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With your permission: First a short commercial
Some Differences between the UK and Germany

Germany’s “Social-ecological Tax Reform” in
flve steps

Some lessons from the debate in retrospect

A European and Global Perspective
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GreenBudgetNews:
A Platform for European and Global Debate

Full Name: European Newsletter on Environmental Fiscal
Reform. First edition appeared in october 2001

Cooperation Partners: OGUT - Austrian Society for
Environment and Technology; DEC - Danish Ecological
Council; CAAG - Clean Air Action Group, Hungary

Topics: Green Budget Reform on EU-level, in individual
European countries, and worldwide

We are looking for Corresponding Partners who:
Write articles case by case
Report from their own country on a regular basis
Send the newsletter to their own mailing list
Or submit addresses to us for distribution

© Dr. Gorres — www.eco-tax.info - Marz 08 Is B RI European Dream & Instrument Debate 3



Green Budget News 4 — 9/2003

European Newsletter on
Environmental Fiscal Reform

Poland: Environmental Fiscal Reform in Poland on the Eve
of its Accession to the European Union — Conditionalities
and Possibilities

France: Paris is planning to introduce a green tax for car
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And here’s how:

To become a member:
To subcribe to our newsletters:

To find useful iInformation
about Green Budget Reform:

WWW.eco-tax.info
www.foes-ev.de

foes@foes-ev.de
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GERMAN ECOTAXES IN COMPARISON TO UK

Putting things In perspective: Ecotaxes still small

UK
United Kingdom 2003

Taxes &

Social Population: 59.6 million

f:3%o(:;)b(glli§|r; GDP: 1,581 billion Euro
Taxes & Social Security 38 % of GDP

E cotax Ecotaxes: 3.1 % of GDP down from
€25 bilien/ 3.6 % in 1999
D e Germany 2003
Social * Population: 82 million

v e Taxes + Social Security 45 % of GDP
4596 G * Old Ecotaxes: about 6 % of all taxes +

contributions
E cotaxes New Ecotaxes by 2003 (year 5):
€ 49 billion Less than 1.2 % of GDP!

/ 4,2%0 . .
GDP % of total taxes and contributions

2
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SHARE OF INDUSTRY IN THE ECONOMY ONE FIFTH GREATER IN GERMANY

Value added by sector at 2004 prices in percent

Particular situation in

B UK 305 304 Germany:

1/3 of company profits
B Germany are generated through
' exports

exports worth more
than twice as much as
exports from the UK

1 in 4 jobs dependent
on foreign trade

On the other hand:
Rising energy prices do

Agriculture.  Industry incl. Construction  Trade and Financial,  Other senice not have to jeopardise
forestry and energy transport renting and activties com petitiveness. N
fishing business (unadjusted)
activties

Source: UK and German National Statistics Offices
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AGREED AND REAL REDUCTIONS OF GREENHOUSE GASES (BAS IS 1990)

Within the EU, the UK and D set a shining example
-5 Luxembur
2o 'ﬁ%ﬁ Germany q
o %gs//;’ ﬁ United Kingdom

8% EU-lotal
France
210 | Danmark
%{04% Sweden
13% | 3% Netherlands
6% 3% Austria
B Real Development 1990-2000 4% ltaly

-1%
-8%

O Target average 2008-2012 6%  Belgium

24%
Greece 2504

Ireland — 24%
e 30%
0
Portugal —27%
i 0
Source: EU-Commission Spain * 35%

|
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CO, EMISSIONS PER CAPITA IN 2000 (TONS)

But In per capita volumes and in the long run, both
countries are close to EU average

Sweden 8
Portugal 8
France 9
Italy 9
Spain 10
Austria 10

United Kingdom |11

EU-Average: 11

Germany |12
Greece | 12
Danmark 13
Netherlands 14
Luxemburg 15
Belgium 15
Finland 16
Ireland 18

Source: EU-Commission
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TAX RATES ON ENERGY 1998 — 2004 (EURO CENT PER UNIT ENERGY)

