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“A typical American taxpayer forks out at least $2000 a year to fund per-
verse subsidies and then pass another $2000 through increased prices for
consumer goods and services or through environmental degradation.”

Dr. Norman Myers, former White House advisor, Blue Planet Prizewinner 2001 und author of Perver-
se Subsidies: Taxes Undercutting Our Economies and Environments Alike?
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A. ABSTRACT

The global problem of biodiversity loss is
exacerbated by many direct and indirect
environmentally harmful subsidies (EHS), which
cause a great deal of damage to rainforests,
fisheries and agricultural land. Similarly, the
nature of the fransfer of wealth from the wealthy
North to the poorer South often has a signifi-
cant negative environmental impact. According
to the Convention on Biological Diversity
(CBD), so-called "perverse subsidies" are a
policy or practice that encourages, either directly
or indirectly, resource uses leading to the
degradation of biological diversity. The OECD
defines as perverse subsidies "all kinds of
financial supports and regulations that are
put into place to enhance the competitiveness
of certain products, processes or regions, and
that, together with the prevailing taxation
regime, (unintentionally) discriminate against
sound environmental practices." UNEP
estimates that EHS are worth between USD
0.5 to 1.5 trillion per year® - in OECD coun-
tries, farming subsidies alone are worth more
than USD 381 billion - and has called for
their rapid dismantling.*

1

The meeting of U.N. Contracting States to
the COP9 "Convention on Biological Diversity"
(CBD)5 in Bonn in May 2008 under the Ger-
man Presidency must finally grasp the op-
portunity to take concrete steps to reduce
perverse subsidies. Article 10 a) of the CBD
incorporates a clause calling on the conven-
tion parties to "integrate consideration of the
conservation and sustainable use of biologi-
cal resources into national decision-making."

Time is of the essence. Global extinction rates
are a thousand times higher than the natural
rate. In Germany alone, around 100 hectares
of land are lost daily to the construction of
residential areas and infrastructure. If today's
trends are not reversed, the destruction of
habitats and the effects of climate change
could result in the extinction of 1.5 million
species of flora and fauna in the next 25 years.
The European Union and the German
government value biodiversity loss - extremely
difficult to price or quantify - at between 16
and 64 billion Euros per year - considerably
more than the Gross World Product!

Kiellingbro and Skotte estimate that EHS
amount to more than half of all subsidies

Billion US $ Total EHS out of
conventional total
subsidies conventional
subsidies
Agriculture 376 207
Energy 85 - 244 64 - 216
Road 225 - 300 110 - 150
Transportation
Water 69 50
Forestry 35 35
Fisheries 20 19
Total 810 - 1044 485 - 677

worldwide, and that the greater proportion of
these are used to subsidise agriculture’:

The agricultural sector is an important recipient
of EHS, particularly in the EU and the USA.
OECD research suggests that subsidies ac-
count for one third of income in the agricultural
sector - yet only 4 per cent of these subsidies
can be regarded as environmentally advanta-
geous, and more than two thirds pose a threat
to biodiversity. The export subsidies of OECD
countries not only distort infernational competi-
tion and compromise the development of poorer
states in the South, but also encourage inten-
sive agricultural methods. For example, the
subsidisation of meat production in the EU
has resulted in the massive expansion of soya
bean production in Brazil and Argentina used
as cattle feed for the production of beef con-
sumed in Europe. In much the same way,
subsidisation of biofuels in the EU has indirectly
caused significant environmental damage in
rainforest areas of Southeast Asia and South
America, due to the effective subsidisation of
palm oil plantations. Even today, approximately
40 per cent of the entire EU budget (about 44
billion Euros) is used to subsidise agriculture.
Germany's share in this total amounts to 9.3
billion Euros, with agriculture receiving a fur-
ther 1.7 billion Euros in national subsidies as
well.

Similarly, the USA is planning to subsidise
agriculture to the tune of 197 billion Euros in
2008, even though the WTO denounced its
cotton subsidies as anti-competitive in Decem-
ber 2007.

Perverse subsidies are also a significant issue
in the fisheries sector, indeed it is the most
strongly protected and economically encour-
aged branch of trade. According to UNEP,




subsidies currently account for almost the half
of total turnover in the fisheries industry, with
hugely detrimental resulis. It is estimated that
around 74 percent of fish stocks are com-
pletely exploited or over-fished and that na-
tional fishing fleets are 2.5 times larger than
they should be to achieve sustainable de-
velopment. What is more, environmentally
damaging deep-sea fishing is subsidized to
the tune of 152 billion Euros per annum. In
this sector, it is imperative that subsidies are
reduced - especially for high performance
fishing fleets - and controls to prevent illegal
fishing are improved, as well as to downsize
the fleet capacity and to promote alternative
incomes in other economic fields.

A number of direct and indirect fiscal meas-
ures encourage the deforestation of wood-
land habitats vital for safeguarding biodiver-
sity. This can amount to the subsidisation of
timber companies and saw mills, or the build-
ing of roads to enable access to rainforest
areas for slash and burn cultivation. Dam
construction can also result in serious re-
ductions in biodiversity and is subsidized by
national governments and by international
emissions trading. In such cases it is necessary
to strike a balance between environment and
economy, taking CO, free electricity genera-
tion, the costs of flood defences, and methane
build-up in the reservoir into account. A posi-
tive example of biodiversity protection is
Brazil's system of municipal fiscal transfer,
which takes ecological indicators (ICMS-E)
into account. In the federal state of Parana,
for instance, the proportion of local protected
areas has increased by 192 percent within
10 years. This is a meaningful example of
how crucial financial incentives can be used
in the conservation of biodiversity, as well as
in its loss. Environmental policy is increasingly
coming fo be regarded as a benefit and not
a burden.

ENVIRONMENTALLY HARMFUL SUBSIDIES

Energy and transport subsidies, including
subsidisation of infrastructure, are very high
in Germany. According to a survey of envi-
ronmental and conservation organisations,
perverse subsidies in the 2006 federal govern-
mental budget were estimated to be worth
34 billion Euros. Commuter tax allowances
and higher property taxes in cities are incenti-
vising urban sprawl and the segmentation
of living space. In addition, Germany pays
out more than one-third of all competition-
distorting subsidies for business in the Euro-
pean Union, worth 20.2 billion Euros.

Projects leading to significant biodiversity loss
continue to receive funding. The demolition
of the last large freshwater mudflat in Ham-
burg (the last SiBwasserwatt) - the Mihlen-
berger Loch - is just one example of this. The
area was the last large stretch of mudflat
between Hamburg and the Elbe estuary and
it was valued as both a resting ground for
migratory birds and as a foraging ground
for brooding birds. It cost the federal govern-
ment and the German states more than 2.3
billion Euros to destroy it and make way for
an extension fo the Airbus factory.

It is important that a discussion of subsidy
policy concentrates on ways of dismantling
EHS, on their restricted validity in terms of
time, and on their continuous re-examination.
Total ecological costs must be calculated as
an integral part of this process, and lobby
inferests must be overcome. When tackling
global subsidies, national interest must be
put aside and the sustainable, long-term
value of biodiversity prioritised.

The COP?9 offers us all the chance to achieve
real and binding progress on the way to
reducing and eventually turning the tide of
biodiversity loss. A great number of EHS must
be dismantled if we hope to reach the glo-
bal environmental targets set for 2010.
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B. INTRODUCTION

In 2002 at the World Summit on Sustainable
Development in Johannesburg, a commit-
ment was made to drastically reduce global
species extinction by 2010. The German feder-
al government, in its national biodiversity stra-
tegy of November 2007, also agreed to stop
biodiversity loss by 2010 and afterwards even
reverse the negative trend.

In reality, the rate of plant and animal extinc-
tion is 1000 times higher today than it was
in pre-historic times, before humans roamed
the Earth. If we do not take action, current
biodi-versity loss will again increase tenfold
by 2050. There is no sign of trend reversal
any-where on Earth. Every two seconds, primal
forest the size of a football field is lost. In
Germany from 2000 to 2004, an area of
around 114 hectares was lost daily to housing
or infrastructure construction.®

For land-based ecosystems, changes in the
landscape, such as the transformation of
forestto fields, is the main cause of biodiversity
loss. For ocean ecosystems on the other hand,
fishing - particularly over-fishing - is the main
force behind loss of biodiversity.

Often, subsidies and perverse financial incen-
tives contribute to the breakneck pace of biodi-
versity loss. The United Nations Environment
Programme (UNEP) estimates a global expen-
diture of 500 billion to 1.5 trillion US dollars?
annually for environmentally harmful subsi-
dies and demands their speedy dismantling.
Myers also arrives at an estimate of 1.45 trilli-
on dollars'® (see table 1).

Most of these "perverse subsidies," as financial
incentives for environmental destruction are
called, go toward agriculture, transportation/
energy, fishing, forestry and waters. In the
OECD member states, agricultural subsidies
alone add up to over 240 billion dollars an-
nually - one third of the total worth of agri-
cultural products worldwide.!

