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e C: (extreme case — for illustrative purpose) almost complete substitution of labour
taxes with capital and consumption taxes. Environmental taxes provides for up to
30% of revenues or more

Figure 1 ETR dynamic in the short, medium and long term
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The issue of harmonisation: Taxes are mainly set nationally or sub-nationally and
the harmonisation of taxation rules at EU level is subject to the unanimity rule. As a
consequence, few developments have been achieved at EU level. Undertaking a more
radical ETR at national level can be hard in the context of competition within the
internal market and globally. The way forward has to date been more of cautious?
introduction of a new tax by one country, with other countries then ‘following the
example’. There has been therefore a step-by-step progress, with some de facto
harmonisation as followers adopted other member states’ approaches. Overall
progress however has been relatively slow.

The questionnaire wishes to explore whether further harmonisation on ETR will be
desirable and, if so, how this could be achieved. Different tools to increase ETR
harmonisation across the EU are available, from formal legislation to different forms
of collaboration between Member States. Some key approaches are summarised in the
following table — see also definitions in the box below:

5 Note that even cautious introductions can be relative radical of course in light of political realities.
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Table 1 Approaches to achieve ETR at EU level

Leve.l Of. Approaches and examples for tax reform
harmonisation
Tight Legal approaches and not all | Eg as early Schengen co-operation.
harmonisation | EU — special legal framework
for a subset of | outside EU legal framework
EU Member | Legal approaches and not all | Schengen process; EURO zone
States EU - within existing legal | Enhanced cooperation — eg potentially for
framework carbon tax?
Increased Legal approaches implemented | Legislative specific minimum
harmonisation | across all EU requirement: energy tax directive, VAT

across the EU

Legislative general requirement: 'principle
of recovery of the costs of water services'
under WFD® for water pricing

Legislative possibility: Eurovignette

Political intention to promote

Formal/structured Open Method of

fiscal reform: Flexible | Coordination (OMC) eg Lisbon Strategy,
. approach Broad . Economic  Policy qudelines
Partial (including vague ETR recommendations)
harmonisation

across the EU

More flexible/light OMC — eg Green public
procurement (GPP)

‘Encouragement of voluntary policy
coordination / towards OMC eg Cars and
CO2:  encouraging  national  fiscal
approaches; reform of  environmental
harmful subsidies

No
harmonisation

Subsidiarity / full own choice
but “learning from others”

Compare and respond to other Member
States’ initiatives — eg use of revenue
neutrality

Subsidiarity / full own choice

Own needs and own initiatives — eg UK
Landfill tax with ETR approach

Box 2 Harmonisation approaches - some useful definitions’

Open method of coordination (OMC): The OMC was introduced by the European
Council of Lisbon in March 20008. It provides a framework for cooperation between
the Member States (MS), to help drive their national policies towards certain common
objectives. It takes place in areas which fall within the competence of the MS (eg
economic and social policy and fiscal measures). It usually focuses on: jointly
identifying and defining objectives to be achieved (adopted by the Council); jointly
establishing measuring instruments (statistics, indicators, guidelines); benchmarking,
i.e. comparison of MS’ performance and exchange of best practices (monitored by the

6 Unanimity was not required for WFD because this was under Art 175(1)

7 Based on Europa Glossary http.//europa.eu/scadplus/glossary/index_en.htm

8 Presidency Conclusions - Lisbon European Council 23 and 24 March 2000. Available at

http://ue.eu.int/ueDocs/cms_Data/docs/pressdata/en/ec/00100-r1.en0.htm
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Commission).

Depending on the areas concerned, the OMC involves so-called ‘soft law’ measures
which involve a political commitment on on the part of the MS but which never take
the form of directives, regulations or decisions which would be legally binding. Under
this intergovernmental method, the MS are evaluated by one another (peer pressure),
with the Commission's role being limited to surveillance.

Examples: The use of OMC-like informal networks can be observed in ongoing
processes such as the Sustainable Development Strategy, the European Climate
Change Programme (ECCP), and sectoral networks, such as the Implementation and
Enforcement of Environmental Law Network (IMPEL), the Common Implementation
Strategy of the Water Framework Directive (CIS-WFD), and the Seville Process
(implementing the IPPC Directive). In addition, examples under development include
Green Public Procurement and the EU strategy for an Integrated Maritime Policy.

