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Green Budget
Reform in Slovenia:
responding to
the crisis with a
sustainable vision

By phasing out
environmentally
harmful subsidies
and reforming
environmental taxes,
the budget deficit can
be reduced by several
hundred million Euro
per year and new jobs
can be created.
1 | 1. Kaj razkriva Ogledalo vladi?

“We get the moral satisfaction of saying what we know to be
right, without the discomfort of doing it.”
George Monbiot

“To tax and to please, no more than to love and be wise, is not
given to men”
Edmund Burke
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Foreword

Now it is the Turn of the Government and the Parliament
The report in front of you is a pioneering one. It is the first one in Slovenia revealing
environmentally harmful subsidies that are given by our government to various
recipients in the energy, transport and agriculture sectors. The report is also indicating
opportunities for change. At the time of overall austerity it clearly shows possibilities for
considerable savings in the national budget that could have positive impacts on
environment and simultaneously stimulate a sustainable restructuring of the Slovene
economy.
When at the international symposium in September last year we introduced the green
budget reform as an opportunity for exit from the crisis with a long-term sustainable
vision, the possibilities on the revenue side were still open. We introduced the findings
of a European study from 2012 that demonstrated that there is a better alternative to
increasing VAT rates – raising taxes on electric energy, petrol and gas could increase
budgetary revenues while having a considerably smaller negative impact on economy,
growth and employment. After the decisions of the new government to increase the
VAT rates and reduce prices of energy these possibilities remain at least untapped, if not
missed altogether.
At the symposium there was also discussion about possible green measures on the side
of expenditure, however the exact scope of the environmentally harmful subsidies was
not know at that time. Based on international experience we suspected a great potential
and therefore decided to conduct a detailed review of national budget spending, within
the Plan B for Slovenia project. After six months of research the results did not
disappoint: the report that is in font of us identified half a billion Euros worth of state
subsidies that support environmentally harmful activities, especially in the energy,
transport and agriculture sectors.
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Balancing the budget is an objective necessity for Slovenia, and great challenge.
However it also offers an opportunity to steer the policy of public finances in a more
sustainable direction: it should promote energy and resource efficiency rather than
harmful emissions into air, water and ground. Economic instruments are the most
effective of all the tools that the government has at its disposal – they work directly and
quickly, without the need for much administration and inspection, as well as without
much opportunity for avoidance.
The team under the leadership of our young colleague Jonas Sonnenschein carried out
pioneering work, however we recognise that the report establish just the foundations
for eliminating environmentally harmful subsidies. Now it is the Turn of the Government
and the Parliament to pass the necessary measures. This will not be an easy task as it is
much easier to introduce subsidies than to eliminate them. The recipients will not give
up their benefits so easily. The leading coalition therefore faces a significant political
questions: Will it possess enough courage to invest its mandate to support of public
interest without being taken hostage to threats and display of power of the sectors that
have been escaping the needed sustainable restructuring for decades?

Vida Ogorelec, Director Umanotera
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Green Budget Reform Slovenia 2013

Executive Summary
Green budget reforms combine ecological improvements with economic stimulus and
opportunities for fiscal consolidation. The consolidation measures that have been
introduced so far in Slovenia lack a vision for future sustainable development. Green
budget reforms, in contrast, support the development of a more efficient and lowimpact economy, while contributing to consolidation of public finances. The experience
from other countries shows that increasing taxes on resource use and emissions (instead
of taxes on labor and social contributions) creates new jobs and results in improvements
of the state of the environment (e.g. lower CO2 emissions). Carbon-energy taxation is
particularly business-friendly as compared to other forms of taxation (VAT, labor
income). Raising environmental taxes is just one strategy within the green budget
reform framework (see Figure 2 below).
Environmental taxes that have relevant budget impact are first and foremost excise
duties on energy products, which raise more than 80% of the revenue from
environmental taxation. Especially the rate for transport diesel, which is the energy
product that generates most tax revenue, has been very low throughout the first years
of economic crisis. The excise duty rate for diesel needs to be coupled to the price
development of diesel and on the mid-term harmonized with the excise duty rate for
petrol, which is significantly higher although petrol has a lower environmental impact
than diesel.
The Slovenian CO2 tax is another environmental tax with significant budget function. Its
contribution is expected to increase from around 30M EUR (2007-2011) to about 100M
EUR in 2013. Additional reforms could increase the tax revenue by another 40M EUR per
year without causing large price increases of electricity or transportation fuels.
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With respect to transportation there are two more taxes that are important for the
budget, the annual tax for the use of vehicles in road traffic (106M EUR in 2011) and the
motor vehicle tax (38M EUR in 2012). Doubling the motor vehicle tax will mainly affect
large cars with high emissions. Small cars, which are usually cheaper, will not be affected
very much. Therefore, mobility will remain affordable while “gas-guzzlers” become
significantly more expensive.
Aviation is a sector that is largely tax-free so far. International flights are exempt from
VAT across the EU. While charging VAT unilaterally is challenging, several countries have
decided to introduce a ticket tax instead. In Slovenia such a tax could raise up to 10M
EUR per year.
While increasing environmental taxes is one strategy to balance the budget deficit in a
sustainable way, reducing environmentally harmful subsidies is another. The two
strategies are heavily interrelated as harmful subsidies often come in the form of tax
exemptions or refunds. In 2011 more than half a billion Euro of environmentally harmful
subsidies were granted in the sectors energy, transport and agriculture. These subsidies
appear paradoxical considering the struggles for financing and reducing the current
public budget deficit. The phase out of environmentally harmful subsidies must be at the
core of a comprehensive green budget reform. It will include among others the removal
of excise duty exemptions and refunds, the reduction of subsidies to aviation, the
reform of work commuting allowances, the reform of company car taxation and a higher
price for wood under the concessions for managing state forests.
By phasing out environmentally harmful subsidies and reforming environmental taxes,
the budget deficit can be reduced by several hundred million Euros per year. However, it
is clear that future development will not be the result of a numbers game. It is not
enough to reduce expenditure and increase tax revenue until the budget for the next
year is (more or less) balanced. Therefore, the phase-out of EHS and the reform of
environmental taxes have to be accompanied by a change in the quality of government
revenue and spending.
The greening of public spending will reduce environmental impacts and give stimulus for
employment, while providing infrastructure and services for the public. Despite the
extensive budget deficit, there are at least three strategies to extend green spending: 1)
Use the funds that are available for green investments/subsidies as efficiently as
possible! 2) Shift public investments from environmentally harmful areas to low-impact
and environmentally beneficial areas! 3) Make public procurement greener!
Revenue generation is as much driven by the public budget deficit as spending.
Therefore, the additional revenue from environmental taxes will most likely not be used
to lower the tax burden on labor. In the current economic crisis it is of great importance
to keep the burden on labor at least stable so that companies do not lose incentives to
employ. On the medium run tax policies should follow the motto: “Tax bads, not goods!”
Shifting the tax base towards the “bads” (emissions and resource use) will help to
stimulate sustainable economic development. Another way to improve revenue

2

generation without increasing or lowering the tax base, is to make tax design more
efficient and improve tax collection rates.
Green budget reforms will certainly have positive environmental and fiscal impacts.
However, there are also social impacts that have to be taken into consideration. The
reforms will make employment in labor-intensive businesses more attractive and create
employment opportunities in energy efficiency and other green sectors. On the other
hand, energy will become more expensive, which is especially a problem for the growing
number of households that are in energy poverty. This challenge can be addressed with
social transfers, which consume just a minor fraction of the additional revenue
generated by carbon-energy taxation.
Finally, green budget reforms have the nice feature that households can avoid additional
costs, e.g. by improving their efficiency of using electricity and fuels. In the end the
question is not whether reforms of the public budget are necessary, the question is just
where the cuts are made and how additional taxes are raised. We prefer green budget
reforms to cuts in salaries, health care and education, we prefer them to additional
taxes on income and to higher VAT. It is surprising how little attention was given to
green budget reforms in the fiscal consolidation process so far.
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1.

Introduction

The challenges that keep Slovenian politicians busy in 2013 are clear: structural budget
deficit, double-dip recession, rising unemployment. On the one hand, these mainly
economic issues push aside important environmental challenges from the public and
political debate. On the other hand, there is the need for far reaching fiscal reforms
anyways, which constitutes a window of opportunities for implementing a
comprehensive green budget reform. This reform package combines ecological
improvements with economic stimulus and opportunities for fiscal consolidation. The
short-term consolidation measures taken so far lack a vision for future development of
the country. The OECD Economic Survey for Slovenia concludes accordingly:
“The authorities have adopted an ambitious fiscal consolidation
path, […] but have so far relied too heavily on temporary steps,
across-the-border cuts in the public wage bill and reductions in
discretionary expenditure” (OECD, 2013.)
If the current crisis is not to become the new normal, political reforms need a guiding
vision – a target. This report is inspired by the campaign for “Green Development
Breakthrough” that started in 2012 and grew momentum ever since. Development in
this context means more than short-term economic growth. It depicts a truly sustainable
economy which is embedded in society and our natural environment. We investigated
how ecological fiscal reforms can help to implement this vision.

Green Budget Reform as Policy Framework
The central idea behind green budget reform is to shift the tax burden from labor to the
consumption of environmental resources. Higher taxes on energy consumption, for
example, provide economic incentives to save energy and use it more efficiently, thus
leading to more innovation in new technologies. Additional revenue from environmental
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Info-box: Green Development Breakthrough
The all Slovenian campaign for a “Green Development Breakthrough” is backed by
more than 10.000 signatories and 200 organizations, including companies,
municipalities, regional development organizations and NGOs. The campaign hit a
nerve of the Slovenian public, which is disillusioned by the lack of active development
policy in the current economic-fiscal-political crisis.
The Green Development Breakthrough builds on Slovenia’s resources on focuses on
seven key areas for development:
1.
2.
3.
4.
5.

Food self-reliance
Value chain of wood
Energy renovation of buildings
Transition to renewable energy sources
Modernization of the railway network
and public transport
6. Efficient use of natural resources
7. Green tourism
The Green Development Breakthrough campaign was
taken up by countless media reports and found its way
into the draft development strategy for Slovenia 20142020. Now both political reforms and initiatives of the
business sector are needed to move from strategy
towards implementation.

Newspaper ad of the Green
Development Breakthrough
campaign

taxation can be returned to tax payers, e.g. by using the money to lower pension or
healthcare contributions. By lowering non-wage labor costs, the labor factor becomes
cheaper and existing jobs can be saved, while new jobs are created (especially in sectors
with low environmental impact). Sectors that will benefit from green budget reforms are
listed in Figure 1.

Green Budget Reform in the EU
There is not any one country among the EU 27 that has systematically introduced a
green budget reform package, yet, but there are various examples for specific reforms
that turned out to be tremendously successful. One of the most quoted examples is the
ecological tax reform in Germany from 1999 to 2003 (“Ökosteuerreform”). Social
security contributions were reduced, transport and heating fuel taxes were increased
and an electricity tax was introduced. The reform package created many new jobs and
reduced CO2 emissions.
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Figure 1: Green budget reform package and benefitting sectors

Construction
(efficiency in
buildings)
Service Sector
(ICT, green
finance)

Energy
(renewables)

Green
Budget Reform
Waste
(recycling)

lower public debt with
less environmental harm
more jobs with less CO2

Agriculture
(organic
agriculture)

Transport
(railways,
public)

Forestry
(value-chain)

When it comes to carbon-energy taxation also the Scandinavian countries are frontrunners. Sweden introduced energy taxes already in the 1950s and implemented a CO2
tax in 1991. Between 1990 and 2007 the country reduced its CO2 emissions by 9% while
achieving GDP growth of 48%. Also Denmark introduced CO2 taxation in 1991 which led
to significant emission reductions. A major tax reform with the aim of reducing labor
costs and increasing competitiveness is implemented from 2010 to 2019 and contains
various green budget reform elements. (Schlegelmilch, 2012)
But not just the Nordic countries are active in this policy area. As a response to the crisis
Ireland increased the excise duties on transport fuels by 30%, introduced a CO2 tax of 15
EUR/ton, which was increased to 20 EUR/ton in 2012, and started levying an air ticket
tax (Convery, 2012).The Greek government increased excise duties even more drastically
by 91% for petrol fuel and 40% for diesel (from 2008 to 2011) (Schlegelmilch, 2012).

