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V.  GUI DANCE DOCUMENT ON ECONOM C | NSTRUMENTS TO
REDUCE EM SSI ONS OF REGQ ONAL Al R POLLUTANTS

355.  Economic instruments include a variety of policgltosuch as pollution charges and taxes or mareepaymits. The provision of an economic incentiv@ollute less can,

in principle, bring about a full internalization tife health and environmental costs, leading t@ghignal level of pollution control without requig detailed specification of control
measures. Emphasis in this guidance documenttiseonse of economic instruments for the contrakgfonal air pollution from emissions of gQIOx, NH;, VOCs and fine
particles though the information presented hasdepapplicability for environmental improvement.k@y feature of economic instruments is that byngj\polluters more flexibility

in deciding how to respond to legislation than itiadal command and control mechanisms, they cednae the overall cost of pollution control polictésis leading to achievement of
environmental goals in a cost-effective way. Tistriuments can provide a lasting incentive to sust@havioural change or to develop technologimabvations and more cost-
effective emission control measures. In many ¢asamomic instruments create revenues. In sosesdhese have been used to further other poljegibkes (“double dividend"),

in others they have been earmarked for purposeslgleelated to the environmental objective: eegzdmpensate those that suffer damage from patiutisubsidize emission
control measures; or to compensate for a lossnmpetitiveness for the industry concerned. Sonsa@mic instruments are designed to serve purpdbes than environmental ones,
and some explicitly address a number of issueslsinmeously. An effective and efficient system, lewer, may require a clear decision about its iieerds although incentive based
taxes will raise revenue, the two objectives arefulty compatible. Systems of economic instrunsestiould be designed in different ways dependingtwether their primary
objective is to raise revenue or promote envirortaléemprovement.

356. To maximise the benefits of economic instrumenis inportant to consider carefully the conditiamgler which particular economic instruments areljiko perform well

and to take account of the situations in whichrthee is less advisable, for instance, when anogpiate tax base cannot be found. Furthermorgye@nomic instrument can be
designed and implemented in a variety of ways.efdbddesign and implementation may help to makenthere effective and reduce the chances of undesiside effects, for
instance, due to misdirected incentives. In mases, this will mean that economic instrumentareof a policy mix in which direct regulation,luatary approaches and exchange
of information all play a role.

The experience gained in the use of economic im&nis to reduce emissions of nitrogen oxides,JN§ulphur, volatile organic compounds (VOCs), amia@nd fine particles (PM)
has been reviewed in a background document basedtmmal expertise and scientific literature. ndsihis review and information from the CLRTAP 20Q0Qestionnaire, the tables
below summarize the most important findings ofvatee to Parties implementing the obligations effinotocol. The first of the three tables showesntiain features and aspects of
four categories of economic instruments that &ed\tito be the most relevant in the present cor(textlable permits and quotas; emission and prdesss/charges; product charges



and tax differentiation; subsidies and fiscal fitiei).Y Their performance is assessed against a numbeiteria and some important issues in the desighefnstruments are
mentioned. Table 2 illustrates the applicabilityl @ctual application up to 2010 of the four instemincategories to various source categories (ginereluding reference to
measures aimed principally at greenhouse gas dsnéed Table 3 presents a (non-exhaustive) liprofisions needed for the actual implementatiothe$e economic instruments.
Table 2 has been updated for 2010 based mainlyeo®ECD/EEA database on instruments used for amvieatal policy and natural resources managemedgfag to 2010 for
most countriessmww. oecd. or g/ env/ pol i ci es/ dat abase); and Lindhjem, H; J. M. Skjelvik, A.Eriksson, T. Fitend L-L. Pade Hansen 2009: The Use of Economic
Instruments in Nordic Environmental Policy 2006-200emaNord report 2009:578. Nordic Council ohidiers, Copenhagen. Table 2

Since the last update of this guidance documemijar difference is the implementation of the Ewap Union Greenhouse Gas Emission Trading Systeht({ES) in 2005 and
national ETSs for C&(e.g. in Denmark and Norway); and the co-ben#fiése reductions in greenhouse gas emissionsavil m terms of reducing emissions of pollutantzeeced

by the Convention. Trading schemes for other pafitg have also been introduced or consideredN@g.in the Netherlands). Other major changes ohelilne implementation of
emission charges for NOx and Si@ more countries, national carbon taxes and carblated incentive policies, the introduction obsidies for renewable energy in many countries,
and the emergence of voluntary agreements betweestry and the government.

