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Bi-annual
GREEN THOUGHTS
From Centre of Excellence in Environmental Economics

Greetings from the Centre of Excellence in Environmental Economics at Madras School of
Economics, Chennai. The newsletter summarizes the work being done on three ongoing projects at
the Centre. Over the past six months several events were also organized by the Centre as part of the
projects and towards identifying new research topics.

The focus section of this issue of GREEN THOUGHTS summarizes the deliberations made at, (a)
a brain-storming workshop on Ecanamics of Climate Change Adaptarion, jointly organized by MSE,
MSSRF and SANDEE; and (b) a Round-Table consultation on Eco-taxes and GST organized by
MSE as part of its on-going work on the same subject. The Economics of Climate Change Adapration
m India — Research and Policy Challenges Ahead — by K.S. Kavi Kumar, Priya Shyamsundar and A.
Arivudai Nambi, by way of summarizing the workshop identifies research priorities, policy gaps and
capacity building needs with focus on agriculture and water and costal sectors in India. Ishwarya
Balasubramanian and Asha Mariam Abraham in their article, Integratimg Eco-Taxes in the GST
Regime — Issues, summarize the discussions held during the Round-Table and flag several thorny
issues that need further research and policy discussions before implementing GST regime in India.

As has been the practice in the previous issues of the newsletter, interesting information through
the box items is compiled by Sukanya Das, Asha Mariam in her short statistical piece compares the
price of fossil fuels across countries. Kamaleswari complied the details on conferences, publications
cte.

We welcome your feedback.

- Editorial Team
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ONGOING PROJECTS

Eco-Taxes and GST

Pollution has serious implications for economic growth and welfare because of its
impact on health, resource depletion, and natural calamities linked to climate
change. Though 1t is well established that market based mstruments for pollution
control (such as taxes, subsidies and trading instruments) have many desirable
properties compared tw the command-and-control mode of environmental
regulation, many countries including India still use the latter.

Madras School of Economics has been advocating for use of eco-taxes and eco-
subsidics for effective environmental management in India. Carefully designed use of
these instruments provides a framework in which the central and the state
governments can develop a coordinated intergovernmental approach to tackle issues
of pollution in the light of India’s growth requirements while keeping pollution within
acceptable limits. Eco-taxes are not meant to be a revenue-augmenting device,
Instead, the idea is to change the structure of taxation without putting additional
burden on the tax payers. They reduce the use of resources and pollution by making
them more expensive. At the same time they facilitate reduction of distortionary
taxes on labour and capital, making them cheaper, leading to increased output,
employment and resource productivity. Many European countries have now started
extensively using a number of eco-taxes for controlling pollution and meeting
environmental targets including those relating to climare change.

India is presently undertaking major tax reforms for the taxation of goods and
services, which will integrate taxes like State VAT, CENVAT, service tax, and a host
of other small taxes on goods and services, and replace these by a comprehensive
goods and services tax (GST). The design of the new rax system requires bringing on
board the environmental considerations so that many future changes in GST regime
are not called for as in the European countries where VAT has been in existence for
some time and environment taxes are new additions. In the GST regime,
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environmental taxes may have to be levied as non-rebatable cesses or surcharges or at
rates that are higher than the core rate of GST. Since it implies an exception to the
normal GST norm, the number of polluting inputs and outputs that can be subjected
to such differential treatment has to be limited.

As part of the studies on eco-taxes and GST regime, MSE has recently submitted a
discussion paper coupled with detailed technical appendices to the Ministry of
Environment and Forests in November 2009, This constituted the draft final report of
the project undertaken with funding from the Ministry. D D.K. Srivastava,
Dr. K.S. Kavi Kumar and Dr. C. Bhujanga Rao worked on this project.

In another ongoing project on the subject MSE is funded by the British High
Commission. This two and half years project aims ar integrating eco-taxes in the
emerging GST regime along with appropriate eco-subsidies to foster sustainable
development in India. During the past six months a memorandum was submitted to
the 13 Finance Commission as part of project and two Round-Table consultations (in
Chennai and Delhi) were held with policy makers, think-tanks and industrialists to
develop consensus opinion on the need to integrate environmental considerations
into the GST regime. The project team includes Dr. DK, Srivastava,
Dr. K.S. Kavi Kumar, Dr. Brijesh Purohit, Dr. C. Bhujanga Rao, Dr. Bodhisattva
Sengupta, Ms. Asha Mariam Abraham and Ms. Ishwarya Balasubramanian.

