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Séanadh
Is í an Oifig Buiséid Pharlaiminteach (OBP) a d’ullmhaigh an doiciméad seo mar áis do Chomhaltaí Thithe an
Oireachtais ina gcuid dualgas parlaiminteach. Ní bheartaítear é a bheith uileghabhálach ná críochnúil. Féadfaidh an
OBP aon fhaisnéis atá ann a bhaint as nó a leasú aon tráth gan fógra roimh ré. Níl an OBP freagrach as aon tagairtí
d’aon fhaisnéis atá á cothabháil ag tríú páirtithe nó naisc chuig aon fhaisnéis den sórt sin ná as ábhar aon fhaisnéise
den sórt sin. Tá baill foirne an OBP ar fail chun ábhar na bpáipéar seo a phlé le Comhaltaí agus lena gcuid foirne ach ní
féidir leo dul i mbun plé leis an mórphobal nó le heagraíochtaí seachtracha.

Disclaimer
This document has been prepared by the Parliamentary Budget Office (PBO) for use by the Members of the Houses of
the Oireachtas to aid them in their parliamentary duties. It is not intended to be either comprehensive or definitive.
The PBO may remove, vary or amend any information contained therein at any time without prior notice. The PBO
accepts no responsibility for any references or links to or the content of any information maintained by third parties.
Staff of the PBO are available to discuss the contents of these papers with Members and their staff, but cannot enter
into discussions with members of the general public or external organisations.
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Abstract
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Abstract1

2

This paper sets itself in the wider context of recent institutional reforms to Ireland’s budget process. It investigates
alternative approaches to better integrate climate-related considerations into the budgetary process. The paper is
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divided into two main sections. The first part deals with the issue of climate change. It provides an introduction to it,
analyses historical trends and future projections for different greenhouse gas emissions sectors in Ireland with a
particular focus on agriculture and transport, and reviews EU and International frameworks and climate commitments.
The second part of this work illustrates the core research. By making use of first-hand survey evidence obtained through
the European Centre for Parliamentary Research and Documentation (ECPRD), which helps gather information on other
countries’ approaches, this paper answers the following questions: do other jurisdictions adopt specific budgetary
frameworks dealing with climate change?; if they do, what strategies do they adopt?; and how do they compare in
terms of climate-related tax revenues and expenditure?
The findings indicate that for most of the countries that were analysed, climate change has no special position in the
annual budgetary process. There is no independent budgetary framework that includes all measures, programmes and
objectives related to climate protection, and that is deliberated upon separately. However, it is still possible to identify
key learnings and useful case studies. Ireland is not found to lag behind the average ECPRD country; however, four
countries – Austria, Sweden, Italy and Norway – adopt budget frameworks that incorporate climate-related issues
to a greater extent.
Four reform options are proposed on the basis of an analysis of the original elements of the four case studies and of
an assessment of the strengths and weaknesses of Ireland’s current framework: 1) Having a short section on what is
done in the Budget in relation to climate change in the Annual Budget Statement (or Budget speech) of the Minister
for Finance and Public Expenditure and Reform; 2) Publishing a Supplementary Report alongside the Budget; 3)
Strengthening the Performance-based Budgeting Framework that is already in place; 4) Making use of Public
Expenditure Reviews and produce regularly spending review papers addressing climate-related topics.

1

This paper was prepared by Jacopo Bedogni, Head of Budgetary Research in the Parliamentary Budget Office. For further information contact
jacopo.bedogni@oireachtas.ie or pbo@oireachtas.ie.
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Introduction

In recent years many countries have implemented several reforms aimed at strengthening their budget process:
n

3

Performance-based budgeting and spending reviews are now widely adopted budgetary tools to assess

n

Fiscal rules (such as debt, balanced budget or spending rules) and medium-term expenditure frameworks
have strengthened the budgetary architecture in a way that is conducive to prudent and sound fiscal policy;

n

Independent Fiscal Institutions (IFIs) have improved scrutiny by Parliament and the public of government actions;

n

Equality Budgeting initiatives have been carried out in recognition of the fact that budget measures can impact
on equality dimensions (e.g. having different gender impacts).

Economic crises and the surge of a stronger public demand for government transparency and accountability have been
the key drivers of these institutional developments. Ireland has not been immune to these changes as all these reforms
are now part of its budgetary architecture, even if some of them are still at an early stage of development.
This paper is set out in this context. It investigates alternative approaches to better integrate climate-related
considerations into Ireland’s budget process.

Present bias and political economy considerations
There is an economic rationale for strengthening the budget process to address climate change more effectively.
Individuals are generally present-biased and have a preference for smaller-sooner rewards over larger-later payoffs.
The presence of this bias means that in evaluating trade-offs people would prefer not to incur short-run costs in
exchange for potentially uncertain long-run benefits. Climate change is seen as a long-term risk whose main costs will
occur many years into the future and are less likely to affect individuals in the short-term. Most of the benefits of today’s
investments in mitigation and adaptation to climate change will accrue to future generations. As a result, given that
climate change tends not to be perceived as an immediate priority by the current generation, which will benefit less than
the future one, this is rarely prioritised in actual budget decisions. There are weak incentives for Government to legislate
in this area as they are held accountable to current electorate who will bear the direct costs. For further information on
these issues, Appendix 1 discusses the choice of the discount rate, which is a key input in Cost Benefit Analyses (CBAs)
of capital projects, and it is used to convert costs, benefits and income flows that arise in the future into their present
(today’s) value.
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the rationale, productivity and impact of government programmes;
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Externalities and reasons for public intervention
There exists also a rationale for public intervention, given that in the absence of such intervention individuals and firms
would not internalise the full costs to society of actions causing emissions and pollution. The influential Stern Review on
the Economics of Climate Change, commissioned by the Government of the United Kingdom, defines climate change as

4

the greatest market failure the world has ever seen. Market prices tend not to incorporate fully the wider costs to society
of activities generating emissions and pollution. As such, public intervention through environmental taxes or regulation
is used to increase the price of these activities and allow economic agents to internalise the costs of the negative

An Approach to Better Incorporate Climate-related Considerations into the Budget Process

external environmental effects on other individuals or activities. In addition to setting a price on environmentally
harmful activities (which aims to provide an economic disincentive and change behaviours), environmental taxes
can help raise Government revenues, which in turn can be used to reduce taxes on productive inputs such as labour.

Ireland’s climate change targets
Ireland is subject to EU 2020 and EU 2030 climate change commitments which establish binding emission and energy
efficiency targets. In 2007 the EU made a unilateral commitment to reduce its greenhouse gas emissions to 20% below
1990 levels by 2020. This commitment, together with a 20% renewable energy target and a 20% energy efficiency target,
was translated into EU legislation through the Climate and Energy Package, which was agreed by Council and Parliament
at the end of 2008. Furthermore, the 2030 Effort Sharing Regulation extends the 2020 framework and sets more
stringent targets relative to 1990. For the EU, these are at the least a 40% reduction in greenhouse gas emissions,
and according to the latest position a 32% share target for renewable energy and a 32.5% improvement in energy
efficiency2. To enable the achievement of EU targets, individual Member States such as Ireland are given specific targets.
However, the latest 2018 Environmental Protection Agency (EPA)’ projections indicate that Ireland is unlikely to reach its
EU 2020 and 2030 targets without introducing new major policies. Potential fines associated with breaching emission
targets or costs of purchasing allowances from the other Member States (which are over-compliant) are likely to impact
negatively on the public finances in the medium-term. The Department of Finance indicates3 that Ireland could risk fines
worth €600 million annually from 2021 to 2030 if the targets are not achieved. However, this might be an unlikely
scenario in light of the flexibilities available under the 2030 Effort Sharing Regulation and the potential to purchase
surplus credits from other Member States.

Existing trade-offs
There are also important trade-offs between climate change goals and other sectors or policy objectives that should
be considered. Building roads or giving certain fuel allowances can increase carbon emissions, but it can also help meet
economic and social objectives such as advancing less developed regions or supporting households on a low income in
heating their homes. The dispersed nature of Irish population also means that certain investments in public transport
might not be economically viable. In Ireland, agriculture is the largest source of greenhouse gas emissions, accounting

2

http://europa.eu/rapid/press-release_STATEMENT-18-3997_en.htm; http://www.europarl.europa.eu/news/en/press-room/20180614IPR05810/
energy-new-target-of-32-from-renewables-by-2030-agreed-by-meps-and-ministers.

3

https://webarchive.oireachtas.ie/parliament/media/committees/pac/reports/periodicreportnov-dec2017/pac-periodic-report-9-nov-to-14-dec-2017final.pdf.
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for 32.3% of total national emissions; however, it is also a vital sector of the Irish economy. The agri-food sector in
Ireland accounts for 7.8% of Modified Gross National Income (GNI*), 10.3% of merchandise exports and 8.6% of
employment (DAFM, 2018)4. This sector is very important for rural Ireland. The agriculture sector is also highly
dependent on EU income supports through the Common Agricultural Policy (CAP), with sectors such as cattle and sheep
being totally dependent on EU direct payments5. The financial resources available through the CAP are expected to be
reduced in the new EU Budget. The implementation of measures to reduce emissions in agriculture, such as reducing

5

livestock numbers, will have to take account of their potential negative impact on food production, food prices, Irish

Research strategy and findings
Ireland’s approach to climate-change policy tends to be ‘decentralised’ in line departments. The Department of
Communications, Climate Action and Environment is the lead department in relation to climate policy and implements
several initiatives and plans in this area. Other ‘climate-relevant’ departments such as the Department of Agriculture,
Food and Marine, the Department Transport, Tourism and Sport, and the Department of Housing, Planning and Local
Government are also involved. At a central level, the Revised Estimates for Public Services (REV) publication prepared
by the Department of Public Expenditure and Reform (DPER) includes chapters for the departments mentioned above
which, for certain expenditure programmes, detail output targets, context and impact indicators linked to climate
and energy policy. This is done as a part of Ireland’s Performance-oriented Budgeting Framework.
To investigate the potential to strengthen this approach, this paper relies on first-hand survey evidence obtained
by the PBO through the European Centre for Parliamentary Research and Documentation (ECPRD). This helps gather
information on other countries’ approaches. In particular, we are interested in understanding if other jurisdictions
adopt specific budgetary frameworks dealing with climate change; if they do, what strategies they adopt; and how
they compare in terms of climate-related tax revenues and expenditure.
Overall, evidence from ECPRD indicates that for most of the countries that were analysed6, climate change has no special
position in the annual budgetary process. There is no independent budgetary framework that includes all measures,
programmes and objectives related to climate protection, and that is deliberated upon separately. However, it is still
possible to identify key learnings and useful case studies. Ireland is not found to lag behind the average ECPRD country;
however, four countries (Austria, Sweden, Italy and Norway) adopt budget frameworks that incorporate climate-related
issues to a greater extent. A more in-depth analysis of their experiences is provided.

