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Commission Communicationomthe Taxatijon of Petroleum Products
] .- ;

Introductioh - )
N L ' ' '

At the same time that the 1mpact of the second major 1ncrease in o1L -

prices’ has made structural ad;ustments in the economyfnecessary everyuhere

to meet the changed circumstances regarding energy, the role of pr1ces

v

and taxation as an instrument both of energy policy and of economic

policy has been 1ncreas1ngLy recognized. In a Council resolution of 9 June
&

1980 * the Ministers said that energy -pricing -should be based on the a

foLLowwng principles ;. - - 3 ) N

- ‘"consumer prices should reflect representat1ve conditions on the
world’ market, taking account of Long-term trends,

- one of ‘the factors determining consumer pr1ces should be the’ cost of
replacing and developing energy sources, . )

- energy pr1ces on the market should be character1zed by the greatest

' possible degree of transparency.” (1) -

"In October 1980 in its communication on energy and economic poLicyz, the

LN

Commission = - ) -

»

- stressed the need to keep the trend of petroleum product prices as
‘constantly consistent ‘as possible with the general direction of

energy policy; .
- hoped that ‘the Member States, insofar as they had an influence on the ¢

formation of prices, would try to avoiq,de&eLOpments at-the.level of the final

consumer which would discourage energy, saving ahd diversification,

that is, energy investment. . . ,

It proposed as an objective : . ; S L

- attaining a hierarchy of prices which would-serve the aims of
reducing dependence on external sources of oil and would act both as
.a deterrent (oil) and as an dncentive (other sources of energy},’

reflecting both these two aspects of energy policy; * .

104 No ¢ 14974, 18 June 1980 ‘ ' .o

“CoM (80) 583, 15 October 1980 . o _ .
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-~ preventing excessive differences in price structures as between Member
[ ¥]

States — which can be traced back, to a Large extent, to the way in -y
which different energy products are taxed - thch, given their similarity
of situation and the fact that all belong to the same market, cannot
be justified. .
1.3 1t seemed desirable to %ake _ taxation, the subject of this paper, as '
a starting point for analysing the main factors which détermine the levels,  J

» trends-and reasons for differences in the prices of eneray resources, the

—~

guestions of pre~tax price formation for the different forms of energy,
transparency and pricing itself being treated in a separate paper to follow.

-

2. Energy and economic policy

i

2.1 The médium—term Community strategy proposed in.the Fifth Econgmic Policy
Programme makes the reduction of reliance on external -sources, that is to say
of consumption of imported energy and especially oil, a major goal, ‘
whose attainment is dependent on two variables which are economic in
nature : énergy investments and energy prices. This'is the‘reason why the
Commission has asked that increases should be passed on immediately ard in
full té the final consumer ané on the other hand that any ensuing secondary
inflationist effects should be as 'far as possible reduced to a minimum. )

: In connect10n with this, in |
its commun1cat1on on the principles of indexation in the Community (1),
the Commission tries to reconcile the economic concern’of the moment -~
redu;ing the rate of inflation - and the longer—term objective — increasing
energy independence - and recommends exclusion from indexation of : "the
impact of any changes-in indirect taxes and certain public service prices"
and "the rise in prices attributable to a deterioration in the terms of

trade due, for example, to a rise in important raw material prices".

- <

[ — - - J—

2.2 Hav1ng regard to' the direction to be followed in energy matters, a price

pot1cy should berdeveloped which made it possihle both to :

- ensure "true prices"”, which wowld mean that consumer prices fully ref[ected
the costs of production, transport and distribution, and the investment
costs of developing future sources,*and to

- give the corisumer as clear and stable a picﬁure as possible of price trends
so that both industry and households would be able to make rathonal
investment decisions which woqu contribute to restructuring energy supply

l.nl’-nu

and demanq. )

=

(1) COM(81) 457, 23 July 1981 ‘ o
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in puréuing these objectives, however, account must also be taken of others,
such as those laid down for energy saving, combatting inflation, tax revenue,
soc1aL policy and the constra1nts experienced by energy producers (balancing:

the budget, commercial poL1cy, etc D -

y . ; ER.

2.3 Although a s1ngLe general pr1nc1pLe couLd be used to ahalyse pr1ce
formation for the var1ous forms of energy, 1t is obvious that since for
each of them production foLLows jts own individual course each form must
be anaLysed separately (see the paper s Energy Prices @ PoL1cy and Transparency, ~

. to be transmitted to the Council). In ‘the case of“cndde oil and refined
products their prices are extremeLy unstable, and the fact that oit
products dominate a Large part of the energy market means that this
“instability is passed on to the other forms of energy.

