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Key points 

 There is a strong causal link between greenhouse gas emission levels and economic 

activity.  Ireland’s current emissions profile is unique compared to other EU member 

states.  Agriculture is responsible for the largest share of emissions (35%), followed by 

transport (20%), and energy industries (16%).  Residential emissions accounted for 

11% of the total in 2019 (latest data available).   

 Ireland has a number of domestic and international climate commitments and targets 

to move to a lower carbon society and economy and ultimately a net-zero position by 

2050. 

 Along with direct interventions, tax is considered an important instrument in pursing 

environmental goals.  As well as providing a source of revenue, taxes can be levied in 

such a way as to encourage a change in behaviour.   

 There are a number of tax measures in place in Ireland, including the carbon tax, motor 

oil tax and electricity taxes.  The majority of the receipts from energy taxes come from 

fossil fuels used in road transport as well as, to a lesser extent, in the heating of 

buildings.  

 There are a number of other related interventions in Ireland, in particular arising from 

the Climate Action and Low Carbon Development (Amendment) Bill, which is currently 

being debated by Dáil Éireann. 
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1. Introduction  

The purpose of this paper is to provide an overview of the relevant tax and welfare measures related 

to addressing climate change and to transitioning to a low carbon society and economy in the medium 

term, and net-zero position by 2050. Carbon neutrality means having a balance between emitting 

carbon and absorbing carbon from the atmosphere in carbon sinks. Removing carbon oxide from the 

atmosphere and then storing it is known as carbon sequestration. In order to achieve net-zero 

emissions, all worldwide greenhouse gas emissions will have to be counterbalanced by carbon 

sequestration.1 

Along with direct interventions, tax is considered an important instrument which can be used in 

pursing environmental goals.  As well as providing a source of revenue, taxes can be levied in such a 

way as to incentivise both people and businesses to change their behaviour by placing a higher tax 

burden on goods or services which harm the environment (for example, the carbon tax).  Similarly, tax 

reliefs and incentives can be targeted to address market failures and encourage the use of more 

environmentally friendly products or services.   

Greenhouse gasses (GHGs), in particular carbon dioxide (CO2), methane (CH4) and nitrous oxide (N2O), 

contribute to global climate change.  These GHGs are subject to a number of international agreements 

as well as both national and international targets to reduce their level and prevent further climate 

change. The primary focus of climate change mitigation is on reducing carbon dioxide emissions and 

atmospheric levels, as carbon dioxide is largest influence on climate change as well as being the GHG 

that remains in the atmosphere the longest.   

There are a number of noticeable effects of climate change, experienced by Ireland and other 

countries around the world. These include: extreme weather events (flooding, drought, extreme 

snowfall) as well as desertification, rising sea levels, displaced populations, changes to the natural 

world, including extinction of species and loss of biodiversity, and negative effects on human health. 

Climate change is already causing, and has the potential to cause further, significant economic and 

social disruption. 

There is a strong causal link between emission levels of greenhouse and economic activity. This is seen 

by reduced emissions levels in Ireland during the economic recession following 2008, as well as the 

                                                           
1 Source: European Parliament. A carbon sink is a reservoir, natural or otherwise, that accumulates and stores a 
net amount of carbon dioxide from the atmosphere. An example of a natural carbon sink is a forest, ocean or 
soil.   

https://www.europarl.europa.eu/news/en/headlines/society/20190926STO62270/what-is-carbon-neutrality-and-how-can-it-be-achieved-by-2050
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reduced emissions of 6% in 2020 arising from the periods of lockdown as a result of the Covid-19 

pandemic.   

Significant investment will be required in order to achieve the transition to net-zero, in particular, 

mobilising private investment alongside public investment. Additionally, transitioning to a low carbon 

society and economy is expected to have a small negative impact on employment over the next 

decade which will be concentrated in particular areas and communities. It is therefore desirable for 

the green transition to be a just and fair one and that those most affected by the change are supported 

where appropriate.  

 

2. Executive Summary  

Ireland has a number commitments and targets in relation to the climate and environment. In 

particular, Ireland has committed to reducing GHG emission by 50% (compared to 2005 levels) by 2030 

and has set the ambitious target of reaching net-zero carbon emissions by 2050. These commitments 

and targets are set at both national and international level.  

The European Union has an Emissions Trading System (ETS) in place; however, emissions from 

agriculture, transport, the built environment and small industry are not included in this. The EU 

provides for significant financial penalties for Member States who do not meet the emissions targets 

set at EU level. Significant penalties were applied to Ireland for not meeting 2020 targets (see 3.2 

below).  

Ireland’s emissions profile is quite unique by comparison internationally, with the agriculture sector 

responsible for a larger share of emissions (in particular of methane) than the EU or OECD average 

and this poses unique challenges in reducing Ireland’s emissions.  

Land use can play an important part in changing emissions from agriculture, for example, using land 

for forestry has the potential to sequester and store carbon. The European Common Agricultural Policy 

will also have an important role to play in reducing Ireland’s agriculture emissions.2  

Over the period 2010 – 2019, the trend in Ireland’s emissions clearly demonstrates the strong link 

between GHG emissions and economic activity and the strong influence of both the agriculture and 

transport sectors on emissions.  

There are a number of taxation measures provided for in respect of climate change and the 

environment. The aim of these taxation measures is to act as an incentive for behavioural change to 

                                                           
2 See here for further detail.  

https://ec.europa.eu/info/food-farming-fisheries/sustainability/environmental-sustainability/cap-and-environment_en
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switch to more environmentally-friendly low carbon options, thereby reducing harmful emissions. 

However, these measures pose a question around the sustainability of tax receipts and revenue from 

such taxes in the longer term.  

The main tax measures in place include excise duty on mineral oils and electricity (which is provided 

for at an EU level), the carbon tax, and VRT and Motor Tax.  

Mineral Oil Tax is an excise duty that applies to mineral oils, including auto diesel and petrol. There is 

a lower rate of tax on auto diesel than petrol primarily arising from the lack of alternatives to diesel 

for businesses and industry. However, this has contributed to a significant increase in diesel cars 

owned by private individuals. VRT is a tax that is applied primarily to private cars and is based on the 

level of CO2 emissions produced by the car. Additionally, there are a number of tax incentives to 

encourage the take-up of electric vehicles.  

Carbon tax was introduced following a recommendation of the previous Commission on Taxation and 

the Government has committed to increasing the price of carbon tax to €100 per tonne of carbon 

dioxide by 2030. In comparison with other EU Member States, the base and level of taxation on 

electricity in Ireland is notably low and therefore it also does not provide a significant Exchequer 

revenues.  

There are also number of tax reliefs, expenditures and subsidies in place aimed at mitigating the 

impact and cost of these taxes on businesses (primarily transport and agriculture) as well as on low 

income households. This is in recognition of the generally regressive nature of such taxes, as well as a 

lack of existing alternative choices to enable behavioural change.  

The introduction of carbon budgeting in Ireland is provided for in the Climate Action and Low Carbon 

Development (Amendment) Bill. A carbon budget sets out a limit on total GHG emissions over a five 

year period, including targets within this for individual sectors. Additionally, green budgeting is a new 

and developing area that involves identifying (tagging) and measuring the effects of taxation and 

budgetary policies from an environmental perspective.  