Green Budget Reform in Slovenia
Green budget reforms are nothing new in Slovenia. The first comprehensive case study
about a “Green Budget Reform Slovenia” dates back to the late nineties (Schlegelmilch,
1999). After that there have been government working groups on ecological tax reform
(Delovna skupina za zeleno davčno reformo, 2011), conferences, reports and studies on
the topic. Despite much talk, a comprehensive reform in Slovenia has never been
implemented or even drafted. Partial reforms have been introduced with the CO2 tax
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(1997) and the CO2-based motor vehicle tax (2010). Although both taxes follow the right
idea of implementing externalities into the price, the tax rates are still too low to have a
significant impact on business and household behavior.
The current budget crisis has triggered new momentum for ecological tax reforms.
Public spending has to be cut, additional tax revenue streams are investigated, and not
least a new development model is sought after. That means there is no alternative to
additional structural reforms. Other European countries like Ireland or Estonia have
shown that green budget reforms are good instruments to tackle both budget and
economic crisis.
As with any reform that has to do with taxes you will find people opposing it, but this
must not be taken as an excuse to continue inaction. Nothing should be omitted just
because strong interest groups are against it or because it is not European political
mainstream, yet.

A Sustainable Budget
In the context of the fiscal crisis a “sustainable” budget often refers to a budget that is
balanced or to a lean budget that is small compared to GDP. While this report does not
ignore the challenging budget situation of RS, a “sustainable budget” shall refer to a
budget that is consistent with the core principles of sustainable development1, which
include among many others also financial sustainability. Green budget reforms are the
main instrument to make the budget more sustainable.
Figure 2: Strategies for green budget reforms

1

See also http://www.umanotera.org/index.php?node=5
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Green budget reforms are not the same as ecological tax reforms (see Figure 2). Tax
reforms mainly address the quantity of state income (strategy 3). If taxes are shifted
from labor to resource use and emissions while keeping the overall tax burden stable,
the quality of generating state revenue changes (strategy 4).2 This has the potential to
significantly change the structure and environmental impact of economic activity. When
talking about fiscal reform the expenditure side is just as important as the revenue side.
Environmentally harmful expenditures have to be phased out (strategy 1) and the
remaining expenditures have to be used as efficiently as possible to maintain and –
where necessary – improve the state of our natural environment (strategy 2).
In the following sections we present specific reform ideas for these strategies and
afterwards summarize their social impacts. Finally, we give special attention to the
relevance of green budget reforms with respect to climate change. The report is
concluded with a short section on the meaning of green budget reforms for you, the
reader.

2

It has to be noted that the current fiscal crisis in Europe has shifted the focus of green budget
reforms from tax-neutrality to consolidating state budgets. Short-term consolidation should
never be an end in itself but always be consistent with long-term development targets.
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2.

Spending Less: Phase out
Environmentally Harmful Subsidies

One central problem for the sustainability of the Slovenian budget is the current subsidy
policy. RS directly and indirectly subsidizes products and production methods that are
environmentally harmful. This practice conflicts with the widely accepted polluter-pays
principle, which is based on the idea that a market economy can only function and be
fair if producers and consumers each bear the full costs of their actions. In the case of
environmentally harmful subsidies (EHS) not the polluter but society carries the clean-up
costs, or even worse, is forced to pay the polluter to pollute.3 For the first time in
Slovenia we attach a price tag to this harmful subsidy policy: EHSs in Slovenia exceeded
500M EUR in 2011.
There are several political commitments to reduce EHSs. At the international level the
latest commitment to “phase out harmful and inefficient fossil fuel subsidies that
encourage wasteful consumption and undermine sustainable development” stems from
the Rio+20 conference declaration The future we want. The EU formulates in its
Roadmap for a resource efficient Europe the following milestone: “By 2020 EHS will be
phased out, with due regard to the impact on people in need” (European Commission,
2011). Slovenia says in its national reform program: “On the basis of an analysis of
environmentally harmful subsidies and a report of the working group on green tax
reform, an overview will be drafted on those subsidies whose abolition could
simultaneously contribute to the achievement of environmental objectives and […] help
towards fiscal consolidation.”(Government of the Republic of Slovenia, 2012)

3

The implementation of the polluter pays principle is necessary but not sufficient for effective
environmental policy. It is a first step that should not be abused as a mechanism of selling
indulgences. It is not enough to pay for one’s own pollution, but there should also be the
obligation to reduce pollution to a sustainable level.
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Table 1: Environmentally Harmful Subsidies by sector
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Subsidies 2011
(in million EUR)
Energy

On budget

Off budget

Total

176

20

196

Transport

281

0

281

Agriculture

74.5

0

74.5

TOTAL

503

20

>523

Despite those commitments, nothing has been done so far to tackle EHSs in Slovenia in a
systematic way. Before this report there has been just one attempt to get an overview
of EHSs (Mrak, 2011). The table below summarizes the results of our research. More
detailed explanations of the listed subsidies and our reform suggestions follow
afterwards. The methodology we used to determine EHSs is described in Appendix 2. All
listed subsidies are quantifiable. For some subsidies further research would be necessary
to determine the size of the subsidy. In a perfect world all environmental costs should
be carried by the one who caused them, which is sometimes called internalization of
external costs. In reality it is often impossible to track down environmental costs to their
origin. Therefore, we did not consider full internalization of external costs in this report.5

4

The small difference between the total and the sum of sub-totals for the sectors energy,
transport and agriculture is the result of double-counting some subsidies. On-budget subsidies
include all subsidies with a budget impact, i.e also tax refunds and exemptions.
5
External costs in Slovenia are exceeding revenue from environmental taxes by far. For the
transport sector external costs were estimated to be between 2400 and 3070M EUR in 2010 and
for electricity production between 400M an 1060M EUR in 2007 (ARSO, 2013).
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Energy
Energy subsidies in Slovenia occur along the whole production chain, including mining
(lignite and uranium), electricity generation (nuclear, thermal, renewables) and energy
consumption (industry and households). Due to these subsidies the prices for different
forms of energy do not reflect the respective costs. If external (i.e. environmental) costs
were considered, the distortion of the prices would be even worse.
Table 2: Environmentally Harmful Subsidies in the energy sector

Subsidy
Closing of Trbovlje-Hrastnik coalmine
Closing of Uranium mine Rudnik Žirovski Vrh
Closing of refinery Nafta Lendava
Loan guarantee to TEŠ
Market Price Support for domestic coal
Feed-in tariff for natural gas used in CHP plants
Feed-in tariff for landfill-gas
50% refund of excise duty ( fuel used in stationary working machinery)
Exemption from excise duty for certain uses of energy products (coal)
Exemption from excise duty for certain uses of energy products (petroleum)
Exemption from excise duty for certain uses of energy products (natural gas)
Free allocation of ETS allowances/ exemption from CO2 tax
TOTAL

million EUR
(2011)
14
1
10
6
0
7
13
1.3
13
18
10
5
104
>196

Mining activity and oil refining
14 million

Closing of Trbovlje-Hrastnik coalmine - The law for closing the Trbovlje-Hrastnik
coalmine regulates the expenditures for the cleanup, renaturation and management of
the mining site. Cleaning up is, of course, not environmentally harmful, but the clean-up
costs should be carried by the operator of the mine and should be passed on to the
operator of the thermal power plant where the lignite is fired. If this is not the case, the
price for electricity generated from lignite is artificially low, which gives an incentive to
buy and use more of it. Therefore, the full 14M EUR (2011) for closing the TrbovljeHrastnik coalmine are accounted as EHS.
Sources: (OECD, 2013)

1 million

Closing of Uranium mine Rudnik Žirovski Vrh - Slovenia’s only uranium mine “Žirovski
Vrh” was closed in 1990. Since then the costs for closing the mine and managing the site
have been substantial. Just between 2001 and 2010 56.6M EUR have been paid by RS for
cleaning-up the site, securing and managing it. This cost had not been covered by the
price that was realized for the mined uranium ore, making uranium from “Žirovski Vrh”
artificially cheap. As the environmental externalities of producing uranium ore (and
subsequently electricity) had not been covered by the price, today’s cost for managing
6

See below for further explanation.
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the mine is an EHS - even if it is without alternative. In 2011 almost exactly 1M EUR was
paid by the Ministry for Agriculture and Environment to the mine.
Sources:(KPK, 2013), MKO
10 million

Bailout of refinery Nafta Lendava - In 2011 Nafta Lendava d.o.o received a direct
subsidy of 10M EUR from MF for recapitalization. The direct and indirect environmental
impacts of crude oil refining are enormous, including global warming and air pollution. A
direct subsidy to a (public) company in this business is clearly environmentally harmful.
Sources: (KPK, 2013)

Electricity generation
0 million

Loan guarantee to TEŠ - In the energy sector there is currently just one loan guarantee
issued by RS (TEŠ d.o.o loan from German public bank KfW, 1.9M EUR). A loan guarantee
does not cost the RS anything as long as the loan can be served by the obliger. But there
is a reason why for large loans guarantees are required - they are risky. In case of default
RS has to stand in for the obliger, who is in this case TEŠ d.o.o. The above mentioned
guarantee expires in 2013. Therefore, it is not considered an EHS in this report. Much
more relevant is the 440M EUR guarantee for a loan of TEŠ d.o.o at the European Bank
for Reconstruction and Development (EBRD) that has recently been granted by RS. As
the money will be used for building the 6th block at Šoštjan lignite power plant, the
guarantee is without doubt environmentally harmful. It is difficult to estimate the
expected cost for RS. Significant economic risks have already been identified for the
planned operations of the power plant, and the construction costs are still increasing
substantially.
Sources: MF, (Kešeljević, 2012)

7 million

Market Price Support for domestic coal - As Slovenian coal is too expensive to be
competitive with the world market, RS subsidized domestic coal with 7M EUR in 2011.
This was the last year in which the subsidy was paid. Phasing out this market price
support was not a conscious decision of the government, but required by the European
Commission. In fact, a special exemption that allowed Slovenia to give this subsidy
longer than other countries finally expired.
Sources:(OECD, 2013), European Commission regulation 1407/2002

millions

Limited liability of nuclear energy producers – In case of a nuclear incident with vast
impacts, the operator of a nuclear power plant (NPP) does not have to pay all damages,
i.e. the liability of the operator is limited. As there is no such thing as full insurance for
NPPs, it is difficult to estimate the extent of this subsidy. While the probability for
nuclear incidents is low, the damages can be immense. In the case of Slovenia’s NPP
Krško, the question about public subsidies is somewhat redundant as the plant is owned
by a public company, which means that both the insurance premium and potential
damages would be paid by the state. Nevertheless, increased liability, even of a public
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NPP operator, would lead to a more realistic price for electricity from nuclear energy, as
some of the externalities would be internalized.
13 million

Feed-in tariff for natural gas used in CHP plants - The combustion of natural gas causes
CO2 emissions. The exploitation of natural gas and leakages in the transport system add
further greenhouse gas emissions. It is beyond doubt that a CHP plant running on
natural gas is very efficient compared to a lignite power plant without combined heat
production. But that does not change the fact that CHP with natural gas is a mature and
proven technology that is based on fossil fuels. Therefore, subsidies are not necessary to
develop the technology further, and they are environmentally harmful.
Sources: (OECD, 2013)

1.3 million Feed-in tariff for landfill-gas - The feed-in tariff for electricity produced from landfill gas
makes landfilling “cheaper” as landfill operators get an additional source of income. That
means less pressure to increase the landfill tax, which is already well below the EU
average. Low taxes give little incentive to avoid waste and/or landfilling. Landfills
consume space, might cause water pollution through leakages, they bury valuable
materials that could be recycled, and they have to capture GHG emissions anyways,
which means that additional support is not necessary, but in fact environmentally
harmful.
Sources: Borzen
millions

Differentiation of excise duties does not reflect environmental costs (externalities) –
Diesel is taxed significantly lower than petrol, while causing slightly more emissions of
CO2 and air pollutants per liter; coal and coke are taxed at about a quarter the tax rate
for natural gas, while causing almost 70% more GHG emission per unit of energy.7 We
decided to discuss the tax differential between different energy products in the section
“Earn more”, because there is no generally accepted tax rate that reflects the
environmental costs caused by combusting one unit of an energy product. Furthermore,
the excise duty act does not explicitly refer to environmental purposes. Nevertheless, it
is clearly environmentally harmful to tax diesel lower than petrol and coal lower than
natural gas. It is just difficult to quantify the subsidy.
Sources: (OECD, 2012)

