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Presentation Structure 

• Definition of subsidy and EHS
• Relevant questions for policy making in the 

evaluation of EHS 
• Methodology of the test 
• Strengths of the OECD tools 
• Results of the evaluation  
• Recommendations for practical use 
• Proposed guidance 
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The context 
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The context 
In the policy jungle – various subsidies exist : 
• Subsidies that are clearly negative (e.g. fossil fuels)
• Subsidies that less clearly negative (e.g. nuclear energy)
• Subsidies to redress market failures (e.g. rail)
• Subsidies to generate environmental benefits (e.g. 

payments to farmers for ecosystem services)
• Even subsidies apparently benign but with ambiguous 

effects in the policy milieu (e.g. subsidies for 
modernisation of fleet + decommissioning)

• Subsidies that are difficult to identify or that are not even 
considered as such depending on who is looking at 
them…
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Definition and measurement 

Definitions of a subsidyType of Subsidy

ESA WTO OECD Pieter
s

On-budget subsidies

Direct transfer of funds, e.g. grants X X X X
Potential direct transfers of funds, e.g. 
covering liabilities

X X X

Off-budget subsidies

Income or price support X X X

Government revenues due are foregone 
or not collected, e.g. tax credits

X X X

Tax exemptions and rebates X X

Regulatory support mechanisms, e.g. 
feed-in tariffs, demand quotas

X X

Implicit income transfers resulting from 
a lack of full cost pricing

X

Two broad 
categories 
(OECD):

On budget:
clearly visible 
in countries’
budgets or 
estimated 
from budget 
accounts 

Off budget: not 
accounted for 
in budgets

Source: based on OECD, 1998 and 2005 
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Environmentally harmful subsidies 

All other things being equal, the [environmentally 
harmful] subsidy increases the levels of 
output/use of a natural resource and therefore 
increases the level of waste, pollution and natural 
exploitation to those connected (adapt. from OECD)

An EHS is a result of a government action
that confers an advantage on consumers 
or producers, in order to supplement their 
income or lower their costs, but in doing 
so, discriminates against sound 
environmental practices. (OECD)
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Important messages

• Definitions vary depending on the purposes (e.g. trade, 
budget, policy)

• There is a need for awareness that analyses using different 
definitions could lead to different conclusions 

• Policy makers considering new subsidies or considering 
reforming existing subsidies are likely to need to understand 
the linkages between the existing subsidies and the 
underlying economic and environmental reality – and will 
need tools/methods to help…
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Index 

• Aim of the test 
• Methodology of the test  
• Results of the evaluation  
• Recommendations for practical use 
• Proposed guidance 
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Relevant questions for policy makers 

• Is the subsidy likely to have a significant 
impact on the environment?  

• Will the EHS reform bring environmental 
benefits? 

• Which EHS would bring the most benefit from 
reform and so should be prioritised?

• What EHS reform will make people better 
off? 

QUICK SCAN 

CHECKLIST 

Integrated 
assessment 
framework 

RELEVANT QUESTIONS IN POLICY MAKING OECD TOOLS 

What do policy makers need to know to address the EHS issue? 
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Aim of the test 

• To assess to what extent are the tools effective in 
enabling decision making on the EHS reform? 

• How policy makers could use them as ‘quick scans’.
• Assess the strengths and weaknesses of the tools.
• Build on this exercise to provide: 

– Recommendations on their use 
– Improvements to make the tools operational and easier to use 
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Scope of the evaluation 

• Effectiveness 
• User friendliness 
• Data intensity 
• Comparison: gaps and links 
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Methodology of the test 

• Developed step-by-step guidelines on the use of the 
tools 

• Applied them using case studies
• Analysed one subsidy at the time 
• Using readily available data and literature
• No models - some economic thinking and 

quantification of first order effect 
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Case studies 

• VAT reduction for domestic energy consumption
in the UK 

• Fuel tax exemptions for biofuels in Germany
• Nuclear energy: decommissioning subsidies in 

Germany 
• Fuel taxes: diesel vs petrol in Austria, the 

Netherlands and the UK 
• Company car taxation in the Netherlands 
• Irrigation water subsidies in Spain 
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Results: the OECD tools’ strengths 

• Effective initial screening tools 
• Avoid resource intensiveness / rigidities of general 

equilibrium models or CBA 
• The tools can be applied at different level of detail
• Identify and un-bundle linkages
• Highlight areas where further detailed empirical 

analysis is required 
• Prioritise EHS reform on the basis of benefits of 

removal 
• Applicable to all sectors and to all subsidy types 
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Lessons learned

• When large subsidies with significant indirect impacts will 
need the use of models 

• Need availability of micro/macroeconomic studies
• Require some expert judgement
• Need further guidance
• Missing links: counterfactual; synergies with other 

subsidies/policies; trade issues; competitiveness; SMEs; 
public health. 

