounted
to $211 billion in 2023, the average profit pre-COVID (2016-2019) amounts to $33 billion. Windfall
profits would amount to $170 billion and applying a levy rate of 33% results in a potential revenue
mobilisation of around $56 billion for the fiscal year 2023. Again, these numbers are exploratory
estimations and may give an indication of potential revenue mobilisation under such a coalition of
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the willing, however relevant factors such as profit shifting or changing market conditions are not
reflected in these numbers.

Regarding the solidarity contribution at EU level, the estimated revenue from the temporary solidarity
contribution for the sample firms is €4.4 billion based on profit data from 2021.246 However, the
revenue raised as outlined in a report by the European Commission in 2023, does not reflect those
estimations. In 2023, the European Commission published a report presenting findings on the review
of the implementation of Chapter III of the Council Regulation (EU) 2022/1854. It indicates that, as
of September 12, 2023, the estimated proceeds from the solidarity contribution reported by 12 Mem-
ber States?*” for the fiscal year 2022 is about €18 billion. A few Member States?*® reported that they
either do not have any companies within the scope of the solidarity contribution or do not expect to
generate any or significant revenue. Some Member States2*° will only apply the Council regulation
for the fiscal year of 2023.2°

Generally, in this context it is important to again outline that some scholars refer in this context to
volatility of the energy sector’s business cycle: Energy companies may experience substantial profits
in some years, while in others they may incur significant losses.2°! This highlights the difficulty of
defining “windfall profits”, the (potential) pushback from the fossil fuel sector and what is considered
a just levy.

4.4. Levy on Plastic Polymers / Hydrocarbon Plastics

A levy on plastic polymers/hydrocarbon plastics is a levy imposed on the production of plastic poly-
mers. Polymer is a key element in the production of plastics.2°2 The levy represents a fiscal mecha-
nism with the aim of raising funds and could potentially contribute to reducing plastic production. A
global levy can thus be considered as a first step internalizing the external costs of plastic production
from fossil feedstocks as well as litter (micro-plastics), now being largely ignored in the debate on
international climate and environmental policies.?>3

Since the 1950s, plastic production has increased exponentially from 2 million tons to 400 million
tons in 2022.2%* From 2019 to 2060, plastic use is expected to almost triple.2>> The use of plastics
has grown significantly faster than the global GDP and is anticipated to continue increasing.2°¢ Qil
and natural gas supply the resources needed to produce fossil fuel-based plastics, commonly referred
to as virgin plastics. Alternative methods of producing plastics involve using biomass (bioplastics)
and recycled plastics (recyclate) as a resource. However, the global share of bioplastics is currently
smaller than 1%.2>7
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The most significant environmental damage caused by plastic is pollution, especially the formation
of large accumulations in the oceans known as the ‘plastic soup’, and the emission of CO2.25% At EU
level, the European Commission’s ‘Strategy for Plastics in a Circular Economy’ calls for reducing the
overall amount of plastic used, as well as increasing both the reuse and recycling of the remaining
plastic.25° At global level, "plastic pollution fee" is currently being discussed in the context of the
intergovernmental negotiating committee on plastic pollution (INC) that is foreseen to conclude its
work by the end of 2024,260

4.4.1. Key Design Options

The first design option, a global implementation of such a levy, requires large-scale international
cooperation. All parties involved would need to agree on the design and parameters of the levy at an
international level. Politically, a global implementation will be challenging as there is strong resistance
towards a polymer levy by some major polymer producing countries.?6! However, from a practical
standpoint, a global implementation could certainly be feasible as the number of global polymer
producers is manageable and the risk of competition distortion in this global scope can be considered
minimal.262

An alternative to global implementation is a plurilateral and voluntary approach. In this scheme,
a 'coalition of the willing' is formed, with each participating nation imposing a levy on domestic
polymer production within its own jurisdiction. Negotiations with these voluntary participants could
result in a more ambitious design and faster implementation compared to a global strategy. However,
a voluntary approach might harm the level playing field for producers within the coalition compared
to those outside the coalition and will have, to some extent, distortional effects on the international
polymer market.263 To ensure the success of a plurilateral implementation, competitiveness issues
must be addressed.

For both design options, starting the levy low and gradually increasing the (minimum) tariff, along
with reinvesting revenue into local communities or industries, can enhance political feasibility by
easing market adaptation and ensuring compliance.254

4.4.2. Technical Feasibility

Complexity of National and Global Implementation

Legal Incidence. There are several fiscal connections in the plastic production process where a levy
can be imposed. The plastic production process is shown in Figure 1.
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Figure 1. The production process of plastics.26°
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In the more upstream production process (i.e. production of crude oil, cracker feed, monomers and
polymers) the number of companies involved is relatively limited. Therefore, a levy is probably eas-
iest to implement at this stage of the production process, as the number of companies involved
increases further down the value chain, making it administratively more complex to enforce and
collect the levy.2%6 Another advantage of a levy in the upstream process is that the product is homo-
geneous and therefore easily measurable.?” When considering a levy on crude oil, cracker feed and
monomers, a major disadvantage is that these materials are also used for applications other than
plastics (monomers are for example also used in cosmetics and antifreeze) meaning that it must be
administratively known what part of production will eventually be used to make plastics.2%8 Further
downstream, for example in consumer goods, the tax base is more difficult to determine as consumer
goods may be a mixture of plastics and other materials. Measuring the amount of plastics in con-
sumer goods can be challenging.2%® Considering the above, the most suitable fiscal connection in the
production process for imposing a levy on polymer production (i.e. polymer producers) may be in
the upstream process, as the number of polymer producers is limited, the product is easily measur-
able and solely used for plastic production. Imposing the levy on the production of plastic polymers
is also consistent with the polluter pays principle. Primary polymers are the source of plastic produc-
tion and, hence, pollution.270

Global Distribution of Polymer Production Capacity. In May 2024, the global polymers produc-
tion capacity equalled 444 million tonnes per year.?’! Figure 2 shows the distribution of polymer
production capacity by region.2’2 The Asia Pacific region accounts for more than half of the global
polymer production capacity. Other big polymer producing regions are North America, Europe and
the Middle East. South America, Africa and Australia together produce only 4% of yearly produced
polymers worldwide.?73
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Figure 2. Distribution of polymer production capacity by region.274
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Figure 3 shows the ten biggest polymer producing countries. China is globally the biggest polymer
for 35% of the global polymer production capacity. Other big polymer pro-
ducing countries in the Asia Pacific region are South Korea, India, Japan and Thailand. In North
America, the United States are the biggest polymer producing country and accounts for 13% of the
global polymer production capacity. In Europe, polymer production is more spread over several coun-
tries: Germany is the biggest polymer producing country, with Belgium, Netherlands, France, Spain,
Italy, Turkey and Poland as other big producers. In the Middle East, production is concentrated in
Saudi Arabia, Iran and to a smaller extent in the United Arabic Emirates. In South America, produc-
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tion is mostly concentrated in Brazil.275

Figure 3. Countries with highest polymer production capacity.27¢
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Worldwide, there are 677 companies involved in the production of polymers.??7 This includes small
and large producers. When considering only polymer producers with a capacity higher than 1 million
tonnes per year, the number of producers decrease from 677 to 114.278 The regional distribution of
producers is shown in Figure 4. Note that the number of producers is not equal to the number of
production plants. Larger polymer producers typically operate multiple production plants. For exam-
ple, the biggest global polymer producer, Sinopec, has more than 100 production plants.27?

Figure 4. Number of polymer producing companies by region.280
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Tax Base. Polymers are produced in large quantities in granular or powder form, making either
volume (tonnes) or value (price) per unit of polymers a suitable tax base.?8! The advantage of a levy
based on value is that the levy is automatically adjusted by inflation.282 The disadvantage of basing
the levy on the value per unit of polymers as a tax base is that it may vary depending on (local)
market conditions. This makes value as a tax base more susceptible to fraud.283 Volume is not volatile
and therefore more predictable in terms of revenue forecasts (more legal certainty). However, it
would need to be periodically adjusted for inflation, which might call for renewed negations on future
adjustments between participating countries.284

Worldwide, mechanically recycled polymers account for 8.9% of total plastic production.285 Chemi-
cally recycled and biobased polymers together account for less than 1% of total plastics produc-
tion.286 Recycled and biobased polymers could be excluded from the tax base, in order to incentivize
producers to use more recycled or biobased polymers in their production process.287 In this scenario,
it would be essential to determine the extent to which (chemically) recycled monomers and recycled
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polymers are used as inputs. It should be possible to differentiate mechanically recycled polymers
from virgin polymers, as they originate from different markets with different pricing.28® Several large
producers market their plastics as "certified bio-based."28° These producers incorporate a percentage
of biomass into their production process. The percentage of biomass added determines the proportion
of the resulting plastics that are certified as "renewable."2°0 The challenge of excluding recyclables
and biobased plastics from the tax base is its implementation on a global scale, as an international
certification system needs to be put in place which brings additional administrative complexity.2°1

To limit the number of polymer producers and countries that are subject to the levy, it would be
possible to establish a minimum production volume threshold. As illustrated in Figure 4, setting such
a threshold (e.g. 1 million tonnes per year) would reduce the number of entities that are subject to
the levy.292 Also, the number of countries that are subject to the tax would be significantly reduced.293
Possibly, larger producers have more means to administer, thereby simplifying its implementation.
A minimum production volume threshold could also have adverse effects. Producers may artificially
stay below the production volume threshold or split the company into different entities to avoid the
tax. This would require additional enforcement.

Economic Incidence. The economic incidence (i.e. the effect of a particular tax on the distribution
of economic welfare) depends on the level of the tax and the extent to which consumers respond to
price changes (also known as price elasticity). If price elasticity is elastic (i.e. greater than 1), de-
mand for polymers will be reduced significantly by a levy and polymer producers will be unable to
pass the tax on to consumers.2%4 If price elasticity is inelastic (i.e. smaller than 1), price changes do
not affect demand for polymers as much and a tax can generally be passed on to consumers. If the
primary aim of a levy is to raise revenues, elastic demand for plastic could erode the tax base and
reduce raised revenues as demand for polymer lowers due to the levy.2?> Conversely, the more
elastic the demand, the lower the tax rate needed to achieve a specific reduction in demand, making
environmental taxes more effective.2%

Existing literature does not provide robust estimates on the price elasticity of demand for polymers.
However, there are high-level studies that assess the price elasticity of plastic products and behav-
ioural responses to plastic (packaging) taxes. For instance, in the state of Washington (United
States), the demand for plastic water bottles was found to be inelastic as there are no substitutes
for Polyethylene Terephthalate (PET) water bottles.2%7 In South Africa, the price elasticity for plastic
bags was high in the short term, reflecting an initial "overreaction" to paying for a product that was
previously free. However, this elasticity decreased over time as tax rates were not high enough to
sustain the initial response.2%8 In the Netherlands, the evaluation of the packaging tax for the period
2008-2010 revealed that this tax had minimal impact on reducing the use of plastics. One of the
main reasons was that price increases could be easily passed on to consumers. Passing on the pack-
aging tax (€0.43 to €0.48 per kg) resulted only in a modest increase (1 to 3%) of consumer prices.??°

Although the above examples focus on price elasticity of plastic packaging, it does provide insights
that can be applied to the case of polymers. In the examples given above, taxes on plastics did not
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lead to significant reductions in demand. If the levy is fully passed on to consumers, the final product
price change is still minor as the costs of raw materials often only represent a small portion of the
final product price.3%° Given the inelasticity of demand for plastics and the fact that the costs of
polymers are just a fraction of final consumer prices, consumers will probably end up absorbing most
of the tax burden, rather than producers or intermediaries.30!

Tax Avoidance. Tax avoidance, i.e. the use of legal methods to reduce tax liability, presents a
significant challenge to safeguard the tax base. If the levy is not implemented globally, the level
playing field is affected which might lead to potential shifts in production processes to other coun-
tries.302

If the levy is applied globally (design option 1), all countries would experience the same price in-
crease. Although the impact on producers may vary depending on their economic conditions (with
the levy constituting a larger proportion of the total price in regions with lower fuel costs), it is
unlikely to result in a significant extent of competition distortion or production leakage.