Global agricultural subsidies are estimated
at 575 billion dollars; 460 billion have ne-
gative environmental impacts. Road traffic is
also subsidized to the tune of over 600 billion
dollars; more than two-thirds of which have
been classified as perverse subsidies'?:

If the current trend is not stopped, globally
1.5 million animal and plant species will be
threat-ened by extinction within the next 25
years - because their habitats were destroyed
and as a consequence of climate change’'3.

Environmental organizations have long de-
manded massive reductions of annual sub-
sidies in the energy, transportation, wood and
agricultural sectors. Instead, a global network
of nature reserves should be set up. This task
would require far fewer funds than are currently
spent on subsidies.

The ninth meeting of the UN Conference of
the Parties (COP9) on the Convention on Bio-
logical Diversity (CBD), chaired by Germany
in May 2008 in Bonn, again missed the op-
portunity to dismantle environmentally harm-
ful subsidies. The previous conference,
COP8, was also unable to reach consensus
on an instrument to fund the protection of
biodiversity and the reduction of harmful in-
centives, in particular on the issues of primal
forests and deep-sea fishing. The USA even
announced that they would cut their financial
aid for the Global Environment Facility by 50
percent. The Federal Republic of Germany
spends 95 million euros annually on direct
measures to implement the CBD in partner
countries.’> With its "Business and Biodiversity
Initiative", the German federal government is
also trying to encourage the private sector to
take responsibility for biodiversity in their
activities.'®

The mandatory reduction of environmentally
harmful subsidies offers an opportunity not
only to dismantle perverse financial incentives
that damage nature, but also to make more
funds available for the global protection of
biodiversity. This can only be successful if, in
a win-win situation, the economic and social
advantages of the general good are put above
national lobby interests and North/South
justice prevails.
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Table 1: SUBSIDIES: OVERALL TOTALS (billion $ per year)

Sector Conventiona  Environmental Total Perverse
Subsidies* Externalities Subsidies Subsidies
documented/ (range)** (range)**
quantified
Agriculture 325 250 575 460
(390-520)
Fossil Fuels/Nuclear Energy 145 ke 145 110
Road Transportation 558 359 917 639
(798-1041)
Water 60 175 235 220
Fisheries 22 22 22
Totals (rounded) 1,110 785 1,895 1,450

* Subsidies of established and readily recognized sorts, including both direct financial transfers and indirect supports such

as tax credits.

** Ranges: some of these estimates are supported by ranges: for details, see text. In some instances, estimates are not
inserted becanse there is simply too little agreement even about ranges.

**% Regrettably it has not been possible to come up with even a reasonably agreed estimate for this value: the data are

to0 patchy and disparate.

The debate on environmentally harmful sub-
sidies is not new. The international community
already agreed in 1992 at the Earth Summit
in Rio de Janiero to'7:

“Remove or reduce those subsidies that do
not conform with sustainable development
objectives;

Reform or recast existing structures of
economic and fiscal incentives to meet
environment and development objectives;
Establish a policy framework that
encourages the creation of new markets in
pollution control and environmentally
sounder resource management;

Move towards pricing consistent with
sustainable development objectives.”

Many international agreements on the pro-
tection of biodiversity demand the dismantling
of perverse subsidies. In Germany, even
applying the narrow definition of subsidies
used in the federal subsidy report, year after
year hundreds of billions of subsidy funds
are transferred to businesses and private
households. In its 2001 Environmental Per-
formance Review, the OECD came to the con-
clusion that around 35 percent of German
subsidies could be considered harmful to the
environment'8,

One goal on the political level should be to
shape international subsidy policy so that it
is sustainable and also serves the environ-
ment rather than the reverse; shortsighted

PERVERSE SUBSIDIES

As a consequence of the debate on environmentally harmful subsidies,
the term "Perverse subsidies / "Subsidios perversos" emerged in
English and Spanish language.

The UN introduced a definition by which perverse subsidies are a specific
form of economic incentives. These incentives support - directly or
indirectly - non-sustainable behavior and the reduction of biodiversity.
The definition includes not only subsidies, but also all governmental
actions, that don't sufficiently take the existence of external environ-

mental costs into account.

Abolishing perverse subsidies can therefore have positive effects on the
protection, and the sustainable use of biodiversity for our planet.

UNEP estimates that the perverse subsidies amount to 500 billion to
1.5 trillion US-Dollars worldwide - which is more than the GNP of

many states.

policy catering in the main to economic in-
terests.

This GBG study commissioned by the DNR is
an analysis of the comprehensive literature
available on environmentally harmful subsi-
dies and financial incentives. We present case
studies from around the world and make
proposals on dismantling subsidies. No ori-
ginal research was however done. The litera-
ture was evaluated and sources have been
citied without scientific corroboration of the
data.

7 UNDESA, 2007: Agenda21, Char-
ter 8: Integrating Environment and
Development in Decision-Making,
URL: http://www.un.org/esa/
sustdev/documents/agenda21/
english/agenda?1chapter8.htm

8 BMU, 2002: Okologische Finanz-

reform - Bilanz und Perspektiven
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C. ENVIRONMENTALLY HARMFUL SUBSIDIES - A

DEFINITION

1. SUBSIDY TERMINOLOGY -
DEFINITIONS AND EXAMPLES

Since "neither in scientific literature nor in prac-
tice is there a clear and universal definition
of subsidies"'? it is necessary to first give an
indepth explanation of the terminology we
use. First we shall set three distinguishing
criterion by which we can differentiate diffe-
rent subsidy terms.?® We shall then introduce
the definition of subsidy most pertinent to this
study. It is important to remember that diffe-
rent subsidization terminology "mirrors ...dif-
ferent political and academic beliefs about
the function of the state in economic

affairs”?!.

According to Fritzsche et al., the three fol-
lowing criterion are crucial to differentiating
sub-sidy terminology:?? 1. The set of subsidy
recipients and donors allowed by the defini-
tion, 2. the characteristics of the subsidy pay-
ments and 3. the form of the subsidy.

Economists usually use a rather broad defini-
tion of subsidy which can be summarized as
follows: A subsidy is support characterized by
specific features.?? The subsidy donor can be
any national, infernational or supranational
organization. Other possible donors are
organizations that distribute monies as infer-
mediaries of public bodies and authorities
such as for example the publically owned bank
Kreditanstalt fior Wiederaufbau (KfW). In the
end, what is decisive is that subsidies are
granted at the expense of the general public?4.
In economic theory, subsidy recipients are
commercially-oriented public and private
businesses.?> There are three main charac-
teristics of subsidy payments: First, they are
payments that are intentionally available only
to a certain subset of society; they are by nature
discriminating. Second, there is no direct re-
turn; or the conditions for the transfer of the
support diverge from usual market con-
ditions.2¢ Third, in order to receive subsidies,
the recipient must act in a certain way. It is ir-
relevant whether recipients would have acted
in the same manner if they had not received
the subsidy.

There are a variety of subsidy forms that
appear relevant from an environmental point
of view?’: First; financial government support
for businesses without direct market returns.
Such support falls under the narrow definition
of subsidies and is provided in order to fulfill
a particular public interest. These subsidies
can take the form of financial aid or of tax
concessions. When they take the form of tax
breaks, the question arises of "model" taxation
- or how to differentiate between appropriate
taxes inherent to taxation laws and selective
tax concessions.?® A broader definition of
subsidies also includes indirect subsidies. In
scientific litera-ture, these are also known as
"implicit subsidies'?. A further form of sub-
sidization that plays a large role in academic
environmental discourse is so-called "hidden
subsidies"®. These refer to the failure of in-
ternalizing the external costs of certain actions.

The following table, created by Meyer, illustrates
subsidy terminiology using energy subsidies
as an example:3' (see table 2).

The institutional international definitions of
subsidies in the energy sector apply yet another
definition of subsidies and have only margi-
nal differences. In the following table, the most
important defining features in this area are
illustrated abstractly®? (see table 3).




Table 2:
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Subsidies with budgetary effect

Subsidies without
budgetary effect

(A) Expenditure: Financial support

Real transactions
(cash, procurement subsidies and price
reduction subsidies)

Reduced interest

(B) Income: (D) Non-

Tax concessions internalized
external costs of
energy

consumption

(C) Regulations that
act as subsidies

Competition distorting
government regulations
provide advantages to

- Support programs for renewable energy
sources and energy efficiency

R & D (esp. nuclear and renewable energy)

- Preparation for and renaturation of opencast
mining

- Partial financing and risk sharing of the
disposal and transport of atomic waste

- Guarantees / loans for power plants

- Subsidies / loans to finance energy
infrastructure

. some
Guarantees, warrantees, shareholdings

Examples in the energy sector

- Hard coal subsidies - Energy tax breaks - Greenhouse gas, - The Jahrhundert-

pollutant and non-
material

- Income tax breaks
(commuters’ e
allowance, home emissions
buyers’ grants) - Area, ecosystems

- Tax breaks — - Process chain
provisions for the (processes before

nuclear power and after
industry production)
- Liability

limitation of the
nuclear power
industry

vertrag contract in
favor of hard coal

- Imperfect competition
in the electricity
sector

- Renewable Energies
Act

- Emissions trading
advantages for certain
energy carriers

- Trade restrictions

Subsidies in the narrow sense of the term

Broader definition of subsidies

2. DEFINITION OF BIODIVERSITY
According to Simonis, biodiversity is "the
diversity of life forms in the biosphere
including all variants and their interrela-
tions."% This includes the following three
categories: 1. ecological diversity, that is the
diversity of ecosystems; 2. the diversity of or-
ganisms, that is species and genera; and 3.
genetic diversity. There is wide variation in
the distribution of biodiversity. Half of all spe-
cies are found on around two percent of the
Earth's surface, so-called hotspots - usually
in tropical developing countries.3¢

On the international level, biodiversity is

protected under the United Nations Conven-
tion on Biological Diversity (CBD). The CBD

Table 3:

came into force in 1993 and has to date
been ratified by 190 states¥”.