Enhanced cooperation: Enhanced cooperation allows those MS that wish to work
more closely together on certain matters to do so, while respecting the single
institutional framework of the Union. The MS concerned can use the enhanced
cooperation procedure to move forward without the participation of all MS where
common action under the regular provisions of the Treaty is not possible. Its
principles are laid down in the Treaty on European Union (art 40-45)° and there are
detailed procedures for its application in the EC Treaty (art. 11-11a).

At least eight Member States must be involved to initiate enhanced cooperation, but it
remains open to any Member State that wishes to participate to join later. Enhanced
cooperation must also further the Treaty objectives and respect the whole of the
acquis communautaire and the rights and obligations of non-participating Member
States. It may not undermine the internal market or apply to an area that falls within
the exclusive competence of the Community.

Enhanced cooperation may be undertaken only as a last resort, when it has been
established within the Council that the objectives of such cooperation cannot be
attained within a reasonable period by applying the relevant provisions of the
Treaties. The MS that wish to undertake enhanced cooperation must obtain prior
authorisation from the Council, acting by a qualified majority. The Council can act
only on a Commission proposal, so the interested MS must request the Commission to
submit a proposal, but cannot compel it to do so.

Examples: the provisions on enhanced cooperation have not been used until now.
However, similar forms of closer cooperation between subgroups of Member States
have already been applied in some areas such as the Schengen process and the EURO
zone!0

9 Consolidated version of the Treaty on European Union. Official Journal C 115 of 9 May 2008 — See
http://eur-lex.europa.eu/JOHtml.do?uri=0J:C:2008:115:SOM:EN:HTML

10 Enhanced cooperation: From theory to practice (p. 97-119), in EPC, Egmont & CEPS: The Treaty of
Lisbon: Implementing the Institutional Innovations; November 2007
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The issue of a wider fiscal reform and its interaction with ETR: The expression
‘Environmental Fiscal Reform (EFR)’ refers to a broader concept that includes reform
of environmentally harmful subsidies. Although it is not within the scope of this
questionnaire to look at other economic tools, one should be aware of their
implications/interactions with taxes when making assumptions in the long term future.

For instance, a broader fiscal reform is likely to include, beside taxes and subsidies,
other economic tools that can play a significant role, also in terms of revenue raised.
This is particularly the case of auctioning of carbon allowances in the context of the
EU Emission Trading System (ETS), which will play an increasing role and, arguably,
it could represent a substantial source of revenue in the future. A key issue then will
be how these revenues will be used — i.e. for domestic purposes (e.g. reduction of
other taxes), or for international policies (e.g. technology transfer, adaptation). This
discussion will become increasingly important during the next years. Another key
area would be fines and liabilities. These could also play a significant role in future
environmental policy.

ETR hence should be seen as part of a wider package, together with ETS, to
contribute to the internalisation of externalities and the application of the ‘Polluter
Pays Principle’, and avoid or reduce possible carbon leakage. EFR can be seen as
covering the whole set of associated instruments — taxes, charges, subsidies, tradable
permits et al.

We will really appreciate your views and comments on the issues highlighted above.
The questionnaire is meant to help guiding your comments, we would appreciate if
you could respond to as many questions as possible.
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Questions

Future policies and scenarios

1. In a European future with decreased population and increasing ageing
population, the labour tax basis will likely not be as stable a resource as today.
Furthermore, with the likely need to reduce greenhouse gases emission by 50-
85% in 2050 (on the basis of IPCC estimates!!) and pressing environmental
related problems, such as resource scarcity (living within one planet’s
resources) and their related price increase ( eg oil prices), increasing pollution
and the need for increased energy security, the environment will become an
increasingly crucial issue.

e Will environmental taxes and charges be a tool of critical importance
to help face these challenges?

e What do you think an appropriate balance of different taxes could be -
on labour, capital, consumption — and, within consumption,
environmental taxes and charges? For example, would a doubling of
the current rate of environmental taxes (from 7 percent to 14-15
percent of tax revenues) by 2050 be feasible and/or advisable? Would
further increases be possible? (see for examples figure 1 above)

e To what extent could Environmental Tax Reform (ETR) help address
the challenges in the following areas (eg from marginal help to major
help) now and in the future? Where are they proved to be easier or
more difficult to implement? For each area, which specific taxes and
charges will be important/look more promising?

o To address climate change (mitigation and adaptation)

o To influence energy policy (eg use of renewable sources)

o To reduce the impacts on biodiversity and ecosystem

o To improve air and water quality,

o To address resource scarcity (eg fish, water) and sustainable
consumption/production

o Others?