Petrol and diesel prices increase by at least one third

iIncrease

D
1998 |[D1999 | DRPOOO | DRO01 | D002 | DROO3 | 2003 | 99-03
prior to
LMY gnit | the  |Annual increase Arer e
increase ecotax
Petrol litre 50.1 +3.1 +3.1 +3.1 +3.1 +3.1 65.6 15,5
49%
Increase
Diesel litre 31.7 +3.1 +3.1 +3.1 +3.1 +3.1 47.2 15,5
|Heating :
51% oil litre 4.1 +2.1 - - - - 6.2 2.1
Increase
Natural 1 wh| 02 | +0.2 : : i +02 | 06 0.4
gas
200% o
Electricity | kWh - +1.0 +0,3 +0,3 +0,3 +0,3 2.1 2,1
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FINANCIAL EFFECTS OF ETR IN GERMANY (IN BILLION EUR O)

Energy taxes in Germany increased by 55 percent

52,7

6,5

5,0
1,8

Energy taxes Energy taxes
1998 2003

© Dr. Gorres — www.eco-tax.info - Marz 08 ‘ B F.

Use of ETR
Electricity o Environment
9% Projects

Natural gas Budget

Fuel oil
. Pensions
Diesel
system 88%,
Fuel Decrease in pension costs:

Calculative: 1,7 %
(ca. 480 Euro relief in average

per employee)
In fact: 0,8 % (because of
contrary effects)
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PETROL PRICES IN THE UK AND GERMANY (EURO CENT / LI TRE)

Ecotax alone does not account for high fuel prices

115 cents 122 cents
111 cents 18
16
15 O VAT
79 cents

10 B Mineral oil

taxes

[ Cost
before tax

31 33 33

19

D 1999 D 2003 D 2005 UK 2005
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IMPACT OF ECOTAX ON TRANSPORT EMISSIONS IN D AND UK

The two exceptional cases in the EU: CO , transport
emissions are falling in Germany and the UK
9% -

4% -
3% -

2% -

1% -

0% = ]
1996 1997 ‘\\\$Qgg/’//' 1999

-1% -

2001 2002

Annual change in CO2 emissionss

2% 1 —Germany =—UK — Other-EU

-390 -
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RELATIVE BURDEN SHARES IN TOTAL LEVIES GERMANY 1970 - 2003
Since 1998, tax burden has shifted from labour to

natu re Increase > 20 percent
112 % | Nature 7.8% 8,0 % 8,2 %
15,9 % 16,4 % 16,7 %
16,6 % | Neutral
10,9 % 10,3 % 10,9 %
13,9 %
10to 15 %
burden shift
needed
Labour

1970 1990 1998 2000 2003

Nature : Energy taxes, land taxes Neutral: VAT, duties etc. Capital: business taxes,
etc. capital taxes etc.
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German ecotax met similar attitudes as in other
countries...

“Mas vale un diablo conocido
gue un angel por conocer”

(Spanish Proverb)

“Dear God, make me chaste,
but not right away”

(Saint Augustine as a young man)
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German ETR reflects a widespread consensus In

Europe

1970/80ies:
Wild array of Ecotax proposals

o"\(\>e
SO, o
Waste Batt €rigg

Ar
GQS ‘ e("v
e‘\\\\t
<
yvater
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Early 1990ies:
Convergence of an EU-Consensus

» Concentration on Energy:
not 150 different ecotax items
o Careful escalation:
(slow, but steady growth,3-5% p.a.)
» Concrete blueprints:
detailed macroeconomic models (i.e.
DIW/FOS in Germany)
e Budget neutrality:
No increase in tax quota
» Burden shifting:
From labour to nature
» Export Protection
for energy intensive branches
» European Dimension
of Ecotax Debate and Reform
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In the summer of 2000, there were anti-ETR

demonstrations throughout Europe

© Dr. Gorres — www.eco-tax.info - Marz 08

IceRrI

But unlike many other
EU governments, the
red-green coalition
didn‘t back down
under pressure...
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POSITIVE EFFECTS ON NATURE, INNOVATION AND LABOUR

