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Preface

The sustainable transport system is among the great challenges for society today - and
tomorrow. A wide range of environmental problems have to be solved, at the same time
compatible with environmental, social, and economic goals.

Within the transport sector aready a fair amount of measures have been taken to lessen
the burden on the environment. In order to achieve an environmentaly sustainable
transport system more action is needed. The integration of environmental concerns into
policies and decision making processes has to be extended and deepened.

In ajoint report back in 1996 eleven Swedish stakeholders within the field of transport
and environment defined an environmentally sustainable transport system (EST) in
terms of a number of goals. The stakeholders assumed that the goals could be reached
within 25-30 years. The Swedish EST-project, inter alia, stressed the importance of
international co-operation.

Acting on that conclusion, the Swedish Nationa Road Administration, the Swedish
Nationa Rail Administration, the Swedish Civil Aviation Administration, the Nationa
Maritime Administration, the Swedish Institute for Transport and Communication
Analysis, the Swedish Transport and Communication Research Board and the Swedish
Environmental Protection Agency now have rejoined their forces and is jointly running
the project Euro-EST.

The objective of the Euro-EST is to promote co-ordinated and integrated environmental
actions in the trangport sector with a view of achieving an environmentaly sustainable
transport system in Europe.

This report deals with fisca instruments, including taxes on fuels, vehicles and
infrastructure use, and their possible contribution to an environmentally sustainable
transport policy for the EU. It analyses the various interests and processes underlying
the development of such policy at the European level and the various obstacles to further
exploring these instruments.

The report was written by Macolm Fergusson at the Institute for European
Environmental Policy in London. The author is responsible for the content of the report,
aswell asfor the conclusions.

SWEDISH ENVIRONMENTAL PROTECTION AGENCY, Stockholm, June 2000
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Executive Summary

This report addresses fiscal instruments, including taxes on fuels, vehicles and
infrastructure use, which could contribute to an environmentall y-sustai nabl e transport
policy for the EU. It analyses the various interests and processes underlying the
development of such policy at the European level, explaining the existing state of play,
the problems which are caused by current arrangements, and the various obstacles to
further greening of the motor taxation system.

It finds that there are currently some significant disparities in the structures and rates of
taxation on fuels and vehicles across the EU. Fuel tax rates vary considerably from state
to state, with some states profiting from sales of cheaper fuel to outsiders, while others
are inhibited from raising duty to desired levels because of this cross-border competition.
Annual vehicle taxes are also very variable, not only in the level of taxation, but also in
the criteriaon which the tax is based. This distorts the market in vehicles across the EU,
to the detriment of manufacturers and others.

Equally, the application of road user charging either on long-distance routes or in urban
areasisvery patchy and essentially initsinfancy. In many cases, duty rates are graduated
only loosely if at al to reflect environmental factors, and their effectivenessin promoting
environmental goalsis currently likely to be limited. Several European states now have
more or less ambitious plans for road pricing at the national level, but an EU-wide
schemeis still many years off.

Disparitiesin taxation practice arise from avery broad range of historical factors and
different political priorities on the part of Member States. They may however have an
adverse effect on the operation of the single market, and certainly cause a number of
specific problems for Member States with high duty rates — notably with fuel tourism,
fuel tankering, competitiveness of national road hauliers, and in some areas, smuggling.

It can also be argued that these problems will be exacerbated in a number of ways as the
EU enlarges eastwards, and the inertiawhich leads to slow progress on internalising
external costs will be greatly increased. More rapid progress on harmonisation of
minimum duty rates is therefore highly desirable.

The polluter pays principle and the requirement to internalise external costs are now
enshrined at the level of principle in EU policy, and a number of initiatives have been
instigated in order to put them into practice. These have included moves towards fair and
efficient pricing through road charging; harmonisation of minimum rates of VAT and
fuel duty; further efforts to harmonise energy taxes; and the Eurovignette Directive.
However, progress to date has been very limited and painfully slow. Fiscal harmonisation
has been to the lowest common denominator, with some basic minimum rates, but
inflation and policies towards higher fuel duty rates have rendered these essentially
irrelevant in most Member States. Further progressis still possible, but appears far from
certain. At the root of thislack of progressis the unwillingness of a number of Member
States to cede any competence in fiscal policy matters to the Community, and the benefits
which some derive from lower tax rates (Section 5).