Ireland and the EU will both be shortly bringing forward new strategies for reducing emissions – 

Ireland’s Climate Action Plan 2021, and the EU’s Fit for 55 package, which will increase the European 

Union’s commitment to reducing emissions by 55% by 2030.  Significant investment is required in 

order to achieve net-zero at an EU level, an estimated €100 billion per year, and while Ireland has 

already provided significant public investment in relation to climate change and reducing emissions,  

mobilising private investment is crucial to enabling Ireland to achieve net-zero.  
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3. Outline of Ireland’s current climate commitments and targets 

Ireland has a number of existing and proposed climate commitments and targets. These range in 

nature from legally binding national legislation and legally binding international treaties and other 

legislation (such as European directives and regulations), to national and international political 

commitments and agreements.   

3.1 Programme for Government and Climate Action Plan 2019 

The 2020 Programme for Government3 commits Ireland to an average 7% annual reduction in overall 

GHG emissions from 2021 – 2030 (equating to a 51% reduction over the decade) and to achieving net-

zero GHG emissions by 2050.  

The 2019 Climate Action Plan4 was the result of extensive public consultation and enjoys cross-party 

political support. It adopts a whole of Government approach and establishes governance for 

implementing and monitoring a pathway to reduce GHG emissions in sectors not covered by the EU-

wide Emissions Trading System by 2030 (see section 3.2 for more detail).  

Some of the key measures contained in the Climate Action Plan 2019 in the electricity, transport, 

building and agriculture sectors include:  

 Phasing out coal and peat fired power generation 

 Increasing the share of electricity generated from renewable sources to 70%  

 Reaching one million electric vehicles (EVs) 

 Increasing biofuel use 

 Installing over 600,000 heat pumps in and retrofitting half a million homes 

 Using protected urea fertilisers and improving animal health and low emission slurry 

spreading  

Additionally, the Action Plan for a Circular Economy5 includes a number of measures relating to waste 

management, including a ban on single use plastic items.  

 

3.2 European Union  

The European Union has two categories of greenhouse gas emissions, the Emissions Trading System 

(ETS) greenhouse gas emissions, and the non-ETS greenhouse gas emissions.  Ireland’s 2030 target, as 

                                                           
3 Programme for Government (October 2020) 
4 Climate Action Plan 2019 (June 2019) 
5 Waste Action Plan for a Circular Economy (September 2020) 

https://www.gov.ie/en/publication/7e05d-programme-for-government-our-shared-future/
https://www.gov.ie/en/publication/ccb2e0-the-climate-action-plan-2019/
https://www.gov.ie/en/publication/4221c-waste-action-plan-for-a-circular-economy/
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set by the European Commission, is a 30% reduction of emissions in the non-ETS sector compared to 

the benchmark of 2005 levels. Emissions from agriculture, transport, the built environment and small 

industry are in the non-ETS sector. 

Emissions from electricity generation and large industry are in the ETS. The ETS is a “cap and trade”6 

system with the cap reducing over time.  

There are significant financial penalties in place if these EU targets are not met. For example, for not 

meeting its 2020 EU climate targets to reduce emission in the non-ETS sector by 20% compared to 

2005 levels, Ireland had to pay €150 million to purchase compensatory carbon credits, as well as 

paying an additional €125 million in fines.  

 

3.3 Other International Agreements  

3.3.1 UN Framework Convention on Climate Change  

The UN Framework Convention on Climate Change (UNFCCC) came into force on 21 March 1994 with 

197 countries ratifying it, including Ireland. Its ultimate aim is to prevent “dangerous” human 

interference with the climate system through stabilising greenhouse gas concentrations “at a level 

that would prevent dangerous anthropogenic (human induced) interference with the climate system”. 

It puts the onus on developed and industrialised countries, such as Ireland, to take a lead on climate 

action and to reduce emissions as they are the source of the majority of the past and current 

greenhouse gas emissions. These countries must report regularly on their climate change policies and 

measures and submit an annual inventory of their greenhouse gas emissions. They also agree to 

provide additional financial support for action on climate change to developing countries.  

3.3.2 Paris Agreement  

The Paris Agreement superseded the Kyoto Protocol7. It is a legally binding international treaty on 

climate change adopted by 196 Parties at COP 21 in Paris on 12 December 2015 and came into force 

on 4 November 2016.8 It aims to limit global warming below two degrees Celsius, preferably to 1.5 

degrees Celsius, compared to pre-industrial levels. The agreement works on a 5-year cycle with 

countries submitting their plans for climate action.   

                                                           
6 The cap on greenhouse gas emissions that drive global warming is a firm limit on pollution. The cap gets stricter 
over time. The trade part is a market for companies to buy and sell allowances that let them emit only a certain 
amount, as supply and demand set the price. Trading gives companies a strong incentive to save money by 
cutting emissions in the most cost-effective ways. 
7 For more information on the Kyoto Protocol see here 
8 For more information on the Paris Agreement see here 

https://unfccc.int/kyoto_protocol
https://unfccc.int/process-and-meetings/the-paris-agreement/the-paris-agreement
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3.3.3 COP26 

The United Kingdom will host the 26th UN climate change conference of the parties (COP 26) in 

Glasgow on 1 – 12 November 2021.9 The aim is to accelerate actions towards the goals of the Paris 

Agreement and UN Framework Convention on Climate Change.10  

3.3.4 UN Sustainable Development Goals  

A number of the Sustainable Development Goals relate to climate change11:  

 Goal 13: Climate action - “take urgent action to combat climate change and its impacts”. 

 Goal 14: Life below water - “conserve and sustainably use the oceans, seas and marine 

resources for sustainable development”. 

 Goal 15: Life on land - “protect, restore and promote sustainable use of terrestrial ecosystems, 

sustainably manage forests, combat desertification, and half and reverse land degradation 

and halt biodiversity loss”. 

 Goal 7: Affordable and clean energy - “ensure access to affordable, reliable, sustainable and 

modern energy for all”. 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
9 For more information on COP 26 see here 
10 For an outline of the goals of COP 26 see here 
11 For an overview of all the sustainable development goals see here 

https://ukcop26.org/
https://ukcop26.org/cop26-goals/
https://sdgs.un.org/goals
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4. Outline of Ireland’s current levels of emissions and trends  

4.1 Ireland’s emission’s profile  

Ireland’s emission’s profile for 2019 is illustrated in figure 1. Agriculture is responsible for the largest 

share of emissions (35.3%), followed by transport (20.3%) and then energy industries (15.8%).   

Figure 1 Ireland’s Emissions by Sector (2019) 

 

Source Environmental Protection Agency (April 2021) 

 

4.2 International (EU and OECD) comparison 

At a European level, Ireland’s emissions profile is unique compared to other EU member states. In 

particular, agriculture represents almost half (46%) of Ireland’s emissions in the non-ETS sector, 

compared to the EU average of 17%, almost three times greater than the EU average. Combined with 

Ireland’s lower population density Ireland’s carbon intensity in the agricultural sector is significantly 

high by comparison. 