First Results of Ecological Tax Reform

fuel consumption Increased
CO,-emissions
tax rates car Sharing
pension costs energy saving
empty HGV travel technologies
dependence on fossil energy efficiency
fuels new 3.5 liter cars
job creation
use of renewable
decreased SMEREs
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ADMINISTRATION COST OF DIFFERENT TAXES — PERCENT OF REVENUE

Ecotaxes have the lowest administration costs

Corporate income tax

Car tax

Income tax

Business tax

Purchase tax

Ecotaxes

2,9%

2,2%

0,5%

P0,13%

Illlllli\lllllllllllllllll
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Average 1,6 %
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5,0%
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COUNTERARGUMENTS (A)

The seven worst arguments against ecotaxes - and
how to counter them

Ecotaxes will jeopardise competitiveness of nation’s Industry.
For German industry, ETR means net relief of up to € 4% billion p.a.
Ecotaxes will increase the total tax burden.

By integration in general tax reform, overall tax quota in Germany was
decreased, with net relief for the great majority of taxpayers.

Ecotaxes will be self-defeating due to tax base eros  ion.

Through gradual and incremental ecotax increases, stable and even
growing tax returns can be expected over many years (as has been the case
with gasoline taxes in the past).

Ecotaxes hit poor harder than the rich.

This used to be true for some sections of the low-income population, in
particular for non-taxpayers like students and pensioners, but has been partly
offset by energy-cost support.
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COUNTERARGUMENTS (B)

The seven worst arguments against ecotaxes —
and how to counter them (cont.)

Ecotaxes can only be enacted on a continental or gl  obal scale.

Many European nations showed that purely national reforms were possible,
though limited in scale and with particular concessions.

Ecotax revenues must be devoted to ecological proje cts.

German experience confirms this as a popular demand, but there are strong
economic arguments against this demand, mainly the independence of
revenue and expense items in the public budget.

Ecotaxes do not lead to ecological effects.

This position — contrary to most economists firm belief in market forces —
was rebuted by the conincidence of tax increases with increases in crude oil
prices.
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POSITIVE AND NEGATIVE EXPERIENCES FROM GERMAN ECOTA XES

Despite of overall positive effects, German ETR
leaves room for improvement...

+ Actual law much simpler than
former models (litre, not joule)

+ Budget neutrality nearly realised

+ Part of more general reform with
overall tax relief for most tax

Bureaucracy, loopholes and
exceptions - more than necessary
Coal totally excluded, heating oll
and natural gas only in first step
Budget neutrality not accepted by

payers o public that wants eco-taxes
+ Therefore mainly winners, very e —
few losers PUIP

Winners (mainly industry) do not

+ First positive results for . . :
recognize relief and continue

environment and labour market

+ Only small concessions to gas- SomplENnlng
Vly smafl J No tapping of huge anti-ecological
price-riots in 2000 subsidies

+ Reversal in factor burden!
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GBG's DEMANDS FOR CONTINUED ECOTAX REFORM (in brief)

Current political situation in Germany requires a cauti ous
approach...
The same ecotax rates on diesel and petrol

Fixed annual ecotax increases on transport fuels of
between 3 and 5 cents per litre

Development of more ecological vehicle tax

End to subsidisation of air travel — VAT to be paid on
International flights, kerosene tax on internal fligh ts

Revision of current exemptions for the manufacturing
Industry

Up to 10 percent of ecotax revenues to be invested in
renewables
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Sustainabillity is a central part of ,,The European D

Five Dimensions of Sustainability

Political
Liberty

Economic
Welfare

Social
Justice

Defense
of Nature

Global Develop-
ment and Peace
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Democracy
Freedom ++
Constitutional State

Free Market ++
Jobs and Growth
Global Trade

Basic Needs +++
Just Distribution
No Discrimination

Climate Protection ++
Ressources

Amenity, Diversity

Global Justice ++

Peace/ Cooperation
Global Governance

ream”

+++

+++

++
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TWO DISTINCT PHASES OF ECOLOGICAL POLICY