It may be that monetary union will in the longer term exert pressure for harmonisation of
fuel and other taxes. However, the report points out that this may lead to a ‘race to the
bottom’ in terms of competitive taxation, and cannot be relied upon to produce an
outcome which ensures a reasonable level of environmental protection. Other measures to
foster environmental taxes are therefore needed as well.

Also, while some Accession States have already brought fuel duty rates up to levels
comparable with those of their EU neighbours, others have not. Accession will force
states to raise duties at least to the minimum levels required by the EU, but will aso
increase the inertia which blocks further harmonisation and internalisation of external
costs. Early progressis therefore essential.

Accordingly, the report goes on to suggest ways in which the development of policy
could be taken forward, emphasising that the accession of Sweden to the Presidency of
the Council in 2001 comes at an important time to influence the development of
environmental taxation policy towards motor vehicles and fuels.

The current IGC presents the first critical opportunity to progress changes towards a more
workable voting basis for environmental taxation. The arguments for harmonisation here
are far stronger than elsewhere, but have yet to be made effectively, or receive any
serious attention, in the IGC. A blanket switch of all fiscal decisionsto QMV is
unimaginable; but without some changes, further moves on environmental tax
harmonisation will move from difficult to virtually impossible. A number of possibilities
exist which might help to shift these measures from unanimity to QMV voting. These
include a close and limited definition of the measures to be covered; pursuing a change
primarily to Article 175 rather than Article 93; and considering the application of ‘ super-
QMV’ to ecotaxation or other fiscal measures.

Further improvements to existing legislation on minimum duty rates should also be
considered, as these are now pressing on the Community’ s legislative agenda.
Possibilities include the index-linking of minimum rates, and linking progress on minima
to each Member State’s GDP per capita. More work is still needed to address the
concerns of blocking states, notably Spain and Luxembourg, however.

Border and sectoral relief schemes offer relatively little scope for mitigating the effects of
cross-border duty differentials. However, shifting the balance of motor taxes away from
fuel tax might help to solve or mitigate some of the current problems.

An ‘Eco-Schengen’ initiative by like-minded states offers only limited advantagesin
pressing ahead with higher fuel taxes. It does not overcome the fundamental problems of
border price competition, and would be better directed towards harmonisation of other
types of motor taxation, such as circulation taxes .

Beyond currently-conceived measures, sectoral integration strategies in the Council of
Ministers and the need for a more coherent climate strategy in the transport sector might



also present additional opportunities for further harmonisation of environmental taxation.
Early resolution of all of the problems set out in this report cannot be expected, but there
are opportunities for further progress.



1. Introduction

This report builds on earlier work undertaken by the Swedish Environmental Protection
Agency (SEPA) on an Environmentally Sustainable Transport System for Europe (SEPA,
1996). The Institute for European Environmental Policy London (IEEP) has aready
undertaken a study for SEPA as part of this programme (Skinner and Fergusson, 1999)
and this report develops the work further.

In order to develop a sustainable transport system at the European level, it is important
that the decision-making process allows the development and implementation of polices
that could contribute towards the attainment of such a system. In line with the principle of
subsidiarity, these should be developed and implemented at the most local level possible,
which will, in many cases, be at the Member State or even local level. However, as some
policies, such as those relating to the internal market and some environmental issues, are
developed at the European level, in many cases, some degree of policy development
relating to transport must also be undertaken at the European level. This may ssimply take
the form of setting the framework to allow each Member State to implement its desired
policy, or it may involve more specific and directive measures.

As outlined by Skinner and Fergusson (1999), there is a wide range of instruments that
could contribute to a sustainable transport system, if they were implemented
appropriately. This report focuses on fiscal instruments, including taxes on fuels, vehicles
and infrastructure use, which would be an integral part of any such policy package.
However, as the development of fiscal policy currently requires unanimity within the
Council, the decision-making process can be slow, to say the least. The aim of this report
isto look at the process underlying the development of such policy at the European level.
It examines the existing state of play, including problems that are caused by the current
system and obstacles to greening the system. It then suggests ways in which the
development of policy could be taken forward.

