
Editor ial

Prof Dr Klaus F. Zimmermann,
President of the German Institute 
for Economic Research, states:

"Ecological taxation – the need
for a European solution"

1

On 1 January 2001 the third stage of Germany's ecological tax reform came

into force, raising the price of petroleum products by 6 pfennigs per litre and

that of electricity by 0.5 pfennigs per kilowatt-hour. Although ecological taxes,

as a form of policy intervention, constitute a sensible, long-run concept to steer

the economy in line with market principles, they meet with not inconsiderable

opposition.

An ideal-typical form of regulation would have been based on the taxation

of primary energy sources, but this would have required uniform European

solutions, in order to avoid putting imports at a competitive advantage. To this

extent the ecological tax reform introduced by the German government, which

is based on consumption of electricity and petroleum, is not the worst solution.

Linking the revenue from ecological taxes with a cut in pension contribu-

tions to reduce non-wage labour costs _ a concept that has attracted attention

in other parts of Europe _ is a clever marketing strategy. Package solutions are

at the core of the successful political process, and who is not in favour of lower

unemployment? Hence, ecological taxes are supposed to improve the labour

market conditions. Yet this is counterproductive. Pension contributions have

scarcely fallen: the ecological tax receipts will be used primarily to avoid the

increase in contributions that would otherwise be necessary. Thus, this link

takes the heat out of the fact that pension contributions need to be reduced

perceptibly and durably by way of a comprehensive reform of pension policies,

and that in Germany the pension insurance pays out too many benefits that

are not covered by corresponding contributions.

The concept of the ecological tax reform must be widened further. The

fears surrounding the current rise in petrol prices show how powerful these

forces can be: as a result, for the first time in a decade, the volume of personal

transport could decline, a fall due solely to reduced use of private cars. At the

same time there is evidence of a shift in favour of using public transport. Of

course, rising energy prices are political dynamite. In polls, a large majority of

the population is opposed to ecological taxes. But at the same time there is a

similar level of support for incentives to use public transport. All this suggests

that the ecological tax reform should be retained after 2003.

In conceptual terms there can be nothing against a further increase in

taxes on petroleum products and the introduction of charges for road use, in

so far as it does not prove possible, after all, to tax primary energy sources

within the framework of a European solution. If the taxes on final energy con-

sumption are retained, consideration should be given, for instance, to abolish-

ing road-vehicle tax or reducing taxes on earned income. This would mitigate

the distributive effects of the ecological taxation concept. It would also be con-

ceivable for the ecological tax revenues to be used for a further reduction of

Germany's public debt. This might enhance the credibility of ecological policy in

Germany and could also be a model for Europe.