It is worth noting the important role that the agri-food sector plays in the Irish economy, particularly 

in terms of exports.12 The value of agri-food exports for 2019 totalled €14.5 billion (up 6% on 2018 

figures and up 63% on 2010 values). Approximately two thirds of exports go to high-value markets in 

the UK and the EU, with the balance going to the rest of the world. 

                                                           
12 See here and here for more information.  
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http://www.epa.ie/ghg/indicatorsprogresstotargets/
https://www.gov.ie/en/publication/5985c-trade-import-and-exports/
https://www.gov.ie/en/publication/e2273-agri-food-and-the-economy/#agri-food-and-the-economy
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Only 25% of Ireland’s emissions come from fossil fuel based energy generation and energy-intensive 

industry, which are covered by the EU ETS system, compared to an EU average level of 45%. Ireland 

also has one of the highest GHG emissions per capita in the OECD and Europe.  

Similarly, as figure 2 demonstrates, Ireland’s share of emissions from agriculture is significantly higher 

than the OECD average, over 3 times the percentage share. However, Ireland has slightly lower than 

OECD average emissions in energy industries, manufacturing and construction and transport as, 

outside of agriculture, Ireland’s economy is more service and technology based.  

Figure 2 GHG Emissions in Ireland (2019), OECD and EU27 (2018) 

 

 

 

 

 

Source: OECD Environmental Performance Reviews: Ireland 2021 (May 2021) 

 

4.3 Trends in Ireland’s emissions (2010 – 2019)  

The trends in Ireland’s GHG emissions since 2010 strongly demonstrate the link between increased 

economic activity from industry and increased GHG emissions.  

Ireland’s GHG emission (excluding emissions from land use, land-use change and forestry) declined 

during 2008 – 2010. This was due to the sovereign debt crisis and global economic recession. With 

economic recovery, Ireland’s GHG emission grew by 8% over 2014 – 2018. During the period of 

economic recovery, residential GHG emissions fell by 6%13. Residential GHG emission accounted for 

20% of total emission in 201814.   

                                                           
13 OECD Environmental Performance Reviews: Ireland 2021 (May 2021) 
14 OECD Environmental Performance Reviews: Ireland 2021 (May 2021) 
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https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
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Similarly Ireland’s GHG emissions have reduced by 6% due to the periods of lockdown as a result of 

the Covid-19 pandemic, the biggest annual fall since the 2008 financial crash. However, this effect is 

only expected to be temporary and is also below the annual target of emissions reduction of 7%.15  

Emissions of major air pollutants, with the exception of ammonia (primarily from the agriculture 

sector16), have declined in Ireland since 2010. This has been attributed by the OECD17 to the effect of 

the economic crisis along with other measures such as a reduction in the use of coal and peat, 

upgrading of power plants and the renewal of the car fleet. Nitrous oxide emissions have stabilised 

after dropping at the beginning of the last decade. This is due to the increasing number of vehicles, in 

particular, diesel vehicles, and reflects the importance of the transport as the sector with the second 

largest level of emissions. This again indicates the link between economic activity and emissions.  

Figure 3 Percentage Change in Ireland's Emissions by Sector 2010 - 2019 

 

Source: OECD Environmental Performance Reviews: Ireland 2021 (May 2021)  

 

                                                           
15 ESRI The Environmental and Economic Impacts of the Covid-19 Crisis on the Irish Economy (July 2020) 
16 Ireland’s ammonia emissions are mainly from the agriculture sector, approximately 80% of the agricultural 

GHG emissions is related directly to the number of animals and the management of the manure they produce. 
See Ag-Climatise (December 2020) – this is the Department of Agriculture, Food and the Marine (DAFM) 
roadmap. It includes ceilings for ammonia of 107,500 tonnes in 2030, and a reduction of chemical nitrogen use 
to an absolute maximum of 325,000 tonnes annually by 2030, and requires improving and introducing new 
farming measures.  
17 OECD Environmental Performance Reviews: Ireland 2021 (May 2021) 

https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
https://www.esri.ie/system/files/publications/RS106_2.pdf
http://www.gov.ie/en/publication/07fbe-ag-climatise-a-roadmap-towards-climate-neutrality/
https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
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5. Existing measures related to climate change  

5.1 International perspective and measures 

Internationally, there are a variety of policy measures that have been adopted by other countries in 

relation to climate change and the environment. Of the climate mitigation policies reported by 

European Member States in 201918 the following broad trends emerge: 

 Most primarily targeted energy-related GHG emissions, commonly addressing energy 

efficiency in buildings, renewable energy deployment, switching to low carbon fuels or electric 

vehicles and the energy efficiency of vehicles. 

 Most correspond to economic policy instruments e.g. subsidies or feed-in tariffs19, or 

regulatory instruments e.g. energy efficiency standards.  

 The number of agricultural policies and measures adopted have shown a relatively large 

increase between 2017 and 2019 compared with other sectors, generally in response to the 

EU’s Common Agricultural Policy, with the most reported objectives being the reduction in 

the use of fertiliser/manures on cropland and improved animal waste management systems.  

Some specific examples of environmental policies and measures in other countries include:  

 Banning pollutant and diesel engine vehicles from within city boundaries – for example in 

London, Paris, Madrid, Athens and a number of German cities.  

 Applying road tolling and congestion charges20 - for example, in London a congestion charge 

has been in place since 2003 and more recently the city introduced the ultra-low emissions 

zone (ULEZ).  

 Carbon budgets – for example the UK has been producing carbon budgets since 2008.  

 Schemes guaranteeing a fixed price per unit of low carbon power generation – for example, 

the UK has a Contracts for Difference scheme in place for this purpose.  

 Boosting the energy efficiency of homes – for example Britain’s Energy Company Obligation 

requires large energy firms to boost the efficiency of homes, especially in disadvantaged area 

and for vulnerable people. 

                                                           
18 ETC-CME Technical Report Overview of reported national policies and measures on climate change mitigation 
in Europe in 2019 (November 2019). For a summary of the key messages of this report, see here. 
19 A feed in tariff is a policy mechanism designed to accelerate investment in renewable energy technologies by 
offering long-term contracts to renewable energy producers.  
20 Congestion charges are aimed at targeting areas experiencing the heaviest volume of traffic, congestion and 
air and noise pollution.  

https://www.eionet.europa.eu/etcs/etc-cme/products/etc-cme-reports/etc-cme-report-5-2019-overview-of-reported-national-policies-and-measures-on-climate-change-mitigation-in-europe-in-2019
https://www.eionet.europa.eu/etcs/etc-cme/products/etc-cme-reports/etc-cme-report-5-2019-overview-of-reported-national-policies-and-measures-on-climate-change-mitigation-in-europe-in-2019
https://www.eea.europa.eu/publications/more-national-climate-policies-expected/
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 Environmental and pollution taxes – for example, Denmark and France have a mix of 

environmental taxes including water taxes, a carbon tax and taxes on PVC with phthalates.   

 Taxing heavy goods vehicles (HGVs) – for example France is one of the few EU Member States 

to tax heavy goods vehicles (HGVs).  

