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Abstract

The study focuses on investigating the environmental taxation practices and their revenue
performance in Ethiopia. It adopts a mixed methods research approach to address the broad
objective through answering research questions and specifically, it uses quantitative (surveys
of structured review of documents), in-depth interview together with documentary analysis.
The study statistically analyzes the data elicited from documents. It also supports the result
from survey by the results from in-depth interviews and document studies. The results of this
study reveal that there is no explicit environmental tax in Ethiopia but there exist
environmental tax bases which categorise these taxes as environmental tax. The result also
identifies that these tax has revenue contribution for the country also it identifies the
percentage of these taxes to the total revenue as well as tax revenue is high. And that there
are various activities in Ethiopia in which this taxes could be introduced. Moreover, the
result identifies the tax can be used as a source of fund for environmentally beneficiary
projects. As a whole, the study suggests that laws need further guiding principle and
manuals; strict implementation of prior laws like environmental impact assessment is needed
also a series of measures which could be taken by the government policy makers and

regulators.
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Chapter One: Introduction

Chapter one: Introduction

Now a day, with the growing number of the population and various types of activities and
industries i n t he e conomy e nvironmental da maging a ctivities a re a Iso r ising. M oreover
environmental de gradation is a hazard to the a ttainment of sustainable de velopment. This
Environmental ideas or concepts are not so lely restricted to natural science. T he different
environmental pr oblems a nd a ssociated s tudies a re inviting i ndividuals f rom fields 1 ike
engineering, ¢ conomics a nd accounting ( Bennett 2004 ). One s uch area, i n the field of
accounting is environmental t ax. Environmental t axes ar e fees 1 evied for t he p urposes o f
raising revenues and/or altering the behaviour of economic agents’ vis-a-vis the environment

(Bluffstone 2004).

In di fferent c ountries there are s tudies r egarding e nvironmental taxes. S terner and K 6hlin
(2003) pr ovides an ove rview and a di scussion of e nvironmental Taxes in E urope. Parry
(2011) focused on Mauritius (a pioneer in the use of green taxes) to illustrate how existing
taxes, especially on fuels and vehicles, could be reformed to better address these externalities.
Mugalula (2009) assessed U ganda’s E nvironmental T axation. A 1l h ave s hown w hy t here
should be a deviation from the normal tax basis or why these taxes should be introduced also

the rationales for using such taxes in different countries.

However, s tudy regarding e nvironmental t ax i n E thiopiai s low; t herefore this s tudy
contributes to the knowledge concerning the environmental taxes in Ethiopia by investigating
different aspect and provides baseline data for further research. Therefore the major objective
oft he s tudy isto investigate the e nvironmental t axation pr actices a nd t heir r evenue

performance in Ethiopia.

The pur pose of t his ¢ hapter is to pr ovide b ackground i nformationont he study. T he

remaining p arts o ft he ch apter are o rganised as f ollows: T he f irst sec tion pr esents
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introduction of the thesis. While the second section sets out statement of the problem. The
purpose statement is presented in the third section. This is followed by the research questions
in the fourth section. The fifth, six and seventh sections present significance, scope of the

study and structure of the thesis.

1.2 Statement of the problem

The environmental issues have become the topics of discussion for many professionals and
politicians. This is because there is a growing concern among many, that with the current
manner and rate of consumption of natural resource most will be exhausted. Some countries
are consuming so much and generating too much waste due to this consumption be haviour
and due t ot he i ndustries t hat a re m anufacturing t hese ¢ onsumer go ods us ing p olluting
technologies and environmentally below standard processes. Moreover, some industries like
mining h ave be en c ausing gr eat damage or ha rm t han be nefit e specially i n de veloping

countries (Madeley 2008). This process will continue if it remains unchecked.

Accordingly, Ethiopia’s forests are depleted and this releases considerable amounts of carbon
dioxide (CO?). C hanges in cl imate an d g roundwater | evels, as w ell as t he r esulting so il
erosion and landslides, put even more pressure on local communities to clear further forested
areas in order to gain new land for agriculture and grazing. If this continues, E thiopia will
have lost its remaining forests by 2020 (Hennigs 2011). In addition, in Ethiopia from flower
exports the country profits, billions of Ethiopian Birr or millions of dollars. However, to run
the flower farms and make them fully operational, various types of chemicals and pesticides
are applied to cultivate land coverage of the farm area. And as Gedion (2011) indicated that

these chemicals are hazardous, and are carcinogenic to human and pollute the environment.

Despite this forest and land degradation, there is also a growing concern about the behaviours

of s ome of the industries or ¢ ompanies pr oducing di fferent pr oducts. Some are dumping



Chapter One: Introduction

poisonous a nd non -degradable w astes d irectly i nt o1 ocal r ivers, ca using g reat d amage
especially in the dow nstream 1 ocalities. For ex ample Gedion (2011) indicated that Wonji,
Wonji Shoa, Metheara and Akakai are industrial towns of Ethiopia. In Wonji and Metehara
sugar p roduction factories ar e r esiding; w hereas i n A kaki B eseka sm all t extile and metal
industries ar e 1 ocated. T he river water of such town is heavily pol luted by t he ha zardous

wastes generated from the industries also there exists noise pollution (Gedion 2011).

Moreover, in Addis Ababa the present Dry Waste Management system relies entirely on the
municipality w hich is e xpected to provide the full range o f waste c ollection and disposal
(Tadesse 2 004). F or example B eyene ( 1999) quoted w hile w alking on the c ity from any
corner all public spaces like road sides and open spaces attest eye-catching piles of garbage,
flying 'festal' (which is increasingly us ed for packaging), rubbish, ¢ onstruction de molition
and m oved-earth f rom n ew ¢ onstruction s ites | ittering th e u rbans pace indefinitely.
Obnoxious odours emanating from decomposing solid wastes, semi-liquid and liquid wastes

are sickening all citizens (Beyene 1999).

Such pollution problems in developing countries are of growing concern, particularly air and
water pollution in rapidly growing urban areas. In addition there is inadequate public good
infrastructure f or t reating a nd di sposing of waste pr oducts. T his I ack i s due inpart to

inadequate levels of tax revenue in developing countries (Bruce and Ellis 1993).

There is a g reat debate about ‘pollution haven’ principle which states that dirtier industries
travel or shift their industries to countries where environmental regulations are non-existent
or not strict. This might be difficult to examine, but one can find many situations where the
same company operating in the west and in the global south or poor countries using different

technology in terms of environmental standard (Ruffin 2012).
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Without policies to address this type of pollution one country could not reach the intended
development. As environment is forall it has to be protected to gain more out ofito r to
develop in to urban so this problems has to be addressed. Environmental tax which in many
occasions o verlooked c an s erve to pr otect t he e nvironmental degradation. Implementing
environmental t ax, apartf roms erving the above m entioned pur poses, improvet ax

performance. However, in Ethiopia environmental tax did not get the required attention.

With re spect to e nvironmental ta xation it is b elieved t 0 a void or ¢ hange be haviours of
taxpayers. But taxpayers need to be able to understand what the environmental tax seeks to
achieve, how it is levied and what behaviour is needed to avoid paying it and so on. A shift in
focus of t he e nvironmental m ovement from simply s etting non -legally bi nding rules a nd
regulations towards financing of environmentally beneficial projects is necessary. Therefore,
those problems in E thiopia call for extensive research on environmental taxation practices

and the revenue performance in Ethiopia.

1.3 Purpose statement

In the context of the problems hi ghlighted a bove, t he b road obj ective of the studyisto

investigate the environmental taxation practices and their revenue performance in Ethiopia.

1.4 Research questions (RQ)

In or dert o a chieve t he a bove br oad obj ective, the researcher d eveloped f ive r esearch
questions:

RQ1. What environmentally related taxes are currently operating in Ethiopia?

RQ2. What is the revenue performance of environmental taxes in Ethiopia?

RQ3. What is the environmental taxation practice in Ethiopia?

RQ4. What areas of economic activities are there where environmental taxes could be

introduced?
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RQ5. How are funds generated to finance environmentally beneficial projects in

Ethiopia from environmental taxes?

1.5 Research methods

In order to achieve the main research objective of the study, pragmatic fundamental research
framework was used. That is a p ragmatic worldview w hich freely ch ooses the ap proaches
that best meet the needs and purpose of the research was adopted. Instead of focusing on a
particular a pproach (one ex treme) r esearchers emphasize the research problem and use all
approaches available to unde rstand t he p roblem. F or ¢ ollecting a nd analysing d ata the
researcher uses both qualitative and quantitative approaches, thus mixed method were used.
This mixed methodology approach is to gather data that could not be obtained by adopting a
single method. As a result, the quantitative data were gathered through Survey (S tructured
review of documents) also the qualitative data were gathered through documentary analysis
and in-depth interview with 32 key i nformants from E nvironmental P rotection A uthority,
Ethiopian R evenue a nd C ustom Authority, M inistry of W ater and E nergy, A ddis A baba
University and Ministry of A griculture. Furthermore the method of data analysis used for

qualitative study was description and the quantitative study used descriptive statistics.

1.6 Significance of the study

This study is going to be worthwhile to carry on the various grounds. It facilitates the users of
the output; to understand the role of environmental tax for the protection of the environment.
Besides it is expected to make contribution to the government by indicating prior laws which
require strict im plementation, sincet he g overnmenti s s triving t o € nsure a su stainable
response t o e conomic development a nd ¢ limate ¢ hange. In a ddition, t he s ociety willb e
benefited b y ha ving a wareness a bout e nvironmental r elated t axes pr ovision towards t he

society’s welfare. It will also help those who are engaged in tax administration activities for
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introducing environmental tax in activities that were ignored. Furthermore it might be used as
ar eference f or future r esearch because the st udy documented environmental t axes of

Ethiopia.

1.7 Scope and limitation of the study

The s tudy was conducted on assessing t he en vironmental t ax practices a nd t heir r evenue
performance in Ethiopia. E xtensive assessment of the country’s experience that d ealt with

environment and tax was also completed.

The main problem the researcher faced in this study was information shortage due to little
experience regarding this aspect in the country. Another limitation was that the researcher
could not access quantitative figures on waste fees; the data is not available ex cept for the
past four months. In addition since the interview method was primarily used, the information

may not be free from personal biasness of the respondents.

1.8 Organization of the paper

The thesis is organized in five chapters. T he first c hapter presents the introduction of the
study. Second ch apter p resents r eview o f 1 iterature, whereas, t he third ¢ hapter o utline
methodology of the study and chapter four presents the results and major findings, analysis
and in terpretation. F inally th e lastc hapter shows thes ummary, c onclusiona nd

recommendation.
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Chapter two: Literature Review

The purpose of this chapter is to review the literature in the area of environmental taxes. This
review of the literature establishes the framework for the study and highlights the findings of
the previous studies, which, in turn, help in clearly identifying the gap in the literature and

formulating the research question for the study.

The review has two sections these are section 2.1 which presented introduction and a review
of t he r elevant em pirical st udies o n en vironmental taxes and section 2 .2. presented the

conclusions on the literature review and knowledge gaps.

2.1 Introduction and a Review of Empirical studies

The Organization for Economic cooperation and development (OECD), International Energy
Agency (IEA) and the European Commission (2006) have agreed to define environmentally
related taxes as any compulsory, unrequited payment to general government levied on t ax-
bases deemed to be o fp articular environmental r elevance. T he r elevant t ax-bases i nclude
energy products, motor vehicles, waste, measured or estimated emissions, natural resources,
etc. Taxes are unrequited in the sense that benefits provided by gove rnment to taxpayers are

not normally in proportion to their payments (OECD 2006).

The r equited ¢ ompulsory pa yments t o t he go vernment t hat a re | evied m ore o r less in
proportion t o s ervices provided (e.g. the a mount of w astes c ollected and t reated) c an be
labelled as fees and charges. The term levy covers both taxes and fees/charges (OECD 2006).
Bluffstone (2004) explained that there is a certain amount of confusion regarding the jargon
of en vironmental f ees an d p articularly t he difference between en vironmental ch arges,
royalties and taxes. Environmental charges and royalties are fees paid by economic agents to
governments for publ icly ow ned e nvironmental g oods or ser vices t hey r eceive. E xamples

include forest stumpage fees, land rent, mineral royalties and water charges. Environmental
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taxes, on the other hand, are fees levied for the purposes of raising revenues and/or altering
the be haviour of e conomic agents’ vis-a-vis t he e nvironment. E xamples of e nvironmental
taxes include taxes on pollution e missions by f actories, gasoline taxes and taxes on ot her
environmentally da maging pr oducts a nd t axes on pr oduction i nputs t hat da mage t he

environment (Bluffstone 2004).

This section presents types of the environmental taxes in section 2.1.1; which is followed by
advantage and disadvantage of environmental taxes presented under section 2. 1.2 finally a
review of empirical studies under section 2.1.3.

2.1.1 Types of Environmental taxes

According to European E nvironment A gency (2000) e nvironmental taxes are classified as
follow:

Based on their objectives, environmental taxes are divided into the following categories:

e Cost-covering charges, w hich are aimed at raising r evenue from the users o fthe
environment in order to cover the cost of monitoring or controlling activities. There
are two types of cost-covering taxes:

1. User charges, where the charge is paid for a sp ecific environmental service
provided to the charge payer,

2. Earmarked charges, where the charge is used to cover related environmental
purposes but not in the form of a specific service to the charge payer.

e Incentive charges, aimed at altering environmentally damaging behaviour.

o Fiscal environmental taxes, aimed at raising government income.

o Ecological tax reform is essentially an expansion of fiscal taxes, consisting of a shift
away from income and social contributions and towards taxes on the consumption of

resources and environmental pollution.
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Environmental taxes classified according to their field of operation include:

e energy taxes;

o transport taxes (e.g. taxes on vehicles) and;

e taxes on pol lution and non -energy natural r esources ( €.g. taxes on € missions, non -

energy products, raw materials and waste).

Environmental taxes classified according to their point of application are usually levied on

polluting activities. E xamples i nclude taxes on qua ntities of pol lutants in w astewater (e.g.

Biochemical Oxygen Demand (BOD), Chemical Oxygen Demand (COD)) and air pollution

(sulphur dioxide (SO,), oxides of nitrogen (NOy)).

Classification of taxes according to the tax base is an extension of the classification by fields

of application. For example, it distinguishes between such bases as petrol, diesel, coals, coke

and other energy carriers (European Environment Agency 2000).