The report is divided into eight sections. Section 2 provides a genera background to the
EU, existing policy principles and the range of potential instruments available. Section 3
summarises the existing situation in EU Member States in relation to the use of fiscal
instruments and Section 4 examines the problems caused by differences in policies and
prices. The following section summarises the efforts that have been made at Community
level, both to harmonise and green the taxation of transport. Section 6 addresses some
specific obstacles to further harmonisation and greening of the European transport
taxation system, while Section 7 discusses a range of possible solutions or policy
approaches that could be employed to overcome the existing difficulties. Section 8
concludes the report by summarising the principal conclusions and recommendations.



2. Background
2.1  TheTreaty of Rome, the Internal Market and the Common Transport Policy

From its inception, the primary purpose of the European Economic Community was the
promotion of trade as a means of uniting post-war France and Germany. This new
internal market required not only the abolition of barriers to trade, common standards,
etc, but also provisions for the free movement of goods. As such, transport was seen to be
at the heart of the Treaty of Rome, which specifically provided for a ‘common transport

policy’.

In practice, however, progress was largely blocked until the coming into force of the
Single European Act in 1987. Both France and Germany had a policy of defending their
rallways from competition by road and imposed quantitative restrictions on lorry
movements. They therefore resisted the Commission's attempts to establish the ‘common
rules called for by the Treaty to open the market for hauliers from other countries.
Although this inactivity at the heart of the Community may have had benefits from an
environmental point of view, it was seen as a serious failure of the Common Transport
Policy (CTP), and hence of the Treaty.

As aresult, the European Parliament took the Council to the European Court in 1982, and
in alandmark judgement in 1985, the Court upheld the claim that the Council had failed
to take necessary action to uphold the requirements of the Treaty in this respect. On the
other hand, the Parliament failed to provide any definition of what course of action would
have fulfilled the requirements. The Court therefore focused on the specific issue of the
right of carriersto provide servicesin any Member State, finding that the arrangements as
they then stood constituted a clear and specific breach of the Treaty. The Court therefore
declared that al inland transport should be open to firms throughout the Community,
without any discrimination: a judgement which gave fresh impetus to this particular
aspect of the CTP. The judgement coincided with a Commission White Paper on the
completion of the single market; and as a result the package of road freight liberalisation
measures leading up to 1992 was introduced.

The point of this discussion is to emphasise that the CTP is in one sense a fundamental
aspect of the Treaty of Rome, yet in another is still quite recent in its application and
effects. Also, the Court’s ruling gave impetus to one particular manifestation of policy —
road freight liberalisation — arguably at the expense of others. There was for example
little emphasis on the environmental implications of these measures at that time, and it
was rather later before serious attention began to be paid to environmental policy.



2.2 Enlargement of the EU

It is now more than ten years since the destruction of the Berlin Wall heralded the
spectacular political changes which were to sweep across the former communist states of
central and eastern Europe. Although much has changed in this time, a new political and
economic stability still appears to be a long way off for many countries in the region.
This has given rise to awide range of concerns amongst governments in western Europe.

As aresult, enlargement of the EU to the east is now seen as a central and urgent priority
for the EU, both by the Commission and by the Member States. This will be argued
below to have important repercussions for future EU policy on transport taxation. On the
other hand, it must be stressed that environmental considerations in genera fall rather
low in the list of geopolitical considerations which are motivating the accession process
(with the notable exception of some processes taking place in the Baltic region).

From this perspective it might seem that eco-taxation would be a low priority for the
accession process, and that long derogations might be allowed from minimum levels of
duty. If, however, disparities in tax rates were considered to be sufficient to adversely
affect the single market, then the Commission might take a more active stance in its
accession negotiations with the countries of central and eastern Europe than it might with
other ‘environmental’ measures.