 Emissions research levies – for example New Zealand introduced an agricultural emissions 

research levy aimed at funding research into reducing the methane emissions from New 

Zealand’s agriculture sector.  

5.2 Irish measures relating to climate change  

There are a number a number of current taxation measures in place relating to the environment in 

Ireland. The application of some of these taxes place a higher financial burden on goods or services 

which harm the environment.  They raise revenue that may be used for general public services or 

specifically for measures that compensate the negative environmental impact.  Higher taxes may also 

encourage people and businesses to change their behaviour and seek more environmentally positive 

alternatives or use less.  For example, fossil fuels cause damage to both the environment and human 

health, consequently, the imposition of the additional tax charge which in factored into the price can 

act as an incentive to reduce harmful emissions and switch to cleaner options for transport and 

heating. 

Similarly, tax reliefs and incentives can be targeted to address market failures and encourage the use 

of more environmentally friendly products or services.  However, it is important to consider whether 

direct expenditure may be more appropriate, or indeed alternative Government policy intervention.  

The main energy taxes include fuel excise, as well as electricity tax. The majority of the receipts from 

such taxes come from fossil fuels used in road transport as well as, to a lesser extent, in the heating 

of buildings. Services and industry referred to in figure 4 below principally relates to the transport 

sector.   
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Figure 4 Source of Receipts from Energy Taxes 2018 

 

Source: Central Statistics Office CSO Statistical Release (July 2019)  

 

The CSO also includes levies, such as the Public Service Obligation (PSO) levy and National Oil Reserve 

Agency (NORA) levy, as taxes.21 

 

5.3 Mineral Oil Tax (Excise Duty)  

Excise duties are a particular form of consumption tax. The application of excise duty is governed by 

the Energy Taxation Directive22.  

Mineral oils, such as road diesel, marked gas oil and petrol, are subject to an excise duty that is referred 

to as “Mineral Oil Tax”23. 

The below table outlines how some mineral oils are taxed in Ireland24:  

 

  

                                                           
21 The PSO is a levy on all electricity bills and is used to fund the costs of reducing emission of greenhouse gases, 
securing the supply of electricity and promotion the development and use of indigenous sources of energy. The 
main objective of the PSO levy is to promote and support the renewable energy sector in Ireland it has been 
determined that certain types of power generation e.g. wind and solar, should be protected from sharp market 
fluctuations. The NORA levy is a levy of 2 cent per litre of oil and is used to cover the costs of maintaining the 
security of oil products supply. The funding is used to purchase oil stocks and maintain them in the event of an 
oil supply disruption.  
22 See the European Commission’s website here. 
23 Revenue Accounting for Mineral Oil Tax Manual (May 2021)  
24 For a complete list of the current rates of Mineral Oil Tax see Revenue’s website here. 

52.7
44.8

2.5

Services and Industry Households Agriculture, forestry and fishery

https://www.cso.ie/en/releasesandpublications/er/eaet/environmenttaxes2018/
https://ec.europa.eu/taxation_customs/business/excise-duties-alcohol-tobacco-energy/excise-duties-energy_en
https://www.revenue.ie/en/tax-professionals/tdm/excise/mineral-oil-tax-and-carbon-charges/mineral-oil-manuals/accounting-for-mineral-oil-tax-manual.pdf
https://www.revenue.ie/en/companies-and-charities/excise-and-licences/excise-duty-rates/mineral-oil-tax.aspx
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Table 1  Excise Duty and Fuel Tax Rates and Volumes  

Product Fuel Duty (per 1000 

litres) 

Carbon Tax (per 

1000 litres) 

VAT Volume 2019 

(millions litres) 

Petrol €541.84 €59.85 23% 1,043 

Auto diesel €425.72 €69.18 23% 3,679 

MGO (‘green 

diesel) 

€47.36 €70.42 13.5% 1,093 

Kerosene 

(heating) 

€0.00 €65.74 13.5% 1,068 

Aviation Fuel Exempt  Exempt Exempt 1,378 

Source: Department of Finance Tax Strategy Group Paper TSG 20-06 Climate Action and Tax (September 2020) 

 
As table 1 shows, the rate of excise applied to auto diesel is lower than that currently applied to petrol. 

Consequently there have been many calls to equalise the excise rate of diesel25 and petrol (see section 

5.5 for more background to the rationale for the lower rate of excise on diesel).  

A pathway for achieving this equalisation has been outlined in a number of recent Department of 

Finance Tax Strategy Group papers, primarily by increasing diesel excise by 2.32 cent per litre per year 

over a period of 5 years. This would raise €78 million of Revenue for the exchequer in a full year.  

Additionally, at a European level, the Energy Tax Directive is designed to encourage member states to 

promote the use of biofuels, including biogas, through mineral oil tax exemptions or reliefs. Ireland 

introduced the Biofuels Obligation Scheme in 2010 and since 2019 the Scheme has required that 10% 

(by volume) of motor fuels, typically diesel and petrol, placed on the Irish market have to be produced 

from renewable sources (such as ethanol and biodiesel).26  

5.4 Electricity Tax  

Electricity tax in Ireland is currently €1.00/Megawatt hour (Mwh) for business and non-business 

customers. Electricity for household use is exempt from electricity tax. However, a Public Service 

Obligation (PSO) levy is applied to residential electricity and is used to support the generation of 

                                                           
25 Budget 2020 introduced a VRT surcharge linked to nitrous oxide emissions levels, to recognise the additional 
detrimental impact of nitrous oxide to air pollution, the environment and human health. Typically diesel vehicles 
emit higher levels of nitrous oxide and particulate matter.  
26 For more information on the Biofuels Obligation Scheme see here. For more information on the Energy Tax 
Directive, see Commission Staff Working Document Evaluation of the Council Directive 2003/96/EC of 27 
October 2003 restructuring the Community framework for the taxation of energy products and electricity 
(September 2019).   

https://www.gov.ie/en/publication/fdd38-budget-2021-tsg-papers/
https://www.gov.ie/en/publication/91f03c-biofuels/
https://ec.europa.eu/taxation_customs/sites/default/files/energy-tax-report-2019.pdf
https://ec.europa.eu/taxation_customs/sites/default/files/energy-tax-report-2019.pdf
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electricity from sustainable, renewable and indigenous sources. Additionally, VAT is charged at 13.5% 

on electricity usage. It is worth noting that Ireland considers electricity a service for the purposes of 

VAT, as opposed to a good (which is how it is treated by most other European Member States).  

Due to the low rates applied, among the lowest in the EU27, as well as the broad reliefs available, 

electricity tax receipts are very low. Electricity tax yielded €2.5 million in 2018 (0.03% of total 

Exchequer receipts) and €2.3 million in 2019 (0.03% of total Exchequer receipts) to the Exchequer.  

There are reliefs available for electricity generated from renewable sources or environmentally 

friendly combined power plants, as well as electricity used in certain processes28.   

The Climate Action Plan sets out a pathway to transfer from the use of mineral oils to the use of 

electricity, the majority of which is intended to be generated by renewable sources.  