In the case of an implementation on a plurilateral level (option 2) the production costs of polymers
may increase in countries where the levy is imposed, potentially affecting the level playing field for
these producers.3%3 Producers or plastic manufacturers might have economic incentive to import
feedstock or polymers from countries without the levy, or might shift production (production leakage)
or new investments (investment leakages) to other countries.3%* Production and/or investment leak-
age mitigate positive environmental effects from the taxation scheme (i.e. reduction of plastics from
fossil feedstocks) and reduces expected revenues raised with the levy. Moreover, if the levy is im-
posed on a plurilateral level, the issue of production leakage may prevent countries from imposing
the levy. Therefore, a levy imposed on a plurilateral level should be accompanied by complementing
measures border tax adjustments on imports and, ideally, also tax exemptions/redemptions on ex-
ports to ensure a fair competition framework.3% If the levy is initiated at a broader international
level, the notion of a (Climate) Club, as described in general consideration (Section 4.1), could safe-
guard the level playing field for countries imposing the levy.306

Levy Rate. General considerations on setting a levy rate are addressed in 4.1. When it comes to the
level of the rate of a potential levy on plastic polymer, several choices need to be made. First, the
levy rate could be differentiated between developed and developing countries, addressing CBDR-
RC.307 A reduced levy rate could mitigate the adverse effects on economic development in less de-
veloped regions.3%8 However, varying the levy affects the competitive balance for producers globally
and poses the risk of companies shifting production to countries with lower fees. Instead, differenti-
ation can for example be achieved by allocating a larger portion of the revenues to developing coun-
tries. Therefore, an equal levy across geographies is recommended.3%°

Secondly, the levy rate depends on the primary objective of the levy. If the levy is primarily used as
a financing instrument, the rate should be set at a level to meet the resource needs of the instrument.
If the levy is to act as an economic instrument to reduce polymer production, encouraging a sub-
stantial shift in market behaviour and promoting a transition from primary plastic polymer production
to the production of recycled and sustainable biopolymers, the levy rate should take market
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dynamics into account to effectively induce the desired behavioural change.31® As demand for poly-
mers could well be inelastic (see paragraph on tax incidence), behavioural changes caused by a
globally introduced levy are only possible (if at all possible) when the levy significantly increases the
price of polymers.3t!

Different proposals on the rate of a levy on polymers already exist. In advance of the second Inter-
governmental Negotiating Committee, the Nordic Council of Ministers proposed a levy in the range
of US$1.000 to US$2.000 per tonne by 2040, depending on the region. Revenues would be used to
‘fund solutions across the plastic lifecycle’. The Minderoo Foundation (2024) calculated that a much
smaller levy of US$60 to US$90 per tonne, redistributed to developing countries, would generate
enough revenues to end plastic pollution in the developing world (e.g. costs associated with Extended
Producer Responsibility schemes and waste management infrastructure).312

Payment and Collection Process. Existing literature does not address the payment and collection
process for a levy on polymer production. As payment and collection processes are relevant for all
assessed instruments, some aspects are elaborated in Section 4.1., Payment and Collection Process.

Precedents at National and Regional Level

So far, no national or multilateral examples of levies on plastic polymers exist. However, further
down the supply chain, countries have imposed taxes on for example single-use plastics and pack-
aging waste.

New ‘EU Plastic Contribution’. The EU’s Plastics Own Resource (Council Decision 2053/2020) is
an example of supranational efforts to contribute funds based on non-recycled plastic waste. The
EU’s Plastics Own Resource Regulation came into force on the 15t of January 2021. It is a national
contribution to the EU budget, based on the amount of non-recycled plastic packaging waste the
Member State generates. The national contribution is set at a rate of €0.80 per kilogram of non-
recycled packaging waste. Member States are not obliged to introduce national plastic taxes, they
may also pay the contribution from their own general budget. Estimations are that the EU Plastics
own resource could generate €6 to 8 billion each year, which is not earmarked and goes straight into
the EU general budget.3'3 The policy aims to reduce plastic waste and stimulate the use of recycled
materials in the production process.3!4

Since the introduction of the EU’s Plastics Own Resource, Spain, Italy, Portugal and Germany have
introduced or are in the process of introducing new plastic taxes.3'> Spain set a tax of €0.45 per
kilogram of non-recycled plastic packaging. Portugal set a rate of €0.30 per kilogram.316 The tax is
paid by manufacturers or importers of plastic products. Other Member States (MS) are currently
paying the contribution from the state budget, and do not (yet) have finalized plans on how they will
pay the contribution in the future.31?

The EU’s Plastics Own Resource Decision is an existing initiative that could serve as an example for
implementing a levy on plastic polymers at global or plurilateral level. However, experts indicate that
the flexibility given to individual EU MS also has disadvantages: There is an accumulation of national
regulations, where multinational companies operating in several European countries have to comply
with different taxes, with each country often having its own rules and definitions. Differing national
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regulations create administrative burden and complexity. Among taxpayers operating in different EU
countries, there is growing support for multilateral taxation.318

4.4.3. Political Feasibility

Existing Efforts on a Multilateral Level

Negotiations for a UN treaty to end plastic pollution. In March 2022, 175 UN Member States
have endorsed a new resolution during the fifth session of the UN Environment Assembly (UNEA-5)
held in Nairobi, Kenya, aimed at ending plastic pollution and establishing an international legally
binding agreement by 2024. This resolution addresses every stage of plastic's lifecycle, including its
production, design, and disposal.31? All major polymer producing countries are taking part in the
negotiations.320

Drawing upon three initial draft resolutions proposed by various countries, the resolution sets up an
Intergovernmental Negotiating Committee (INC). Since the establishment of the INC in 2022, four
INC negotiations have taken place to develop an international legally binding instrument on plastic
pollution.32! The draft text of the international legally binding instrument, drawn after INC-4, also
includes the following provision: “Each Party shall (or is encouraged to) establish (where appropriate)
a plastic pollution fee, to be paid by plastic polymer producers within its jurisdiction, and adopt the
necessary legislative, regulatory and administrative measures for its collection.”322 The ‘global plastic
pollution fee’ will provide funding to meet the unique costs of ending plastic pollution, including
(among others) capital costs of investing in infrastructure essential for managing plastic waste, the
establishment of national Extended Producer Responsibility schemes and remediation of legacy plas-
tic pollution that bears heavily on the developing world. Funds are primarily meant to bridge the
investment gap in the developing world, with developed country parties taking the lead in the mobi-
lisation of resources.323

The fifth session of the INC negotiations is scheduled for the end of 2024 in South-Korea which are
expected to be the final session of negotiations.324

High Ambition Coalition to End Plastic Pollution (HAC). With the establishment of the INC and
the objective of reaching an international legally binding agreement to end plastic pollution by the
end of 2024, a group of 'ambitious countries' have entered into a HAC. Before each INC-meeting,
the coalition makes joint ministerial statements to increase political pressure on the establishment
of a legally binding agreement to end plastic pollution by 2040.325> The Coalition is co-chaired by
Norway and Rwanda. From the ten biggest polymer producing countries (see Figure 3), South Korea,
Japan and Germany are part of the coalition.326 Other countries or regions with a big polymer industry
that are members to the coalition include Canada, Mexico, the EU, UK and United Arabic Emirates.327
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Political support

Multilateral support. Gaining political support for a levy on polymer production is likely to be a
complex task, shaped by various geopolitical and economic factors.328 Implementing a globally uni-
form levy (design option one) would require agreement from all involved parties, negotiated in a
suitable forum, such as the UN's efforts to end plastic pollution. If the levy is implemented at pluri-
lateral level (option two), it will be crucial to maintain some level playing field with non-participating
countries, and participating countries will need to enforce the levy at the national level.32° However,
the main challenge is obtaining widespread support for the introduction of such a levy.330

Experts highlight that opposition towards a polymer levy is substantial, with strong resistance in
major polymer producing countries such as China, United States, India and Saudi Arabia.33! While
some countries might be supportive of financial contributions from polymer producers, they still re-
main sceptical about the implementation of a levy at the national level.332

Allocation of Revenue for Climate Finance. Experts recommend to channel a portion of the rev-
enue back into the local community or industry.333 According to the Minderoo Foundation (2023),
this could be organized as follows: Countries that produce plastic polymers would keep a portion of
the revenue from the levy collection (retained share, e.g. 10%), while the rest would be redistributed
among eligible countries334 (redistributed share, e.g. 90%).33> The retained share ensures that these
countries are reimbursed for the costs of collecting the levy, while the redistributed share enables
the polymer levy to serve as a funding mechanism. The retained share should at least cover the
costs of collecting the levy and may also include an additional amount to encourage collection and
participation by polymer-producing countries.33% Negotiating countries could settle on an alternative
distribution between retained and shared portions, with the possibility of adjusting this balance over
time.337

Socio-Political Aspects

CBDR-RC. Unlike fossil fuels, plastic has not played a crucial role in any country's economic devel-
opment, as its widespread use has only become common in the last decades. Historically, polymers
have contributed only a minor share of the oil and gas industry profits.338 The global plastic market
accounts for just 0.6% of the world economy33°, with 73% of this market concentrated in only ten
countries.34% Thus, reducing plastic use is unlikely to have significant adverse macroeconomic effects.
In fact, cutting back on plastic production and consumption could be economically advantageous, as
the societal costs of plastics are higher than the economic value of plastic production.34! The costs
are borne by the public through waste and litter management, plastic-related health issues, loss of
ecosystem services, and impacts on other economic sectors like tourism. While the ownership and
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economic benefits of plastic production are concentrated in a few countries, the costs are felt globally,
particularly in developing countries,342

While a polymer levy might disrupt certain industries to some extent, it’s not anticipated to impede
economic development of the polymer industry. Thus, there is no justification for developing coun-
tries to avoid compliance with a polymer levy.343 However, a differentiated approach to redistribute
revenues is not only justified but essential for its success: developed countries must contribute the
most, and developing countries, especially the lower-income ones, should be the first to benefit.344

4.4.4. Revenue Mobilisation

For design option 1, a global implementation of a levy on polymer production, revenue mobili-
sation is estimated to be in between €22 billion (lower bound estimation) and €34 billion a year
(upper bound estimation). These estimations are based on a levy rate of €55 per tonne of produced
polymers for the lower bound estimation and €85 per tonne of produced polymers for the upper
bound estimation. This (roughly) equals the levy rate proposal made by the Minderoo Foundation
(2024) for negotiations in the INC to end plastic pollution.345> Other assumptions include retaining
10% of revenues, targeting all polymer producers, and not excluding recyclables from the tax base.
Moreover, the levy rate of €55 to €85 per tonne is the maximum rate. Since it is advisable to begin
with a lower rate and gradually increase it, revenues will be lower in the initial year(s).

For design option 2, a plurilateral implementation of the levy, revenues are estimated to be in
between €2,8 billion (lower bound estimation) and €8,5 billion (upper bound estimation). For the
lower bound estimation, it is assumed that the coalition includes all EU member states. The upper
bound estimation, in addition to the EU, includes major polymer producing countries that are part of
the HAC (Canada, Japan, Mexico, South Korea, the United Kingdom, and the United Arab Emirates).
The same assumptions for the levy rate and the retained versus redistributed share apply as in the
global implementation scenario.

Any revenue estimations rely on assumptions regarding the abovementioned elements. In the short
term, as the tariff rate is low, we do not anticipate significant regulatory effects, meaning that the
elasticity of the tax base will be close to zero. However, for long-term revenue forecasts, it is im-
portant to consider shifts in consumption patterns and take into account small behavioural impact.
The levy might be aligned by national authorities with other policy measures in the field of virgin and
recycled plastics. For example, potential new national levies on plastic packaging and consumer
goods might also influence demand for plastic polymers. Thus, a minor impact on revenues can be
anticipated on the longer term.

4.5. Jet Fuel Levy / Kerosene Tax

A levy on jet fuel / kerosene is a levy imposed on jet fuel production or consumption in the aviation
sector. The levy serves as a fiscal mechanism to raise funds, incentivize the industry to transition to
Sustainable Aviation Fuels (SAFs), while also aiming to implement the Polluter Pays Principle in the
aviation sector by shifting the economic burden to those who contribute to climate change.346

For the last decades, aviation has been one of the fastest growing modes of transportation world-
wide.347 Aviation contributes to global carbon emissions, and other effects of climate change, result-
ing from fossil fuel combustion. Pre-COVID-19 figures show that as the number of flights grow, global
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fuel consumption surged to an all-time high in 2019.348 Contrary to other industries, fuels used in
commercial aviation are exempted from most fuel taxes.3*° Therefore, aviation fuel, is highly under-
taxed.350

Due to the international nature of the industry, aviation is an industry par excellence where multi-
lateral action is needed. Internationally, momentum is growing to reach higher climate ambitions in
the aviation industry: at COP26, the International Aviation Climate Ambition Coalition was launched
by countries that commit to ambitious action on reducing international aviation emissions.351

4.5.1. Key Design Options

The first design option is a global implementation of the levy, which would necessitate extensive
international collaboration. All participating countries would need to agree on the levy’s parameters
and establish legislation and procedures within their own countries to implement and enforce it.
Politically, global negotiations on a jet fuel levy might not result in a highly ambitious levy rate that
drives the transition toward SAFs. A global levy would not distort the level-playing field. However,
even a relatively low levy rate, if implemented globally, would lower passenger demand, and may
raise significant revenues. Moreover, worldwide adoption of a jet fuel levy would prevent distortions,
such as additional tankering, altered flight connections, and hub switching.

