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countries that extract significant quantities of fossil fuels shows producer support to weigh more than
what the overall results suggest. Producer support (i.e. PSE) as a share of total support thus exceeded
35% on average in Canada (38%), Germany (43%), the Russian Federation (78%), and the United
States (42%) over the period 2012-14.

3.2. Anatomy of a support measure

How support is generally provided

Looking at individual measures and their characteristics rather than at the amounts of support
they confer changes the picture somewhat, with consumer measures representing about half of all the
measures the Inventory contains, whereas producer measures and GSSE measures account for 37%
and 13% respectively. This means that a consumer measure generates on average more support (in
absolute terms) than a producer measure or a GSSE measure. The relatively high tax benchmarks used
in calculating tax expenditures for motor fuels may explain part of that result, as may the very large
consumer subsidies observed in a number of partner economies.

In terms of formal or statutory incidence,” apart from consumption (which logically accounts for
half of all measures, since consumption is the only incidence category for CSE measures), the results
indicate that land & natural resources and capital represent 18% and 11% of all measures respectively,
followed by knowledge creation (6%), the cost of intermediate inputs (5%), enterprise income (3%),
output returns (3%), and labour (3%). This is hardly surprising given that resource extraction and
energy transformation tend to be relatively capital-intensive activities. Adding in information on the
stage of the supply chain at which policies intervene (see Figure 2.1) shows producer measures to
revolve mostly around the extraction stage (42% of all measures), with bulk transportation and storage
(4%) and refining and processing (4%) making only a small contribution to the total number of
measures.

The Inventory shows a certain degree of policy inertia

The wealth of information contained in the Inventory reveals a few trends and commonalities on
measures supporting fossil fuels in OECD countries and the selected partner economies. For example,
most measures (about two-thirds of them) seem to have been introduced prior to 2000. This indicates
that these policies were in many cases introduced in a very different context than today’s. For some,
they may have been adopted at a time when climate change was not deemed a concern among policy
makers. The economic and political context might have been different too, e.g. as with higher
economic growth or higher price inflation. Several federal measures in the United States were, for
example, introduced between the 1970s and the 1980s," a period characterised by widespread concerns
relating to energy security in the aftermath of the oil crises of the 1970s. It is interesting to note also
that some producer measures were put in place precisely when international oil prices collapsed in
1986, so that these measures may have at the time constituted attempts to shore up domestic
production capacity.

What this discussion suggests in general is that there might be a need for countries to reassess the
relevance of some of their support measures in today’s context. Around 60% of all measures are tax
expenditures, some of which are long-standing tax provisions that are rarely questioned in the
domestic context (e.g. France’s VAT and excise-tax reductions for gasoline sold in Corsica). Others
are short-lived initiatives adopted in response to the circumstances of the time (e.g. Alberta’s 2009-10
Energy Industry Drilling Stimulus). Either way, policy makers may wish to engage in periodic reviews
of their countries’ support measures as changing circumstances can render certain provisions obsolete
or not suited to current challenges.
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3.3. Consumer support for fossil fuels in the broader context of energy taxation

As Chapter 2 pointed out, tax-expenditure estimates are subject to a number of built-in
assumptions and caveats that have a bearing on the interpretation of support amounts. Although the
Inventory contains many more policies than just tax expenditures, the latter’s prevalence is enough to
make direct international comparisons difficult, and this imposes strong limitations on the kind of
analysis that can be undertaken with the database. A crucial aspect concerns differences in rates of tax
that exist across countries since higher rates increase tax expenditures other things equal. Another
relates to the scope of what countries consider to be tax expenditures. Together with the size of
economies (e.g. as measured using countries’” GDP), one could expect those factors to influence the
total amounts of support different countries provide.

To account for this possibility, the analysis expresses total consumer support (i.e. total CSE by
country) relative to the energy component of the revenues countries derive from environmentally
related taxes.” Using those revenues as a scaling factor should account for both the size of countries
(larger countries raise more revenues all other things equal) and countries’ general attitude toward
energy taxation (higher rates generally mean higher revenues). Further adjustments are then made to
improve comparability, such as removing tax expenditures relating to the lower taxation of diesel fuel
for road use relative to gasoline, where such measures are considered tax expenditures. Not doing so
would exaggerate the importance of consumer support in countries that treat this tax differential as a
tax expenditure (Denmark, Finland, Norway, and Sweden), thereby penalising transparency in tax-
expenditure reporting.® Figure 3.3 shows the numbers thus obtained.