357. In addition to the issues presented in the talihesfollowing general considerations and recommgods should be taken into account:

1. Economic instruments will have their optimal effectases where the market mechanism functions Wedlrefore, it is necessary to check whether thersawho
will be directly or indirectly affected by the imgtnents operate on (at least) reasonably compeetitiarkets and have access to the information ndeddukir decision-making. It
may be necessary to accompany (or precede) tloglirdtion of an economic instrument with policieattimprove the functioning of markets, its secuaity the availability of
information on emission reduction options and esrwinental benefits;

2. Although pollution taxes or tradable permits arefpresented as alternatives to direct regulatieay, will in practice almost always be embedded mix of
instruments, in which also standards, voluntargeagrents and/or other instruments may be involW#ten introducing an economic instrument it showdchecked that the various
instruments will be mutually reinforcing and nouoteracting;

3. Taxes and charges can have an incentive functidfoaa revenue-raising function. The incentivection can be realized directly by making abatenadifotrts
profitable or indirectly through reaction in the ket (due to the cost increase being passed oornsumers);

4. Preferably, economic instruments (especially taescharges), like other instruments, should beamred well in advance of their starting date draukl involve
consultations with stakeholders. This will engieducers and consumers to take account of theimsnt in their investment decisions and to reptitaally to the changed market
conditions, thus improving overall efficiency. Hewer, for some product taxes, the announcementfayead to stockpiling.



Table 1. Experiences, features, issues and consider ations

Tradable permits and quotas

Emission and process
taxes/char ges

Product taxes and tax differentiation

Subsidies and fiscal
inducements

Main features

Allow the reallocation of emission or
production rights among firms (or their
spatial or temporal reallocation by a
single firm)

Polluter pays a fixed or variable
tax (charge) per unit of emissio
or per unit of a polluting activity|

Polluter pays a fixed or variable tax per
runit of polluting product; tax on “cleane
product may be reduced

Improve the competitiveness o
roducts or processes that cay
lower emissions than “standar
technology

se
ill

Exemplary cases
(seealso table 2)

Emission trading programmes (United
States); manure quotas (Netherlands)

NO, charge (Sweden; Norway,
Denmark); emission taxes in
several central and east Europ
countries

VOC incentive tax (Switzerland); sulph
tax (some countries); tax reduction for
fateaner” fuels and cars (several
countries)

HENvironmental funds (mainly in
central and eastern Europe);
accelerated depreciation sche
(several countries);

price guarantees for renewable
energy (Germany)

h

Applicability (see

(Large) point sources (permits); polluti

r{barge) point sources

“Intrinsically" polluting products

Low-emission technology

also table 2) products (quotas) (especially if performance
exceeds standards)
Effectiveness Allow flexibility while securing cap on [Can be very effective if rate is §€tan be very effective if rate/difference |Can play an important role in
total emissions at an appropriate level; precise|compensates for higher cost of substituteeating a market for new
effects of the tax may be difficult technology; accelerated
to estimate depreciation (and other corpor
tax deductions) are only effect
in case of profit-making firms
Efficiency Potentially high, especially when Potentially high, especially when abatement costosts of substitutes variligible equipment may not be

abatement costs vary widely;
accumulated capital savings in the Uni
States estimated at

> US$ 10 billion

widely
ted

optimal in all cases; risk of
subsidizing investments that
would have been made anywal

Monitoring and
enforcement effort
involved;
administrative costs

Dependent on procedures and conditi
may be relatively high due to trade
approval procedures

ipependent on number of sourc
affected and on measuring
method; admin. costs in case o
Swedish NQ charge estimated
0.7% of revenues

latively low, in particular if existing
administrative infrastructure can be use
nd if number of producers/importers is
dimited; admin. costs in case of Swedis
sulphur tax estimated at 0.1% of reven

Dependent on scope and deta
df the subsidy scheme

h
es

Is

Distributional
aspectsand
economic impact

- Dependent on assignment of
permits/quotas (e.g. “grandfathering" g
auctioning);

- If markets are imperfect, dominant fir
may increase their market power

Dependent on market situation
tax/charge rate, costs of emissi
reduction, and revenue
destination; impact can be
minimized by recycling revenue

to charge-/taxpayers

Dependent on market situation, tax/chg
jpate, costs of substitutes, and revenue
destination; distributional impact may b
regressive if basic goods (e.g. energy)
taxed and if income tax is simultaneous
reduced