An alternative to global implementation is a plurilateral or voluntary approach. In this scenario,
a coalition of willing countries supportive of the levy is formed, excluding opposed countries from
negotiations. This approach could allow for a more ambitious levy rate, but it might impact the level
playing field, potentially leading to altered flight connections and hub switching to avoid taxation. 3°2
However, the plurilateral implementation could serve as an initial step toward a more global roll-out
of the levy over time.

For both design options, introducing the levy at a low initial rate and gradually increasing it, together
with reinvesting part of raised revenues back into the industry, can improve political feasibility by
facilitating market adaptation and promoting compliance.3>3 Earmarking of tax revenues can however
be problematic in some EU Member States.

4.5.2. Technical Feasibility

Complexity of National and Global Implementation

Lifecycle of Jet Fuel. Kerosene is made from refined crude oil. Figure 5 shows the lifecycle of jet
fuel, from extraction to fuel consumption. From the refinery, jet fuel usually travels by pipeline or
oceangoing vessel to storage terminals. From there, it is further transported by truck, barge, or
pipeline to airports. At the airport, fuel is stored in tanks and then distributed to aircraft either by
truck or through an underground hydrant system that delivers the fuel to the airport apron, where
hoses complete the final transfer to the aircraft's wing.3>*
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Figure 5. A simplistic view of the lifecycle of jet fuel.3>>
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Legal Incidence. There are different fiscal connections in the supply chain where a levy on jet fuel
can be imposed. It may be set at the stage of production in refineries, storage in airport facilities or
delivery to airlines.35% Most countries already have experience in collecting fuel taxes in other sectors,
such as road transport. It is anticipated that a jet fuel levy would be collected similarly, with fuel
suppliers collecting the tax when they supply kerosene at airports and then transferring the collected
funds to the relevant tax authorities.3>” In Portugal, Ireland and Malta, levies for private flights are
collected by the fuel supplier as part of the refuel transaction. Another feasible option is to impose
the levy on flight operators. Within the CORSIA, airlines already have to report their fuel consumption
(in order to monitor CO, emissions).3>8 Therefore, this could also be an opportune moment for tax-
ation. In the UK and in the US, levies for private flights are collected by the flight operator. and
directly paid to the tax authorities.3>°

Global Distribution of the Air Passenger Market. In 2019, prior to COVID-19, the worldwide
number of air passengers carried was equal to 4.5 billion.36% Figure 6 shows the global distribution
of the air passenger market.36! Asia (excluding the Middle East), Europe and North America account
for 81% of total passengers carried. The aviation markets in Latin America, Africa and Australia are
significantly smaller and account for the remaining share of passengers carried.362

355 Airlines for America. 'Jet Fuel: From Well to Wing.'

356 Ricardo. 'Study on the taxation of the air transport sector.’
357 1bid.

358 TATA. ‘Handbook CORSIA.’

359 Ricardo. 'Study on the taxation of the air transport sector.'
360 World Bank. 'Air transport, passengers carried.'

361 Figures include domestic and international flights.

362 Thid.

42



Figure 6. Global distribution of the air passenger market.363
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Figure 7 shows the ten countries / regions with the highest number of air passengers carried in
2019.3%4 The United States, the EU and China together transport roughly half of the air passengers
worldwide. Besides from countries in Europe, Asia Pacific and North America, Tirkiye, Russia, Brazil,
and United Arabic Emirates are also among the countries with the biggest aviation industries.365 366

Figure 7. Top ten countries / regions ranked by number air passengers carried in 2019.3%7
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Tax Base. From a practical standpoint, the simplest way to implement the jet fuel levy is by taxing
the total fuel volume rather than excluding SAF or targeting the specific energy or carbon content in
jet fuel. This approach will only encourage to reduce fuel demand and will not help to shift towards
usage of more sustainable jet fuel. The transition from fossil aviation fuels to SAF could decarbonize
the aviation industry significantly. In 2021, SAFs represented less than 0.1% of the world's total fuel
consumption.3%8 Even though SAF output increases, volumes are still low.3%° SAFs are currently more
expensive than fossil aviation fuels.37° Excluding SAFs from the tax base of the jet fuel levy would
reduce the price gap between fossil aviation fuels and SAF and accelerate the transition to SAFs.

SAFs are a relatively standardized and internationally certified fuel stream, making it easier to ex-
empt them from the tax base (e.g. compared to recycled polymers).3’! Measuring SAF usage by
airlines could be incorporated into CORSIA, which already allows aircraft operators to reduce offset-
ting requirements through the use of CORSIA-eligible fuels (SAFs and lower carbon aviation fuels)
and tracks the use of sustainable aviation fuels.372

Price Elasticity of Demand. Implementing a levy on jet fuel will raise costs for airlines. On average,
fuel expenses constitute around 25% of ticket prices and impose a significant share of airline oper-
ating costs.373 An increase in fuel prices will therefore lead to higher airfares.374 The impact of higher
airfares on demand depends on the price elasticity of demand.

Several studies have analysed the price elasticity of demand for the aviation industry. These studies
show that price elasticity is rather elastic, meaning that a levy would have a negative effect on
passenger demand. Brons et al. (2001) conducted a meta-analysis of 37 studies to analyse the price
elasticity of demand for air passenger transport. They found that the average price elasticity is -
1.146, meaning a 1% increase in price leads to a 1.146% decrease in demand.37> Also, they found
that price elasticity of leisure travel is significantly higher than business travel.376 Intervistas (2007)
calculated that elasticity of demand for economy class flights is -1.23 for short intra-European flights,
-1.12 for long intra-European flights that have no alternative mode of transport and -0.8 for inter-
continental flights.377 They also found that price elasticities for demand are slightly lower outside of
Europe, with lowest elasticities for trans-Pacific routes (North America - Asia).3”8 Ricardo (2021)
calculated that within the EEA a fuel levy of €0.33 per litre would decrease total flights by 9.1%.37°
CE Delft (2023) calculated that a worldwide fuel excise levy of €0.49 reduces flights from the EU to
all worldwide destinations by an estimated 12.6%.380

Economic Incidence. The effect of a jet fuel levy on the ticket price depends to what extent airlines
can pass-through the levy to passengers. The cost pass-through rates depend on the market dy-
namics.38! Koopmans and Lieshout (2016) argue that the pass-through rate for airline-specific cost
increases is less than a half while sector-wide cost increases can be passed through by more than a
half. Even though pass-through rates vary in existing literature, it is likely that most of the levy
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would be passed through to air passengers, making them bear the majority of the tax burden.382 383
384

Tax Avoidance and Competition. If the levy is not implemented globally, there is a risk of com-
petition distortion and carbon leakage due to shifts in flight connections and hub switching.38> Be-
cause of these potential issues, tax avoidance is considered separately for the two design options:
global implementation of the levy and plurilateral implementation.

If the levy is implemented globally (design option one), the levy does not alter price differences in
jet fuel between countries, thereby minimizing the risk of competition distortion and carbon leakage.

If the levy is implemented at a plurilateral level (design option two), the price of jet fuel may rise,
increasing price differences between countries that have imposed the levy compared to countries
that have not imposed the levy. This might lead to carbon leakage caused by the practice of fuel
tankering.38 Due to fuel price differences between airports and countries, partially influenced by
domestic subsidies3®?, fuel tankering is a common practice whereby aircrafts uplift excess fuel in one
airport to save fuel costs when fuel is cheaper at the departing airport than at the destination air-
port.388 Tankering is also done for operational purposes, as not fuelling at airports reduces the turn-
around time at an airport and allows to carry out more flights on a day.3%° Besides economic losses,
fuel tankering is also a climate issue, as the weight from the excess fuel leads to extra fuel consump-
tion.3%0 To limit tankering, the ReFuelEU Aviation Act established the obligation for flight operators
to ensure that the yearly quantity of aviation fuel uplifted at any given EU airport is at least 90% of
the yearly aviation fuel required.3°!

Next to the issue of tankering, introducing a jet fuel levy on a national level could change route
choices as aircrafts might alter departures, destinations, and transfer hubs to avoid taxation.3°2 This
could harm competitiveness and result in emissions being leaked to other countries. SEO Amsterdam
Economics & Royal Netherlands Aerospace Centre (2022) calculated that the costs associated with
Fit for 55 policies (EU Emissions Trading System (ETS), ETD and ReFuelEU) implemented domesti-
cally or within a group of countries increases the cost of air travel, and that the higher costs reduces
overall passenger volumes to, from and within the EEA, leading to a partial shift in demand to com-
peting non-EEA hub airports and routes such as Dubai and Istanbul.3?3 For hubs close to the EEA-
border, the competitive disadvantage was estimated to be larger than for airports located in the
centre of Europe, such as Amsterdam or Frankfurt.3%4

The risk of carbon leakage needs tailored environmental policies in the aviation sector. Calculations
by SEO Amsterdam Economics & Royal Netherlands Aerospace Centre (2022) estimate that, even
though carbon leakage does occur to a certain extent, the Fit for 55 policies reduce CO,-emissions
caused by the aviation industry by 16%.3°5 According to Transport & Environment (2022), even
though passenger numbers are negatively affected by environmental policy, passenger numbers
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would still continue to increase (only by less than under a no-policy scenario).3°¢ Under a no Fit for
55 policy scenario, the number of passengers departing from European airports to any destination
are predicted to be 40% higher by 2035; with the Fit for 55 policies, the nhumber of passengers is
expected to be (only) 24% higher.3%7

Levy Rate. A jet fuel levy could be implemented either as a nominal levy or as a levy relative to the
regional (or national) fuel price. A nominal levy would be most straightforward to implement, how-
ever finding political support might be more difficult due to varying jet fuel prices across countries
and regions. When prices vary, a nominal levy leads to varying relative increases of the jet fuel price.
Countries where prices are lower might be more reluctant to such a levy, as the levy leads to a
relatively large increase of the jet fuel price. A second option is to impose a levy that is relative to
the actual regional price. In that case, the relative fuel price increase due to the levy will be similar
across countries. One difficulty may be that jet fuel prices are sometimes artificially kept at a lower
rate by means of domestic subsidies. Implementing a relative tax could incentivize governments to
reduce the jet fuel price in order to minimize tax payments. This design may be more susceptible to
fraud.398

According to data from the International Air Transport Association (IATA), jet fuel prices show mini-
mal variation across global regions. As of April 2024, the weekly average global jet fuel price stood
at $830 per tonne (€777 per tonne, €0.77/1). In the Middle East and Africa, the region with the lowest
prices, jet fuel was 6% lower than the global average. In Latin America, where prices were highest
on average, the price of jet fuel was 5% higher than the global average. Given the relatively low
regional price differences, it is recommended to adopt a nominal tax rate rather than a relative tax
dependent the regional price.3°° This simplifies implementation and is less susceptible to fraud.4%

Payment and Collection Process. Existing literature does not address the payment and collection
process for a jet fuel levy. As payment and collection processes are relevant for all assessed instru-
ments, more details on a general approach are elaborated in Section 4.1., Payment and Collection
Process.

Precedents at National and Regional Level

Although the aviation sector is exempt from certain taxes, it still faces specific levies. In the United
States and Japan, kerosene duties apply to domestic flights. Additionally, many countries, particu-
larly in Europe, have implemented ticket taxes and/or departure/arrival taxes, (e.g. the Netherlands,
Germany, France, Italy) which vary in structure.

Fuel Taxes. The United States and Japan are two notable examples of countries with significant
domestic commercial aviation sectors where excise duties on kerosene for domestic flights are im-
posed. In the United States, the commercial jet fuel tax rate is USD 0.043 per gallon (€0.01 per
litre).4%1 Japan imposes an excise duty of JPY18 per litre (€0.14 per litre).402

In 2019, the excise duty on jet fuel in the United States generated $428 million (€354 million) in
revenue. In comparison, passenger levies brought in much higher amounts: $10.4 billion (€8.6 bil-
lion) from domestic passengers and $4.3 billion (€3.6 billion) from international passengers.4%3 Tax
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revenues are used to fund investments and expenditures in the aviation industry via the Airport and
Airway Trust Fund.404

Ticket Taxes. Ticket taxes have been implemented in various countries. CE Delft (2019) lists twelve
EU countries where air passenger ticket taxes are levied or have been levied in the past.405406407 The
rate and scope of the tax differs per country. Some countries vary their tax rates according to travel
distance, while others apply a flat rate for international travel. This often means a standard rate for
EU destinations and higher rates for non-EU destinations.4%® Qutside the EU, Australia, Norway,
United Kingdom, South Africa, and Philippines have implemented passenger ticket taxes.4%® Some
ticket taxes have been in place since the early 90’s (Philippines, Australia), while others have been
introduced more recently (Norway).#10 It is not known whether the funds raised with these taxes
were used for specific purposes.

Departure/Arrival Taxes. Several countries impose departure or arrival taxes at their airports.
These taxes are typically added to the cost of an airline ticket and can vary significantly depending
on the country and the specific airport. Taxes and fees are generally used to fund airport maintenance
and development, security, and other related services. Countries with a departure / arrival tax in-
clude Mexico, Hong Kong, Thailand, and United States.4!!