Figure 3.3. Total consumer support (CSE) expressed as a share of the energy component
of environmentally related tax revenues

Average for 2010-12
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Notes: *The data for Australia include the country’s large Fuel Tax Credits, which alone explain the relatively high
ratio observed for that particular country. This measure serves to rebate some of the excise taxes that businesses
pay on their purchases of fuel there. Data for Brazil and Greece are for the period 2010-11 only.

Tax rates would appear to be just one of many factors behind consumer support expressed in
relative terms. Unsurprisingly, the data indicate that consumer support relative to environmentally
related tax revenues tends to be higher in partner economies than in OECD countries. This reflects in
part a lesser reliance on environmental taxation (and taxation in general) in the former group, along
with higher consumer support there more generally. Less obvious are the relatively large ratios
observed for some OECD countries having higher rates of energy taxation. This is especially so in
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view of the weak correlation that exists between total consumer support as a percentage of GDP and
the average effective rates of tax on energy use calculated by the OECD’ (Figure 3.4), which suggests
that tax rates are not the main determinant of consumer support expressed in relative terms. What this
result might indicate though is a higher reliance in these countries on tax expenditures for targeted fuel
usages. As explained before, caution is, however, required in interpreting the ratios in Figure 3.3 since
differences remain in how countries define their tax expenditures, and this even though adjustments
were made to improve comparability. These problems are considerably more severe for producer
measures. No attempt was therefore made to undertake a comparable exercise for producer support
(PSE).

Figure 3.4. Tax rates are not the main determinant of consumer support

Total consumer support (CSE) as a percentage of GDP and
average effective rates of tax on energy use (2012)
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Notes: *The data for Australia include the country’s large Fuel Tax Credits, which alone explain the
relatively high ratio observed for that particular country. This measure serves to rebate some of the
excise taxes that businesses pay on their purchases of fuel there. Data on average effective rates of tax
on energy use come from OECD (2015b). Tax rates are as of 1 April 2012, except 1 July 2012 for
Australia and Brazil and 4 April 2012 for South Africa. For that reason, the rates for Australia include the
carbon tax that was subsequently repealed effective 1 July 2014. Rates for Canada, India, and the
United States include federal taxes only.

3.4. Conclusions and policy implications: Paving the way for reform

The overall impression conveyed by the data compiled for this 2015 edition of the OECD
Inventory is one of progress. Compared with the previous edition released in January 2013 (OECD,
2013b), for which the data stopped in 2011, total support for fossil fuels in OECD countries clearly
exhibits a downward trend. With the new addition of estimates for a selection of partner economies
(Brazil, China, India, Indonesia, the Russian Federation, and South Africa), this 2015 edition makes it
possible to observe that a notable decline in support has also been underway in these countries since
2012. Underlying this decrease in support are two intertwined phenomena: the recent decline in
international oil prices (Figure 3.5), an exogenous factor, and the actual reform efforts of several

OECD COMPANION TO THE INVENTORY OF SUPPORT MEASURES FOR FOSSIL FUELS © OECD 2015



48 - 3. TRACKING PROGRESS IN REFORMING SUPPORT FOR FOSSIL FUELS

governments. This chapter has highlighted many such efforts, including the recent steps taken by
Mexico, Indonesia, and India, three countries that have drastically reduced their support for the
consumption of petroleum fuels.

Although progress is notable, the Inventory shows that there remains plenty of room for reform.
The context is also not one for complacency. Global GHG emissions are still largely above the levels
required for limiting average temperature increases. Recovery from the Great Recession of 2008-09
remains slow and difficult by historical standards. Fiscal positions continue posing a challenge to
policy makers in many countries as they struggle to identify opportunities for cutting spending and
raising more revenues, and this without adding to alarmingly high levels of unemployment. In this
context, the reform of measures supporting fossil fuels appears more relevant than ever. Care should
nevertheless be taken to ensure that reforms do not add to the plight of the poorest. Reforming support
for fossil fuels will thus often form part of a broader strategy mobilising different parts of the
government, including social assistance where necessary.

Figure 3.5. The evolution of international crude-oil prices, 2008-15
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Source: |IEA (2015b), IEA Energy Prices and Taxes Statistics (database).
DOI: http://dx.doi.org/10.1787/ene-pric-data-en.