Energy use (industry and households)
13 million

50% refund of excise duty on fuel used in stationary working machinery - For all the
fuel used in stationary working machines, machines in construction engineering and
7

The excise duties are 1.228 EUR/GJ for natural gas and 0.290 EUR/GJ for coal and coke. The
emission factors are 56t CO2/TJ for natural gas and 95t CO2/TJ for coal and coke.
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machine tools, railways and cable cars the operators get half of the regular excise duty
back. Most of the fuel used in this category is diesel, which is already taxed too low with
respect to its environmental impact. 50% of the low excise duty is by no means sufficient
to make up for the environmental impact of diesel combustion. Therefore, the full
volume of this refund is considered as an EHS.
Sources: (OECD, 2013)
18 million

Exemption from excise duty for certain uses of energy products (coal) - This exemption
includes among others coal used in production facilities for further processing or
production of other non-excise products or other energy products and electricity. Since
the excise duty is the main tax on coal, an exemption leaves this form of energy basically
untaxed, which does not nearly reflect the environmental harm it does.
Sources: (OECD, 2013), Excise Duty Act (article 55)

10 million

Exemption from excise duty for certain uses of energy products (petroleum) - This
exemption includes among others petroleum products that are used as motor fuel in
commercial air and maritime transport. Excise duties make up the largest share of taxes
on motor fuels. It is clearly environmentally harmful to leave motor fuels, which
contribute to air pollution and global warming, largely untaxed.
Sources: (OECD, 2013), Excise Duty Act (article 55)

5 million

Exemption from excise duty for certain uses of energy products (natural gas) - This
exemption includes among others natural gas that is fired in CHP plants. Burning natural
gas, while being less air polluting than burning coal, contributes to global warming. Thus,
this excise duty exemption is considered an EHS.
Sources: (OECD, 2013), Excise Duty Act (article 55)

104 million Free allocation of ETS allowances and exemption from CO2 tax - Under the European
Emissions Trading Scheme (ETS), Slovenia decided for the trading period 2008 to 2012
that CO2 emission allowances should be allocated free of charge to installations in the
energy and industrial sectors. Emission allowances have a market price. That means RS
made a present in the form of pollution allowances to companies under the ETS. While
the allocation of emission allowances free of charge has brought some companies
additional profits, the state has lost considerable revenue. Thus, the free allocation of
emission allowances qualifies as an implicit subsidy. Under the ETS allowances for
emitting 8.3M t CO2/year were allocated free of charge in the period 2008-2012. The
average market price for allowances was about 7.50 EUR/t in 2012 and considerably
higher in 2011. At the conservative estimation of 7.50 EUR/t the value of allowances
given to large emitters in Slovenia was about 62M EUR per year. On top of that
companies under the ETS did not pay CO2 tax. The CO2 tax rate was 12.5 EUR/t in 2011,
which means that the value of the tax exemption was about 104M EUR.
The environmental harm caused by this subsidy is tricky to assess. The method of
allocating allowances does not influence the fixed emissions budget (the “cap”), which
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means that the allocation free of charge does not itself constitute an environmentally
harmful subsidy. However, free allocation gives rise to environmentally harmful impacts
on the primary energy mix and the construction of new power plants. Furthermore, the
exemption from the CO2 tax is environmentally harmful, since the main purpose of the
tax is to reduce CO2 emissions that contribute to climate change. In the dual system of
European ETS and national CO2 tax you could consider either free allowances (62M EUR)
or the exemption from the CO2 tax (104M EUR) as EHS. We chose the latter, because the
carbon tax is closer to a carbon price that would have a real impact on CO2 emissions.8
Sources: MKO, (Umweltbundesamt, 2010), (MOP, 2006)

8

Price volatility, oversupply of emission allowances and political uncertainty were the main
reasons that, despite the EU ETS, large investments into energy efficiency failed to appear. A
carbon tax has several advantages, one of which is the higher planning security for investments.
Significant investments can be expected only if the CO2 tax rate is increased to at least 25 EUR
per ton.
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Transport
EHSs are granted for transport infrastructure, for certain types of fuels, and for certain
modes of transport. Some of the subsidies are granted only to specific sectors (e.g.
industry or agriculture).
Table 3: Environmentally Harmful Subsidies in the transport sector

Subsidy
Traffic infrastructure investments
Construction and maintenance of forest roads
70% excise duty refund (motor fuel in forestry and agriculture)
Partial refund of excise duty on transport diesel for commercial purposes
Exemption from excise duty for certain uses of energy products
(petroleum)
VAT exemption for international aviation
Commuter subsidies
Tax benefits for the purchase and the private use of company cars
Bail-out of state-owned airline
TOTAL

million EUR (2011)
n.a.
3.5
15
46
10
67
138
n.a.
1.5
>281

Infrastructure
millions

Traffic infrastructure investments – In 2009 overall traffic infrastructure investments of
RS summed up to 608M EUR. It is difficult to determine which projects among the
various traffic infrastructure projects are environmentally harmful. In addition to state
investments also municipalities invest in their traffic infrastructure. Furthermore, it is
not trivial to draw the line between general road infrastructure, which is necessary, and
unnecessary roads. Capacity enlargements of existing roads are especially controversial
(see info-box for examples from MOL), as often alternative measures exist and local
transport plans rarely include additional capacity. Another example for infrastructure
that cannot be considered general is free public parking lots, which use public space.
Parking free of charge constitutes a subsidy to car holders using these parking lots. The
amount of free parking lots in Slovenia’s cities has been reduced in recent years. This is a
positive development that needs to be continued. So far no comprehensive study of
traffic infrastructure investments in Slovenia exists, but it can be expected that dozens
of million Euros are spent on environmentally harmful projects every year.
Sources: (ARSO, 2013)

3.5 million Construction and maintenance of forest roads - See forestry section for details.
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Info-box: Infrastructure investments that increase traffic in the center of Ljubljana
The municipality of Ljubljana wants to reduce traffic inflow into the center of the city
in order to reduce congestion and improve air quality. Some measures, e.g. the citywide charging for parking lots, have proven successful. Other traffic projects of MOL
are, however, counterproductive. The enlargement of the artery road “Štajerska
Cesta” between roundabout Tomacevo and Žale enables more traffic inflow into the
center of Ljubljana. The Fabian’s Bridge is another infrastructure project which is
inconsistent with Ljubljana‘s own traffic development plans. It improves the traffic
flow on the inner circle in the center of Ljubljana and, furthermore, is designed in a
bike-unfriendly way. Cyclists have to take a detour to reach the lower level of the
bridge, since cycling on the upper level is not permitted.

The new two-level Fabian‘s Bridge

Štajerska artery (up) and Fabian’s Bridge (red dot)

Fuel taxation
15 million

70% excise duty refund (motor fuel in forestry and agriculture) - This refund scheme
was first introduced in 1999. In 2009 the refund rate was increase from 50% to 70%. If
fuel use can clearly be allocated to agricultural and forestry machinery (including
tractors), the respective user is entitled to a 70% refund of the excise duty normally
applied to motor fuel. A refund of this dimension drastically reduces the incentives to
employ efficient machinery. Furthermore, it distorts the price of agricultural and
forestry products. Less machinery-intensive production methods have a competitive
disadvantage under this excise duty scheme.
Sources: (OECD, 2013), Excise Duty Act (§9 of Article 54)

46 million

Partial refund of excise duty on transport diesel for commercial purposes - From 2009
onwards, diesel used commercially as fuel is granted a refund. The amount of the refund
is the difference between the EU minimum excise duty of 330 EUR per 1000 liters and
the excise duty in Slovenia at the time of purchase. Total refunds summed up to 46M
EUR in 2010 and reached at least this amount again in 2011 (no final data available).
Sources: (OECD, 2013), Excise Duty Act (§19 of Article 55)

10 million

Exemption from excise duty for certain uses of energy products (petroleum) – See
energy section for details.
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Modes of transport
67 million

VAT exemption for international aviation - In 2009 the aviation sector sold air transport
services with the value of 334.4M EUR. If the regular VAT rate of 20% was charged on
this value, the Ministry of Finance would have received about 67M EUR additional tax
revenue. Aviation is the mode of transport with the highest climate change impact.
Sources: SURS

138 million Commuter subsidies - The subsidies paid for commuting to work include the commuter
allowances granted to employees of the public sector (public administration and public
institutions such as hospitals and schools) and the tax relief for commuter allowances
paid in the private sector. From an environmental perspective these subsidies are
problematic for two reasons. First, they weaken the incentive to live where you work, or
work where you live, thereby increasing the overall commuting. Second, they do not
differentiate between modes of transport. The payment is usually based on public
transport prices, but does not require the commuter to actually use public transport.
The public sector alone paid 137.7M EUR for commuting of its employees in 2011. No
estimation is available for the value of the tax relief that is granted for commuting in the
private sector. The commuter subsidy has most likely decreased in 2012 as the
allowance for commuting was reduced.
Sources: Budget RS, (Gabrovec, 2012)
millions

Tax benefits for the purchase and the private use of company cars – Companies usually
purchase cars at a lower price than private car owners. Under certain circumstances
they can deduct cars and maintenance costs from the tax as business expenses. Fuel
expenditures can also be claimed on the taxes. For a company car user the car is a fringe
benefit for which additional taxes have to be paid. In the current system there is no
incentive for an employer to purchase low-emitting cars. Furthermore, there is no
incentive for the company car user, who gets the fuel from the company, to restrict the
private use of the car, since the additional tax burden is always the same. There is no
data about the forgone tax revenue due to company car benefits.
Sources: Zakon o dohodnini (ZDoh-2, 43.člen)
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Info-box: How does company car taxation work for the user?
Each month 1.5% of the car value is added to the gross income of the company car
user. The value of the car is determined by the purchasing price and reduces from
year to year (15% per year in the first four years, afterwards 10% per year). If an
employee gets the fuel from her/his employer the additional taxable income increases
by 25% from 1.5% to 1.875% of the car value.
Example:
Initial company car value
Monthly (taxable) benefit for user
Monthly (taxable) benefit for user

20,000 EUR
300 EUR (1.5% of 20,000 EUR)
375 EUR (if fuel is paid by company)

Car value second year
Monthly (taxable) benefit for user
Monthly (taxable) benefit for user

17,000 EUR (minus 15%)
255 EUR (1.5% of 17,000 EUR)
318.75 EUR (if fuel is paid by company)

1.5 million Bail-out of state-owned airline – Adria Airways d.o.o received a subsidy of 1.5M EUR in
December 2011 from the Ministry of Finance. In 2012 the state-owned company was in
need of an extensive bail out again, which summed up to 50M EUR. Aviation is a large
contributor to climate change. Therefore, we include for 2011 the payment of 1.5M EUR
in our list of EHSs.
Sources: Supervizor
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Agriculture and Forestry
Agricultural products are highly subsidized, which is partly environmentally harmful. The
statistics in which the inputs and outputs of the Slovenian economy are reported lists
taxes and subsidies for each product group. There is just one product group for which
subsidies are higher than taxes: agricultural produce. In addition to product-related
subsidies there are also various sectoral subsidies and tax rebates (SURS, 2012). In the
forestry sector we have identified three significant EHSs. These subsidies mainly relate
to inefficiencies of tax and concession payments. On the whole, forestry in Slovenia is
very sustainable.
Table 4: Environmentally Harmful Subsidies in agriculture and forestry

Subsidy
EU subsidies under the Common Agricultural Policy
70% excise duty refund (motor fuel in forestry and agriculture)
Reduced VAT rate (8.5%) for phytopharmaceuticals
Insurance premium support to agricultural producers
Public support to agriculture in case of natural disasters
Uncollected logging taxes
Prices below market price charged for wood cut in state forests
Construction and maintenance of forest roads
TOTAL

millions

million EUR
(2011)
n.a.
15
9.5
5
8.5
8
25
3.5
>74.5

EU subsidies under the Common Agricultural Policy (CAP) – The subsidies under the
CAP are managed by the Slovenian Agency for Agricultural Markets and Regional
Development (AKTRP). In 2011 the agency allocated 295M EUR – 218 from the EU and
77 from RS. Funds allocated under the Rural Development Program (“pillar 2”) go to
organic agriculture (no EHS), to integrated agriculture (no EHS, but risk of greenwashing) and to conventional agriculture (EHSs likely). It would require further extensive
research to determine the share of subsidies under the Rural Development Program that
is environmentally harmful. Funds allocated under “Pillar 1” of the CAP are direct
subsidies to farmers, which depend on the size of the farmed land. There are minimum
environmental criteria that have to be fulfilled, which are not very demanding 9 .
Subsidies under pillar 1 are criticized by many environmentalists for conserving the
status quo that favors industrial high-impact agriculture. A case study from Ljubljana
Moors illustrates how these subsidies can be environmentally harmful although they
fulfill the required criteria.
Sources: AKTRP, DOPPS

9

See Council Regulation (EC) No 73/2009, Article 6
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Info-box: Ljubljana Moors (Natura 2000 area):
The Ljubljana moors are wetlands in the vicinity of the
Slovenian capital. Throughout the last 10 years
grasslands and meadows were transformed
(ploughed) into fields as agricultural subsidies made
cultivation (especially of corn) economically attractive.
The monitoring of various bird species which is carried
out by the NGO DOPPS shows a clear decline in
numbers for the same time period, especially for
those species that breed on the ground. Various bird
species that can be found in the Ljubljana moors are
protected within in the Natura 2000 framework,
among which are the corn crake or the hen harrier.

