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In recent years, economists, environmentalists and decision-makers have called for a shift away from taxation on productivity, including both labor and business inputs, toward resource extraction and pollution. Essentially, just as we tax cigarettes, alcohol and other “sins”, in part to influence behavior and pay for the impacts of that behavior, many economists believe we should tax pollution and natural resource exploitation. Concepts such as the “polluter pays principle” are part of this belief. A number of environmental organizations, economists and others have been examining their potential application in Texas. In June of 2005, TCPS, TEXPIRG and other state groups released a report called “Bridging the Gap: Green Tax Options for Texas Schools” that outlined how four different “green” taxes and fees – including  an energy efficiency tax, a tax on coal use, a motor vehicle surcharge on high-polluting vehicles and a higher fee on highly-polluting diesel fuels – could generate about $1 billion dollars per year. The report also called for a higher Renewable Portfolio Standard, which would help increase school taxes in West Texas due to higher investments in wind energy, and could also potentially increase local school taxes due to requirements for biomass and solar energy investments. A higher RPS standard of 5,880 Megawatts by 2015 was adopted in the second special legislative session, with Governor Rick Perry signing the legislation in July. 

Texas, of course, already funds some of its environmental protection programs through polluter taxes and fees and also raises money through oil and gas severance taxes and gasoline and diesel taxes. Nevertheless, these fees are relatively small fees or taxes rather than a broad-based pollution tax system designed to raise significant amounts of revenues while promoting environmental responsible behavior. Could so-called “green taxes” be one part of the solution to raising state revenues for Texas’s public schools, in the process lowering property taxes? I would argue that they can be. 

What would a full pollution or green tax system look like and how much money would it raise? Many European countries have begun to institute carbon taxes. A carbon tax is an energy tax placed on the carbon content of fuels, usually measured in dollars per ton of carbon contained in each fuel or dollars per ton of carbon dioxide emissions. The principle behind a carbon tax is to tax fossil fuel use and the resulting emissions that can lead to global climate change and hopefully encourage the use of alternative fuels. Carbon dioxide is released form cars, trucks and other vehicles, as well as furnaces, boilers, water heaters, stoves, dryers and manufacturing equipment as well as electric generating plants. 

Whether imposed as a carbon content tax or emissions tax, carbon taxes can be imposed on all potential sources, or a specific source. The most efficient way to impose such a tax is wherever the carbon first enters the state’s economy. For example, a carbon tax could be assessed on any fuel sold (or transferred) in the state. Because a carbon tax on industrial fuel use could limit industry’s competitiveness compared to other states or nations, manufacturing plants could be exempted from the tax. Farmers and other important sectors could also be exempted. 

Another way would be for the state to require a carbon dioxide emissions inventory, with a carbon tax based upon the amount of emissions. Not surprisingly, industries and electric generating stations would oppose such a carbon dioxide emissions tax. Because residents already pay the motor fuels tax and the motor vehicles tax, heavy resistance can also be expected from the wider public. Instead of a full-scale carbon tax, leaders could explore a more limited piece-meal approach to taxing carbon. For example, a limited carbon tax or nitrogen oxide tax on emissions from power plants, along with a graduated motor vehicle tax – where vehicles with higher emissions pay more in motor vehicles tax than those with lower emissions -- and a motor fuels tax differentiated by differing grades of fuels, based for example on sulfur content, might ultimately prove easier and have the same effect as a broad-based carbon tax. Texas should also raise its gasoline and diesel tasxes at least by inflation.  Moreover, coal production could pay its fair share of revenues to the state through a severance or use tax, just as oil and gas production does. A state severance tax or use tax on coal production will raise revenues and provide parity between these different energy sources. Other major coal-producing states such as Montana ($30 million), West Virginia ($215 million), and Wyoming ($90 million) each receive significant state income from severance and related coal taxes.  Finally, increasing the RPS even more– Renewable Portfolio Standard – would increase local property tax revenues in rural areas. A new report by Ray Perryman found that a 10,880 megawatt by 2015 goal would result in more than $7 billion in net economic benefits to the state by 2015 and $2.6 billion in total power cost savings to consumers by 2015 (see Table).

Environmental responsibility, however, is just one measure of a fair and adequate tax system. For example, raising motor fuels tax is environmentally responsible because it directly taxes an activity – driving – with profound environmental and public health impacts. On the other hand, because the motor fuels tax is the most regressive of all taxes in Texas, any rise in the motor fuels tax would impact those least able to pay the most. Any consideration of these tax approaches must also take into account their impact on different sectors of the population as well as different industrial sectors. 