According to Keen and Strand (2006), fuel taxes, ticket taxes and departure/arrival taxes each have
their benefits and weaknesses.*12 Fuel taxes are proposed as the most direct method to address
environmental externalities because they tax the pollutant directly, however, face legal hurdles.
Ticket taxes can potentially raise more revenue but could disproportionately affect different groups
of passengers and do not directly target the environmental externalities associated with aviation.
Departure/Arrival taxes face the fewest legal hurdles but do not fully address environmental costs
associated with flights (e.g. a departure tax would be the same regardless of the distance travelled
or the fuel efficiency of the aircraft).4!3 This implies that, once legal obstacles are addressed, fuel
taxes are regarded as the 'fairest' form of taxation due to the clear connection between pollution and
tax payments.

Legal Feasibility

There are legal limitations to taxing jet fuels. Legislation and international treaties exempt jet fuel
from taxation in some cases. However, this does not mean that introducing jet fuel levies on a
multilateral level is impossible. If political will is there, these legal obstacles can be overcome rela-
tively easily.414

Chicago Convention. The Chicago Convention of 1944, signed by practically all countries in the
world, forms the constitution of international civil aviation. One provision of the Chicago Convention
is directly linked to fuel tax, namely Article 24(a), which states that fuel on board of an aircraft of a
contracting State, on arrival in the territory of another contracting State shall be exempt from cus-
toms duty, inspection fees or similar national or local duties and charges, as it assumed that fuel
carried on board has already been taxed at the airport from where the aircraft departed.4> Article
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24 of the Chicago Convention is often mistakenly used to state that imposing a tax on jet fuel is
legally impossible.4'6 Though this article implies that countries may not tax fuel that is on board of
an aircraft, the Convention does not prevent states from taxing fuel that is loaded into aircraft on
their territory. Within the Convention, the adoption of a harmonized levy on the supply of fuel is
therefore feasible contingent on design.4!”

Energy Taxation Directive. At EU level, the ETD is the principal directive addressing the taxation
of energy products including aircraft fuel. Commercial air transport between EU States is mandatorily
exempted from taxation of aircraft fuel.#8 Fuel must however be levied in the event of private flights
and can be levied in the case of domestic air traffic and in case two EU States have entered into a
bilateral agreement. At the moment, no such levies are applied under bilateral agreements between
Member States.4'® To introduce a jet fuel levy at EU level, the ETD needs to be revised and the
exemption rule for kerosene fuel taxation addressed. The revision of the ETD includes a proposal to
no longer fully exempt fossil fuels used for intra-EU air transport from energy taxation in the EU.
This proposal has not (yet) been adopted.42°

Air Service Agreements. Within the current ETD, imposing a jet fuel levy on intra-EU navigation is
only possible under an ASA between respective Member States (though as noted above, no such
provisions are in place). In some cases, existing ASAs with third countries (outside the EU) include
articles that allow or prevent the taxation of jet fuel.#21 If ASAs prevent taxation of jet fuel, it means
that carriers originating from these countries cannot be taxed, even when operating within the EU.
This could seriously harm the level playing field for intra-EU flights. Similarly, ASAs that have been

concluded by the EU are, as international agreements, binding upon Member States <& The EU has
concluded agreements with a number of third countries. According to research from T&E (2020),
most EU level agreements that have been renegotiated by the EU with third countries no longer
include fuel taxation exemption clauses, including those with Indonesia, Malaysia (both under te
ASEAN agreement), Morocco*?Zsi Some ASAs, for example with Canada and the United States still
exempt taxation of jet fuel. Renegotiation of these agreements would be needed to allow taxation
for carriers from these countries on intra-EU flights*23

4.5.3. Political Feasibility

On one hand, political opposition towards taxation of jet fuels is strong. This makes for sometimes
difficult progress including in ICAO, the United Nations' international civil aviation organisation. On
the other hand, in recent years, long-term emission reduction goals have been set by ICAO and
multilateral initiatives have been launched to make the aviation industry more sustainable, such as
the establishment of the International Aviation Climate Ambition Coalition.*24

The International Civil Aviation Organization. ICAO, established at the 1944 Chicago Conven-
tion, is a United Nations agency fostering the development of international air transport.42> In the
sphere of environmental protection, one of the main achievements of the forum in addressing carbon
emissions in the aviation industry is the establishment of the Carbon Offsetting and Reduction
Scheme for International Aviation (CORSIA).426
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ICAO favours the adoption of environmental charges over environmental taxes,*?’ as supported by
a resolution on environmental charges and taxes adopted by the Council in 1996. In contrast to
charges (that are supposed to be reallocated to the aviation industry and prevent the risk of potential
revenue misuse), taxes generate revenues that can be used for non-aviation purposes.4?® The Chi-
cago Convention's only mention of taxation is in Article 24, which addresses customs duties and does
not explicitly prohibit the taxation of fossil kerosene. It only calls for the avoidance of taxing fuel
already onboard of aircraft on arrival. However, ICAO advises states against taxing fossil kerosene
and to incorporate such prohibitions in bilateral air service agreements.

At the 41st Assembly in 2022, ICAO set a long-term global aspirational goal (LTAG) of achieving
net-zero carbon emissions by 2050 and goal of reducing CO2 emissions by 5% by 2030 through
increased use of sustainable aviation fuels (SAF) worldwide.42® . It reflects a sense of urgency of
aligning aviation with the 2015 Paris Agreement and supports Member States in implementing
measures to control aviation emissions.*30 From the perspective of time, however, there is a consen-
sus that further efforts are needed to strengthen its ambition and enforcement mechanisms, in order
to support the achievement of the LTAG.

Existing Efforts at Multilateral Level

Carbon Offsetting and Reduction Scheme for International Aviation. A notable precedent of
multilateral cooperation in addressing aviation industry emissions is the implementation of the COR-
SIA-system. CORSIA, agreed upon by ICAOQ, is a global market-based measure for aviation emissions
in which airlines and other aircraft operators will offset any growth in CO;-emissions above baseline
emissions. Baseline emissions have been determined at 85% of the total CO,-emissions covered by
CORSIA in 2019.431 As of 2024, 126 countries voluntarily participate in CORSIA.432 The implementa-
tion of CORSIA has been divided into three phases. Two initial, voluntary phases (2021 - 2023 and
2024 - 2026) and a mandatory phase that takes place from 2027 until 2035.433 During the initial
phases, CORSIA will only apply to international flights between states that voluntary participate in
the scheme. From 2027 onwards, it will cover all international flights between states above a certain
threshold of traffic in aviation and other volunteering states, 1.43* Airlines will be required to monitor
emissions on all international routes and offset emissions from routes included in the scheme by
purchasing eligible emission units generated by projects that reduce emissions in other sectors (e.g.
renewable energy).43>

Although CORSIA represents a step forward in addressing emissions for

the aviation industry, there is room for improvement in both ambition and
enforcement. The International Aviation Climate Ambition Coalition, launched
at COP26 in 2022 and now comprising nearly 60 member countries, recom-
mends pursuing and strengthening decarbonisation efforts within the ICAO,
using the basket of measures such as the promotion of Sustainable Aviation
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Fuels, uptake of new technology and operational efficiencies, apart from mar-
ket-based measures like CORSIA. Political support

Finding Support. For global implementation (design option one), the most straightforward approach
would be to propose and implement the jet fuel levy through ICAO, which is widely regarded as the
appropriate forum for initiatives affecting the global aviation industry.43¢

On the one hand, some economic players within the industry might not be entirely against imple-
menting such a tax. The more ambitious aircraft and engine manufacturers might favour it because
it would speed up the renewal of the aircraft fleet, being an important new market opportunity and
will help to speed up innovation in the sector.43” Sustainable fuel producers could also see ad-
vantages, as the development of sustainable fuels presents new market opportunities.43® On the
other hand, most airlines, especially those which have an older fleet, are expected to provide fierce
resistance, as they risk a decline in demand due to the higher costs of their transport services re-
sulting from the tax.*3°

When considering a plurilateral approach (design option two), a coalition of countries willing to im-
plement a jet fuel levy needs to be formed. To effectively cover a significant share of the global
aviation industry and raise substantial revenues, this coalition should include countries and regions
with major aviation industries. Countries sympathetic to increased climate action in aviation, such as
those in the International Aviation Climate Ambition Coalition, are relevant candidates. IACAC coun-
tries account for more than half of global air passenger traffic.440

An alternative approach would be to propose a jet fuel levy under the OECD/G20.4*1 A similar ap-
proach was taken with the implementation of a uniform minimum corporate tax on multinational
enterprise groups.**2 France and Germany were in principle two countries that wanted to introduce
a minimum tax on corporate profits. However, if the tax was only to be introduced by two countries,
adverse effects may occur, such as distortional effects on tax evasion or potential severe juridical
conflicts between tax treaties. France and Germany therefore went to the EU to initiate the tax at a
higher level.443 444

Socio-Political Aspects

Addressing CBDR-RC to Increase Social and Political Acceptance. Globally, there is significant
income inequality and a strong disparity in access to air travel. Around 80% of the world population
has never took a commercial flight (industry estimate**>) and 1% of the world population emits 50%
of CO> from commercial aviation.%4¢ The unequal distribution of flights extends beyond Western coun-
tries. In China, 5% of households account for 40% of flights and in India just 1% of households take
45% of all the flights.44”
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Considering the unequal distribution of flights among the wealthiest, momentum is growing for a
frequent flyer levy.#48 A frequent flyer levy is a per-flight tax that increases as a person takes more
flights in a year.**® Zheng and Rutherford (2022) estimate that a global frequent flyer levy would
generate 81% of its revenue from frequent flyers (those taking more than six flights a year) and
67% from high-income countries. In comparison, a flat tax would collect 41% of its revenue from
frequent flyers and 51% from high-income countries.430 Thus, a frequent flyer levy would shift the
tax burden from occasional flyers to frequent flyers and from lower-income countries to high-income
countries. 451

Although a jet fuel levy will function as a flat tax mechanism where every passenger will pay an equal
burden, the unequal distribution of flights provides a strong ethical argument for introducing the jet
fuel levy especially when concentrated in the richest countries of the world (80% of world population
has never taken a flight). A jet fuel levy addresses CBDR-RC in an identical manner, given the clear
link between aviation emissions and levy payments. Most flights occur in Asia, Europe, and North
America, which also have the highest historical emissions. Additionally, a jet fuel levy adheres to the
Polluter Pays Principle, as passengers on longer flights, which produce more emissions, would pay
higher levies.

4.5.4. Revenue Mobilisation

Starting with a low rate to give the market time to respond to the levy, Ferdi (2023) estimates
potential revenue mobilisation to be €5.8 billion per year (based on a levy rate €0.10 per litre),
gradually increasing to an estimated €18.0 billion per year (based on a levy rate of €0.33 per litre).4>2

Ferdi (2023) estimates the impact of a jet fuel levy on global international flights (excluding domestic
flights), using a rate of €0.33 per litre, which aligns with the minimum excise duty for kerosene in
the ETD.#°3 The analysis assumes that the levy is fully passed on to consumers, resulting in a 2.7%
increase in ticket prices for a €0.10 per litre levy and a 9.2% increase for a €0.33 per litre levy.#>*
Estimations take into account that increased ticket prices negatively affect air transport demand. The
estimations do not consider potential behavioural changes following the implementation of the excise
duty.455
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5. RECOMMENDATIONS

In this section, we outline the most promising instrument design option for each instrument, identify
key barriers and discuss solutions. We then provide recommendations on relevant international fora
and on the potential role of the EU to progress on each instrument.

For all instrument we consider a plurilateral approach as the most promising option. A plurilateral
approach not only enables faster consensus among a significant group of countries, making it more
feasible to implement swiftly, but also holds the potential for more ambitious results. In contrast, a
(near-)global agreement often necessitates extensive compromises to satisfy the most fervent op-
ponents, leading to diluted outcomes. Such compromises may not only fall short of achieving the
intended goals but also potentially obstruct the pathway for future negotiations aimed at reaching a
more comprehensive solution in the (near) future.

5.1. Fossil Fuel Extraction Levy

5.1.1. Most Promising Instrument Design

A global implementation, with countries allowing collected revenue to directly flow into an interna-
tional climate finance framework, circumventing national treasuries, is unlikely (see Section 4.2.3.).
Hence, for the further analysis of the fossil fuel extraction levy, design option two is considered: a
plurilateral implementation by a coalition of the willing, with revenues collected at the national level,
from which a share is then channelled towards international climate financing purposes.

There are two key elements: first, members of the coalition have to impose the levy and collect the
associated revenues. Second, they will have to allocate a specified portion of these revenues to
international climate finance. This allocation may be secured by incorporating it into the relevant
legal framework, or, where national laws preclude statutory earmarking of revenues, through a po-
litical commitment to designate a defined share for such purposes (which then needs to be imple-
mented in subsequent budget negotiations).

