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The minimum tax on big businesses 

Members of the European Union last week agreed in principle to implement a minimum 

tax of 15% on big businesses. Last year, 136 countries had agreed on a plan to redistribute 

tax rights across jurisdictions and enforce a minimum tax rate of 15% on large 

multinational corporations. It is estimated that the minimum tax rate would boost global 

tax revenues by $150 billion annually. 

Global minimum tax (GMT): 

• EU members have agreed to implement a minimum tax rate of 15% on big businesses 

in accordance with Pillar 2 of the global tax agreement framed by the Organisation for 

Economic Cooperation and Development (OECD) in 2021.  

• Under the OECD’s plan, governments will be equipped to impose additional taxes in 

case companies are found to be paying taxes that are considered too low. This is to 

ensure that big businesses with global operations do not benefit by domiciling 

themselves in tax havens in order to save on taxes.  

• Pillar 1 of the OECD’s tax plan, on the other hand, tries to address the question of taxing 

rights. Large multinational companies have traditionally paid taxes in their home 

countries even though they did most of their business in foreign countries.  

• The OECD plan tries to give more taxing rights to the governments of countries where 

large businesses conduct a substantial amount of their business. As a result, large U.S. 

tech companies may have to pay more taxes to governments of developing countries. 

The need for a global minimum tax: 

• Corporate tax rates across the world have been dropping over the last few decades as a 

result of competition between governments to spur economic growth through greater 

private investments.  

• Global corporate tax rates have fallen from over 40% in the 1980s to under 25% in 

2020, thanks to global tax competition that was kick-started by former U.S. President 

Ronald Reagan and former British Prime Minister Margaret Thatcher in the 1980s.  

• The OECD’s tax plan tries to put an end to this “race to the bottom” which has made it 

harder for governments to shore up the revenues required to fund their rising spending 

budgets.  

• The minimum tax proposal is particularly relevant at a time when the fiscal state of 

governments across the world has deteriorated as seen in the worsening of public debt 

metrics. 
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Pros and Cons of GMT: 

• Supporters of the OECD’s tax plan believe that it will end the global “race to the 

bottom” and help governments collect the revenues required for social spending. 

• Many believe that the plan will also help counter rising global inequality by making it 

tougher for large businesses to pay low taxes by availing the services of tax havens.  

• Critics of the OECD’s proposal, however, see the global minimum tax as a threat. They 

argue that without tax competition between governments, the world would be taxed a 

lot more than it is today, thus adversely affecting global economic growth. 

• In other words, these critics believe that it is the threat of tax competition that keeps a 

check on governments which would otherwise tax their citizens heavily to fund 

profligate spending programs. 

 

What are carbon markets and how do they operate? 

The Energy Conservation (Amendment) Bill 2022, was passed in Parliament on December 

12, despite the opposition’s demands to send it for scrutiny to a parliamentary committee. 

The Bill empowers the government to establish carbon markets in India and specify a 

carbon credit trading scheme. 

What are carbon markets? 

• Article six of the 2015 Paris Agreement provides for the use of international carbon 

markets by countries to fulfill their nationally determined contributions (NDC) to keep 

global warming within 2°C.  

• Carbon markets are essentially a tool for putting a price on carbon emissions — they 

establish trading systems where carbon credits or allowances can be bought and sold.  

• A carbon credit is a kind of tradable permit that, as per UN standards, equals one tonne 

of carbon dioxide removed, reduced, or sequestered from the atmosphere.  

What are the challenges? 

• The UNDP points out serious concerns pertaining to carbon markets — ranging from 

double counting of greenhouse gas reductions, quality and authenticity of climate 

projects that generate credits to poor market transparency.  

• There are also concerns about ‘greenwashing’ — companies may buy credits, simply 

offsetting carbon footprints instead of reducing their overall emissions. 
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What are concerns about new Bill? 

• The Bill empowers the Centre to specify a carbon credits trading scheme. Under the 

Bill, the central government or an authorised agency will be able to issue carbon credit 

certificates. These carbon credit certificates will be tradeable in nature. Other persons 

would be able to buy carbon credit certificates on a voluntary basis.  

• Opposition members pointed out that the Bill does not provide clarity on the mechanism 

to be used for the trading of carbon credit certificates and about who will regulate such 

trading.  

• Members also raised questions about the right Ministry to bring in a scheme of this 

nature, pointing out that while carbon market schemes in other countries are framed by 

their environment ministries, the Indian Bill was tabled by the Power Ministry. 

• Another important concern raised is that the Bill does not specify whether certificates 

under already existing schemes would also be interchangeable and tradeable with 

carbon credit certificates. Two types of tradeable certificates are already issued in 

India— Renewable Energy Certificates (RECs) and Energy Savings Certificates 

(ESCs). 

What is REC? 

Renewable Energy Certificates (RECs) are a market-based instrument that certifies the 

bearer owns one megawatt-hour (MWh) of electricity generated from a renewable energy 

source. The REC received can then be sold on the open market as an energy commodity 

once the power provider has fed the energy into the grid. Earned RECs can be sold to other 

polluting entities as a carbon credit, for example, to offset their emissions. 

Energy Saving Certificates (ESCerts)  

The Perform, Achieve and Trade (PAT) scheme as a market-based mechanism, under 

National Mission for Enhanced Energy Efficiency (NMEEE) is to enhance cost 

effectiveness through certification of excess energy savings in energy intensive industries 

that can be traded. The scheme seeks to reduce the specific energy consumption (SEC), i.e. 

energy used per unit of production in energy intensive large industries. Under this scheme, 

an Energy Audit is done to verify the baseline data (current level of efficiency) and 

thereafter energy saving targets are given. Energy Saving Certificates (ESCerts) are issued 

to those plants that have achieved excess energy savings over their targets. Units that are 

unable to meet the targets either through their own actions or through purchase of ESCerts 

are liable to financial penalty under the Energy Conservation Act, 2001. 

 


