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Climate Change UK Programme

6 The Programme includes a range of policy measures — regulation,
economic instruments, information programmes and public

expenditure. Economic instruments, such as the climate change levy,

can play a particularly important role. This was reflected in the

Government’'s Statement of Intent on environmental taxation that
set out the aim of shifting the burden of taxation from ‘goods’ like
labour to ‘bads’ like pollution. By getting the price signals right,

polluters are forced to meet the full costs of their action, and given

an ongoing incentive to innovate and develop cleaner technologies.

Environmental tax measures also raise revenue which can be used
to remove other distortions in the economy or to fund specified

measures.

10 The Government has made clear that it aims to put in place a

programme that safeguards and enhances the UK’s competitiveness.

It recognises the concern business has expressed about the
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implications of action on climate change for the UK'’s international
competitiveness, but believes that the measures in this programme
are consistent with that aim. This view was supported by the vast
majority of business responses to the draft climate change
programme. The programme is designed to be as flexible as possible
with a focus on economic instruments, such as emission trading,
that will allow business to respond cost effectively. It also reflects
the specific circumstances of energy intensive sectors competing
internationally, for example, through the proposed lower rate of
climate change levy for sectors that agree to challenging energy

efficiency improvement targets.

1998

"Economic instruments and the

business use of energy”

The question put in our consultation document was whether
economic instruments have a role alongside these other instruments.
We noted their theoretical advantages of efficiency, and the way in
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which an economic instrument can take account of varying
abatement costs between companies, minimising the impact on
industry overall. We noted that decisions about how best to find
ways of cutting emissions are decentralised to firms, who are best
placed to know. We noted how unlike regulation or negotiated
agreements economic instruments provide a continuing financial
incentive to reduce emitting activities and expand beneficial
activities, rewarding innovation through the bottom line._The issue
for me and the Task Force has been whether an instrument could be

implemented in such a way that these theoretical advantages could

be realised in practice, so minimising the threat to UK firms’

competitiveness compared to other less flexible measures.
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