[

. . - . L
2.4 Nonetheless, in the Long.term-fﬁe price of oil will be mainly determined
o . by the price of aLternat1ve forms of energy.
For some uses, part1cuLarLy as ‘fuel and in the petro—chem1caL ~industry,
there are hardly any substitutes for hydrocarbons, and alternatives to
conventional oil could only come from oil shale, tar sands or coéis.
But for other purposes, in parti;uLar heat aﬁd eLectriéity production,
more economical ayternatives already exist and the use of oil should be -

discouraged here.

v

) r . [T
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out of the range of eﬁergy products, those whose consumptidn absolutely
must be reduced, petroleum products, are aLsolthose whose prices are most
-subject to control by the Member States in the form of taxation. .0il '
taxes are generally heaviest on those products for which thereare few ~ - )
substitutes (see findings bewa); If in .the medium term the price mecha—
nism-should have a role to play,-taxation too should be used in suchl _
a way as to reinforce its effects. Also, many coqﬁfries are faced with
the need to Limit or reduce their public deffhits, which leads them to
accdrd particular importance in their economic policies to. analysing and

controtling the sources of tax revenue. o,
. }

The manner in which petroleum products are taxed pust contribute to
diminishing generally these clashes between objectives, provided the Lline
" followed here is consistent with macro-economic and energy policy. Action

,to achieve this is already both feasible and desirable at Community Level.

-

0il taxes : findings and effects .

UnL%ke other forms of -energy {(coal, gas and electricity) on which there
are virtually no taxes other than VAT (which is charged only on final

consumption), on petroleum products there are specific charges {excise duty

on mineral oils) which can be quite heavy. A detailed analysis of oil taxes,
both the origin of and justification for the general arrangements and the

exceptions, is given in the Annex, the main conclusions being the following:

- because of their yield in tax revenue, excise duties are heaviest on

motor fuel (petrol and diesel) and quite Light on furnace fuel;

- the adaptation of the rates of excise duties to general price trends has

.
»

tended to be very drregular and belated in most countries;

~ there are very substantial differences in the rates of excise duty

applied in the different‘countries, particularly in the case of diesel

L - v

fuel;
- the structure of excise duties varies from one Member State to another;

- in all Member States there are different-arrandements for exemptions or -
subsidies the, economic justification for-which in many cases is not
obvious. The Commission proposes that the Council adopts as a principle ’
their progresive elimination on the basis of a joint study with national
administrations. Particular attention should be paid to air and inland
wWaterways transport, agriculture and oil consumption within certain -
industrial sectors (e.g. refineries, petro-chemicals).

ln-/---


jjm132
Text Box


-5 =

- with regard to VAT, the norm&l rates are usually applied (with the -~
customary differences between countries), but some countries apply
reduced or zero rates for certain products. ’

3.2 From these summary findings certain conclusions should be drawn as

. . . 1
redards economic and energy obJect1ves :

- the products that are most heav1Ly taxed are not those that offery the
greatest opportun1t1es for saving or the use of subst1tute products,

- the firregular timing of “adjustments 1in excise duties has not generaLLy

i‘contributed to smoothing price chaogeé'for oil prodocts, which haye

been masked by sudden shano movements Jn pre-tax prices;

the delays in adapting excise duties to general price trends over the

‘' -peried 1973-81 has in_many cases produced a ;ubstantial Loss in potential -

tax revenue; -’ e . -

~ o

the absence at European LeveL of any concerted oil tax policy, both for
the direction to be followed and the structure of taxation, has made users
DLess aware of the absolute necess1ty of reducing oil consumption;

- Lastiy, certa1n differences in rates of taxation have provoked d15tort1on

of compet1t10n and have 1mpeded the proper allocation of resources.

! ¥

3.3 In practice it may prove oifficuLF to make the changes'needqd to adapt oil
taxation; at all.events it will be necessary to spread the changes out
over a certain pekioq if economic activity is not to be disrupted, as the
present systems of taxation.affect both sectoral énd regional economic

structures. In addition the effect of such changes on the competitivity of
firms could Ee important, at least in the short term, in sectors where oil
prices' form a major part of production costs. Time will also be needed on
the supply side for réfining structures to be aLfered. Furthermore, the
complexity of tax "structures, the 1nteract1on between the rates and the'
products covered by excise duties, the ex1stence of other forms of
taxation (on demand for but also on supply of petroleum products) and

the mul viplicity of objectlyes do not lend themselves readily to any

single solution.

’ ’ . . ---/---

i
-

A detailed analysis of - the ‘effects of oil taxes.on compotitiveness, tax revenue
and demand for petroleum products (particularly from the point of view of -

possible substitution effects) is annexed.

! - : X

1

.
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3.4 1If the arrangements decided on led to an‘increase in public revenue,
naturally, inflationist effects would have to be kept under control and
deflationist effects averted. To this end, appropriate compensations should '

be sought in line with the budget situations of the individual Member States,

so as to reduce the chargesborne‘by Community undertakings, to increase the

budget funds devoted to eneragy adjuétment and to assist low-income

categories of society directly affected by the rise in prices for‘certain

petroleum products or the abolition of certain exemptions or reductions
{

in the rate of taxation.