3.ENVIRONMENTALLY HARMFUL
SUBSIDIES

Extrapolating from the broad definition of
biodiversity given above and a definition of
subsidies that makes sense from an environ-
mental point of view, we can assume that
subsidies that are harmful o the environment
in general also have a negative impact on
biodiversity. The OECD defines environmen-
tally harmful subsidies as "all kinds of finan-
cial supports and regulations that are put
info place to enhance the competitiveness of
certain products, processes or regions, and
that, together with the prevailing taxation re-

UNEP/ OECD/ IEA®

EU34

Any government action that concerns primarily the

energy sector that

e raises the price received
by energy producers

e lowers the price paid
by energy consumers

All measures that offer direct or
indirect advantages to energy
sources, in particular:

e reduce costs for consumers
and producers

e maintain producer prices
higher than market prices

e maintain consumer prices
below market prices

37

33 UNEP/ OECD/ IEA, 2002: Refor-

ming Energy Subsidies. An expla-

natory summary of the issues and
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on Biological Diversity, 1992, An-
hang I, URL: http://www.cbd.int/
convention/articles. shtml2a=cbd-
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3 Simonis, Udo, E., 2003: Oko-Le-

xikon, Verlag C. H. Beck, Min-
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Convention on Biological Diversity,
2006: Year in Review 2006, p. 9,
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gime, (unintentionally) discriminate against
sound environmental practices."® This in-

cludes subsidies of all forms that cause a
reduction of biodiversity®?.

D. THE ECONOMIC "VALUE" OF

BIODIVERSITY

Human beings are dependent upon biolo-
gical diversity. It provides us with food, medi-
cine and raw materials as well as other in-
dispensible goods and services. The forests
for example provide us with wood, enrich the
air with oxygen, purify water, prevent erosion
and flooding, keep our climate moderate and
transform waste info food or raw materials
such as oil and gas.

In contrast to goods that can be bought and
sold for money, many ecosystem services have
no obvious price value since they are not
traded on the market. Financial markets there-
fore ignore the importance of biodiversity and
natural processes to human well-being. New
methods are being used to assign a mone-
tary value to certain services such as rest or
clean water. The deterioration of ecosystem
services could be slowed down considerably
or even reversed if the frue economic value
of these services were taken into account in
decision making processes.

Measures to better conserve biodiversity also
support more human well-being in general
by preserving of the numerous uses of eco-
systems.

Changes in ecosystems also have a social
component because the poorest people in
the world, who are least able to adapt to
these changes, are hit hardest.

Of course it is difficult to assign a monetary
value to biological diversity. The EU Commis-
sion estimates the value of goods and services
provided annually by ecosystems across the
globe at 26 trillion euros.®® That is double
the value of what humans produce each year!

In its national strategy, the German federal
government quotes studies that estimate the
value of the annual use of all ecosystems at
between 16 and 64 trillion dollars.#' More
than half of medicaments in use in Germany
today are based on medicinal plants or their

substances. Global sales of medicaments
based on plants total around 20 billion US
dollars annually.#? Globally, 10,000 to
20,000 different species of plants are used
for these medicaments.

Before the Earth Summit in Johannesburg,
an infernational team of scientists calculated
the cost-benefit ratio of environmental pro-
tection and economic use. They came up with
a ration of 1:100. A global land and water
conservation program would cost around 45
billion US dollars annually. In contrast, the
research team estimated the benefit to be up
to 5,200 billion dollars each year.® Economi-
cally and environmentally perverse subsidies
thus amount to 950 to 1,950 billion US dol-
lars each year. The research team also exam-
ined 300 case studies, only 5 of which inte-
grated not only the most important market
goods, but also "natural services" not on the
market such as protection against erosion or
the greenhouse effect.

From the tropical forests of Cameroon to the
Canadian wetlands or coral reefs in the Philip-
pines, all studies came to similar conclusions.
In short, land conversion and intensive priva-
te use can be very profitable. However if you
also factor social and global aspects into the
bill, the bottom line is: conservation always

pays.

For example, converting mangrove forests into
prawn farms can be profitable for a private
business; however, intact mangrove forests
also provide wood, are the nursery for deep-
sea fish with commercial value and offer pro-
tection from storms. A long-term analysis for
the global economy reveals that a much higher
"profit" is gained by environmentally-friendly
use.

These scientists estimate the "running costs"
to humankind for the transformation of nat-
ural ecosystems shall rise annually by
approximately 250 billion dollars. Depending
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on the use of biodiversity, these ecosystems
could produce goods and services valued at
4,400 to 5,200 billion dollars per year - a
cost-benefit ratio of 1:20.

WHY DOES BIODIVERSITY LOSS
NEVERTHELESS CONTINUE?

In each country, a small minority of citizens
and international companies profit from
clear-cutting, overfishing, or transforming
forests into farmland. They can make extra-
ordinarily high profits and then, like locusts,
move on. The majority of the population how-
ever makes their livelihood from the sustain-
able use of biological resources and are the
losers of this destruction of the natural basis
of our existence spurred on by perverse sub-
sidies.

In the Millennium Assessment Report as well,
the worth of different uses of land was as-
signed a monetary value. The report comes
to the conclusion that the sustainable use of
ecosystems has a much higher value than
aggressive management, clear-cutting or
overfishing.

According to the Stern report, the conserva-
tion of tropical rainforests is the most econom-
ical climate protection measure.** Never-
theless, biodiversity is still rarely examined
or researched comprehensively from an eco-
nomic point of view.

The meeting of environment ministers during
the 2007 G8 summit therefore agreed to
commission a comprehensive global study
on the "economic significance of the global
loss of biological diversity" to compare the
costs of the conservation of biological diversity
with the consequential costs of biodiversity
loss and economic use®s.

EXAMPLES OF THE ECONOMIC
VALUE OF BIODIVERSITY*:

® Cameroon: The conservation of tropical
rainforest and the sustainable use of trees
has social, economic and global advan-
tages amounting to 3,400 dollars per
hectare - in particular due to erosion pro-
tection and carbon sequestration. Con-
version for food production brings in
2,000 dollars per hectare. In an overall

ENVIRONMENTALLY HARMFUL SUBSIDIES

Net present value in dollars per hectare
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Source: Millennium Ecosystem Assessment

economic analysis, least profitable is
conversion for oil plantations at only 1,000
dollars per hectare. Furthermore, private
profits from the latter are the result of high
subsidies from the buyer countries.

Thailand: The conversion of mangrove
forests info prawn farms creates profits of
up to 200 dollars per hectare. The eco-
nomic use of wood, fish nurseries, flood
protection and climate protection is valued
at between 1,000 and 35,000 dollars per
hectare.

Canada: The drainage of wetlands to cre-
ate pastures creates a profit of 2,400 dol-
lars per hectare. The economic use of the
wetlands for hunting, fishing and carbon
sequestration is valued at more than
5,800 dollars per hectare.

4 Der Standard, 2007: StraBenbau

im Amazonas-Gebiet bedroht das
Weltklima, URL: http://derstandard.
at/2url=/2id=3119891; see also:
Stern, N.; 2006: The Economics
of Climate Change — The Stern Re-
view, URL: http://www. hm-
treasury.gov.uk/independent reviews/
stern_review_economics_climate_
change/sternreview_index.cfm

BMU, 2007: Potsdam Initiative zur
biologischen Vielfalt 2010, 15.-
17. Mérz 2007, URL: http://www.
bmu.de/files/pdfs/allgemein/
application/pdf/potsdam _initiative
de.pdf

Greenfacts, 2007: Box 2.2.
Economic Costs and Benefits of
Ecosystem Conversion, URL: http://
www.greenfacts.org/en/biodiversity/
figtableboxes/2022-npv.htm
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Prange, Florian/ Ahlswede, Jo-

chen, 2006: Schwarzbuch Klima-
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E. CLIMATE-UNFRIENDLY SUBSIDIES IN THE

ENERGY SECTOR

The climate catastrophe has an immense
impact on biodiversity and on global ecosys-
tems. According to a study published in Janu-
ary 2004 in the journal Nature?’, by 2050,
climate change may have caused the ex-
tinction of one third of all species world-wide.
Already climate change has had numerous
and noticeable effects on biodiversity and on
ecosystems. This is frue not only of the receding
ice in the polar regions and alpine areas,
but also of breeding behavior in domestic

birds. Should climate change become more
extreme in the future, in the majority of the
world's regions the damage to our ecosystems
shall most likely outweigh possible benefits
such as a longer growing season. Anthropo-
genic climate change will intensify the risk of
the extinction of species, floods, drought, the
decline of animal populations and the spread
of illnesses. For these reasons, all subsidies
and incentives that harm the climate are of
key importance to biodiversity.