15 million

The corncraker breeds in the grass

70% excise duty refund (motor fuel in forestry and agriculture) – See transport section
for details.

9.5 million Reduced VAT rate (8.5%) for phytopharmaceuticals – In 2009 Slovenian farmers and
veterinarians spent about 90M EUR on phytopharmaceuticals. As the VAT rate for this
product group is reduced (8.5% instead of 20%) RS subsidized the use of chemical
fertilizers and pest controls with about 9.5M EUR. At the same time RS supports
integrated and organic farming, which explicitly favors natural fertilizers and pest
management over the use of chemicals. Therefore, the reduced VAT rate is not just
environmentally harmful but also inconsistent with Slovenia’s development goals for the
agricultural sector.
Sources: SURS, MKO
5 million

Insurance premium support to agricultural producers - Crop insurances protect farmers
against the consequences of natural disasters. Farming is subject to natural risks like
storms, frost or hail, which cause locally large damages. Substantial crop losses might
drive farmers into bankruptcy. Therefore, farmers insure their crops and thereby spread
the risks. This makes farming more expensive as farmers have to pay their insurance
premiums. If these premiums are partially paid by the state, the prices for agricultural
products do not reflect the environmental risks that are related to production anymore.
The public insurance premium subsidy summed up to 5.2M EUR in 2011.
Sources: MKO

8.5 millions Public support to agriculture in case of natural disasters – Most crop losses can be
insured, but some natural disasters are not covered by any insurance. The extensive
drought of 2012 is a prime example for this. It caused crop damages that summed up to
more than 50M EUR. The losses of Slovenian farmers due to uninsured natural disasters
are partly covered by RS. From 2003 to 2011 RS paid on average 8.5M EUR per year to
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cover about 20% of the farmers’ losses. Of the damages that occurred in 2012 just 10%
will be covered by RS, which is 5,6M EUR. This subsidy is environmentally harmful as it
distorts the risk of farming in drought-prone areas. Without this subsidy farmers would
have to carry the risk by themselves, which would either increase the prices of their
produce or would make farming in areas with high drought risk uneconomical.
Sources: MKO
Forestry
8 million

Uncollected taxes in forestry sector - The Customs and the Tax Administration (Carinska
in davčna uprava) have done a joint surveillance of the lumber market from 2009-2012.
In 998 inspections of small businesses and farmers they found 21.9M EUR in uncollected
taxes. By not collecting these taxes on the natural resource wood the state loses money
that could be spent for environmental protection or similar purposes. Low enforcement
of tax collection gives incentives to cut more wood (without reporting). The time period
of surveillance was less than three years and, of course, it was just a sample. Therefore,
it is fair to assume that the EHS is at least 8M EUR per year.
Sources: (Ministrstvo za Finance, 2012)

25 million

Prices below market price charged for wood cut in state forests - It has been
mentioned various times in expert and public debates that state forest concessions (the
price that companies pay for the privilege of managing state forests) are far too low.
Taking into consideration recent studies about concession payments and current market
prices of lumber, 22 to 25M EUR are foregone each year because the concessions are
too cheap. The municipality of Kočevje for example, realizes a price for their wood that
is 2-3 times higher than the 11-13 EUR that have to be paid by the concessionaire. The
revenues from concession payments go into the Farmland and Forest Fund of the
Republic of Slovenia which receives additional money from the Slovenian state budget.
With additional 22-25M EUR the Fund could extend its activity around sustainable forest
management and subsidies from RS to the fund could be reduced.
Sources: (TV Slovenija, 2012), (SKZG, 2011), (RSRS, 2012)

3.5 million Construction and maintenance of forest roads - Public financing of forest road
construction and maintenance amounted to 3.5M EUR in 2011. While forest roads are a
necessity for successful forest management, they also have a negative impact on the
environment. The impacts of forest roads are an externality of forestry. Therefore, the
costs for these roads should be included in the price for wood and not carried by the
public.10
Sources: (ZGS, 2011), (Spinelli & Marchi, 1998)

10

Forest roads also provide access to the forests for tourists and, in a few cases, connect
individual houses to the road network. We still accounted for the full amount as EHS, since
recreation is certainly not the main purpose of forest roads and house owners should pay for the
connection to the road network themselves.
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Reform suggestions
It would be easy to suggest that all EHSs have to be removed immediately, and from an
environmental and fiscal perspective this would probably be the right thing to do.
Nevertheless, we do not recommend an immediate removal of all EHSs as there might
be important social aspects to discuss (see “6. Social Impacts”) and as politics should not
lose its last bit of predictability. Both companies and households should be given time to
adapt to a new tax and subsidy regime. On the other hand, the current fiscal crisis
requires quick reforms, and several far-reaching reforms have been pushed through in
very short time. Bearing that in mind, we recommend the following reforms of the
current harmful subsidy policy:
1. Remove all excise duty exemptions and refunds. This includes:
o Partial refund of excise duty on transport diesel for commercial
purposes
o 70% refund of excise duty (motor fuel in forestry and agriculture)
o 50% refund of excise duty ( fuel used in stationary working machinery)
o Exemption from excise duty for certain uses of energy products (coal)
o Exemption from excise duty for certain uses of energy products
(petroleum)
o Exemption from excise duty for certain uses of energy products (natural
gas)
The exemptions and refunds amounted to 107M EUR in 2011. Especially for the
taxation of diesel and petrol, the removal of refunds and exemptions can only be
a first step of several reforms (see also section “Earning More” and Appendix 4).
2. Reform the payment scheme for work commuting so that both environmental
impacts are reduced and an impulse for improving the public transport system is
given. One viable solution is the introduction of a “job ticket” that is valid for all
public transport in whole Slovenia. Giving this ticket to all employees in the
public sector would be cheaper than the current subsidy. The saved money
could be put into the overdue modernization of public transport infrastructure.
(Gabrovec, 2012)
3. Charge the full VAT rate on phytopharmaceuticals and consider if the full VAT
rate could also be charged on energy and water use if part of the additional tax
revenue is used for social transfers. VAT is a general tax on added value, not on
selected products and services. Some exemptions/ reduced rates can be
justified by serving basic needs or the public good. Often culture, food,
newsprint are reduced.
4. Increase the price for timber under the concessions for managing the state
forests. Wood is a renewable state resource of high value. This value should be
reflected by the concessions. The Farmland and Forest Fund of the Republic of
Slovenia is the trustee of our state natural resources. In order to fulfill this role
responsibly it should not sell off our wood cheaply.
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5. Reform the tax treatment of the purchase and the private use of company
cars. Companies can deduct company cars from the tax. Our suggestion is to
allow for full tax deduction of company cars only if they emit less than 120 g
CO2/km. A similar approach should be used for the calculation of fringe benefits
of company car users. For vehicles under the above mentioned emission limit
nothing will change. However, for those with higher emissions, a higher
percentage of value should be taken as a basis (1.6% to 2.5% of the current
value instead of the current 1.5%). A similar system has been in place in the UK
since 2002 and has met great success. For both reform elements, the targets
should be reduced to 100 g CO2/km after 2015. (FÖS, 2013)
6. The massive subsidies to aviation (no VAT, no excise duty on kerosene, bailout
of Adria Airways) have to be reduced. While the excise duty exemption for
kerosene is covered by reform 1 above, and the bailout should not repeat itself
once the airline is sold, it is difficult to tackle the VAT exemption on
international passenger transport. Because of technical challenges to actually
charge VAT and as all other EU member states grant the same exemption, it is
more viable to introduce an air ticket tax (see “Earn More” for details).
7. Lobby for a strengthening of CO2 taxation in the European Union. The EU ETS
system has proven ineffective in reducing CO2 emissions. Large emitters have
received emission allowances for many years for free, and now in 2013 when
the auctioning starts, the allowance price is so low, that it will certainly not
move companies to invest into more efficient technologies. The low emission
price is also a problem for the CO2 tax schemes that exist in several EU member
states parallel to the ETS. The lower the allowance price the larger is the
difference to tax rates. Therefore, Slovenia should lobby for a more
comprehensive CO2 tax scheme across Europe. This would give planning security
and finally the incentives to start the transition towards a low carbon economy.
The problem of “carbon leakage”, the relocation of energy-intensive industries
to countries with lower energy prices, could be tackled by introducing border
carbon adjustments (BCA), which work like a tax on the imported carbon
footprint of products.
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3.

Spending Better: Use Tax Revenue for
the Public Good

Green public spending has three important aspects: the reduction of environmental
impacts, the provision of public infrastructure and services, and the employment
stimulus it might or might not give.
With respect to environmental impacts it is important to first look at the source for
public spending – taxes and fees. In theory the main function of environmental taxes is
to reduce or even phase out environmentally harmful business and household behavior,
but in practice these taxes have become an indispensable source of revenue for the
budget. In fact the revenue generated from environmental taxes is not earmarked for
certain purposes, but goes to 100% into the general budget. Hence, environmental taxes
do not help to internalize externalities (e.g. costs of air pollution) but might even add
further external costs (e.g. by partly financing road infrastructure).
Considering the large budget deficit of RS, neither the mandatory earmarking of
revenues from environmental taxes nor additional green investments and consumption
are feasible at the moment. That leaves us with the following “spend better” strategies:
1. Use the funds that are available for green investments/subsidies as efficiently as
possible!
2. Shift public investments from environmentally harmful areas to low-impact and
environmentally beneficial areas!
3. Make public procurement greener!
It is beyond the scope of this report to scrutinize all government spending with respect
to its environmental impact, employment impact and its implications for public
infrastructure and services. Therefore, the examples we give for the above mentioned
strategies should not be considered exhaustive.
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Efficient Green Spending
Whether green spending is efficient or not depends on what the money is used for and
how it is spent.
Public spending is limited. Just a small fraction of environmentally beneficial
infrastructure, technology etc. can be financed by the state. Therefore, only projects
that result in large environmental benefits should be chosen, in other words, the “what”
should be as green as possible. Unfortunately, this is not always the case. In the case of
waste incineration, for example, a technology is supported that is only economically
viable if there is enough waste. This does not give incentives to reduce waste
generation, it requires waste imports if not enough waste is available, and it stands in
direct competition to recycling, which is the more resource-efficient waste treatment
option. Another example of inefficient green spending is “integrated agriculture”, which
has far less stringent standards than organic agriculture. By supporting integrated
agriculture and communicating it as green, the state helps to absorb some of the
demand for organic food, which weakens the market position of truly organic farms.
Once there is a consensus on what is the right “what”, it becomes important to
stimulate as much financial leverage as possible. Ideally every Euro spent by the public
sector should trigger as much development as possible. A great example for how the
design of a support scheme is important can be found in the difference between public
loans and public grants. Publically subsidized loans are much cheaper as they merely
cause costs for administration and for subsidizing interest rates. A public grant, in
contrast, is not paid pack and therefore much more expensive. Some years ago the
German public development bank KfW has started an extensive program of preferential
loans for energy renovation, which had large financial leverage. In 2011 the German
state put in less than 1bn EUR for energy efficiency measures, which resulted in loans
worth 6.5bn EUR, which created total investments of 18.5bn EUR. This is almost a 20fold leverage compared to the state subsidy. Furthermore, the program is self-financing
as the investments triggered tax income which exceeded the initial input by far. Unlike
the German KfW the Slovenian institution that finances energy renovation projects,
Ekosklad, cannot borrow money like a bank. It depends on government support if it
wants to open new (and usually quite limited) loan or grant programs. Its financial
leverage is much lower. By offering more public loans, both energy efficiency can be
improved and more sustainable sectors of the economy can be supported.