At the international level, the coalition of willing countries needs to decide in which legal form it
wants to formalise its agreement, and what level of detail this should include. The agreement could
be formalised in an international treaty, which entails a longer negotiation process but ensures a
higher degree of legal prescriptiveness and is more difficult to repeal or withdraw from. The other
main option is to enter into a less formalised political agreement, such as a memorandum of under-
standing. Such agreements can be established more easily but lack the legal force, and instead need
to rely on the strength of the political commitment.

5.1.2. Key Barriers and Solutions

While a plurilateral approach appears more feasible, major barriers remain that could prevent effec-
tive implementation.

Political Feasibility - Gathering Support of Relevant Parties

For the successful implementation of a plurilateral fossil fuel extraction levy, it is crucial that it in-
cludes a critical mass of fossil fuel producers. Potential founding members of such a credible coalition
could be the UK, Canada and Norway as countries that have relevant fossil fuel reserves, and at the
same time have a progressive climate policy,**¢. Another candidate could be Australia — particularly
if the outlook of hosting the COP 31 supports greater climate ambition.4>”

As touched upon in Section 4.2.3. there are significant barriers to gathering political support. Ele-
ments that could help to make the initiative more palatable:
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e Presenting the levy as key to enabling investments, nationally in the form of a domestic
dividend and internationally by channelling revenues towards international climate finance.
This could shift perceptions, encouraging stakeholders to view the contributions not merely
as costs but see the benefits as well.4>8

e Rising political pressure on the international stage to commit to considerable amounts of
additional climate finance.4>° With the costs of climate change becoming more visible world-
wide and thus rising pressure for increased finance, countries might become more open to
seek new ways of generating revenue for climate finance.

e Transparent communication and use of revenues, visible public benefits and measures to
compensate low-income households can enhance acceptance (see Section 4.2.3).

Legal Challenges — Earmarking Revenue for Climate Finance

A particularly contentious aspect is how to ensure that revenues from the levy are directed to inter-
national climate finance. As noted in Section 4.2.2., earmarking is not compatible with some national
legislations, at least in terms of a legal requirement.

Assuming national legislations are not altered, in countries that cannot legally earmark funds the
allocation of collected revenues to climate finance would depend on the political commitment and the
(annual) budget negotiations. This creates a risk as budgetary decisions are usually re-evaluated
each year and may shift in response to emerging crises, changing priorities or new governments.
Differences in the ability to earmark funds could also prove contentious in the formation of a coop-
erative coalition, if some jurisdictions are only able to commit to earmarking on a political basis
whereas others enshrine their commitment in law.

To address these challenges, it may be useful to identify for which jurisdictions earmarking may not
be feasible and explore alternative strategies. It may be necessary to rely on political commitment
and sustain international pressure by agreeing to ambitious financial targets. Additionally, evaluating
the implementation of Unitaid’s international voluntary solidarity levy (see Section 4.1., Precedents
in International Revenue Generation), could provide relevant insights. This assessment should in-
vestigate whether countries have implemented the solidarity levy through a legal commitment or as
a political agreement, if any have discontinued it and if so, what the causes for this were.

Societal Acceptance - Impacts on Consumers

Another key barrier to implementation could be societal opposition triggered by rising consumer
prices. This can be alleviated - but not resolved - by introducing the levy at a relatively low level,
rising gradually in a foreseeable manner. This can minimise immediate price shocks, and thereby
increasing acceptance by consumer and giving them time to adjust, thus maintaining economic sta-
bility.46® However, a gradual introduction also means that the levy will (initially) mobilise fewer re-
sources and have a smaller effect on reducing fossil fuel production and use.

If companies pass costs to consumers, regulatory mechanisms like revenue caps or profit margin
controls could ensure that producers absorb a (larger) portion of the levy's financial burden.46! Fol-
lowing Russia’s war of aggression against Ukraine, revenue capping was for example effectively im-
plemented in the EU’s electricity sector for generators deploying inframarginal technologies to protect
consumers from substantive price increases.62
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The effect of the extraction levy on private households is difficult to predict: the levy will (initially)
only affect a limited share of the global fossil fuel extraction, yet the prices of fossil fuels are deter-
mined by global supply and demand on the world market. With a limited share of supply covered by
the levy, it is uncertain if this share will be sufficient to affect world market prices, which would
enable producers to pass on the additional costs from the levy to consumers. If the levy should
indeed lead to rising prices for consumers, part of the revenue can (and should) be used to support
vulnerable groups and assist them to adjust to rising energy prices. There is at this point a substantial
body of both conceptual and empirical studies on how this can best be achieved while preserving the
incentives for more efficient energy use. The British Columbia carbon tax provides one such example,
successfully using tax revenues to lower other taxes and provide direct financial relief to vulnerable
populations.463

5.1.3. Recommendations

There are several key steps for introducing a fossil fuel extraction levy within a coalition of willing
countries: 1) Identifying or establishing an appropriate forum for participants to negotiate the agree-
ment on the levy, including technical preparations, deliberation and formalisation of the agreement;
2) Deciding on the legal form of the international agreement and its level of detail; 3) Finding credible
solutions to ensure that an agreed share of the revenue is directed to international climate finance,
in particular in the absence of formal earmarking; 4) Cumulative contributions (data, technical as-
sessments and impact evaluations, research results, political and technical discussions) are needed
that underpin the process and the formulation of an agreement. These cumulative contributions can
stem from various actors, institutions and fora.

At International Level: Finding a Suitable Forum

While some fora can support technical preparations and gather data others are better suited to build
political trust and will or form and communicate political agreement in a formalised manner. While
somewhat formalised political agreement will have to be made in one forum contributions to a larger
process around the introduction of a fossil fuel extraction levy can come from different fora. For the
EU to see where it can become active, it is relevant to consider which status and political weight the
EU and the Commission have in that forum.

On a general level, aspects to consider in the process of selecting a suitable forum (or establishing a
new one) are the general objective of the body, its inclusiveness, its available resources (e.g. tech-
nical expertise and staff, financial resources, institutionalised structures) and its capability to foster
political agreement. The most relevant fora and how they relate regarding these criteria are outlined
below. These fora can be leveraged to spread the idea of and increase the support to the coalition of
the willing, and (if there is sufficient overlap of their membership) used to develop the agreement
itself.

The OECD has extensive technical expertise and financial resources, a history of serving as secre-
tariat for different multilateral initiatives and bodies, and staff proficient in various issues. The OECD
also has demonstrated that it can formalise political agreements through various documented agree-
ments.*%* Yet key fossil fuel extractors like Russia, China, and Saudi Arabia are not OECD members.
465 OECD membership consists of 38, mainly high-income countries and as per a Supplementary
Protocol to the Convention on the OECD the EU takes part in OECD work in a similar form as other
OECD member countries.*66 For introducing a fossil fuel extraction levy, the OECD's robust technical
and institutional resources, along with its capacity to formalise detailed agreements, makes it a
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strong candidate.*®” However, some key major extractors and smaller developing states with fossil
fuel extraction are not represented.

Another relevant forum is the G20 which focuses on broad economic cooperation, including sustain-
able development and environmental issues.4%8 It includes 19 major economies as well as the African
Union and the EU, representing a significant portion of global GDP and trade. Its membership also
includes major fossil fuel extractors like the USA, Canada and Australia but also Russia, China, Mex-
ico, Indonesia and Saudi Arabia.*®® Yet the G20 does not have a permanent secretariat, and leaders’
declarations are typically non-binding, relying on consensus reached at annual summits. While the
G20’s broad and influential membership is advantageous, its lack of a permanent structure and reli-
ance on non-binding agreements limit its suitability to facilitate the introduction of a fossil fuel ex-
traction levy: while the G20 could offer a forum to foster agreement among the G20 members (or a
subset of them), it is not equipped to support, oversee or coordinate the implementation of such an
agreement.

If the - long run — aim is to include all major fossil fuel extracting countries under an agreement on
a fossil fuel extraction levy, these fora do not include all countries of relevance. Therefore, any po-
litical agreement adopted in one of these fora would have to be open to states other than those who
are members of the particular body or organisation — which indeed is the standard practice for many
initiatives, clubs or alliances that have emanated from the orbit of the G20. One example is OECD
G20 inclusive framework on base erosion and profit shifting where a smaller group of states created
a framework which non-members of the OECD and G20 were able to join.

A relevant platform to foster the agreement on a levy is the Platform for Collaboration on Tax.470
The PCT is a collaborative initiative among the IMF, OECD, UN, and World Bank, aimed at improving
domestic resource mobilisation through tax reforms, including workstreams on environmental and
international taxation.4”! It has broad membership through participating organizations and a secre-
tariat hosted by the World Bank,4’2 and would be able to host discussions on a fossil fuel extraction
levy.

A relevant multilateral effort in this field, is establishment of the Ad-Hoc Committee to Draft Terms
of Reference for a United Nations Framework Convention on International Tax Cooperation,*’3 as
mandated by UN Resolution 78/230 on 22 December 2023 (voted by 125 jurisdictions out of 182).
Considerable developments are anticipated for the UN Tax Framework Convention in 2024 and
2025. Substantive elements of such a convention discussed according to the agenda of the first
substantive meeting (within informal meetings) include “effective taxation of high-net worth individ-
uals” and “ensuring that tax measures contribute to addressing environmental challenges”.474

Additional fora that can provide input to a larger process of cumulating information and fostering
political discourse on a fossil fuel extraction tax could include:

e the High-Level Expert Group on scaling up sustainable finance could prove scientific
input and technical support; being set up by the European Commission it can be a relevant
Group through which the EU can provide independent input into an international process;47>
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e scientific input could also come from the UN Subcommittee on environmental taxation is-
sues or the UN Subcommittee on Extractive Industries Taxation Issues;

¢ the Coalition of Finance Ministers on Climate Action is a potential political forum for
discussions on a possible extraction tax, the ideas of which would align with two of the coa-
lition’s principles: Helsinki principle 3 to promote carbon pricing measures and Helsinki prin-
ciple 5 to mobilise climate finance;4’¢

¢ the Global Solidarity Levies Taskforce can also serve as a political forum that, supported
through the ECF, could also gather technical input and build momentum as its aim is to
achieve a “series of joint declarations agreeing to implement new international taxes at do-
mestic level or in a relevant international forum” at COP30.477

e the Paris Agreement additionally offers a platform for discussions on a potential fossil fuel
extraction levy. While a political agreement through a Conference of the Parties serving as
the meeting of the Parties to the Paris Agreement (CMA) decision is unlikely, as it would
necessitate consent among all signatories, discourse can be fostered in the margins of a CMA
session.

At EU level: Actionable Steps for the EU

Recommendation 1: Credible Advocacy

Given the European Union's limited direct stake in fossil fuel extraction relative to global major ex-
tractors, strong advocacy for a fossil fuel extraction levy could be perceived as lacking credibility.478
In contrast to other policy instruments where the EU has a more substantial stake, it is advisable for
the EU to facilitate processes in the background and support the process with analysis, e.g. regarding
the feasibility of implementation, rather than prominently advocating for the adoption of a levy which
would affect the EU economy to a limited extent.47° However, the EU could coordinate with another
country that is in a position to credibly push for this instrument, and support that country’s initiative.
Additionally, a resource extraction levy could become a point of discussion in Just Energy Transition
Partnerships.

Recommendation 2: Broadening the Knowledge Base

The EU's contribution could be relevant in broadening the knowledge base regarding the potential
mechanisms and impacts of a fossil fuel extraction levy. This can be achieved by leveraging its fi-
nancial resources and technical expertise to commission studies and analyses and incorporate these
themes into its research programmes, such as Horizon Europe. The abovementioned High-Level Ex-
pert Group on scaling up sustainable finance could for example also be commissioned to comprehen-
sively assess a potential fossil fuel extraction levy and its contributions to climate finance. In this
way, the EU can support the discussion that is enfolding with a scientifically rigorous knowledge base.

Recommendation 3: Internal Assessment

Externally, the European Commission should monitor the evolution of international discussions con-
cerning a potential fossil fuel extraction levy. Should momentum for the implementation of such a
levy rise, internally, the Commission needs to evaluate whether and how such a levy could be im-
plemented within the EU, considering the existing legal and policy frameworks as well as the EU’s
competence and mandate. This internal review is relevant for understanding the EU’s capacities and
limitations but also for informing external communications. By clarifying what is feasible within the
EU, it can communicate externally based on well-grounded internal assessment.
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5.2. Levy on Windfall Fossil Fuel Profits

5.2.1. Most Promising Instrument Design

A global implementation of a minimum levy on windfall fossil fuel profits with a uniform definition of
windfall is unlikely for above stated reasons. Hence, recommendations will be considered for both
option 2a and option 2b: a plurilateral implementation by a coalition of the willing, introducing the
levy on windfall fossil fuel profits within the system of the corporate income tax (option 2a) or intro-
ducing a flat rate levy on the part of the profit that is considered excessive (option 2b). Designing
the levy on windfall fossil fuel profits as part of the corporate income tax system, especially as a
corporate surtax is complex and challenging to implement. However, this approach minimizes the
direct impact on consumer prices compared to a flat rate levy. By building on the current system,
the likelihood increases that it may serve to close existing tax loopholes.48% In addition, including the
levy in the corporate income tax systems allows to build on the work of the OECD/G20 Inclusive
Framework. Yet a separate, dedicated levy is potentially easier to implement if applied as a flat rate-
levy and could be more sustainable politically.*8! The levy should be collected from companies that
produce or sell fossil fuels in the respective jurisdiction and a proportion of the mobilised revenue
should be channelled to international climate finance.

