
 

Tax differentiation relates to variations in existing indirect taxes such as sales taxes, excise duties and value 

added tax (EEA, 2012). Differential taxes can be applied on different land uses, technologies and products to 

encourage environmentally friendly behaviour and improved natural resources management.  

 

In respect of land uses, many local governments may impose different tax rates for different property classes 

(e.g. residential, commercial, industrial etc.). Some governments have tax policies that reduce or eliminate 

property taxes on land of ecological significance if the owner agrees to manage the land for conservation 

purposes (Bowels et al., 1998). This “differential property rates” approach affords local governments the ability 

to manage the distribution of the tax burden across different property classes within their jurisdiction. Variable 

tax rates can also be used to deliberately distort decisions to achieve certain landuse objectives. For example, 

higher tax rates on buildings may slow development whilst low tax rates accelerate development thereby 

enabling municipalities to develop some neighbourhoods and not others (Bird and Slack, 2002).    

 

Tax differentiation may also be used to promote the consumption of products which are environmentally 

friendly. This instrument involves the use of two surcharges which are added to other product charges: a 

positive charge is levied on a polluting product while a negative charge is added to the cleaner alternative 

(Bernstein, 1993). The purpose of the differential tax structure is to induce a switch from polluting products to 

environmentally friendly substitutes. If no substitutes exist, differential taxation becomes a distortion 

(Panayotou, 1994). In addition, tax differentials have an impact only to the extent that they are sufficiently large 

to alter behaviour. Tax differentiation has been used extensively in Europe to reduce transport related 

emissions mainly be accelerating the shift from leaded to unleaded fuel and by encouraging cleaner car sales 

(Panayotou, 1994).  

 

There are a number of advantages associated with a tax differentiation system.  Panaytou (1994) argues that 

such a system has high administrative efficiency because it can be integrated into the existing tax system and 

requires minimal additional collection and enforcement effort. In light of this, it may be particularly useful to 

developing countries with low monitoring and enforcement capabilities. In addition, tax differentiation impacts 

dynamic efficiency in that it may encourage the search and adoption of new environmentally friendly 

technology (Määttä, 2006). 
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Differential land use tax has been applied in Germany for many years. Land uses are classified into a number of 

categories ranging from the highest category of environmentally beneficial (e.g. natural forest) to the lowest category 

of environmentally destructive (e.g. industrial sites). A charge is then imposed on a landowner when he moves from a 

higher category to a lower category. The more categories he downgrades, the greater the charge. For example, the 

charge is far greater when moving from natural forest to an industrial site compared to when moving from agriculture 

to residential use. This instrument has enabled the environmental costs of forest conversion and land use change to 

be internalised.  

Source:  Panayotou, T. 1994. Economic instruments for environmental management and sustainable development. 
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Property owners in Guatemala may designate their property, or part thereof, as a private natural reserve. 

Businesses or individuals who do so are exempt from property taxes on the portion of land so designated. In order 

to qualify for the exemption, the reserves must be recognised by the government and be managed in accordance 

with established requirements.  However, this law has had little impact in Guatemala as tax collections have not 

been strict. Thus, there is no significant difference in actual tax treatment of protected and unprotected areas. 

Similar tax exemptions for private conservation areas have been applied in Brazil, South Africa and the United 

States. In Brazil, private conservation areas may be registered as Private Natural Heritage Reserve (RPPN) and 

owners may apply to the National Institute for Colonization and Land Reform for an exemption of the Rural Land Tax 

for the area designated as an RPPN. The RPPN Programme has resulted in a significant increase in the national 

protected areas estate in Brazil and has been particularly useful in consolidating fragments of natural habitat and 

creating ecological corridors.  

Source:  Bowels, I., Downes, D., Clark, D. and Guerin-McManus, M. 1998. Economic incentives and legal tools for private sector 

conservation. Duke Environmental Law & Policy Forum 209. 

Emerton, L., Bishop, J. and Thomas, L. 2006. Sustainable Financing of Protected Areas: A global review of challenges and options. UNEP, 

Gland, Switzerland. 
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Property rates in South Africa are governed by the Local Government: Municipal Property Rates Act (Property Rates 

Act). This Act requires that Municipalities adopt an annual rates policy and stipulates a list of criteria which must be 

considered in doing so. It also enables a Municipality to levy different rates for different categories of rateable 

property. This differential rating system provides a useful mechanism for encouraging landowners to undertake 

improved land management such as conserving areas through voluntary environmental agreements or clearing of 

alien plants. The clearing of alien plants, however, has not yet been included as a criterion but could be considered in 

future. 

Source:  Paterson, A. R. 2006. Clearing a path towards effective alien invasive control: The legal conundrum. 