In 2018, 22% of all energy inputs to electricity generation were renewable, with coal and peat 

accounting for 21%. Oil has almost been fully phased out of electricity generation since 2011. Gas 

remains the largest input to electricity generation, providing just over half of electricity generation in 

2018. However, its use has declined since 2010, partly due to increased use of wind generation. 

Between 2016 and 2018, Ireland has become a net exporter of electricity.   

Figure 5 Inputs to Electricity Generation in Ireland 2005 – 2018 (kilotonnes of oil equivalent per 
year) 

 

Source: Sustainable Energy Authority of Ireland 

                                                           
27 The average EU plus the UK rate applied to business users is €9.06/Mwh, with an average of €15.79Mwh for 
non-business users. The UK rate for both business and non-business users is equivalent to €9.52/Mwh. The 
Netherlands apply the highest rate of €125/Mwh for both business and non-business users.  
28 This includes electricity generated from renewable sources or environmentally friendly combined heat and 
power plants, as well as electricity used in combined heat and power production, chemical reduction or 
metallurgical processes or electricity production. 
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https://www.seai.ie/data-and-insights/seai-statistics/key-statistics/electricity/#comp00005b3f76b80000006cbb2ac1
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5.5 Carbon Tax 

The Commission on Taxation recommended in its 2009 report that a tax on carbon emissions from 

fossil fuels released for consumption should be introduced. The rationale for this was to broaden the 

tax base and compensate for the negative environmental impact.  

Carbon Tax was first implemented in 2009 applying only to petrol and diesel initially at a rate of €15 

per tonne of CO2. Carbon tax was then extended to other liquid fuels in 2010 and to solid fuels in 2013.  

The rate was increased to €20 per tonne of CO2 in 2021 and in Budget 2020 it was increased to €26 

per tonne of CO2. The Government has committed to increasing the carbon tax rate to €100 per tonne 

of CO2. Even if this is implemented as planned, the OECD29 note that it will remain challenging to 

achieve the target of 51% reduction in overall GHG emissions by 2030.  

The Government has committed to using the revenue from further carbon tax increases, estimated at 

€9.5 billion over 10 years, to prevent fuel poverty, ensure a just transition of displaced workers, and 

to finance climate-related investment.30 

Figure 6 Receipts from Carbon Tax 2012 - 2019 (€ millions) 

 

Source: Department of Finance Tax Strategy Group Paper TSG 20-06 Climate Action and Tax (September 2020) 

 

 

                                                           
29 OECD Environmental Performance Reviews: Ireland 2021 (May 2021)  
30 Budget 2021 The Use of Carbon Tax Funds 2021 
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https://www.gov.ie/en/publication/fdd38-budget-2021-tsg-papers/
https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
http://budget.gov.ie/Budgets/2021/Documents/Budget/Carbon%20tax%20document.pdf
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ESRI analysis31 indicates the following effects of increasing the current carbon tax: 

 It will affect the price of diesel and petrol the most. 

 The impact on production cost of sectors is low (with natural gas and transportation sectors 

impacted the most). 

 The impact on consumer price indexes of different households is virtually uniform. 

 Poorer households will face a greater increase in energy and heating costs compared to 

wealthier households as a result of increasing the carbon tax.  

 The increased cost of carbon tax in general is regressive with the poorer households losing a 

higher share of their income.  

 Doubling the carbon tax will result in less than a 5% decrease in GHG emissions.  

A specific cross-border issue that arises with the carbon tax, is the fact that taxes are lower in the 

Republic of Ireland (both VAT and carbon tax) compared to Northern Ireland. This can result in “fuel 

tourism”  which, while contributing to the Irish Exchequer, is also reflected in and contributes to Irish 

emissions as emission are recorded based on where the fuel is sold. 

 

5.6 VRT, Motor Tax, and the WLTP System 

Vehicle Registration Tax (VRT) and motor tax are primarily paid by owners of private cars.  

VRT charges are based on levels of CO2 emissions. This reflects the fact that private motorists have 

more scope to change their behaviour and reduce their CO2 emissions.  Additionally, motor vehicle 

taxes imposed on commercial operators and businesses would necessarily affect the movement of 

goods and services in the economy. It is worth noting there has been a trend of increased use of diesel 

in transport.  There has been a move from the New European Driving Cycle (NEDC) laboratory testing, 

which significantly underestimated carbon dioxide emissions, to the new Worldwide Harmonised Light 

Vehicle Testing Procedure (WLTP) as the basis for determining a CO2 based VRT charge.  

Motor tax is an annual charge on motor vehicles registered in the State. Cars registered from July 2008 

are taxed based on their CO2 emissions level with rates ranging from €120 - €2,350.  

There are a number of VRT reliefs32, grants33, and other tax benefits and incentives available for the 

purchase of electric and electric hybrid vehicles. There is a favourable benefit-in-kind regime34 for the 

                                                           
31 ESRI The economic and environmental impacts of increasing the Irish carbon tax (October 2018).  
32 See Revenue’s website here. 
33 See the Sustainable Energy Authority of Ireland’s (SEAI) website here. 
34 See Revenue’s website here. 

https://www.esri.ie/system/files/publications/RS79.pdf
https://www.revenue.ie/en/importing-vehicles-duty-free-allowances/guide-to-vrt/calculating-vrt/electric-and-hybrid-vehicles.aspx
https://www.seai.ie/grants/electric-vehicle-grants/grant-amounts/
https://www.revenue.ie/en/employing-people/benefit-in-kind-for-employers/private-use-of-company-cars/exemptions.aspx
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purchase of electric vehicles by employers, and accelerated capital allowances for the purchase of 

electric vehicles35, as well as other energy efficient equipment, by companies. However, currently a 

second hand market for electric vehicles does not exist and the OECD has noted that a lack of cheap 

second hand electric vehicles is likely to remain an issue for at least a decade36, this is primarily of 

relevance to low-income, car dependent groups who are unable to afford a new electric vehicle.  

 
Tax reliefs, expenditures and sector specific incentives 

As set out in more detail in Appendix 1, there are a number of measures in place that mitigate the 

impact of carbon and other environmental taxes on businesses in certain sectors, such as: 

 The Diesel Rebate Scheme: This provides mitigation to qualifying hauliers and bus operators 

for carbon tax induced price increases to diesel.  The rationale behind this relief is recognition 

of the limitations around diesel alternatives for this sector.  

 Double income tax relief for farmers on the cost of farm diesel: This relief is available to 

provide support in respect of the increase in carbon tax on farm diesel. Providing a targeted 

relief, such as this one to farmers, raises the issue of equity whereby greater support and 

reliefs are only provided to certain sectors to mitigate against the cost of carbon tax increases.  

There are also a number of measures (some of which do not come within the remit of tax or welfare) 

in place to provide assistance to those at risk of fuel poverty37, such as:  

 The national fuel allowance: This allowance, which is under the national fuel scheme, is 

intended to assist with the cost of heating during the winter months.   

 The Better Energy Homes Scheme: This provides funding for energy efficiency improvements 

to homes. 

 The Better Energy Warmer Homes Scheme: Operated by the Sustainable Energy Authority of 

Ireland (SEAI), this scheme provides grants for the full cost of energy efficiency improvements 

in the homes of elderly people and those most vulnerable to fuel poverty.  