4

https://www.agriculture.gov.ie/media/migration/publications/2018/January2018Factsheet120118.pdf.

5

For an overview of the Common Agricultural Policy (CAP) in Ireland see PBO Briefing Paper 9 of 2018. https://data.oireachtas.ie/ie/oireachtas/
parliamentaryBudgetOffice/2018/2018-08-17_an-overview-of-the-common-agricultural-policy-cap-in-ireland-and-potential-regional-and-sectoralimplications-of-future-reforms_en.pdf.

6

27 countries: Andorra, Austria, Canada, Croatia, Czech Republic, Finland, Estonia, Finland, France, Georgia, Germany, Greece, Hungary, Israel, Italy,
Latvia, Lithuania, Netherlands, Norway, Poland, Portugal, Slovak Republic, Spain, Sweden, Switzerland, Turkey and UK.
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exports and returns to the primary producer.
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On the basis of an analysis of the original elements of the four case studies and of an assessment of the strengths
and weaknesses of Ireland’s current framework, four proposed options are suggested:
A. Having a section in the Annual Budget Statement. This maintains and potentially expands the current state
of play, which entails a short summary in the Annual Budget Statement (or Budget speech) of the Minister

6

for Finance and Public Expenditure and Reform of what is done in the budget in relation to climate change.
B. Publishing a Supplementary Report alongside the Budget. This would go beyond having a section in the
financial statement where only some selected new budget measures are mentioned. This document would
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deal with: the identification of the main budget allocations and tax measures that can have a significant impact
on climate change; the quantification of the implications for greenhouse gas emissions of the above identified
climate-relevant measures; and an analysis of how such measures will contribute to the achievement of the
EU and national targets.
C. Strengthening the Performance-based Budgeting Framework. The third option would entail reinforcing
the current performance-oriented budgeting framework. This could be done by improving linkages between
performance indicators and funding; by providing a short analysis of the most important drivers of the changes
in these indicators; and by setting targets and impact indicators over the medium-term and not only for the
current year.
D. Making use of Public Expenditure Reviews. Public expenditure reviews are instruments used to assess
Government expenditure on the basis of the principle of efficiency, effectiveness and impact. They can play a key
role in mainstreaming climate change considerations into the budgetary process. For the Spending Review 2017,
2 out of 18 papers covered environmental and climate change issues. However, up until now, there are no papers
dealing with climate change as a part of the Spending Review 2018 (26 papers were published in July). There is
potential to build upon this work and produce regularly spending review papers addressing climate-related
topics.
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1.

An Introduction to Climate Change

Climate change can be understood as long lasting significant changes to the mean temperature and/or variability of

7

climate. While a certain component of climate change is due to natural factors, it is well-acknowledged that human (i.e.
homes are examples of widespread human activities that by burning fossil fuels such as coal, oil and gas increase the
amount of greenhouse gases in the atmosphere. A higher concentration of greenhouse gases such as carbon dioxide
(CO2, which is the most widespread gas), methane (CH4) and nitrous oxide (N2O) traps more heat in the atmosphere and
contributes to global warming and to oceans acidification through the uptake of carbon by oceans.
Since the pre-industrial era, global average temperatures have increased by nearly 1˚C. According to the
Intergovernmental Panel on Climate Change (IPCC), which is the leading international body for the assessment
of climate change, it is very likely that CO2 emissions produced by human economic activity have been the main driver
of the increase in temperatures since 1950 (IPCC, 2014)7. Higher global average temperatures contribute to warmer
oceans, increased average sea levels, diminished amounts of snow and ice, heavier rainfall and increased likelihood
of extreme weather events. While most of the negative consequences will be felt in the long-term, climate change has
already started having some impacts on people, particularly on those living in poorer areas. Future projections foresee
a worsening of these climate trends without sustained reductions in the levels of greenhouse gas emissions.
Developments in Ireland are consistent with these global trends. Research carried out by the Environmental
Protection Agency8 found that:
n

mean temperatures in Ireland increased by 0.7˚C between 1890 and 2008 (0.4˚C over 1980-2008);

n

6 of the 10 warmest years in Ireland have occurred since 1990;

n

the number of frost days has reduced;

n

Annual rainfalls in northern and western areas have increased (i.e. the flooding event in Donegal in 2017)
with decreases or small increases in the south and east.

In addition to technological advancements, changes in economic activity and population growth, climate policy can play
a lead role in tackling these trends trough the adoption of sound mitigation (public policies which reduce emissions) and
adaptation policies (actions which increase society’s resilience to adverse climate events). The carbon tax represents
probably the most influential policy instrument as initially proposed by economist Arthur Pigou. According to Pigou,
goods causing pollution should be taxed to better reflect the costs to society, thereby internalizing the negative
environmental effects. This tax should be equal to the marginal damage cost. This of course does not mean that the level
of pollution should be equal to zero, but that a certain efficient level of pollution for society as a whole can be found.
Appendix 2 deals with the issue of setting a price on carbon through tax, trading or regulation, as a key element of
climate-change policy.

7

IPCC, 2014: Climate Change 2014: Synthesis Report. Contribution of Working Groups I, II and III to the Fifth Assessment Report of the
Intergovernmental Panel on Climate Change.

8

http://www.epa.ie/climate/communicatingclimatescience/whatisclimatechange/whatimpactwillclimatechangehaveforireland/.
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anthropogenic) activity has played a significant role in driving climate change. Flying planes, driving cars and heating
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2. Historical Trends and Future Projections for
Different Emissions Sectors in Ireland

8

The previous section highlighted that greenhouse gas emissions generated by human activity are a key driver of climate
change. This section provides background context to this study and analyses historical and future trends for the main
(expressed in million tonnes of CO2 equivalent – Mt of CO2e) over the period 1990-2016. Total emissions increased by
27% from 1990 to 2001, the year in which these peaked to 70.6 Mt of CO2e. Emissions remained relatively stable but at a
high level until 2008 and decreased by 15% from 2008 to 2011 (to 57.11 Mt of CO2e). Since then the trend reversed with
emissions increasing by 7.8% from 2011 to 2016 (to 61.55 Mt of CO2e). Emissions in 2016 were still 12.8% below 2001’s
peak, but nearly 11% above 1990 levels. The return to strong economic growth has been the main factor explaining the
recent increase in greenhouse gas emissions.

Figure 1: Ireland’s greenhouse gas emissions by sectors over 1990-2016
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emissions sectors in Ireland. Figure 1 below shows the general trend in total national greenhouse gas emissions
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Figure 1 also highlights the main contribution by sector to Ireland’s total greenhouse gas emissions. In 2016, agriculture,
transport and the energy industry were the largest sources of emissions (32.3%, 20% and 20.4 respectively), followed
by the residential sector (9.8%). While the share of emissions from agriculture has been fairly stable overtime (averaging
32% over 1990-2016), the share of emissions from transport has increased dramatically, from 9.3% in 1990 to 20% in
2016. Over the period 1990-2016, greenhouse gas emissions from transport increased by 139.3%, while emissions from
agriculture decreased by 2.4%.

9

Each country has its own characteristics and is subject to different starting points. For Ireland, its distinctive starting
(through emissions reduction targets), which will be addressed later on in the paper, each Member State is responsible
for managing greenhouse gas emissions in the following non-ETS sectors: agriculture; transport; built environment;
residential; commercial/institutional; waste; and non-energy intensive industry.
By contrast, the Emissions Trading System (ETS) is a system regulated by the EU, which deals with emissions produced
by large-scale facilities. The EU ETS operates by setting an EU-wide ceiling on the total amount of emissions. While
Governments are responsible for non-ETS reductions, companies are responsible under the ETS. For Ireland, the vast
majority of greenhouse gas emissions come from non-ETS sectors (71% vs an EU average of 55%). Agriculture and
transport account for more than 70% of non-ETS emissions.

