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' Interface carbon taxes to emissions trading

EU CARBON TRADING

® The scheme is compulsory
for all 27 EU countries and four
others.

® Emissions cap decreases
1.74% annually.

® Allowances are auctioned or
given away.

= More than 11,000 power
stations and industrial plants
are included,

Emissions Trading System

e Power plants & refineries
e Large manufacturing installations
e steel/iron, aluminium, metals,
cement, lime, glass, ceramics,
pulp, paper, cardboard, acids and
bulk organic chemicals
e 11,000 installations; 55% of EU GHG

Carbon taxation:
* Motor fuels

* Heating
 Small business




' Carbon tax complements excise taxes

Portugal France Sweden Denmark
Energy tax:
Motor fuels v y b Y
) v v v V

Domestic

. v v v V
Business
Carbon tax:
Motor fuels i i h 5

_ v v Vv v

Domestic

. v v ) v
Business
Air pollution tax
Motor fuels v
Domestic v ¥ ¥
Business v v v
Electricity tax
Domestic Ak v v v
Business v v v v

ETS - carbon
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' How to introduce a carbon tax ¢
—
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D

 Cumulative emissions of Asia-
Pacific (incl. China) are now
comparable to USA

* Glasgow climate pact calls on

countries to strengthen their

St S —_— NDC targets

 Low-carbon green
technologies are available to
substitute fossil fuels in many

Ao & the Pacfc sectors

excl. China, 13%

' Identify mitigation gap and priority sectors
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Global cost curve for greenhouse gas abatement measwres beyoad ‘business as usual’, greenhoage gases measured in GICO,e"

@ Aovormate adatemens required
oayond 'busmess as uzual,’' 2030

Biodiesel
Carbon capture ani storage (CCS); new coal Waste | Industeal CCS
Coal to-gas shift |
Medium-cost forestation CES; coal retrofit |
Cofiring biomass ' Industrial ' Higher cost
i Wind, low penetration motar systems abatement
Industrial feadsteck substitution 3
. Avoided
CCS, enhanced od recovery, news coal dafvrestation . 3

5 Lows-cost forestation | [ -t
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= Standby losses
3 ' 1
= | DT
s | | Fuel efficiency in vehicles ~25 ~40 ~50
4 - Water heating Marginal cost’ € per 100,
S n LT Airconditioning

‘ Lighting systems
" Fuel efficiency in commercial vehicles
-1
= . 5 10 15 20 i) 30 35

Ky . Abatement beyond 'business as usual, G100.2" per year in 2060
Building insulation

{EL00;e = gigaton of carhon dicxide oquivelant; “business as usnal® based on emissions growth divan mainky by increasing demand lor anarmy
and teansport aranid the wedd and by trepleal defarestatian.

FIC3m = 1o of carbon digxida squivalunl,

Measures costing maore than €40 a ton ware not 1he focus of this sludy.

aimuspheric concentmation of 2 gresihcuss gises raealoulatad int 00, aouivalants: pom = parts par million,

Sparginal cost of @voiting emissions of 1tan of G104 equivalerts in 2ach ahatement demand scenado.

Source: McKinsey
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' Identify greenhouse gases for tax base
Fuel approach vs Direct emissions approach

F-gases 2%
Greenhouse Gas Formula 100-year GWP
Carbon dioxide CO:2 1
Methane CHs 25
Nitrous oxide . Nz20 298 Methane
Sulphur hexafluoride SFe 22,800 16%
Hydrofluorocarbon-23 CHF2 14,800 -
Hydrofluorocarbon-32 CH2F2 675 Carbon Dioxide
0 E (fossil fuel and industrial
Perfluoromethane CF4 7,390 Carbon Dioxide processes)
(forestry and other i
Perfluoroethane CzFe 12,200 land use) 65%
Perfluoropropane CaFs 8,830 11%
Perfluorobutane CsF10 8,860
Perfluorocyclobutane c-CasFs 10,300
Perfluoropentane CsF12 13,300
Perfluorohexane
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' Assess implications and risks of leakage

: I

Energy price impact of US $25 carbon tax

100%
90%
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20% —— - — -
10% —— - —. ' . - —
0% | ] .  E

Coal Matural gas Electricity Gasoline

B China MIndia @ Indonesia
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' Assess distributional impacts

Without compensation, carbon tax has regressive effects

Impact of a 22 €/T carbon tax on the household revenues
0,60

carburants automobiles
0,50
énergies du logement
0,40
0,30 4
0,20
- I [
0,00 -

Decﬂes of income

% of disposable income

Source : Mathilde Clement, CGDD-INSEE, using households surveys (2016)

INTERNAL. This information is accessible to ADB Management and staff. It may be shared outside ADB with appropriate permission.



' Calibrate carbon tax rate

FIGURE 2: Development of Swedish carbon tax rate over time
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===== Proposal for 2016 and 2018.