Table 4: Climate-unfriendly and environmentally harmful subsidies in Germany
2006

Subsidy Short-term
(Tax concessions and Value (£€) Proposal for phase-out dismantlement
financial aid) possible (€)
Transportation
Lower tax on diesel Partial alignment with tax on regular gasoline
(47 ct/l) compared to lead-free 5,85bill. (raise diesel tax by 8 ct/l) 2,62bill.
gasoline (65 ct/l)
Tax exemption for kerosene 8,7 bill. [Kerosene tax in domestic air traffic 400 mill.
(\j/alue a_dde}i tax exemption for 500 mill. Dismantle at least for domestic flights 500 mill.
omestic air traffic
.. Commuter tax allowance lower the flat rate from .
Entfernungspauschale 1,5 bill. 30 to 10 ct/km 1 bill.
Tax concession from flat tax on 500 mill. Dismantle 500 mill.
privately used company cars
Cole and nuclear energy
Hard coal subsidies 2,7 bill. Reduction after 2008 1 bill.
Lower or no tax on hard coal 2,2 bill. Step by step raise in tax on coal not used to 200 mill
Lower or no tax on lignite coal 1,5 bill. produced electricity, introduced Aug. 1, 2006 ’
Tax exemption for nuclear fuels 1,63 bill. Dis.m_antle if so-called nuclear consensus is 0
recidivated
Support for lignite coal mining 200 mill. Dismantle 200 mill.
Tax concessions for nuclear power 800 mill.| Limitation 400 mill.
liabilities
Tax concessions for energy-intensive businesses
General tax concessions (reduction
for manufacturing industry and
agriculture and forestry sectors to 1,59 bill. Dismantle
60% of the eco-tax)
- for energy taxes on oil and gas
- for electricity tax 1,85 bhill. 1 bill.
Tax caps (concessions for
businesses with considerable 240 mill More targeted tax laws including basing taxation
burdens) " on the criteria of the EU directive on energy
- for energy taxes on oil and gas taxation for energy-intensive sectors
- for electricity tax 1,7 bill.
Tax exemptions for energy-intensive 69 mill. | Dismantle 69 mill.
processes
Tax concessions for seaports 25 mill. Dismantle 25 mill.
Tax concessions on mineral oil tax
agriculture and forestry sector 135 mill. Dismantle 135 mill.
(biodiesel)
Tax exemptions for use of mineral
oil for purposes other than energy 1,9 bill. Phase out throughout EU 0
(e.g. plastics and cosmetics)
Tax exemptions for mineral oils
consumed in the production of 400 mill. Phase out throughout EU 0
mineral oil
Gesamt [ 34 bill.| 8,05 bill.
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In Germany, Green Budget Germany, BUND,
NABU, the German NGO Forum on Environ-
ment & Development and the Hamburg Cli-
mate Protection Foundation among others
published an up-to-date far-reaching analysis,
the Schwarzbuch klima- und umweltschadli-
che Subventionen und Steuerverginstigungen
(Black Book of subsidies and tax breaks harm-
ful to the climate and the environment).4? It
claims that each year, negative incentives
worth more than 34 billion euros are created.
The strongest incentives are the exemption from
the eco-tax (8 billion euros), the low taxation
of diesel as compared to gasoline (6 billion
euros), the subsidization of hard coal (2.7
billion euros), as well as write-offs for com-
muters (1.5 billion euros) and privileges for
company cars (see table 4).

In a study by Meyer (2006 ) on energy sub-
sidies in Germany, a broad definition of sub-
sidies is used that includes not only financial
aid and tax breaks but also government
regulations that act as subsidies as well as
the failure to internalize external costs. The
sum of all energy subsidies thus defined adds
up to 133.6 billion euros for the year 2003 -
subsidies for nuclear power and fossil fuels
are way above average.

Because of its quantitative importance and
the reform currently being implemented, we
would like to take another look at the develop-
ment of German subsidies for coal. Since the
mid 1960s, coal mining has been supported
by 130 billion euros.

In its 2001 Environmental Performance Re-
view, the OECD came to the conclusion that
around 35 percent of subsidies in Germany

Hard coal subsidies in Germany:

Subsidies (in bill. euros)

Mow B o0 @

=T

1990 1994 1996 2001 2005
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could be considered harmful to the
environment®,

If the entirety of subsidies for hard coal were
spent on the improvement of energy efficiency
in buildings, not only could - according to
calculations by the German Federal Environ-
ment Agency - 6 million tons of CO, be saved,
but a net total of 30,000 jobs could also be
created.5! Atthe end of 2006, 37,000 people
still worked in the hard coal mining industry
in Germany.

The law on financing the end of subsidized
coal mining by 2018, the Steinkohlefinan-
zierungsgesetz (German Hard Coal Finan-
cing Act), which went into force at the end of
2007, is the implementation of the "Frame-
work for a common coal policy of the Federal
Government, the states North Rhine-West-
phalia (NRW) and Saarland, RAG AG [coal
mining company] and IG BCE [trade union]"
approved on February 7, 2007. In this frame-
work, all parties agreed to end the subsidi-
zation of hard coal mining in Germany by
the end of 2018 in a socially responsible
manner. The German Bundestag is also con-
sidering a decision to end subsidized hard
coal mining by 2012.

Ending subsidization is financed by the fe-
deral government (regulated by the Financing
Act), funds from the federal states North Rhine-
Westphalia and Saarland and from the RAG
AG (commitment made in the Framework
agreement) and funds from the RAG Foun-
dation to finance liabilities with unlimited
duration (so-called Ewigkeitslasten) (regulated
by the negative legacy contract between the
foundation and the two federal states).

Subsidy per job (in thous. euros)

1990 1994 1996 2001 2005

Values planned for 2005

Sources: Gesamtverband des deutschen Steinkohlebergbaus, Federal Ministry of Finance, Germany (Subsidy Reports)
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Financing for Sustainable
Development, p. 21

OECD, 2005: Environmental
Fiscal Reform for Poverty
Reduction

The total sum of the funds needed for the
phase-out process between 2009 and 2018
add up to a total of around 29.5 billion
euros. Counting the support earmarked for
the hard coal mining industry in 2004 for
the period 2006-2008, the sum total for the
phase-out already amounts to around 38
billion euros.

Contrary to claims by the industry, Lignite
mining, despite the particularly drastic impact
of opencast mining in Horno or Garzweiler,
direct and indirect subsidies amounting to 1
billion euros annually.52 This includes tax
shelters that other fuels - such as gas or oil -
don't enjoy as well as the exemption from
payments for water withdrawal and from
mining royalties. Each year, 150 million euros
are spent on the modernization of lignite
mining in eastern Germany. The Federal En-
vironment Agency estimates the external costs
of the lignite mining industry at 3.5 billion
euros annually; thus the financial incentives
for this extremely climate-unfriendly fossil fuel
amount to 4.5 billion euros in Germany
alone. To a certain extent some of the sub-
sidies, at least formally and in terms of figures,
were reduced on August 1, 2006 by the
Energy Taxation Act which abolished the

mineral oil tax on oil and natural gas used
to produce electricity.

There are also many studies on global energy
subsidies, however they usually only look at
financial support and tax concessions. For
example, in many countries fossil fuels are
not taxed, but are subsidized at below global
market prices>® (cf. fig.1).

The World Bank estimates direct subsidies for
gasoline and diesel in developing countries
at around 18 billion dollars. Low taxes under
the regional average subsidize fossil fuels -
and thus climate killers and increased traffic -
by further 71 billion dollars.>* The goal of
these programs is to provide access to crude
oil products for socially underprivileged
groups. In reality however, gasoline subsidies,
particularly in developing countries, benefit a
minority of wealthy, mobile people who use
the most oil and are supported by the general
public. Therefore, whether looking at efficiency,
climate protection or distributive justice, these
subsidies have a negative impact.3® In the
fight against poverty, state funds are better
spent on microcredits and education policy
than on subsidizing the price of gasoline.
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Fuel oil prices in Eruope in comparison (per liter in euros, February 2006)
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But - particularly in oil exporting countries
such as Iran, Nigeria, Venezuela and Indo-
nesia - gasoline prices are much lower than
on the global market. Indonesia for example
has the lowest gasoline prices in all of Asia.
Between 2000 and 2005, Indonesian sub-
sidies for oil products have been estimated
at 36 billion US dollars.5¢ In Venezuela, one
liter of gasoline only costs approximately 3
US cents.