Figure 2: Emissions Projections by sector out to 2035 under the WAM scenario
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point is the large contribution to emissions from agriculture. Under the EU framework for climate change mitigation
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Emissions Projections out to 2035 are produced annually by the Environmental Protection Agency (EPA) using
two scenarios: ‘With Existing Measures’ (WEM) and ‘With Additional Measures’ (WAM)9.
Projections under the WAM scenario show that total emissions are expected to increase by 2% from 2016 to 2020
(to 62.9 Mt of CO2e) and to decrease by 1% by 2030 (to 60.70 Mt of CO2e). As it stands, Ireland is not on the right

10

trajectory to reach its national long-term 2050 targets in electricity generation, built environment and transport.
In 2020, agriculture (33% – 20.5 Mt of CO2e), transport (23% – 14.4 Mt of CO2e) and energy industries
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(18% – 11 Mt of CO2e) will contribute the most to emissions. This composition will be broadly unchanged by 2030.
The projections highlight the challenges faced by Ireland to achieve compliance with EU emissions reduction targets.
Under the WEM scenario, Ireland’s emissions levels from non-ETS sectors are expected by 2020 to be 0% to 1% less
than 2005 levels. This compares to a target reduction of 20%. Compliance was achieved from 2013 to 2015, but annual
limits were exceeded in 2016 (and are projected to be exceeded for each year out to 2020). Over 2013-2020, Ireland is
projected to exceed cumulatively its targets by nearly 17 Mt of CO2e.
Projections for the main emission sectors indicate that under the WAM scenario:
n

Emissions from transport will increase by 9.4% from 2017 to 2020 (14.39 Mt of CO2e) and by 8.9% over
2017-2030 (14.32 Mt of CO2e). This increase will be driven by projected strong growth in diesel fuel consumption,
which would only see a decline beyond 2025 with the larger take-up of electric cars;

n

Emissions from agriculture will be 1.1% higher over 2017-2020 (20.5 Mt of CO2e) and 3.3% higher from 2017
to 2030 (20.94 Mt of CO2e). This will be driven by an increase in animal numbers (particularly dairy cows herd)
and in nitrogen fertiliser use;

n

Emissions from the energy industry sector (largely covered under the EU ETS) are expected to decrease by 8%
over the period 2017-2020 (11.08 Mt of CO2e) and by 38% by 2030 (7.48 Mt of CO2e) due to a higher contribution
from renewables and a gradual substitution across fossil fuel types (gas for peat).

Furthermore, Ireland’s achievement of EU targets will require10:
n

an increase in the share of renewable energy in final energy use from the current 9.1% to a target of 16%
by 2020 (with sub-targets for transport, heat and electricity);

n

a 20% saving in energy use relative to the historic average from 2000 to 2005.

While the use of renewables for electricity generation increased significantly in the last 20 years (particularly wind
and hydro), Ireland still over-relies on fossil fuels (indigenous peat and imported coal) to meet electricity generation
demands. There is also a large dependency on fossil fuels in the residential and commercial sectors for heating.

9

http://www.epa.ie/pubs/reports/air/airemissions/ghgprojections2017-2035/EPA_2018_GHG_Emissions_Projections_Summary_Report.pdf. The WEM
scenario assumes no additional policies and measures beyond those already in place by the end of 2016. The WAM scenario assumes the further
implementation of the renewable and energy efficiency policies set out in the National Renewable Energy Action Plan and the National Energy
Efficiency Action Plan. It must be noted that these projections do not incorporate the effects of policies in the National Development Plan or the
full impact of those included in the 2017 National Mitigation Plan.

10

https://www.seai.ie/about/irelands-energy-targets/.
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Box 1: Focus point on Transport – ‘The fastest growing emissions sector’
In 2016, transport accounted for around 28% of non-ETS emissions in Ireland, approximately 12.2 Mt of CO2e. Almost
the totality (96%) of transport emissions arise from road transportation, particularly due to private passenger car
use. In recent years, there has been a dramatic change in the composition of private cars, with diesel substituting
petrol cars. In 2016, the number of passenger diesel cars increased by 11.9%, while petrol cars number decreased by
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5.7% (EPA, 2016)11. Sales of electric vehicles remain relatively low, with currently 5,444 electric vehicles and plug-in
hybrids on Irish roads12. Emissions from transport are projected to increase at the second fastest average annual
overall economy. Strong economic activity means more people commuting to work and more goods being delivered.
In Ireland, while the gap between spending on roads and on public transport has narrowed in recent years, the
transport budget has historically been dominated by spending on roads (around 70% over the period 2005-2012
(IGEES 201713)). While this contributed substantially to the development of the national road network, this type of
investment is in theory one of the least environmentally sustainable, particularly compared to investments in public
transport. However, the majority of the transport public fleet in Ireland is still highly dependent on diesel, with little
use of renewable energy. For heavy transportation vehicles that travel very long distances, however, diesel is still
considered the most efficient and viable source of energy. Out to 2021, the Department of Transport has received an
allocation of around 30% of the total exchequer capital envelope as set out in the Capital Plan. The focus will still be
on investments on roads.
Data from the CSO’ National Travel Survey 201614 shows that private cars are the most widespread mode of transport
in Ireland as they account for 74% of all journeys. Data also indicated an increase in both journey distance and
duration, mostly for the purpose of work. Due to strong economic and population growth in recent years, road usage
has already surpassed 2008 peak levels. Congestion problems are particularly evident in urban areas. Therefore, the
key challenge will be to decouple projected strong economic growth from emissions generation. Research has found
that the most important factors behind the reduction in emissions in the EU have been innovation in low-carbon
technologies and States policies. It will be important to stimulate these two factors to reduce emissions in the future.
There are also some key issues to emphasize in relation to Government tax revenues. A significant fraction of tax
revenues come from the transport sector (i.e. excise duty on fossil fuels, carbon tax, Vehicle Registration Tax (VRT),
etc.,). This is estimated to be nearly 10% of Ireland’s tax revenues (Morgenroth, 2018)15. On a cross-country basis, this
is a relatively high percentage. In addition, tax breaks and subsidies are provided to incentivise the use of more
environmentally friendly approaches. Consideration is currently being given by the Department of Finance as to how
this revenue base, which currently makes up a significant proportion of Ireland’s tax receipts, can be preserved16.
Some countries such as the UK are moving towards road user charges.
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http://www.epa.ie/pubs/reports/air/airemissions/ghgemissions2016/Report_GHG%201990-2016%20April_for%20Website-v3.pdf. However, latest data
from SIMI (The Society of the Irish Motor Industry) Quarterly Report (https://www.simi.ie/en/motorstats/quarterly-report) suggests a potential change
in this trend. In the first half of 2018, new diesel registrations accounted for 56% of the market, a decline from 66% in the first half of 2017, while
petrol cars accounted for 38% of the total, up from 30% in the first half of 2017. The National Development Plan proposes that no non-zero emission
vehicles will be sold in Ireland from 2030 (https://www.per.gov.ie/en/national-development-plan-2018-2027/).
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https://www.seai.ie/sustainable-solutions/electric-vehicles/.

13

Fionn Jenkinson, Daniel O’Callaghan, Pádraic Reidy, Fiona Kane and Seán Prior (2017), ‘Strategic Public Infrastructure: Capacity and Demand Analysis’,
Staff Papers, Department of Public Expenditure and Reform.

14

https://cso.ie/en/releasesandpublications/ep/p-nts/nts2016/keyf/.

15

Edgar Morgenroth in Committee on Budgetary Oversight debate on ‘Environmental Impact of Fiscal Instruments: Discussion’, Tuesday, 8 May 2018.
https://www.oireachtas.ie/en/debates/debate/committee_on_budgetary_oversight/2018-05-08/3/.

16

https://www.finance.gov.ie/wp-content/uploads/2018/07/TSG-18-07-Environmental-Taxes-Paper-GK.pdf.
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growth rate (1.9%) out to 2025. Trends in transport emissions are very closely connected to the performance of the
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Box 2: Focus point on Agriculture – ‘The largest emissions sector’
On the one hand, the agriculture sector lays open to the risks of climate change, as farming directly depends on
environmental and weather conditions. On the other hand, the sector generates greenhouse gas emissions, which
are a key driver of climate change. Emissions from agriculture accounted for 45% of Ireland’s non-ETS emissions in
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2016, nearly 20 Mt of CO2e. The main factors underpinning these emissions are enteric fermentation (56%)
followed by nitrogen fertiliser use (28%) and manure management (9.7%). Emissions have increased further since
2015 due to the market opportunities arising from the removal of milk quotas on dairy production. From 2012 to
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2017, dairy cow numbers increased by 26% and milk production by 38.8% (CSO)17.
The agriculture sector is highly reliant on the income and market supports provided by the EU Common
Agricultural Policy (CAP). The CAP’s main objectives are to provide a stable supply of affordable food for EU
citizens and a fair standard of living for farmers. In the early stages of CAP implementation, EU dairy farmers were
guaranteed a price for their milk considerably higher than on world markets, regardless of market needs. This led
to overproduction. Milk quotas were then introduced to address oversupply issues. In 2013, the ‘Greening’ reform
placed environmental concerns at the centre of agriculture policy by introducing several programmes which linked
incentives to the application of environment-friendly practices. ‘Green’ direct payments now account for 30% of
CAP payments. However, Ireland still uses significant amounts of nitrogen fertiliser. More effort is also required to
achieve forestry long-term targets and increase national forest cover from the current 11% to 18% by 2050 (CCAC,
2017)18.
It must also be noted that in comparison with other emissions sectors such as transport, technological progress
has less potential to reduce emissions in agriculture, without affecting activity levels (i.e. production). For
example, if all vehicles were to become electric, transport emissions would be curtailed radically but activity levels
could still be the same. By contrast, a reduction in emissions from agriculture will likely result in a contraction of
the sector. As such, the implementation of measures to reduce emissions, such as reducing livestock numbers, will
have to take account of their potential negative impact on food production, food prices, Irish exports and returns
to the primary producer. Finally, it is worth highlighting that the footprint of Irish dairy and beef production is
amongst the lowest in Europe due to the grass-based system of Irish agriculture (Teagasc, 2017)19.
Food Wise 202520 (a 10-year growth strategy for the Irish agricultural economy) recognises the importance of
building sustainability and resilience within the agri-food sector. The report notes that the food production system
must be focussed on managing and sustaining Ireland’s natural resources as they are on increasing production.
The 2014 National Policy Position on Climate Action outlines Ireland’s long-term vision for agriculture. It is based
on an approach to carbon neutrality and land use, in tandem with the objective of sustainable food production.

17

https://www.cso.ie/en/statistics/agriculture/.

18

http://www.climatecouncil.ie/media/ClimateChangeAdvCouncil_AnnualReview2017FINAL.pdf.

19

https://www.teagasc.ie/publications/2017/reducing-greenhouse-gas-emissions-from-agriculture.php.

20 https://www.agriculture.gov.ie/foodwise2025/.
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3.