4. 0il taxes : a joint effort

4.1 The considerations set out above enable prjorities‘to be defined for
selecting the options that will give a system éf oil taxation more in'
keéb%ng with Community objectives. Ideally, oil taxes should :

- contributeatg?FgguLar adjustment of oil prices, while maintaining a
constant and substantial flow of tax revenue; _

- encourage fhe adaptation of the structure of energy prices as a -whole

" and the fntroduction of a price hierarchy for petroleum products which
reflects energy objectives and thus prompts the realization of the
major hﬁténtiat for saving and the use of substitute products that .
exists in the Community; . ) L. ‘

—’reduce the differences in the tax structures and charges within the

Community, particularly by keeping special arrangements (exemptions,

~

-

b . !

subsidies) to a strict minimum.

4.2 Obviously it would be desirable if oil taxation as a whole, or failing .

this, the structure of excise duties on mineral oiLéicoqu be harmonized,

and this would contribute to solving most of the problems, but would take
A

a long time. Without waiting for this work to be terminated, and concurrently
"with it, objectives should be set that are in line with the general approach

and will enable more rapid progréss to be made. These would include the

following five pratical goals :
-- agreement that sjzes for the tax burden to be apdlied'in target
areas should be set for each major category of product {i.e. the minimum,and

maximum incidence in'reLation to the prices net of tax for all excise

duties and VAT), so as to have a direct impact on their price structures

~

.and bring them more in line with eneréy objectives;

2

1The Commission has already presented a proposal for a directive on the
harmonization of excise duties on mineral oils (04 No € 92, 31 October
1973) which could provide a basis for any fresh discussion of the subject.
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a joint dec1s1on of the rate of progression of the overall tax burden

(excise duttes + VAT) towards the target areas and on the proper i

balance between excise duties and VAT. Watch must be kept to ensure

* that changes in the tax burden remain at all times in Line with target

’
3 -

areas; -, . . : : ,

a joint agreement on the need to adapt excise dut1es regutarly, without

3

however revising the LeveL more. than once a year;
\

adoption of- the principle of the graduaL aboL1t1on, foLLow1ng a .
timetable jointly agreed, of exemptions, subsidies and redu0t1onsof the

rate of taxation for particular-uses- where there 9s no Longer any

valid reason for keeping them; ’ ‘ -

- ]

a decision that the Council should review the trends in energy and
particutarly oiL taxes (both structures and rates) annually, to assess
what extent they COHtP1bUteto ach1eV1ng the objectives of economic and

+ " N

energy poL1cx

‘s

~

to
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ANNEX: Taxation of oil products: Situation and effectis

i -~ A

o4
L, Taxation of oil products — Situation ~

— excise duties
-~ value added tax

— exemptions and subsidies

B, Taxation of oil products — Effects, on:

— competitiveness
%
— tax revenue . ..

- the demand f9r 0il products

Tables

CAB/TI/13/81-EN

-
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' " ANNEX: TAXATION OF OIL PRODUCTS: SITUATION AND EFFECTS

A. TAXATION OF OIL PRODUCTS - SITUATION

[

I

A.1. Tﬁe tax‘burden on 0il products is made up of épebific charges (excise
duties) and value added tax, which is levied on the sum of the excise duties
and the price exclusive of tax. Table 1 gives the different levels of
excise duty expressed in EUA and their incidence as a percentage of the -
price exéiﬁsive of %ax, the rates of VAT and the total tax burden (excise
duties + VAT as a percentage of the price exclusive of tax) as at
1 Jamzary 1973 and 15 July 1981.
A.,2 However, discussion of the main features, with their effects, of the
taxation of oil products must take agcount of two factors that impinge on
the inferences to be drawn from the information set out below: .
— in most countries, there are other ancillary tax measures that, to differing
degrees, have a direct impact on the gize of the overall tax burden on the
use of certain oil products (e.g. axle tax in France, road taxes, taxes on

»

the purchase of motor vehlcles), .

- the share of 011 in energy consumption differs very 31gn1f1canily'between

»

some gountries, partlcularly in energy-intensive sectors, whether' as a

‘result o? policy decisions or ms a resuli of the straightforward operatlon

of the law of comparative advantage (see Table 2).

. -
- ‘
a

A.3 Excise duties . . @

A.3.7 'Since the taxation of mineral oils used as motor fuels was a potentially
valuable source of tax revenué, Member States initial%y imposed high excise
duties on them for the purpose of ensuring a steady and substantial flow of -
tax revenue. The subseguent increages in the duiiés on motor fuels were
justified on several counts, e,g. the need to Ffinance the infrastructure
coste of private and commercial road transport, ermvirommental problems and,
of course, energy conmservation. As a result, excise duties were also levied
on a variety of other-oil productslthe use of which does nol generally give

rise to transpdrt infrastructure costs. ) ‘

it
i
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In many cases, the aim of taxlng these other uses ‘of oil products was to |
protect indigenocus energy resources, especlally coal. Consequently, oil
products are now taxed for purposes that differ not only from:.country fo
country bui also from one oil product to ancther and even from one use to
another of the séme product. Taking the Community as a whole, the Member
States' tax sgystems exhibit marked differences in both the rates and the
applicatién of excise duties for {the entire range of oil products; and
dlffereni arrangements govern;ng exemptlons and reductions for particular
uses have coms into be:l.ng.