May come into conflict with the
“polluter pays principle";

ay lead to “windfall profits" if
ausidized investment would
have been made anyway




Tradable per mitsand quotas

Emission and process
taxes/char ges

Product taxes and tax differentiation

Subsidies and fiscal
inducements

International trade
aspects

No discrimination against foreign-owne
firms

tBorder tax adjustments” can b
applied, but should be compati
with WTO and, where applicab
EU rules

A ax/charge can be levied on imported

goods and refunded for exported good
(but no customs duties allowed in intra-
EU trade); discrimination against foreig
producers should be avoided

Compatibility with WTO and,
svhere applicable, EU rules
should be checked in advance
ppearance of favouring
domestic producers should be
avoided

Possible side effects

- Risk of “hot spots" if location of
emission matters

- Auctioned permits raise revenue for
public spending

Taxes will generate revenue

Subsidy may act as a catalyst
negotiations between
environmental authorities and
firms

Important issuesin
instrument design

- Criteria for trade approval should be
transparent and not too restrictive, so
to avoid market thinness

- Fiscal treatment of permits and quots

Tax should be accompanied by
agliable emission reporting
system

s

(as assets) should be clear

&cheme should provide for
exemption/refund if product is used in
ways that do not cause emissions

Budgetary impact should be
carefully assessed, especially
scheme is “open-ended"”

>

=)



Table 2. Applicability and application by main sour ce category */

Tradable per mitsand
quotas

Emission and process taxes/char ges
a/

Product taxes and tax differentiation

Subsidies and fiscal inducements

NO,: (large) point sources

vv

Emissions trading:

CA US GB NL CH/
“Internal bubbles": DK NL

vv
Incentive charge on emissions: SE, N
Financing charges/taxes on emission
BG CA” CZ DK .EE ES FR HR HU
IT LV LT ME PL RO RS RU SK

O

Emission related: CZ N{_

Energy related: AT CADK DE LT
NL NO PL SE GB

Industry related: CA CY FR DE GR
NL PL PT

NO,, SO,, PM and VOCs:
mobile sour ces, including
shipping

v
Only used on the urban sca
Cracow (PL), Singapore

vV

eEnvironmentally motivated road
pricing: AT BE CZ DE NL PL
NOx tax on large mobile sources: NC
Congestion charging: GB SE

Fee differentiation for shipping
according to NOx emissions: SE

vV
Lower taxes on “cleaner" vehicles and
fuels: AL AT BABE BG CAHR CY
CZDKFIFRDEGRHUISIEIT LV
LI LT LUNL NO PL PT RO RU SK SI
ES SE CH TR UAGB US

Charges for use of studded tyres: NO

Investments: CA CHU IT LT NO
PL

Car scrapping schemes: CA CY IE |
NL NO FR GR PT RO SE GB US
Funding schemes and reductions in
road tolls for trucks with PM filters:
CH DE DK NL PT US

SO, large point sour ces

vv

Emissions trading:

PLY US GB CH

“Internal bubbles": NL GB

vV
Financing charges/taxes on emission
BG CZ DK EE E§FR HR HU IT LV
LT ME PL RO RS SE SK

SO,, PM: small point
sour ces

vV
Taxes on emissions: CZ

vv

St axation of fuels differentiated
according to S content: BE BG DE DK
FIFRLILUNO PTSECHGBTR

Energy related: AT CADK DE LT
NL NO PL SE GB

Industry related: CACY FR DE GR
NL PL PT

Tax credits/refunds on high performar
appliances for small scale wood
combustion to reduce PM emission: F
NO

ce

R

VOCs: large point sources

vV
Emissions trading: CA US

Vv

Incentive charge on emissions: CH
Financing charges/taxes on emission
CZEEFRLILVPL

Financing charge on processes: PL

VOCs: small point sources
and products

vv
Taxes on emissions: CZ

S:
vV
VAT reduction for low-solvent paint:

Energy related: AT CADK DE LT
NL NO PL SE GB

Industry related: CA CY FR DE GR
NL PL PT

CZsK
Tax on solvents (as from 2000): CH

NH3: large point sources

v

Financing charges/taxes: BG CZ EE
LT

PL

Industry related: CA CY FR DE GR
NL PL PT

NH3: agriculture

vv

Emissions trading (“offsets"
NLY

v
:Emissions charge: SK

Charge on surplus manure: BE NL

v

Charge/tax on N-fertilizer: A%¥ DK FI¥
NO SE US

vv

Subsidies/tax breaks for Nidontrol,
including organic farming: CZ DE IT

NL NO SI GB




Notes:
a/Excluding non-compliance fees/; Abolished.;_¢Sub-national level; /Sub-national experiments.