EU and International Commitments

Emissions trends and Ireland’s efforts to tackle climate change must be seen in the context of a wider EU commitment,
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which is also reflective of international agreements aimed at fighting against climate change. The next two sections

3.1

Emissions Trading System and Effort Sharing Decision

On December 2008, the European Parliament adopted the Climate and Energy Package 2020, widely-known as the
20-20-20 package. This was a proactive response to the renegotiation of the 1997 Kyoto Protocol – an international
treaty which commits State parties to reduce greenhouse gas emissions to temper the growth in global warming.
The Climate and Energy Package 2020 is a package of measures which set out the following climate and energy
targets to be achieved by 2020 within the overall EU:
1. a reduction by 20% in greenhouse gas emissions from 1990 levels;
2. a 20% target of EU energy from renewables;
3. a 20% improvement in energy efficiency.
As mentioned before, there are two systems covering different emissions sectors: the Emissions Trading System
(ETS) and the Effort Sharing Decision (ESD or non-ETS). The ETS deals with the emissions produced by the electricity
generated from large industrial power plants and other categories of industry such as cement. The ETS covers 45% of
the EU’s total greenhouse gas emissions and sets a 10% target reduction by 2020 relative to 2005 levels, and 43% by
2030. The ETS is managed by the EU Commission. The Effort Sharing Decision covers the other emissions sectors for
which Member States are deemed to be legally liable and binding targets are set over the period 2013-2020.
In Ireland’s case, the ETS deals with a lower amount of total emissions (29%), while the large majority (71%) is covered
by the ESD. Under the ESD, Ireland must meet annual and cumulative targets for emissions reduction over the period
2013-2020. Ireland must reduce its non-ETS emissions by 20% by 2020 relative to 2005 levels. This is the most stringent
national target, which is shared with Luxembourg and Denmark (the average reduction target for the EU-28 is 10%).
Wealthier countries, as measured on a GDP per capita basis, have more ambitious targets, in general, than lower GDP
Member States. Emissions from 2013 to 2015 were below their annual targets, however annual limits were exceeded in
2016 and will be missed in each following year out to 2020. Cumulatively, over the period 2013-2020, under the WAM
scenario produced by the EPA, Ireland is projected to exceed its target by 16.3 Mt of CO2e. In 2020, non-ETS emissions
are projected to be 0% to 1% less than 2005 levels. Over-achievements of annual targets before 2016 can be used to
meet annual limits in the following years. Furthermore, Member States (MSs) can sell or purchase emission allocations
from other MSs in surplus. The majority of the EU countries are expected to meet their 2020 emissions targets, with the
exception of Ireland, Malta, Belgium, Germany, Luxembourg, Austria and Finland.
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review these institutional arrangements.
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The EU Renewable Energy Directive 2009/28/EC sets a legally binding target for Ireland of 16% of energy demand being
met from renewable sources by 2020. The Sustainable Energy Authority of Ireland (SEAI) indicates that only 9.5% of
Ireland’s overall energy consumption in 2016 was met from renewable sources. This share is forecast to be between
13.2% and 15.4% by 2020. Analysis carried out by the SEAI in 201621, suggested that the cost to Ireland of not meeting
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this target could be in the range of €65 million to €130 million for each percentage point of shortfall from the target. The
Department for Communications, Climate Action and Environment reports that such costs could be below the lower end
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of the range suggested by SEAI, depending on market conditions when purchases are made22.

3.2

EU Effort Sharing Regulation 2030

Beyond 2020, a new EU framework for the non-ETS sectors adopted on 14 May 2018, the Effort Sharing Regulation,
will be the successor of the Effort Sharing Decision. The Effort Sharing Regulation sets more a stringent target consistent
with the principle of ‘progression’: a reduction in EU greenhouse gas emissions in non-ETS sectors by 30% by 2030,
relative to 2005 levels. Similarly to the previous framework, there will be annual limits for each Member State set over
the period 2021-2030. For Ireland, the main target is a 30% reduction by 2030 compared to 2005 levels. The new
framework includes additional flexibilities: Member States can make use of emissions removals from Land Use, Land
Use Change and Forestry (LULUCF) and avail of a once-off limited transfer of allowances from the ETS sector. If Ireland
were to rely on both types of flexibilities, this would reduce Ireland’s 2030 emissions target to 20.4%, relative to 2005
levels. However, current EPA projections indicate that Ireland will be exceeding the projected annual emission
allocations over 2021-2030 by between 47 and 52 Mt of CO2e even assuming the use of flexibilities.
In relation to renewable energy targets, the EU has set itself a target of 32% energy coming from renewables by 2030.
Each Member State can determine the most cost effective level of renewable energy, but it must be compatible with the
EU’s target. Ireland’s target will be detailed in the forthcoming National Energy and Climate Plan, whose first draft must
be submitted to the European Commission by end 2018, with the final draft completed by end 2019.
The EU has also set an ambitious long-term goal of reducing greenhouse gas emissions by 80% by 2050 compared
to 1990 levels. Several countries, including Ireland, have also followed this example.

21

https://www.seai.ie/resources/publications/Ireland___s-Energy-Targets-Progress-Ambition-and-Impacts.pdf.

22 https://www.oireachtas.ie/en/debates/question/2018-05-31/31/.
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3.3

International Agreements

Ireland has historically supported international action to fight against human-induced climate change. Ireland is a Party
to the United Nations Framework Convention on Climate Change (UNFCCC), which is an international treaty on climate
change adopted in 1992 and ratified in 1997. The treaty’s objective is the stabilisation of greenhouse gas concentration
to prevent dangerous human interference on climate change. The UNFCCC sets out non-binding commitments for
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emission reductions by individual countries. The States parties meet annually during Conferences of the Parties (COP) to
assess progress on climate change. In 1997, the Kyoto Protocol extended the UNFCCC and set legally binding emission
extended targets further out to 2020. As a Member of the EU, Ireland contributes to the achievement of the EU’s
emission reduction target. There are two distinct periods of commitment:
n

from 2008 to 2012, which were meet by the EU;

n

from 2013 to 2020, which the EU is on track to meet.

The Paris Agreement, which was adopted in 2015 and entered into force in 2016, extended the framework for emissions
reduction, adaptation to climate change and international climate finance23 beyond 2020. The Paris Agreement requires
the submission of nationally determined contributions and implementation plans by different countries. All countries are
required to report every 5 years on progress in implementing mitigation and adaptation plans.
The Paris Agreement constitutes a global action plan for addressing climate change. However, unlike its predecessor,
the Kyoto Protocol, it does not set legally binding targets but it is based on voluntary and nationally determined targets.
The stated goal is to reduce greenhouse gas emissions and limit the increase in average global temperature to 2°C
below pre-industrial levels, with a potential more ambitious target to limit it below -1.5°C. There is also a focus on
adaptation to climate change, particularly in support of developing countries, which are more likely to be affected
by climate change.

23 International climate finance refers to the financial contributions of developed countries to developing ones to foster mitigation and adaption to
climate change.
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reduction targets for states parties for the period 2008-2012. In 2012, the Doha Amendment amended the Protocol to
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4. Ireland’s current National Framework
for Climate Change
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The 2014 National Policy Position on Climate Action and Low Carbon Development set Ireland’s long-term goals for
climate change. The commitment to climate action was put on a statutory base with the Climate Action and Low Carbon
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Development Act 2015. Ireland’s ambitious long-term goals consist of a reduction in CO2 emissions by 2050 of at least
80% (from 1990 levels), in the areas of electricity generation, built environment and transport. It also envisaged an
approach to carbon neutrality in the agriculture and land-use sector, including forestry, which does not compromise
capacity for sustainable food production. However, these commitments are not legally binding. Binding annual and
cumulative targets are established only by EU 2020 and 2030 legislation.
The Climate Action Act established an independent advisory body – the Climate Change Advisory Council – whose core
activities are the provision of expert advice on national climate policy; the assessment of progress towards the national
transition objective and of compliance with existing EU and international obligations.
The Climate Action Act commits Ireland to produce National Mitigation Plans at least once every five years. The first
statutory National Mitigation Plan was published in July 2017. The plan illustrates the main policy measures which will
support the achievement of the national and international commitments. However, it does not fully specify how Ireland
will achieve the national transition objective out to 2050. While the plan introduced a carbon budget framework for the
first time (Curtin, 2017)24, the Climate Change Advisory Council expressed concerned about the lack of specific detail
on new policies and measures. In particular, more information on expected outcomes or impacts is required to enable
effective monitoring.
The Climate Act also requires that the Government gives an Annual Transition Statement (the first was laid
before Oireachtas in December 2017), to provide updates on the implementation of the National Mitigation
Plans. A National Adaptation Framework was also published in January 2018. Under this Adaptation Framework,
key Government Departments and Agencies were given responsibility to prepare sectoral adaptation plans.
The National Development Plan (NDP), which sets out the long-term strategy for public capital investments in Ireland
out to 2027, commits €21.8 billion, funded through Exchequer (35%) and non-Exchequer (65%) resources, to climate
change-related activities. €8.6 billion are also allocated for sustainable mobility. The main climate-related projects are
the following25: efficiency upgrades of 45,000 homes per annum from 2021; the promotion of heat pump technologies;
energy upgrades to BER ‘B’ level to the totality of public buildings and at least 1/3 of commercial buildings; the delivery
of additional 3,000-4,500 MW of renewable energy through the Renewable Electricity Support Scheme; rollout of the
Support Scheme for Renewable Heat and National Smart Metering Programme; the transitioning of Moneypoint away
from coal.