If a coalition of countries decides to move ahead with the levy, they each would be required to take
two steps: first, members of the coalition have to impose the levy and collect the associated reve-
nues. Second, they will have to allocate a specified portion of these revenues to international climate
finance. This allocation may be secured by incorporating it into the relevant legal framework, or,
where national laws preclude statutory earmarking of revenues, through a political commitment to
designate a defined share for such purposes (which then needs to be implemented in subsequent
budget negotiations).

The coalition of the willing can be formalised more firmly in the form of an international arrangement,
ratified as an international treaty which ensures a binding legal obligation and enduring commitment,
or through a political agreement/joint declaration to demonstrate political commitment.

5.2.2. Key Barriers and Solutions

While a plurilateral approach might be a more feasible option than a near-global implementation,
major barriers which could hinder (effective) implementation remain.

Determining Windfall Profits

Determining windfall fossil fuel profits could become a major barrier to the introduction of an inter-
national levy on windfall fossil fuel profits as they are volatile and revenues hence difficult to predict.
As outlined above in Section 4.2.2, distinguishing between “normal” and “excessive” profit levels is
particularly difficult, therefore achieving consensus on a universal definition will be challenging. Chris-
tians suggests that, based on existing analytical methos and available data, windfall profits may start
at above 22% compared to average profits pre-COVID.#82 Other scholars argue to compare the in-
crease in profits with the rise in commodity prices from previous periods to determine windfall fossil
fuel profits.#83 Another solution might be to analyse existing precedents and their definitions of wind-
fall profits. At EU level, the Council Regulation (EU) 2022/1854 defined for its mandatory temporary
solidarity contribution that profits made in 2022 and/or 2023 above a 20 % increase of the average
taxable profits generated in the four fiscal years starting on or after 1 January 2018 should be subject
to the [temporary] solidarity contribution (see recital 53).
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Political Feasibility - Gathering Support of relevant parties

To form a strong and effective initiative, a coalition of willing countries should include members that
will be affected by such a levy, i.e. countries of extraction or, if GIoBE rules are introduced alongside
an international levy on windfall fossil fuel profits, also countries where fossil fuel companies are
headquartered. To form a credible coalition, relevant partners could be the UK, Canada and Nor-
way,*8* perceived as a progressive fossil fuel extracting state and leaders in the field, as well as
Australia - as the potential host for COP 31.48> In addition, all these countries already have fiscal
instruments in place that target economic rents.*®® The EU had also introduced a mandatory tempo-
rary solidarity contribution on companies and permanent establishments with activities in the crude
petroleum, natural gas, coal and refinery sectors generating at least 75 % of their turnover from
economic activities in the field of the extraction, mining, refining of petroleum or manufacturing of
coke oven products operating in the fossil fuel sector, including coal, natural gas, gasoline and diesel.

A global corporate minimum tax has already been adopted and supported by a large scale of countries
and jurisdictions. It would be beneficial to build on the work of the OECD/G20's Inclusive Framework:
A Pillar 3 could be introduced, and the Inclusive Framework may provide the (most) appropriate
platform to harmonize and administer this concept of a levy on windfall (fossil fuel) profits at inter-
national level.487

Legal Risks related to Fiscal Stabilisation

Fiscal stabilisation clauses might be a risk to the introduction of an international levy on windfall
fossil fuel profits, particularly in developing and emerging economies. Windfall profits from fossil fuels
are generally concentrated in the countries where these resources are extracted including some
developing countries and emerging economies.88

If an international levy on windfall fossil fuel profits were to become an international norm, it could
be argued that the levy is an exception to stabilisation, allowing for deviations from legal obligations
that would otherwise apply. 482 However, achieving the necessary widespread support*®® is highly
unlikely. Another approach to mitigate legal risks for respective countries implementing domestic tax
reforms in response to such a levy is to directly encourage MNEs to agree to waive or revise stabili-
sation clauses in domestic laws, investment contracts, and BITs.49!

Alternatively, countries have three additional options to address stabilisation clauses hindering the
implementation of such a levy. First, unilateral disclosure by the taxpayer: This approach could be
effective if the GIoBE rules also apply to the introduced international levy on windfall fossil fuel profits.
Taxpayers might voluntarily agree to pay the tax in the country of extraction despite the stabilized
fiscal terms — otherwise, the tax would have to be paid to the residence country of the parent com-
pany via the income inclusion rule, or to a third country under an undertaxed profits rule.4°2 Second,
Renegotiate Stabilized Fiscal Provisions: Modifying stabilized investment contracts requires mutual
agreement between host countries and investors, potentially involving trade-offs to reach a

484 Tbid.
485 1V E1

486 More information and potential challenges are outlined under Section 4.3.2 Technical Feasibility, Prec-
edents at National and Regional Level and 4.3.3 Political Feasibility, Multilateral Support and Significant
Precedents.

487 Christians and Diniz Magalhaes, ‘It’s Time for Pillar 3’, 2ff; Tax Notes, ‘Pillar 3 for the OECD: A Global
Excess Profits Tax. Interview with Allison Christians’.
488 Global Energy Monitor, ‘Global Oil and Gas Extraction Tracker’.

489 Christians et al., ‘A Guide for Developing Countries on How to Understand and Adapt to the Global
Minimum Tax’, 34.

490 The global minimum tax with support from over 140 countries could be considered an international
norm.

41 Christians et al., ‘A Guide for Developing Countries on How to Understand and Adapt to the Global
Minimum Tax’, 40.

492 Thid at 34f.

58



consensus.*?3 Finally, should investors initiate arbitration and succeed on liability, they might still
lose on damages if the taxpayer is required to pay the tax elsewhere due to the application of the
GloBE rules and the implementation of a minimum levy on windfall fossil fuel profits by several
countries (although this scenario is highly unlikely). In this context, courts and tribunals should be
encouraged to take a holistic view of damages related to the levy’s implementation.4%4

Profit Shifting and Cross-Border Enforcement

Profit shifting can pose a significant barrier to the effective implementation and enforcement of an
international levy on windfall fossil fuel profits. As outlined above, MNEs might mitigate the impact
of a windfall profits tax by using tax credits from another country: The MNE could reduce its overall
tax burden by claiming credits in one country for taxes paid in another. A careful tax planning by
MNEs to avoid or reduce the impact of the new tax could undermine its effectiveness.4%>

However, certain rules for cross-border tax cooperation could contribute to a more effective imple-
mentation of such a tax as humerous cooperative norms and standards for allocating multinational
profits exist.4°® There will be a strong need for international coordination providing guidance, en-
hanced cooperation of tax authorities (where profits have been taxed) and harmonizing the calcula-
tion of the apportionable profits across jurisdictions, where appropriate.4°? Efforts to address profit
shifting and enhance cross-border tax cooperation could build on the BEPS*°8 project (the G20/OECD
Inclusive Framework on BEPS). The BEPS project has established a framework to tackle tax avoid-
ance, including profit shifting by MNEs. In addition, BEPS guidelines on transfer pricing ensure related
entities price transactions as if they were unrelated, which can contribute to allocating windfall profits
more properly and to the levy’s effectiveness.4?®

5.2.3. Recommendations

To introduce a levy on windfall fossil fuel profits through a coalition of willing countries, a formalized
political agreement or joint declaration in a suitable international forum is necessary. The conditions
for reaching an agreement are outlined in Section 5.1.3.

At International Level: Finding a Suitable Forum

Considerations for identifying a suitable forum are similar to those discussed under Section 5.3.3.
Fossil Fuel Extraction Levy, Recommendations. Key factors include the forum's objective, available
resources, inclusiveness and ability to agree to a joint declaration to demonstrate collective commit-
ment.

The OECD/G20 Inclusive Framework on Base Erosion and Profit Shifting (BEPS) may be a
suitable forum to introduce a levy on windfall fossil fuel profits, potentially through a new Pillar Three.
The framework convenes over 140 countries and jurisdictions and 14 observer organizations around
15 Actions to ensure coherence in the international tax system and tackle tax avoidance (including
country-country reporting or transfer pricing).>°® A new pillar would not necessarily automatically
include all parties that are part of the existing framework.
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e Structure: Countries and jurisdictions are invited to join as Associates by expressing their
interest, participating equally and committing to implement the BEPS package. Major fossil
fuel extractors are already member to the OECD/G20 Inclusive Framework on BEPS, includ-
ing for example the US, Russia, Saudia Arabia, Canada or the UK, this could increase likeli-
hood of these countries also joining a new pillar.>°! Implementation timelines may vary based
on each country's development level. Currently, a 24-country Steering Group guides the
framework’s direction and priorities.

¢ Resources and Support Mechanisms: The Inclusive Framework provides technical assis-
tance and capacity building, particularly for developing countries, supported by the IMF, UN
or World Bank Group as well as regional tax organizations. Policy papers, research reports,
guidance, data and other tools are being made available to assist the implementation of BEPS
actions.

e Pillar Two: Members of the OECD/G20 Inclusive Framework on BEPS joined the Two-Pillar
Solution (Global Minimum Tax) to Address the Tax Challenges Arising from the Digitalisation
of the Economy. The timeline to reach an agreement on Pillar Two officially started in 2013
with the adoption of the 15-point Action Plan on BEPS.%92 In 2021, members to the Inclusive
Framework agreed to a statement on the Pillar Two Solution and, in 2023, adopted the Mul-
tilateral Convention facilitating the implementation of the Subject to Tax Rule.?%3 As of May
2024 , over 50 jurisdictions are actively moving towards the implementation of the global
minimum tax framework under Pillar Two.>%4 The EU (see Council Directive (EU) 2022/2523)
and several other jurisdictions plan to implement Pillar Two starting in 2024, while others
will follow in 2025.50>

When considering the OECD/G20 Inclusive Framework on BEPS as a potential forum, it is important
to note that the objective of the BEPS project is to provide governments with rules and instruments
to tackle tax avoidance, ensuring that profits are taxed where the related economic activities occur.
The Global Minimum Tax at 15% under Pillar Two targets all MNEs with a turnover of more than €750
million.>% Therefore, the BEPS project does not specifically target an industry/sector, nor aim to
introduce a new levy.

Considerations for other fora are analogous to those of the fossil fuel extraction levy and can be
found in Section 5.1.3.

At EU Level: Actionable Steps for the EU

Recommendation 1: Build on the Mandatory Solidarity Contribution

The EU's implementation of Council Regulation (EU) No 2022/1854, which targets the economic rent
of fossil fuel companies, may enable the EU to advocate a similar (minimum) levy at the international
level. The European Commission can share insights and best practices with other, like-minded coun-
tries to rally support for such an instrument, and demonstrate its feasibility and effectiveness. This
includes further engagement with Member States to obtain a clear view of the estimated and actual
proceeds generated under Chapter III of the Council Regulation for the full fiscal years of 2022 and
2023. One aspect to consider for revenue allocation is the principle of universality applied by some
Member States, which requires that all revenue is pooled into the general budget, and which does
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not foresee earmarking revenue streams for specific purposes.>®” However, governments may still
direct these revenues towards specific objectives>°8, such as international climate finances. Although
the Council Regulation was an exceptional, targeted, and temporary measure, the European Com-
mission could build on the common ground among MS for the solidarity contribution to rally support
for an international levy on windfall fossil fuel profits.

Recommendation 2: Broaden the Knowledge Base

This recommendation has already been made for the Fossil Fuel Extraction Levy and is also relevant
for the Levy on Windfall Fossil Fuel Profits. The EU could contribute to knowledge building by provid-
ing further analysis for the (technical) challenges of implementing a levy on windfall fossil fuel profits,
through funding relevant research, funding expert positions, and facilitating exchanges between in-
ternational experts.

Recommendation 3: Leverage Existing Frameworks

Within the OECD/G20 Inclusive Framework on BEPS, international organizations can act as observ-
ers, enabling more coordinated and targeted capacity building for implementing BEPS outcomes.
Organizations such as the IMF, UN, and World Bank Group play significant roles in the BEPS Project.
Additionally, regional networks involved in the BEPS Project are particularly relevant for developing
countries, supporting the implementation of the BEPS package and helping these countries effectively
participate in the ongoing standard-setting process.>% Given the role of international organisations,
the European Commission could, following consultations with respective Member States, aim to in-
troduce the concept of an international levy on windfall fossil fuel profits within the Inclusive Frame-
work, or initially at the G20 and subsequently within the Inclusive Framework.