*/ Number of ticks reflects relative suitability iotrument/source category combinatigh indicates the highest level of suitability. Codes 1SO-3166 codes referring to
countries which have experience with the instrufsmtirce category combination:

AL Albania FR France MK Macedonia

AT Austria DE Germany NL Netherlands

BE Belgium GB United Kingdom NO Norway

BA Bosnia and Herzegovina GR Greece PL Poland

BG Bulgaria HU Hungary PT Portugal

CA Canada IS Iceland RO Romania

CH Switzerland IR Ireland RU Russian Federation
HR Croatia IT Italy RS Serbia

CY Cyprus LI Liechtenstein SK Slovakia

cz Czech Republic LT Lithuania SE Sweden

DK Denmark LU Luxembourg Sl Slovenia

EE Estonia LV Latvia TR Turkey

ES Spain MA Malta UA Ukraine

FI Finland ME Montenegro us United States



This table presents a concise (non-exhaustive)kiibeof the main actions, tasks and responsibditikely to be involved in the application of doair types of economic instruments.

Table 3. Implementation provisions

Successful application of the instrument dependdertlear assignment of responsibilities for thplementation of each of these items

Emission and process Product taxes and tax
Tradable permitsand quotas taxeg/charges differentiation Subsidies and fiscal inducements
Preparation - Assessment of relevant factors and institutizedtings (including division of responsibilities ang different levels of Government)
- Determination of appropriate instrument mix
- Initial proposal for introduction of the econonistrument
- Feasibility study and impact assessment (econamiironmental, administrative)
- Revised proposal
- Consultations with all parties involved (clarditon of objectives, explanation of instrument amgoverview of consequences, listing of commenitshes and
objections)
- Final proposal and political decision procedure
- Time schedule and preliminary/transitional prais
Legidation - Definition of tradable items - Taxable/chargeable events/products - Eligible investments/ products
- Eligible actors - Taxable/chargeable actors - Eligible actors
- Conditions and criteria - Tax/charge rates, exemptions and refund criteria - Conditions and criteria
- Relationship with existing regulations - Declaration/assessment procedure - Amount/rate
- Administrative procedure for trades - Appeal procedure - Application procedure
- Sanctions - Sanctions - Appeal procedure
- Sanctions
Information - Information campaign at the introduction of thetrument (both general and targeted)
provision - Continuous availability of information and asarste for affected/eligible actors
Execution, - Assignment of permits/quotas (auctions; |- Monitoring of emissions (or |- Monitoring of sales volume of Checking applications
monitoring and redistribution of permits that have been sample checks) product (or sample checks) |- Checking compliance with criteria
enfor cement “skimmed”; renewal of temporary - Checking declarations - Checking declarations - Issuing decision on application
permits/quotas) - Imposing tax/charge assessmentsimposing tax/charge - Payment
- Monitoring trade - Tax/charge collection and assessments - Fraud investigation
- Possible government interventions in the|  redistribution - Tax/charge collection and |- Judicial action
permit/quota market - Judicial action redistribution
- Compliance checks - Judicial action
- Judicial action
Evaluation - Establishing a time schedule and criteria forl@ation (before introduction)
- Determining procedures for data collection anchexge (before introduction)
- Laying down the initial situation and envisagexvelopment/objectives (before introduction)




- Confronting observed results with objectives

- Analysing causes of deviation from objectives

- Identifying implementation problems, administvatcosts and unwanted side effects

- Proposals for adjustments of the instrumentpoofher measures to achieve the objectives respudid problems, costs or unwanted effects.

1/ Deposit-refund systems are not included, as their applicability in the present context is extremely limited. Voluntary agreements, which are sometimes considered as economic instruments, are
omitted as they do not fall within the definition of economic instruments used here (i.e. they do not provide a financial incentive to reduce emissions).



