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<@‘) Enable peer-to-peer learning, exchange and capacity building on environmental taxation
measures in ATI partner countries
®

Allow technical discussions on how environmental challenges can be addressed with

; [ ]
fiscal measures

°
T

7 L

Focus on environmental challenges beyond CO2 emissions

environmental tax policies and measures.

Creation of peer-to-peer networks and partnerships among the participants and with

Q Development of skills and knowledge on how to design, implement, and evaluate
@ experts in the field of environmental taxation.
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Proposed timeline \ati)
Workshop 1
Design of effective ~ Workshop 3 Workshop 5
environmental tax Social impacts I: Social DRM and Policy

instruments Impact Assessment coherence

30 Oct 21 Nov

2024 2024

Workshop 2 Workshop 4 Wrap-up workshop:
Data considerations Social impacts II: Environmental taxation
and needs Mitigation measures in ATI countries
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Time (CET) Responsible
13:00 - 13:15 Welcome and introduction ATI Secretariat

13:15-13:50 Presentation: Theoretical considerations Jacqueline Cottrell
when implementing environmental (international expert)
taxation

13:50 - 14:20 Relating theory to practice — designing Daniel Nuer (Ministry of
environmental taxes in Ghana Finance, Ghana)

14:20 - 14:30 Introduction to the exercise Jacqueline Cottrell

Coffee break

14:45 - 15:45 Interactive exercise: Designing All
environmental taxes

15:45 - 16:00 Reflections conclusions, key messages ATI Secretariat
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B To maximize learning outcomes, this workshop series will be interactive and
«2» facilitate for peer-to-peer learning and exchange

Everyone will have the opportunity to participate actively and share their
- experiences with the group

Please mute your microphone and keep your camera off when someone is
presenting

w Please raise your hand when you would like to ask a question

Please have your camera on for group work and discussions in the plenary, if your
= connection is stable enough
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Presentation: Theoretical considerationswhen -~ &
Implementing environmental taxation \?_E')

a Rationale, principles, definition

e The context of Low- and Middle-Income Countries (LMICs)

environmental taxation

e Tax design considerations based on the ATAF toolkit for

Page 7 addistaxinitiative.net


https://events.ataftax.org/index.php?page=documents&func=view&document_id=259&_gl=1*v783s5*_ga*ODUxMzIzMTY0LjE3Mjk2NzE0NDg.&_ga=2.140355251.1842497161.1729671448-851323164.1729671448
https://events.ataftax.org/index.php?page=documents&func=view&document_id=259&_gl=1*v783s5*_ga*ODUxMzIzMTY0LjE3Mjk2NzE0NDg.&_ga=2.140355251.1842497161.1729671448-851323164.1729671448

Addis

Presentation: Theoretical considerations when /7 .
Implementing environmental taxation \at)
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a Rationale, principles, definition

e The context of Low- and Middle-Income Countries (LMICs)

e Tax design considerations based on the ATAF toolkit for
environmental taxation
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Rationale of
environmental
taxation (1)

 Internalising the external costs
associated with producing and
consuming specific goods and
services

* Putting a price on environmental
pollution and degradation

 Incentivizing behavioural change by
putting a price on environmentally
harmful goods and services

« Implementing the Polluter Pays
Principle — key step to ensure equity
and fairness of taxation
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Trends in consumption and emissions following \at.)
Introduction and lifting of carbon tax in Australia ~
25 Col 115.:1:(‘1:':;1 : ; IL:'vITu ge — 10%
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demonstration . Siectricn — -
of the price jjj -
* ° ° Jun 06 Jun 08 Jun 10 Jung12 Junj14 o
signal in action
Australia Institute. 2015. “CEDEX December 2015.” Carjberra, Austra|ia: Pitt & Sherry.

_‘

(with thanks to Kurt van Dender, OECD, for this slide)
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Rationale of environmental taxation (2) S

ati
Correcting market failures and reducing fiscal policy k—-—)
efficiencies with positive economic impacts

Tax and spend does not reflect government

Prices fail to reflect
environmental and social
costs of production and Producers and consumers
consumption decisions make harmful decisions
(external costs)

priorities

Poor investment decisions

Higher return on

Poor tax policies investment on
Public goods e.g. clean air / | exacerbate distortions, environmentally harmful
water, are not assigned a encourage waste and oractices
price inefficiency

Few incentives to invest in
green technology
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Key principles \at)

1. Polluter pays principle: polluter should in principle bear the cost of
pollution

2. Prevention principle: states have responsibility to ensure that
activities within their jurisdiction do not cause damage in the
environment of other states

3. Precautionary principle: if there is a risk of long-term harm,
preventative measures should be put in place

Page 12 addistaxinitiative.net



Definition of environmental taxation for 7
the purposes of this workshop series \?_E')

* The workshop will focus on environmental taxes other than carbon taxes and will
use the term “environmental taxation” in a broad sense, drawing on the following
definition:

“Any compulsory, unrequited payment to general government imposed for an
environmental reason and levied on a tax base that has a proven specific
negative impact on the environment”.