24 https://www.iiea.com/ftp/Publications/2017/IIEA_National%20Mitigaton%20Plan%20Assessment%20Report_2017.pdf.
25 https://www.per.gov.ie/en/national-development-plan-2018-2027/.
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5. A Cross-Country Comparison of Institutional
Approaches to Climate Change

Ireland’s approach to climate change policy tends to be ‘decentralised’ in line departments. The Department of
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Communications, Climate Action and Environment is the lead department in relation to climate policy and undertakes
Food and Marine, the Department Transport, Tourism and Sport, and the Department of Housing, Planning and Local
Government are also involved. At a central level, the Revised Estimates for Public Services (REV) publication prepared
by DPER includes chapters for the departments mentioned above which, for certain expenditure programmes, detail
output targets, context and impact indicators linked to climate and energy policy. This is done as a part of Ireland’s
Performance-oriented Budgeting Framework. To investigate the potential to strengthen this approach, it is important to
gather information on other countries’ approaches. In particular, we are interested in understanding if other jurisdictions
adopt specific budgetary frameworks dealing with climate change; if they do, what strategies they adopt; and how they
compare in terms of climate-related tax revenues and expenditure.
This paper relies on first-hand survey evidence obtained by the PBO through the European Centre for Parliamentary
Research and Documentation (ECPRD). This is a useful tool for inter-parliamentary cooperation and information
exchange. Through this service, each Parliament can send specific requests to other Parliaments available in the
network. This enables researches to compare legislative activities and parliamentary practices across different
institutions. It also helps overcome language barriers due to national documents written in different languages.
The specific questions that were asked focused on the existence of a budget framework that deals with climate change.
It must be clarified that the countries which would be identified as case studies are not necessarily those that are the
most environmentally friendly. These countries are those that, irrespective of their environmental achievements, adopt
good budget frameworks that in a transparent manner account for climate-related issues. Of course, it is possible that
countries that have frameworks that incorporate climate-related issues to a greater extent will achieve better results in
this area.
Overall, evidence from ECPRD indicates that for most of the countries that were analysed, climate change has no
special position in the annual budgetary process. There is no independent budgetary framework that includes all
measures, programmes and objectives related to climate protection, and that is deliberated upon separately. However,
it is still possible to identify key learnings and useful case studies. Ireland is not found to lag behind the average ECPRD
country; however, four countries (Austria, Sweden, Italy and Norway) adopt budget frameworks that incorporate
climate-related issues to a greater extent. A more in-depth analysis of their experiences is provided.
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several initiatives and plans in this area. Other ‘climate-relevant’ departments such as the Department of Agriculture,
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5.1

An Overview of other Countries’ Approaches

Table 1: Key Elements of the Budget Framework for Climate Change*
1. Implementation of National Plans with Long-Term Climate Goals: IRELAND, Germany, Italy,
Sweden, Austria, France, Estonia, Israel, Spain, Turkey, Portugal, Greece, Georgia, Hungary, Czech
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Republic, Slovak Republic, Poland, Lithuania, Latvia, Canada, Andorra, Finland;
2. Ministry of the Environment having a lead role: IRELAND, Italy, UK, France, Estonia, Israel, Spain,
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Portugal, Poland, Slovak Republic and Andorra;
3. Use of working groups and inter-ministerial committees: IRELAND, Estonia, Georgia, Lithuania, UK,
Greece, Israel and Turkey;
4. Climate-related Act: IRELAND, Austria, Sweden, UK, Norway, Finland, Canada, Spain (Environmental
Responsibility Act) and Croatia (Air Protection Act);
5. Climate Change Councils: IRELAND, Sweden, UK, Norway, Georgia (state commission) and Finland;
6. Ex-ante Quantification of Environmental Impacts: IRELAND (A Regulatory Impact Assessment (RIA)
is required for new legislative measures. As part of this RIA, a Cost Benefit Analysis (CBA) must be
conducted. CBAs must take carbon into account through the shadow price of carbon). Sweden, Italy
(experimental attempt to quantify ex-ante the environmental impacts of legislative measures in the
parliamentary process); Norway; Estonia (some in national plans), Canada (initial economic analysis
of the Pan-Canadian Framework) and Latvia;
7. Climate objectives are regularly integrated into budget statements: Sweden and Canada;
8. Supplementary documents or Annex published alongside the budget: Austria, Italy and Finland
(a separate analysis on climate change will be included into the rationale section of Budget 2019);
9. Specific report as a part of the annual budget on the status of commitments to reduce greenhouse
gas emissions/Existence of a Separate Climate-related Report: Italy (in Economic and Financial
Document), Austria and Sweden (submission of a climate report for each electoral period);
10. Adoption of a Performance-oriented Budgeting framework dealing with climate-related issues
(includes monitoring and assessment): IRELAND, Austria, Italy (quality of life indicators);
11. Use of Spending Reviews: IRELAND, Germany;
12. Presence of an Authoritative Research Institute for budgetary analysis and evaluation: Netherlands
(the Environmental Assessment Agency examines the impact on climate and energy of the measures
announced in the coalition agreement) and Canada (Commissioner of the Environment and
Sustainable Development);
13. Regular yearly statements to parliament on emissions trends and progress towards climate goals:
IRELAND, UK (long-term carbon budget framework), Norway, Estonia and Greece;
14. Use of a Government Fund: IRELAND, Germany, Norway, Canada, Croatia, Georgia, Czech Republic,
Poland, Turkey and Lithuania.
*

This table was compiled based on information that was provided by parliamentary research services of the
respective countries through the ECPRD network. This list should not be seen as exhaustive.
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Table 1 summarises the key elements of the budget frameworks which relate to climate change as adopted by the
countries surveyed through ECPRD. Most of the countries report the implementation of national strategic plans which
set out ambitious long-term climate goals. The main long-term goal generally consists in the transformation to a low
carbon society by 2050 through a reduction of greenhouse gas emissions by 80-95%. National strategic plans (either
for mitigation or adaptation to climate change) are generally prepared by the Ministry of the Environment with the
collaboration of other relevant ministries such as Agriculture and Infrastructure. The activity of working groups and
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inter-ministerial committees plays a central role in countries such as Estonia, Georgia, Lithuania, UK and Greece. In
Austria, Sweden, UK, Norway and Finland the overall institutional framework is regulated by a piece of legislation
up of experts in the matter who are given the task to advice on climate policy and to monitor Governments progress
towards reducing greenhouse gas emissions.
The ex-ante quantification of environmental impacts of legislative measures is somewhat limited. However, some
analyses are carried out in the following jurisdictions: Latvia, Sweden, Italy, Norway and Canada. While some countries
have only high level commitments, in Sweden and Canada climate change objectives are regularly an integrated part
of their budget statements. In its annual budget bill, the Swedish Government must submit a climate report to the
Parliament and draw up a climate action plan for each electoral period. In Norway, in accordance with its new Climate
Change Act 2018, information on the expected effects of the proposed budget on greenhouse gas emissions and
projections of emissions and removals are also compulsory elements of the annual reporting mechanism.
In Austria, Italy and Finland, supplementary documents and annexes that focus on environmental and climate
protection are published alongside the budget. In Finland a separate analysis on climate change will be incorporated
into the rationale section for Budget 2019. The Italian Economic and Financial Document includes a specific report on
the status of commitments to reduce greenhouse gas emissions.
In terms of monitoring and assessment of climate activities, for Austria this is embedded in a performance-oriented
budgeting framework with objectives, measures and performance indicators set over the medium-term. Italy promotes
a multi-dimensional approach to measure the quality of life by making use of selected indicators which also account
for environmental aspects. In Germany, the Federal Cabinet commissioned the Federal Ministry of Finance to carry out a
spending review of the climate and energy policy area, together with the relevant specialist departments. The spending
review took a closer look at the relevant grant programmes for energy efficiency and renewables operated by various
departments in terms of increasing the efficiency and effectiveness of these. In the Netherlands, the Environmental
Assessment Agency (PBL) – an autonomous research institute for policy analysis in the fields of the environment, nature
and spatial planning – examines the impact on climate and energy of the measures announced in coalition agreements.
PBL also calculated the costs of climate policy. Overseeing the Canadian federal government’s management of
environmental and sustainable development issues, the Commissioner of the Environment and Sustainable
Development, who is appointed by the Auditor General of Canada, conducts performance audits on the federal
government’s efforts to protect the environment and foster sustainable development. The Canadian Parliamentary
Budget Officer (PBO) has also published two economic reports concerning environmental matters.
Most of the surveyed countries adopt an annual reporting mechanism operating through regular yearly statements to
parliament on emissions trends and progress towards climate goals. The Statement is generally given by the Ministry
of the Environment. The UK has introduced a long-term carbon budget framework which fixes the total amount of
greenhouse gas emissions that can be emitted over a 5-year period. There are a total of 5 budgets. The third budget
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commonly referred to as a Climate Act. These countries have also instituted Climate Change Advisory Councils made
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will cover the period 2018–2022 (2,544 Mt of CO2e) and the fourth budget 2023-2027 (1,950 Mt of CO2e). In June 2016,
the Government set the level for the fifth carbon budget (2028-2032) at 1,725 Mt of CO2e. The Climate Change Act 2008
requires that the Government reports on annual emissions to the UK Parliament through a final statement given in each
budgetary period.
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In relation to the main tax and expenditure policies adopted to meet climate change objectives, all the countries follow
similar strategies. On the expenditure side, the key policies are: spending on renewable energy, energy efficiency on
building, environment, waste management, and flood and risk management. On the revenue side the main policies are:
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carbon tax on CO2 emissions, new vehicle registration tax in favour of electric vehicles (including reduced tolls); energy
tax; electricity tax; and excise duties on fuel (petrol and diesel).
Finally, several countries also report the use of a Government specific fund for environmentally-friendly projects.
These countries are Germany, Norway, Canada, Croatia, Georgia, Czech Republic, Poland and Lithuania.

5.2

Case Studies

In light of the findings from the previous section, Ireland is not found to lag behind the average ECPRD country; however,
four countries (Austria, Sweden, Italy and Norway) adopt budget frameworks that incorporate climate-related issues to a
greater extent. A more in-depth analysis of their experiences is now provided.

1.