A.é.2 The level and trend of excise duties in the Nine.as at 1 Iénuary of
each year from 1973 to 1981 are given in Graphs A1 to A4+ It will be seen
that:

— as a rule, motor fuels (petrol and diesel o0il) are much more heavily

‘taxed than heating fuels (heating oil and heavy fuel'bil);

—~ although 211 the nine couni;ies,have adjusted fhe levels of their excise
duties during the period 1973—81,'these gtill differ apﬁreciably from ¢
country to énother; most important, owing to¢ the impact of iﬁflation, they
have very seldom held ftheir real value throughout the period: +this applies

particularly to motor fuels. Even though in maﬁy cases recent adjustments
have restored the real value of excise duties at 15 July 1981 to levels -
near or even hlgher than thelr value at 1 Jaruary 1973, they have nonetheless
been substantially eroded over the peried; this emerges clearly from

Tables 4 and 6 and from Graphs B1 to B4;

-

— in the case of motor fuels, excise duties on diesel oil show the greates%
disparity between countries. They are identical to the excise duties on
heating oil in Demmark and Italy,(in -tWe (atter they are very low at enly
4% of the duty en petrol) , while in the United Kingdom they are the sime as
the duty on petrol. (i.e. they are around 20 times higher than in'Italy);

—~ generally speaking, excise duties on heating oil are low but there are

guite appreciable differences bhetween countries: expressed as a percentage

of the price exclusive of %ax, they range from 0 in Belgium to 16.1% in,
Dermark (Where, however, the duty is refunded %o persons subject to VAT if
VAT on the purchase of o0il products is deductlble),

-~

W
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L= in -El’1e ‘case of heavy fuel oils, which for 'bhe.n‘;ost part are used in
industry, the tax treatment ‘of excise duties differs a gréat deal and
thig has an obvious bearing on competition. They are exempt in France and
Belgium, but subject to excise duties amounting %o 11, 5/; of the prlce
exclusn.ve of tax in Ireland, T.1% in the United: Klngdom (a.l“though there

’

. are exemptions for the oil-industry) a.nd as much a8 24.5% in Denmark (where,

however, the duty is refunded in the sa.me way as -bha:t on heating 011),

— in the-case of lubra.ca.nts, the rates ra.nge from zero in a rumber of Member ‘

. States to 211 EUA per tonne in Germa,ny.

.

‘A4 Value added tax -

3 o

A. 4.‘1 As regards value added tax, it has £o be bornme in mind -tha.t $he
practlcal effect of the system of deduc'tlng VAT in all Member S“ba:tes (except
France, where VA‘I‘ levied on oile other ~lzham heavy fuel oil is not d.educ-blble)
is tbo exempt o:r.l products used in industry, with the result that the entire

burden of the tax is shifted %o private consumption.

A.4e.2. Bince 1973, VAT rates have been raised in all Member States excepi
Belgium (where the standard rate was out from 18% to 16% in 1979, while most

. *of the products ché,rgeable at the reduced rate of 14% are mow taxed at the

standard rate of 16% and certain products are taxed at the i'ncrea.sed’ raté of |

25%) and France (where the rates have remsined unchanged). Although these
adjustments have a:pplied across the board in that more often than not they
~ have taken the form of a change in the standard ra:be, 'they have contrl'bu‘bed
to0 increases in the prices of ocil prod_ucts at final consump-blon a:nd oo
prlmarlly because VAT is:an ad valorem tax, they have boosted tax revenue,

thereby making up to some extent :E‘or the fact that excise duties had 1agged

-

behind the trend in the general price level.

N ! -

N :
! .

A«4.3 Generally speaking, oil produchts are chargeable at the standard VAT

LY

rate, which ranges from 107 in Luxembourg t0 22% in Denmark; but some Member -

States apply dlfferen'b ra,tes ‘for different' products.

AR

(i) motor :Euels are taxed at the reduced rate in Ireland (15%, with effect’
frnm 1 Sep’bem'ber 1981) and Luxembourg (5%), and at the increased rate
in Belgium (25%);

4 -

“\

. .- . . !
f . v -

\
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(1i) heating fuels (heating oil and heavy fuel oil) are zero rated in
Ireland and the United Kingdom, and taxed at the reduced rate of

‘5% in Luxembourg;

Al

(iii) %he reduced rate of 4% that was applied Ho diesel oil and heating fuels
in the Netherlands was replaced in 1979 by the atandard rate of 18%.

»

A.5 The structure of the faxation of oil products in the Community cam thus

be broadly summarized as follows:

VAT: falls on tha final private consumer. Rates on motor fuels
for road transport range from 5% to 25%; rates on other
0il products range from 0% to 22%.