Green Investment
Crisis or not, RS is investing every year hundreds of million Euros into roads, buildings, its
companies, etc. The public sector represents a large share of total investments in
Slovenia. Considering that green technology – especially in energy efficiency – is
worldwide on the rise, investments into green technology are an opportunity to create
new jobs in a growing market. This does not necessarily require additional funds.
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A large opportunity for boosting green investments is the programming of the EU funds
for the period 2014-2020. The European Commission published a list of suggestions for
the use of these funds, which includes various green elements:
1. “support of energy efficiency in industry, private housing and agricultural
holding”
2. “transport modal shift from road to rail”
3. “support the development of enhanced waste treatment and recycling facilities”
4. “the roll-out of smart distribution systems (smart grids and smart metering)“
5. “support environmentally sound farming systems“
6. “support the integration of low-carbon strategies and sustainable energy action
plans in urban areas (clean urban transport…)”
A smart choice of investment priorities for EU funds can achieve much reduction of
environmental impacts without any additional funding of RS. A similar effect can be
achieved by shifting national funds for investments towards green technology and
infrastructure. In addition to EU recommendations, also the seven focus areas of the
“Zeleni razvojni preboj” campaign (see “1. Introduction”) set investment priorities for a
more sustainable development in Slovenia.

Green Public Procurement
Public procurement is powerful, so powerful that it has a large impact on what is offered
on the market. In Europe public authorities spend some 2 trillion Euros each year, which
represents almost 20% of the EU’s GDP. This figure illustrates the potential of greening
public procurement – both for reducing environmental impacts and creating new
employment opportunities. The EC defines green public procurement (GPP) quite
elaborately as:
“a process whereby public authorities seek to procure goods,
services and works with a reduced environmental impact
throughout their life cycle when compared to goods, services and
works with the same primary function that would otherwise be
procured”
In Slovenia this process has started at the end of 2011 when a decree for GPP came into
force (Uradni list 102/2011). The decree regulates 11 product and service groups, for
which public procurers have to consider environmental requirements. Furthermore, the
decree defines award criteria for these products and services and identifies a number of
declarations (e.g. eco-labels) which can serve as proof of these requirements. In future
the state and municipalities should make even more use of the GPP tool and define
standards in as many product and service categories as possible. GPP does not add
further costs as it simply replaces conventional procurement with green procurement. In
some product categories it might even lead to cost-savings as green products tend to be
more efficient (e.g. energy-saving lights, cars, electronic equipment).
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4.

Earning More: Modestly Increase
Environmental Taxes

In 2011 the government working group on ecological tax reform came to an
unsatisfactory conclusion: environmental taxes are already high in Slovenia and
revenues from such taxes are very upredictable so that it is difficult to increase their
share.
Indeed, Slovenia has relatively high environmental taxes, but only if you measure them
as a share of GDP. In 2011 it was 3,4 % (EU average of 2,4 %). More than 80% of
environmental taxes in Slovenia are raised by excise duties on energy products (2,8% of
GDP), while traffic-related taxes are well below EU average (UMAR, 2012). If you look
into the excise duties more in detail you find out that the major share is made up by
diesel and petrol excise duty (2,6% of GDP).
There is no country in Europe where the share of fuel taxes in GDP is higher than in
Slovenia (see Figure 3). Considering that excise duty rates for diesel and petrol in
Slovenia are not higher than in most other European countries, the only explanation is
the disproportionately high consumption of fuels. Eurostat, the statistic office of the EU,
argues accordingly:
“Energy tax revenue is highest in Slovenia […]. This is due,
however, not to high tax rates as such but to the high level of final
energy consumption.” (European Commission, 2013a)
There are two reasons why Slovenia's third place in environmental taxes as share of GDP
should not hinder a comprehensive ecologcial fiscal reform:
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Figure 3: Energy tax revenues of EU-27 in 2011 ((European Commission, 2013a); rounded to 0,1%)
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1. It is based on tax volumes and not tax rates. In the case of Slovenia it means
that the high ranking is almost entirely driven by excessive fuel consumption,
not by tax rates.
2. It is an aggregate measure that does not provide much information about
individual taxes.
In the following sections we describe the need for reasonable and predictable tax
increases for individual environmental taxes. Furthermore, we suggest areas in which
taxes can help to internalize some of the environmental costs that occur. While the
environmental taxes are listed one by one, we are convinced that a comprehensive
ecological tax reform should encompass several of them at the same time (see also
section “Earn Better”).

Excise Duty on Energy Products
Energy products include fuels for transport, for heating and for industrial purposes.
About 90% of the revenue comes from transport fuels. The excise duties on energy
products are the environmental taxes with by far the largest budget impact. They
generate about 1bn EUR tax revenues per year. As described above, this is the
consequence of high energy consumption. A reform of the excise duties on energy
products can tackle three challenges at once: first, it will support fiscal consolidation;
second, it will give the right incentives to reduce the high energy intensity of the
Slovenian economy; and third, it will reduce CO2 emissions – especially in the transport
sector. We suggest three consecutive reform steps.11

11

See appendix 4 for detailed reform design and reform schedule.
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107 million 1. Remove excise duty exemptions and refunds. Excise duty exemptions and refunds
add up to 107M EUR per year. We describe all exemptions and refunds in detail in the
section “2. Spending Less: Phase out Environmentally Harmful Subsidies”.
millions

2. Indexation of excise duty rates. Unlike other taxes, excise duties do not have a
percentage rate but an absolute value that is changed frequently. Changes in excise duty
rates do not necessarily reflect the price development of energy products (see Figure 4).
Coupling the excise duty rates to the price development would be a simple tool to
increase tax predictability and secure steady public revenue. The (additional) budget
revenue depends on the respective price development.
Figure 4: De-coupling of excise duties from price development after 2009
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3. Harmonize excise duty rates according to environmental impacts. A large excise duty
differential exists between diesel and petrol (transportation use) and between coal and
natural gas (see also Figure 13). Diesel currently has a tax advantage of approximately 12
cents per liter compared to unleaded petrol, while having the environmental
disadvantage of causing higher CO2 emissions and more air pollution (especially NOX and
PM). The irrationality of differentiated taxation is striking. However, an immediate
harmonization of transport fuel taxes would not be fair for two reasons. Firstly, diesel
car owners bought their vehicles with the expectation to benefit from lower fuel taxes.
They should not be “punished” just because politics are so unpredictable. Secondly,
transport companies should be given time to become more efficient in order to
compensate higher taxes on diesel. Therefore, we suggest stepwise harmonization as
outlined in Figure 5. The additional budget revenue partly depends on the price
development. In case of full harmonization it will certainly exceed 100M EUR per year.
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12

Figure 5: Harmonization of diesel and petrol excise duties from 2013-2018
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The trend of diesel taxation in recent years does not raise hopes for the required
reforms. In contrast to other European countries the tax advantage of diesel even
increased despite the emerging fiscal crisis.
“The EU average for the diesel vs petrol tax ratio has increased
slightly in 2012 compared to last year. Several Member States
have increased their tax on diesel more than their tax on petrol
[…]. In a few other cases (Latvia and Slovenia) the ratio has fallen,
potentially pointing towards a larger tax subsidy to diesel.”
(European Commission, 2012)
Just like the tax difference between diesel and petrol, the difference between coal and
natural gas cannot be backed by environmental arguments. Per unit of energy coal
causes far more CO2 emissions than natural gas. The reform of excise duties for coal and
natural gas should have a similar structure has outlined above for diesel and petrol: first,
remove exemptions and refunds; second, couple the excise rates to the price index;
third, close the gap between excise duties for natural gas and coal.

12

We assumed a linear increase of the price for unleaded petrol, which is reflected in the excise
duty rate for petrol from 2013 on (blue graph).
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Annual tax for the use of vehicles in road traffic
In 2011 this tax generated 106M EUR in tax revenues. The tax rates depend on the size
of the engine. They range from 55 EUR (< 1350 cm3) to 500 EUR (> 4000 cm3). End of
2012 the tax rates were increased for all engines, but most drastically for large ones
(Uradni list 80/2012). While the rationale behind the motor vehicle tax is to incentivize
the purchase of low-emitting vehicles, and one rationale behind fuel taxes is to reduce
the overall distance driven, the rationale behind the tax for the use of vehicles in road
traffic is to account for the occupation of public space (e.g. parking) and the usage of

Info-box: Road Transport of Goods
In the last decade the transport of goods on Slovenian roads more than doubled. An
increase in road transport volumes brings with it problems such as congestion, wear
and tear of the roads, CO2 emissions and air pollution. The location of Slovenia as a
transit country is especially problematic for reaching GHG emission reduction targets.
CO2 is emitted in Slovenia, but value is added abroad. Slovenia has the second highest
energy intensity of the road transport sector in Europe, in other words, it is terribly
inefficient.
The strong representation of logistic companies in
Slovenia makes reforms in the transport sector
politically challenging. In the past heavy lobbying
prevented progressive transport policies. Lobbying
activities were accompanied by strikes of the truck
drivers and blockades of strategic motorways.
The transport sector is facing multiple challenges: increasing CO2 emissions, pressure
on wages due to competition with Eastern Europe, high sensitiveness to economic
fluctuations. Thus, reforms are overdue. Alternative employment opportunities have
to be created, e.g. in public transportation, and alternative means of transport have to
be further developed. Trying to maintain the status quo is not an option any longer.
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roads. As more and more public parking lots are subject to parking fees and also the
usage of motorways costs money, there is no strong environmental trend that would
require an additional increase of the tax. However, road tolls, parking fees, and annual
registration tax together are not sufficient for financing annual road infrastructure
investments. This indicates that road infrastructure investments need to be reduced.

Increase CO2 Tax
The tax on CO2 emissions contributed about 30M EUR to the budget in 2011 (OECD
2012, p.41). It was already introduced in 1997. Since January 2013 the tax rate is 14.40
EUR per ton of CO2. Installations under the EU ETS are exempt from the tax. The
Slovenian CO2 tax rate is above the current carbon market price of > 5 EUR per ton, but
still significantly below the rate that would be necessary to trigger substantial
investments into CO2 abatement.
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Figure 6: CO2 tax rates and revenue
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Legislation was passed in 2010 to charge the CO2 tax also on transport fuels. It came into
effect in July 2012. As a consequence the tax revenue increased from about 30M EUR
per year to 56M EUR in 2012 (see Figure 6). This increase is remarkable considering that
the CO2 tax was charged on motor fuels for only 5 months. Without further changes
about 100M EUR can be expected as CO2 tax income in 2013. The CO2 tax is a successstory of Slovenian environmental politics and has the potential to both contribute to
fiscal consolidation and reach GHG emission targets. We suggest the following reform.
40 million

Increase the CO2 tax to 20 EUR per ton. The Slovenian CO2 tax has quite a long history.
Slovenia should follow the Irish example (see Info Box) and increase its CO2 tax first to 20
EUR per ton CO2 (2014). If charged from 1st of January, this tax reform could result in
additional tax income of up to 40M EUR in 2014. Increasing the CO2 tax by 5 EUR per ton
CO2 makes one liter of petrol 1.2 cents and one liter of diesel 1.3 cents more expensive.
A CO2 tax increase helps to improve energy efficiency and thereby lowers import
dependency, it triggers job creation, and it is an important tool for Slovenia to achieve
its obligations within the EU to reduce GHG emissions.
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Info-box: The Irish CO2 Tax
Ireland introduced a CO2 tax in 2010 at the peak of their fiscal crisis. One major
objective was to raise additional tax revenue. In 2012 the tax rate was even lifted
from the initial 15 EUR to 20 EUR per ton CO2. A further increase to 25 EUR is planned.
The main rationale behind the Irish tax is to achieve fiscal consolidation without
compromising economic development, and supporting the achievement of emissions
reduction commitments (Convery, 2012). This rationale is backed by extensive
empirical research that presents energy carbon taxation as the least damaging form of
taxation in economic crises (Vivid Economics, 2012).