2.3  Sustainable Mobility and Internalisation of External Costs

In the late 1980s, the argument was increasingly made that the completion of the single
market would increase the volume of transport (particularly road transport) with major
environmental effects. This was reflected in particular in the report (published in 1989)
of the Task Force established by the Commission to consider the effect of ‘1992’ on the
environment, which modelled the increase in acid emissions which would result from the
completion of the internal market.

Furthermore, successive revisions to the Treaty first established and then strengthened the
requirements to integrate environmental concerns into other policy areas as from 1987.
These pressures required a more holistic policy statement from the Commission, and
resulted in the Green Paper and subsequent White Paper on sustainable mobility in 1992
(CEC, 1992e and 1992f). In the White Paper in particular, there is a marked emphasis on
a balance between environmental protection and other socia goals, but no clear
indication as to how far those measures which were set out in the Paper would take the
Community towards sustainable transport systems. There were on the other hand quite
clear references to the scale of external costs incurred through transport use, and a strong
emphasis on the need to internalise these costs as a means of improving environmental
performance and redressing modal imbalances.

Indeed, Fergusson et al (1994) argued that, as realisation grew about both the scale of the
environmental problems of the transport sector and the limitations of technical
interventions, the internalisation of externality costs came to be viewed as a



‘philosopher's stone’ which would transform the Community’s basic policy areas
(economic growth; single market; socia policy and environment) into a coherent strategy
for sustainable mobility. This in turn led to the Green Paper on fair and efficient pricing
(CEC, 1995) and the later White Paper on infrastructure charging (CEC, 1998).

The first of these set out the arguments that further internalisation of costs was needed,
and outlined the range of policy options available. It also addressed the critical issue of
when (or whether) Community action was needed in this area. Since it relates more
closely to specific policy measures, the later White Paper initiative is described in greater
detail in Section 5.1.

24  Further Integration of Environmental Considerationsinto Community Policy

As outlined above, transport policy was from the outset regarded as a central pillar of the
treaty of Rome. The same cannot be said of Community environmental policy, however.
Haigh (1999) outlines the limited legal basis and the rather late start (in 1973) of an
environmental policy proper in the Community. Even then, the focus remained on
‘mainstream’ environmental legislation. Weaknesses in the wording of the Treaty
contributed to — or perhaps reflected — the very limited extent to which environmental
concerns were being integrated into the policy process in areas outside of ‘ mainstrean’
environmental policy.

The Council eventually began the process of integrating environmental concerns into
other areas of Community policy at the Cardiff European Council of June 1998. The
process was based on a Swedish request put forward at the Luxembourg Council of
December 1997 to draft a strategy to implement the commitment in the Amsterdam
treaty, which came into force in May 1999, to integrate environmental requirements into
al of the Community’s policies and actions. The Cardiff Council asked three Council
formations, including energy and transport, to start the process and to present initial
integration strategies to the Vienna Council of December 1998.

As with the other strategies presented at Vienna, the Transport Council’s report was
disappointing, and represented little more than an outline of a possible strategy.
Reflecting the limited progress made, the three formations were asked to further develop
their strategies with aview to presenting them at the Helsinki Council in December 1999.
The Vienna Council also called on the development, internal market and industry
Councils to develop strategies and interim versions of these were aso presented in
Helsinki. In a report on the revised versions of the first three strategies as presented at
Helsinki, the Commission concluded that the transport strategy was ‘well advanced’, but
the energy one merely reflected existing commitments.

In the interim, the Koln Council of June 1999 increased further the number of Councils of
which an integration strategy was required, to include the Economic and Financial
Questions Council (ECOFIN). ECOFIN has yet to produce any reports, although it has to
report back to the European Council in the course of 2000. Developments in the
integration process are considered further in Section 7.

10



25  Fiscal Palicy Instruments

A wide range of fiscal instruments is applied to the use of road transport in the European
Union. The main categories of these are as follows:

* Vehicle purchase taxes (VAT and others);

» Circulation taxes (annual registration tax);

» Scrappage incentives;

* Fuel duties (VAT and others);

* Road use charges (road or bridge tolls, Eurovignette, weight-distance taxes, urban
road pricing, €tc).

