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Green car tax plan hits problems
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m The European Commission wants to scrap
registration taxes and replace them with a
restructured registration and circulation tax
linked to how much a car pollutes.
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m [ntroduction:
why policy?

m Environmental regulatory framework
what policy?

m Market based environmental policies
How policy works?
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Why Policy?
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Market Failure

What it 1s? Price distortion

e \Why failure
e Externality
e Property, no price, no market==public goods
e Information bias
e monopoly

Government intervention are needed
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Optimal Level of Pollution

S REE VS

Marginal
Costs and ~MB MC
Benefits

\ |

Co MC=MB

Po
Level of Pollution Con
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The Importance of Prices

D s H) B ek

m Price ensures allocative efficiency where the price

reflects:

DS ORFC B RO, AR R N E S IR

the private (production) costs eg to industry

PN

PR A, kA

= RO

resource depletion costs
environmental costs - externalities

IS AR S
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Why Prices Fail to Reflect Total Cos
YIRS AT A s B S A

m Some externalities are difficult to quantify and monetarise (eg
acid deposition on biodiversity)

%{j%%%ﬁ'f@&@%%%%ﬂﬁ Mt CanRRITIEX 2 FEVER 2

] )

m External costs (eg health) not reflected in prices of eg
electricity

AMEREAS CUTfERE) e ROWAE P~ i g b, aned /)
m Government policies may favour subsidies on energy prices

(eg in China coal prices liberalised but energy services still
controlled

BRI F X BEPRBEAT ks AN (B, Ve A [ BOT 1 R
O, AHREIR R 551552 2142
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Institutional failure

m Policy failure
m Government (management) failure
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Policy Fallure
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What policy?

SRR -IR BT 28 5 2 30



" J
Policy Options
BRI FE

m Require resource users to internalise costs

through:

I BL R AR R A B YR A

1Y

CLS R A A ERAL:

Investment in pollution control by regulation;
A8 3oL A R T g e Tl R

removal of subsidies, particularly on energy

prices;

BHAMU, R 5 X REJR U #E HI AU,

use of charges (economic instruments) to

reflect external costs

KAWS: (5 FEBO RIRBRIME A

31



m effectiveness : 5 il B SE R HH
environmental goals themselves must be achievable
the instrument must be capable of being implemented

policy instruments is targeted on the appropriate group of
actor

polluters must be able to respond to policy instruments

m efficiency.-3F—iAfr &R HE
the costs of achieving environmental goals precisely equal
the benefits of achieving them. The notion is illustrated in
the traditional ‘optimum pollution diagram’, where at point

Qo and Po marginal benefits and marginal costs are
equalised
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s BUNBEERBUR (a0 B EER)
Command and control

LT T3 I 4 57 R EOBUR

Market based instruments (MBIs), economic

Incentives or economic instruments

n HIBRIBUR
Voluntary approach
Self-regulation approach

m IR BUR

XY

d

]
0

34



"

EEAMTGARNE TR BRAKSSE
AT N T VA T I S/ 15
& W ORER SEEE % 4 BRAFK

M ¥ R TS VF AT R
g EMekid VWATHE A e 2
wl T IOANG B B b

2 il B

R CBARLE: RFBORWEIFH” HFRIT 1997

35



" S
BN B RBOR (A& 15

m - R BUR
) 7 S2 S A P AR PR
FACTFOL T, s SEIL A SRR H AR ME— T AT H) T B
DSES NN ARSI 27/ RE el
AR SRR A TSl 0 LA BR A
(ELDAZBUIM LR E N H] = 2 A2 ER B EL AN ) 452 A