Also according to European communities (2001) the following London Group classification

were suggested:

Table 2.1Classification of environmental taxes

Type of tax

Accounting classification

Energy products

Import or sales of vehicles

Agricultural inputs (fertiliser, pesticides)
Individual products (packaging materials,

batteries, tyres, lubricant oils, CFCs, halons, etc.)

Taxes on products (*)

Measured or estimated emissions to air or water,
waste water discharges, waste
Annual vehicle taxes

Noise

Other taxes on production when paid by
enterprises
Other current taxes on income, wealth etc. when

paid by households

Source: London Group (2001).


http://www.ecosmes.net/cm/glossaryTermPreview?ext=1&idterm=217&l=EN
http://www.ecosmes.net/cm/glossaryTermPreview?ext=1&idterm=218&l=EN
http://www.ecosmes.net/cm/glossaryTermPreview?ext=1&idterm=210&l=EN
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Where: (*): taxes on pr oducts includes (1) VAT; (2) taxes and duties on imports excluding
VAT:(import duties and taxes on i mports e xcluding V AT and i mport duties; (3) taxes on

products, except VAT and import taxes

Besides the European C ommunities (2001) a greed t o group e nvironmental taxes into four
categories s uch a s e nergy, t ransport, pol lution a nd r esources. T he s eparate gr oups a re

described below.

Energy taxes: This group includes taxes on energy p roducts us ed for both transport and
stationary purposes. The most important energy products for transport purposes are petrol and
diesel. Energy products for stationary use include fuel oils, natural gas, coal and electricity.
The CO2 —taxes are included under energy taxes rather than under pollution taxes. There are
several reasons for this. First of all, it is often not possible to identify CO2 - taxes separately
in tax s tatistics, b ecause they are i ntegrated w ith e nergy t axes, e .g. v ia di fferentiation of

mineral oil tax rates.

In addition, they are partly introduced as a substitute for other energy taxes and the revenue
from these taxes is often large compared to the revenue from the pollution taxes. This means
that 1 ncluding C O2 -taxes w ith p ollution ta xes ra ther th an e nergy t axes w ould d istort
international ¢ omparisons. I ft hey are identifiable, C O2 -taxes sh ould b e r eported as a

separate category next to energy taxes. S O2-taxes may be subject to the same problem as

CO2-taxes but should be recorded under the category pollution.

Transport taxes: This group mainly includes taxes related to the ownership and use of motor
vehicles. Taxes on other transport equipment (e.g. planes), and related transport services (e.g.
duty on charter or scheduled flights) are also included here, when they conform to the general

definition o f e nvironmental taxes. The t ransport t axes m ay be ‘ one-off” t axes r elated t o

10
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imports or sales of the equipment or recurrent taxes such as an annual road tax. Taxes on

petrol, diesel and other transport fuels are included under energy taxes.

Pollution taxes: This group includes taxes on measured or estimated emission to air and
water, m anagement of s olid w aste and noi se. An e xception is th e C O2-taxes, w hich are

included under energy taxes as discussed above. SO2-taxes are included here.

Resource taxes: Under the O ECD/EC de finition, resource taxes typically include taxes on
water abstraction, forest and some raw materials like gravel. Taxes on oil and gas extraction

are excluded from the definition of environmental taxes.

The following table lists the main categories of environmentally relevant tax bases (table 2.1)

This tax base was seen as the only objective basis for identifying environmental taxes for the
purpose of international comparisons. Other possible criteria, such as: the name of the tax, the
purpose s tated by t he t ax 1 egislator, or t he e armarking of t he r evenue f or e nvironmental
purposes h ave proved t o be difficult to usein practice. Many t axes ar e i ntroduced w ith
several pur poses i nm ind, e .g. bot ht o influence be haviour by m aking a pr oduct m ore
expensive to use and to generate revenue. Since the environmental impact of the tax comes
mainly through its effect on relative prices, a tax on e.g. petrol introduced for fiscal reasons
will h ave t he sam e ef fect as o ne that is i ntroduced w ith the st ated p urpose o f r educing
emissions (European Communities 2001).

According to the European Communities (2001) guidelines there are three main reasons why
taxes on the extraction of oil and gases should be excluded: 1) the revenue from these taxes is
important in only a few EU/OECD countries; ii) the tax systems differ between countries; iii)
tax revenue from oil and gas is highly volatile, reflecting fluctuations in the prices of oil and

gas.
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Table 2.2 Tax bases included in the environmental tax statistics framework

Measured or estimated emissions to air
Measured or estimated NOx emissions
SO, content of fossil fuels
Other measured or estimated emissions to air
Ozone depleting substances (e.g. CFC or halons)
Measured or estimated effluents to water
Measured or estimated effluents of oxydizeable matters (BOD, COD)
Other measured or estimated effluents to water
Effluent collection and treatment, fixed annual taxes
Certain non-point sources of water pollution
Pesticides
Artificial fertilisers
Manure
Waste management
Waste management in general (e.g. collection or treatment taxes)
Waste management, i ndividual pr oducts ( e.g. pa ckaging, be verage
containers)
Noise (e.g. aircraft take-off and landings)
Energy products
Energy products used for transport purposes
Unleaded petrol
Leaded petrol
Diesel
Other energy products for transport purposes (e.g. LPG or natural gas)
Energy products used for stationary purposes
Light fuel oil, heavy fuel oil
Natural gas
Coal
Coke
Biofuels
Other fuels for stationary use
Electricity - consumption, production
District heat - consumption, production
Transport
Motor vehicles, one-off import or sales taxes
Registration or use of motor vehicles, recurrent (e.g. yearly) taxes
Resources
Water abstraction
Extraction of raw materials (except oil and gas)
Other resources (e.g. forests)

Source: European Communities (2001)

Where, NOx standsf or Nitrogen O xides, SO, iss ulphur O xides,C FCsa re
Chlorofluorocarbons, BOD and COD are B iochemical O xygen d emand an d C hemical
Oxygen demand respectively, finally LPG is the Liquefied Petroleum Gas.

In some cases the tax base is the measured or estimated amount of emissions of a polluting

substance, such as NOx or S O2. However, itis often di fficult and e xpensive t o measure
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emissions directly, so many taxes are based on proxies for emissions, for example the use of

petrol or fuel oil (European Communities 2001).

2.1.2 Advantage and disadvantage of environmental taxes

According to Fullerton et al (2007) Advantage of environmental taxes includes:

e ‘Static’ efficiency gains through reallocation of abatement: Wheret he co sts o f
pollution a batement va ry a cross f irms or 1 ndividuals, e nvironmental t axes ha ve t he
potential to minimize c osts, for one of two po ssible reasons. O ther p olicy i nstruments
cannot fully differentiate b etween p olluters with different marginal co sts o f ab atement,
and thus may require some forms of abatement with high costs, but taxes provide each
polluter with incentive to abate in all of the least-expensive ways, and thus can achieve a
given level of abatement at lower total abatement cost. Second, taxes can side-step the
need for the regulatory authority to acquire detailed information on individual sources’
abatement costs, and can thus lower the public sector’s costs of regulation (Fullerton et al

2007).

e ‘Static’ efficiency gains through performance incentives: Taxes levied on emissions
provide an incentive for c are and attention in the operation of mandated technologies.
Providing businesses with an incentive to cut emissions can be translated into providing
individuals within the business with similar incentives, and some individuals may be in a
position t o take actions w hich g reatly affect the em issions p erformance o fa g iven

technology (Fullerton et al 2007).

e Dynamic Innovation incentive: Regulatory policies, stipulating that polluters must use
particular t echnologies, or m aintain e missions be low a s pecified | imit, do not provide
polluters w ith a ny e ncouragement t o m ake r eductions 1 n pol lution be yond w hat t he

regulations require (Fullerton et al 2007).
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Robustness to negotiated erosion (‘regulatory capture’): An important c onsideration
in ¢ hoosing be tween di fferent s trategies f or e nvironmental r egulation is t he e xtent t o
which e fficient implementation o fth e p olicy re quires f irm-by-firm ne gotiation of
individual abatement or technology requirements. One key difference between regulatory
policies which set differentiated firm-by-firm targets and the use of environmental taxes
is t hat en vironmental t axes ach ieve a co st-effective di stribution of a batement, t aking
account of the abatement costs of individual firms, while taking a robust, non-negotiated

form (Fullerton et al 2007).

Cost-limiting properties: As compared w ith pol icy instruments w hich ope rate by

defining a quantitative | imit on p ollution, e nvironmental t axes ha ve the a ttraction t hat
they insulate polluters from the risk that regulatory requirements might involve excessive
abatement c osts. T he t ax r ate per unit of e missions places an upper limit ont he unit
abatement cost to be incurred. If abatement turns out to be more costly per unit than the
tax per unit, firms will s imply pol lute and pay the tax, rather t han p aying for c ostly

abatement (Fullerton et al 2007).

Likewise, and again from the perspective of environmental policy, environmental taxes have

a number of identifiable drawbacks and limitations, which will in some cases be sufficiently

important to rule out their use in particular applications.

Uncertain environmental impact: The 1 evel of pol lution a batement achieved by an
environmental tax depends on individual polluters’ responses to the abatement incentive
that the tax creates. It is not possible to guarantee that an environmental tax will achieve a
particular e nvironmental i mpact; pol luters’ be havioral r esponses may be less, or more,
than expected. It will be noted that this uncertain environmental effect is the counterpart

of the cost-limiting property of environmental taxes noted above (Fullerton et al 2007).
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Compatibility with firm decision-making structures: For environmental taxes to lead
to e fficient polluter re sponses, it is n ecessary for firms to d raw to gether information
relating bo th to technology c hoice and to tax payments. F irms c onsidering w hether to
undertake more pollution abatement need to balance the gains, at the margin, in reduced
tax payments, against the marginal costs of abatement. This requires a type of interaction
that may not otherwise be a high priority in the internal organization of the firm, and may
require significant changes to the decision-making structure of the firm, so that tax and
pollution-control technology decisions are taken together. R estructuring the firm so that
such interactions can take place may be costly, and may well not be worth doing if the tax
at stake is small. Firms may not, therefore, respond at all to ‘small’ environmental taxes,
and c onventional regulatory m easures m ay b e m ore ef fective an d— taking de cision-

making costs into account—more cost-effective, too (Fullerton et al 2007).

Lack of experience: In the past, the lack o f experience with environmental taxes may
have be en a s ignificant obs tacle t o t heir a doption i n any p articular p ractical ¢ ontext.
Increasingly, t he obj ection t hat e nvironmental taxes are untried and untested is untrue

(Fullerton et al 2007).

Administration and enforcement costs: First, a pollution tax may require counting tons
of emissions, whereas a design standard simply requires authorities to confirm the use of
a particular kind of pollution control equipment. Second, a general principle of taxation is
that a tax can readily be imposed upon any market transaction such as the sale of a final
good or service, because the invoice can be verified by the other party to the transaction.
Problems a rise w ith a n e nvironmental t ax be cause t he producer e nters no m arket
transaction for deforestation, dumping, or emissions. Trees can be cut without any record

that t hey ev er ex isted. I llegal w aste can b e d umped at midnight. E missions ar e s elf-
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reported. W ithout e xpensive a udits, t hey are r elatively e asy t o hide. Third, how ever,
excise taxes on inputs may be an inexpensive way of regulating polluting processes which
use these inputs. The excise duties levied on mineral oils are a case i n point; there are a
small number o f p etrol c ompanies, a nd th eir a ctivities a re tig htly c ontrolled and well

documented (Fullerton et al 2007).

Geographical differences: If pol lution d amage varies de pending on t he s ource of the
emissions, policy based on a uniform pollution tax applying to different sources will be
liable to result in inefficiency, and source-by-source regulation may be able to achieve a

more efficient outcome (Fullerton et al 2007).

Damaging avoidance activities: Sometimes the en vironmental co nsequences of a n
environmental tax may be adverse, if those subject to the tax respond in a way thatis
more damaging to the environment than unr egulated e missions. F or e xample, a tax on
toxic waste may provide a powerful incentive to reduce as much waste as possible, but it

may also induce illegal dumping or burning (Fullerton et al 2007).

Political Considerations: In the current political climate, a new "tax" might or might not

be politically feasible (Fullerton et al 2007).

Distributional effects: Yet a high fraction of low-income household budgets are spent on
electricity, he ating f uel, a nd t ransportation. Thus e nvironmental t axes a re o ften
regressive. To make matters worse, the gains from environmental protection may accrue
to hi gh-income hous eholds w ho h ave t he m ost “ willingness t o p ay” f or t hat p ublic
protection. A c lean e nvironment m ay be a 1 uxury good. T hus e nvironmental p olicy
reforms must be careful to use a package of changes that account for and o ffset these

distributional effects (Fullerton et al 2007).
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e [Effect on attitudes and perceptions: Environmental t axes m ay h ave ef fects o n
individuals’ attitudes and perceptions that may affect the environmental outcome either

positively or negatively (Fullerton et al 2007).

2.1.3 A Review of Empirical studies

Different a uthors f orwarded t he r easons w hy a ¢ ountry s hould us e e nvironmental t axes.
According to Leicester (2006) the primary rationale for the use of environmental taxes is the
externalities argument. This says that in deciding how much, and in what way, to produce or
consume, a polluter will not take into account the costs imposed on society at large from their
private actions, meaning that, from a socially optimal point of view, too much pollution will
be generated. Environmental taxes may be able to align the private incentives of the polluter
with the socially desirable outcome. They will also conform to the so-called ‘polluter pays
principle’ (PPP) whereby the costs of pollution control are paid by the polluter themselves

and not by society at large (Leicester 2006)

But Bovenberg and van der Ploeg (1994), Bovenberg and Goulder (1996) or Goulder, Parry
and Burtraw (1997) suggest that tax interaction effects increase the gross efficiency costs (i.e.
costs net of environmental benefits) of environmental taxes compared to a first-best world
leading to optimal second-best environmental tax rates below the Pigouvian rate. On the other
hand, revenues from e nvironmental taxes can be used to reduce the distortions of existing
taxes (Terkla 1984, Oates 1995 cited in Bohringer and Rutherford 2002 ) hereby offsetting at

least part of potentially negative tax interaction effects (Goulder 1995).

Taxes of this nature are often called ‘Pigouvian’ taxes after the work of (Pigou 1920), who
first looked at means to correct for negative externalities in this way. It should be noted that,
in general, an optimal level of pollution will be above zero. Reducing emissions has a cost

and, from an efficiency perspective, emissions should only be reduced to the point where the
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cost of reducing e missions by one more unit is equal to the benefit to society of so doing

(Leicester 20006).