Excise duties: 90% or more of the excise duties levied affect motor fuels
for road iransport, which accounmt for about 30% of all oil
products consumed (see Table 3). ‘

The range of ra:tes of tax on pe‘broi ig fairly narrow, but there are wide

differences beiween the raies applied to petrol and those applied to diesel

0il, and the latter vary considerably from oﬁe country to another. Other
oil p*o&uc‘bs are for the most part taxed at fairly low rates or completely
exemplt. Differences in rates of tax on heavy fuel oil mey be a direct cause

of distortion of competition between industries.

A6 In many cases, the a,ggrega‘té revenue from the taxation of o0il products
was declining :m real terms over fairly long periods between 1 Janmuary . 1973
and 15 July 1981, It is clear that, in view of the enormous rise in prices
net of tax (a five~fold increase over the peritlad), the total tax burden
(excise duties plus VAT as a percentage of prices net of tax) has declined
con51derab1y in all courtries and, with a few rare excep't:.ons, for all

. products (see Table 2). ' '

\
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A.7 Exempiions end svbsidies

A.T.1 A8 well as this wide variety of arrangements, which makes it

difficult to assess the system as a whole, there are a number of exemptions,
rebate schemes or reduced rates for specific uses. These special provisions

are the subject of a Commigsion staff working paper emtitled "Subsidies and

tax exemptions for energy consumption" and are listed in taular form in

the document "Excise and VAT exemptions and reductions in favour of certain ,
groupse of mineral oil consuers"E; thi; conspectus is reproduced here as

Table 7. It shows the special arrangemenis in force in the Member States

for nine types of use: : ]

(i) aviation: in most countries, consuﬁption'by commercial traffic is-

l exempt from.excise duties and usually from VAT as well (although VAT,
when applied, is deductible except in France); consumption by
executive aircraft is exempt from excise duties, and in general only
consumption by private aircraft is taxed, although gometimes at reduced
rates; ' ] )

(ii) navigation in territorial waters: consumption is largely exembt in
all countries for inshore navigation, fisheries and transport, whiie_

consumption by pleasure boatz is normally subject to the standard rate;

(iii) agriculture and horticulture: consumption is usually exempt from
_excise duties or taxed at a reduced rate (the reduced rates in force

for heating oil are often applied to motor fuels);

(iv) own use of oil products by refineries and the petrochemical sector

is exempt everywhere; '

~

. (v) publio transport: oil products uged by:the railways are either exempt
(Germany and Italy), eligible foP tax rebates (Demmark) or taxed at a
reduced rate (Belgium, France, the UK, Ireland, Luxembourg and thé
Netherlande); only Germany refunds excise duties on consumption by
publiec bus services, and it is to discontimme these arrangements by 198§§"
in the other countries, the standard rate on diesel oil is applied,
except in Ireland and ITtaly; ’ L

(vi) consumption by diplomatic missions, international organizabions and the
armed forces of a foreign state is totally exempt everywhere;

(vii) reclaimed oils are subject to the standard rate of_excise duty on

lubricants only in Germany and Luxembourg, while Italy applies a reduced

[y

rate and the other countries grant exemption.

_ TSEC(81)939 of 10 June 1981.
- 2SEC(81)1314 of 31 August 1981,
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A.7.2 MNost countries, then, grant substantial tax reductions %or most
of these types of_consumﬁtion. The justification for the reductions is
no% always obvious, for their origins are diverse: historical reasons .
such as international agreemenis, social reasons, technical reasons: such
agd Own uée, tax reasons or even enéfgy policy reasons. The Commission,
‘in collaboration with national goverﬁment departments: should ca&ny out
g detailed study of the implica%ions and effects_ of.abolishing certain
exemptions, %ebates or reduced rates, aﬁd the arguments for doing so,

80 thatfpraa%ical proposals may be presented along wity a timetable for
"applying the;. : f

Although each of the special schemes must be investigaied in the light

of all the reasons for its exisience, cértain situations should be

given' special attention. For example, energy considerations may well ~
justify.special treatment -for consumption for the purposes of inland '
waterway transport or public transport (particularly by rail), or for
~own use, which often me;ﬁs the use of by-products with little productive

potential that might e replaced by something less suitable if taxed.

\M\
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the impact of the price trend of oil products on produciion costsﬁvaries

' 3

B. THE TAXATION OF OTL PRODUCTS: EFFFECTS o
\

]
t

B.H From the situation described_above, a mumber of conclusions can’
be drawn about the effects of the ﬁaxation of oil produc{s, or rather
the effects of specific ta&es in the form of excise duties, the main
source of difficulties. We are concerneduwiﬁh the pepercussions in

three areas: competitiveness, tax revenue and the demand for oil products.