The annual fund $100 billion that rich countrigs have agreed to mobilize by
2020 to help developing nat address climate change is "a very mod
sum’”, accarding to Prof. Nicholas Stern who is a membe h-level panel
that will work out how to raise the 'ﬂ\,’]Fy hf— 2 from & recent
paper dealing with climata change L of meating the
Millennium Developrment Goals in Africa cc:uld increase round 40 percent,
equivalent to $28 billion a year for the next decade. "If that were scaled up to
include the support developing country’s need to limit growth in their carbon
emissions and introduce renewable energy and green technologies, “you get
intothe few hundreds of billlons (of dollars)”, Stern said
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ONGOING PROJELCTS

Trade and Environment

Trade and Environment: India's Exports of Textile and
Textile Products and Environmental Requirements

Indian textile industry is the second largest employer after agriculture, employing
more than 35 million. It contributes about 14% to industrial production, 4% to the
GDE and 17% to the country's export earnings, In addition to such an important role
in Indian economy, this sector has been doing reasonably well even in the wake of the
recent global financial crisis. Spinning and weaving sectors grew 5% in real terms
(Sq Mtrs of cloth and Kgs of yarn) in 2007-08 vis-a-vis 2006-07. Further, the
production of fibre, yamn and cloth has shown a positive growth during April 1o
November 2009. Even the exports, which had been declining until June 2009, have
started growing since then.

Industry has also been striving to meet the national and international environmental
requirements. Such requirements are of different types: some of them are product
standards {e.g. marker access restriction on Azo dyes since mid-1990s by the EU);
others are process standards (e.g. Environmental regulations, 1SO 14000 and
environmental process standards are required by many EU importers). While the
product standards merely concern about the health/environmental implications of
the end-products, the process standards are about the technologies, methods and
processes involved in producing them. For meeting the product standards, the firms
face challenges in terms of finding cost-effecrive eco-friendly alternatives, As for the
process standards, they have to invest in abatement technologies. In either case, the
industries incur enormous abatement costs, which might have some impact on their
cost competitiveness, while making them more competitive in terms of quality and
environmental standards globally. Further, the investment and maintenance costs of
the abatement rechnologies such as Effluent Treatment Plant (ETPs} are usually too
high for the small-scale and unorganized sector firms, which is a very significant part
of the textile and apparel sector in India,
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In this ongoing study, an attempt has been made to estimate the total pollution
abatement cost in Indian textile sector. Also, an analysis was done to assess the
relative effectiveness of the natural dyes in controlling the pollution and reducing the
pollution abatement costs, The total abatement cost of using natural dyes varies
between Rs. 5 to Rs. 10 per kilogram of textile good dyed. Using natural dyes are likely
to reduce the operational costs of the ETPs that have already been established,
because the pollution parameters of the effluent from natural dyeing are far lower and
hence need far less intense treatment, which translates into reduction in the cost of
abatement. In extreme cases, use of natural dyes might even mean that no ETP is
required, as the effluent could be treated using far cheaper methods like adsorption
using waste materials, which are more effective when the effluent has reasonably low

COD.

Using the abatement costs computed, the study is currencly analyzing various possible
scenatios in the GTAP (Global Trade Analysis Project) Computable General
Equilibrium (CGE) Maodeling framework to evaluate the economy-wide impacts on
trade and welfare of complying with environmental standards by Indian textile sector.
This is 2 multi-regional and multi-sectoral model, so it can trace various linkages in
the domestic and international economy.

The project is funded by the Ministry of Environment and Forests, Government of
India and is expected to be completed by June 2010, The project team includes, Dr.
K.S. Kavi Kumar, Dr. Zareena Begum and Dr. Sukanya Das. The project team is taking
inputs from Dr. G. Badrinarayanan, Centre for Global Trade Analysis, Purdue
University. The field work is being carried out by Dr. Zareena and Mr. Kalaiselvan.

Tourists enter ng Mussoorie now have to pay eco-taxes upon entry into the

e

Queen of Hills. The tax of Bs 100 from heaw vehicles and F TOM Cars

and jeaps will be levied by Mussoorie Municipal Board either through its

employees or contracted agents from motorists at Kolhukhet —

Mussoorie's entry point