There ar e a t1 east t wo r easons d eveloping an d t ransition co untries might w antt o us e
environmental taxes. First, taxes on environmentally harmful behaviour have the potential to
raise revenues for governments. Taxing harmful behaviour like pollution rather than "good"
activities like labour is, of course, appealing. The other main reason for using environmental
taxes is to internalize negative externalities associated with economic activities and to raise
revenues f or e nvironmental pr otection. The transition co untries o f C entral an d E astern
Europe ha ve pa rticularly us ed e nvironmental t axes t o ge nerate f unds f or e nvironmental
investments. Poland’s National Fund for Environmental Protection and Water M anagement,
for e xample, financed a bout $400 m illion in e nvironmental e xpenditures in 1997 (OECD

1999a) (Bruce and Ellis 1993).

Fullerton et.al (2008) provides an overview of key economic issues in the use of taxation as
environmental policy. The authors have some preliminary observations of a general nature
about this field of tax policy, and about the approach they have adopted: Firstly, the focus of
the pa per i s pr imarily ont he e conomic a spects of e nvironmental t axes. [ n a ddition t o
economic considerations, however, both politics and public opinion will play a crucial role in
determining t he scale o faction needed, and the range of accep table m easures. Secondly,
technology i s de veloping r apidly,a nd is ake y issuei nde terminingt het ypes of

environmental taxes that are practicable. T hirdly, environmental policy choices depend on
some key value judgements as well as objective data. Finally, while the primary focus of the
paper is on national tax policy, they cannot neglect a key international dimension to some

major areas of environmental policy-making (Fullerton et.al 2008).
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On the basis of this observation the authors found that Environmental taxes could make a
significant ¢ ontribution t o t ax r evenues i n t wo pa rticular a reas: e nergy t axes a nd r oad
transport congestion charges. In both cases, the available tax base is broad, high tax rates may
be justified by t he environmental externalities, and demand is inelastic (so revenues are not
greatly e roded by be havioural r esponses, pa rticularly in the s hort-term). T he pot ential
revenues from these taxes hold out the possibility of tax reform packages that include tax
reductions and reforms elsewhere in the fiscal system. The political constituency in support
of environmental tax measures c ould create an opportunity for tax reforms that might not

otherwise be politically viable (Fullerton et.al 2008).

Johnstone and A lavalapati ( 1998) reported the di stributional e ffects of e nvironmental t ax
reform. And this report reviews some of the distributional implications of environmental tax
reform in the residential e nergy, road transport and a griculture s ectors. While some of the
most important distributional issues are related to the direct financial burden of the tax, this
study also reviews some of the other distributional implications. In particular, it looks at the
indirect e ffects on go ods a nd s ervices through i nput-outputl inkages, t he p otentially
mitigating e ffects through di fferent forms o f revenue recycling, the distribution of indirect
economic effects such as employment opportunities, as well as the distribution of social and
environmental e ffects s uch a s pe rsonal he alth and e xposure to p ollutants (Johnstone a nd

Alavalapati 1998).

On the basis of the e vidence reviewed it is c oncluded that di stributional ¢ oncerns, w hile
important in many cases, should not prevent or delay the introduction of environmental taxes.
Rather, they should serve as guiding principles in the design of environmental tax reform not
only for their own sake, but also because efficiency objectives and equity objectives can be
complementary i n a w ell-designed pa ckage of e nvironmental t ax r eform (Johnstone a nd

Alavalapati 1998).
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Bohringer and Rutherford (2002), they investigate four potentially important arguments for
the deviations from uniform taxation: pre-existing tax distortions, domestic equity concerns,
global environmental effectiveness, and strategic trade policy. Their primary objective was to
ascertain w hether t he d egree o f't ax d ifferentiation o bserved i n many co untries can b e
rationalized on economic grounds. They have developed a modelling framework for isolating
alternative motives for tax differentiation and quantifying their implications on the optimal
structure of an environmental tax based ona comprehensive data set of gl obal trade and
energy use. But they did not incorporate public choice arguments for tax differentiation in the
current analysis. They plan to address these issues in future research using the current model

framework to the extent possible with available data (Bohringer and Rutherford 2002).

Ashworth e ta 1., ( 2006) a nalyse the e lements t hat a ffect t he d ecisiont o introduce a n
environmental tax. The empirical analysis is based on a p anel of data for all 308 Flemish
municipalities for the period 1991-1999. T hey find that first adoptions of a green tax are
much less likely to occur during election years but are more likely if ones’ peers/neighbours
(defined both ge ographically and ideologically) already have the taxes. In addition, w hilst
left-wing governments are more likely to set new taxes and coalitions are more likely to set
the t ax t han s ingle-party gove rnments, t he gr eater t he f ragmentation of t he m unicipal

government, the lower is the likelihood that a new tax will be set (Ashworth et al., 2006).

Fullerton et.al (2008) suggested that the scope for environmental taxes within each of their
main environmental policy applications, involve three common themes:

e Empirical evidence is necessary for grounding environmental tax policy on the size of
the m arginal e xternalities involved, in or der t o indicate the 1 evel of e nvironmental
taxes that might be justified and the potential benefits of policy action.

e Multi-part i nstrument ¢ ombinations ¢ an frequently and us efully be e mployed when

available tax instruments do not accurately target the relevant externalities.
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e Environmental taxes may form only part of a portfolio of policy measures. Political
and practical co nstraints may p revent set ting en vironmental t axes at t he first-best
level, so other measures can then help stimulate the development or use of abatement
technologies. T he case for such packages may be enhanced by r ecognising various
market failures in the development or dissemination of new abatement technologies.
Thus, well-targeted measures to stimulate research and development or diffusion may

enhance efficiency (Fullerton et.al 2008).

Sterner and K6hlin (2003) provides an overview and a discussion of environmental taxes in
Europe. T hey ¢ oncluded t hat Environmental taxes s hould however be s eparated i nto t wo
categories. In the first taxes related to energy and transportation and motivated at least partly
by gl obal concerns such as climate change. In this category they indicated that they have
considerable revenues already and in principle an even larger potential if taxation were to be
used a s t he pr imary w ay of a chieving gl obal goa Is for climate. The ot her c ategory of
environmental taxes is somewhat less visible both to ministries o f finance and thus to the
political world and to the researcher. They generate fairly insignificant revenue. On the other
hand, one of the reasons for the low revenue is precisely the tax base erosion, which from a
fiscal po int of vi ew m ay be un satisfactory bu t from a n e nvironmental vi ewpointis ve ry
desirable. The diversity of these taxes is considerable, they are applied to various chemical
pollutants and their administration ranges from pure taxes to product charges, local user fees,
and noncompliance fees. Furthermore, they suggested that they include elements of refunding
and ot her a spects t hat make t hem ha rd to ¢ ompare. O n t he w hole, how ever, there is
considerable ev idence t hat t hey a re so metimes ef ficient instruments f or e nvironmental

improvement (Sterner and Ko6hlin 2003).

The OECD (2006) report database operated in cooperation between OECD and the European

Environment Agency (EEA) has entered 375 environmentally related taxes in OECD member
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countries, plus some 250 environmentally related fees and charges in those countries. Of the
taxes, the largest number is levied on energy products (150), on m otor vehicles (125), and
various forms of waste (50). There is a wide range of environmentally related taxes currently
levied in the OECD-countries, among others: water pollution tax, batteries tax, logging tax,
tyres tax, beverage container tax, toxic waste levy, tax on plastic bags, aircraft noise tax, tax
on gr oundwater e xtraction, t ax on pe sticides, and a rtificial f ertilisers, la ndfill tax, o zone

depletion tax etc (OECD 2006).

The UK has a complex mix of environmental taxes and price signals, particularly for energy.
For example, there are now four carbons ‘tax points’ in the electricity supply chain and there
are a multitude of different effective tax rates on carbon emissions that vary between different

users of energy and between different fuels (House of Commons 2011).

Norway has a long experience with environmental taxation. Taxes have been introduced to
reduce e nvironmentally ha rmful e missions to air and w ater, and to reduce the amount o f
waste g enerated. Taxation ha d of ¢ ourse an e nvironmental i mpact 1 ong be fore taxes w as
established as an instrument in environmental policy. Already in 1931 N orway introduced a
petrol tax. The first tax that had an explicit environmental purpose was levied on sulphur in
mineral oil in 1971. H owever, a wide-spread use of environmental taxes was not seen until
the 1 ate 19 80s a nd e arly 1990s . S ince the e arly 1990s t ax i nstruments ha ve pl ayed a n
important role in providing incentives for cleaner production and consumption patterns, even
though regulation has remained the main policy instrument to abate environmental damage

(Sollund 2007).

Environmentally related taxes are, of course, also levied in other parts of the world; in China

atax on w ooden c hop s ticks w as i ncreased in the year 2006, in order to p rotect forests.
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According to a news report Chinese consumers use and dispose of 45 billion pairs of wooden

chopsticks annually, requiring logging of 25 million trees (Sollund 2007).

Environmental taxes used anywhere in the world are part of a set of environmental policy
tools known as economic or incentive - based instruments. Economic instruments attempt to
alter b ehavior th rough th eu se ofi ncentives r ather thand ictatesi nt he h opet hat
environmental outcomes will be achieved at lower cost. Environmental taxes use fees as the

incentive instrument (Bluffstone 2004).

In O ECD c ountries, for e xample, e nvironmental t axes are e stimated t o have made up an
average of 7.2% of government revenues in 1998 and represented 2.7% of GDP on average
(OECD 200 1). S imilar statistics for de veloping a nd t ransition ¢ ountries do not e xist, but

probably the weight of environmental taxes is much less (Bruce and Ellis 1993).

Tax revenues raised by countries from en vironmentally r elated taxes represent on av erage
about 2-2.5% of GDP (Gross D omestic Product) in O ECD countries, but this figure varies
significantly a mong c ountries, from more than 3% in S candinavian countries, the U nited
Kingdom, Turkey and the Netherlands, to less than 1% in the United States. Also the share of
environmental tax as per cent of total tax revenue varies significantly, being in the order of 6-
7% on average in the OECD countries. This figure is, of course not only resulting from the
tax mixes but is also influenced by the level of traditional taxes like income tax and VAT in

each country (OECD 2006).

In additioni n Norway, 4.2 pe rc entof c entral gove rnmentt axr evenue isdue t o
environmental and energy taxes, equivalent to 1.6 per cent of GDP (estimates based on the
2006 budge t) ( Sollund 2007). In 2 010, the U K G overnment r eceived £41.4 bi llion from
environmental t axes. T his was £1.9 bi llion m ore than in 2009 a nd more t han double t he

amount received in 1993. In 2010, e nvironmental taxes accounted for 8.0 pe r cent of total
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taxes and social contributions, down from 8.1 per cent in 2009. Receipts from environmental
taxes were equivalent to 2.8 pe r cent of Gross Domestic Product in 2010, unc hanged from
2009 and down from 3 .4 per cent in 2000. E nvironmental tax receipts increased in 2010,
compared with 2009, as:

e energy taxes increased by £1.3 billion to £32.2 billion,

o road vehicles taxes increased by £0.1 billion to £5.7 billion,

e Other environmental taxes — air passenger duty, landfill tax, and a ggregates levy —

increased by £0.5 billion to £3.5 billion (office for National statistics 2011).

However, a ccording to (Bruce and Ellis 1993 ) Efficiency gains from curbing pol lution in
developing c ountries may b e large. S ome p olluting a ctivities are s ubsidized, so curtailing
them brings both fiscal and environmental benefits. Taxing polluting inputs and outputs is a
particularly a ttractive pol icy, 1 n developing countries, which of ten | ack e xperience i n
administering and enforcing other types of environmental regulation. Corrective taxes make
use of existing ad ministrative structures and increase tax revenues, which can be spent on
public goods to improve environmental quality (including treatment facilities for water and
sewage, waste disposal, and sanitation) or can be used to reduce other taxes (which are often

highly distortionary in countries with a narrow tax base) (Bruce and Ellis 1993).

According to Perkins et al (2001) implementing e nvironmental tax systems is likelytobe
administratively more di fficult than standard e xcise, value added and income taxes. L ower
income c ountries a Iso typically ha ve m ore di fficulty w ith t ax a dministration than hi gher
income countries. W hereas total taxes were 28% of GDP in high-income countries, in low
income countries taxes were only 9.9% of GDP. Almost half of all taxes came from taxes on
international trade (25.2%) and various fees, such as licensing charges (23%) and income tax

generates only 18% of all tax revenues. By comparison, in high-income countries there are no
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international trade taxes and most tax revenues come from sal es taxes (28%) and i ncome

taxes (28%) (Bruce and Ellis 1993).

Bluffstone ( 2002) i nvestigated Environmental T axesi nD evelopinga nd T ransition
Economies. This paper concerns itself with the use of environmental taxes in countries with
developing and t ransition e conomies. T he qu estion addressed i n this pa per is how t he
particular ¢ onditions f ound i n de veloping a nd t ransition ¢ ountries relate t o the us e of
environmental taxes. The author suggests that general concern overlaying the use of all the
instruments discussed is tax administration. Tax administration in developing and transition
countries is of ten w eak. I fe nvironmental t axes a re i ncluded i n environmental pol icy
portfolios, the development of supporting institutions must be considered a key prerequisite

(Bluffstone 2002).

Parry (2011) focused on M auritius (a pioneer in the use of green taxes) to illustrate how
existing taxes, esp ecially on fuels and vehicles, c ould be reformed to better address these
externalities. T hey p articularly d iscuss, a n e xplicit carbon ta x; a v ariety o f o ptions f or
reforming v ehicle t axes t o meet e nvironmental, e quity, a nd r evenue obj ectives; a nd a

progressive transition to usage-based vehicle taxes to address congestion. They recommended
that they argue for enacting an explicit tax on carbon dioxide (CO2) emissions, for using a
(revenue-neutral) —”fee bate” to cost-effectively increase fuel economy, and for combining
it with an excise tax on vehicle sales prices to meet revenue and equity objectives. They also
recommend c onverting t he r oad t ax i nto a tax on a nnual ki lometres driven t o initiate a

progressive transition to a GPS-based pricing system where tolls vary across region and time
of day according to congestion severity. They suggested that although the study focused on

Mauritius, the discussion potentially serves as a template for other countries (Parry 2011).
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Mugalula (2009) assessed U ganda’s E nvironmental T axation. Int his pa per t he a uthors’
quintessence o f the article is to essentially examine closely the extent to which Ugandais
using her tax system to positively affect environmental protection. The author suggested that:
to ga rner s upport f or more funding t ot he environment s ector t o f acilitate e nvironment
management a ctivities i ncluding 1 aw e nforcement a nd publ ic a wareness, i nformation a nd
training p rogrammes; a Iso r ecommended t hat there i sa ne edto create and s trengthen
partnerships at community, local, national, regional and international levels and also to step
up e fforts in e nsuring ¢ ompliance w ith e nvironmental law; a ndt here s hould be a n
environmental fund where all the taxes collected from environmentally harmful activities are
placed; again they suggested that there should be a shift in the tax burden from taxation of

labour to taxation of carbon and energy (Mugalula 2009).