There are of course dozens of other possible “green” taxes that could be explored by Texas state leaders. Possibilities include an air emissions tax on all major sources – utilities, refineries, cement plants and steel manufacturers --  a water pollution tax and eliminating some tax exemptions for products that impact the environment such as pesticides and timber felling (Texas Center for Policy Studies, New Ideas for Fair Taxation in Texas: Promoting Environmental Responsibility, February 2002).

Some Proposed Green Taxes

	New Tax 
	Current Rate
	Proposed Rate
	Expected Biennial Revenue
	Issues

	Coal Use or Coal Severance Tax
	None
	7.5% -- same as natural gas
	$110 to $270 million
	Could be imposed on all coal used or only coal mined in Texas

	Electricity Efficiency Tax on Power Plants
	None
	$0.60 per pound of NOx per Megawatt Hour Times Megawatt Hours or BTUs/kilowatt
	$700 million
	Could be imposed on generator or customer (average about $1.30 cents per month)

	High-Sulfur Diesel and Gax Tax
	$0.20 gas and diesel motor fuels tax
	Increase gas and diesel taxes by inflation and charge additional fee of $0.05 for high-sulfur diesel fuels
	$150 million in ’05; $30 million after,  
	As fuel is cleaned up, total would decline – if tax part would go to highway fund. 

	Feebate on New Motor Vehicles Sold
	Flat 6.25% sales tax on all vehicles; a 7.35 % rate being considered. 
	One or two percent surcharge on motor vehicles with Bin 9, 10, 11 or 12.
	$200 million
	Differential sales tax already exists with larger diesel trucks having a surcharge to pay for TERP

	Increase Renewable Portfolio Standard
	Increase RPS to 10,880 by 2015
	Wind generators would continue to pay local property taxes
	$100 million by 2015-2016
	Current increase to 5,880 already fueling new projects

	Total of 5 New Taxes
	
	
	$1,160 -- $1,330 million
	


Source: Texas Center for Policy Studies et al, Bridging the Gap: Green Tax Options for Texas, June 2005. 

GREEN TAX OPTIONS 

Implement a 7.5 % coal use tax on all coal, including lignite, burned in Texas.
· Reason: Coal – the dirtiest fuel -- in Texas should provide revenues to the state just as oil and gas do.

· Projected revenues during the biennium:  $270 million.

· Where the money would go:  Available School Fund

· Equity Issues: Would likely raise utility bills, but since coal is only about 40 percent of energy used and just one factor, the total increase would be small.

Charge owners of new high-polluting vehicles a motor vehicle surcharge of one to two percent
· Reason: Consumers should have incentives to buy vehicles that pollute less, and disincentives for those that pollute more.

· Projected revenues during the biennium: $200 million. 

· Where the money would go: Available School Fund

· Equity Issues: Most high-polluting vehicles are large luxury cars: cars used for agricultural, construction or other business work would still be exempt.

Charge a minimal electric generator inefficiency tax based on $0.60 per pound of NOX per Kilowatt generated times kilowatt generated.
· Reason:  Producers -- and consumers -- of electricity in Texas should have incentives to generate or buy power from sources that pollute less, or not at all.

· Projected revenues during the biennium:  $700 million.   

· Where the money would go:  Available School Fund 

· Equity Issues: Average bill would rise about $1.60 per month, but consumers choosing “green” power could avoid emissions fee altogether. Recent Comptroller analysis found that tax was mildly progressive. Alternatively, average monthly residential use could be exempt.

Increase Gas and Diesel Taxes by Consumer Price Index and Institute a 5 cent Surcharge on Diesel Fuels with High Sulfur Content

· Reason: Gas Taxes have not been raised in decades and high-sulfur diesel fuels are a public bad.

· Projected Revenues for Diesel Surcharge During Biennium: $180 million; $60 million after. 

· Where the money would go: Available School Fund or Split Between Highways and Schools.

· Equity Issue: Increase in gas and diesel tax is regressive: Surcharge would be paid mainly by trucking companies. 

Increase Renewable Porfolio Standard up to 10,880 by 2015, with 500 MW set-aside for Solar and Biomass.

· Reason: Cleans the air with clean energy source but also each already pumps $15 million in local school taxes; each 100 megawatts produces $1 million. 

· Projected Revenues for RPS Increase: $200 million by 2015-2016.

· Where the money would go: Local school districts.

· Equity Issue: paid by Wind Companies, helps decrease residential property taxes in Western Counties. 
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Figure 1. NEW REVENUES FOR SCHOOLS FROM 

PROPOSED GREEN TAXES, BIENNIUM
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Figure 1. Texas Revenues from Oil and Gas Severance Taxes, 78-03
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