In Iran, direct and indirect subsidies for oil
products have been estimated to be as high
as 18 percent of the gross national product®.
These subsidies are not only harmful to the
climate, but are also responsible for the
inefficient and wasteful use of energy.

In India, and especially in China, these per-
verse subsidies have thankfully been reduced
in the past few years. For example on Novem-
ber 1, 2007, fuel taxes were raised by 4 euro
cents/liter, a sharp rise considering the local
income.

In Europe, direct energy subsidies are
estimated at 29 billion euros in the EU-15
countries. Of these, 80 percent go toward

Distribution of energy subsidies in EU-15
countries®®:

Renewables
19 %

Solid fuels
43 %

MNuclear
B %

0il and gas
30 %

nuclear energy and fossil fuels and only 19
percent go toward renewables.

Nationally, inadequate taxation supports in

% OECD, 2005: Environmental

particularly heating with fuel oil. In Germany, Fiscal Reform for Poverty Reduction
fuel oil prices are far below the European 7 UNEP 2004: Energy subsidies —

average, decreasing the profitability of energy
saving measures and renewable energies.

lessons learned in assessing their
impacts and designing policy
reforms, pp. 100ff. / see also:

World Development Report 2003,

URL: http://hdr.undp.org/en/
reports/global/hdr2003/

%8 EEA, 2004: Energy Subsidies in the

European Union: A brief Overview
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61 EEA, 2007: Technical Report 3,
Size, structure and distribution of
transport subsidies in Europe

F. THE CONSUMPTION OF AREA

Today, more than 30 percent of formerly na-
tural habitats on Earth's surface are cultivated.
By 2050, if this trend continues, we can expect
that further 20 percent will be transformed
into agricultural area, infrastructure or
housing®?.

There are different forms of subsidies that
directly or indirectly increase the consumption
of area and have a negative impact on bio-
diversity. Subsidization of traffic and infra-
structure are the primary harmful incentives
to environmental degradation. Because con-
siderable subsidy payments are made to the
transportation sector, the transportation of
wares and goods across long distances has
become less and less expensive (see chapter

G). As a result, more is transported and the
distances also increase. This increase results
not only in higher emissions, but also in a
rising need for area and in urban sprawl,
destroying the natural habitats of flora and
fauna. Concessions in the transportation sec-
tor and subsidization of construction influence
private individuals and businesses in their
decisions on where to locate. Urban sprawl
causes people to leave city centers, creating
longer distances between work, home and
shopping facilities®®.

In Germany, every day 100-120 hectares of
area are lost. The goal of the National Sustain-
ability Strategy is to reduce this number by
three-quarters to 30 hectares per day by 2020.

in ha per day

Increase in housing and transport area
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Source: Statistisches Bundesamt, Bundesamt fir Bauwesen und Raumordnung.

G. THE TRANSPORTATION SECTOR

The transportation sector receives much higher
financial incentives. According to a study by
the European Environment Agency, subsidies
for road, air and maritime traffic lie between
269 and 293 billion euros.4’ More than half
of these funds go to the creation of infra-
structure, which is not only harmful to the
climate but is particularly fatal to biodiversity

because of its consumption of area and other
impacts (cf. table 5).

If we add the external costs of 650 billion
euros for environmental and climate destruc-
ion due to traffic, the sum total is 919 to 949
billion euros in perverse financial incentives.
Tax revenue from the transportation sector is
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Table 5: Overview over the subsidies in the year 2005; Quantity and quality

(in billion euro)

Infra_st_r ucture Other . Exceptions

?ggf;déej i transfer- Eﬁiggg{; Z[?f of adged Total

15) payments value tax
Road traffic 110 7 0 9 125
Rail traffic 37 33 Otol 3 73
Air traffic 0 810 16 18 2710 35
Shipping traffic 10 3t019 0 1410 30
Miscellaneous 30 30
Total 156 73 11to 36 29 269 to 293

however only 200 billion euros. The bulk of
traffic subsidies is borne by the general public
and imperils biodiversity.

Traffic subsidies in the EU and
external costs®?

Billion euro per year
700 -

600
500
400
300 4

200 4

i IN'

Road Rail

Aviation Shipping

@ Total subsidies O Total external costs

Subsidies in the transportation sector are
distributed as follows®3:

® Road freight transport takes first place
among subsidy recipients at 125 billion
euros. Most of the subsidy funds go
toward infrastructure development.

® Rail fraffic is supported by 73 billion euros
annually. Half of this sum goes toward
infrastructure development and the other
half toward financial support for transpor-
tation costs.

® Airtraffic is supported by 27 to 35 billion
euros each year. This sum results mostly
from the fact that airlines, in contrast to
rail companies, do not pay mineral oil
or energy taxes, nor must they pay value-
added tax on international flights.

Furthermore, many airports are subsidized
by direct government allocations or by
federal shareholdings.®* Maritime traffic
is supported by 14 to 30 billion euros.

® Further 30 billion go toward the transpor-
tation sector in general.

The effects are disastrous: Whereas in the
EU-15 between 1970 and 2001 the length
of expressways has about tripled, rail networks
have shrunk by 19,000 kilometers.¢® Yet there
are great environmental drawbacks to the
subsidization of new roads: the fragmentation
of the natural habitats of animals and plants
as well as negative impacts on the viability of
ecosystems and on animal populations.
Particularly the construction of expressways
consumes enormous areas. Roads also often
present insurmountable hindrances to the
freedom of movement of small animals.
Furthermore, many animals are scared away
by traffic noise or killed by road traffic. Road
construction also consumes more area than
railways, ships or airplanes to transport the
same amountéé,

Global transportation subsidies are estimated
at 750 billion euros and account for almost
half of all environmentally harmful subsi-
dies.” In the USA, gasoline still often costs
less than mineral water and is highly sub-
sidized by low taxation. Unpaid costs for road
construction add up to 464 billion dollars
per year; or 1,700 dollars for each US citi-
zen®s,

Not only does the construction of transporta-
tion infrastructure endanger biodiversity; the
use and care of roads also threaten the
adjacent flora and fauna. Alongside the
harmful impacts of exhaust emissions on the
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Table 6: Average environmental externalities in cents per vehicle averaged 129 hectares/day. In the following
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climate and on natural systems, we must also
contend with the pollution of soil and water
through, for example, oil, heavy metals or
road salt.%? Putting emissions from interna-
tional air traffic and maritime traffic aside’®,
road traffic is responsible for 93 percent of
all emissions in the transportation sector.
However the CO, emissions of the interna-
tional air and maritime traffic sectors are rising
more sharply than in the other transportation
sectors. While emissions from international
maritime traffic have risen by 30 percent be-
tween 1990 and 2005, emissions from air
traffic have increased by 96 percent’’.

An additional harmful impact of transporta-
tion on the environment is air pollution from
for example fine dust. This is also an effect of
the low taxation of diesel fuel. In Germany,
the tax advantage of diesel over regular
gasoline is more than 18 cents and thus more
than the entire eco-tax. Energy consumption
in the transportation sector is higher than in
all other sectors. In 2004, the transportation
sector was responsible for 30.7 percent of
the entire energy consumption of the EU-25.72
A particular problem with subsidies in the
transportation sector is however, as in sub-
sidized housing construction, the fragmen-
tation and destruction of natural habitats and
ecosystems due to the consumption of area
for transport infrastructure. Between 1997 and
2000, the consumption of area in Germany

kilometer years, additional consumption of area slowed
only marginally. Between 2001 and 2004,
Passenger Heavy Methodology Reference h for housi d in G
cars (2005) | goods the area tor housing and fransport in Ger-
vehicles many spread by 115 hectares/day’3. However
(>350) as yet there is no clear trend; during this time
Climate costs 1.2 48 Methodological UBA project period, in 2002, the consumption of area had
Convention Infras, Fifo, sunk to 105 hectares/day, noticeably below
70€/tCO2 2007 .
. - - the average for the total period. Such short-
Air pollution 0.5 56 Damage to health, UBA project, term reductions reveal less about government
damage to materials, | Infras, Fifo, .
crop losses calculated by measures and rather reflect the economical
after ExternE (EU IER downswing at the time. Stimulating the eco-
Commission 2005) nomy on the other hand leads to a renewed
Nature and 04 2,0 Costs of Infras/IWW rise in the consumption of area and of the
landscape reng;_urat_ion,f (2004), ib threat to biodiversity’. The German federal
purification o converted by o 75 S
Waters efc. the authors government, in its 2092 sustainability sf.ro-
- tegy, proposed a reduction of the consumption
Noise 08 50 Damage to health, Infras/IWW ‘ 30h dav by 2020. H
differences in rents (2004), ot area fo ectares/day by . However
converted by this goal shall remain unattainable until
the authors environmentally harmful subsidies are reduced
Total 2,9 17,4 or dismantled and property taxes transformed
environmental info an area consumption tax’é.
externalities

In 2007, the Federal Environment Agency pre-
sented a study of the external costs of transpor-
tation in Germany.”” Biodiversity loss in natural
and cultivated areas was estimated independ-
ently.