2.2 Conclusions and knowledge gaps

This chapter gives an idea about what environmental taxes are. There are various types of
environmental taxes; these taxes have to be imposed because one can internalise externalities
and r aise gove rnment r evenue f rom ha rmful behaviour. European C ommunities (2001)
agreed to group environmental taxes into four categories such as energy, transport, pollution
and resources. Fullerton et.al, (2007) have also shown the a dvantage a nd di sadvantage of

environmental taxes.

The r ationales for us ing e nvironmental t axes are investigated by m any a uthors, Leicester
(2006) conform to the so-called ‘polluter pays principle’ (PPP) whereby the costs of pollution
control are paid by the polluter themselves and not by society at large. A gain according to
(Bruce and Ellis 1993) there are at 1east two reasons w hy d eveloping C ountries use these

taxes.
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Besides, Fullerton et.al (2008) provides an overview of key e conomic issues in theuse of
taxation as environmental policy. On the basis of t his obs ervation t he authors found t hat
Environmental taxes could make a significant contribution to tax revenues in two particular
areas: energy taxes and road transport congestion charges. Johnstone and Alavalapati (1998)
reported t he di stributional e ffects of e nvironmental t ax r eform. T hey concluded t hat
distributional ¢ oncerns, while i mportant i n m any c ases, s hould not pr event or de lay t he
introduction of environmental taxes. Bohringer and Rutherford (2002), they investigate four
potentially important arguments for the de viations from uniform taxation. Ashworth etal.,

(2006) analyzes the elements that affect the decision to introduce an environmental tax.

In addition, reviews of past studies on environmental taxes of different countries indicate an
interesting finding. Sterner a nd K 6hlin (2003) pr ovides an ove rview and a di scussion of
environmental Taxes i n E urope. Bluffstone (2002) i nvestigated Environmental T axes i n
Developing and Transition Economies. Parry (2011) focused on M auritius (a pioneer in the
use of green taxes) to illustrate how existing taxes, especially on fuels and vehicles, could be
reformed t o be tter a ddress these e xternalities. M ugalula ( 2009) assessed U ganda’s
Environmental Taxation. They have shown why there should be a deviation from the normal

tax basis or why this taxes should be introduced also the rationales for using such taxes.

However, i n E thiopia studies regarding th is a spect s eem lo w; th erefore th is s tudy w ill
contribute to the knowledge concerning the environmental taxes in Ethiopia by investigating
different aspects. This gap lead to the main research questions of the thesis which tries to
investigate the environmental taxation practices and their revenue performance in Ethiopia.
The following c hapter provides details of the research method in respect of the identified

research problem.
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Chapter three: Research Design

The preceding ¢ hapter indicated that the literature on environmental taxes issues from the
perspective of E thiopia is 1imited. [t a ppears th at there is little research co nducted i n
investigating such taxes whether they are applicable or not; or whether they contribute to the
revenue of the country or not. So the purpose of this ¢ hapter was to present the research
methodology. The research problems along w ith t he phi losophy of research m ethodology
guide the choice of the appropriate research method. Depending on the nature of the research
problems and the research perspective, the research method was based on the philosophy of

quantitative or qualitative or a combination of these two approaches.

Hence this chapter is arranged as follows. Section 3.1 pr esents the broad research objective
along with the research questions. Section 3.2 presents the research ap proaches. Then, the
research methods adopted in this study in section 3.3. Finally, conclusion and the relationship

between research questions and sources of data are presented in section 3.4.

3.1 Broad research objective and research questions

As pr esented 1 n ¢ hapter 1,t he broad obj ective of t het hesis was to1 nvestigate the
environmental taxation practices and their revenue performance in Ethiopia. Thus, to achieve
this broad obj ective, five research que stions were de veloped. Therefore t he r esearch

questions that this study tried to answer were:

RQ.1.What environmentally related taxes are currently operating in Ethiopia?
RQ2.What is the revenue performance of environmental taxes in Ethiopia?

RQ3.What is the environmental taxation practice in Ethiopia?

RQ.4.What areas of economic activities are there where environmental taxes could be

introduced?

28



Chapter Three: Research Design

RQ.5.How are funds generated to finance environmentally beneficial projects in

Ethiopia from environmental taxes?

3.2 Research approaches

The inquiry paradigm used in this research was influenced by how the researcher views and
seeks t o u nderstand the w orld. Thus, pr agmatic f undamental r esearch f ramework was
adopted. The researcher uses both qualitative and quantitative assumptions (normally adopt

mixed method). Thus, this section includes the philosophy of mixed methods approaches.

Mixed ap proach r esearch seek s a pragmatic k nowledge cl aim t hat ar ises out of a ctions,
situations, and consequences rather than antecedent conditions (as in post-positivism). Mixed
methods research is an approach to inquiry that combines or associates both qualitative and
quantitative forms (Creswell & Plano Clark 2007). As a result it can answer a b order and
more complete range of research questions because the researcher is not confined to a single
research approach. Apart from this, using mixed approaches can capitalise on the strengths of
each approach and offset their different weaknesses (Spratt, Walker and Robinson 2004). On
the other hand, its disadvantage is the research may take extra time and resources because of
the need to collect and analyze both quantitative and qualitative data. Also it can be difficult
for a single researcher to carry out both qualitative and quantitative research, especially if two

or more approaches are expected to be done concurrently.

In ge neral, to address the ge neral objective and to fill t he gap, a dequate data from bot h
quantitative (survey of structured review of documents) and qualitative (face-to-face in-depth
interview together w ith doc umentary a nalysis) sources were us ed, a nd ¢ onverge da ta
collected from both sources at the same time to get a comprehensive analysis of the research
problem and interpret the overall result. Therefore, based on the above research a pproach

theories to achieve the broad objective of the research (i.e. to investigate the environmental

29



Chapter Three: Research Design

taxation practices and their revenue performance in Ethiopia) the researcher uses structured
review of documentary analysis in the quantitative survey research and in-depth face to face
interview d ata g athering in struments. Subsequently, t he r esearcher u ses concurrent m ixed

approach during the study.

3.3. Research Methods

In this research, mixed research approach was used because it enables the researcher to cope
up w ith r eliable i nformation, ont he c urrent s ituation of E thiopia’s e nvironmental t ax
practices and the revenue performance. The quantitative research method uses survey design
(structured r eview of documents) because o ft he appropriateness of t he methodt ot he
problem un der s tudy, accuracy a nd ge neralizability of t he f indings. B esides qualitative
methods p articularly documentary a nalysisa nd in-depth in terview toas sesst he
environmental practices of Ethiopia were also used. The in-depth interview helps to uncover
the participant’s views but otherwise respects how the participant frames and structures the
responses. Therefore, the quantitative aspect of the research method in the first section which
is followed b y q ualitative asp ect of t he r esearch m ethod i n t he sec ond sect ion and the

discussion of data analysis method in the third section is presented as follow.

3.3.1. Quantitative aspect of the research method

In order to know the contribution of environmental taxes of Ethiopia to the revenues of the
country the quantitative analysis were made. Thus, to address the research problem survey

(structured review of documents) was used.

Survey Design (structured review of documents)
Survey research is the appropriate mode of inquiry for making inferences about a large group
of people based on d ata drawn from a relatively small number of individuals in that group.

Fowler (1984) cited in Creswell (2009), explained that the strengths of survey methods is in
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their wider use including the value of statistical sampling, consistent measurement, and the
ability to obtain information not systematically available elsewhere or in the form needed for
analysis (Creswell 2009). Surveys have w eaknesses, how ever. T hey are of little value for
examining complex social relationships or intricate patterns of interaction. Also, even though
surveys are convenient, they are generally a relatively ex pensive method of data collection

(Marshall and Rossman 2011).

Therefore, to gather e nough i nformation and for its merit of e conomy survey (structured
review of d ocuments) were employed in this r esearch. Because it identify, evaluate and
interpret al 1d ocuments r elevant to ap articular research q uestions, o rt opic area, o r
phenomenon of 1 nterest. I t al so 1 ncreases t he | ikelihood of d etecting r eal ef fects. Then
sampling designs (that discuses how sample frame, sample size and sampling procedure are

determined and used) and survey instrument design is discussed as follows:

Accordingly to address the research problem using a structured r eview o f d ocuments the
researcher uses official records of tax revenue in E thiopia. T ax revenue doc uments in the
country could be found from the ministry of Finance and economic development also from
Ethiopian Revenue and Customs Authority. Trends of environmental tax revenue for the past
seventeen y ears were illustrated b y t he co llected sev enteen y ears time ser ies d ata f rom

1993/94 up-to 2009/10 on each type of environmental taxes in the country.

3.3.2. Qualitative aspect of the research method

The purpose of qualitative approach in this proposed study was to gather the information that
could not be obtained through the quantitative approach. Again it was to supplement the data
obtained from the quantitative approach and show the perspective of participant’s. Thus in-

depth interview were used to gather the appropriate information.
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The in-depth interview is a qua litative t echnique de signed t o e licit a vi vid pi cture of the
participant’s perspective on the research topic. In depth interview is an effective qualitative
method for getting people to talk about their personal feelings, opinions, and experiences. It
is also an opportunity to gain insight into how people interpret and order the world (Milena
2008). A qualitative research interview seek s to cover both a f actual and a meaning level,
though it is usually more difficult to interview on a meaning level (Kvale 1996). Interviews

are particularly useful for getting the story behind a participant’s experiences.

Therefore it is better to use these in-depth interviews because they are investigative in nature
and it offers a complete picture. Also the purpose of this interview is to yield data quickly, in
a wider variety and for immediate follow-up and clarification. Consequently, the researcher
conducted in-depth interviews because of its flexibility, high response rate and also allowing

new questions to be brought up during the interview.

For qualitative aspects of data collection sample interviewees were determined based on their
experience and relation to the issue under consideration thus key informant interview w as
used. In addition, the researcher tried to review the environmental practices and a summary of
the main environmental laws/regulations in place or under consideration. The participants of
the in terview w ere employees of: Ethiopian R evenue a nd C ustom Authority, M inistry of
Agriculture, Minister of Water and e nergy and Environmental P rotection Authority in

addition teachers and students in Environmental programs.

Accordingly, the plan was to select five samples purposively from each office. As a result a
total of thirty five interviewees’ that is five from each office, again five instructors and five
students were planned to be selected. But these samples were not the final sample size; since
the size depend on key informants. Also these samples were chosen based on the participants

experience and exposure to the issue and also when it is believed that their views reflect the
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majority. Inre lation with in strument, facet o f ace i nterview w as used b ecause o f1i ts
flexibility, high response rate and also allowing new questions to be brought up dur ing the
interview. Thus, the qualitative and the quantitative data were gathered concurrently, where
collection of both type data occur at the same time to converges or merges quantitative and

qualitative data, this is in order to provide a comprehensive analysis of the research problem.

3.3.3. Data Analysis Methods

The specific methods applied in the study were survey (structured review of documents) and
in-depth in terview together w ith documentary an alysis. Analysis oc curs bo th w ithin t he
quantitative (descriptive and inferential numeric analysis) and the qualitative (description and
thematic text or image analysis) approach and o ften between the two approaches (Creswell
2009, p.956).

Thus the q ualitative d ata was analysed u sing d escription b ecause description involves a
detailed rendering of information about people, places, or events in a setting. This analysis is
useful i n d esigning de tailed de scriptions f or case s tudies, e thnographies, a nd n arrative
research p rojects (Creswell 2 009). I na ddition, quantitative da ta was analysed us ing
descriptive st atistics b ecause t hey provide s imple su mmaries ab out the sam ple and t he
measures. A lso the rationale for using this d escriptive st atistics was to describe the b asic

features of the data in a study.

Since the data were gathered concurrently the analysis was done on a concurrent embedded
strategy of mixed methods. According to Creswell (2009) this concurrent embedded strategy
can be identified by its use of one data collection phase, during which both quantitative and
qualitative data ar e co llected si multaneously. T he d ata may r eside si de b y si de ast wo
different pictures that provide an overall composite assessment of the problem. This would be
the case w hen t he r esearcher u ses t his ap proach t o assess different r esearch questions or

different levels in an organization (Creswell 2009).
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3.4 Conclusions and the relationship between research questions and
sources of data

This ch apter has p resented the r esearch questions and the m ethods a ppropriate t o a ddress
them. Table 3.1 sets out how research question were addressed by the appropriate item in the
survey and in depth interviews.

Table 3. 1 The relationship between research questions and sources of data

Research Questions Documentary Interview
analysis Questions
1. What environmentally related Ethiopian tax 1,2,3,
taxes are currently operating in laws and
Ethiopia? regulations
2. How is the revenue performance | Environmental 3,5,6,7, 8
of environmental taxes in tax and total
Ethiopia? taxation of
Ethiopia from
1993/94 to
2009/10
3. How is the environmental Environmental 2,3,4,9,15,16,17,
taxation practice in Ethiopia? tax revenue from
1993/94 to
2009/10
4. What areas of economic 10,11,12,,13,14,15,16,17
activities are there where
environmental taxes could be
introduced?
5. Are funds generated to finance 18,19
environmentally beneficial
projects in Ethiopia from
environmental taxes? How?

To sum up, based on the main research problem stated in the earlier chapter, five research
questions have been forwarded. With respect to methodology, the principles of qualitative,
quantitative, and mixed methods research approaches were shown. Based on the underlying
principles of research methods the mixed method approach were chosen as appropriate to this
research. M ore sp ecifically, to address the research questions, survey (structured review of
document); in-depth interviews and documentary analysis were shown to be the appropriate

methods of 1 nquiry f ort hisr esearch.
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Chapter four: Results and analysis
This chapter deals with the results and analysis of the findings obtained from different data
sources. It includes data obtained through in-depth interview with key informant that involves
respondents’ opinion t owards e nvironmental t axes a nd also data obt ained f rom survey
(structured review of documents) of issues related with tax revenue data. Results from face-
to-face 1 n-depth i nterview, survey ( structured r eview of doc uments) and doc umentary
analysis are incorporated under the first section and in the second section results from these

sources were analyzed and interpreted and the third section is comprised of conclusions.