B.2 Competitiveness

Bxcept in a few specific sectors, energy costs usually account only for

a small pert of aggregate production costs. However, it is clear that

widely as a result not only of different structures of energy consumption,
but also of differences in tax ireaitment; and this distorts relative price

competitiveness. For example, the share of o0il products in the total volume

'of energy consumed by manufacturing ihdustry in 1979 varied from 22% in.

the Netherlands and Belgium to about 70% in Ireland and Demmark; the share,
in Germany was slightly over 30%, and the share in France, Italy and the
United Kingdom' about 40%. A comparable range of figures is observed in =
the r931den¢1alj%ertlary sector, although the ranklng by countrles is ;
different. The Member Staies' different systems for taxing 011 products,
degcrabeq above, frequently do not offset the effects of consumptlon
structures, thereby amplifying differences in the competitive poéitions

of European firms. g : ' o

If certain excise duiles were increased and perlodlcalky adausted, thereJ

should be no major repercu531ons on the intermational competltlveness of

. most European exporits: in fact, this might act as an additional incentive

for invesiment to rationalize indusffy, which would improve competitiveness
in general in the medium term. However,-ﬁhe-seciors that are still heavily
dependent on oil, or.in which oilAproducts account for a veryrlarge share

of production costa (steel? man-made fibres, etc.) might find it extremely

Al

difficult to remain competitive.

5
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[ .

B.3 Tax revenue — .

B.3.1 In‘noﬁe of the Member States is the policy goverming the changes
in excise duty rates amenable to logical analysis, in so far as it is
based neither on the general movement in prices nor on the requirements
of energy poiicy, whether in the direct measures to discourage consumption
~ of mineral 0ils or in the indirect measures for manipulating the prices
of products that can be substituted for mineral ollg.

Many Member States have allowed the specific rates of the exaiserdaiies
on minergl oils, or at least some of them, to lag behind the general
trend in prices. In so0 doing, they have generally lost sight of the
primary objective of excise duties, which iz to raise revemue for the
‘_Sta$e. An 111ustrat1on is provided by Table 4, which clearly shows that
revenue from the excise duties on mineral oils expressed as a perceutage
of GOP has fdllen in meny countries, whereas consumpltion of motor fuels —
which account for the major proportion of excise duties — has inqreased

- . )

in all countries.

B.3.2 Table 6 gives an estlmaie of the revenue forgone owing %o the
failure to adapt excise duiy raies in line with the general movement in
prices. Thus; if excise duties had been 1ncreased each year from 1973 to
19791 in step with the'overall rise in prices, several countries would '
have' collected appreciably higher revenue each year: aggregated over the
period from 1973 to 1979, this "exiraﬁ\revenue, calculated at curremnt prices,
would in some cases have nearly amounfted to their total revenue for a single

year: The figures also show up differences of approach: some countries have

adapted their excime duties comparatively frequently; others, some years after

the first oil shock, have suddenly increased the rates in an effort to eatch

up; and in others again, the rates have constantly 1agged behind the general

s ]
‘movement in prices. .

v ~

B.3.3 Howevér, this finding must be qualified by the fact that, since VAT
is an_ad valorem tax and oil prices net of tax have been rising steeply,
VAT revenue has increased substantially, thereby offsetting the effec%s on

?

tax Tevenue of the slow increase in exc1se duties.

1;@% this point the caloulations cannot be faken beyond thé year 1979, The
1980 figures will probably be available in the autumn.

\o
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B;ﬂ, Demand for oil products

Be4s 1 A dlstlnc‘blon must be made between the very different markets

for oil produc'bs. These markets ref‘lect & clear division between pr:l.va.te ’
consumpt:.on, that of the tertiary sector and that of the productive

-

sector -~ each with its own economic impact.

e, ,
B.4.2 Motor fuels: in this market, 'bhe:l'e. is practically no substitute for
oil in the shor‘t or mediwm term. However, consumption could certé.inly be
made mo‘re eff:.clent' recent s-l;ud:.es'sugges*b +that the price elasticity of
dema.nd is genera.lly greater than has hitherto been assumed (ranglng from
a.pproxlma:tely -0.2 to ~0.4 in -bhe short term and from —0 4 1o ~0.9 in

the long term) )

Even leaving aside additional ways of taxing consumption (é.g. road ta;.x),
_‘bhe' present level of taxation’of motor fuels is very high compared with
that  of other products. However, a distinction must be made-'betwéen petrol
and diesel oil. Excise duties on pe‘brol are high but had thelr real value
been maintained from 1973 o 1980 'bhey wonld :Ln many cases ha.ve been much
higher by now and 't:rhe revenue.t0 the Sta‘tg correspondingly larger, without
making an excessiye impact on the :price :i.ncllﬁsive of all.taxes (see Table 5.
In five coﬁntries, the price of petrol would have heen approximately 15%
higher on averdge in 1980, which, in view of the price elasticities of
demand, might well have led to appreciable savings. In all the countries,
diesel o0il is ‘taxed at lower levels than petrol, often much lower. Whereas
.in the past diesel o0il was used by and large only in the commercial-and
productive sec‘ho:;js, fthe ﬁi-oPortion of motor veﬁicles using it is now
'increa.éing rapidly. As the'present levels of excise duty on this product

in many countries do not emcourage energy savings, it would be desirable
for taxation on motor fuels to be aligned, i.e. the lowest levels of excise
duty.on diesel o0il should be’ increagéd. Steps,should’ algo be taken to ensure
that vae struoture of excise duties does not encourage substitution by
other forms of energy such as liguified petroleum gas i;hich offér'few or

no advantages fz:om the viewpoint of energy policy. ‘
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B.4.3 Heating oil: this product is used mainly in the tertiary and
residential sectors for heating. The mosi attractive substibutes are

natural gas, district heating and electricity in the form of electric

hea% pumps. In all countries, there is considerable poiential for -
conserving energy and for rationalizing consumption through house insulation,
-inspectioﬁ and maintenance measures, eic. The current level of taxation
(excise duties and VAT) is gemerally low, although it varies greatly according
to country. There are therefore grounds for increasing the level of ‘taxation