5.3. Levy on Plastic Polymers / Hydrocarbon Plastics

5.3.1. Most Promising Instrument Design

Due to the reasons detailed in Section 4.4.3, a global implementation of the polymer levy is unlikely.
Therefore, recommendations will focus on design option 2: a plurilateral implementation by a coali-
tion of countries willing to move ahead. Forming such a coalition allows for focused negotiations with
selected countries. This coalition should include several major polymer-producing countries to ensure
the levy has impact and generates substantial revenue. Accordingly, two conditions must be met:
first, members to the coalition must enact legislation to impose the levy and collect the associated
revenues; second, they must allocate a specified portion of these revenues to international climate
finance.

5.3.2. Key Barriers and Solutions

Opposition towards a levy on polymer production, particularly from major producers, can be expected
due to high payments and concerns over competitiveness and the lack of an international level play-
ing field.>10

To circumvent negative impact on competitiveness, uniform import tariffs on imports from countries
that have not implemented the polymer levy contributes to a level playing field and encourages a
broader participation at the same time. Starting the levy low and gradually increasing its tariffs,
along with reinvesting revenue into local communities or industries, can enhance political feasibility
by easing market adaptation and ensuring compliance.
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Political Feasibility - Gathering Support of Relevant Parties

Strong resistance towards a polymer levy can be expected from major polymer producing countries
such as China, United States, India and Saudi Arabia.>!! Diminishing the possible impact on compet-
itiveness is a key prerequisite for political support on the polymer levy. Competitiveness could be
addressed by creating a ‘clean polymer club’, akin to the theoretical concept of a climate club pro-
posed by Nordhaus, which require club members to implement a domestic polymer levy, and at the
same time agree to not implement any trade barriers against other club members. This would reduce
the leakage risk and incentivize non-participating countries to join the club, encouraging a large
stable coalition.512

Channelling a portion of the generated revenue back into the local community or polymer industry
might increase industry support.513 The retained share of the levy collected could be used to encour-
age broader participation in the coalition or club. Negotiating countries could settle on distribution
between retained and shared portions, with the possibility of adjusting this balance over time.>!4

Political feasibility could also be enhanced by designing the levy to start at a lower rate and gradually
increase over time, a concept known as a "tax escalator".>!5 Announcing these escalators well in
advance allows the market, including polymer producers, plastic manufacturers, and consumers, to
anticipate and adapt to the changes. This approach, which has been successfully implemented in
cases like the UK landfill tax, makes the levy more politically viable.>1® Setting the tax level too high
from the start could lead to resistance and increased non-compliance.>!”

Lastly, to enhance cross-border tax cooperation, one could leverage the BEPS project (the G20/OECD
Inclusive Framework on BEPS).

Certification of Recycled and Biobased Polymers

Globally, only a small fraction of polymers is produced using recyclables or biobased inputs.>!8 To
encourage greater use of these materials, a first best solution would be to exclude recyclables and
biobased polymers from the tax base of the polymer levy.

Excluding recyclables and bio-based plastics from the tax base is only possible on the basis of a well-
functioning monitoring system that reliably guarantees the use of recycled and bio-based plastics.
International agreements will have to be reached on mutual recognition and withdrawal of certificates
to avoid benefiting from different incentive schemes.

5.3.3. Recommendations

The conditions for reaching an agreement are outlined in Section 5.1.3. To secure an agreement, a
committed coalition must formalise a pact within a suitable international forum.

At International Level: Finding a Suitable Forum

A coalition should include key polymer-producing countries and regions. When selecting an appro-
priate forum, attention should be directed towards countries in North America, Europe, the Middle
East, and the Asia-Pacific region.>1°
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The High Ambition Coalition to End Plastic Pollution (HAC) calls for urgent action to reduce
plastic pollution and may support a polymer levy. In the forum, some key polymer producing coun-
tries are represented, including Canada, Mexico, Japan, South Korea, the United Arabic Emirates,
the United Kingdom and all EU countries. Altogether, the forum accounts for roughly a quarter of
global polymer production.520 Within the forum, there have not yet been any discussions regarding
a polymer levy as this is currently being discussed in the UN negotiations for a treaty to end plastic
pollution.>2! The HAC is a group of like-minded countries; however, the forum does not have a highly
institutionalized structure nor significant political influence, as it was established to increase pressure
for a legally binding UN Treaty to end plastic pollution.>22

Other fora that might be suitable for proposing a polymer levy, including the OECD, G20 and PCT,
are outlined in Section 5.1.3. Even at the plurilateral level, involving too many countries at the early
stages of negotiations can make progress difficult.

At EU Level: Actionable Steps for the EU

Recommendation 1: Implement a Polymer Levy within Europe

The first recommendation is to implement the polymer levy within Europe, where it is expected to
be more politically feasible due to stronger resistance in countries outside of Europe. To maintain a
level playing field for European polymer producers, the levy should be paired with comparable import
tariffs on polymers from non-European countries. A polymer levy interacts with EU ETS. Plastic is
produced primarily from fossil fuels, either natural gas liquids or naphtha from oil refineries. The
manufacturing emissions (excluding the feedstock) of naphtha are already included in the EU ETS.
Waste incineration (final stage of polymers) is currently not part of the EU ETS but will be included
as of 2030. A polymer levy would thus partly overlap with the EU ETS - yet it can be justified to have
both instruments operate in parallel, as a polymer levy is not only (or primarily) intended to reduce
CO; emissions, but also to reduce plastic pollution and to promote a circular use of plastic and re-
duction of virgin plastic from fossil oil. Studies indicate that levies on plastic products have a minimal
impact on the final price of end products because the cost of raw materials constitutes only a small
portion of the total product price. For example, CE Delft (2021) calculated that a tax of €0.80 per
kilogram on a 400-gram plastic bin, costing consumers between €5 and €30, would result in a price
increase of just €0.32.523 Such a price increase is barely noticeable to consumers, even if it is signif-
icant at the raw material level. Consequently, for the polymer levy, the minimal price increase sug-
gests that substantial leakage effects at the end product level are unlikely.

Recommendation 2: Create a Clean Polymer Club

As an alternative to recommendation 1, the European Commission could target specific countries
that are sympathetic towards a polymer levy within an appropriate forum. It is advisable to begin
with a limited scope but aspire to wider involvement. Engaging too many countries early in the
negotiation process, even on a plurilateral scale, can hinder progress. Negotiations among smaller,
like-minded groups are more likely to succeed. Once the initial group reaches an agreement on the
climate club's terms, the arrangement can then be opened for other countries to join.>24

In negotiations, the Commission could propose the establishment of a ‘clean polymer club’, which
would serve a similar purpose as CBAM: protecting the internal polymer market within a coalition of
the willing. For such a club to be successfully implemented, the Commission would need to clearly
articulate the goals and entry requirements of the club, i.e. applying the Polluter Pays Principle on
polymer producers, maintaining a level playing field and penalizing non-participating countries. Club
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members would thus need to commit to implementing a polymer levy (or an equivalent measure)
domestically, based on shared criteria and design parameters, and agree to not impose trade-related
measures against other club members. National policies of club members thus need to be harmo-
nized, and a mechanism needs to be set up to enforce compliance with the climate club’s regulations
and standards, including penalties for non-compliance. Like CBAM, the club needs to be aligned with
WTO rules.>?>

Recommendation 3: Channel Part of the Revenues Back into the Industry

In garnering international support for the polymers levy, the negotiation mechanism can leverage
the tax level and the distribution ratio of retained and shared tax revenue. Starting with a low rate
upon implementation and gradually increasing it over time can facilitate acceptance. Additionally,
ensuring a portion of the levy revenue is reinvested into the industry enhances political feasibility.>2¢
This approach aligns economic incentives while supporting industry adaptation, thereby fostering
broader support for the levy.

Recommendation 4: Introduce the Levy in its Most Basic Form

The primary purpose of the levy on polymers is to generate revenue for climate finance. As a first
best solution, the tax could also have an incentive function by excluding recycled and biobased pol-
ymers from the tax base, thereby narrowing the price gap with virgin polymers. However, imple-
menting such an exemption requires an international certification system for recycled and biobased
polymers, which is currently not operational. Therefore, the recommendation is to introduce the levy
as simple as possible, including recycled and biobased polymers in the tax base. Instead, priority
should be given first to developing an international certification system for recycled and biobased
polymers. Once this system is operational, recycled and biobased polymers can be considered for
exemption from the tax base.

5.4. Jet Fuel / Kerosene Levy

5.4.1. Most Promising Instrument Design

Implementing a jet fuel levy, whether globally or plurilaterally, holds promise but faces significant
hurdles. Both approaches require overcoming legal obstacles, such as the current exemptions in the
Energy Taxation Directive (ETD) and air service agreements. However, for the reasons outlined under
Section 4.4.3, a global implementation with countries implementing a levy on jet fuel is an unlikely
scenario — not least since, in the view of most ICAO members, the problem is sufficiently addressed
with the CORSIA system. Alternatively, leveraging momentum within ICAO to find support with indi-
vidual countries, or a targeted state-by-state approach to form a 'coalition of the willing' may be
effective.

5.4.2. Key Barriers and Solutions

Implementing a jet fuel levy encounters political resistance both in Europe and internationally.
Changing European laws to permit jet fuel taxation requires significant effort, and the aviation in-
dustry's influence in international aviation forums complicates efforts to garner support for ambitious
climate action.

Political Feasibility - Gathering Support of Relevant Parties

Gathering international support for a jet fuel levy will be challenging and presents a significant barrier
to its implementation. Within Europe, revising the ETD to eliminate the jet fuel tax exemption remains
controversial and has been delayed since its proposal in 2021.527 However the Council is still in a
position to reach agreement to eliminating exemptions. Internationally, the ICAO, widely regarded

525 Tbid.
526 1V C5.
527 | egislative Train Schedule. ‘Revision of the energy taxation directive (ETD).’
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as the appropriate forum to address emissions from international aviation through in-sector and out-
of-sector measures, typically opposes any form of taxation, particularly if the revenue is not fully
reinvested into the industry.>28 Airlines are also likely to fiercely oppose a jet fuel levy, as they will
probably face a decrease in demand (or at least slower demand growth) as the tax would increase
the price of their services.>?°

ICAO has set ambitious emission reduction targets. Given the anticipated continuous growth of the
global aviation industry, and the need to progress towards climate neutrality in all sectors, these
targets cannot be reached with CO,-offsetting alone. Additional measures are deemed necessary to
lower emissions, such as transitioning to SAFs.>30 The most (cost)effective way to foster this transi-
tion is through the taxation of fossil jet fuels. The increased pressure on the aviation industry to
become more sustainable could be leveraged to create momentum for a jet fuel levy.

Legal Challenges — Exemption rule on taxation of jet fuels

Legislation and international treaties exempt jet fuel from taxation in some cases. Within Europe,
the ETD exempts taxation of aircraft fuel from commercial air transport between EU states.>3! Addi-
tionally, existing ASAs between the EU and third countries in some cases prevent the taxation of jet
fuel, such as Canada and the United States. This means that carriers originating from these countries
cannot be taxed, even when operating within the EU.

For a jet fuel levy to be imposed on intra-EU flights, the ETD needs to be revised to remove the
exemption rule for aircraft fuel. This revision requires approval from all individual member states.
Additionally, to allow for the taxation of non-EU carriers and extra-EU flights, bilateral agreements
with third countries that currently exempt jet fuel from taxation need to be renegotiated.

5.4.3. Recommendations

The conditions for reaching an agreement are outlined in Section 5.3.3. To secure an agreement, a
committed coalition must formalise a pact within a suitable international forum.

At International Level: Finding a Suitable Forum

The most ambitious scenario - a global implementation with countries worldwide implementing a levy
on jet fuel (in the form of posing minimum tax tariffs) may be unfeasible at current or serve as a
long-term aspiration rather than an immediate option. Alternatively, leveraging momentum within
ICAO to gain support with individual countries, or a targeted state-by-state approach to form a 'co-
alition of the willing' could be effective. A multilateral coalition should incorporate major aviation
hubs to ensure the levy is effective and generates substantial revenue. Such an initiative must allow
countries and jurisdictions time and fiscal room to move forward with implementing and revising
their tax system within a common framework of e.g. minimum tariffs. Therefore, the Commission
could prioritize countries within Europe, North America, and the Asia-Pacific region, as global aviation
is concentrated in these world regions.