Both nationally and globally, we must progress
from Pollution Control to Resource Productivity

1975 - 2000 2000 - 21007?
Pollution Control Resource Productivity
Problem Toxics, Waste, SOx, Fluorides. .. CO,, Energy, land use, other primary
Substances resources...
Regional Focus/ Mainly local / Mainly global /mainly
Process Stage Mainly outputs/emissions inputs/resources
Predominating End of pipe/ As upstream as possible —
philosophy Command and control mostly market incentives
e economic About 5 Percent About 95 percent
activities
Most efficient tools Policy mix — anything goes Not possible without market forces
(Coase Theorem) and allocative power of tax system
Difficulty of task Prevent harmful activities — Change entire way of life —
clean up our mess develop new prosperity model

Source: Ernst von Weizsécker
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With both instruments, there is light at the
end of the tunnel — solar light!

Bad news for finance ministers:
ecotax rates may still grow, but
s revenue declines!

- upper limit

- lower limit SWItc?hlng Sustainable
corridor price level
Bad energy Bad energy Alternative
w/0 ecotax plus ecotax energy
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In the starting phase, we should use ETR and ET acc  ording
to their respective advantages

Competition
intensive Conian.
emission trading
Overlap not
always bad
Advantage ecotaxes
Only local
competition
Large Small
groups groups
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Over time, the optimal instrument mix should shift from ETR
to ET and from Grant to Auction

100 %

66 %

Instruments of
CO,-Control

Grandfather option
In the long run not
socially sustainable

0 %

2005 2010 2020 2030 2040 2050
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Wanted Internationally:
Global Governance and Global Sustainability!

World situation

defines multiple tasks:
Just and sustainable
World Order
Globally shared
responsibility for
peace and security
Worldwide protection
of climate and
resources

In other words: New

rules and new tools
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About “Green Budget Germany” and the author

Green Budget Germany (Forderverein Okologische Steuerreform e.V./ FOS)
IS a nonprofit organisation, founded in 1994.

We participate in the German and European Ecotax and Emission Trading
Reform with own contributions and through communication in and with the
business, scientific and political communities.

Among other publications, we publish newsletters in German in English:
OkoSteuerNews and GreenBudgetNews .

Dr. Anselm Gorres , born in 1952, economist and former McKinsey Consultant,
IS manager and entrepreneur in Munich Germany (www.zmm.de). He is co-
founder and President of FOS/GBG. He has written books and many articles
about ecotaxes in Germany.

TAX

Forderverein Okologische Steuerreform e.V. BADS,
Brienner Str. 44 — D 80333 Miinchen f‘i NOT ¢
Fon +49-89-520-113-13, Fax -14 3,GOODS &
foes@foes-ev.de; www.foes-ev.de; www.eco-tax.info L Q,_w-‘ﬁ
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CO,-Emissionen in der EU

EU-Member [Emissionen 1990 Emission 2000 Target2010 SO LL 2010 IST 2000 [Difference population

Ireland 53 66 60 13% 24% -11% 3,7 18
Finland 7 81 7 0% 5% 5% 51 16
Belgium 143 152 142 -8% 6% -14% 10,2 15
Luxemburg 11 6 8 -28% -45% 17% 0,4 15
Netherlands 210 217 198 -6% 3% 9% 15,8 14
Danmark 69 69 55 -21% -1% -20% 5,3 13
Greece 105 130 79 25% 24% 1% 10,5 12
Germany 1223 991 966 -21% -19% 2% 82 12
United Kingdg 743 649 646 -13% -13% 0% 58,6 11
Austria 17 80 67 -13% 3% -16% 8,1 10
Spain 286 386 329 15% 35% -20% 394 10
ltaly 522 544 590 -1% 4% -11% 57,6 9
France 552 542 552 0% 2% 2% 60,4 9
Portugal 65 85 48 27% 30% -3% 10,8 8
Sweden 71 69 73 4% 2% 2% 8,9 8
EU-15 total 4208 4066 3890 -8% -4% -4% 376,8 11

Source: EU-Commission
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