All of the above are in use, or have been used, in some or al of the EU’s Member States.
Additional measures have been discussed or may be used in the future, such as tradeable
credits on vehicle purchases, more advanced distance charging systems, etc. In al of
these cases, the measures may be used to ecological advantage by imposing higher
charges on environmentally damaging vehicles, fuels or activities in order to discourage
them, or differentiating charges to favour environmentally ‘ greener’ options.

In some cases (notably vehicle circulation taxes and fuel duties) a degree of
differentiation is now virtually universal; with others, less so. However, even in cases
where there is a clear environmental element in taxation, measures have developed in
different ways in different countries, and at different times. As a result, there are
significant differences in both the degree and structure of environmental taxation of road
transport across the EU. Furthermore, some of the differentiation which does occur is not
primarily for strictly environmental purposes (for example, to reflect road damage costs,
to promote alternative fuel supplies, or to encourage or discourage particular types of
vehicle).

The purpose of this report is to outline the differences in these approaches, indicating
some of the problems these cause, and some possible approaches to solving them. For
practical purposes, this analysis focuses mainly on annual vehicle and fuel taxes, as at
present these are the most important, most widespread and best established forms of
transport tax. Equally, the issues which are encountered in improving the environmental
effectiveness of these particular taxes will often be similar to those which may arise in
the future with other taxes and duties.
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3. Current State of Motor Taxation in EU Member States

At the moment each of the fifteen EU Member States has a different set of policies
towards the taxation of transport. This is based on a range of historical, social and
economic reasons, which are discussed in Section 4.1. The differing approaches to the
taxation of transport inevitably leads to different pricesin each Member State for fuel and
for vehicles. Increasingly, with ever closer integration and national borders becoming
increasingly insignificant in terms of the internal market, consumers are taking advantage
of the price differentials between different countries to the detriment of the home
markets, as described in the next chapter.

The Chapter begins by addressing the existing differences between Member States in
relation to fuel and vehicle taxation (Sections 3.1 and 3.2, respectively) and road user
charges (Section 3.3). Section 3.4 discusses the comparative situation in the countries of
central and eastern Europe (CEE) that are in line for accession to the European Union in
the course of the next decade or so. Section 3.5 presents some concluding remarks.

31 Fudl Taxation Rates

Fuel prices vary significantly between Member States as can be seen in Table 1, which
shows average fuel prices for both petrol and diesel in each country. Both petrol and
diesel are most expensive in the UK and cheapest in Luxembourg and the Cohesion
countries (Greece, Spain, Portugal and Ireland - the latter for petrol only).

The high cost in the UK is aresult of the so-called ‘fuel duty escalator’ under which the
price of fuel rose by afixed percentage above the rate of inflation each year from 1993 to
1999. When the policy was introduced by the former government, duties rose annually by
3 per cent above the rate of inflation, but this subsequently rose to 5 per cent and then to
6 per cent. However, these automatic increases have now been abandoned, as described
below.

To some extent the lower cost in the Cohesion countries is to be expected, as these
countries are poorer than other Member States, although in the case of Ireland the
position has now changed on account of its rapid economic growth. This in turn is
reflected in that country’ s position in Table 11 (Section 7.2 below). The low fuel pricesin
Luxembourg, on the other hand, are an anomaly caused by the country’s desire to remain
a low tax country, through which it can attract custom from its neighbours. In between,
fuel prices in Sweden, the Netherlands, Italy, France and Finland, are generally higher
than those in Belgium, Denmark, Germany and Austria.
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Table 1: Fud Prices and Rates of Taxation in EU Member States

Petral Diesdl VAT

Country Price Duty Duty VAT Price Duty Duty VAT Rate*
EUR/litre Per cent of price EUR/litre Per cent of price | Per cent