O 554 T == T 25 RO o (LB SR
FH B S S RS ABLBRAT 406, 3R s s TS0

36



HIRAFFBUR VS iy 218 H BBUR

m T = H AR e T e

m ZEGT =R Gl e ORI B B SO

n INIEL R
AT Al , EERENEWRRAE, EdThmES, W
BURNHZ &L, 51 FHUETITH. HANFESTREFE
RN S RHORTESD, MR KRR T BUORRIPAT BiAs

m MBISEIETHFSN, TEERRPASGERER 7L, N

B AR A /AL H

AN RATBUE AR BIBURXM G AR, T RIE R —E K47 Mik#
RUFJRFDAZLBORN R, AASEREMRTE, TLLEHT
HAARRFM e IR B/KFRBUR N 5

n A UASMEERPHARIIFEN R &

37



" S
Z B L

n ARG
m BRI BIAR TS
m R IE MR

1T B4 T B LA 4k 5 S e 1 J8 %
] L@UAQ%J;C% %
N Hbeﬁ_EiF%%%

. BT AAEY

AT
=

L U A A

38



m LTS Y T TR L 5k

HHCE.
FLEESS & 1N (il e BN VT P ER ep” I l| 7 53 N

X7 VR M AR 5K DR A 5 S 1
TN

39



Direct vs. Indirect

m Direct = requires regulator to monitor emissions
m Indirect = does not require regulator to monitor

m Formal vs. Informal
m Formal = state Is principal actor

m Informal = private sector is a principal actor or
partner
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Economic Policy?
MBIs?
Economic Incentives?
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(Institutionalism environmental economics) ", &
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m Swaney, J., 1987, Elements of Neo-institutioanlism
Environmental Economics. Journal of Environmental
Issues, Autumn, 1987.
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m Special interest groups use the political
process to engage in what has become known
as rent seeking.
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Key Issue

m Getting the price right
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| 14 BLPFBA? 91T A BRI 7

m Governments focus on environmental goals,
rather than stack-by-stack means.

m Economic efficiency gives comparable levels
of environmental quality for lower costs.

m Efficiency can influence goal setting (i.e.,
savings targeted towards environment).

m Every ton of pollution has costs, giving
facilities an incentive for reduction.
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Q-Based Kyoto Flexibility Mechanisms

« Article 6: Joint Implementation
— Transfer of “emission reduction units”
— Project-based, effective 2008-2012
o Article 12: Clean Development Mechanism
— Transfer of “certified emission reductions”
— Banked after 2000, used during 2008-2012
o Article 17: International emissions trading

— Transfer of “assigned amount”
— Annex | countries, 2008-2012
— + Post-Marrakesh “removal units”
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GHG Q-Based Program

Goals

Regulatory
Means

Brokerage
Opportunities

Reduction of GHG Emissions

2. Technology-based
Standards

Emission Stds. JI,CDM &
LULUCF GHG
Performance Stds. Improvements
Product Stds. ‘ f
Design Stds. — — i
Baseline Conditions l
ERUs, CERs,
& RMUs

Pollution
Markets
(Q-based)

International
Emissions
Trading

Annex |
Countries

“Hot Air”

'

AAUSs
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Market Prices

m Pre-Bonn Estimates:

IET AAUS: $20-50/tonne CO,
JI ERUs: $8-37/tonne CO,
CDM CERs: $6-9/tonne CO,

Market prices expected to harmonize,
depending upon rules.

m Post-Bonn/Marrakesh Estimates:
90% drop in prices?
“Hot air” crowding out CDM?
Effect of RMUs?

Adapted from: Woerdman, 2000
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N
| Market Prices (cont.)

m Market Actual:
$100 million since ‘96
60 trades covering 55 mn tonnes CO,
$0.6 - 5 /tonne CO,

m Future Markets:
Deutsche Bank: $150 billion/year

All environmental markets: 30% of
GDP?
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CDM Project Implementation

Potentially significant project funding......

Technology CERs as % of capital cost
(@%3/tonne CO.e)

Biomass 7.8%

Wind 2.4-9.6

Hydro 3.3

Geothermal 7.2

Cogeneration 4.5

Waste 75

Source: EcoSecurities, 2002
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CDM Project Implementation (cont.)

.......... but relatively high transaction costs

Project size

Very large

Large
Small
Mini

Micro

Source: Michaelowa et al., 2003

Type

Large hydro

Gas power plants
Large CHP, etc.
Wind power
Solar thermal
Boiler conversion
DSM

EE in housing
Mini hydro
PV

€/t CO,

0.1

0.3-1
10
100

1000
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What policy? What to
choose?
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