If the external costs of car traffic alone were
added to the price of gasoline, it would have
to rise by 37 cents/liter. However the eco-tax
is only 15 cents/liter. This does not take into
account non-environmental external costs of
road traffic such as road construction and
accidents.

AIRPORT SUBSIDIES

Environmentally harmful government subsidies
in the traffic sector are not only granted directly
for infrastructure development. Looking at the
example of payments made by the Flughafen
Minchen GmbH (Munich airport) to the air-
lines it can be seen that subsidies are also
distributed via indirect routes and can have
harmful impacts. Since the mid-1990s, the
Munich airport, which is co-owned by the state
of Bavaria, the German federal government
and the city of Munich, grants airlines a so-
called "marketing allowance" for fuel costs.
This allowance is up to 25 euros for 1000
liters of kerosene. The competitive disadvan-
tages of the Munich location were named as
justification for these payments. Allowances
were meant to compensate for higher kerosene
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prices due to higher transportation costs
because there is no pipeline to the North
Sea harbors and no inland port. However,
according to the federal government, only
the added costs were partially compensated.
Currently, the payments average 14 euros/
1000 liter, which adds up to an annual total
expenditure of around six million euros.
These payments were in fact stopped with
the 2006/2007 winter timetable, but they were
substituted by a new payment for airlines
offering long-distance flights. Subsidies like
this create an artificial need which then results
in further subsidies, for example for the
expansion of the airport’®.

COMMUTER TAX ALLOWANCE AND
URBAN SPRAWL

A further element of subsidized urban sprawl
is the commuter tax allowance. The European
Environment Agency (EEA) also called it an
environmentally disastrous subsidy’ in a
2007 report since it one-sidedly supports
automobile traffic as well as living outside of
urban areas. In 2007, the commuter tax
allowance in Germany resulted in costs
amounting to 1.5 billion euros®. In a study
recently conducted for the EEA, researchers
arrived at a total of 4.865 billion euros
annually spent on subsidies for the way to
and from work in Germany, Sweden and
Austria®l. In 2000, first steps were already
taken in a more environmentally-friendly
direction. Since then, not only car owners
may deduct commuter allowances but also
commuters who use public or other means
of transportation. At the same time, the
allowance was raised®. On January 1,
2007, after the allowance was again lowered,
subsidies for living far from work were limited
even further. The 30 cents per kilometer allow-
ance can only be deducted beginning with
the 21st kilometer83. This measure alone
saved the federal budget 2.5 billion euros®.

From a social point of view as well, the com-
muter tax allowance is completely unjust since
in particular people in a higher income
bracket are supported for driving long dis-
tances to and from work8. Urban sprawl
results in more sparsely populated areas
which in turn lowers the cost efficiency of public
transportation. Trains and busses are par-
ticularly cost-effective when they transport
many people. In less populated areas, effi-
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Extremely high subsidies for small
airports

Subsidies per passenger in euros
Equivalent
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Sources: Deutsches Verkehrsforum, DIW, ADV

ciency declines. This is invariably compen-
sated by funds from the public budget, raising
ticket prices or reducing the number of trips,
making public transportation less attractive
than private transportation. Subsidies in the
transportation sector are a particularly strong
steering mechanism. Though financial
support or concessions, subsidies can greatly
influence the competitiveness of different
means of transportation®.

Thus financial incentives for transportation
and mobility are one of the greatest motors
in the world behind biodiversity loss.
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H. THE AGRICULTURAL SECTOR

Agriculture does not threaten biodiversity in
and of itself. The majority of cultivated land-
scapes in Germany were formerly forest areas.
By creating complexly structured agricultural
landscapes and concurrently new open
habitats, agriculture made it possible for
many wild plants and animals to settle.
Species that were able to make a home in
Germany include for example cornflowers,
poppies, meadow-breeding birds and wild
hamsters. Many species, such as field pansies,
are even dependent upon the planting, cutting
or grazing of agricultural areas. Altogether
in Germany, around 270 plant species
appear only or mostly in cultivated fields.
However between 20 and 35 percent of these
species are threatened by extinction to a
greater or lesser degree. Not only that, some
species have already become extinct. The
more intensive agriculture becomes, the
greater the threat to biodiversity. The German
Federal Agency for Nature Conservation has
reported that around 450 plant species are
endangered by intensive farming or by aban-
doned farms. The agricultural use of area
impacts both local (related to habitat) and
regional (related to landscapes) biodiversity.
The intensification of agriculture leads to a
standardization of baseline conditions in
cultivated areas, which often has a negative
effect on the diversity of species. Even on inten-
sively-used grassy areas only a small propor-
tion of plant species that were not sown by
hand can be found. Intensive agriculture
results in a limited spectrum of species and
closed plant communities. Furthermore, the
use of pesticides and fertilizers supports the
spread of plant species that thrive in a high-
nutrient environment, which in turn displace
traditional resident species®’.

Agricultural subsidies make up a significant
portion of the EU budget. Around 44 billion
euros - 40 percent of the total budget - are
spent on European agriculture. Germany's
portion is 9.3 billion euros.® Financial
support in the agricultural sector makes up
much of the total subsidy volume not only in
the EU, but also in the OECD. In the OECD
member states, agricultural subsidies add up
to 346 billion dollars a year®®. A large per-
centage of these subsidies leads to over-
production, over-fertilization and the massive

use of agricultural poisons and also reduces
the competitiveness of farmers in developing
countries®.

OECD studies have shown that subsidies
account for one-third of agricultural income -
only 4 percent of which are environmentally
friendly.

There are no official numbers for non-OECD
countries. Myers and Kent assume that the
sum total is at least 25 billion US dollars,
whereby they believe a total of 50 billion or
more to be more realistic. A cautious estimate
of 30 billion US dollars in annual subsidies
for non-OECD countries combined with the
expenditure of the OECD countries adds up
to a sum total of 376 billion US dollars for
global agricultural subsidies. Of these, more
than half - around 207 billion US dollars -
must be categorized as environmentally
harmful?2.

The 2007 OECD report calculated the total
support estimate (TSE) by which taxpayers and
consumers funded the agricultural sector in
the years 2004 to 2006 in the OECD countries
at an average of 381 billion US dollars annu-
ally. However these numbers are now falling.
The TSE for 2006 was 372 billion US dollars.
The decline is more obvious when the TSE is
compared to gross national product (GNP).
Between 1986 and 1988 in the OECD coun-
tries, The TSE was 2.5 percent of the GNP; in
2006, agricultural subsidies accounted for only
1.0 percent of the GNP?3,

Agricultural subsidies can be
divided into three main categories:

1. The subsidization of product amounts
guarantees farmers a set price. In most
cases, this price support takes the form of
subsidization of the market price so that
farmers can sell their products at above
global market levels.?* Within the OECD,
price subsidies, at 60 percent, make up
the most important financial support
instrument for producers®.

2. Explicit and implicit production subsidies
support factors or means of production
(for example energy, fertilizer, capital). This
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support lowers production costs. Explicit
support is paid directly to the farmers;
implicit support includes offering or
supporting services for farmers (for
example research and development,
education).

3. Finally, subsidies in the agricultural sector
also take on the form of direct payments.
These have no direct effect on production
costs or sales price. The market price still
stands. Direct payments are made as,
for example, area payments, compensa-
tion for failed harvests after natural
catastrophes or set-aside entitlements
whereby set-asides are seen as a means
of reducing overproduction which was
itself caused by subsidization of prices®.

Varying studies have shown that up to two-
thirds of all direct payments are environ-
mentally harmful®?. The subsidization of
prices as well as payments fo increase pro-
duction amounts are considered particularly
harmful fo the environment. These interfere
significantly with natural systems and have
the potential to seriously harm biodiversity.
The negative impacts on wild plants and
animals and their habitats, including the
extinction of entire species, are grave®®.