Austria 078 041 52%  17% | 0.60 028  47% 17% | 20
Belgium 088 051 58% 17% | 061 028  47% 17% |21
Denmark 084 045 53% 20% | 0.64 031 48% 20% |25
Finland 093 056 60% 18% |0.64 030 47% 18% |22
France 092 059 64% 17% | 065 036  56% 17% | 20.6
Ger many 082 049 60%  14% | 0.60 031 52% 14% | 16
Greece 066 033 51% 15% | 050 024  49% 15% | 18
Ireland 071 039 55% 17% | 067 033 50% 17% |21
Italy 092 053 57/% 17% |0.72 038 53% 17% | 20
Luxembourg [ 065 035 53% 11% | 053 025 48% 13% | 159
Netherlands | 096 057 5%  15% | 0.67 034 50% 15% | 17.5
Portugal 077 047 60% 15% | 054 028 51% 15% |17
Spain 067 036 54% 14% | 056 026  47% 14% | 16
Sweden 094 051 54% 20% |0.73 0319 4269 20% |25
UK 1.00 066 66% 15% |1.01 0689 67%° 15% |175

Sources; Eurostat, 1999, except * Kageson, 1999.

Notes: (1) Luxembourg has a VAT rate of 12 per cent for petrol; (2) Low sulphur diesel,
which attracts a duty 15 per cent lower than that for standard diesel, dominates the
Swedish market; (3) ULSD is now virtually universal in the UK diesel market, and
attracts the same duty rate as unleaded petrol.

The principal cause of the range of prices is the different levels of duty that driversin
each country must pay on each litre of fuel purchased (eg see Table 5). While in 1999 the
petrol user in the UK paid on average EUR 0.66 in duty for every litre of petrol and those
in Sweden, the Netherlands, Italy, France, Finland and Belgium paid over EUR 0.50 per
litre, duty rates in Greece and Luxembourg remained at EUR 0.35 per litre or less. With
respect to diesel, the contrasts between most countries (apart from the UK) were less
great, with drivers in Greece paying EUR 0.24 per litre, while at the other extreme
Italians paid EUR 0.38 duty per litre.

In the UK, which is the only country where diesel costs more per litre than petrol, drivers
of diesel vehicles pay a duty of EUR 0.68 per litre of diesal. Thisis 76 per cent higher
than in Italy, which is the second most expensive country in this respect, and makes UK
diesel prices the most expensive in Europe by more than 40 per cent. Such a large
differential has been felt by UK drivers, especialy road hauliers who protested against
the most recent increases, and played a part in the recent abandonment of the automatic
escalator by the UK government.

The level of value added tax (VAT) charged in each Member State also contributes to the
difference in prices between countries. For example, in the Scandinavian countries, the
VAT charged on fuel amounts to between 22 and 25 per cent, which contributes to the
higher prices in these countries. On the other hand, in Luxembourg, VAT is 15 per cent
for diesel and only 12 per cent for petrol, while in Germany and Spain it is 16 per cent for
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both fuels. So, while variations in fuel duty levels account for the mgjority of differences
in fuel prices between countries, differences in VAT aso play their part, especialy as
countries with higher fuel duties often have higher VAT rates.

The fuel duty escalator is not the only policy decision that contributes to higher diesel
prices in the UK. The duty on diesel in the other fourteen Member States is lower than
that on petrol as diesel has generally been favoured over petrol for a range of reasons.
These are often concerned with the protection of road haulier or public transport interests,
but environmental considerations have, in some cases, played a part in this. On average, a
diesel car travels farther per litre of fuel used, and consequently, it is more fuel-efficient
and emits less CO, and other gases per kilometre than petrol. However, there is
increasing concern about the adverse effects on human health of particulate emissions,
which are emitted from diesel engines in larger amounts than from petrol engines. As a
result of such concerns, the UK government decided that there was no justification to
differentiate fuel duties in favour of diesel over petrol and instead increased duties on
diesel to a level higher than those on petrol. This decision, as well as the fuel duty
escalator, has contributed to UK diesal prices being much higher than those of other EU
countries.

The high fuel pricesin the UK, and the subsequent adverse reaction, is a clear result of a
single Member State pursuing policies for environmental reasons in isolation to taxation
decisions being made in other Member States. Indeed, if the UK were not primarily an
island state, it is highly questionable whether the duty escalator policy could have been
maintained for aslong asit has been.