4.1 Results

The pur pose of this study is to investigate the en vironmental t axation p ractices and t heir
revenue pe rformance in E thiopia. As main s ource of i nformation, the participants ont he
interview of this study were six employees from Ethiopian Revenue and Custom A uthority;
three employees from Ministry of Agriculture; seven employees from Minister of Water and
Energy (four interviewees from Environment Impact Assessment Social Development Office
(EIASDO), two participants from Water Supply and Sanitation Management, and one from
Water F und); five e mployees from Environmental P rotection A uthority (EPA) aswellas
teachers a nd s tudents in E nvironmental planning program and L aw de partment of A ddis

Ababa University (four instructors and seven PhD candidates).

4.1.1 In-depth interview results

To address research questions the study used survey (structured review of documents) and in-
depth interview (key informant interview) together with documentary analysis. The outcomes
of 1 n-depth 1 nterview were co nducted w ith s ample i nterviewees, 32 r espondents w ere
interviewed be cause they were the one who have e xposure to the issue under study. The

subsequent discussion presents the results of in-depth interview.
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The first question raised was what strategies and policies are currently employed to protect
the environment?

Participants from EPA noted that “the basic and iconic strategy currently used to protect the
environment in Ethiopia is Climate Resilient Green Economy Strategy (CRGE). Also there
are Environmental policy, environmental regulation, proclamations and directives.” Whereas
the participants from Natural Resource Management (NRM) give details that “The natural
resources are protected by genetic conservation, wildlife habitat, and control of forest fire.
Thus the policies are conservation based on awareness creation and transfer o f o wnership;
which is advisory (on how to c onserve/ preserve). T hen there is sy stematic utilization to
replace the forests and protect soil from water erosion; as well as deforestation.” They believe
that “t his strategy guides or he Ipt o maintain t he na tural r esource by ¢ reating publ ic

ownership of these resources which may direct to more sustainable protection.”

As well the interviewees from EIASDO inform that “The policies and standards are issued by
the EPA . Our task is executing, m onitoring a nd e valuating t hem. Thus w e h ave lim ited
power.” However, the participants from Water supply and sanitation management indicated
that “There is Ethiopian resource management proclamation, according to this proclamation
to emit wastes, proponents have to ask permission. B efore they are admitted to do s o they
must complete different things like treating the wastes and making sure that it do n ot harm
living things. A nd th e minister o ffice has to c ontrol t hese tasks. T he problem is that this
proclamation has not been put into action. However currently we are on the way to work this

even with Kebeles. Until now the EPA tried to accomplish this.”

Moreover, opinion of instructors and students on the issue was that “there are strategies or
policies but the problem is they are not placed into action.” O thers also said “To execute
policy we need laws; policy and law are parallel; and each principle could be used to issue

laws. O n the basis of environmental conservation there are sectoral approaches for natural

36



Chapter Four: Results and analysis

resource like water, wildlife, air, forest, health and so on thus the approach is multi-sectoral.

By any standard Ethiopia have done a lot of things.”

The next concern was w hat al ternatives are there to finance the funds for environmentally
beneficiary projects the participants mentioned the following:

= Loan from an international organization,

= (Climate financing

= Official development assistance (ODA) and relief

= Government budget, subsides, grants, incentive and award
Further they indicate that “The source has to be from government, companies that produce
the bur den, a Iso from the or ganization t hat g ave t he pe rmission for t he c ompany t o be
established. Even, ifthe land is gi ven to the c ommunity and they start r ehabilitating t he

environment, they could become one source of fund.”

Afterwards t hey w ere asked, do yout hink e nvironmental t ax ¢ ould be us ed t o f inance
environmentally be neficiary projects? How? R egarding this que stion the e ntire participant

answered yes except one they further explained the following:

Table 4.1 Environmental tax as source of finance

Response | How? Why?

Frequency
Percentage

Yes 0 by levying higher taxes to projects with more emissions, 31 96.87

0 by following the principle of polluter pays or bearing the
cost of production,

0 through minimizing t he a mount of tax levied on tools
which are imported to perform environmental protection

activities,
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O by using the tax revenue to incentivise clean technology
this c an b e done by gi ving r ewards or certificate for
those w ho pe rform well, a Iso by simply a nnouncing
their name,

O by spending the money in rehabilitation,

0 with the introduction of clean de velopment m echanism

(CDM) and other mechanisms.

No Environmental tax has to assist clean up costs but the law is | 1 3.13%

not working.

Total 32 100%

Then the other question raised was how do you think inadequate levels of tax revenue have
impact on e nvironmental pr otection? Concerning these area most of the p articipants from
EPA indicate t hat “ To support a ctivities t hat protect t he environment gove rnment ne eds
resource one w ay of getting the resource is through tax so i nadequate t axation affect the
performance.” They have also said that “it could lead to lack of environmental protection
activities in different ways for instance: it would leave the polluter to persist to the unusual

way of making business if the tax amount is ignorable.”

Besides interviewees from Natural resource management also said “No enough revenue, no
natural r esource c onservation. F or check dam construction, s oil ¢ onservation and for any
rehabilitation w e ne ed money;t axist hes ource thus has a direct im pact.” As we I,
interviewees from M inistry o f w ater re flected about it a s follow “If there is ad equate tax
revenue, it m ay e ncourage pr otection of r esources i ncluding w ater. T he r everse i s true.”

Again some teachers and students indicated that “Apart from l ow revenue pe rformance to

38




Chapter Four: Results and analysis

finance environmentally related projects, lack of awareness could play a big role with respect

to environmental management.”

What part o fthe s ociety s hould pay e nvironmental related t axes and in w hich e conomic
activities environmental taxes could be introduced in Ethiopia? Was the other issue raised,
respondents from EPA mentioned “Polluters, industries, transport organizations, Households
(using s ignificant a mount of e nergy), ow ners of ve hicles, a viations, ship, e ntities w ith
significant amount of waste should pay environmental taxes.” while participants from NRM
stated “Farmers (peasants), investors, agricultural activities, industries, transportation, traders,
plastic p roduct m anufacturers (festal), g arage, car in dustries, te xtile and o ther in dustries.”
Also M inistry of water a nd e nergy pa rticipants poi nt o ut “ Company, industry, i nvestors,
floricultures, institutions like health (for laboratory chemicals), university, hotels, garage thus

all has to pay.”

In addition instructors and students reveled “ All segment o f the society, because everyone
impacts the environment but the rate might be different. Or those that generate income at the
expense of t he s ociety, i nvestors, agricultural activity, 1 aundry a nd t hose w ho e ngage i n
livestock pr oduction.” At la st p articipants f rom E RCA b ring u p ““ Industries, agricultural
activities, car ow ners, transport a ssociations, projects af fecting en vironment and factories

have to pay these taxes.”

Interviewees were also asked, how do they think Environmental tax will change behaviours
of 1 ndustriest hat m anufacture consumer goodsus ingpol lutingt echnologiesa nd

environmentally below standard processes?

EPA interviewees clarified that: “It encourages industries to take the responsibility of their
action hence they will pollute less. And this may force the industries to use green ways to
process t hings. Therefore it d rives t hem to d ivert th eir t echnologies t o a n e nvironmental
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friendly ways.” They have also indicated t hat t he introduction of e nvironmental t ax ““ will
raise the cost of production using polluting technologies forcing them to look for available
options. A 1so be causet heyt hinkt hey a re payings ums due t ot hosel ow s tandard
technologies, they consider it as u nreasonable addition to their total costs.” As ar esult “It

helps in understanding and incorporation of externalities.”

Again p articipants from Natural r esource m anagement i ndicated: “If i ndustries esp ecially
manufacture of wooden products are taxed they would give value to the natural resource.
This | eads t o qua lity pr oduction pr ocess or t heir a ttention w ould be on e nvironmentally
friendly p roducts. A s ar esult, t hey w ill f ocus on the minimization o f e nvironmental

pollution.”

In addition r espondents from M inistry of w ater and e nergy pointed out: “First a wareness
leads to behaviour change ifthere is this awareness they will try to minimize th eir w aste.
Therefore law on e nvironmental tax like proclamation and directive and high amount of tax
should be there. In view of the fact that tax payment will decrease their earning they might

pollute less and may even start recycling their wastes.”

Furthermore some instructors and students said: “Yes, if they are taxed too much they will
stop imposing wastes. Also if the waste and the tax go proportional they might not afford it so
they will try to m inimize it. H owever if ¢ ompanies manage to p ay for t hese taxes t hey
possibly will damp it and say we will pay. Hence companies should be required to manage
and treat the burden and if they do so we have to tax those who do not treat accordingly to
encourage others.” While others said “No, but this PPP is also related with punishment action
thus w e must tax on t heir pol lution I evel in a ddition there has to be a punishmentifthe

pollution level is high. For example if the plastic bag tax is high, no one will buy it.”
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Also most participants from ERCA said that: “Since most en vironmental related taxes are
imposed on industries which are not environmental friendly it might change their behaviour;
because it discourages an activity with a negative externality.” On the other hand others said
“measuring e mission a nd e nsuring compliance m ay be come ¢ umbersome i n E thiopia i n

addition to that imposing these taxes may retard the pace of industrialization.”

The next question was how do you think environmental tax could be used in order to protect
water pollution? Here participants said “In Ethiopia there is no polluter pays principle (PPP)
but if we implement such taxes, for example:

v’ it may minimize the emission around Akaki,

v it will also encourage water shade management and carbon treading,

v/ it m ay e ncourage u sing w aste b asket, b ecause such thingsareduetolackof

awareness and policy, and
v’ it may encourage in stitutions to treat waste. For e xample: Harar beer could be

mentioned as a good example in waste treatment like for irrigation.

Thus since there is a c ompetition between c ompanies w ho produce and sale same type of
product, the environmental tax has to be in a way that discriminate two similar companies by
taxing high for those who pollute more and low for those who pollute less. Following the
proclamation in giving permission according to a standard (i.e., emission effluent standard),
control treatment o f effluent’s waste and then give them the permission but if they do not

treat according to the standard they have to be punished or taxed.”

The ot her q uestion r aised w as how ¢ an t hese t ax lead t o e nergy and r esource s avings?

Interviewees answered that these taxes may:

e cencourage the use of green technologies, this would supplement fuel, coal... energies
with renewable energies like biogas, solar....,
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e encourage recycling w astes, then waste will be d ecreased, as ar esult resource will be
managed,

e lead a company that emit high carbon to pay high tax and energy efficient ones pay low,
hence it will lead to well-managed resource,

e asktopay more for using scarce resource as a consequence taxed p arties will use the
scarce resource appropriately,

e use the revenue to rehabilitate the scarce resource, to replace the forest that has been
deforest then this may maintain the resources at their state, and

e encourage to use recyclable material instead o f raw material by imposing more tax on
those who use fresh natural resource. Example Tanner industry used chromium (which is
poisonous) if thisis taxed they may recycle it. A nother e xample is paper- instead o f
cutting new trees (if it is more economical) used ones will be recycled. For that reason,

the resource will be conserved as well as energy will be saved.

During the interview ERCA employees were asked to mention environmental related taxes
implemented in Ethiopia they said “knowledge regarding this aspect is low, and in line with
this there is no law in Ethiopia concerning environmental tax.” In addition all indicated that
“there is no environmental tax.” As well they were asked, how do you think the contribution
of the environmental tax would be for Ethiopia’s total tax revenue? A number of respondents
believe that “environmental taxes will have a contribution on the total tax revenue, because
increasing the tax base increase total tax revenue. As a result, the amount of money collected

from these separate tax may increase the total amount of tax revenue.”

At that moment interviewees were asked, how do they think these environmental taxes could
contribute for the protection of the environment? Respondents mentioned that “environmental

taxes will protect the environment because these taxes are imposed on activities that harm the
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environment and also on activities that utilize natural resource thus imposing this tax may
result in building environmental friendly economy, redistribution of wealth, rehabilitation of

damaged environments, also for the sustainable growth and development.”

In addition the other issue raised were how do you see the country’s fees on waste treatment?
Interviewees implied that “country’s fees on waste treatment is only one — fee attached to
water bi 11 which i s ¢ urrently us ed f or s olid w aste m anagement by A ddis A baba City
Administration and this really needs a great deal of transformation and a lot still had to be

done to upgrade it.”

Following that participants w ere a sked how they s ee t he ¢ ontribution of taxes on bot tled
water for the conservation of water they said “to some extent such taxes are useful, to control
the gr ound w ater f rom de pletion. T his ¢ ould be done byr equiringthemt o construct
watershed management, to balance what they recharge and discharge, by natural percolation.
These types of laws are good for taxing those who do not prepare controlling mechanisms. If
they ar e t axed, the gove rnment or the E PA would be ableto do these like building t he

watershed on their behalf. ”

Besides i nterviewees w ere ask ed h ow they think taxes or fees on measured or est imated
effluents to water will contribute for the protection o f water. They said “Fees may lead to
remedy and it should be to a1 arge e xtent enough to make them not to do i t again, hence

polluters may think to establish treatment technology.”

Likewise, participants were asked how they see land use fee’s contribution for the protection
of land degradation. They think that “If the land use fee is used for the purpose of protection
of land degradation particularly for, eroded land/water erosion protection, biological fertilizer
usage, f or afforestation, a nd for t he p urchase o f o rganic a nd in organic f ertilizer it w ill

contribute for the protection of land degradation.”
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After that, participants were asked, who are the main stakeholders that could have significant
contribution towards the design and development of environmental tax in Ethiopia? They put

forward the following:

EPA participants said “ the following could be the main stakeholders: civil societies, NGO’s
(that work on environmental protection activity), federal and regional environmental offices,
tax a uthorities, E PA, the c ourt (in e nforcing th e legislation), economic asso ciations ( for
general economic implications), experts and research institutes, and private sector.” Others
added “environmental e xperts, e nvironmental e ngineer, e cologists, e nvironmental
economists, urban and regional planners, sociologist (because they will tell if the tax payers
can handle the tax or not), forester, government organizations (EPA) and politicians. Along
with community that is because they can influence by buyi ng or not buying e nvironmental
harmful products, government (by regulating the tax or creating awareness) and investors (on
their pr oduction be cause t he pr oduced goods a re c onsumedt hust hey may produce

environmental friendly goods).”

Furthermore s ome put t he po tential stakeholdersi ns ucha w ay “ first p arliament a nd
parliamentarian because they issue and enter into force laws, second sectoral government
organizations because they c an initiate p roclamation, third professional asso ciations, forth
NGO’s example Forum for Environment, Lem Ethiopia, Melka also those who have concern
for the e nvironment, finally the Community B ased O rganizations ( example E ntoto D en

Tibeka).”