Subsidies account for around one-third of
agricultural income?. The majority of
subsidies goes toward projects that have a
damaging on the environment. To prevent
this, some countries attach conditions to
agricultural subsidies in order to support

ENVIRONMENTALLY HARMFUL SUBSIDIES

environmental protection. A 2003 study
however showed that in the OECD countries,
only 4 percent of agricultural subsidies were
granted to environmentally sustainable
projects'®. The situation within the European
Union is similar. In the past few years, some
reforms of the Common Agricultural Policy
(CAP) were meant to decouple subsidies from
production and instead tie financial support
to, for example, adherence to environmental
standards. Such agri-environmental pro-
grams are seen as the most effective means
of conserving biodiversity in agricultural
areas. However the implementation of such
programs differs greatly from country to coun-
try within the EU. Whereas in Austria, Sweden,
Finland and Luxemburg more than 80 per-
cent of all agricultural area is covered by
programs of this kind, under five percent is
in the Netherlands and Greece'®'. In 2004,
organic farmland in the EU accounted for
3.4 percent of all agricultural area. In the
EECCA (Eastern Europe, Caucasus and
Central Asia) and SEE (South Eastern Europe)
regions, the percentage of organically
cultivated farmland was only 0.5 percent'©2,

Subsidization of agricultural products in-
creases the use of land due to increased profit-
ability. As a result, ground is cultivated that
was previously untouched'®. Areas with low
soil quality that would not be profitable
without subsidies are also cultivated. This soil
is often particularly vulnerable to erosion'®.
Subsidies also reduce the financial risks of
agri-business. Since the extreme financial risks
of production losses are covered, there is no

Figure 3.17. Trendsin Gl obal Use of Nitrogen Fertil izer,
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more need fo reduce the risk of losses by
cultivating a diversity of species. This leads to
an increase in monoculture crops since it
seems more efficient and thus more economi-
cal to cultivate only one kind of plant. Not
only is natural biodiversity lost, but subsidiza-
tion of production also boosts agricultural
biodiversity loss'%. Monocultures and shorter
cultivation cycles also lead to soil erosion'%,

To intensify cultivation, pesticides and fertili-
zers are also often used, causing the emission
of substances harmful to the environment.
Fertilizers release nitrogen and phosphorus.
Over-fertilization (eutrophication) leads to
water pollution - of the public drinking water
supply as well - and to the destruction of
sensitive eco-systems on land'?’. The impact
of agricultural emissions on natural waters
and their surrounding ecosystems is consid-
erable. For example, agriculture is responsi-
ble for 40 percent of the nitrogen load in the
Danube'®. In other bodies of water, up to
80 percent of total contaminant loads are
related to agriculture®.

Not only in the EU is there massive subsidiza-
tion of agriculture. In the USA, the Farm Bill
Extension Act of 2007 approved subsidies of
197 billion euros, although the WTO penal-
ized the US government fo the tune of 3 billion
euros because of the high cotton subsidies
set by the law'°. In China, many agricultural
products are subsidized at below global
market prices to make them affordable for
the majority of the population. To this end,
chemical fertilizers and pesticides are also
subject to a negative tax, providing an en-
vironmentally counterproductive incentive for
their highest possible consumption. Water
prices for irrigation are also very low and oll
and gas are sold to farmers at below global
market prices''’. However the Chinese
government is in the process of dismantling
these environmentally harmful subsidies bit
by bit as part of their new environmental
strategy''2.

WATER CONSUMPTION

An additional threat to biodiversity comes
from the subsidization of irrigation-intensive
agriculture in dry areas. For example the
irrigation-infensive cultivation of cofton has
contributed fo the drying out of the Aral Sea.
The USA subsidizes the cotton industry by 3

to 4 billion annually; in 2006, the EU spent
700 million euros for the irrigation of cotton,
particularly in Spain and Greece.

In addition, Spanish farmers receive direct area
payments for 12,000 hectares from the EU
fund for rural development. However the
question must be asked whether irrigated
cultivation in the dry areas of Andalusia or
Greece is actually making a contribution to
sustainable development!3,

Studies have shown that EU and US cotton
subsidies are responsible for 38 percent of
income losses in West Africa. The US subsidies
alone push global market prices for cotton
down by more than 12 percent.

The EU therefore spends 200 million dollars
on subsidy payments for cotton cultivation in
West Africa "as compensation." As mentioned
above, the WTO penalized the USA in Decem-
ber 2007, because of a petition filed by Brazil,
to a penalty of 3 billion euros for its export
subsidies. The USA would rather pay than
dismantle its subsidization of 25,000 cotton
farmers.

Similar questions are raised by the con-
troversial cultivation of rice in the San Joaquin
Valley, California, which consumes more than
50 percent of the water available in the region.
Subsidy measures for projects like these lead
to water shortages and salinization of the
soil''5. Altogether, agriculture is responsible
for around 70 percent of global water con-
sumption.11¢

THE EXAMPLE OT THE BALTIC SEA

The Baltic Sea has developed into a particularly
problem for countries bordering it due to the
increased use of fertilizer. The use of affordable
chemical fertilizers allowed for increasing
revenues in climatically advantageous as well
as disadvantaged areas in the Baltic Sea
region. However the use of chemical fertilizers
has a disastrous impact on the environment.
From 2002 to 2004, in the eight EU countries
bordering the Baltic Sea, around 56 kilograms
more nitrogen and 11 kilograms more phos-
phorus per hectare were spread on the fields.
Because of this, the soil absorption capacity
was exceeded and the soil is no longer able
to absorb nutrients. Every year, around
35,000 tons of phosphorus and more than
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one million tons of nitrogen make their way
into the Baltic Sea. Around 90 percent of the
phosphorus and more than 50 percent of
the nitrogen are agricultural waste products.
The surplus fertilizer reaches the Baltic Sea
via ditches and rivers. Today, the Baltic Sea
water contains eight times more phosphorus
and four times more nitrogen than it did
one hundred years ago. The eutrophication
is no longer limited to coastal areas near
estuaries, but also affects the open sea. The
enrichment of the Baltic Sea with nutrients
aids the fast growth of plankton. Kelp beds
and seagrass meadows are grown over, the
plankton withdraws oxygen from the water
and prevents other life forms from growing
in large areas. Today, these "dead zones""”
cover over 70,000 square kilometers and
have spread to areas where the water has a
depth of over 30 meters. In 2005 for example,
highly poisonous blue-green algae spread
over an area of hundreds of thousands of
square kilometers between Finland, Sweden
and Poland. A further agricultural problem
is caused by intensive livestock farming in
particular. Since all of the organic fertilizer
can no longer be added to the soil, the
question arises of how to dispose of the waste.
Over-fertilization and this waste problem are
caused primarily by EU subsidy policy. The
EU spends an average of 72 euros per capita
annually on agricultural subsidies in EU
countries bordering the Baltic Sea. Altogether,
agriculture subsidies of around 10.4 billion
euros are granted to the Baltic Sea region
states each year for - from an environmental
point of view - unsustainable farming
methods. Furthermore, in 2003 alone 2
billion euros were spent to transform
traditional farms into industrial farms. Only
five percent of this modernization fund
supports environmentally-friendly agri-
culture M8

LACK OF TRANSPARENCY

A further trouble with agricultural subsidies
is the lack of transparency and the manner
in which the billions in subsidy payments
are distributed. Only some EU Member States
voluntarily publish a list of recipients. These
lists make it clear that taxpayers' money goes
not only toward the preservation of cultural
landscapes and environmentally-friendly
agriculture. Rather, money is short for agri-
cultural environmental protection since large
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agri-businesses - from the British and Dutch
royal families to multi-national food compa-
nies - are profiting most from the subsidies.
For example in 2005, Nestlé alone - via
subsidiaries in Portugal, Denmark, the
Netherlands and Great Britain - received
financial aid amounting to 48 million euros.
The dairy company Muller Milch, despite an
annual profit of 100 million euros, was
granted a total of 70 million euros in subsidies
in 2003 and 2004'°.

Another negative aspect of agricultural
subsidies is the support of industrial livestock
farming. For example the farm Gut Klein
Wanzleben in Saxony-Anhalt received a bull
premium of 1.5 million euros per year until
2013 for 12,000 bulls which they no longer
raise. This money was then used to build a
stall for an intensive pig farm. In this way,
tax monies support pig breeding - a non-
subsidized agricultural sector. In the main, it
is small and medium-sized farms which
practice high-welfare animal husbandry,
create jobs and conserve rural areas - organic
farms and farms with contracts to protect the
environment. These farms hardly receive any
support: On average, they get one-third less
subsidy funds than conventional farms; half
of the farms in Germany receive less than
5000 euros a year from Brussels.?°

BIOENERGY AND BIODIVERSITY

The climate catastrophe was the top issue of
the year 2007. In the search for alternative,
renewable energy sources, the cultivation of
plants for biodiesel and biomass plays a
central role. Concurrently, agricultural pro-
duction is converted from food crops to bio-
fuel crops. In the EU, 190 million tons of oil
equivalent (Mitoe) are now being produced
for bioenergy. This could be increased to 300
Mtoe by 2030, or around 17 percent of total
EU consumption in 2004.

However, the cultivation of renewable biofuel
crops impacts negatively on biodiversity. The
cultivation of plants as energy carriers is sub-
sidized by the EU and by the German federal
government as an important tool in the fight
against climate change, but a boom in bio-
fuels also poses the danger of an increase
in monocultures. Biofuel crops would then
compete with food crops. If the global need
for food and alternative energy sources
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increases at the same time, this could lead
to an increase in cultivation area and thus
the destruction of valuable forests and grassy
areas'?'. The raw material for biomass can
be produced most efficiently in tropical re-
gions. As long as subsidies prevent the true
environmental costs of biomass from being
mirrored accurately by the market, the culti-
vation of biofuel crops enters a cutthroat
competition with natural ecosystems such as
forests, wetlands and pastures. Biofuels are
in danger of losing their environmental
credibility because of the threat they pose to
biodiversity.