Source: Swedish Ministry of Finance (NOTE: from 2008 industry outside EU Emissions Trading Scheme (EU ETS)).
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' Determine scope for reductions or exemptions

Energy-intensive AND trade-intensive sectors — who are they?

Foreign price influence decreases —
Most vulnerable Least vulnerable

w

MORE _--"" NM mineral
VULNERABLE e products
T LESS A
Wood -~ VULNERABLE

Food, bever.
& tobacco

Energy expenditure shares
Least vulnerable Most vulnerable
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' Support for lo

Mitigation

e An ex-ante measure to reduce effective tax
rates and alleviate tax burden for specific
groups

e e.g.zero or reduced tax rate for ‘basic’
consumption (consumption floor)

Compensation

 An ex-post measure (transfer payment)
outside the realm of taxation as such, not
affecting tax base or rate structure,

OECD advises to use compensation

e e.g. ‘green bonus’ to low-income
households

ADB Photo
Shantang’s residents still use coal-burning stoves for cooking.
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' Assess macro-economic impacts

Factor substitu-
tion and energy
efficiency

+ pos.

Green mnovation - neg Energy
and demand: the hidden r-------= SRR consumption
Porter effect (ec)

(*pos.) + pos.

¥

+ pos.

output (gva) (ep*ec)/gva

Economic | ~I€Z2- |Unit energy costs |
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' Establish monitoring for ex-post evaluation

EVALUATING/
STRATEGY
FOR IMPROVEMENT

DOCUMENTATION
AND ARCHIVING PREPARATION

REPORTING
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' Consult

stakeholders

?

Singapore International

Energy Week
First public
communication on
the need to price
carbon to send the
right signal if there is
a global deal on
climate change

Energy Conservation Act (2013)

Consultations with Announcement of

Climate Action Plan

+ Studying the need to price carbon
to enhance efforts across all
sectors e 1

National Climate Change Strategy
A role for carbon price to reinforce measures for
energy efficiency and low-carbon investments if
deeper emissions reduction needed

O @ O

impacted companies

* Focus group discussions

* Engagements with industry
associations

*  General public consultation

Carbon Tax review

Carbon Pricing Bill

Mandatory energy management and companies Carbon Tax *  Announcement of ° mm@ trajectory
reporting for large energy users < Companies + Carbon tax from the carbon tax and level of the carbon
(>54TJ) were consulted 2019 as part of a mechanism and tax post-2023, in
* Appoint energy manager, monitor and on the suite of mitigation details with
report energy consumption and GHG competitiveness measures * Introduction and industry and expert
emissions impact from * Cost-effective and passing of the bill groups
»  Submit plans for energy efficiency climate change enhances other
improvement l measures
Singapore l
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Public and industry consultations Outcome for the
-on-1 consultations with directly carbon tax review

will be announced
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South Africa’s energy context

Energy supply dominated by coal

SA accounts > % of CO, emissions in Africa
Natural gas Nuclear

Among the top 20 CO, emitters globally 3,00 [2.2%

Biofuels/waste
11.1%
Geothermal/solar/wind
0.3%

Peak, plateau and decline trajectory

Paris Agreement commitments

* Tax rate

South Africa’s new carbon tax

Implemented on 1 June 2019
A phased implementation approach

Manufacturing, construction, mining and transport sectors will be affected.

Requires accurate system for monitoring, reporting and verifying emissions
South African Revenue Service (SARS): tax liability assessment

Department of Environmental Affairs: assist SARS in audits

— Headline carbon tax is R120 (Euro 7.30) per ton of CO, emissions

— Taking into account tax-free thresholds = R6 to R48 per ton of CO, emissions (or Euro 0.36

to Euro 2.92)

* Tax base

— total quantity of GHG emissions from combustion, fugitive and industrial processes

— Proportionately reduced by tax-free allowances

* Tax liability = tax base X carbon tax rate

INTERNAL. This information is accessible to ADB Management and staff. It may be shared outside ADB with appropriate permission.
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EU’s carbon toll will reward carbon pricing

Carbon Border Adjustment Mechanism (CBAM)

* Energy intensive goods imported from countries with no CO2-price will be imposed CO2-toll

EU importers of goods
covered by the CBAM registers
with national authorities

where they can also buy

CBAM certificates.
Certificates are priced based on

weekly ETS
allowances.

EU importer
declares

the emissions
embedded in its imports and
surrenders
the corresponding number
of certificates each year.

If importers can prove that a
carbon price has
already been paid
during the production of the
imported goods, the
corresponding amount
can be deducted.

* Implementation in 2026; reporting to begin 2023

19
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Thank you for
your attention!

Mikael Skou ANDERSEN
http://au.dk/en/msa®@envs.au.dk

v @MikaelSkouA
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