Austria Debates Carbon Tax to Ease Climate Anxiety
by Jonathan Tirone
July 1, 2021 (abridged) – When temperatures soar, Austrians start to get a little stir crazy.  Austria wants to become climate neutral by 2040, a decade earlier than most of the European Union.  But doing so will require deep structural changes to the economy, which go beyond installing more solar panels and windmills.  Despite already generating some 4/5 of its electricity with renewable hydropower, the country’s emissions have continued to rise over the last 3 decades, because of industrial pollution and a love affair with cars.
That’s led the coalition government, made up of the conservative People’s Party and the environmentalist Green Party, to champion what officials call “eco-social-tax reform.”  It would be the centerpiece of Austria’s climate policy. Leaders want to put a price on emissions and bake that cost into everything from road transportation to home heating.  Essentially, citizens would be on the hook for every ton of planet-warming CO2 they emit.
“We need new ways of thinking about our tax codes to make them fit for the future,” Leonore Gewessler, minister for climate, energy and transportation, said in an interview.  “We need a fair price for greenhouse gas pollution in the atmosphere, which makes climate-friendly behavior cheaper.”
It’s not a completely novel idea.  Many countries have measures aimed at curbing carbon-intensive activities.  The EU makes companies pay for their pollution.  The U.S. government factors a “social cost of carbon” of $51 a ton into its policy making.  Austria estimates it faces €9 billion ($10.7 billion) in European Union fines by 2030, if it doesn’t begin dramatically lowering emissions.  That’s a good reason to pursue policies that make carbon more expensive.
The nation is considering going further than others, by directly taxing its citizens.  The International Monetary Fund endorsed the idea in a June report, recommending a carbon price of €100 ($119) a ton by 2030.  The authors suggested that the money raised should be used to help low-income and vulnerable households cope and potentially finance income tax cuts.  Gewessler, a member of the Green Party, is set to open negotiations on the issue before the end of this year with her People’s Party counterpart, Finance Minister Gernot Bluemel.
Fixing a government price on emissions will be key to transmitting the right signals to Austria’s economy over the next decade, according to Armon Rezai, a climate-finance professor at Vienna University of Business and Economics who’s advised the country’s national bank.  At present, individuals and small companies are mostly excluded from Europe’s volatile carbon-offset markets.
Rezai points to research in tax salience, a sub-specialty of behavioral economics, that shows how well-planned levies can change consumption and production patterns.  Data suggest clear public communication about when rates will rise, followed by decisive action, are key to using tax policy as a lever to cut emissions.
“If you just gradually increase tax rates, then people generally don’t care,” said Rezai, citing research on how incremental tax increases on alcohol and tobacco only modestly dissuaded people from engaging in unhealthy habits.  “It would make more sense to announce and implement a sharp carbon-tax in a prescribed time frame, while potentially removing other taxes on energy.”
Opposition to taxing pollution emitted from internal-combustion engines is fierce among some in Austria.  They include a nationalist party that equates the license to burn fossil fuel with individual liberty.  Almost 1/10 of the country’s jobs are linked to the automobile industry.  Austria’s Chamber of Commerce has called the government’s tax plan an ideologically-driven fantasy and rallied skeptics among some of the country’s biggest companies, including Voestalpine, OMV and Wienerberger, the world’s largest brick-maker.
“I have the fear this isn’t going to be used to improve carbon footprints, but to fix fiscal imbalances,” said Wienerberger Chief Executive Officer Heimo Scheuch.  “I don’t want to see intervention from the state that consumers will feel.”
To help blunt the impact of a carbon tax, the government has rolled out incentives to reduce carbon footprints.  €100s of millions are budgeted to help taxpayers switch to electric vehicles, install charging points, and scrap fossil-fuel heating.  In the 2nd half of 2021, a landmark law will enable faster deployment of subsidized solar and wind installations, as well as the formation of energy communities to challenge the power of traditional utilities.
“Climate policy cannot be socially blind,” said Gewessler.  She is also committed to giving all Austrians unlimited public-transportation access across the whole country for €3 a day.  “We have to keep that in mind when we design policy.  With the money we give back to the people, we want to support the switch to climate-friendlier options, be it in mobility, public transportation or retrofitting homes.”
The richest 10% of Austrians could be set to bear the brunt of the government’s planned tax reform, according to Greenpeace researchers.  They figure the wealthiest households emit twice the annual volume of greenhouse gases as an average home.  A carbon tax could bridge growing economic inequality, withe wider benefits for the mental health of Austrians.
www.bloomberg.com/news/features/2021-07-01/freudian-psychology-inspires-austria-to-push-climate-policies?srnd=green&sref=uYFAJIBi