4.1.2 Documentary analysis results
The environmental policy of Ethiopia was established in 1997 (EPA 1997%). This could be
mentioned as milestone in Ethiopia. Under this policies the ‘CSE (Conservation strategy of

Ethiopia) volume I’ is all about the environmental resource basis in Ethiopia, w hich talks
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about what Ethiopia has or what is the available resource in the country (EPA 1997). Then
according to proclamation 295/2002, the EPA was established (FDRE 20027). under article
6/4 of this proclamation it says “establish a system for environmental impact assessment of
public and private projects, as well as so cial and economic development policies, strategies,
laws, and programmes;” again Article 6/7 says “in consultation with the competent agencies,

set environmental standards and ensure compliance with those standards.”

Besides unde rt he constitution o fF ederal D emocratic R epublic o fE thiopia there ar e
environmental policy constitution provisions like Article 43/3 “All international agreements
and r elations ¢ oncluded, e stablished or c onducted by t he S tate s hall pr otect a nd e nsure
Ethiopia's right to sustainable d evelopment.” A rticle 44/1 “ All persons have the rightto a
clean and healthy environment.” Also there is Article 92/2 “The design and implementation
of programmes and projects of development shall not damage or destroy the environment”
(FDRE 1995). All these things on t he constitution show that de velopment and environment

should go hand in hand.

Accordingly there is the Environmental Impact Assessment Proclamation (Proclamation No.
299/2002), which states that prior to authorization and implementation of major development
activities, the proponents shall undertake an environmental impact assessment and submit the
environmental i mpact s tudy report to the c ompetent authority (FDRE 2002°). As well the
other p roclamationi st he E thiopian W ater R esources Man agement P roclamation
(Proclamation N o. 197/ 2000), w hich s tates t hat the w ater re sources o fth e ¢ ountry a re
protected and utilized for the highest social and economic benefits of the people of Ethiopia,
to follow up and supervise that they are duly conserved, ensure that harmful effects of water
are, prevented, and that the management o f water resources is carried out properly (FDRE

2000).
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In addition in the Proclamation No. 197/2000, article 8/1/d require submission of plans and
proposals from any person who apply for a permit to undertake any kind of water works and
approve, reject, or amend such plans and proposals; and article 13/ 2 says any application for
a permit to release or discharge any waste, which endanger human life, animals, plants and
any living things, into water resources shall not be, accepted. However, the supervising body
may accept the application requiring the applicant to release or discharge after having treated
the pollutant. Finally under article 22/1 Charges shall be paid by the permit holders, for the

discharge or release of waste into water resources (FDRE 2000).

Above a Il therei s T he E nvironmental P ollution C ontrol P roclamation (Proclamation
No0.300/2002) which states that in the event of social and economic development endeavours
which in flict e nvironmental h arm, it is a ppropriate to e liminate, or w here i mpossible, t o
mitigate pol lution a s a n unde sirable ¢ onsequences of s ocial a nd e conomic de velopment
activities. For that reason article 17 says: The court, before which a person is prosecuted for
an offence under this Proclamation or regulations, may, in addition to any penalty it impose
upon the convicted person, order: (b) that the cost of cleaning up a nd the disposing of the
substance, chemical or e quipment s eized be bo rne by t he convicted pe rson; and (c) T he
convicted person to restore to the state in which the environment was prior to the infliction of
the da mage, a nd w hen s uch r estoration i s not possible t o pay a ppropriate compensation

(FDRE 2002°).

Accordingly to identify the e nvironmental taxes of E thiopia the first step was to i dentify
different t ypes o f t axes listed on Ethiopian tax l aws and r egulations. I fthetaxbaseis
included i n the categories of e nvironmental related t axes then thet axi s de fineda s
environmental tax. The environmental tax issue encompass taxes on natural resources, both
non-renewable, like oil or metals, and renewable, such as forests or fisheries. Also there is the

Pigouvian framework, wherein taxes are used to correct market prices so as to take account of
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externalities. Moreover, there are user fees and Payments for Environmental Services (PES)
(Stephen Spratt 2012). Also, according to (OECD 2010) environmental tax is defined as a tax
whose tax base is a physical unit (or a proxy of it) that has a proven, specific negative impact
ont he environment. This a pproach is c onsistent w ith t he i nternational gui delines on

environmental taxes.

Yet again under OECD (1997) it has been chosen to single out the tax bases that seem to have
a particular environmental relevance, and to consider all taxes levied on these tax bases as
environmentally related regardless of the motives behind their introduction, their names etc.
Thus according to this definition, then, it is the tax base that determines whether or not they
are environmental, hence not the explicit motivation. As a result on t he basis of the above
definition and by | ooking at other counties environmental tax lists the following taxes were
found in Ethiopia which has environmental tax bases:

Table 4.2 Environmental taxes in Ethiopia by category

Environmental taxes in Ethiopia by category

Pollution e Excise tax on locally manufactured textile

e Waste collection fees !

Energy e Excise tax on locally manufactured petroleum

e Excise tax on imported petroleum

Transport e Custom duty on Vehicles & accessories

e Excise tax on Automobiles

Resource e Sales tax on iron and steel

e Excise tax on mineral water

e Rural land use fee

e Sales tax on Non-metallic and Mineral Products

" In Ethiopia Waste collection fee is not purely a tax rather it is a user fee.
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Besides table 2.2 (see page 12) lists t he main cat egories of en vironmentally relevant tax
bases. I n E thiopia exciset ax on1 ocally m anufactured t extile should b e t reated as an

environmental tax because textile factories use chemicals and dispose chemical wastes which
create pollution a base for environmental tax. Excise tax on petroleum should also be treated
as an environmental tax because petroleum is energy product used for transport purpose, and
energy is another base for environmental tax. Again motor vehicles, one-off import or sales
taxes are grouped as environmental tax because of their base transport which has a direct link
with the environment. Finally sales tax on iron and steel, excise tax on mineral water, rural
landus e f ee a nd s ales t ax on no n-metallic and m ineral p roducts are ca tegorised as

environmental taxes having a resource as base. But in Ethiopia these taxes are not designed

with an environmental purpose.

4.1.3 Survey (structured review of documents)

From the general tax revenue the amount o f money c ollected from the e nvironmental t ax
basis above (see table 4.1) for the year 1993/94 up to 2010 is presented under Appendix 2. In
addition t he gr aph be low ( figure 4.1) shows tax r evenue c ollected from t hese t axes. The
graph give anidea that values of excise tax on imported petroleum (ETIP), excise tax on
mineral water (ETOMW), custom duty on vehicles and accessories (CDOVA) and excise tax
on automobile (ETOA) for the first four years (i.e.,1993/94 to 1996/97) are zero. This is due
to the fact that the data of these taxes for those years were missing. One can also understand
that revenues from most of these taxes are increasing. Also it shows that the amount collected
from exciset ax onl ocally m anufactured pe troleum ( ETLMP), excise tax o nl ocally
manufactured textile (ETLMT) and sales tax on non-metallic and mineral products (STNM)

decline after the year 2005/6.
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Figure 4 1 Environmental tax revenues

Moreover the descriptive statistics results are presented under table 4.3. From the table one
can see t hat on av erage E thiopia collected 8.31 million b irr from excise t ax o n 1 ocally
manufactured pe troleum and 156.25 from e xcise t ax on imported pe troleum. Also 10.51
million birr is collected from excise tax on locally manufactured textile, 21.05 from sales tax
on iron and steel and 6.27 million from excise tax on mineral water. Likewise, 125.10 from
rural land use fee, 38.64 from sales tax on non-metallic and mineral products, finally 556.72
from custom duty on vehicles & accessories and 297.51 m illion birr from e xcise tax on

automobiles were collected.

In addition the range, maximum, minimum, s tandard d eviation and v ariance are presented
under table 4.3. Among the e nvironmentally r elated t ax basis t he hi ghest amount is from
custom duty on vehicles & accessories followed by excise tax on automobiles and excise tax
on 1 mported pe troleum which r epresent 1528.82, 1055.67 and 458.6181 million b irr

respectively. Rural land use fee and sales tax on non-metallic and mineral products follow
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those taxes with 270.00 and 176.35 million birr respectively. The rest follow with an amount

below 50 million birr.

Standard deviations of these taxes indicate that on average excise tax on locally manufactured
petroleum is 13 points away from the mean. Again excise tax on imported petroleum is 146
points, excise tax on locally manufactured textile is 7 point, Sales tax on iron and steel is 14
point, Excise tax on mineral water is 5 point and rural land use fee is 56 points away from
average respectively. In addition, sales tax on non-metallic and mineral products 44, custom
duty on vehicles & accessories 391 and excise tax on automobiles 392 points away from the
average respectively. This standard deviation measure how spreads out the data points are. It
also 1 ndicate t hat t hose s ets w ith a 1 ow s tandard de viation ha ve m ost of t he da ta p oints
centered around a verage, but sets with a hi gh s tandard de viation have data points notso

clustered.

50



Chapter Four: Results and analysis

Table 4.3 Descriptive Statistics

Environmental taxes

Range Minimum Maximum Mean Std. Deviation Variance

excise tax on locally manufactured petroleum 16 36.75 .00 36.75 8.3100 13.21263 174.573
excise tax on imported petroleum 13 432.6481 25.9700 458.6181 156.254085 145.8598156 21275.086
excise tax on locally manufactured textiles 17 25.72 .09 25.81 10.5157 6.79435 46.163
sales tax on iron and steel 15 46.42 2.67 49.09 21.0533 13.90609 193.379
excise tax on mineral water 13 13.05 .00 13.05 6.2768 4.74648 22.529
rural land use fee 17 224.44 45.56 270.00 125.1021 56.29512 3169.141
sales tax on Non-metallic and Mineral Products 17 176.35 .00 176.35 38.6408 44.48648 1979.047
Custom duty on Vehicles & accessories 13 1289.74 239.08 1528.82 556.7246 390.83600 152752.777
excise tax on Automobiles 13 1031.72 23.95 1055.67 297.5186 292.24778 85408.768
Valid N (list wise) 10

Source: Ethiopian Revenue and Custom Authority (2011) and Ethiopian Ministry of Finance and Economic Development
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On t he ot her ha nd the e nvironmental taxes a s a pe rcentage of t otal r evenue andasa

percentage of tax revenue are presented in appendix 3 and 4. Cumulatively considering those
lists table 4.4 and table 4.5 below explain the mean of environmental tax as a percentage of
total revenue and tax r evenue r espectively. [ nitially, a mong t he gi ven t axes s tarting from
1993/94 to 2009/10 custom duty on vehicles and accessories contributed around 2.8545 % of
the t otal r evenue a nd 3.9664% of thetax r evenue. A Iso t he r ural 1 and us e f ees s hows
0.9317% of the total revenue and 1.3297% of tax revenue. Besides, excise tax on automobile
putin 1.3022% oftotal revenue and 1.7447% o ftax revenue. Nevertheless other taxes on
average contribute from 0.0320 to 0.9317% of total revenue and also from 0.0422 to 0.5366
% of the tax revenues.

Table 4.4 Environmental taxes as a percentage of total revenue (averages)

Particulars N Mean
percentage of excise tax on locally manufactured petroleum to total revenue 16 .130737
percentage of excise tax on imported petroleum to total revenue 13 7417
percentage of excise tax on locally manufactured textile to total revenue 17 .0944
percentage of sales tax on Iron and steel to total revenue 15 .2279
percentage of excise tax on mineral water to total revenue 13 .0320
percentage of rural land use fee to total revenue 17 .9317
percentage of sales tax on non-metallic and mineral products to total revenue 17 .3679
percentage of custom duty on Vehicles to total revenue 13 2.8545
percentage of excise tax on Automobile to total revenue 13 1.3022
Valid N (list wise) 10

Table 4.5 Environmental tax as a percentage of tax revenue (averages)

Particulars N Mean
percentage of excise tax on locally manufactured petroleum to tax revenue 16 .1902
percentage of excise tax on imported petroleum to tax revenue 13 1.0282
percentage of excise tax on locally manufactured textile to tax revenue 17 .1342
percentage of sales tax on Iron and steel to tax revenue 15 .3303
percentage of excise tax on mineral water to tax revenue 13 .0422
percentage of rural land use fee to tax revenue 17 1.3297
percentage of sales tax on non-metallic and mineral products to tax revenue 17 .5366
percentage of custom duty on Vehicles to tax revenue 13 3.9664
percentage of excise tax on Automobile to tax revenue 13 1.7447
Valid N (list wise) 10
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The difference between table 4.4 and 4.5 is that, under table 4.4 environmental taxes as a
percentage of total revenue of the country is computed. Total revenue comprises the countries
tax r evenue asw ell as nont ax r evenue ( Charges & f ees, Sale of goods & S ervices,
Government I nvestment Income, Miscellaneous R evenue, Pension c ontribution and Capital
Revenue). Whereas table 4.5 shows environmental taxes as a percentage of tax revenue; tax
revenue is the sum of direct tax, domestic indirect tax and custom duty and tax on imported

goods. Therefore the later table excludes non tax revenues.

On top of that, the environmental tax as a percentage of GDP is presented under appendix 5.
In general, the mean or av erage result o f en vironmental taxes as a p ercentage of GDP is
indicated i nt able 4.7. thetaxt o GDP pe rcentage i s a s f ollow: e xcise t ax on locally
manufactured pe troleum r epresents 0.0204% of G DP, excise tax on imported pe troleum
represent 0.1499 % of GDP, excise tax on locally manufactured textile represent 0.0153% of
GDP, sales tax on iron and steel represent 0.0360 % of GDP, excise tax on mineral water
represent 0.0061% of GDP, rural land use fee represent 0.1618% of GDP, sales tax on non-
metallic and mineral products represent 0.0595% of GDP, custom duty on vehicles represent
0.5563% of GDP and excise tax on automobile represent 0.2712% of GDP.

Table 4.6 Environmental tax as a percentage of GDP (averages)

Particulars N Mean
percentage of excise tax on locally manufactured petroleum to GDP 16 .0204
percentage of excise tax on imported petroleum to GDP 13 .1499
percentage of excise tax on locally manufactured textile to GDP 17 .0153
percentage of sales tax on Iron and steel to GDP 15 .0360
percentage of excise tax on mineral water to GDP 13 .0061
percentage of rural land use fee to GDP 17 .1618
percentage of sales tax on non-metallic and mineral products to GDP 17 .0595
percentage of custom duty on Vehicles to GDP 13 .5563
percentage of excise tax on Automobile to GDP 13 2712
Valid N (list wise) 10
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4.2. Data analysis

The pur pose of this sectionisto present the analyses p art ba sed on t he findings of t he
previous s ection. T he broad obj ective of the study is addressed through a nswering e ach
research questions based on the findings. Accordingly, each research questions are addressed
under the subsequent sub section as follow.