Further Spread of CO2-based Motor Vehicle Tax
Since 2010 the motor vehicle tax is differentiated by CO2 emissions (see Figure 7). In
2011 41M EUR were raised with the motor vehicle tax. In the context of the fiscal crisis
an additional motor vehicle tax was added from July 2012. It applies to cars with an
engine capacity above 2499 cm3. Despite the additional tax the revenue dropped to
37.5M EUR in 2012, which reflects decreasing car sales in this period.
The initial motor vehicle tax is based on a good system that gives incentives to buy lower
emitting vehicles. While increasing the tax was needed, both from an environmental and
fiscal perspective, the additional motor vehicle tax adds unnecessary complexity, since
the tax rate now depends on both CO2 emissions and engine capacity. Furthermore, it
does not add further incentives to buy low-emitting vehicles, as engine capacity cannot
be equalized with CO2 emissions. Therefore, we suggest the following reform.
millions

Double all tax rates of the regular motor vehicle tax and abolish the additional motor
vehicle tax. By doubling the tax rates the spread between low emitting and high
emitting vehicles is increased. The effect for low emitting cars (i.e. below 140g CO2/km)
is marginal, while gas guzzlers become significantly more expensive (see Figure 7). This
tax reform would not make mobility much more expensive, as various low-emitting
vehicles exist on the market. Because of the progressive character of the tax, people will
shift to cars that are taxed lower and have lower emissions. That means doubling the
motor vehicle tax will not double the revenue generated by it. The specific budget
impact is difficult to estimate, since car sales heavily depend on the economic
development. On the longer run the maximum tax rate could even be quadrupled. If you
look at other European countries such a tax regime would by no means be extreme. In
Denmark the motor vehicle tax is between 105 and 180%. (Skatteministeriet, 2008)
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Figure 7: Motor vehicle tax rates (petrol cars)
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Landfill Tax
The current landfill tax rate in Slovenia is 2.20 EUR per ton (inert waste). For nonhazardous waste, the majority of household waste, the rate is multiplied by five (11 EUR
per ton) and for hazardous waste by 10 (22 EUR per ton). While this tax system is good,
the rates are very low in comparison with other European countries (e.g. Finland 122
EUR per tonne, Austria from 60 -130 EUR per tonne, France up to 100 EUR per tonne). In
Slovenia 863,877 tons of municipal solid waste were generated in 2010 which is 5.4%
less than in 2009. Especially for municipal solid waste the rate of landfilling is still much
too high. Far more than 50% of this waste ends up on landfills. The tax revenue from the
landfill tax in 2010 was about 7M EUR and slightly lower in 2011. It is collected by
municipalities. We suggest the following reform to give incentives for less waste
generation and more recycling.
millions

Raise the landfill tax to 50 EUR (non-inert) and 100 EUR (hazardous) per ton. Our
suggestion mainly follows the OECD recommendation for lifting the Slovenian landfill tax
(OECD, 2012). This would raise additional revenues for municipalities, who collect the
tax, and make alternative waste treatment methods more attractive. As recycling
facilities require large investments there should be a reasonable grace period between
deciding and implementing the tax increase. The tax rate for inert waste could remain
low since it is not particularly dangerous for the environment.
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Tax Air Travel
There are two ways to tax traveling by airplanes. First, VAT could be applied on flight
tickets just like on any other product or service (see “2. Spending Less: Phase out
Environmentally Harmful Subsidies”). Second, an air ticket tax could be introduced. In
the following section we present both reform options.
9 million

Introduce an air ticket tax of 15 EUR per seat. Ticket taxes exist for example in the UK
(22 – 54 GBP), Germany (7 – 42 EUR), and also in neighboring Austria (8 – 35 EUR). Italy
introduced a “luxury tax” for small business jets (see also FÖS, 2013). In Slovenia there is
no comparable tax. Passenger numbers at Ljubljana International Airport have been
decreasing in recent years. In 2012 about 1.2M passengers were counted, most of them
on scheduled flights of Adria Airways.
The Slovenian ticket tax should be introduced at a rate of about 15 EUR per seat.
Differentiation by distance is possible (e.g. Balkan 10 EUR – Europe 20 EUR – longdistance 40 EUR). If other countries around Slovenia decide to introduce comparable
tickets taxes, the tax could even be doubled without compromising the competitiveness
of the Slovenian aviation sector. The design of the tax as a flat tax causes low
administrative effort and guarantees high planning security for all stakeholders. The 15
EUR ticket tax could raise about 9M EUR per year, assuming 600.000 out-bound
passengers.
Most likely airlines will not be able to absorb the additional tax and will charge it fully to
the customer. Higher ticket prices will marginally impact the number of passengers. If at
all, short distance flights might be affected since alternative modes of transport exist.
Shifting from plane to train on routes like Ljubljana–Vienna or Ljubljana–Munich has
positive environmental impacts.

67 million

Charge VAT on international flights. From a budget perspective it is more attractive to
charge VAT on international flights than to introduce an air ticket tax. As described in
the section “2. Spending Less: Phase out Environmentally Harmful Subsidies”, the VAT
exemption costs RS about 67M EUR per year. From an environmental perspective
charging VAT on flights makes a lot of sense, too. While VAT is not an environmental tax,
it is clear that exemptions have environmental implications. The problem here is of a
more technical nature. It seems to be virtually impossible to charge VAT on flights
unilaterally, and it would mean an extensive administrative burden. No country in the
EU charges VAT on international flights, although it is possible and even explicitly
covered by the EC directive that regulates the common system of VAT.
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Additional Green Tax Reforms
In addition to the reforms that are discussed above, there are various other
opportunities to reform green taxes. We have not elaborated further on these
opportunities, as they are either not so relevant for the budget, they are in the process
of being reformed, or their primary purpose is not to lower environmental impacts.
Taxes related to real estate, immovable property, and land use change. From an
environmental perspective these taxes have the important function to limit urban
sprawl and to favor the renovation of existing buildings over the construction of new
dwellings. The available land for agriculture is already very limited so that the country
cannot afford to use more and more of this land for construction. Therefore, the recent
decrease of taxes for changing agricultural land into construction sites is clearly a step in
the wrong direction (Uradni list 58/2012 and 43/2011). The system of taxation of
immovable property and real estate is undergoing a comprehensive reform. Comparing
to other European countries, Slovenia has had very low taxes on property so far:
Property tax revenues in relation to GDP in 2011 (0.6 %) were well
below the EU-27 average of 2.1 %. The share of revenues from
recurrent taxes on immovable property in 2011 amounted to 0.5
% of GDP (EU-27 1.3 %). (European Commission, 2013a)
Increasing property taxes is considered to be little damaging to the economy. That is one
of the main reasons why RS is reforming these taxes in the fiscal consolidation process.
In addition to environmental and fiscal aspects, the taxation of property has large social
implications. (see also Feasta, 2013),
Tax on nuclear fuel. The nuclear power plant (NPP) Krško is jointly owned by RS and the
Republic of Croatia. Electricity production at NPP Krško in 2011 was 5.9TWh. According
to the annual report of Nuklearna Elektrarna Krško the expenses for nuclear fuel in 2011
were 20% of total expenses (ca. 40M EUR). Nuclear fuel could, for example, be taxed
with a flat tax at a level of about 50% of current fuel prices. In the medium term this tax
could be doubled. A tax like this would increase total expenses of NPP Krško by about
10% (20M EUR). In Germany a nuclear fuel tax of 145 EUR per kg Uranium/Plutonium
exists. Nuclear fuel taxation does not appear to be likely right now, as NPP Krško is in
joint public ownership together with Croatia. Furthermore, the high level of subsidies,
which are granted to nuclear research, power generation, and funding the
decommissioning, is an issue that has to be tackled first.
Higher road tolls and km-based charging for cars. Road transport in Slovenia consumes
various resources. Roads have to be depreciated, congestion takes valuable time,
accidents consume health care resources, and emissions burden the atmosphere with
CO2 and the ambient air with various pollutants. Along with the CO2 tax and the motor
vehicle tax, road tolling is one way to internalize these costs; but a toll that not even
covers the costs for building and maintaining roads is not sufficient. While one obvious
approach is to reduce the spending on roads as much as possible, the second option is
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to increase tolls for road-usage and to (re)introduce distance-based road-tolling to
create a real incentive to drive less. While from an environmental perspective the case is
clear, problems arise because the motorways are managed by DARS, a state-owned
company, and not by RS directly. Furthermore, the EU sets certain limits to road
charging (European Commission, 2013b).
Water charges. There is a wide variety of water charges, including payments for water
rights, water abstraction charges, and wastewater pollution tax for industrial and special
users; and the water consumption charge and wastewater collection and treatment
charge for private consumers. The charges for private consumers are set by
municipalities, which makes it difficult to make a general judgment whether they are
appropriate or not. From an environmental perspective most relevant are water
abstraction by agriculture in areas that are drought-prone, and water pollution – both by
agriculture (nitrogen) and industry (chemicals). From a fiscal perspective water charges
play a minor role for the national budget.

Improve the Absorption of EU Funds
In addition to green tax reforms, there is another very simple way to “earn more” and
that is to use all the money that is available from the EU. The OECD summarizes the
poor usage of EU funds in the environmental field in Slovenia as follows:
“The absorption of funds for environment-related investment has
been slow. At the halfway point in the 2007-2013 implementation
period, less than one third of the available budget had been
contracted and only 14% had been disbursed to beneficiaries.
Delays were particularly important in the waste and railway
sectors.” (OECD, 2012)
Considering the state of some environmental infrastructure, it is hard to understand
why environmental investments have had such a low priority in recent years. That
makes it even more important to change this practice and absorb all available EU funds
(and match them if necessary with national funds).
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5.

Earning Better: “Tax bads, not goods”

This section deals with the question of how budget revenue is generated, which includes
both the way of taxation and the choice of the tax base. With respect to the tax base,
revenues can be classified into four main groups (see Figure 8): direct taxes (income and
profit), indirect taxes (VAT and excise duties), transfers from the EU, and social
contributions (pension and healthcare). In recent years a fifth group became increasingly
important and that is the budget deficit, the non-existent revenue.
Figure 8: Revised final budget RS 2012 (without social contributions)
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The structure of revenue generation has large influence on both economic development
and environmental impacts. Therefore, it is important to connect budget reforms –
especially during economic and fiscal crisis – to a development vision. Across the border
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cuts and increases of taxes fall short in fostering future development and help at best
temporarily to reduce budget deficits.
In the following sections we will discuss how a smart shift of the tax base can help to
stimulate sustainable economic development. Moreover, we will highlight the
importance of efficient tax design and tax collection.

Shift Taxation from Labor to Resource Use and Emissions
A high tax burden on labor is a barrier for creating new jobs. And low taxes on energy
use and emissions do not give incentives to reduce environmental impacts. Hence, a
win-win situation can be created by shifting taxes from labor towards resource use and
emissions (see Figure 9). Unfortunately, reality is often more complex than theory.
Indeed, Slovenia does have a very high share of social contributions compared to other
European countries. More than 5bn EUR are paid by employers and employees per year
to finance the pension and healthcare system. At the same time Slovenia already
generates much revenue from excise duties on energy products. The high tax burden on
energy is the main argument which is brought forward against shifting taxes from labor
to energy consumption. This argument is flawed. As we explain above, the high tax
revenue from energy products is not a result of high rates but of excessive consumption
and inefficiency (see introduction of “4. Earning More: Modestly Increase Environmental
Taxes”).
Figure 9: Revenue-neutral tax shift from labor to resource use and emissions
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While the overall impact of the proposed shift of taxes is certainly positive, it might have
negative impacts on certain groups, e.g. truck drivers who are already in fierce
competition with drivers from low-wage countries, or households that spend a large
share of their income on energy. These are serious challenges, but they can be dealt
with if the tax shift is well-designed and accompanied by other reforms. Social transfers
to households in energy poverty will cost only a small fraction of the additional revenue
from carbon-energy taxation. A step-by-step introduction of the tax shift over several
years gives companies and employees planning security and time to adapt to the new
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tax regime. Finally, a complementary reform of public spending creates new
employment opportunities (see “3. Spending Better: Use Tax Revenue for the Public
Good”).
And still there is another factor that challenges the idea of a revenue-neutral green
budget reform: the unsustainable budget deficit which consistently exceeded economic
growth throughout the past years of economic crisis. What does that mean for green
budget reforms? It means that a revenue-neutral reform is not possible under these
circumstances. Reducing labor taxes and social contributions is just not viable if the
budget deficit is to be reduced. In this situation the additional taxation of energy and
emissions will rather help to keep labor related taxes stable. This way of additional
taxation has a lower negative impact on employment than any other form of taxation
(Vivid Economics, 2012).

