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Katrina destroyed the dykes of New Orleans...

.. how many 
more Katrinas do 

we need, until 
the walls of 

ignorance and 
indifference are 

overcome?
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So let’s not behave like the famous three monkeys 
of the Toshogu Shrine!
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ありがとうございます
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We’ve come to our next topic:

� Executive Summary/ Introducing Green Budget
� The challenge ahead – from bathtub to bathtub
� Germany’s point of departure in comparison
� Red-Green Ecotax Reform: facts and figures
� Some lessons from the German ETR debate
� Some remarks about the instrument debate
� A global perspective – epilogue with monkeys

CONTENT OF THIS PRESENTATION This part 
was usually 
not shown
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Third party subsidies –
saves money for the gov’t

... Road toll and vignettes 
– not new for some countries

... reduction of harmful sub-
sidies – very often forgotten

Green taxes – hated by 
the conservatives

Green Subsidies – most 
loved by populists

Emission trading – the 
new and rising star

Like motherhood, everybody seems to love an 
“intelligent instrument mix”

Moral Suasion – like 
when we were kids

Command and Control –
Oldies are goldies

Judicial/legal developments 
– perhaps underestimated 

Industry agreements –
Montesquieu at pain

FISCAL IMPACT

MULTITUDE OF INSTRUMENTS 
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In all countries, you meet with the same errors in the 
instrument debate

� Dramatic problem underestimation:
Scope of environmental problem and action deficit is ignored
� Coase’s Curse (or McDonald’s menu illusion):

Some people still believe in the freedom of choice!
� Tinbergen versus “Singapore Lesson”: We usually need 

several instruments, even for one and the same problem
� Oversight of visible and invisible harmful subsidies: 

In most countries, billions of Euros or Dollars subsidize traffic, 
energy consumption etc. 
(e.g., German cities subsidize parking areas of shop owners)
� Underestimated fiscal and social costs of green subsidies:

Some people still believe in free lunches (for good causes)

ERRORS ABOUT INSTRUMENT CHOICE 
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A lot of people think about ecological policy choices 
like eating out in a nice restaurant

The bitter truth is:
Even if we combine all 
known instruments, we 
cannot be sure if we 
will prevent a Climate 
Crisis!

Which mix of 
instruments?

THE “MENU ILLUSION” OF INSTRUMENT CHOICE 
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I always believed in Tinbergen until I met a charming 
lady from Singapore...

Nobel Laureate 
Jan Tinbergen:
„you need at 
least as many 
instruments as 
targets“

Lady from 
Singapore:
„use as many 
instruments as 
you can possibly 
think of to fight 
traffic“
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Everything must aim to reconcile market and 
ecological rationality

MINIMISING CONFLICT BY CHANGING FRAMEWORK CONDITIONS

Ecological
rationality

Market 
rationality

Individual consumer
lifestyle
leisure

Society media
societies
elections

State regional
national
supranational

Laws laws
jurisprudence
taxes/ET Ecologically rational 

behaviour must pay!
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Shift to ecological taxes + less complex legislation 
= relief for economy

THE TOTAL COST OF TAXES + LEGISLATION COMPARED

 The same or a lower 
tax burden, but...

...more revenue from 
ETR and ET

...less complicated 
legislation

Today Future  

...fewer conventional 
taxes

¾ and therefore, redu-
ced overall burden!
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Green taxes favour budget cuts by using both sides of
the budget for regulatory purposes

THE BUDGET REDUCTION POTENTIAL OF ECOLOGICAL TAXATION

Reduced Expenditure

-

Old level

New level

Avoided
spending

from better
tax system

Reduced Tax Receipts

-

Old level

New level

Less "red"
taxes

More "green"
taxes

Government savings:
• Less money needed to 

counterfeit negative 
effects of "red" taxes

z Less expenditures 
needed to achieve 
ecological objectives

+ -
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Ecotaxes and ET combine the best of two worlds, 
for both have fiscal and ecological effects

ECOTAXES AS INSTRUMENTS OF BOTH FISCAL AND ECOLOGICAL POLICY

Eco-InstrumentsFiscal 
Instruments

Conventional
Eco-Instruments

Conventional
taxes

Emission trading

Ecotaxes

Modern ecological policy: 
• Integrates all elements
• Overcomes 

“Coase’s Curse”
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In the starting phase, we should use ETR and ET according 
to their respective advantages

Small
groups

Competition 
intensive

Large
groups

Only local 
competition 

Overlap is 
no problem!

Advantage ecotaxes

Advantage 

emission trading
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Over time, the optimal instrument mix should shift 
from ETR to ET and from Grant to Auction

←66 %

2005 2010 2020 2030 2040 2050

Ecotaxes

ET Auction
ET 

Grant  

100 %

0 %

Contribution of 
instruments to 
CO2-Control Grandfather option 

in the long run not 
socially sustainable



Exhibits Dr. Görres/
Green Budget Germany

23 October 2005

www.eco-tax.info 
www.foes.de Page 41

© Dr. Görres – www.foes.de   October 2005 German Ecotax Reform and Japan – Exhibit 81GBG

The bigger the problem and the number of people, 
the more we must resort to really powerful tools

Moral Suasion

Green Subsidies

Command & Control

Emission trading

Green taxes

Small Medium BigScope of Problem/ 
Number of People

Often only 
excuse

Too expensive!

Always useful

Only for 
smaller groups

Highly efficient

Political Priority

TOOLS EVALUTION AS A FUNCTION OF PROBLEM PERCEPTION