Source: Cottrell and Falcido (2018)

« This definition covers: environmental taxes, fees and charges — i.e. all payments
which are in essence government attempts to manipulate prices with the intention of
changing behaviour in favour of a positive environmental impact.

addistaxinitiative.net
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a Rationale, principles, definition

e The context of Low- and Middle-Income Countries (LMICs)

e Tax design considerations based on the ATAF toolkit for
environmental taxation
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Political economy challenges in LMICs @t:)
 Urgent policy priorities — poverty reduction, sustainable economic™
development, climate-related disasters — compete for limited
resources

- Dependence on natural resources for livelihoods renders
environmental taxes politically sensitive

 Governance challenges make it difficult to enforce environmental
legislation or monitor environmental pollution

* Reliance on resource extraction revenues — oil, gas, mining,
deforestation — causes reluctance to tax such sectors

* Influence of powerful industries — and in some cases, fiscal
stabilization clauses — is often a significant obstacle to new
environmental taxes

« Informal sector can be difficult to legislate for e.g. to reduce
environmental degradation

Page 15 addistaxinitiative.net
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Typical fiscal context in LMICs @t:)
1. Tax structure: -
- tax revenues low as % of GDP
- direct taxes on income relatively unimportant for Domestic Revenue
Mobilization (DRM)
- revenue from taxes on goods and services far more significant
- Import and customs duties significant source of revenue

- large informal sector

2. Institutional and legal frameworks often inefficient
- public financial management faces governance challenges
- lack of resources for fiscal administration
- tax collection mechanisms do not always function

3. Cost coverage for fossil fuels, electricity, and water supplies not
secured in many countries

Page 16 addistaxinitiative.net



Implementing conditions in LMICs give 7
rise to different questions \?_E'}

1. How can total government revenues be increased and domestic
revenue mobilized?
l.e. How can “fiscal space” be created to boost state capacity for
Investments needed to fund green economy transition?

2. Which tax collection mechanisms already function well?

3. Can environmental taxes contribute to improving collection
mechanisms?

4. How can wasteful spending, e.g. on harmful subsidies, be repurposed
or kept to a minimum?

5. How can the effectiveness of a new EFR policy instrument be secured
by intelligent policy design?

Page 17 addistaxinitiative.net
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a Rationale, principles, definition

e The context of Low- and Middle-Income Countries (LMICs)

e Tax design considerations based on the ATAF toolkit for
environmental taxation
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7 f:.’fiiati.,tm
The tax base =

OECD guidance: Environmental tax bases should be targeted to the
pollutant or polluting behaviour, with few (if any) exceptions

4 categories:

1. Energy —transport and stationary fuels, GHGs: e.g. diesel, coal and
coke, electricity production, carbon

2. Transport: e.g. motor vehicles import or sale, road use, congestion,
aviation, shipping

3. Pollutants: e.g. SO,, NO,, CFCs, effluents to water (BOD, COD),
pesticides and ferti |zers waste, noise

4. Natural resources: e.g. water, harvesting of biological resources,
extraction of raw materials

Page 19 addistaxinitiative.net
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Point of application

Upstream Downstream

At the start of the value chain to « Tax levied at the point of
maximise coverage of emissions and consumption
eMISSIoNns SoUrces | « Potential to influence consumer

« Enable widest range of possible behaviour if markets are non-
abatement options liberalized — tax is passed through

« Lower administrative burden —fewer < Some taxes are inevitabl
taxpayers downstreamf e.g. waste taxes,

. Encoturages cleaner production and wastewater fees and charges
inputs

 In liberalized markets ﬁrice signal
will be “passed through” to the
consumers
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Setting the tax rate

= Pigouvian taxes, as conceptualized
by Alfred Pigou

» Internalising externalities

» Tax rate = marginal cost of
environmental damage

= "Standards and pricing” procedure
developed by Baumol and Oates
(1988)

= Tax rate = the rate needed to
achieve an environmental standard
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Tax rates and elasticity \at1)
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- A low tax rate can be sufficient if demand is elastic, i.e. if cleaner
alternatives are available at a comparable price — in this case,
economic actors are likely to change their behaviour

E.g. Irish plastic bag tax: fall in consumption of around 90%

- If demand is inelastic, in the short-term the tax will raise revenue, but
changes in behaviour will take longer to materialize and additional
measures may be required to facilitate behavioural change

E.g. Corporate Income Tax exemption for renewable energy
Installations in Vietham for first 4 years of operation