                                                           
35 See Revenue’s website here. 
36 See OECD Environmental Performance Reviews: Ireland 2021 (May 2021). Additionally, given Ireland’s 
dispersed settlement pattern and low population density which mean that road transport is the dominant 
transport mode, the OECD recommends looking at hidden car use subsidies such as fee car parking in the 
workplace, and consider congestion charges alongside investment and policies to enhance travel for 
pedestrians, cyclists, and public transport users. The OECD note that focusing transport taxation on road use will 
better address environmental and congestion cost as well as contribute to offsetting declining revenue from fuel 
taxes over the medium term.  
37 Fuel poverty (or energy poverty) is defined as the condition of being unable to afford to keep one’s home 
adequately heated.  

https://www.revenue.ie/en/tax-professionals/tdm/income-tax-capital-gains-tax-corporation-tax/part-09/09-02-04.pdf
https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
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5.7 Fossil fuel subsidies  

The annual carbon tax yield is far lower than the annual cost of potentially environmentally damaging 

fossil fuel tax subsidies that are in place in Ireland.38   

Ireland has the second largest share of fossil fuel subsidies as a proportion of GDP in the OECD, with 

fossil-fuel-subsidising tax expenditures accounting for €2.1 billion in foregone revenues to the State 

in 2019. To put this into context, in 2019 total fossil fuel subsidies were 4.8 times greater than carbon 

tax revenues.39 

There have therefore been calls for the subsidies to be removed, in line with a general move at both 

EU and OECD level for states to remove fossil fuel subsidies, following increased transparency arising 

from green budgeting proposals (see section 6.4).  

Fossil fuel subsidies give a preferential treatment to the fossil fuel sector - effectively, the State is 

subsidising the cost of that sectors business, either directly or indirectly.  There are a number of fossil 

fuel subsidies available in Ireland including:  

 the household energy allowances  

 the public services obligation40  

 lower rates of excise on diesel, marked gas oil and fuel oil  

 non-carbon excise exemption on home heat kerosene,  

 the diesel rebate scheme and VAT refund scheme 

 the excise exemption on aviation fuel.   

Appendix 1 provides some further detail on environment related tax expenditures, including these 

fossil fuel subsidies.  

It is noted that the rationale for these measures may not necessarily be to directly subsidise the sector, 

and that some of the measures are intended to act as poverty support measures or business support 

measures (as discussed in section 5.5). 

                                                           
38 Department of Finance Tax Strategy Group Paper TSG 20-06 Climate Action and Tax (September 2020) 
39 Source: Central Statistics Office Fossil Fuel Subsidies. 
40 While the PSO is a levy on electricity, passed on to the consumer by the electricity provider, it is then used to 
support the renewable energy sector and assist with the cost of producing sustainable and renewable energy. 
For example, certain thermal power stations and wind farms are supported by the PSO levy. It was also used to 
provide payment by the Renewable Energy Feed-in Tariff (REFIT) to domestic electricity customers for the solar 
power they generate with solar panels. The REFIT was replaced by the Renewable Energy Support Scheme (RESS) 
in 2020. This is much more similar to the UK contracts for difference approach.  

https://www.gov.ie/en/publication/fdd38-budget-2021-tsg-papers/
https://www.cso.ie/en/releasesandpublications/er/ffes/fossilfuelsubsidies2019/
https://www.gov.ie/en/policy-information/7498e-renewable-electricity/#renewable-electricity-supports
https://www.gov.ie/en/publication/36d8d2-renewable-electricity-support-scheme/
https://www.gov.uk/government/publications/contracts-for-difference/contract-for-difference
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In 2019, the ESRI considered the impact of the removal of certain fossil fuel subsidies in Ireland.41  They 

projected that economy wide CO2 emissions would be lower than if the tax expenditures were 

retained. The reduction in emissions would be greater if also combined with an increase in carbon tax 

rates. They found that the removal of the subsidies adversely affects all sectors (except 

accommodation, hotels and public administration) with the removal of subsidies on diesel having the 

largest impact mainly on transport, electricity, agriculture and construction.  They argued that 

significant negative impacts on the disposable income of the poorest households could be mitigated 

if fuel allowances are retained.  

 

5.8 Note on environmental tax sustainability and behavioural change 

Currently, the application of the taxes above provides a significant revenue stream for the Exchequer.  

If Ireland is successful in changing behaviour and moving to a low and ultimately zero-carbon 

economy, there will be a substantial decline in this revenue in the medium term.  To ensure the 

sustainability of tax receipts overall, consideration will therefore need to be given to alternative source 

of tax revenue.  

There are also issues regarding the regressive nature of environmental taxes on energy and transport. 

These taxes affect the costs of heating, electricity and transport, which can all be considered 

necessities of modern life.  There is empirical evidence that such taxes impose a heavier burden on 

low-income households than on high-income households, since the former spend a larger share of 

their overall income on such products.     

For example, the ESRI has considered how the Irish carbon tax may be raised without increasing 

poverty and disproportionately affecting low-income households as a result.42  They proposed 

compensatory changes to welfare payments to counter the regressive effect on certain households, 

funded from the additional revenue raised from carbon tax increases.43  

Although compensatory measures may undermine the desired behaviour change, they are considered 

important for social reasons, in particular where there are no viable alternatives which may be the 

case for lower income households or those who live in more rural areas. 

Developments in technology give rise to the potential for real-time reporting, which in turn generates 

the potential for data driven targeting of taxes, tax reliefs, welfare supports and other non-tax 

                                                           
41 ESRI The Impacts of Removing Fossil Fuel Subsidies and Increasing Carbon Tax in Ireland (December 2019). For 
the purpose of the research, subsidies were classed as environmentally damaging if it is likely to incentivise 
behaviour that could be damaging to the environment irrespective of importance for other policy purposes. 
42 ESRI Carbon taxes, poverty and compensation options (October 2020). 
43 As proposed in the Programme for Government.  

https://www.esri.ie/system/files/publications/RS98_2.pdf
https://www.esri.ie/system/files/publications/SUSTAT98_0.pdf
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measures related to environmental reform in the future. The potential for greater use of data, 

technology and real time reporting, will be considered in future papers on tax administration. 

 

  



  20210718_WP_IntroductiontoEnvironmentalTaxes_Final  

 

24 

6. Live and topical Issues 

6.1 Ireland’s 2021 Climate Action Plan and Low Carbon Development 

(Amendment) Bill 

Ireland’s current Climate Action Plan was published in 201944. A public consultation is currently being 

undertaken in advance of finalising the 2021 Climate Action Plan. The 2021 Climate Action Plan is 

expected to be published this summer.  