Austria

In Austria, several supplementary documents dealing with specific aspects of the budget are published alongside the
budget, which is submitted to the National Council. One of these supplementary documents focuses on environmental
and climate protection and it provides:
n

an overview of the environmental and climate protection expenditure in the budget showing the disbursements
for the individual subject areas;

n

an overview of tax measures with environmental and climate-specific effects;

n

a detail of Austria’s contribution to international climate financing.

While main climate targets are set and listed in the supplement, detailed reports on the achievement of these targets
is given to the National Council and submitted in separate reports outside the budget process such as yearly progress
reports under the Climate Protection Act, yearly reports on International Climate Financing, and yearly reports on results
under the Environmental Promotion Act.
Austria has a strong performance-oriented budgeting framework, with performance objectives, measures and indicators
defined in the budget for each budget chapter. The total amount of financial resources in a budget chapter serves the
maximum of five performance objectives listed under a budget chapter. However, for individual performance objectives
and measures, no specific budget estimates are assigned. The following example is drawn from Austria’s performanceoriented budgeting framework.
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Budget Chapter #43 – environment, energy and climate:
Performance objective #2, which is also inclusive of a gender objective, is described as: “the reduction of
greenhouse gas emissions and realisation of a sustainable competitive energy system by increasing the use
of renewable energies, energy efficiency and by maintaining security of supply. Strengthening the role of women
in environmental and climate protection as well as in the energy and mining sectors”.
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Measures:
implementation of the Integrated Climate and Energy Strategy (IKES) through measures in the field of
climate protection and energy; further development of climate and energy-relevant subsidies, stimulus
programmes and incentive systems;
n

implementation of projects to strengthen the role of women in environmental and climate protection
as well as in the field of energy and mining;

n

implementation of the results of the “small amendment to the Green Electricity Act”.

Indicators (with target values up to 2020):
n

amount of greenhouse gas emissions according to emission inventory for the non-emissions trading
sector;

n

number of vehicles with alternative drives;

n

projects to strengthen the role of women in environmental and climate protection as well as in the field
of energy and mining;

n

share of renewable energy sources in gross final energy consumption;

n

achievement of the cumulative final energy efficiency target according to the Federal Energy Efficiency Act.

In terms of monitoring and assessment of performance indicators, the following example taken from Budget 2018 which
refers to the indicator greenhouse gas emissions from non-ETS sectors is considered. The calculation method, the data
source, the measured quantity used and the actual values for 2015 and 2016 as well as the target values for the
following years are specified (Figure 3). In its analysis, the Austrian Parliamentary Budget Office has also added the
previous target values for 2015 and 2016 and reported the achievement of these targets. The last line explains the
selected indicator in more detail. However, there is no direct reference to individual measures or expenditure items
specified in the budget.
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Figure 3: Example of assessment of performance indicators

An Approach to Better Incorporate Climate-related Considerations into the Budget Process

22

Source: Austrian PBO
In order to fulfil its obligations under international agreements and vis-à-vis the EU, the Austrian Federal Government
has drawn up strategic documents setting out the way forward and the main measures to be taken. Legislation has
already been adopted to fix the maximum national emissions for each sector of the economy.
In 2002, the Austrian Federal Government, together with the federal states, adopted a national climate strategy in order
to achieve the emissions targets in accordance with the Kyoto Protocol on Climate Protection. The evaluation of Austria’s
“Strategy for Achieving the Kyoto Target” in 2006 showed that greater efforts were needed in Austria to achieve the
Kyoto target in the commitment period from 2008 to 2012. On the basis of these results, the climate strategy was
adapted and adopted by the Council of Ministers in March 2007.
In November 2011, the “Federal Act on Compliance with Maximum Levels of Greenhouse Gas Emissions and the
Development of Effective Measures for Climate Protection” – the Climate Protection Act (KSG) – came into force.
The KSG deals with national emissions that are not covered by the European emissions trading scheme and provides
for procedures:
n

to fix maximum quantities for each sector;

n

to develop measures to ensure compliance with these ceilings; and

n

agree on a climate protection accountability mechanism to consequences of any failure to meet a target.

In view of the Paris Climate Change Agreement, the EU adopted a framework for climate and energy policy until 2030.
To meet these goals, the Austrian Federal Government recently adopted an integrated climate and energy strategy called
#mission2030. Austria is committed to reduce its greenhouse gas emissions by 36% by 2030 compared with 2005, and
follow a consistent decarbonisation path until 2050.
At present, there is no evaluation in Austria of the impact of climate change on public budgets. In terms of fiscal
impact the integrated climate and energy strategy states that a joint report by ministry of finance and the ministry
for sustainability and tourism will be prepared within the next two years to provide a sound assessment of the other
implications for the federal budget.
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2.

Sweden

Until now, Sweden has not had any formal budgetary framework relating to climate change in the annual Budget.
However, climate change objectives are an integrated part of the regular budget statements. The impact of Budget
measures on climate change objectives is mainly addressed in the Budget publication that deals with environmental
policies. The environmental impacts are sometimes quantified ex-ante.
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Sweden’s system of environmental objectives consists of a generational goal and 16 environmental quality objectives.
The first objective is ‘Reduced Climate Impact’. Yearly assessments of whether the environmental quality objectives can
each of the objectives.
In June 2017, the Swedish parliament decided on a climate policy framework for Sweden that has the support of a broad
majority of the parties in parliament. The framework consists of three parts: long-term goals, a planning and monitoring
system and a climate policy council. A Climate Act regulates parts of the framework.
As a new long-term climate goal, Sweden will have no net emissions of greenhouse gases into the atmosphere by 2045.
The Parliament has also passed new intermediate targets for the years 2030 and 2040.
The Climate Act contains provisions on the Government’s climate policy efforts. In its annual Budget Bill, the Government
is to submit a climate report to Parliament and draw up a climate action plan for each electoral period. This means that
each government has an obligation to report on how work to achieve the climate goals is progressing. The first climate
report will be presented in the second half of 2018, and the first action plan will be presented in 2019.
As part of the parliamentary agreement and the climate policy framework, the government has founded the Climate
Policy Council. The Council’s main task is to evaluate how the Swedish government’s policy is compatible with climate
goals.
The following are some important tax and expenditure policies relating to climate change:
n

bonus malus – a bonus for people who buy cars with low emissions levels, and tax increases for vehicles
with high emissions levels;

n

renewable energy obligation for the transport sector. This is a renewable energy obligation system and amended
tax rules aimed at reducing greenhouse gas emissions from gasoline and diesel fuel;

n

carbon tax with an exception for biofuels;

n

aviation tax for commercial air travel from Swedish airports; and

n

‘The Climate Leap’ is an initiative that strengthens local and regional climate efforts through support
to climate investments, for instance in a town, municipality, company, school, or county.
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be achieved by 2020 and of trends in the state of the environment are made by the government agencies responsible for
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3.

Italy

In Italy, the Statement of Account (‘Rendiconto Generale dello Stato’) contains an Annex focused on environmental
items, the ‘Eco-budget’, that describes the outturns of expenditure for environmental programmes. The Eco-budget,
envisaged under article 36, par. 6 of Government Accounting and Finance Act (Law 31 December 2009, n. 196) is not
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subject to parliamentary vote as its purpose is just to provide information on the above mentioned items.
In addition, the Economic and Financial Document (DEF) which is scrutinised each year by the Parliament, contains
a specific Report on the status of commitments to reduce greenhouse gas emissions. This report, the so-called Kyoto
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Annex:
n

provides information on the targets met in the first commitment period of Kyoto Protocol (2008-2012);

n

assesses possible emissions scenarios by 2020 enabling to meet the target set for “non-ETS” sectors by Decision
406/2009 (“effort sharing”). It also describes priority actions for Italy in order to meet this target;

n

illustrates emissions scenarios for ETS and non-ETS sectors by 2030, in order to assess compliance with the
European Council Conclusions adopted on 23-24 October 2014 relating to “2030 Climate and Energy policy
Framework”, and with EU Intended Nationally Determined Contribution to the Paris Agreement.

This document is produced by the Minister of Environment and is required by the Government Accounting and Finance
Act. This Annex is also presented to the Parliament for information purposes.
At present there is not a way to quantify ex-ante the environmental impacts of legislative measures in the
parliamentarian process, although some experimental studies have been produced by the UVI (impact evaluation
Office of the Italian Senate).
The so called ‘Collegato ambientale’ (Law 221/2015) has set a series of measures to achieve the transition to a climate
resilient, low carbon and environmentally sustainable economy. These measures relate not only to climate change but
also to various other items.
The Italian Government adopted the National strategy on sustainable development 2017-2030, proposed by the
Minister of Environment, which illustrates strategic sectoral and local policy actions to be adopted in Italy until 2030.
An evaluation of Strategy implementation has been included, to be carried out also through specific indicators. The
evaluation will be based on the work done by Italian national statistic institute (ISTAT) that since 2010 has been
measuring the Equitable and Sustainable Well-being (BES) through a multidimensional approach that integrates the
traditional economic indicators such as GDP, with measures of the quality of people’s life and of the environment.
The Economic and Financial Document is accompanied also by a Report on BES indicators, including the indicator
“emissions of CO2 and other climate-change gases”, that monitor the estimates of emissions production.
On the expenditure policies side, the key policies in Italy concern: renewable energy, energy efficiency on building,
environment and Waste Management, energetic audit on PMI. On the taxation side, taxation and excise duty on vehicles
and production are envisaged: in this regard the ‘Collegato Ambientale’ has introduced a new Document, ‘Catalogo Dei
Sussidi Ambientalmente Favorevoli E Dei Sussidi Ambientalmente Dannosi’, a catalogue that analyses the State
subsidies that are harmful or beneficial for the environment. This is an information document on which the Parliament
is not called to vote, but that offers a substantial level of information in order to allow for spending efficiency in the
environmental sector.
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4.

