Session 7. Ex-Ante Assessment of Tax Expenditures. 
Practical Session (Solution)
Case Study – Introduction of a reduced GST rate for hybrid cars 
Based on the proposed policy change, and on the different criteria discussed during the presentation, please provide a brief discussion of each of the relevant criteria highlighting what, in your opinion, an ex-ante assessment of the proposed tax expenditure policy should cover. 
1. Relevance & Rationale: 
	The goal of the government is to cut GHG emissions down hence, reducing the GST rate for hybrid cars can be justified on the grounds of their lower emission levels across the entire life-cycle.
· Currently, the combined tax burden is very similar for both types of cars

Based on the available evidence (from Colombia), sales tax cuts and other related TEs can indeed be effective at influencing a change of the car fleet substituting gasoline (and diesel) run cars by less polluting hybrids.
· How relevant is the evidence from Colombia? Is the market structure comparable?


If, as argued by the local industry, hybrids in India are actually similar to gasoline-run vehicles, then the effectiveness of the proposed policy would be jeopardized and the cost would probably not be justified.



2. Cost: 
	Estimated revenue forgone: USD 460.8 M or USD 4800 per car (see excel sheet).


Estimated dynamic fiscal cost: USD 439.5 M or USD 3795 per car (see excel sheet).

Additional knock on effect on tax revenue collection since “the government collects a significant amount of tax revenue through excise taxes on gasoline and diesel”.



3. Efficiency 
a. Alternatives: 
	There exist alternatives (regulatory measures, direct spending entitlements) but evidence is not provided on this.

One alternative that had already been introduced regards incentivizing the demand of EVs instead of hybrids (more on this further down).



b. Administrative & Compliance Costs: 
	Additional TEs are likely to add further complexity to the tax system. Yet, since a similar provision exists for EVs, it should not me a major issue for the tax administration to implement and monitor the proposed measure.



4. Side effects or Externalities: 
	Incentivizing EVs instead of hybrids could have potential positive effects on the local economy and even on the country’s trade balance. 

Moreover, if – as argued by the energy industry – the electrification of rural India for EVs “holds immense promise, offering numerous benefits to the environment, the economy, and the people”, the potential impact of the proposed policy could hinder these positive effects that could have been triggered by further stimulating the demand of EVs instead of hybrids. 

In addition, incentivizing EVs (instead of hybrids) mitigate regional (urban vs rural) disparities.   

Finally, incentivizing EVs instead of hybrids would increase gender parity.

What about income inequality?



5. Policy coherence: 
	There is a risk that incentivizing the demand of hybrids will hinder the (yet to be confirmed) effectiveness of the TE targeting the EVs and hence slow down the transition into a greener car fleet.