 Important to understand changing responses to taxes over time —
responses to taxes are not static
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Tax escalators and indexation @t:)

« Environmental taxes should be ad quantum, i.e. per unit of pollution

« An escalating tax rate can:
1) help build consensus
2) ease tax implementation
3) create a dynamic incentive to reduce pollution

» Tax rates should be adjusted to stay in line with inflation (indexation)
to prevent devaluation of the tax

» Escalators can — depending on elasticity — help keep revenues stable

* Ad hoc adjustments to tax rates can have the same benefits, but may
be more politically contested

 Introducing a range of possible tax rates is also a possibility, e.g.
Vietham's Environmental Pollution Tax

Page 24 addistaxinitiative.net



Earmarking 7
\at1)
* No theoretical reason to treat environmental taxes differently "~

* Primary mechanism of environmental tax is using the price signal
[market forces] to change behaviour — revenue use is secondary

* No guarantee that earmarked revenue will cover cost of environmental
policy purpose

But earmarking can:

* Help build consensus in favour of environmental taxes

» Secure funds for environment ministries and policy priorities
« Reassure taxpayers by delivering transparency

* Reduce the overall cost of environmental improvement

Page 25 addistaxinitiative.net




Mitigation measures 7 S

\ati)

Distributional impacts: ~
 Indirect taxes are inherently regressive and have equity implications

« Equity concerns are perhaps the single most significant obstacle to the
Implementation of environmental taxation

« We have two workshop sessions on social impacts in the series

Impacts on industrial competitiveness:

May be overstated — other price fluctuations tend to be far more significant
than environmental taxes

Revenues can be used to mitigate negative impacts — time limited and targeted
measures to support industry to invest in cleaner production and technologies

Regional arrangements

Border adjustment mechanisms

Page 26 addistaxinitiative.net




A final reflection \ati)

“The art of taxation
consists in so plucking
the goose as to obtain
the largest amount of
feathers with the least
possible amount of
hissing.”

Jean-Baptiste Colbert,
Finance Minister, Louis
X1V
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Sources and further reading \ati)

 ATAF (2024). Toolkit for environmental taxation in African countries.

» Cottrell et al. (2023). Environmental taxation in non-OECD countries: a
review of experience and lessons learned. European Commission.

 Keen (2023). Taxation and the environment: an overview of key issues
for developing countries. Ferdi.

« OECD-DAC (2005). Environmental Fiscal Reform for Poverty
Reduction. OECD, Paris.
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Time (CET) Responsible
13:00 - 13:15 Welcome and introduction ATI Secretariat

13:15-13:50 Presentation: Theoretical considerations Jacqueline Cottrell
when implementing environmental (international expert)
taxation

13:50 - 14:20 Relating theory to practice — designing Daniel Nuer (Ministry of
environmental taxes in Ghana Finance, Ghana)

14:20 - 14:30 Introduction to the exercise Jacqueline Cottrell

Coffee break

14:45 - 15:45 Interactive exercise: Designing All
environmental taxes

15:45 - 16:00 Reflections conclusions, key messages ATI Secretariat
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Placeholder: Daniel Nuer, MOF Ghana \at)
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e g
Time (CET) Responsible
13:00 - 13:15 Welcome and introduction ATI Secretariat

13:15-13:50 Presentation: Theoretical considerations Jacqueline Cottrell
when implementing environmental (international expert)
taxation

13:50 - 14:20 Relating theory to practice — designing Daniel Nuer (Ministry of
environmental taxes in Ghana Finance, Ghana)

14:20 - 14:30 Introduction to the exercise Jacqueline Cottrell

Coffee break

14:45 - 15:45 Interactive exercise: Designing All
environmental taxes

15:45 - 16:00 Reflections conclusions, key messages ATI Secretariat




Interactive exercise: 7
designing environmental taxes \at)

RS

= After the break, all participants will move into breakout rooms to discuss an
environmental challenge:

= Air pollution

= Deforestation

= Water pollution

= Solid waste management

= Each group should develop some preliminary ideas on how environmental taxes,
fees or charges could tackle their challenge

=  Groups will have 30 min for their discussions

= Afterwards, participants will return to the main room

= One person from each group will present group findings in the plenary (3-4 min per
group)
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Interactive exercise: questions \at1)

During the exercise, groups should discuss the following questions:
1. How might environmental taxes, fees or charges tackle this challenge?
2. What are the key design considerations for environmental taxes in this context?