In today’s context, some countries may view support for the production of fossil fuels as a
relatively easy way to increase future revenues (through higher royalties, resource taxes or severance
taxes) and employment. It is indeed common for countries that are relatively well endowed with
natural resources to fine-tune their tax system and adjust government take so as to improve the
economics of particular projects and encourage more extraction of fossil fuels than would otherwise
be the case. In normal times, this could be regarded as conventional practice, or at least acceptable
practice, if only considerations of resource rent and energy security were involved. The times are,
however, not normal, and efforts to curb GHG emissions worldwide remain insufficient to date. This
therefore raises the question of the appropriateness of certain policies seeking to encourage the
extraction of fossil fuels. Most policy discussions have so far centred on the consumption of fossil
fuels but the time is likely ripe for starting a discussion on the production side too. It is particularly so
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as the low prices for hydrocarbons and coal that have prevailed in the first half of 2015 have strongly
curtailed the revenues of extractive industries worldwide, which accentuates the pressures on
governments to support fossil-fuel producers.

More generally, support measures were historically introduced for various reasons, each policy
having its own raison d’étre. Some were introduced to explicitly encourage the production or use of
fossil fuels. Others were adopted with a very different purpose in mind. Either way, governments
should periodically reassess those measures against their initial objectives and in light of today’s
changing economic and environmental landscape. Other better-targeted policy instruments likely exist
and would offer suitable alternatives for meeting the stated policy objective(s). This is, for example,
the case where measures seek to support the incomes of households by means of lower fuel taxes or
direct energy subsidies. Given the objective of helping households, policies that directly support low
incomes (e.g. redistribution through the normal income tax system or means-tested assistance) and
those that improve the energy efficiency of buildings and appliances would likely do a better job than
measures encouraging the consumption of energy.

Notes

1. Henceforth “China”.

2. Figure A.1 in the Annex shows the composition of support by fuel and by indicator for each
country.
3. See Chapter 2 for an explanation of the concept of formal or statutory incidence.

4. These policies include the Strategic Petroleum Reserve (1975), the Low-Income Home Energy
Assistance Program (1981), the Alternative Fuels Production Credit (1986), the Expensing of
Exploration and Development Costs (1986), and the Exception from Passive Loss Limitation
(1986).

5. Data on the revenues countries derive from environmentally related taxes — which include
taxes related to the use of energy, motor-vehicle taxes, and other environmental fees and levies
(e.g. on waste and water use) — are regularly collected by the OECD and made available
through the Organisation’s Database of instruments used for environmental policy
(www2.oecd.org/ecoinst/queries/).

6. Belgium’s tax expenditure in relation to gasoil used in the residential sector, which uses as a
benchmark the country’s relatively high tax rate for diesel fuel used on roads, is similarly
removed to improve comparability.

7. Those rates are the ones calculated for the companion publication Taxing Energy Use 2015:
OECD and Selected Partner Economies (OECD, 2015b). See Box 2.3 in Chapter 2 for more
details.
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Annex A

Table A.1. The IEA’s classification of fossil fuels

Broad category IEA Short name IEA full name

Solid fuels ANTCOAL Anthracite

BITCOAL Other bituminous coal

BKB BKB

BROWN Brown coal (if no detail)

COALTAR Coal tar

COKCOAL Coking coal

GASCOKE Gas coke

HARDCOAL Hard coal (if no detail)

LIGNITE Lignite

OILSHALE Qil shale and oil sands

OVENCOKE Coke oven coke

PATFUEL Patent fuel

PEAT Peat

SUBCOAL Sub-bituminous coal
Liquid fuels and associated Additives and blending
products ADDITIVE components

AVGAS Aviation gasoline

BITUMEN Bitumen

Crude, NGL, or feedstocks

CRNGFEED (if no detail)

CRUDEOIL Crude oil

ETHANE Ethane

JETGAS Gasoline type jet fuel

LPG Liquefied petroleum gases (LPG)

LUBRIC Lubricants

NAPHTHA Naphtha

NGL Natural gas liquids

NONBIODIES Gasoil or diesel oil, excl. biofuels

NONBIOGASO Motor gasoline excl. biofuels

Kerosene type jet fuel excl.

NONBIOJETK biofuels

NONCRUDE Other hydrocarbons

ONONSPEC Other oil products

OTHKERO Other kerosene

PARWAX Paraffin waxes

PETCOKE Petroleum coke

REFFEEDS Refinery feedstocks

RESFUEL Fuel oil

WHITESP White spirit & SBP
Gaseous fuels BLFURGS Blast furnace gas

COKEQOVGS Coke oven gas

GASWKSGS Gas works gas

NATGAS Natural gas

REFINGAS Refinery gas

Source: Adapted from the IEA, wds.iea.org/\WWDS/tableviewer/document.aspx?Fileld=1496.
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ANNEX A - 61

m Coal

Figure A.1. Composition of total support by fuel (left) and indicator (right)
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