Norway

In the past, Norway’s finalized national budget has included an overview of Norway’s climate goals, an analysis of
progress, and a general description of the government’s strategy for reaching these goals. An overview of the impacts
of specific policy instruments can be found in Norway’s National Communication under the Framework Convention on
Climate Change.
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In 2018 Norway’s new climate change act entered into force. The act introduces an annual reporting mechanism.
The Government shall each year submit to the Parliament updated information on status and progress in achieving the
effects of the proposed budget on greenhouse gas emissions and projections of emissions and removals are also
compulsory elements of the annual reporting mechanism. This will ensure a more extensive description of progress
in achieving climate goals and policies and measures that may contribute to reaching goals. There will also be an
increased focus on quantifying the impacts of the national budget ex-ante.
The Climate Change Act establishes by law Norway’s emission reduction targets for 2030 and 2050. The purpose of
the act is to promote the long-term transformation of Norway in a climate-friendly direction. Norway has a conditional
target of at least 40% emission reduction by 2030 compared to 1990. In addition, Norway has a target to become a low
emission society by the year 2050. In quantitative terms, the target is to achieve emissions reductions in the order of
80-95% from 1990 levels. The interval specified above is the same as that used in the EU’s conditional goal for
reduction of EU-wide emissions by 2050.
In 2017, the Parliament approved a strategy for meeting the 2030 climate target presented in a White Paper. The
white paper outlines that Norway is working towards joint fulfilment of its 2030 commitment together with the EU.
Cooperation on climate change with the EU is already ongoing through the EEA Agreement, to reduce emissions from
the ETS sector. Given an agreement on joint fulfilment of the 2030 target, Norway would also cooperate with the EU
on reducing non-ETS emissions covered by the Effort Sharing Regulation. The Government intends to achieve its 2030
target for non-ETS sectors mainly through domestic emission reductions, and with the use of EU flexibility mechanisms
as necessary.
The key policies to achieve CO2 reductions in Norway are participation in the EU ETS and a cross-sectoral CO2 emissions
tax. Additionally, Norway has achieved significant market penetration of electric vehicles by leveraging the new vehicle
registration tax in favor of electric vehicles and ensuring they have various other benefits such as reduced tolls. On the
expenditure side, Norway supports various projects to reduce CO2 emissions through several policy instruments. One of
the main instruments is a government fund that is managed by Enova, a state owned organization that is responsible for
supporting projects that have the potential to reduce CO2 emissions, stimulate climate-friendly innovation and
strengthen the security of the energy supply.
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climate targets under the law, and how Norway prepares for and adapts to climate change. Information on the expected
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6.
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A Range of Alternative Options for Ireland

This section addresses alternative options to better incorporate climate considerations into the Irish budget process.
This set of options builds on analysis of the original elements of the four case studies and of an assessment of the
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strengths and weakness of Ireland’s current framework. This analysis focuses on the general government level,
particularly around the standard budget process.

The Issue of Tracking Climate-related Expenditure
A key first element of any proposed approach is the provision of an estimate of the total amount of financial resources
that can be considered climate-related. Overall, it is not common for countries to have in their budget publications a
unique budget category for all climate-related expenditure. This is probably because it is difficult to unambiguously
identify the totality of what is spent on climate-related activities given that several policies are adopted by different
departments and might have multiple objectives other than mitigation or adaptation to climate change. However, an
estimate of this type, which would focus on the most significant expenditure programmes in terms of impact, is an
essential pre-requirement of any kind of institutional framework that aims to deal with climate change. It will probably
be necessary to identify a common definition of climate-related activities and some judgment will likely to be involved.
It must also be highlighted that some spending such as that on roads is likely to have some negative impact on climate
change, and potentially this could be accounted for.
Some Asia-Pacific countries adopt strategies of Climate Budget Tagging (CBT). CBT is a tool for monitoring and tracking
of climate-related spending in national budget systems. The Philippines incorporated the CBT in 2015 in national budget
submissions of all government departments. The same approach was followed by the Government of Bangladesh. Nepal
adopted approaches of CBT in 2012. Since 2014, Indonesia has adopted a strategy of Mitigation Budget Tagging in key
ministries to track resources spent on achieving emission targets.
Both EU institutions and the OECD have undertaken initiatives aimed at mainstreaming climate change into the budget
process. In its proposals for the EU budget 2021-2027, the European Commission committed 25% (from 20% in the
previous 2014-2020 Multiannual Financial Framework (MFF)) of the EU budget to climate-related spending. The EU is
implementing strategies to mainstream climate considerations into the EU funding programmes. EU funds such as the
Connecting Europe Facility (CEF), which is focused on network infrastructure, and Horizon 2020, which covers research
and innovation, are EU programmes that are subject to tracking and reporting of how much is spent on climate-related
activities. The adoption of the 25% MFF target means that climate change action will be integrated into all the main
spending areas of the EU budget.
The European Commission developed a methodology which allows for the tracking and monitoring of funding
programmes that can be considered to deliver climate action. This is based on the OECD’s Rio Markers approach. This
approach is expressed in percentage of funding committed to climate action and calculated on the basis of the extent to
which climate change features in the objectives of the activity under analysis. Table 2 below summarises the European
Commission’s approach.
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Table 2: Commission percentage marker activity
0% of the finance for these activities is tracked as
climate-related expenditure

Climate is a significant, but not predominant, objective
(programme that would exist even if climate was not an
objective)

40% of the finance for these activities is tracked as
climate-related expenditure

Climate is a primary objective

100% of the finance for these activities is tracked as
climate-related expenditure

Source: EU Commission
Expenditure is tracked at all stages of the program cycle (programming, implementation, monitoring and review).
This approach represents an important tool to quantify the amount of climate-related expenditure that is undertaken by
Member States. However, this calculation method is unlikely to capture all climate-related activity and can be distorted
by mislabelling of programmes.
The OECD is also piloting a new ‘Green Budgeting Initiative’26 to support the implementation of the Paris agreement.
This initiative includes:
n

The voluntary reporting along the annual budget of a ‘Green Budget Statement’ (GBS) addressing whether
budget allocations support or go against environmental goals;

n

The strengthening of the analytical framework by considering a ‘Green Balance Sheet’ including environmental
assets and liabilities; a ‘Green Budget Baseline Analysis’ providing sensitivity analysis of the budget baseline to
environmental impacts; an update to Cost-Benefit Analysis to better capture environmental costs and benefits.

There is merit for Ireland to follow these examples and include in the annual budget or in any supplementary document
published along it an overall estimate of the total amount of financial resources that is climate-related. The focus should
be on spending that is likely to have the greatest impact on climate change. While Ireland already adopts a Rio Markers
approach for climate finance (0% of the finance assumed if climate is not an objective of the programme; 50% if climate
is a significant objective; and 100% if climate is a primary objective), there is potential to extend this approach to
encompass other areas of Government expenditure. A similar consideration should be given to the revenue side by
providing an overview of tax measures with environmental and climate-specific effects. However, it must also be noted
that the private sector plays a significant role in supplementing public spending especially by energy companies but
also by households who retrofit their homes without using the government grant schemes.
We now turn to the analysis of the four proposed options to better incorporate climate-related considerations into
Ireland’s budget process.

26 http://www.oecd.org/environment/green-budgeting/.
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Climate is not an objective of the programme
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A.

Having a section in the Annual Budget Statement

The first option is to maintain and potentially expand the current state of play, which comprises a short summary in the
Annual Budget Statement (or Budget speech) of the Minister for Finance and Public Expenditure and Reform (PER) of
what is done in the budget in relation to climate change. This section that is included in the annual budget statement
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could be improved by addressing how the current year’s budget would support meeting emissions and energy targets.
The main problem with this approach is that the current way of doing things will likely not be changed and there is a
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lack of an analytical approach underpinning it as it is simply a summary list of measures.

B.

Publishing a Supplementary Report alongside the Budget

The problem with the current climate change section in the financial statement is that only some selected new
budget measures are mentioned. However, there is a need to deal with the following issues:
n

the identification of the main budget allocations and tax measures that can have a significant impact on
climate change;

n

the quantification of the implications for greenhouse gas emissions of the above identified climate-relevant
measures; and

n

an analysis of how such measures will contribute to the achievement of the EU and national commitments.

In Ireland, the budget or financial statement is equivalent to the budget speech of the Minister for Finance and PER.
As such, it has limited potential to allow for a more detailed analysis of the implications of budget allocations for climate
change. This could be achieved by preparing a supplementary document dealing with these. This option would be based
on the Italian approach and it would add value given that this type of document is currently not produced, while several
documents dealing with other specific issues are regularly published alongside the Budget. The existence of this
supplementary document would require the improvement of the structures and capabilities in place in the public
sector to better monitor activities related to climate change. A supplementary document of this type would be a strong
accountability tool. While this instrument is more suited for ex-post assessment and monitoring, it has the potential to
influence future budget allocations. Ex-ante analysis of policy proposals having potentially significant environmental
impacts is under the responsibility of each department and part of the standard legislative process.
Finally, any supplementary report will need to be considered in the context of the Annual Transition Statement brought
to the Oireachtas each year by the four Ministers responsible for emitting Departments (Transport, Built Environment,
Agriculture and Energy). It is important not to increase the reporting burden for no additional benefits. This could be
achieved by having the report centred on the links between budget measures and climate change impacts.

C.