The Climate Action and Low Carbon Development (Amendment) Bill45 is currently going through the 

Houses of the Oireachtas. The purpose of the Bill is, among other things, to:  

 Make the adoption of carbon budgets a legal requirement (see section 4.3 for more details on 

these) 

 Require the Government to set a decarbonisation target range for each sector with the 

Minister with primary responsibility for the sector being accountable for implementing 

relevant actions to meet the target 

 Establish the Climate Action Council (to succeed the Climate Change Advisory Council) 

 Establish that the Climate Action Plan should be updated annually 

 Establish the publication of a Long-Term Climate Strategy matching the periods covered by 

the carbon budgets (to succeed the National Mitigation Plan) 

 

6.2 Upcoming EU legislative package – Fit for 55 

The European Green Deal is the European Commission’s policy initiative which has the aim of making 

Europe ‘climate neutral’ by 2020.  

The Commission has announced a number of measures to be published as part of its ‘Fit for 55’ 

package on 14 July 202146: 

                                                           
44 According to OECD Environmental Performance Reviews: Ireland 2021 (May 2021), citing an ESRI paper, fully 
implementing the Climate Action Plan 2019 would bring Ireland’s non-ETS emissions down by 29% by 2030, very 
close to the 2030 target.  
45 Climate Action and Low Carbon Development (Amendment) Bill (March 2021); to follow the Bill’s progress, 
see the Oireachtas website here. 
46 For more information see the European Commission website here. 

https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
https://www.gov.ie/en/publication/984d2-climate-action-and-low-carbon-development-amendment-bill-2020/
https://www.oireachtas.ie/en/bills/bill/2021/39/
https://www.europarl.europa.eu/legislative-train/theme-a-european-green-deal/package-fit-for-55
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 Revision of the EU Emissions Trading System (ETS), including maritime, aviation and the 

Carbon Offsetting and Reduction Scheme for International Aviation (CORSIA) as well as a 

proposal for ETS as own resource47 

 Carbon Border Adjustment Mechanism (CBAM) and a proposal for CBAM as own resource 

 Effort Sharing Regulation (ESR)48 

 Revision of the Energy Tax Directive 

 Amendment to the Renewable Energy Directive (RED) to implement the ambition of the new 

2030 climate target  

 Amendment of the Energy Efficiency Directive (EED) to implement the ambition of the new 

2030 climate target  

 Reducing methane emissions in the energy sector 

 Revision of the Regulation on the inclusion of greenhouse gas emissions and removals from 

land use, land use change and forestry (LULUCF) 

 Revision of the Directive on deployment of alternative fuels infrastructure 

 Revision of the Regulation setting CO₂ emission performance standards for new passenger 

cars and for new light commercial vehicles 

The following initiatives have been announced by the EU Commission for the fourth quarter (Q4) of 

2021: 

 Revision of the energy performance of Buildings Directive (EPBD) 

 Revision of the Third Energy Package for gas (Directive 2009/73/EU and Regulation 

715/2009/EU) to regulate competitive decarbonised gas markets 

The final design of the CBAM has yet to be defined. The aim of the CBAM is to reduce the risk of 

“carbon leakage”49 by putting a carbon price on the imports of certain goods from outside the EU. 

There are some concerns that the mechanism could result in an unfair burden being placed on less 

economically developed countries.  

                                                           
47 Own resources are funds that go directly to the European Union and provide revenue for the EU budget. The 
main sources of revenue for the 2021-2027 EU budget are customs duties, contributions based on VAT collected 
by Member States, and direct contributions by EU countries (known as GNI-based contributions). As of 1 January 
2021, a new own resource has been added, this is a contribution based on non-recycled plastic packaging waste, 
an EU Plastic Tax. 
48  This directive is part of the European Union climate and energy package. It sets binding national greenhouse 
gas targets for each of the 28 Member States of the European Union, collectively amounting to a 30% cut in 
emissions by 2030 (from a 2005 baseline).  
49 Carbon leakage refers to the situation that may occur if, for reasons of costs related to climate policies, 
businesses and companies were to transfer production to other countries (outside of the EU) with more lenient 
emission constraints. In this case, global emissions would not be reduced.  

https://ec.europa.eu/info/strategy/eu-budget/long-term-eu-budget/2021-2027/revenue/own-resources/plastics-own-resource_en
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6.3 Carbon Budgeting 

Carbon budgets are used to set a limit on the total amount of GHGs that may be emitted during the 

five year period, including targets for individual sectors. The Climate Action Low Carbon Development 

(Amendment) Bill includes provisions that would require the Government to propose carbon budgets 

for three five year periods. This system will commence on an administrative basis50 in advance of the 

Climate Action and Low Carbon Development (Amendment) Bill becoming law and is outlined below. 

The first three carbon budgets cover the following periods: 2021 – 2025, 2026 – 2030, and 2031 – 

2035.  

The role of the Climate Action Council is to provide advice to the Minister for Environment, Climate 

and Communications (ECC) on these carbon budgets. The Minister for ECC will then recommend to 

the Government the adoption of the three carbon budgets. If the Government does not accept the 

advice of the Climate Action Council the Minister must make a written statement to both Houses of 

the Oireachtas setting out the reasons for this. Where either of the Houses of the Oireachtas reject 

the Government’s proposed carbon budget it must propose alternative budgets.  

When the Dáil has agreed the overall carbon budgets the Minister for ECC will propose a 

decarbonisation target (within a range) for each sector. The Oireachtas will oversee the adherence to 

the carbon budget and the relevant Minister with responsibility for each sector will report to the 

Oireachtas.  

6.4 Green budgeting 

The aim of green budgeting is to embed climate and environmental goals within the budgetary process 

of counties. This is done by ‘tagging’ budget measures according to their environmental impact 

(whether this is positive, neutral or negative) and ultimately use the budgetary process to examine 

both the level and ultimately the effectiveness of taxation and expenditure measures intended to 

address climate change, as well as assessing the environmental impact of other unrelated budgetary 

policies on climate and environmental outcomes. Green budgeting is a dynamic and developing area 

and in early stages of development. Consequently, there is not yet a standard definition or 

methodology to implement a green budgetary process.  

There is ongoing work at both EU51 and OECD52 level in terms of green budgeting. In particular, the EU 

has developed a common classification system for sustainable economic activities, referred to as an 

                                                           
50 DPER An Introduction to the Implementation of Green Budgeting in Ireland (December 2018). 
51 See the European Commissions’ website here for more information. 
52 See the OECD’s website for an overview of the OECD Green Budgeting Framework.  

https://igees.gov.ie/wp-content/uploads/2019/01/The-Implementation-of-Green-Budgeting-in-Ireland.pdf
https://ec.europa.eu/info/news/green-budgeting-key-driver-meet-environmental-ambition-european-green-deal-2021-may-20_en
https://www.oecd.org/environment/green-budgeting/OECD-Green-Budgeting-Framework-Highlights.pdf


  20210718_WP_IntroductiontoEnvironmentalTaxes_Final  

 

27 

“EU Taxonomy”53. This is also intended to also be used to assist in tagging measures as part of the 

green budgeting process.  

6.5 The cost of the transition to net-zero 

Taxation is only one of a range of levers, including regulation, legislation and public spending, that the 

government has to transition to net-zero. A recent report by McKinsey considered the issue of 

achieving net-zero emission in the context of the European Union. 