The International Aviation Climate Ambition Coalition, launched at COP26, advocates for avi-
ation decarbonization and alignment of aviation climate goals with the Paris Agreement.>32 The
Coalition effectively lobbied for the adoption of the net-zero emissions target during the 41st ICAO
Assembly. Its membership consists of European and North American countries, as well as Japan,
Turkey and South Korea. Together, these countries represent more than half of global air passenger
traffic.>33 The Coalition's stance on a jet fuel levy remains uncertain, as taxation issues have not

528 CE Delft. ‘Taxing aviation fuels in the EU.’

529 FERDI. ‘Taxation of civil aviation fuels as a source of financing for vulnerable countries.’

5301V C7

531 CE Delft. ‘Taxing aviation fuels in the EU.’

532 Changing Transport. ‘Still alive? An update on the COP26 initiatives for transport decarbonisation.’
533 World Bank. 'Air transport, passengers carried.'
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been a priority in the Coalition.>34 In its declaration, the Coalition recognizes ICAO as the suitable
forum for addressing emissions in alignment with climate goals.535 The Coalition is perceived to have
limited institutional and political influence. Nevertheless, it could serve as a platform to collectively
propose this initiative within ICAO.

The ICAO is widely recognized as the appropriate forum for proposals impacting the global aviation
industry.>3® As a United Nations agency, it includes representation from nearly all countries world-
wide, making it highly institutionalized with significant political influence. However, ICAO typically
opposes taxation initiatives, particularly if revenues are not fully reinvested in the aviation sector. 537
This possibly presents a significant hurdle to successfully implementing a jet fuel levy within ICAO.

Other fora that might be suitable for proposing a jet fuel levy, including the OECD, G20 and PCT,
are outlined in Section 5.1.3.

At EU Level: Actionable Steps for the EU

Recommendation 1: Overcome Legal Hurdles

When considering a jet fuel levy, the Commission must first need to overcome legal barriers related
to implementing such a levy. This includes obtaining agreement on the 2021 proposal for a revision
of the ETD, lifting the exemption on jet fuel taxation. Some member states might be hesitant due to
concerns about market distortions if the EU taxes jet fuel on intra-EU flights. However, it's important
to recognize that revising the ETD facilitates negotiations for an international jet fuel levy, potentially
reducing market distortions if the levy is implemented at a broader geographical scale.

Before initiating international negotiations on a jet fuel levy, it would be essential to renegotiate
ASAs between the EU and third countries. The exemption rule concerning fuel taxation would need
to be removed as part of this process.

Recommendation 2: Use Momentum within ICAO to Find Political Support

During the next ICAO Assembly in 2025, CORSIA will be periodically revised and practical measures
to achieve climate neutrality will be discussed. This offers a strategic moment to build momentum
and secure political support for a jet fuel levy. The climate neutrality commitments made by ICAO
during the previous Assembly provide a strong foundation for additional measures to curb the growth
of emissions caused by aviation.

Political backing for a jet fuel levy could initially be pursued within the International Aviation Climate
Ambition Coalition. Once support is secured within the Coalition, the Commission could collaborate
with countries inside the coalition to propose the jet fuel levy during the upcoming ICAO Assembly,
positioning it as a measure to advance climate neutrality efforts.

Recommendation 3: Channel Part of the Revenues Back into the Industry

To build international support for the jet fuel levy, the negotiation strategy can utilize the initial tax
rate and how revenue is allocated - starting with a conservative rate and gradually raising it can
improve acceptance. Additionally, ensuring a portion of the levy's revenue is reinvested into the
aviation sector enhances political feasibility. This approach aligns economic incentives with industry
adaptation efforts, promoting broader support for the levy.

534 Changing Transport. ‘Still alive? An update on the COP26 initiatives for transport decarbonisation.’
535 GOV.UK. Declaration: International Aviation Climate Ambition Coalition.

536 The The International Aviation Climate Ambition Coalition also considers ICAO as the appropriate forum
to address emission reductions in the aviation industry.

537 1V C5, C8.
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6. CONCLUSIONS

Globally, there is an increasing recognition of the urgency to address climate change and its far-
reaching impacts. Mobilised finance flows, however, fall significantly short of the requirements for a
sustainable and equitable shift towards a low-carbon, climate-resilient future. To close the gap, in-
novative financial mechanisms are needed that can generate substantial funding. This report as-
sessed four potential international instruments — a Fossil Fuel Extraction Levy, a Levy on Windfall
Fossil Fuel Profits, a Levy on Plastic Polymers/Hydrocarbon, and a Levy on Jet Fuel/Kerosene in terms
of their political and technical feasibility, as well as their potential to generate revenue.

A Fossil Fuel Extraction Levy can generate significant revenue in a predictable way. It aligns with the
polluter-pays principle and - contingent on the rate chosen - can reduce the emissions and support
the transition away from fossil fuels, also reducing import dependence. In the long term, however,
the continued phase-out of fossil fuels may lead to declining revenues. The instrument will only be
effective if major fossil fuel-extracting nations can be convinced to participate. The EU as an actor is
recommended to focus on facilitating background processes, credible advocacy, broadening the
knowledge base, and conducting internal feasibility assessments regarding a fossil fuel extraction
levy to align its stance and actions coherently with global efforts.

A Levy on Windfall Fossil Fuel Profits serves to skim off excessively high profits in the fossil fuel
industry result from exceptional external developments, such as crises or conflicts. The nature of
these causes, however, means that the revenues that this instrument generates for climate finance
are inherently volatile and near impossible to predict. The OECD/G20 Inclusive Framework on Base
Erosion and Profit Shifting may be a suitable forum to make further progress on a levy on windfall
fossil fuel profits, potentially through a new Pillar Three. The EU can leverage its experience with a
comparable mechanism, the Mandatory Solidarity Contribution and share insights and data from its
implementation. Additionally, the EU could contribute to knowledge building by providing further
analysis for the (technical) challenges of implementing a levy on windfall fossil fuel profits, through
funding relevant research and facilitating exchange.

A Levy on Plastic Polymers/Hydrocarbon aims to reduce the production and consumption of virgin
plastics, in light of their effects on climate and the environment. This approach not only generates
predictable funds for climate finance but can also support the shift towards more sustainable pro-
duction and consumption of plastic. Similar to a Fossil Fuel Extraction Levy, participation of leading
polymer-producing nations is necessary for effective implementation. A potential forum to progress
on this instrument internationally could be the High Ambition Coalition to End Plastic Pollution, rep-
resenting key polymer producing countries. However, this body lacks both a formal structure and the
necessary political influence. Additionally, the levy could be advanced under the UN negotiations for
a treaty to end plastic pollution. Internally, the EU could implement a polymer levy in a basic form
to set a precedent or aim to implement it within a smaller group of like-minded countries, possibly
including defensive elements to create and protect a market that is only accessible to club members
and limits market access to others in a WTO aligned way (akin to the original idea of a Climate Club).

A Levy on Jet Fuel/Kerosene would apply the polluter-pays principle to the aviation sector and would
increase its level of taxation, helping address the significant carbon footprint. The implementation of
this levy, ideally at a global scale to minimize competitive distortions, would encourage the adoption
of more sustainable aviation practices, including the use of Sustainable Aviation Fuels, while provid-
ing predictable revenues for climate finance. The levy's success depends on aligning international
regulations and gaining support from major aviation hubs and could be facilitated by the International
Civil Aviation Organization.

For all of the instruments considered, a plurilateral approach is likely to be the most feasible option
for implementation, i.e. engaging initially with a smaller group of like-minded countries, to agree on
the basic parameters of the levy, and to subsequently implement the levy in each participating ju-
risdiction. This would have repercussions over the level-playing field. For the channeling of revenue
two questions arise: First, whether it is feasible to direct funds to an international institution, which
in some countries may face legal or constitutional obstacles if it is seen to bypass the national budget.
Second, if revenues enter the national budget first, whether these funds can be earmarked for specific
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uses, such as international climate finance or a designated fund. A plurilateral implementation is not
only more likely to be agreeable for a critical mass of countries and thus quicker to agree on, but it
is also more likely to result in an ambitious outcome: By contrast, a (near-)global agreement is more
likely to result in a watered-down compromise, which needs to make substantial concessions to be
acceptable also to the most fervent opponents. Yet such a watered-down compromise is not only
unlikely to be sufficient for attaining the goal - it may also block the political space for further nego-
tiations on an alternative, more substantial solution.

Yet, even if they are implemented only as a plurilateral effort by a limited number of countries, all
options will require the consent and cooperation of parties that have a history of blocking progress
and obfuscating processes. Oil and gas companies, the petrostates where they operate, but also the
aviation industry have been working more or less openly to either prevent progress on multilateral
climate action, or to ensure that its ambition remains limited. Yet it is some of these same institutions
that need to be convinced and brought on board for the proposed options to go forward.

Yet there is hope - for all four instruments, there are drivers that enhance their political feasibility,
as well as potential drivers. The fossil fuel extraction levy would arrive in a time when the fossil-fuel
phase-out is increasingly recognized as a necessity, and possibly an inevitability. Also, to progress
towards fossil-fuel phase-out, it is necessary to complement to the suite of established climate poli-
cies — which tend to focus on fossil fuel demand only - with others that target their supply. Levy on
windfall profits from fossil fuel extraction can be framed as a matter of fairness and (climate) justice,
as it addresses a fundamentally unjust situation, in which companies are allowed to profit from a
polluting activity and generate massive profits, paid for by consumers, in addition to the external
costs carried by future generations. Production and consumption of polymers is not only relevant as
a climate issue, but above all adds to a massive and potentially irreversible pollution problem,
through which the industry creates a massive, long-lasting externality in the form of near-universal
pollution of water, soil and biosphere. Jet fuel, finally, is increasingly recognized as one of the tough-
est nuts to crack in the transition to climate neutrality, as one of the sectors where emissions continue
to grow and show little sign of a trend change.

Interestingly, none of the four options would a priori appear as particularly sensitive in terms of the
distributional impacts they would entail. Least problematic in this regard is the jet fuel levy: since
flying disproportionately increases with income, it would generally be progressive, i.e. placing a
higher burden on those with higher incomes. Likewise, the windfall profit levy would be socially
balancing almost by definition: while the windfall profits themselves are most likely socially unjust,
imposing a high burden on poorer household, a levy to recover the profits and redistribute part of
the revenue would (partly) correct the original injustice. The fossil fuel extraction charge could have
a regressive effect if and when it affects global fuel prices - yet for this to happen, it would first need
to cover a sufficient share of the global supply. And even then, the experience with implementing
carbon pricing provides ample conceptual approaches and practical solutions for addressing its dis-
tributional effects.

In terms of competitive effects, all four instruments require coordinated multilateral action to avoid
imbalances, market distortions and (carbon) leakage, and thereby to increase their political feasibil-
ity. The intensity of the potential competitive distortions, however, differs between the instruments.
For the levies on fossil fuel extraction and polymers, the case is clearest, since they both are homog-
enous goods traded on a unified and competitive global market. Increasing production cost for some
producers may thus cause them to lose in market share, with suppliers from other countries stepping
in. The case is least clear-cut for a windfall profit levy, as this does not affect the direct production
cost. There may be indirect effects as the windfall levy may reduce the capacity of affected companies
to invest, yet the extent of this effect is uncertain.

A crucial factor for the likelihood that an agreement can be negotiated internationally is the addi-
tionality of the effort, i.e. whether the issue is already (seen to be) addressed through a multilat-
eral instrument in other contexts. This is most critical for aviation — with CORSIA, there is an existing
international solution. While this may be considered as insufficient and criticized for lacking ambition,
it is what the sector agreed on. For a fossil fuel extraction levy, the argument can be raised that it
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overlaps to some degree, with carbon pricing systems implemented in a growing number of jurisdic-
tions worldwide. For windfall profits and polymers, less overlap.

The assessed instruments have significant potential to contribute to global climate finance. However,
their success hinges on the ability to generate international momentum, align interests, and create
mechanisms that are perceived as fair and equitable across different economic and social contexts.
This report provides a scoping analysis for policymakers to consider as they seek pathways to mobi-
lise the necessary finance to meet global climate goals.
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Getting in touch with the EU

In person

All over the European Union there are hundreds of Europe Direct centres.
You can find the address of the centre nearest you online (european-
union.europa.eu/contact-eu/meet-us_en).

On the phone or in writing

Europe Direct is a service that answers your questions about the European
Union. You can contact this service:

— by freephone: 00 8006 7 8 9 10 11 (certain operators may charge for
these calls),

— at the following standard number: +32 22999696,

— via the following form: european-union.europa.eu/contact-eu/write-us_en.

Finding information about the EU

Online

Information about the European Union in all the official languages of the EU is
available on the Europa website (european-union.europa.eu).

EU publications

You can view or order EU publications at op.europa.eu/en/publications.
Multiple copies of free publications can be obtained by contacting Europe
Direct or your local documentation centre (european-union.europa.eu/contact-
eu/meet-us_en).

EU law and related documents

For access to legal information from the EU, including all EU law since 1951
in all the official language versions, go to EUR-Lex (eur-lex.europa.eu).

EU open data

The portal data.europa.eu provides access to open datasets from the EU
institutions, bodies and agencies. These can be downloaded and reused for
free, for both commercial and non-commercial purposes. The portal also
provides access to a wealth of datasets from European countries.
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