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General Studies-3;Topic:  Environmental pollution 
 

Carbon Tax in India 
 

1) Introduction 

 Air pollution is one of the biggest public concerns in India today. 

 Since the early 2000s, carbon emissions have increased because of high growth in the Indian 
economy. 

 A carbon tax aims to set a price on the carbon content of energy consumed in the production or 
consumption of goods. 
 

2) Taxing Carbon 

 Emissions can be curbed only if people move away from fossil fuels and adopt greener forms of 
energy. 

 We need to tax carbon to achieve this. 

 A part of the carbon revenue thus generated can be used for a systemic overhaul of the energy mix 

 Energy mix needs to be remodelled through investments in clean renewable energy and low-
emissions bio energy 

 Raising the level of energy efficiency through investments in building retrofits, grid upgrades, and 
industrial efficiency. 

 This energy mix requires an additional 1.5% of GDP annually over the next two decades. 

 This expenditure can be financed by the carbon tax revenue, which will be a revenue-neutral policy 
with no implications on the fiscal deficit. 
 

3) Need for a Policy to Curb Pollution. 

 A Lancet report states that around 19 lakh people die prematurely every year from diseases caused 
by outdoor and indoor air pollution.  

 A study shows that the lungs of children who grow up in polluted environments like Delhi are 10% 
smaller compared to the lungs of children who grow up in the U.S. 

 This is a public health emergency.  

 In 2014, India’s total carbon emissions were more than three times the levels in 1990, as per World 
Bank data.  

 India’s heavy dependence on fossil fuels and a dramatically low level of energy efficiency. 

 Industry actors do not need to actively monitor and limit their CO2 output.  

 About 75% of all greenhouse gas emissions are CO2 emissions produced through burning fossil 
fuels — oil, coal and natural gas. 

 Therefore we need a comprehensive policy to curb pollution. 
 

4) From Carbon Subsidy to Carbon Tax 

 India imposes higher tax on petroleum products thereby reenergizing the renewable energy sector. 

 India shifted from a carbon subsidization regime to carbon taxation regime 

 This has significantly increased petrol and diesel price while serving as signal to reduce CO2 
emissions.  

 India has increased the coal cess to Rs 400 per tonne. 
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5) Benefits 

 The carbon tax will be a Pigovian Tax which balances the marginal social costs and additional 
emissions 

 Higher prices according to their carbon content will induce households, including the rich, to look 
for greener substitutes.  

 It will provide more employment since the employment elasticity in greener forms of energy is 
higher than those in fossil fuel-based energy.  

  A significant part of more than 3% of India’s GDP currently spent on pollution-induced diseases will 
come down. 

 It will also increase tax-revenue which can be used for other green projects. 
 

6) Concerns / Challenges 

 Carbon tax is regressive in nature — it affects the poor more than the rich.  

 The highest rise in price will be in fuel and energy which affects the poor. 

 High transportation cost will lead to inflation and affect the informal sector. 

 Increasing carbon taxes is alone insufficient to reduce emissions as income levels rise. 
 

7) Way Forward 

 Carbon revenue can be used for an in-kind transfer of free electricity to those who contributes less 
carbon than the economy average 

 Universal travel passes with a pre-loaded balance to compensate for the rise in transport costs 

 Encourage the use of green public transport.  

 Carbon tax regimes will only be effective if harmonised internationally because energy-intensive 
businesses may move to less strict national regimes. 

 Most practical way to change energy consumption habits is to lower the price of renewable energy 
and energy efficiency. 

 
 