Strengthening the Performance-based Budgeting Framework

The third option is to reinforce the current performance-oriented budgeting framework. Activity targets and impact
indicators have been integrated into the Revised Estimates Volume (REV) since 2012. Recently, this framework has been
extended in light of an equality budgeting initiative. This has entailed the inclusion of high level equality goals and
indicators. This is part of a pilot programme for equality budgeting which involves 6 departments (Education, Business,
Transport, Culture, Health and Youth Affairs). This approach entails DPER coordinating the overall process from a central
position with key inputs from departments. Departments are given more responsibility, particularly in relation to setting
output targets and choosing performance indicators.
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The REV chapters of departments such as the Department of Communications, Climate Action and Environment,
the Department of Agriculture, Food and Marine and the Department of Transport, Tourism and Sport, include for
certain spending programmes climate-related output targets, context and impact indicators. However, while the overall
structure of performance-oriented budget is well-organised and there are issues in relation to data lags (particularly
for climate-related data), there is significant room for improvement. For example:
n

Impact indicators could be more suited to the assessment of actual performance of the public services;

n

Indicators could be better linked to funding; there could be a short analysis of the most important drivers
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n

Output targets and impact indicators should be set over the medium-term and not only for the current year.
Ireland already adopts a Medium-Term Expenditure Framework (MTEF) as budgetary forecasts for the next three
years are provided in budget publications. As a result, indicators should be set at least for the following three
years and performance against these indicators monitored.

Performance monitoring, analysis of trends, evaluations and also parliamentary scrutiny cannot be carried out effectively
if these improvements are not in place. However, the current performance-oriented framework which already includes
performance indicators dealing with climate change issues represents a good starting point. A key question is should all
ministries be engaged in such activities? It would probably be better to continue with the current practise and focus on a
smaller number of ministries that can contribute the most to mitigation and adaptation to climate change. This option
draws from the Austrian experience. A potential shortcoming of this approach is that the REV might become too large
and it could add further complexity to the document.

D.

Use of Public Expenditure Reviews

The last option follows the German approach. Public expenditure reviews are further tools that can play a lead role
in enabling climate considerations to be mainstreamed into the budgetary process. Public expenditure reviews are
instruments used to assess Government expenditure on the basis of the principle of efficiency, effectiveness and impact.
Ireland has historically undertaken several expenditure reviews since the financial crisis with key objectives of these
reviews changing overtime. Initial Irish spending reviews focused on expenditure cuts and had clear saving targets. This
was against the backdrop of a severe fiscal consolidation. By contrast, the most recent spending reviews focus on the
reallocation and re-prioritisation of financial resources. Spending review papers are either published alongside the
budget or in July (at the time of the Mid-year Expenditure Report) to inform budget policy. For the Spending Review 2017,
only 2 out of 18 papers covered environmental and climate change issues: Climate Change Related Research and
Funding in Ireland, 2010 – 2015; Environment Fund. However, up until now, there are no papers published dealing with
climate change as a part of the Spending Review 2018 (26 papers published so far)27. There is potential to build upon
this work and regularly produce spending review papers addressing climate specific topics. In addition, the ongoing
spending reviews should be followed by ex-post evaluations to assess the extent to which their findings have fed into
budget decisions.

27 The Spending Review 2018 will not be completed until Budget day in October.
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of the changes in performance indicators;
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Concluding Remarks
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Climate change is one of the most important policy issues of our time. Individuals’ focus on the present, Government’s
accountability to current electorate, negative external environmental effects from greenhouse gas emissions, and the
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need to achieve EU climate targets, give reasons to consider strengthening the budget process to address climate
change more effectively.
By making use of first-hand survey evidence obtained through the European Centre for Parliamentary Research and
Documentation (ECPRD), which help gather information on other countries’ approaches, this paper has investigated
alternative approaches to better integrate climate-related considerations into Ireland’s budgetary process.
The findings indicate that for most of the countries that were analysed, climate change has no special position in the
annual budgetary process. However, four main reform options were proposed on the basis of an analysis of the original
elements of four case studies – Austria, Sweden, Italy and Norway – and of an assessment of the strengths and
weaknesses of Ireland’s current framework: 1) Having a section on what is done in the budget in relation to climate
change in the Annual Budget Statement; 2) Publishing a Supplementary Report alongside the Budget; 3) Strengthening
the Performance-based Budgeting Framework; 4) Making use of Public Expenditure Reviews and produce regularly
spending review papers addressing climate-related topics.
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Appendix 1: The Choice of the Discount Rate in CBAs

Individuals show preferences for rewards received sooner rather than later, as they discount the value of future
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payoffs by a certain factor that increases with the delay length. This Appendix gives a brief overview of the

The discount rate is a key input in Cost Benefit Analyses (CBAs) of capital projects. CBA is an analytical approach used
to evaluate the economic viability of any investment project by comparing its costs and benefits. Costs and benefits are
all expressed in monetary and present terms. A discount rate is used to convert costs, benefits and income flows which
arise in the future into their present (today’s) value. A project is considered economically viable if the discounted value
of benefits exceeds the discounted value of costs.
The Social Rate of Time Preference (SRTP), which captures the rate at which society is willing to postpone a unit
of consumption today in exchange of some consumption tomorrow, is the main economic concept underpinning the
discount rate. It highlights a potential trade-off between the welfare of the current and that of future generations. The
SRTP is expressed theoretically by the Ramsey formulation, specified in mathematical form as r = p + ug, where r is
the SRTP, p is the rate of pure time preference, u is the marginal utility of consumption, and g is the future rate of
consumption growth. u is the rate of change of the valuation of an additional unit of consumption, and depends on the
growth rate of consumption and the rate at which the valuation of an increment of consumption declines with increasing
consumption. There is a wide set of values in use for the SRTP, averaging between 3% and 5%. Some academics such as
Nordhaus highlight that this rate should be equal to the real return on capital. Nordhaus (2008) proposed a discount
rate in the range of 3–5%28. Conversely, Stern (2007)29 advocates the use of a low discount rate (averaging at 1.4% with
a rate of pure time preference close to 0 for an ethical balance between current and future generations), particularly in
relation to projects having significant environmental impacts. The discount rate used in Ireland is 5%30. The higher the
discount rate the lower the weigh given to future costs or benefits, and therefore to future generations. Environmentally
sustainable investment projects tend to be relatively more expensive in the short-term, while having higher long-term
benefits.
The choice of the discount rate plays a considerable role in the assessment of investment decisions. For example, let’s
assume that a certain investment costs €100 million today, but it would avoid environmental damages worth €2 billion
in 50 years. Using a discount rate of 3%, the project would be economically justified, given that the present value of
those damages is €456 million (vs a cost of €100). If we use a higher discount rate of 7%, the project is no longer
attractive as the present value drops to €68 million.

28 Nordhaus, W.D. (2008), A Question of Balance ‐ Weighing the Options on Global Warming Policies, Yale University Press.
29 Nicholas Stern. (2007),The Economics of Climate Change: The Stern Review. Cambridge UP, Cambridge.
30 https://publicspendingcode.per.gov.ie/technical-references/.
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concepts underpinning the discount rate.

An Approach to Better Incorporate Climate-related Considerations into the Budget Process

Appendix 2: The Price of Carbon
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Setting a price on carbon, through tax, trading or regulation, is a key element of climate-change policy. This is done to
make individuals and firms engaged in activities that generate greenhouse gases emissions bear the full cost to society
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of their actions. Generally, there are two main approaches which can be used to better account for the societal cost of
pollution: (i) the use of a Carbon Tax and (ii) the introduction of a regulatory system such as the Cap and Trade system.
A carbon tax sets a price for each unit of pollution, while a cap and trade system fixes a maximum quantity of CO2
emissions that is then divided in allocations given to each party to be traded. The success of a cap and trade system
is highly dependent on the knowledge of a firm capacity to abate CO2 emissions. Both these strategies aim to change
behaviors by creating economic incentives to reduce greenhouse gas emissions and invest in environmentally-friendly
technologies. Regulation tends to be more appropriate where a price signal is less effective as it is the case when there
are market barriers or transaction costs. There is potential for a carbon tax to be regressive if firms respond by increasing
prices as generally consumers on a low-income spend a greater proportion of their income on energy-intensive goods
and fuel. Carbon taxes are widely used and are in place in almost the totality of the countries analysed in this paper.
Carbon prices differ dramatically all over the world with countries such as Sweden, Switzerland, Finland and Norway
imposing the highest price penalty on greenhouse gas emissions. The World Bank High Level Commission on Carbon
Pricing recommended setting a price between $40-80 per tonne of CO2 by 2020 and between $50-100 per tonne by
203031. These price levels are consistent with the achievement of the Paris temperature target. In Ireland, the carbon tax
currently sets a price of €20 per tonne of CO2, which is significantly below international recommended levels. The price
of carbon is also a key input in cost-benefit appraisals of capital projects. According to DPER’s public spending code, the
Shadow Price of Carbon32, which monetises in CBAs the negative impact of environmental emissions, should be based
on the price of CO2e on the EU ETS system on the European Climate Exchange33. However, it is well-acknowledged that
the EU ETS has failed so far to establish a price for emissions strong enough to incentivise investments in low carbon
technologies and renewables, with a price consistently less than €10 a tonne (Climate Change Advisory Council, 2018)34.
At the European level, CCAC advocated that the Irish Government should support the French proposal to set a carbon
price floor in the EU ETS. Furthermore, in its latest annual review 201835, CCAC recommended that the current level of
the carbon tax in Ireland should be increased to €30 per tonne of CO2 in Budget 2019, rising to €80 per tonne by 2030.
However, transition costs and political resistance from the sectors largely affected by environmental measures can be
significant. Compensation measures can be introduced to avoid outright rejection.
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https://static1.squarespace.com/static/54ff9c5ce4b0a53decccfb4c/t/59b7f2409f8dce5316811916/1505227332748/CarbonPricing_FullReport.pdf.

32 The discount rate and the shadow price of carbon are currently under review within DPER. DPER states that it is their intention to publish proposals by
September and invite views.
33 https://publicspendingcode.per.gov.ie/wp-content/uploads/2015/09/E5.pdf.
34 John FitzGerald, ‘Opening Statement to Oireachtas Committee on the Environment’. http://www.climatecouncil.ie/media/FINAL%20Oireachtas%20
Statement%20JFitzGerald%2030.01.2018.pdf.
35 http://www.climatecouncil.ie/media/CCAC_AnnualReview2018.pdf.
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