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ABSTRACT

Since the industrial age, along with the promotion of economic development, problems of ecological
destruction and environmental pollution are becoming more serious. To solve this problem, the imple-
mentation of environmental tax is an effective measure. Based on the analysis of the theoretical founda-
tion of environmental taxes, international practice and experience in environmental tax system, in this
paper, the authors describe the status quo of China s environmental tax system, and frames the further
step strategy in building China s environmental tax system.

1. INTRODUCTION

With the constant expansion both in area and in
depth of human economic activities, human living
environment continues to deteriorate with resources
depleted and ecosystems destructed. Environmental
problems facing the world today, which is restricting
economic developmentand threatening the survival of
humanity, have become the globally common issue.
Environmental pollution is the typical phenomena of
externality for the market mechanisms. In order to
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overcome the shortcomings of market mechanisms,
countries are actively and cooperatively exploring
effective approaches for a living and sustainable
development. Theoretically, governmental policies
and measures for environment protection are of two
types, regulative measures and economic measures.
Regulative measures refer to the ban, the regulations
and other measures such as discharge standards and
soon, especially the provisions of emission standards
and technical standards, to prohibit or limit the emis-
sions of certain pollutants, or to limit certain pollu-
tion activities to a certain extent, so that the ultimate
control of pollution and the efficient use of resources
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can be realized. Economic measures refer to policies
that can influence the polluters’ costs and benefits
of alternative activities to guide them to carry out
environmentally-friendly options, such economic
policy measures are mainly environmental taxes.

Inrecent years, with the environmental problems
intensified, the traditional “command - control” types
of control measures (command and control instru-
ments) cannot be persisted due to its potentially high
cost and low efficiency and the increasing market-
oriented and decentralized behavior by various
kinds of economic agents and so its drawbacks are
increasingly exposed. In this context, environmental
taxes, as a market-based regulatory tool, by exerting
a commitment of environmental responsibility to
the polluters to internalize their externality, limiting
their damages to the environment and thus correcting
the effect of market failure, are paid more and more
concerns by more and more countries. An increasing
number of countries regulate the economy running
through the establishment of an environmental tax
system. In March 29, 1993, the publishing by OECD
of a report entitled “Tax and the Environment”,
which comprehensively introduced and summarized
the status and experience in the implementation of
environmental taxes by its member states, marks the
international progress on this matter. As environmen-
tal problems are plaguing the whole world, China
is no exception. In consideration of China’s weak
legislation on environment tax and the prevailing
wave of low-carbon economy, the study of the status
of China’s environmental tax system, aiming at the
building of the strategy for the protection of China’s
fragile environment and ecology, and the promoting
of China’s socio-economic sustainability, is a must
and of practical significance.

2. ENVIRONMENTAL TAX AND
ITS THEORETICAL BASIS

Environmental taxes are the kind levied by the
government, in order to protect the environment
and resources, to all its units and individuals in-
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volved in environmental resources development
and utilization in accordance with their extent of
development and utilization of natural resources
or the extent of their damage to the environment.

Environmental taxes can be broadly divided
into three categories: First, direct taxation on the
amount ofpollutants discharged, such as emission
taxes. Emission tax is levied on the emission of
pollutants to the environment at its final stage. As
a method of taxation at the source of pollutants
emission, it has the advantages of low cost in
taxation, targeted pollution control, etc., but the
drawback is that it is focused only on certain pol-
lutants and thus not conducive to addressing the
related environmental problems; Second, indirect
taxation on goods and services, i.e. by changing
the rate of sales tax, VAT and other indirect taxes
to prevent environmental pollution, which through
increasing taxation on goods or services that are
environmentally harmful or decreasing taxation
on goods or services that are environmentally
friendly to help promote environmentally friendly
goods or services to achieve environmental ob-
jectives. At the same time, such taxes can also
be a specific source of income for environment
protection; Third, environmental tax exemptions.
It is an exemption by the Government to certain
acts conducive to environmental protection or
to environmental facilities, which remission can
be viewed as a kind of governmental subsidy.
Western countries mainly use the former two
kinds of environmental taxes. The main function
ofenvironmental taxes is to regulate the economic
behavior of taxpayers in order to reduce pollution,
promote the rational allocation of resources and
the sustainable economic development, rather
than to congregate national wealth.

The source of ideas for environmental tax
is “Pigovian Tax”. Modern British economist
Arthur C. Pigou, through the development of
the theory on externality, first proposed the idea
that government tax revenue could be used to
regulate polluting acts. Pigou, as early as 1920
in his “Welfare Economics”, advocated that en-
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