Efficient Design of Taxes
Another strategy to “earn better” – besides shifting the tax base – is to make the
collection of taxes more efficient. Road tolls are a suitable example here, although the
revenue does not go into the state budget but to DARS, a state-owned company. In
order to use motorways, car-owners have to purchase a vignette for a certain time
period. Within this time-period the car can be used on motorways as much as desired. If
the system is changed to a fully distance-based toll, people who drive much would have
to pay more and people who drive little would pay less. In other words, there would be
an incentive to drive less because every additional kilometer counts. The overall
collected toll could remain the same, but the system would generate environmental
incentives and be fairer.
Another example of inefficient taxation deals with the case of high transaction costs, i.e.
the costs that occur for collecting and administering the tax. In the case of road tolls the
vignette system is much cheaper to administer than the distance-based system, for
which pay-stations and cashiers are necessary. But there are also other taxes, some of
which are environmental taxes, which generate so little revenue that they hardly exceed
the costs for administration. In these cases effective regulation with deterrent fines
might reach the same level of environmental performance without losing budget
revenue.

Effective Tax Collection
The most effective tax collection is reached when everybody (who should) pays taxes. In
reality there are various taxes that are evaded by some or many who have to pay them.
This does not just include millionaires, who deposit their money in off-shore banks, but
also companies that are involved in VAT fraud or forest owners who do not pay tax for
the wood they cut. Improving the collection rate of taxes is listed here as “earn better”
strategy because it refers to existing taxes rather than to tax reforms. Of course, better
tax collection will result in higher budget revenues, but on the long run it reduces the
pressure to increase taxes and therewith is revenue-neutral.
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6.

Social Impact

The focus of this report is clearly on environmental and fiscal aspects of green budget
reforms. However, such reforms will neither be desirable nor popular if they are not also
convincing from a social perspective. An intact natural environment certainly has a high
value to society; but this value is subjective and to a large extent not quantifiable.
Therefore, we omit the value of our natural environment from our discussion of social
impacts. Instead, we focus on the direct impact of green budget reforms on income
distribution and the indirect impact on employment.

Impact on Distribution
Environmental taxes, just like any other tax, contribute to the redistribution of income,
as the individual tax burden rarely corresponds with the respective benefits that arise
from public spending. Redistribution happens between different income groups,
between different sectors of the economy and between different generations. The two
most important topics in this context are energy poverty and the consideration of future
generations in current politics, which will be discussed in the following sections.
Energy Poverty
Energy poverty is a symptom of unequal income distribution and high energy prices.
Especially low-income households are hit by additional taxes on energy as they already
spend a high share of their disposable income on energy, mainly for heating and hot
water.
The poorest fifth of the households spent 17.4% of their income on energy in 2010 (see
Figure 10). That is a 40% higher share than in 2003. While this increase is almost entirely
driven by rising energy prices and low incomes, it also means that poor households have
become more vulnerable for additional taxation:
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A CO2 tax increase by 5 EUR, as we suggest it, will increase the price of heating
oil by 1,6 ct/kg, the price of diesel by 1,3 ct/l and the price of petrol by 1,2 ct/l.
Electricity prices would be just marginally affected by the CO2 tax increase.
Harmonizing the excise duties for diesel and petrol, would increase the diesel
price by about 10 ct/l. This increase would be spread over four years.
The additional tax burden that is caused by the taxation of air travel is difficult
to assess, because statistics about the flying frequency of different income
groups do not exist.

Figure 10: Household spending on energy by income group (Source: SURS)

The price impacts caused by green taxes are significant. However, there are three
important arguments to consider when discussing the impact of rising prices on energy
poverty.
Firstly, some energy taxes affect households in energy poverty more, some less. While
taxes that increase the cost for heating and hot water affect poor households more than
other households, a fuel tax increase has a lower impact, as the rate of car-ownership is
comparably low in poor households (European Environment Agency, 2011).
Secondly, the alternative to green taxes, namely other taxes or cuts in spending, affect
poor households, too. Because of the severe budget deficit there is no alternative to
lowering public spending and increasing tax revenue. RS increased VAT in 2012
(removing exemptions) and 2013 (increasing the rate from 20 to 22%). This increase is
felt more by poor households who have a much higher consumption rate than richer
households. Furthermore, cuts in the public healthcare system affect poor households
more severely because they have less money available to spend on additional private
insurance. The fact that alternatives to green taxes are socially problematic, too, does
not solve the challenges of green taxation, but it enables a fair discussion.
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Thirdly, there are still challenges in identifying households suffering from energy
poverty. The poorest households spend on average 17.4% of their income on energy,
but the group is very diverse. It includes people who live in large apartment buildings in
the city, but also poor farmers who live in a big old stone house in the countryside and
need a car to get to the next town. Of course, their respective heating and travelling
expenditures vary significantly, while their disposable income might be the same.
While not all poor households are affected by all green taxes in the same way, it is
certain that there are households whose precarious financial situation will be worsened
by additional green taxes. The solution is (in theory) quite straightforward: use some of
the additional tax income for social transfers to households in energy poverty. Recent
research has shown that just 6-7% of additional income from carbon-energy taxation is
needed to make up for the additional costs that occur in energy-poor households (Vivid
Economics, 2012). Hence, financing social transfers to reduce energy poverty is not
problematic, whereas identifying energy-poor households remains challenging,
independently of further tax increases.
The problem of energy poverty in Slovenia is connected to another social issue, which is
the fair distribution of the tax burdens. Households pay full taxes on their energy
consumption, while extensive energy tax refunds and exemptions are granted in
industry and agriculture. Is it ok to grant discounts and exemptions just for some? An
unequal distribution of the tax burden does not just exist between households and
industry, but also within industry. Large companies that have high CO2 emissions are
part of the EU ETS and get the right to emit CO2 almost for free, while SMEs have to pay
the full CO2 tax. Green budget reforms can lead to more equal distribution of the tax
burden, as one important part of these reforms is the abolishment of EHSs, which often
appear in the form of tax exemptions and refunds.
Future Generations
Unequal distribution does not just happen within an economy or society but also
between different generations. If we stay on the current development path we will leave
a difficult legacy to our children and grand-children.




The real public debt will be manifold higher. Public debt rose from 18,6% of
GDP in 1995 to 54,1% of GDP in 2012 (SURS, 2013) and the outlook is very
pessimistic. Some analysts expect the debt to GDP ratio to increase beyond
100% as a consequence of the current crisis.
Finite natural resources will be exploited to a higher degree. The business plan
for operating the 6th block at power plant Šoštanj (TEŠ-6) includes the extensive
use of domestic lignite, which will significantly decrease the domestic reserves
of energy carriers for future generations. The construction of ever more streets,
buildings, industrial zones and shopping centres often seals fertile agricultural
land, which is already a very limited resource because of the geographical
characteristics of Slovenia. One outcome of sealing agricultural land is a low
degree of food self-sufficiency. If the trend continues, future generations might
become even more dependent on food imports.

44



The freedom to make own political decisions (in the environmental area) will
be more limited. As a response to climate change, the EU has developed
ambitious targets for reducing its GHG emissions. If these targets and
international commitments are taken seriously, Slovenia has to reduce its
emissions by 80% until 2050. The “Draft Strategy for the Transition of Slovenia
to a Low Carbon Society by 2050” (SVPS, 2011) shows that reductions have to
happen especially in electricity and heat production and in transportation (see
Figure 11). In this context both the decision to support the construction of TEŠ-6
and the reluctance to tax transportation higher mean that future generations
have less choice about how to reduce their CO2 emissions. They have to fit both
TEŠ-6 and a large transport sector somehow into their planning.

Figure 11: The pathway to reducing emissions of Slovenia by 80% till 2050 (SVPS, 2011)

Impact on Employment
The Slovenian labor market is in the worst state since 20 years. Unemployment rates are
rising for four years in a row. A quarter of the youths are without a job (see Figure 12).
The causes for this negative development can be partly found in the economic crisis in
Slovenia and its trading partners, in the inefficient public sector (including its
companies), and in corrections of the oversized construction sector.
What will a comprehensive GBR deliver under these circumstances? Since quantitative
estimates are not available we base our analysis on the experience from other countries
and findings from labor market economics.
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Figure 12: Youth unemployment Slovenia and EU-27, 2007-2013
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The ecological tax reform in Germany from 1999 to 2003 (“Ökosteuerreform”)
was certainly successful in creating new jobs. The evaluation of this reform
comes to a clear conclusion: there are two reasons why the majority of the
250,000 new jobs that were created between 1999 and 2003 can be traced back
to the ecological tax reform: “first, the eco-tax lowers non-wage labour costs, as
90% of the revenue from the ecological tax reform are used to lower employers’
contribution into the public pension scheme. Second, the ecological tax reform
has assisted companies that offer products and services which allow an increase
in energy-efficiency.” (Knigge & Görlach, 2005)
A recent study by Greenpeace and the European Renewable Energy Council
(EREC) found that in the energy sector of EU-27 many jobs can be created if
progressive policies for renewable energies and energy efficiency will be put in
place. Following the “Energy [R]evolution” scenario will result in 50% higher
employment in the energy sector as compared to business as usual (Greenpeace
International & EREC, 2012). The numbers for Slovenia can be expected to be
similar or even higher, considering that the energy intensity in Slovenia is among
the highest in Europe (that means there is a lot of work to do).
Green investments and green public procurement create employment in new
sectors, which have the potential to grow. The alternative, to support
employment in struggling industries that will probably not be competitive in the
medium term, will burden the public budget for many more years.
o In forestry 100m3 of processed wood have the potential to sustain one
job per year. That means Slovenia has the potential for 90.000 jobs in
forestry and the wood industry. While this potential was still quite well
utilized in 1985 (37.000 jobs), it is now vastly under-utilized (14.000 jobs
in 2010).
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Agriculture is another sector with large employment potential. By
increasing the food self-sufficiency from 60% to 80% and by shifting
more towards labor-intensive organic agriculture, up to 20.000 jobs
could be created until 2030.
Green investments and procurement, together with environmental tax reforms,
will lead to an increase in energy efficiency. More efficient use of energy means
less energy imports. If less is imported there is more money for domestic
consumption which in turn stimulates employment.
Finally, GBR will disburden labor costs. If labor costs are lower (as compared to
the business as usual development), the incentives to employ more people are
higher.
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7.

Green Budget Reform and
Climate Change

Climate change is by no means the only environmental challenge of Slovenia. Air
pollution in cities causes health problems; urban sprawl and other construction projects
limit the available fertile land for agriculture; both waste generation and treatment are
highly unsustainable; Slovenia is losing biodiversity (see also Žitnik, Rutar, Zlobec, &
Gale, 2012 and OECD, 2012). What makes climate change so special is the sheer
dimension of the challenge and our apparent inability to take adequate measures.
Recent developments are worrisome. In 2012 the extreme summer melt-down of Arctic
sea-ice surprised all scientists and had a likely impact on global weather patterns. In
spring 2013 the symbolic threshold of 400ppm CO2 in the atmosphere was surpassed.
350ppm is considered to be the CO2 concentration that would prevent us from
disruptive impacts of climate change.
Recent natural disasters have illustrated the vulnerability of Slovenia to the
consequences of climate change. The extensive drought of the summer 2012 caused
damages of more than 56M EUR. Ironically, the drought was followed by a terrible flood
that caused damages of 373M EUR in November of the same year. These extreme
weather events have always existed, but climate change is increasing both their
frequency and their severity.
In the following paragraphs we investigate the role of green budget reforms with
respect to climate change. In particular we discuss how green budget reforms will help
to reduce GHG emissions (climate change mitigation), and how these reforms help to
adapt to the changing climate (climate change adaptation).
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Climate Change Mitigation – Reforms for Reducing GHG Emissions
Due to the economic downturn in recent years the GHG emissions of Slovenia were
probably just slightly above the emissions target of the Kyoto protocol for the 20082012 period (final data was not available at the time of writing). Slovenia committed
itself to reduce GHG emissions by 8% from 20,2Mt in 1986 to 18,7Mt in the 2008-2012
period. In 2011 GHG emissions were 19,5Mt, but if carbon sinks, in other words
Slovenia’s forests, are included in the calculation, Slovenia is on track to meet the Kyoto
target. Three limitations have to be made to this “success” of Slovenian climate politics.
Firstly, the reductions are not the result of a structural change of the economy. In fact,
emissions constantly increased from 1990 to 2008, the last year before the economic
crisis.
Secondly, the Kyoto target for 2012 is still far away from a sustainable level of GHG
emissions which is also reflected in the EU emissions reduction target of 80% by 2050.
80% emissions reduction means 4Mt per year instead of the current 19-20Mt.
Thirdly, reaching the emissions reduction target for 2008-2012 does not mean that there
is a clear trend of emissions reduction. If the economy picks up again, if TEŠ-6 is
operating for at least three decades, and if the immense growth of motorized road
transport of the last 15 years cannot be stopped and reversed, Slovenia’s GHG emissions
will remain at a (too) high level in the foreseeable future.
Considering the limitations mentioned above, there is no alternative to quick and
determined action of the government. Which role can green budget reforms play in this
context?