An average of €800 billion per year in capital spending is required to move from carbon-intensive 

technologies to low carbon technologies, with an additional €180 billion invested each year. 70% of 

this cost would be offset between now and 2050 with an expected average reduction of operating 

costs of €130 billion per year. Consequently, €3.9 trillion of the €5.4 trillion in additional investment 

would be recovered by 2050. The remaining €1.5 trillion would be recovered soon after, as operating 

costs continue to outpace capital investments by at least €65 billion a year. This means that, taken 

together, on average across all newly adopted technologies and techniques would be cost-neutral. It 

is very important to highlight that this would not be the case for each sector or each individual 

measure so the cost of achieving net-zero will ultimately not be spread evenly.  

According to the McKinsesy report:  

 Net-zero emissions would raise the cost of doing business in some sectors but savings in other 

sectors would make up the difference. If the costs and savings were passed along to 

consumers, the average cost of living would decline slightly for low and middle income 

households.  

 Reaching net-zero emissions would create 11 million jobs and eliminate six million jobs, 

resulting in a net gain of 5 million jobs. 

 Different sectors are expected achieve net-zero in different timeframes with the energy sector 

achieving this first, followed by transport, followed by buildings, industry and then agriculture.  

 60% of emissions reductions could be achieved with mature and early adoption technologies 

with 25% from pilot-stage technologies and 15% from technologies currently in the R&D 

phase. 

 A carbon price of €50 per tonne of CO2 would make 75% of the necessary investments 

profitable and a carbon price of €100 per tonne of CO2 would make 85% of the necessary 

investments profitable.  

                                                           
53 See the European Commission’s website here for more information.  

https://www.mckinsey.com/business-functions/sustainability/our-insights/how-the-european-union-could-achieve-net-zero-emissions-at-net-zero-cost
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_en
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In the Irish context, the Department of Public Expenditure and Reform have made changes to the 

Public Spending Code on the methodology for Valuing Greenhouse Gas Emissions and the Shadow 

Price of Carbon.54 The OECD has also highlighted that significant investment, in particular mobilising 

public investment, is required in Ireland in order to achieve net-zero.55   

Separate to the effect of taxation in terms of behavioural change and emissions reduction, the impact 

of climate change will undoubtedly have distributional implications and it will be important that the 

tax and welfare systems adjust accordingly in order to effectively address this.  

 

7. Proposals for the Commission – forward looking 

As part of the next phase of work, the following topics are areas the Commission may wish to focus 

on: 

 The extent, and nature of the role that tax and welfare measures should play in relation to 

environmental policy in Ireland.  

 To what extent does the current environmental tax system meet desired the environmental 

and other policy objectives and principles?  

 What changes should be considered for the medium to longer term to ensure that the above 

objectives could be better addressed? 

 How sustainable are Ireland’s environmental tax receipts in the medium to longer term? 

  

                                                           
54 See here for more information.  
55 OECD Environmental Performance Reviews: Ireland 2021 

https://assets.gov.ie/19749/77936e6f1cb144d68c1553c3f9ddb197.pdf
https://www.oecd.org/ireland/oecd-environmental-performance-reviews-ireland-2021-9ef10b4f-en.htm
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 Table of environment related tax expenditures  

Table 2  Environment Related Tax Expenditures  

Tax Expenditure Description 

Diesel Rebate Scheme and VAT 

Refund Scheme 

This scheme provides for the repayment of some of the mineral 

oil tax paid on diesel purchased by a business within the State for 

use in qualifying motor vehicles and in respect of qualifying road 

transport in the course of business transport activities.  

Double Income Tax Relief for 

Farmers 

This relief for increases in carbon tax on farm diesel allows 

farmers to claim a tax deduction that is equal to the difference 

between the amount of carbon paid on farm diesel and the 

amount that would have been paid had the rate stayed at €41.30 

per 1,000 litres. In order to qualify, the farm diesel must be used 

by a person carrying out farming.  

Fuel Allowance/Fuel Relief 

Grant 

This is a payment under National Fuel Scheme to assist with the 

cost of heating a person’s home during the winter months. It is 

paid to those who are dependent on long-term social welfare 

payments and unable to provide for their own heating needs.  

Better Energy Home Scheme This scheme provides grants to homeowners to improve the 

energy efficiency of their homes. Landlords may also apply for a 

grant under the scheme. It is administered by the SEAI, and 

measures covered under the scheme include attic and wall 

insulation, heating controls upgrade, solar thermal solutions, and 

heat pump systems.  

Better Energy Warmer Home 

Scheme 

This scheme provides grants for the full cost of energy efficiency 

improvements in the homes of elderly people and those most 

vulnerable to fuel poverty. It is administered by the SEAI.  

Household Energy Allowance This allowance is provided as part of the household benefits 

package and includes a contribution to assist with the cost of a 

person’s electricity or gas bill.  

Relief from Mineral Oil Tax 

 

Relief from both the carbon and non-carbon components of 

Mineral Oil Tax is granted for mineral oil used for the following: 

 Other than for motor or heating fuel. 
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 Chemical reduction or in electrolytic or metallurgic 

processes. 

 The production of mineral oil. 

 Aircraft engines during testing and maintenance of those 

engines. 

 The production of electricity where such electricity is 

subject to electricity tax or supplied for consumption 

outside of the State. 

 As a fuel for the purpose of sea navigation (not including 

private pleasure navigation.  

 As a fuel for air navigation (other than private pleasure 

flying). 

 In horticultural or mushroom production (partial relief 

only). 

 Where the mineral oil was contaminated due to 

erroneous delivery into fuel tank containing a different 

type of mineral.  

Relief from the carbon charge 

component of Mineral Oil Tax 

 

Relief is granted from the carbon charge component of mineral 

oil tax in the following cases:  

 A mineral oil that is shown to be biofuel or vehicle biogas 

 The biofuel element of any mineral oil, or vehicle biogas, 

that has been mixed or blended with a mineral oil 

 Mineral oil used in an installation that is covered by a 

greenhouse gas emissions permit 

 Mineral oil used for environmentally friendly heat and 

power cogeneration 

Excise exemption on aviation  This is provided for in the European Energy directive.  

Non-carbon excise exemption 

on home heat kerosene 

In the case of home heating oil, the level of excise taxes and VAT 

(€50.73/1,000L for kerosene and 13.5% VAT is much lower than 

that for petrol and diesel (€587.71/1,000L for petrol and 23% 

VAT).  

Relief from VRT for electric and 

hybrid vehicles  

VRT relief is provided for electric and hybrid vehicles of up to 

€5,000.  
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Grant towards purchase of 

qualifying EV when purchased 

privately 

A maximum grant is available for qualifying electric vehicles 

when purchased privately.  

Benefit in Kind (BIK) 

exemptions and discounts for 

electric company cars made 

available to employees  

There is no benefit in kind if the value of an electric car provided 

to an employee is below €50,000.  

Accelerated Capital Allowances 

for Energy-Efficient Equipment  

A company can claim an accelerated capital allowance for the 

following energy efficient equipment including electric and 

alternative fuel vehicles, gas vehicles and refuelling equipment.  

100% of the capital allowance can be claimed in the first year the 

asset is used in the business.  

There is a limit of €24,000 for an electric vehicle. 

 

 

 

 

 