The UK fuel duty escalator was the country’s primary domestic measure to limit CO,
emissions from the transport sector. Its abandonment has therefore raised questions
concerning the ability of the UK to limit its transport emissions. Elsewhere in the EU,
countries are struggling to limit their own transport emissions and many are introducing
fiscal measures in an attempt to limit the growth in road transport (Skinner et al, 1999).
Ironically, while the UK has now abandoned its automatic 6 per cent per annum duty
increase, Germany and Italy have both recently introduced a similar measure. In
Germany, the tax on motor fuels will increase by EUR 0.03 per litre each year until 2003,
while in Italy, fuel duties on petrol and diesel will rise gradually but progressively until
2005, by which date they will have increased by 7 and 12 per cent respectively on 1999
levels. The intention in Italy to increase the duty on diesel more than that on petrol is
reflected in other countries, such as France, which is aso reducing the differentia
between the two fuels.

3.2 Vehicle Taxation

It is not possible to characterise the criteria used for applying circulation taxes (referred
to in the UK as vehicle excise duty or VED) at al accurately in the space available. A
range of criteria relating to engine capacity, size or power are applied in different
Member States, and increasingly, differential rates are aso charged for cars meeting
different Euro emissions standards. In some countries, moreover, rates vary from one

14



administrative district to another. Kageson (2000) summarises the bases of annual
circulation taxes as set out in Table 2 below.

Table 2: Basis of Annual Car Taxesin EU Member States plus Norway

Country Tax Basis

Austria Power rating

Belgium Cylinder capacity (progressive rate)

Denmark Fuel consumption + weight

Finland FIM 500-700

France Cylinder capacity + age + district

Germany Cylinder capacity + exhaust emissions

Greece Horsepower

Ireland Cylinder capacity

Italy Power rating (in kW)

L uxembourg Horsepower

Netherlands Deadweight + province + fuel consumption

Portugal Cylinder capacity

Spain Horsepower + region

Sweden Weight

UK Flat rate, with reduction for cars <1100cc
cylinder capacity

Norway Flat rate

Source: Based on Kageson (2000)

Notes. UK will raise the threshold for discounts on existing cars, and introduce a
system based on CO, emissions for new cars, from 2001. Smilar changes are
under consideration in several other EU Member Sates.

Thus the selection of tax rates given in Table 3 is necessarily a smplification, and is
purely indicative. It does however illustrate the point that the levels of duty applied to a
given car, and the degree and nature of the gradation for different car types, currently
vary enormously from state to state, and even sometimes within states as well.
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Table 3: Annual Car Taxation Levelsin Various EU Member States

Country Petrol Diesel

Smalll Medium Large Very Smalll Medium Large

Large

Ireland £95 £240 £330 £680 £195 £425 £505
Italy £50 £120 £150 £325 £350 £440 £555
L uxembourg £30 £55 £70 £110 £50 £70 £90
Netherlands £200 £410 £520 £690 £480 £815 £980
Portugal £10 £30 £80 £130 £10 £20 £30
Belgium £80 £160 £235 £450 £190 £345 £580
Denmark £250 £335 £435 £605 £250 £435 £605
Germany £95 £150 £185 £280 £240 £320 £400
Greece £55 £90 £200 £265 £90 £200 £265
UK £150 £150 £150 £150 £150 £150 £150

Source: HM Treasury, 1998
Note: All figuresarein £UK, at 1996 levels

The story with respect to vehicle taxation is complicated further as some countries
impose purchase or initial registration taxes on vehicles over and above VAT, as well as
annual taxes such as those given in Table 3. For example, the purchase tax on cars in
Denmark can amount to 218 per cent of the vehicle's pre-tax price, whereas in other
countries, such as Luxembourg and the UK, there is no tax to be paid upon the purchase
of a car other than VAT (European Voice, 1999). Some countries including Italy have
only one flat rate of purchase tax (Italian Government, 1998), while others, such as
Belgium and Norway, differentiate on the basis of a range of criteria relating to engine
features, such as its capacity and power (Belgian Government, 1997; Norwegian
Government, 1997).