2. The focus of ETR is mainly on taxes and charges, but when considering its
role and potential, especially in terms of revenue rising, one should also take
into consideration the interaction with the auctioning of carbon emission
trading allowances.

How will the EU ETS likely affect the potential for tax reform? What could a
possible combined contribution to GDP of environmental taxes and ETS
auctioned allowances be?

I TPCC Fourth Assessment Report, Working Group III
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3. As mentioned in the introduction above, ETR has advantages and
disadvantages. Environmental taxes proved to work well in some countries,
less well in others, and in general have been supported by some experts and
policy makes as well as opposed by others. For instance, the discussion around
a carbon tax at EU level has led to little result, while other market-based
instruments such as ETS have been preferred.

What do you think are today the main pros and cons of moving towards a
more radical ETR? What can be learned from past lessons?

4. In order to overcome barriers to ETR (e.g. the perceived damage to
competitiveness and low income population, a potential shrinking/unreliable
tax base, the strong lobby from opponents) several measures and arguments
have been brought forward, such as careful design of ETR, gradual
introduction (including early announcement), extensive consultation,
information (eg on best practices) and awareness raising, improved
understanding of externalities and economic/environmental implications,
development as part of policy packages, removal of perverse subsidies,
introduction of temporary exemptions and careful evaluation measures.

Which of the existing arguments to overcome barriers for a radical ETR seem
less convincing, and what other arguments could be more effective?

5. Thinking backward (see figure 1 above), in order to achieve more ambitious
ETR in the long run, what should be ideally achieved by 2020 - in the EU or in
some specific MS? What could be achieved in practice (i.e. realistic in light of
political opposition) — eg in terms of type and proportion of environmental
taxes and adequate mix of consumption, labour and capital taxes?

6. What could be done in the short run — eg in the next 5 years?

7. Are environmental taxes likely to be a permanent tool or rather a transient
instrument to achieve the gradual decarbonisation of the economy and the
move to resource efficiency within ‘one-planet’ bounds?

Acceptability of ETR

8. From your experience, what Member States (MS) and economic sectors have
been more in favour, what more opposed to ETR?

9. It is often argued that it is usually ‘losers’ that mobilise against ETR, while
‘winners’ are less aware of the benefits and therefore less active in campaining
in favour of ETR. Can this imbalance be addressed, and if so, how?

10. What approach should be used to achieve greater harmonisation across the EU
in the field of ETR (eg Open Method of Coordination - OMC, enhanced
cooperation — see table 1 and box 1 above) — what level of flexibility should be
left to MS?
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Enhanced cooperation can only be initiated if there is a formal agreement
within the Council that a certain issue (in this case, environmental taxation)
cannot be addressed by applying EU normal legislative procedures. This
process can be lengthy, and also implies a formal recognition of EU
institutional ‘failure’, which could be politically sensitive. Would you be in
favour of making enhanced cooperation clauses more flexible, e.g. in order to
avoid the need to establish 'failure'? Would such a change be feasible and
politically acceptable?

Enhanced cooperation requires the close collaboration of at least 8 MS. If such
an approach should be pursued to improve harmonisation, which MS do you
believe would be the most suitable participants?

What are the main messages that should be communicated to increase ETR
societal acceptance and minimise political opposition from Member States?
Which have worked/not worked in the past?

How can higher environmental taxes be justified in case of high oil prices (eg
alleviation measures, specific use of revenues etc)?

Please send you replies to Samuela Bassi sbassi@ieep.eu — or contact me by phone at
0044 (0)207 340 2685

IEEP is an independent not for profit institute dedicated to advancing an

environmentally sustainable Europe through policy analysis, development and

dissemination

Web site: www.ieep.eu
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