3. Have participating ATI countries implemented measures to tackle these problems?
Can you share any lessons learned?
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« Important sources of pollution: freight trucks,
vehicles more than 15 years old, buses, coal power
generation, heavy industry

* Negative impacts: rising rates of respiratory and
circulatory disease, impacts on ecosystems due to

Grou o 1: acid rain, falling crop yields and forest damage
Alr po| lution - Policy context: low taxes on pollutants or proxies
(e.g. trucks), no strict regulation of vehicles or

due to smokestacks
vehicle
emissions Please discuss the following questions:

 How might environmental taxes, fees or charges
.a . dd N SENY tackle this challenge? '
INnaust 'y « What are the key design considerations for

environmental taxes in this context?

* Have participating ATI countries implemented /
measures to tackle these problems? P
Can you share any lessons learned? N _—




Groupe 1:
pollution de
I'air due aux
emIissions

des véhicules
et a
I'industrie
lourde

* Sources importantes de pollution : camions de marchandises,
véhicules de plus de 15 ans, autobus, production d'électricité a
partir de charbon, industrie lourde.

« Impacts negatifs : augmentation des taux de maladies
respiratoires et circulatoires, impacts sur les écosystemes dus
aux pluies acides, baisse des rendements agricoles et dégats
forestiers.

» Contexte politique : faibles taxes sur les polluants ou les
substituts (par exemple, les camions), pas de réglementation
stricte des véhicules ou des cheminées.

Veuillez viser a répondre aux questions suivantes :

« Comment les taxes, frais ou charges environnementales
pourraient-ils relever ce défi ?

 Quelles sont les principales considérations de conception '
des taxes environnementales a prendre en compte dans ce
contexte ?

* Les pays de l'ATI ont-ils mis en place des mesures /
pour résoudre ces probléemes ? P
Avez-vous des lecons a partager ?
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Group 2.
Deforestation
due to illegal

logging and
agricultural
expansion

 Drivers of deforestation: Illegal logging by international
companies, unsustainable forest management,
expansion of agro-fuels production, and food
Insecurity pushing subsistence farmers to encroach on
forest areas

* Negative impacts: Soil erosion, flooding, biodiversity
loss, displacement of forest inhabitants

 Policy context: forestry and agricultural sectors are

under-taxed, agro-fuels and loggers are international
companies

Please discuss the following questions:

 How might environmental taxes, fees or charges
tackle this challenge? '

 What are the key design considerations for
environmental taxes in this context? /

* Have participating ATI countries implemented
measures to tackle these problems?
Can you share any lessons learned?as® Page 36



« Important sources of pollution: Effluent discharge
from textiles and dyes (heavy metals, chemicals),
water pollution from mining (fluoride, heavy
metals)

Group 3.
Water

 Significant negative impacts: deteriorating drinking
water quality, damage to ecosystems and soils,

pO”UtiOﬂ due marine aquatic environments
to effluent
discharge from

* Policy context: Equipment to reduce water effluent
emissions is rarely installed or operational

textile Please discuss the following questions:
MmManufacturin g - How might environmental taxes, fees or charges

. . i 9
and mini ng tackle this challenge? '

« What are the key design considerations for
environmental taxes in this context?

* Have participating ATI countries implemented /
measures to tackle these problems? P
Can you share any lessons learned? - -




Group 4.
Solid waste —
INformal

waste
dumping
and burning

* Important sources of pollution: informal open
waste dumping, waste burning

 Significant negative impacts: surface and
groundwater pollution, soil and air pollution,
Impacts on human health, methane emissions,
litter, flooding

 Policy context: municipal waste charges do not

cover the cost of solid waste management, waste

pickers work at informal sites to collect and sell
recyclable materials

Please discuss the following questions:

 How might environmental taxes, fees or charges

tackle this challenge?

 What are the key design considerations for
environmental taxes in this context?

* Have participating ATI countries implemented

measures to tackle these problems?
Can you share any lessons learned?as®

/
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7 f;’f Initiative
Welcome back! -

We would like to invite each group in turn to briefly present their findings
(3-4 minutes per group)

1. How might environmental taxes, fees or charges tackle this challenge?

2. What are the key design considerations for environmental taxes in this
context?

3. Have participating ATI countries implemented measures to tackle these
problems?
Can you share any lessons learned?

Page 39 addistaxinitiative.net



Reflections and key
messages

* Please answers the questions
below in the chat:

1. What were the key
takeaways of this session?

2. What would you like to learn
more about?

3. Which part of the session
did you like most?

\C Page 40
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Proposed timeline \ati)
Workshop 1
Design of effective ~ Workshop 3 Workshop 5
environmental tax Social impacts I: Social DRM and Policy

instruments Impact Assessment coherence

30 Oct 21 Nov 20 Feb

2024 2024 2025

Workshop 2 Workshop 4 Wrap-up workshop:
Data considerations Social impacts II: Environmental taxation
and needs Mitigation measures in ATI countries
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Thank you for your attention!
Mercl pour votre attention !
See you on 21. November!
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