For heavy commercial vehicles, there are similar differences in vehicle taxation across
the EU and its neighbouring countries. Again, in each country the range of vehicle
taxation rates varies significantly according to vehicle weight, number of axles and other
criteria, so the selection of figures given in Table 4 is for a typical 40 tonne vehicle. In
the UK, for example, the duty level has been heavily differentiated according to axle
weight in order to reflect road track costs by penalising the most damaging types of truck.
Five Member States also have a registration or sales tax for HGV's (Kégeson and Dings,
1999).
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Table4: Vehicletax in EU Member States, Norway and Switzerland, in June 1998
(17 tonnetruck plus 23 tonnetrailer, Euros per year)
Truck/trailer | Comments

Austria 2723

Belgium 1070 | 25 per cent reduction for trucks less than 5 years old.
10 to 40 per cent reduction for more than 3 trucks

Denmark 702 | EUR 516 for trucks with air suspension

Finland 1541

France 213

Germany 2641 | For ‘old trucks

2386 | G1 trucks
1876 | S1 Trucks (ie those that meet Euro 1 standards)
1519 | S2 Trucks (ie those that meet Euro 2 standards)

Greece 429

Ireland 1028

Italy 705 | Regional differences. Discount for air suspension
L uxembourg 693 | EUR 510 for trucks with air suspension
Netherlands 447

Portugal 439 | EUR 423 for trucks with air suspension

Spain 534 | Medium value. Large local differences

Sweden 991

UK 2648 | 38 tonnes domestic weight limit

Norway 1099

Switzerland 1646 | 28 tonnes domestic weight limit. Regional differences

Source: BGL (1998), reproduced in Kageson (1999)
Notes: Exchange rates of June 98 used between national currencies and DEM and of
September 1998 between DEM and Euros.

These various arrangements reflect a range of environmental and other costs, but only
loosely so, at best. To date, a detailed analysis of the extent to which individual vehicles
internalise their external costs through the tax and duty system is lacking, and the figures
which are available remain highly controversial.

It can, however, be argued that a greater degree of harmonisation of annual duty rates
(and indeed purchase taxes) would be desirable for a number of reasons. It would, for
example, improve the working of the internal market in vehicles, because similar rates
would avoid the current situation in which different types of vehicle are favoured by the
tax systems in different countries. Equally, more closely harmonised rates for heavy
trucks would avoid the sort of harmful distortions of competition which are discussed in
Section 4.4 below.

It should be added that harmonised criteria and tax levels would be welcome to vehicle
manufacturers and other sectors of industry for internal market reasons as outlined above
— although in most cases they would prefer such taxes to be harmonised at a rather low
level (European Voice, 1999).

3.3 Road User Charges
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This section addresses nationally (or bilaterally) imposed road charges within and around
the EU. The EU’ s Eurovignette system is covered separately in Section 5.4.

Tolls on specific sections of infrastructure, eg motorways and bridges, exist in a number
of European countries, but these are generally amed at raising revenue to pay for or
maintain the section of infrastructure. In particular, many Member States have tolls on
specific sections of infrastructure, such as bridges, tunnels or mountain passes, which
constitute particular ‘bottlenecks' which have been addressed through specia new
infrastructure investments.

Five Member States have broader based tolls on roads other than bridges and tunnels
(Kageson and Dings, 1999). These typically relate to arelatively sparse network of major
trunk roads, such as the system operated in France. As the geographical coverage and
levels of charging on different stretches of roads vary so considerably, it is difficult to
characterise the average levels of charge incurred with any accuracy. However, recent
evidence cited in the UK (Ernst & Young, 1999) suggests that a haulier working mainly
in France might typically pay something approaching EUR 10,000 per truck per year in
road tolls. Thiswould represent about 12 per cent of operating costs.

This estimate is consistent with the recent report of the German commission addressing
the country’s plans for a distance-based charging scheme (discussed below). This report
estimates the average charge in France at EUR 0.14 per kilometre, with those in Italy
ranging from EUR 0.10 to 0.15.

Although not strictly a charging system, the Austrian ‘Ecopoints system should be
mentioned here for completeness. In fact thisis more like a system of rationing, in that i