Climate Funding Through Taxes

Taxes levied directly on citizens or businesses can provide funding for
specific climate goals.
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g tax could spur green energyinvestment.
(Courtesy of Yale School of the Environment)

A climate fundin

The Impact

Climate funding through taxes creates dedicated revenue streams that enable communities to
address sustainability challenges and invest in climate solutions tailored to local needs. These funds can
support a wide range of initiatives, including clean energy projects, transportation decarbonization,
disaster resilience, and workforce development, fostering innovation and reducing carbon emissions.
However, it is essential to design these taxes carefully to avoid disproportionately impacting
disadvantaged communities and to ensure that revenues are redistributed equitably and benefits are
accessible to all. By maintaining transparency and accountability, such funding can help build resilience,
advance equitable solutions, and make tangible progress toward sustainability goals.

The cost of addressing climate change is rapidly increasing, with the U.N. projecting that
countries worldwide will collectively need to spend over $300 billion annually by 2030 and $500 billion by
2050. Yet, most countries fall short of their share of the $100 billion annual commitment under the 2016
Paris Accords. With federal and global funding insufficient, even states like California are scaling back,
as seen in Governor Newsom's proposed 17% cut to the multi-year $54.3 billion sustainability
commitment in 2024. Drastic measures are needed to bridge the funding gap.

Description

A climate funding tax is an additional tax, imposed either through a general tax or a targeted tax
on a specific good or service, to raise funds specifically for climate adaptation strategies. It could take the
form of a bond measure, sales tax on specific goods or services such as utilities, or property taxes.
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Where It's Been Implemented

Portland, Ore., implements a 1% sales tax on major retailers and diverts this money to the
Portland Clean Energy Fund. This fund provides funding for projects in clean energy, transportation
decarbonization, regenerative agriculture and climate workforce development.

Boulder, Colo., implements a local sales and use tax of .25% known simply as the Climate Tax.
The city uses this money for a variety of climate projects directly under the city’s purview, both in building
electrification and energy storage, as well as various wildfire resilience programs. This money can then
be used to fund local sustainability issues, and with proper protections, it is guaranteed to stay solely as
a source of sustainability funding.

Key Drivers

Generally, cities and counties source much of their environmental funding from grants, generally
from federal and state governments or large private companies, but these grants are competitive. Small
cities with smaller budgets often lack the in-house expertise to prepare grant applications themselves
and/or don’t possess the funding necessary to hire consultants to prepare applications for them, which
excludes them from being considered.

Sourcing funding through a tax allows funding to be utilized exactly how a locality desires, rather
than trying to conform to the requirements of a grant. A tax is also more dependable, granting
guaranteed income rather than one conditional on continued successful applications.

Key Factors for Success

Successful climate taxes need broad support from the public, which includes a level of confidence
in where climate tax funding is going.

Citizens are more likely to support taxes funding causes they recognize and value, which can
lead to a focus on "popular" environmental issues rather than less-visible but equally or more impactful
ones. To navigate this, a city may design a tax measure that includes widely supported initiatives already
covered by the existing budget. If the measure passes, it frees up budget resources previously allocated
to those initiatives, allowing the city to address less popular but critical environmental needs without
requiring direct voter approval for those specific items.

Town hall meetings and informational campaigns can help alleviate concerns, allowing residents
to voice their views and make valuable suggestions for funding allocation.

Key Obstacles

Ever since Proposition 13 was approved in California in 1978, limiting property taxes, voters in
the state have resisted tax increases. California's cap-and-trade program sets a statewide limit on
greenhouse gas emissions, allowing companies to buy and sell emission allowances, thereby creating a
financial incentive to reduce pollution. While the state generates revenue by selling some allowances to
utilities, the program doesn't directly provide additional funds beyond these sales. However, it benefits
consumers by offering semi-annual credits on their electricity bills. For instance, in 2024, Pacific Gas &
Electric customers received a credit of $55.17 twice a year.

There is also a fear of applying regressive taxes to communities that are already underserved. A
sales tax on all goods, for example, would be considered regressive because, while it applies equally to
all purchases, it disproportionately impacts lower-income individuals, who spend a larger share of their
income on taxable goods compared to higher-income individuals. Regressive taxes would place a
heavier financial burden on poorer communities, which are already disproportionately affected by the
impacts of climate change. A tax that specifically targets luxury items or goods that contribute to climate
change, such as private jets, sports cars and single-use plastic items, would be more equitable.
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There is also a concern that money from such taxes won’t be allocated properly or will be
hijacked to fund other governmental needs. For example, on July 3, 2024, Portland’s city council
authorized a transfer of interest from the Clean Energy Fund to their general fund in order to alleviate
other budget shortages.
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