. where it is at present particularly low. Here again, however, one musi
guaz‘d.aga.inst encouraging a I;lassive EWi'bOEh to the single _g.l'terna.tive of

na.‘h_uml ZaBe

B.4.4 Heavy fuel oil: the prospecte of using substitutes for this product

are good, because it is consumed by industry where electricity, coal and
‘gés offer satisfactory alternatives. The level of excise duties is
generally low, but there are substantial differences between couniries.
B331des the problem of competitiveness which arises from this situation,

i there is little encouragement to conserve energy and adopt alternative
processes. For both reasons, the excise duty rates in the Community should ‘

e brought up to a common level.

B.4.5 XNon-energy consumption: in addition to the uses described, oil

is also used as a feedstock, particularly in the form of naphths (chemicalky
similar %o petrol). No tax is ocurrently imposed on this use. Since there

is as yet 1o possibility of subsiitution and since the potential for

making savinge is 1imited; there is little reason to introduce significant

levels of excise duby. .

L]
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L& Table 2: Bhare of oil products in the final energy consumption of the three sectors
— e s : :
r "
3 ¥ o F IR I 1 ;UK
f -
Share of oil products in the final _ -
-jenergy consumption of¢
d e C o £ A rd - = g fod o= “r
g, Industry | 258.2 T3.7 34.4 LG4 33.0 45,5 15. 3,
.7,  Transport 8.5 TE.T N 97.0 120,80 P6.5 98.9 8.7
»
1 Residential/tertiary - | 5%.3 75,1 10.4 53.4 54,6 47.2 22.7 . 2
Total . : 30.7 31.9 L 23 8, , 73.3 2.8 L) 3,
* Industry 32,0 272 oM PALG 7a.C &3 1 21,5 O
©.7% ¢ ‘Transport 2.5 77.7 97,5 7 7%.3 19,0 2 97.4 9.9 73
E Residen‘hia.l/*ter"siary T .8 74.4 370 T8.2 28.5 &0.4 16.6 24
Total . . RE s 1 57.E 2.8 55.8 2.2 33.4 - . AT
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Moter spiesit .
S2nz1n 5 72,2 73 .2 82,8 57,2 73,2 (9,5 80,8 81,4 73,8 - 57,8

e 5 T 11,2 G,3 2155 . 15,5 10,9 4.5 6.4 14,5 BZ e
fes-oil shastiage Ao |32, | a2 43,6 | 44,0 | 36,1 24,2 | 22,2 |35,5 4,3 2
fas-otl for . "7 y
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AT $
Table 4 : . Tax revemue from excise duties on mineral o:l.ls,
. expressed as % of GIP
: : @
b DK -0 F Pl I p. UK
1970 1.8 1.2 1.7 1.7 2.9 2.4 1.5 2.7
1971 1.8 1.2 1.6 1.7 2.7 2.7 Tk 2.3 &
1972 1.7 1.1 1.7, 1.6 2.4 2.5 1.5 2.4
197% 1.8 1.0° 1.8 1.6 241 2,2 Tu 2.2
1074, 1.5 0.9 ° 1.6 1.5 2.0 2.1 1.3 1.9
1975 1.6 0.9 1.7 1.4 2.5 2.6 1.3 1.5
1976 1.5 0.9 1.6 1.3 2.8 2.2 1.2 1.6
1977 1.5 1 1.0 1.6 1.5 2.6 2.4 1.2 1.7
1978 1.4 1.0 1.6 1.7 2.5 2adi Tad 1.5
1979 1.4 - 1.5 1.9 - 2.1 1.9 1,4
b e it e — o
Table 5 : .Price of p;'enﬁ.ﬁm grade petrol 'in EUA per 1 000 litres
B DK D F 7l I ML vz
a) 1973 223.8 202.3 | 210.3 | 221.3 157.7 226.1 | 217.6 | 153.9
b) 1980 574.6 500.7 | 469.6 | 583.1 4947 &N2.7 | 576.9 | 473.6
) 1980 | gen.c 560.1 | 561.1 | #49.5 | 51044 | 540.2 | 586.9 | 605.6
notional 7
¢ 210 1,0 - 94,8 | 115.2 | 94.3 | 104.9 89.6 | 111.4 | 128.1
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1973