4.2.1 Environmentally related taxes currently operating in Ethiopia

As indicated unde r chapter two ( literature review), en vironmentally r elated taxes are any
payment to general government considered to be of particular environmental application. The
related tax basis include en ergy p roducts, m otor v ehicles, w aste, m easured o r e stimated
emissions, n atural r esources, e tc. Also, a ccording t o (OECD 2010) e nvironmental tax is
defined as a tax whose tax base is a physical unit (or a proxy of it) that has a proven, specific
negative impact on the environment. And they are compulsory payments to the government,
where the benefits provided to the taxpayer are not directly linked to the payment (OECD

2006).

Therefore to address the que stion data obtained from in-depth interview and doc umentary
analysis w as em ployed. T her esults f rom i n-depth interview s howed th at there a re
environmentally related tax basis in Ethiopia the problem is that those taxes are not known in
the name of environmentally related taxes. Also the documentary analysis result shows that
there are taxes whose tax base can be considered to be of particular environmental relevance
(see table 4.1) therefore in Ethiopia there are ten environmental related taxes and one waste

collection fee attached to water bill.

Subsequently as per the results most respondents perceived that land use fees and fees on
waste t reatment ( which h ave en vironmentalt ax b asis: n atural resource and w aste

respectively) as an important contributor to the protection of the environment as well as tax
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revenue. In addition during the in-depth interview participants suggested that waste fees and

the land use tax must be used for the intended purpose only.

Thus the result implies that the tax authority has not introduced environmental related taxes
in Ethiopia but one can clearly see that there are environmentally related taxes from in- depth
interview as well as the documentary analysis. Even though these taxes are not mentioned in
the tax laws as environmental tax the definition above make sure that having environmental
relevance b ase cat egorise those taxes as en vironmental taxes. Also as indicated under the
literature review although there could be criteria like the name and stated purpose a tax basis
is a good basis and useful for identifying possible environmental taxes. And it was seen as the
only obj ective ba sis f or i dentifying e nvironmental t axes f or t he pur pose of 1 nternational
comparisons.

4.2.2 The revenue performance of environmental taxes in Ethiopia

The statistical results show that majority of the environmental tax are from custom duty on
vehicles and accessories which is a tax from transport category of environmental tax. Also,
lesser v ariation a nd g reater u niformity from yearto yearis observed insome of thetax
categories while others like excise tax on imported petroleum, rural land use fee, custom duty
on vehicles and accessories, and excise tax on automobiles have shown greater variation and

lesser uniformity as statistically indicated by high standard deviation.

In addition it can be seen that these environmental taxes contribute 0.03% to 2% oftotal
revenue as well as 0.04% to 3% of tax revenue of the country. But the percentage of these
taxes to GDP is low; it is shown that all taxes are below 1% of GDP. In European Union
member states ( EU-27) roughly on e e uro out of e very sixteen in revenue is raised fr om
environmental taxes. The vast majority of Member States tend to fall in a band ranging from
2 % to 3 % of GDP. Only four Member States show levels below 2 % of GDP, while in three

other ¢ ountries ¢ nvironmental t ax r evenues ¢ xceed 3.5 % of G DP. At4.0% 1n 2010,
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Denmark and the Netherlands display the highest level of ‘green’ taxes followed by Slovenia
(3.6 %). T he lo west e nvironmental ta x re venues in re lation to G DP are in stead found in

Spain, France, Lithuania and Slovakia, all below 2 % in 2010 (European Union 2012).

Accordingly de veloping c ountries e nvironmental related taxes to GDP percent in the year
2010 and 2001 are as follow: Chile 1.14 and 1.59, S outh Africa 3.21 and 2.83, Turkey 3.89
and 2.38, C hina 1.44 and 0.39 as well Poland 1.86 and 1.97 respectively. While M exico is
shown as having -0.25 and 1.33 p ercent, it is ne gative in 2010 be cause tax r evenues are

shown net of subsidies (OECD 2013).

Tax to GDP ratio is the environmental tax collections divided by the country's GDP. It drops
when tax revenues grow at a slower rate than the GDP of a country. Thus a comparatively
low tax to G DP ratio indicates the need to strengthen r evenue r aising pe rformance. E ven
though these taxes are generating revenue; it could become more effective and may improve

the environment if implemented as an environmental tax.

Since tax is government source of revenue increasing the tax base increase the total amount
of tax revenue. Most of the interviewees indicate that having inadequate tax revenue might
leadt ol ack o fen vironmental p rotection w hich i ncludes r esource as w ell asw ater
management. In general one can see that these environmental tax bases have contribution to
the total revenue of the country.

4.2.3. Environmental taxation practice

There are land use fees as well as waste fees which is clear to all that having this taxes and
fees shows that there are environmental taxation practices in Ethiopia even if this and other
taxes are not mentioned as an environmental taxes. Also from the documentary analysis result

it is found that E thiopia h as t he co nservation strategy as well as t he Ethiopia’s C limate-
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Resilient Green Economy Strategy also there are various environmental protection policies.

These strategies and policies show that much has been done to protect the environment.

As well Bluffstone (2004) said that environmental taxes use fees as the incentive instrument.
For that reason those suggestions from the participants on e nvironmental fees indicated that
there are some practices towards the environmental taxation but this has to be improved so
that the tax payers notice their impact. Also they indicate that having those taxes introduced
as environmentally related taxes may possibly lead the polluters, emitters as well as industries

to device a technique that minimize their waste.

All in all different participants indicate their views and the Ethiopian tax laws and regulation
shows t hat i mplicitly t here ex ist e nvironmental t axes. H owever since t hese t axes ar e n ot
introduced by the tax authority as an environmental taxes knowledge regarding them is very
little. Above and beyond most environmental protection proclamations lack implementation
action, which could pave the way for the introduction and broader practice of environmental
tax in E thiopia. F inally, al ong w ith t he cu rrent p ractices, parties w ho might h ave cer tain
contribution for further environmental taxation practices could be the society, experts as well
as governmental and nongovernmental offices.

4.2.4 Areas of economic activities in Ethiopia where environmental taxes

could be introduced
Result f rom th e i n-depth i nterview s hows t hat environmental t axes may contribute fo r

environment protection. Participants suggested that polluters have to be punished or heavily
taxed. They believe that those taxes: could be used for rehabilitation, may make the producers
value the natural resource, made payers realize their accountability, change their be haviour

and create energy efficiency.

In E thiopia farmers ( peasants) w ho use ex cessive ch emical fertilizers particularly nitrogen

fertilizers h ave to p ay environmental ta xes so asto e ncourage t he rehabilitation of 1 and
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degradation. S imilarly ifthe farmer did not farm sloppy landin a contour lineorin an
inappropriate way he/she have to be taxed. As well as those who mismanage the environment
for e xample by de foresting have to pay. In addition traders, m anufacturers, investors and
owners of vehicles can be mentioned. In general everyone who has negative impact as well as

those who utilize the natural resources should pay environmental related taxes in Ethiopia.

Therefore, from the above investigation those who engage in agricultural activity, live stock
production, floricultures, chemical 1 aboratories, h otels, garage, transportor ganizations,
aviations, laundry, pl astic pr oduction and a Iso different factories and 1 ndustries t hat em it

chemicals have to pay environmental tax in Ethiopia.

In a ddition a ccording t o Bruce and E llis (1993) t axing p olluting i nputs and out putsis a
particularly a ttractive p olicy, in developing ¢ ountries, which of ten I ack e xperience i n
administering and enforcing other types of environmental regulation. Corrective taxes make
use o f existing ad ministrative structures and increase tax revenues, w hich can be spent on
public goods to improve environmental quality (including treatment facilities for water and
sewage, waste disposal, and sanitation) or can be used to reduce other taxes (which are often
highly distortionary in countries with a narrow tax base) (Bruce and Ellis 1993). Accordingly
it is necessary to tax polluting inputs and outputs.

4.2.5 Source of funds to finance environmentally beneficial projects in

Ethiopia
In E thiopia f unds f or e nvironmentally b eneficiary p rojects a re g enerated f rom di fferent

sources. I nterviewees stated different i nternational o rganizations, go vernment budge ts,
NGOs, o ffice d evelopment assi stance an d climate finance as the so urces o f f inance f or
environmentally be neficiary pr ojects. [ n t he ¢ ontrary environmental taxisnot usedas a

source for those projects.
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Under th e 1 iterature re view it is a lso in dicated th at e nvironmental ta xes ¢ ould b e le vied
aiming at raising revenue from the users of the environment in order to cover the cost of
monitoring or ¢ ontrolling a ctivities. This c ould be when the chargeis paid for a sp ecific
environmental s ervice provided to the c harge p ayer, or when the c harge is used to c over
related environmental purposes but not in the form of a specific service to the charge payer. It
is also indicated that the transition countries of Central and Eastern Europe have particularly
used environmental taxes to generate funds for environmental investments (OECD 1999a).
Thus e nvironmental t axes ¢ an be used t o f inance funds f or e nvironmentally be neficiary

activities.

Moreover participants i ndicated t hat by levying t ax on va rious activities funds could be
generated f or th e re habilitation a s w ell f or the support of environmentally beneficiary
projects. T husi ti scl eart hatr evenue f rom t hese t axes is important f or pe rforming

environmental protection activities.

4.3 Conclusions

In general, the discussions in this chapter tried to integrate th e re sults o f quantitative and
qualitative methods so ast o ad dresst he r esearch o bjective t hrough an swering sp ecific
research q uestions. The s ubsequent ¢ hapter pr esents the ¢ onclusionst ogether w ith
recommendations f or p olicy makers’ tax pa yers a nd r egulators and gives di rections f or

further study.
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Chapter five: Conclusions and recommendations

The pur pose of this final c hapter is to summarize the w hole s tudy and hi ghlight pos sible
suggestions. A ccordingly, this chapter presents an overview of the entire study and its key
findings i n the first s ection f ollowed by r ecommendations f or pol icy m akers a nd other

stakeholders in developing environmental tax.

5.1. Overview of the whole study

The study began with discussion that the current growth of population and different activities
may raise environmental damage. Also how these environmental ideas and associated studies
are in viting in dividuals f rom d ifferent f ields. Further itis d iscussed th att hrough
environmental taxes environmental problems could be tackled. In respect to this, theoretical
review was done on e nvironmental taxes. Additionally empirical studies on the rational for

these taxes and studies conducted in different countries were reviewed.

Ther eview hi ghlighted s everal issues in theoretical aspectsu chasd efinitiono f
environmental t axes. It explains different de finitions gi ven t o de fine e nvironmental t axes;
simply it can be mentioned as a tax whose tax base has environmental relevance. At the same
time d ifferent ty pes o f e nvironmental ta xes which a re pollution, e nergy, r esource a nd

transport were reviewed also the summery of tax bases of environmental tax were shown.

Moreover t he ad vantage an d d isadvantage o f environmental t axes are al so t heoretically
reviewed that ‘static’ efficiency gains through reallocation o f abatement, ‘static’ e fficiency
gains t hrough pe rformance i ncentives, dynamici nnovationi ncentive, robustnesst o
negotiated erosion (‘regulatory capture’) and cost-limiting properties are listed as advantages
of these taxes w here as u ncertain e nvironmental im pact, compatibility with firm d ecision-

making st ructures, lack o f ex perience, ad ministration an d e nforcement co sts, g eographical
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differences, ef fectona ttitudes and pe rceptionc anb e m entioned a sl imitations of

environmental tax.

With r egard t o em pirical asp ects, survey s tudies which indicated why t here s hould be a
deviation from the normal tax basis or why these taxes should be introduced are reviewed.
Accordingly f or s ome the p rimary rationale f ort he us e of e nvironmental t ax ist he
externalities argument which says a polluter will not take into account the costs imposed on
society at large from their private actions. Again the so-called ‘polluter pays principle’ (PPP)
whereby the costs of pollution control are paid by the polluter themselves and not by society
at large is another reason. As well it is looked as means to correct for negative externalities
and taxes o n e nvironmentally ha rmful be haviour ha ve t he pot ential to r aise r evenues f or

governments. These are mentioned as the rationales for having environmental taxes.

The review of past studies also indicates an overview of key economic issues in the use of
taxation a s e nvironmental p olicy. I ti s f ound t hat E nvironmental t axes ¢ ould make a

significant contribution to tax revenues. The other studies reported the distributional e ffects
of environmental tax reform which concluded that distributional concerns, while important in
many cases, should not prevent or delay the introduction of environmental taxes. Also the
different ex perience in different co untries w ith respect to these taxes particularly Europe,
Mauritius, Uganda a nd s tudies in de veloping ¢ ountries were a ssessed. C oncerning t he

environmental tax most empirical studies indicate these taxes can better address externalities.

In general, the literature review of this study finds there is limited study related with the topic
especially in developing countries, also in Ethiopia knowledge towards these tax is low and
study regarding this aspect seems low; therefore this cause the researcher to undertake the

study.
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The broad objective of the study is to investigate the en vironmental taxation practices and
their revenue performance in Ethiopia. The study is a mixed approach; particularly based on
the data needed in the study in- depth interview and documentary analysis (qualitative aspect)

and survey- structured review of documents (quantitative aspect) were employed.

To a chieve t he broad objective of t he s tudy research qu estions should be a nswered by
analyzing data gathered through interview data collection and structured review of documents
instrument. T he s tudy i ncorporated 32 1 nterviewee s ample r espondents f or qua litative

questions through purposive sampling and 17 years revenue data for quantitative survey.

The da ta ga thered f rom t he i nterview w ere a nalysed through de scription together w ith
findings from documentary analysis and the seventeen year quantitative data gathered from
survey of s tructured r eview of doc uments w ere a nalyzed t hrough de scriptive a nalysis to

answer the research questions.