• Overlaps: especially quick scan and checklist.
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Recommendations for improvement

• Integration of the tools 
• Develop into step-by-step guidelines  
• Develop further guidance 
• Guidance on how to calculate the level of subsidisation
• Include missing links (at least enquire if they exist and 

are likely to be important) 
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Questions? 

• Have you used the OECD tools? 

• Are they clear and robust methodologies?

• What are, in your opinion, the strengths and 
weaknesses of the OECD tools (consider their 
use by policy makers)?
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Proposal for a streamlined tool 

• Building on the critical appraisal and other work done 
on the subject (UBA, TEEB)

• A step-by-step operational approach
• Each step including guidelines
• Employable at different levels of detail depending on 

resources available
• Accompanied by a recipe book for the calculation of 

the size of subsidy



20

Key word: accessibility  

• Operational 
• Practical 
• Effective 
• Not resource intensive, but rigorous
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The three phases 
Screening Broader assessment 

Quick 
scan + 
checklist 

Integrated 
assessment 
(considering 
trade offs)

There are 
potentially 
significant 
environmental  
benefits  from 
the 
removal/refor
m of the 
subsidy

Analysis of 
reform options  

YES

NO

Project contributions

Do not
remove/refo
rm subsidy
on 
environmen
tal grounds

Prioritisation 
of EHS with 
significant 
benefits from 
reform 

Consider 
trade offs 
soc/ econ/ 
env.  

Criteria for reform

Political feasibility 
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Phase 1: Screening  
Screening

Quick scan + 
checklist 

There are potentially
significant
environmental
benefits from the 
removal/reform of the 
subsidy

2) Does the subsidised activity
handle environmentally harmful
substances or natural resources? 

Recipe book on the 
calculation of 
subsidy level
indicators

Integrated: 
- Definition of the   
counterfacual

Useful guidance:
table on economic
mechanisms and 
impact of removal

NO

Do not remove/reform
subsidy on 
environmental grounds

1) Is there a subsidy? 

3) What is the size of the 
subsidy? 

4) Does the subsidy lead to
higher production / 
consumption?
5) What is the environmental
impact of the subsidy?  
6) Are there more benign
alternatives are available now or 
emerging? 

7) Are there calls for reform? 
Are there obstacles to reform?

Broader assessment

Integrated assessment
(considering trade offs)

YES

Result: Are there
potentially
significant
environmental
benefits from the 
removal/reform of 
the subsidy?
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Phase 2: Broader assessment  

EHS removal
/reform options
analysis

Integrated assessment
(considering trade offs)

Subsidy objectives

Are they met? 
Effectiveness

Cost effectiveness

Incidental impacts

Analysis of 
alternative policies

Are they still valid? 
(Policy relevance)

YES

NO

YES

NO

Do not remove/reform
subsidy for now?

Integrated: 
Additional impacts
(trade, 
competitiveness
SMEs, health)  

Long term effectiveness

Broader assessment

Result:
establish
trade offs soc. 
/ env. / econ. 
dimensions of
the subsidy
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Phase 3: Analysis of reform options 

• Outline policy reform options 
• Identify likely impacts on economy, trade, social groups, 

environment 
• Plan reform on the basis of:

– Good governance principles 
– Consideration of political economy issues 
– Communication/stakeholders engagement needs
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Questions?

• Do you think the methodology outlined is clear and 
robust? 

• Is it practical given the availability of data?
• What changes to the methodology would you 

recommend to make it more usable in the policy 
making context? 

• Other issues?



26

Thank you

www.ieep.eu

IEEP is an independent not for profit institute dedicated to 
advancing an environmentally sustainable Europe through 
policy analysis, development and dissemination.
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