Y874

|
1972
576

1577

1979

Tabie 6: Comparisen between actual excise duty revenue from'aineral oils and the exclse duty revenue vhich would have been collected 1f the rate had
been adjusted in Tine with the general muvemanf in prices (1 -

i in‘nilllon BFR

1978

-

in millien DN

. in millien FF

I

n 1000 5i1T5on L

ta wilton HEL-

4

in millien £

’ . " ’ i
BELGIEM - GERMANY FRANCE .. FTALY NETHERLANDS UNITED K1 NGDOH i
* - . ! - - - € - Y ;
hctuyal  Notional Gain  |Actwal MNotional Galn | Actual Notional Gain Actual MNotiondl'Gain  |Actual Hotional Gain Actual HNottonal Bain |
PEVENUE » revente or ]0_35 revenue revenite or 1o0ss revenue revenue or Jpss revents revenue or foss|revenue revenus or loss ravepus revenug or loss !
597 396%2 - 16589 16589 - 17y ke rad ! - B sy , 19ese - ) 2370 é}?@ - 1618 1618
29891 e sl 16052 wr ez 1920 ¢ 2481 36t .o - 2036 . e 353 0a 2358 * 30 1556 - 155 47
3745t 45FTL +Bes3 iy, 1518 2295 202t¢ 25448 +5178 3230 T BIE 3034 - 3 1523 e v am
1 39330 53713 +15393 mn 214518 +3237 21458 , 23759 =732 3853 ’ e =~ 4377 ZBBD"I I8 + 50% 1(9’;1 2E32 +46%
| omes 53644 13199 1184 IBits WL 22070 U 45T 4557 3eaz -91S 3070 2341 + 77 I 3133 + 75
P SPhiG  H14575 20442 FLTETRT S 3815 HEsh -r050 N L 320 aus + 998 2465 "33 masE
44538 #1876 #1515 BuEe -z s 46517 Waws -5z 5571 . S v LELIEE & sazz e el - el
35T e +21567 . +t2si2 . 218 : +3828 s
iR ‘ . Ta . - =~ . - st N "iq 55 - - J’ T © - i “

(1) A1 other things be1ng squal, T.e, assuming unchangad quantities, which makes fur an uver-astimgte of thc nntiuna] revenus, -
ftis assumed that the ptrpose of adjusting excise dutles is to malntain fhe«rea] vaTue of excise dutias at the 19?3 ]aval

n

. ~

.‘ﬁ,
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1. Complete drawback'gréhtedﬂ$o pr6fessiqna1 coﬁsumgps authorized to deduct

VAT on these products. . : ' o p e R

i

%

2. Final consumers, even if normally entltled to deduct 1npui VAT, may not

deduct VAT charged on ‘these products. ° R '
C Il
3.~ The preferentlal excise duty arrangements for llght ollg used as furnace -
. fuel are subJect to special auﬁhorlzatlon. .

4. 15% as from 1 September 1981. I )
.- - ; N v E

:

5+ On condltlon that more than 804 of the company's act1v1ty takes place

( '7’ abroad or 1n the- FOD. _ P ‘ '

- in international flights. o
.~ : o r
. ,
' X '
t: A\ ! w‘
« : !_
) 4
v ',‘I 1
. n
“x
A
i . - *"

6. On condition that tﬁe VAT—registered person's activity consists:ﬁredominantly“"

L
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7. For flights to or from other countries. . .

8. Drawback. ) . .
9, For passenger transpori. ; y

. [ . ;
10, As motor fuel for tractors. ‘ . ) L

8

-11. Exemption for vessels proceeding to destinations abroad.

' .I n ~ A
12, 1If the energy is predominantly used for producing and processing mineral
. OilS. ’ ' t '

rd

> il El '
1
T

in three steps up to 1983.

v

- ! * ‘
13. Exemption (drawback) will be abolished

.
1
. > - ’ - ' i )
14. . Subject to 2 quoia. , .
1
- . . 1T )
15. Paszenger transport is exempted.
- ¥
i » i
p
. -
v t 1
;-
\ 4 )
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d -
- e J
- N
. N .
T 1
i
1 ‘ "
. ]
1 ! ’
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2a

¢ b

Graphe A7 to A4 show, for each of the four main products and fo'r each .
country, the level and irend of excise dulies on oil products at

1 January of each year from 1973 %o 1981 and at 15 July 1981. The
excise duties are calcul?:bed. in EUA at _'léhe July 1981 exoharfge rates.

The graphs therefore reflect the same trends as in national ecurraencies

r“&; :

at current. prices, but they slso meke it possible to compare the .levels -
in the different countries. The scale of graphs A1 amd A2 differs from
that of graphs A3 ard A4, which reflects the higher level of excise duties

on motor fuels.

Graphs Bt to B4 show, for the four 'main products and for each country,

the trend in the index of the real value of exocise duties — i.e. at constant
prices {1 Jamuary 1973) — at 1 Jamary of each year and at 15 July 1931.
They thus provide a general idea of how exclse duties have been eroded by

not keeping pace with the general rise in prices.

28
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