Hence, the major findings identified under the study were summarized as follows: first it is
found that the tax authority has not introduced environmental related taxes in Ethiopia but the
documentary analysis result indicates there are environmentally related taxes. E ven though
these taxes are not mentioned in the tax laws as en vironmental tax the definition make sure
that ha ving e nvironmental r elevance b ase cat egorise t hose t axes as en vironmental t axes.
Second taxes which have environmental tax bases in Ethiopia have high contribution to the
tax as well as total revenue o fthe country but it needs attention to be m ore ef fective in
protecting the environment as well as g enerating revenue. T hirdly Ethiopian tax laws and
regulation shows that implicitly there exist environmental taxes however since these taxes are
not introduced by t he tax authority as an environmental taxes knowledge regarding them is
very | ittle. A bovea nd be yond m oste nvironmental pr otection pr oclamations 1 ack

implementation action, which could pave the way for the introduction and broader practice of
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environmental tax in Ethiopia. Fourth it is found that in Ethiopia on the economic activities
which da mage t he e nvironment a nd ut ilize r esources e nvironmental t axes could be

introduced. Finally it is found that in Ethiopia funds which might finance e nvironmentally
beneficiary projects are not from environmental taxes but by levying these taxes on various
activities funds could be generated. As a result the study points out that there are only some

environmental taxation practices in Ethiopia.

Finally a gencies responsible for environmental matters in E thiopia include the M inistry o f
Agriculture, Environmental Protection Authority, and the Ministry of Water and Energy. But
there is also a way in accounting that averts the undesired environmental factors. This could
be by i mposing environmental r elated t axes. A ccordingly, the tax authority also hasa

responsibility for environment matters.

5.2. Recommendations

Based on the key findings of the study the following suggestions are forwarded:

R/

« Policy makers, tax payers and regulators need to understand environmental taxes how
and w hy they ar e i mposed, more sp ecifically awareness cr eation co ncerning these
environmental taxes is necessary. Furthermore the laws need further guiding principle

and manuals.

« Prior 1 aws 1l ike en vironmental 1 mpact ass essment p roclamations are a Iready issued
these proclamations help to discover the activities with negative externalities. Strict
implementation of environmental impact assessment is needed especially on projects
that ha ve majori mpacts one nvironment. M itigation measures ha vet o be

implemented. A ssessment of t he e nvironment s hould r eveal r ealization of he althy

environment.

63



Chapter Five: Conclusion and recommendations

% The environmental tax bases as a percentage of GDP are low; this shows that there is
the need to strengthen revenue raising p erformance. And since environmental taxes
could also be introduced with the intention of raising revenue introducing appropriate

environmental tax is therefore essential.

« It is important to rehabilitate damaged environment by imposing environmental tax on
activities t hat m ight 1 ead t o de forestation, degradation of the land (such as u sing
chemical f ertilizers an d p esticides); activities t hat g enerate too much wastes an d

noises as well as those which consume the energy so much (such as on electricity).

K/

« The society, e xperts as well as governmental a nd nongove rnmental o ffices certain

contribution for further environmental taxation practices is essential.
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Appendix 1 Interview questions

1.

2.

10.

11.

12.

13.

14.

Mention the environmental related taxes implemented in Ethiopia?

How do you see land use fee’s contribution for the protection of land degradation?
How do you see the country’s fees on waste treatment?

What part of the society can pay environmental related taxes?

How do you think inadequate levels of tax revenue in the country could lead to lack of
this resource protection?

How do you think inadequate levels of tax revenue in the country could lead to lack of
environmental protection?

How do you think inadequate levels of tax revenue in the country could lead to lack of
Water management?

What do you think the contribution of the environmental tax would be for Ethiopia’s
total tax revenue?

What strategies have you currently employed to protect the environment?

How do you think that Environmental tax could contribute to resource savings?

How do yo ut hink E nvironmental t ax w ill ¢ hange be haviours of i ndustries t hat
manufacture wooden products?

How do yo ut hink E nvironmental t ax w ill ¢ hange be haviours of i ndustries t hat
manufacture consumer goods using polluting technologies and environmentally below
standard processes?

How do yout hink e nvironmental t ax could be us edinor derto protect w ater
pollution?

How can environmental taxes viewed as a suitable instrument for altering behaviours
of some of the industries or c ompanies p roducing di fferent pr oducts and dum ping

poisonous and non-degradable wastes directly in to local rivers?
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15.

16.

17.

18.

19.

Who a re t he main s takeholders that ¢ ould i nvolve i n t he e nvironmental t ax of
Ethiopia?

How can environmental taxes viewed as a su itable instrument for energy efficiency
improvement?

How do you think taxes or fees on Measured or estimated ef fluents t o w ater will
contribute for the protection of water?

What a Iternatives i s there th at might f inance th e f unds f or e nvironmentally
beneficiary projects?

Do you think environmental tax could be used to finance environmentally beneficiary

projects? How?
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Appendix 2 Summary raw data from 1993 /94 to 2009/10

1993/94 20.03 999.00" 5.91 15.25  999.00°  45.56 8.63 999.00° 999.00° 3938.80 3029.99
1994/95 29.19 999.00" 849 2363 999.00°  58.05 27.55 999.00° 999.00° 5912.75 3878.72
1995/96 27.92 999.00" 7.91 28.17  999.00° 77.16 33.86 999.000 999.00° 6966.09 4723.39
1996/97 36.75 999.00" 820  30.76 999.00°  95.81 42.94 999.00° 999.00° 7885.63 5358.94
1997/98 18.44 5234 6.90  19.36 0.00  97.49 53.24 239.08  57.20 8381.32 5292.22
1998/99 002  51.24 9.09 16.75 0.00 108.89 47.61 258.82 2395 9557.54 553592
1999/00 0.00  75.76 11.22  26.98 0.00 111.58 51.54 287.54  83.32 9983.29 6344.16
2000/01 0.00  95.10 13.96  26.45 0.00 115.95 64.47 284.06  86.23 10636.41  7392.19
2001/02 001  94.43 10.80  44.10 931 111.83 88.87 284.67 106.46 10430.61 7858.21
2002/03 0.02  74.96 1446  17.38 7.25 111.87 47.51 290.51 113.56 11699.34 8194.30
2003/04 0.02 2597 24.62 4.17 6.41 136.15 3.86 375.53 239.02 13266.03 10324.94
2004/05  999.00°  193.06 10.93 2.67 6.83 144.36 297 42677 292.40 15183.35 11923.03
2005/06 000 7271 1226  49.09 861 12398 17635 567.70 286.02 18353.81 13939.62
2006/07 0.30 136.32 7.93  999.00° 7.70  129.86 0.00 827.63 44810 21314.19 16870.46
2007/08 0.12  249.63 25.81 999.00" 11.03  149.10 0.00 92560 451.82 30982.45 23981.09
2008/09 0.02 451.17 0.09 5.18 11.41  239.10 2.45 940.69 623.99 40184.00 29007.00
2009/10 0.12  458.62 0.19 5.86 13.05  270.00 5.04 1528.82 1055.67 53864.00 43318.00

Source: Ethiopian Revenue and Custom Authority (2011) and Ethiopian Ministry of Finance and Economic Development

Whereas “999.00 ”: represents missing values (not available), ETOLMP excise tax on locally manufactured p etroleum, E TOIP excise tax on
imported petroleum, ETOLMT excise tax on locally manufactured textiles, STOIS sales tax on iron and steel, ETOMW excise tax on mineral
water, RLUF rural land use fee, STONM sales tax on N on-metallic and Mineral Products, CDOVA Custom duty on Vehicles & accessories,
ETOA excise tax on Automobiles, TR Total Revenue, TaR Tax Revenue.
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Appendix 3Environmental tax as a percentage of total revenue

PETLMPtTR | PETIPtTR | PETLMTtTR | PSTOIStTR | PETOMWtTR | PRLUFtTR | PSTNMtTR | PCDVtTR | PETOAtTR

1993/94 0.51  #NULL! 0.15 0.39 #NULL! 1.16 0.22  #NULL! #NULL!

1994/95 0.49  #NULL! 0.14 0.40 #NULL! 0.98 0.47  #NULL! #NULL!

1995/96 0.40  #NULL! 0.11 0.40 #NULL! 1.11 0.49  #NULL! #NULL!

1996/97 0.47  #NULL! 0.10 0.39 #NULL! 1.21 0.54  #NULL! #NULL!

1997/98 0.22 0.62 0.08 0.23 0.00 1.16 0.64 2.85 0.68
1998/99 0.00 0.54 0.10 0.18 0.00 1.14 0.50 2.71 0.25
1999/00 0.00 0.76 0.11 0.27 0.00 1.12 0.52 2.88 0.83
2000/01 0.00 0.89 0.13 0.25 0.00 1.09 0.61 2.67 0.81
2001/02 0.00 0.91 0.10 0.42 0.09 1.07 0.85 2.73 1.02
2002/03 0.00 0.64 0.12 0.15 0.06 0.96 0.41 2.48 0.97
2003/04 0.00 0.20 0.19 0.03 0.05 1.03 0.03 2.83 1.80
2004/05 #NULL! 1.27 0.07 0.02 0.04 0.95 0.02 2.81 1.93
2005/06 0.00 0.40 0.07 0.27 0.05 0.68 0.96 3.09 1.56
2006/07 0.00 0.64 0.04  #NULL! 0.04 0.61 0.00 3.88 2.10
2007/08 0.00 0.81 0.08  #NULL! 0.04 0.48 0.00 2.99 1.46
2008/09 0.00 1.12 0.00 0.01 0.03 0.60 0.01 2.34 1.55
2009/10 0.00 0.85 0.00 0.01 0.02 0.50 0.01 2.84 1.96

Source: Ethiopian Revenue and Custom Authority (2011) and Ethiopian Ministry of Finance and Economic Development

Whereas: PETLMPtTR percentage of excise tax on | ocally manufactured petroleum to total revenue , PETIPtTR percentage of excise tax on i mported petroleum to total
revenue, PETLMT(TR percentage of excise tax on locally manufactured textile to total revenue, PST OIStTR percentage of sales tax on Iron and steel to total revenue,
PETOMWI!TR percentage of excise tax on mineral water to total revenue , PRLUFtTR percentage of rural land use fee to total revenue, PSTNMtTR percentage of sales tax
on n on-metallic a nd m ineral pr oducts t o t otal r evenue, P CDVtTR percentage of c ustom duty on Vehicles to t otal r evenue, P ETOAtTR percentage of e xcise tax on
Automobile to total revenue.
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Appendix 4 Environmental taxes as a percentage of tax revenues

PETLMPtTaR | PETIPtTaR | PETLMTtTaR | PSTOIStTaR | PETOMW?tTaR | PRLUFtTaR | PSTNMtTaR | PCDVtTaR | PETOAtTaR

1993/94 0.66  #NULL! 0.20 0.50 #NULL! 1.50 0.28  #NULL! #NULL!

1994/95 0.75  #NULL! 0.22 0.61 #NULL! 1.50 0.71  #NULL! #NULL!

1995/96 0.59  #NULL! 0.17 0.60 #NULL! 1.63 0.72  #NULL! #NULL!

1996/97 0.69  #NULL! 0.15 0.57 #NULL! 1.79 0.80  #NULL! #NULL!

1997/98 0.35 0.99 0.13 0.37 0.00 1.84 1.01 4.52 1.08
1998/99 0.00 0.93 0.16 0.30 0.00 1.97 0.86 4.68 0.43
1999/00 0.00 1.19 0.18 0.43 0.00 1.76 0.81 4.53 131
2000/01 0.00 1.29 0.19 0.36 0.00 1.57 0.87 3.84 1.17
2001/02 0.00 1.20 0.14 0.56 0.12 1.42 1.13 3.62 1.35
2002/03 0.00 0.91 0.18 0.21 0.09 1.37 0.58 3.55 1.39
2003/04 0.00 0.25 0.24 0.04 0.06 1.32 0.04 3.64 231
2004/05 #NULL! 1.62 0.09 0.02 0.06 1.21 0.02 3.58 2.45
2005/06 0.00 0.52 0.09 0.35 0.06 0.89 1.27 4.07 2.05
2006/07 0.00 0.81 0.05 #NULL! 0.05 0.77 0.00 4.91 2.66
2007/08 0.00 1.04 0.11 #NULL! 0.05 0.62 0.00 3.86 1.88
2008/09 0.00 1.56 0.00 0.02 0.04 0.82 0.01 3.24 2.15
2009/10 0.00 1.06 0.00 0.01 0.03 0.62 0.01 3.53 2.44

Source: Ethiopian Revenue and Custom Authority (2011) and Ethiopian Ministry of Finance and Economic Development

Whereas: TaR is tax revenue



Appendix 5 Environmental taxes as a percentage of Gross Domestic Product

Year PETLMPtGDP | PETIPtGDP | PETLMTtGDP | PSTOIStGDP | PETOMWtGDP | PRLUFtGDP | PSTNMtGDP PCD VtGDP | | PETOAtGDP

1993/94 0.06 #NULL! 0.02 0.05 #NULL! 0.13 0.03 #NULL! #NULL!

1994/95 0.08 #NULL! 0.02 0.06 #NULL! 0.15 0.07 #NULL! #NULL!

1995/96 0.07 #NULL! 0.02 0.07 #NULL! 0.19 0.08 #NULL! #NULL!

1996/97 0.08 #NULL! 0.02 0.07 #NULL! 0.21 0.10 #NULL! #NULL!

1997/98 0.04 0.12 0.02 0.04 0.00 0.22 0.12 0.53 0.13
1998/99 0.00 0.08 0.01 0.03 0.00 0.17 0.08 0.41 0.04
1999/00 0.00 0.11 0.02 0.04 0.00 0.17 0.08 0.43 0.13
2000/01 0.00 0.13 0.02 0.04 0.00 0.16 0.09 0.39 0.12
2001/02 0.00 0.13 0.01 0.06 0.01 0.15 0.12 0.39 0.15
2002/03 0.00 0.10 0.02 0.02 0.01 0.16 0.07 0.41 0.16
2003/04 0.00 0.03 0.03 0.01 0.01 0.17 0.00 0.46 0.29
2004/05 #NULL! 0.21 0.01 0.00 0.01 0.16 0.00 0.47 0.32
2005/06 0.00 0.07 0.01 0.05 0.01 0.12 0.17 0.56 0.28
2006/07 0.00 0.12 0.01 #NULL! 0.01 0.12 0.00 0.74 0.40
2007/08 0.00 0.20 0.02 #NULL! 0.01 0.12 0.00 0.74 0.36
2008/09 0.00 0.33 0.00 0.00 0.01 0.18 0.00 0.69 0.46
2009/10 0.00 0.30 0.00 0.00 0.01 0.18 0.00 1.00 0.69
Total sum .33 1.95 .26 .54 .08 2.75 1.01 7.23 3.53

Source: Ethiopian Revenue and Custom Authority (2011) and Ethiopian Ministry of Finance and Economic Development
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