Excise duties and CO2 tax are most relevant for reducing emissions in
transportation. The current system of exemptions and refunds and the
moderate tax rates do not have the potential to trigger an extensive
improvement of efficiency and the needed reduction in transport volumes.
Therefore, the abolishment of exemptions and refunds and the increase of tax
rates are certainly necessary but most likely not sufficient to reach sustainable
emission levels. The motor vehicle tax and road tolling have to be adjusted
accordingly to give an incentive to buy efficient cars and drive less. Furthermore,
overdue investments into public transportation have to be made.
Space heating accounts for a large share of annual CO2 emissions. Energy
efficiency in the housing sector can be improved by tightening regulation
(building codes etc.), but needs to be accompanied by economic stimulus in the
form of preferential loans or grants for energy renovation, as suggested in the
section “Spend Better” above. Furthermore, an increase of the CO2 tax can give
incentives
to
switch
to
more
efficient
heating
systems.
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As long as the price for electricity from fossil sources is artificially cheap because
of various EHSs, it is challenging to grow the share of renewable energy and
reduce emissions from electricity production at the necessary pace. At the same
time some forms of renewable energy sources will need support for some more
time until they become competitive. It is absolutely necessary to phase-out all
EHSs in the energy sector in order to de-carbonize electricity production.

Climate Change Adaptation – Coping With Extreme Weather
There are two ways in which green budget reforms can help climate change adaptation.
First, public funding can be channeled towards R&D of climate change adaptation (e.g.
drought resistant crops or flood management) and towards implementing adaptation
measures (e.g. more efficient irrigation systems).
Second, economic incentives can be created by phasing out some EHSs in agriculture. So
far farmers that are hit by natural disasters get partial compensation for crop losses
and/or get subsidies for their crop insurance premiums. Without this support farming
would have to adapt more to the changing climate, as business as usual would be much
more risky. In other words, farmers (when choosing their crops) will have to consider
even more than before the (changing) weather risks of their region, if above mentioned
subsidies are abolished.
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8.

Green Budget Reform and You

Dear reader,
A comprehensive green budget reform will make some things more expensive for you,
e.g. driving a car, heating, using electronics, and buying certain products. In contrast to
the increase of income taxes, social contributions or VAT you can avoid these additional
environmental taxes by changing your behavior. We have put together a short guide for
“evading” additional environmental taxes. Of course, you can “evade” taxes already
today, when energy and emissions are still cheaper, if you follow this advice:










Use car-sharing and car-pooling.
Walk, cycle, and use public transport whenever possible.
Spend your holiday in the region.
Buy energy efficient appliances and lighting.
Tele-commute (work a day or two from home if your employer allows)
If you are looking for an investment of your savings: new windows, thermal
insulation, solar-thermal or photovoltaic panels on the roof pay for themselves
after some years of use.
Stay informed about how to live a low-impact lifestyle.
…and many many more!

Furthermore, you should always consider the opportunity costs before criticizing green
budget reforms. Do you think a higher VAT rate is better for you? Do you think a lower
pension is better? Or maybe even cuts in your salary? Less services of the healthcare
system? Higher taxes on some types of income? Lower expenditures for the education
of your children? Etc. In the current situation it is not the question of whether the
government needs to cut spending and increase revenues, the question is just where. In
this context it is surprising how little consideration is given to green budget reforms. We
hope that we can start the overdue public debate with this report.
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Appendix

1.

Year
1996
1997
1998
1999
2002
2002
2004
2005
2006
2006
2012
2013

Timeline of environmental taxes and charges

Environmental Tax/Charge
Water Pollution Tax
Tax on Pollution from CO2 Emissions
Excise Duties (alcohol, tobacco, energy products and
electricity)
Motor Vehicle Tax (from 2010 onwards the tax
depends on CO2 emissions and fuel type)
Tax on Pollution from Lubricating Oils and Fluids
Tax on Pollution from Waste Disposal (Landfilling)
Tax on End-of-life Vehicles
Tax on Waste Electrical and Electronic Equipment
Tax on Packaging Waste
Tax on Worn Tires
Tax on Pollution from CO2 Emissions is applied to
motor vehicle fuels
Tax on Pollution from CO2 Emissions is increased
from 12,50 EUR to 14,40 EUR per ton
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2.

Methodology for Environmentally Harmful Subsidies

There is not one globally accepted definition of what is an environmentally harmful
subsidy. Therefore, we chose the definition that fits best the purpose of the study. The
definition we chose is taken from a report by the German Environmental Protection
Agency (“Umweltbundesamt”). Explicit subsidies, which typically have budget relevance,
include for example direct financial assistance and tax concessions. Implicit subsidies
comprise all grants which occur in concealed form and have no direct budgetary impact.
These include all sureties and guarantees not taken up, targeted subsidies under state
regulation, and the provision or procurement of goods and services at prices other than
market prices.
This is a quite general and abstract definition. In order to sharpen the definition and give
it some content we have collected some arguments that are often brought forward
against the concept behind EHSs.
“But we cannot change it/ there is no alternative!” Is there really no alternative, or
does the alternative mean that things have to change? There are very few subsidies that
are actually without alternative, e.g. the cleanup of the former uranium mine (see below
why it is considered “environmentally harmful”). However, being without alternative
does not mean that a subsidy should not be listed as EHS.
“But there are also subsidies from the European Union!” Yes, and since RS is a
contributor to the EU budget, there is even an indirect budget impact of subsidies paid
by the European Union. Therefore, also subsidies from the European Union have to be
considered.
“But there are still EHSs as long as not all externalities of our actions are covered!” Full
internalization of external costs should be a guiding principle of policy making, but it
goes beyond subsidy policy and the scope of this report. If the non-internalization of
externalities can be connected to targeted grants for specific parties, it can of course
also be considered EHS.
“But the subsidy is not directly paid from the state budget!” As mentioned above,
there are explicit and implicit subsidies.
“But other European countries do the same.” When deciding what is an EHS and what
is not, it is not relevant what other countries do. If they grant the same subsidy it does
not make things better but worse. If a child tosses away a candy wrapping, (hopefully)
no parent will say “No problem, many kids do the same!”. But the fact that many other
kids litter does make it more difficult for the parents to set the rules for their child.
“But the subsidy is not environmentally harmful!” There are some rare examples for
subsidies that are not environmentally harmful themselves, but still should be listed as
such. One example is the cleanup of mining sites which is even good for the
environment. The full costs of mining should be carried by the operators of mines and
internalized in the price for the mining products they sell. If the state has to pay the
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cleanup mining operators can sell their products artificially cheap, which gives the
environmentally harmful incentive to mine more than would be economically viable if
the “real” price was charged.
“But it is a good subsidy from a social perspective!” This is a fair argument in a
discussion about reforming a subsidy. But that does not mean this subsidy should not be
listed as environmentally harmful. In an open discussion about reforms all arguments
should be considered. Wherever necessary, social and environmental arguments have to
be balanced against each other.
“But XYZ is also an environmentally harmful subsidy!” Do you know about a subsidy
paid at the state or at the municipal level that is environmentally harmful? Please, let us
know. We surely didn’t find all subsidies. It is like a puzzle. We have an idea of the big
picture now but some pieces are still missing.
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3.

Criteria for Good Environmental Policy

The following criteria are borrowed from an article by Per Mickwitz of the Finish
Environment Institute, a leading scholar in the field of environmental policy evaluation
(Mickwitz, 2003). In the context of green budget reform we found the criteria that are
marked with star (*) most relevant.
General Criteria
Relevance

Impact

Effectiveness*

Persistence

Flexibility
Predictability*

Economic Criteria
Efficiency
(cost-benefit)
Efficiency
(cost-effectiveness)*

Do the goals of the instruments cover key environmental problems? On
a general level this criterion is trivial, but specific norms or rules can be
questioned using this criterion.
Is it possible to identify impacts that are clearly due to the policy
instruments and their implementation? All impacts may be considered
in the light of this criterion, irrespective of their occurrence inside or
outside the target area.
To what degree do the achieved outcomes correspond to the intended
goals of the policy instrument? Similarly, the effectiveness of reaching
other public goals can also be assessed as long as these are first
identified.
Are the effects persistent in such a way that they have a lasting effect on
the state of the environment? The effects outside the target area and
the unintended effects that may create new problems can also be
considered via this criterion.
Can the policy instrument cope with changing conditions?
Is it possible to foresee the administration, outputs and outcomes of the
policy instrument? Is it thus possible for those regulated, as well as
others, to prepare and take into account the policy instrument and its
implications?

Are the benefits worth the costs? Both benefits and costs are valued in
monetary terms.
Do the results justify the resources used? This is a cost-results criterion
in which benefits are not valued in monetary terms. Another possibility
in considering costs is to use the cost-effectiveness criterion: could the
results have been achieved with fewer resources?
Democracy-Related Criteria
Legitimacy
To what degree do individuals and organizations, such as nongovernmental organizations (NGOs), interest organizations and firms
accept the environmental policy instrument?
Transparency
To what degree are the outputs, outcomes of the environmental policy
instrument, as well as the processes used in the implementation
observable for outsiders?
Equity*
How are the outcomes and costs of the environmental policy instrument
distributed? Do all participants have equal opportunities to take part in
and influence the processes used by the administration?
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4.

Reform Design: Excise Duties on Diesel and Petrol

Year (end)
2013

Reform step
Adopt all binding reform steps and timeline
Start indexation of excise duties for diesel (transport) and unleaded petrol
Define the maximum difference between excise duties for diesel and unleaded
petrol at 100 EUR/ 1000l (ca. current difference)

2014

Remove the partial refund of excise duty on transport diesel for commercial
purposes
Remove the 70% excise duty refund on motor fuel used in forestry and agriculture
Remove the 50% refund of excise duty on fuel used in stationary working
machinery
Remove the exemption from excise duty for certain uses of energy products
(petroleum)

2015

Reduce the maximum difference between excise duties for diesel and unleaded
petrol to 75 EUR/ 1000l

2016

Reduce the maximum difference between excise duties for diesel and unleaded
petrol to 50 EUR/ 1000l

2017

Reduce the maximum difference between excise duties for diesel and unleaded
petrol to 25 EUR/ 1000l

2018

Increase the excise duty on diesel to the level of unleaded petrol
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Figure 13: Taxation of energy in Slovenia on a carbon emission basis 2011 (source: OECD)

5.

Implicit Carbon Taxation

Plan B for Slovenia is a network of NGOs, which work with Sustainable Development
(www.planbzaslovenijo.si). The network is the voice of its members. It focuses on
influencing policy making and monitors the implementation and evaluation of agreed
policies. The network works efficiently as it combines the knowledge of representatives,
builds on the active participation of its members, and fosters further coalition-building.
Plan B for Slovenia operates exclusively for the benefit of society as a whole. Network
activity is restricted to the fields of civil dialogue and Sustainable Development. Plan B
for Slovenia is coordinated by Umanotera –Slovenian Foundation for Sustainable
Development (www.umanotera.org).
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