The current subsidization of biofuels may
create both environmental and economic
problems. Biodiesel and bioethanol are sub-
sidized differently in different countries.
According to an OECD study, subsidies lie
between 0.38 and 4.98 US dollars per
replaced liter of fossil fuel. This amounts to a
subsidy of 165 to 4,520 US dollars for each
ton of CO, emissions avoided. Furthermore,
the use of biofuels results in higher trans-
portation costs. Usually, transport costs are
even double. The total amount of subsidies -
mostly tax shelters - for the production of
biofuel and the admixture with conventional
fuels amounts in the USA to 8.3-11 billion
US dollars. In the EU, as a result of the reform
of the Common Agricultural Policy in 2003,
producers of raw materials to be used as
energy carriers have profited to a large extent
from subsidies earmarked for the producers
of food crops. For example in 2004, pro-
ducers of oilseed received approximately 1.6
billion US dollars, producers of grain received
around 15 billion US dollars'?2.

The non-profit organization Rainforest Rescue
has alerted to the environmental impact of
biofuel cultivation in numerous publica-
tions'23.

The conflict between climate protection and
biodiversity makes the use of sound judgment
in biofuel cultivation imperative. A global
certification system is key to the environ-
mentally-friendly, sustainable cultivation of
biofuel crops. The EU Commission as well
as some Member States - in particular
Germany, the Netherlands and Great Britain
- are currently working on a certification
scheme.

WASTING WATER

Subsidies in the water sector can lead to the
overuse and misuse of water reserves. In
Spain for example, around one billion cubic
meters of water is needed just for the over-
production of corn, rice, cotton and fodder
crops. This is equivalent to the annual con-
sumption of 16 million inhabitants of Spain.
The cultivation of tomatoes and vegetables
in Spain is also dependent on an incredible
waste of water in a country increasingly
threatened by drought.

Spanish farmers receive 6 billion euros
annually in EU agricultural subsidies to grow
these crops, although they are using more
than one million illegal wells'?. The subsi-
dization of irrigation agriculture in Spain is
responsible for 80 percent of the annual con-
sumption of fresh water. Globally, agriculture
consumes 70 percent of our water supply'?5.

NATIONAL AGRICULTURAL SUBSIDIES

The German federal government's agricultural
subsidies added up to more than 1.7 billion
euros in 2002.

Altogether, agriculture subsidies have receded
slightly in the past years, as the table shows.
More than half of all federal subsidies are
granted within the framework of the joint
federal /state scheme "Improvement of agri-
cultural structures and coastal protection” (Rah-
menplan der Gemeinschaftsaufgabe "Verbes-
serung der Agrarstruktur und des Kistenschut-
zes" (GAK)); mostly for the agricultural invest-
ment program, compensation payments and
land reparcelling. The most important tax
concessions are reductions under the eco-
logical tax reform and the subsidization of
gasoline under the Biodiesel Act. Additionally,
farm vehicles pay reduced motor vehicle taxes,
the development of company property to build
housing is tax-exempt and agricultural co-
operatives are exempt from corporation and
business taxes. Farmers are even exempt from
liquor taxes when they run their own small
distilleries. With regards to the dismantling
of so-called implicit subsidies, researchers
have found many deficits in the German
Federal Soil Protection Act, the Federal Im-
mission Control Act, the Water Resources Act
and in some agricultural acts. These deficits
impact the environment at a high cost to the
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economy. A major weakness is for example
the lack of a clear definition of good agri-
cultural practice.

As of 2003, monies from the first application
of the so-called "horizontal regulation" must
be added to the federal budget for agri-
culture. The horizontal regulation allows EU
Member States to tie direct payments to
compliance with specific environmental
requirements (cross compliance) or to reduce
direct payments - for example depending
upon the number of employees - and to use
the money thus saved as incentives for rural
development measures (modulation). The
German Federal Ministry of Food, Agriculture
and Consumer Protection (BMELVY) decided
to introduce modulation in 2003.

Environmental groups demand that the funds
be more clearly targeted at sustainable
development in rural areas and more strongly
linked to environmental criteria. Taxes on
fertilizer or pesticides, as tested in Norway
and Sweden, could also lead to a significant
reduction of pollutants and contaminants'?.

ENVIRONMENTALLY HARMFUL SUBSIDIES

Development of the federal financial aids in Germany and the tax
preference reductions allocated to the FRG (1997 to 2002, in

million Euro)

Business sector Subsidies Financial Tax preference
nutrition, agriculture, in total aids reduction
forestry

1997 2.221 2.046 175

1998 2.101 1.922 179

1999 1.959 1.827 132

2000 1.872 1.725 118

2001 1.848 1.510 338

2001 1.742 1.347 395

Source: 17" and 18" subsidy report, overview 1
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I. THE FISHING SECTOR

In the 1990s, the fishing industry had an
annual total value of 56 billion dollars
worldwide. However the costs of the fishing
industry - for boats, workers, etc. - are over
110 billion dollars. The difference between
these two numbers can be explained primarily
by the massive subsidization of the fishing
industry'?. The result has been the emptying
of large areas of the ocean and the extinction
of entire fish stocks as well as the long-term
bankruptcy of the fishing industry and very
high unemployment'28,

Today, 74 percent of global fish stocks have
been depleted completely or are overfished.
In many paris of the world, biomass - catch
and bycatch - has gone down by more than
90 percent as compared to pre-industrial
times'?. In the EU, 80 percent of all fish stocks
are faced with imminent collapse or their
condition is unknown.

In 2001, 40 percent of all fish caught in the
EU were from stocks outside safe biological
limits. For some fish species, in particular cod,
haddock, whiting, hake and other round fish,
as well as salmon and sea trout, the ratio
was even 60 percent. Twenty percent of all
coral reefs have been destroyed irreparably
and further 20 percent were badly domaged
in past years'30,

Estimated Global Marine Fish
Catch, 1950-2001
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Many studies have provided striking examples
of the connection between subsidies and the
depletion of the world's oceans''.

In 2002, direct and indirect fishing subsidies
amounted to 6.2 billion dollars in the OECD
countries, or 20 percent of the total value of
the fishing industry. As the numbers show,
fishing is responsible for a large percentage
of global ocean biodiversity loss and
overfishing is only profitable because of sub-
sidization. At the same time, as a result of
the perverse subsidy policies of some coun-
tries, coastal fishing, an important food source
in poor countries, has become more difficult.
Simultaneously, fish is becoming more and
more expensive on local markets in the glo-
bal South, making it prohibitive for low-in-
come segments of the population. What is
more, subsidies often have absurd economic
side effects. For example fishermen in Sene-
gal, since there are no more fish in the coastal
waters, sell their subsidized diesel fuel to taxi
drivers'®2,

To compensate for dwindling catches and
subsequently fishermen's incomes, many
governments have instituted new fishing
subsidies. France for example, in November
2007, promised new subsidies for fishermen
to compensate for raising fuel prices'3.

In the past, massive government support led
to the modernization of fleets: more technolo-
gy, radar and larger boats.

There are more than 3.5 million fishing boats
world-wide. Only 1 percent of them are part
of the industrial fishing industry. Nonetheless,
the industrial fishing industry account for 50
percent of fishing capacity. This is achieved
by nets which could encompass two to twelve
Cologne cathedrals. Thus if 1 percent of all
fishing boats were abolished, fishing capacity
could be reduced by 50 percent’34.

The decline of fish stocks has led to a decline
in profitability and reduced the value of fis-
hing boats on the market. Due to this surplus,
owners can not sell their superfluous ships
and are forced fo continue fishing. Neverthe-
less, the decline in fish stocks has caused the
loss of over 100,000 jobs in the fishing
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Table 7: Fishing subsidies in OECD countries:

Table 1: Government Financial Transfers and Production, OECD Countries, 2000p

Direct Payments (A) %‘::g:’:?gf General Senvices (C)  Told Transfers (D) |08 L?':Ijjd Vaue G”T:‘dﬁg total

USD million USD million USD million USD million USD million %

Australia . 56 26 82 1,011 8
Canada 209 69 230 476 1418 34
Europesan Union 285 322 278 895 6,255 14
Belgium 6 . . 6 82 7
Denmark 6 . 2 8 404 2
Finland 0 4 7 1 21 53
France 60 9 a8 167 a52 18
Germany 1 8 - 9 150 6
Greece 18 15 30 62 233 27
Ireland . . . . . .
Italy a3 T 5 151 1422 1"
Netherlands' 0 . 0 446 0
Portuga 2 . 24 2 252 10
Spain 109 132 46 287 1,355 21
Sweden 1 2 18 21 106 20
United Kingdom . 4 1 5 833 1
ledand . 16 26 k1l 735 4
Japan 19 a7 2,807 2,864 12,021 24
Korea 34 68 214 316 3667 9
Mexico . . . . 1,044 .
New Zedand” . . 27 15 . .
Morway 2 18 B85 105 1,112 8
Poland . . . N .
Turkey - . 0 0 . .
Uniited States of America’ 67 14 a52 1,082 3638 28
QECD Tota 625 600 4,647 5816 30,992 19

.2 not available; O refers to data between 0 and 0.5 p: prediminary.
1. Turnover Dutch fisheries estimate.
2. Total transfers are net of the amount of cost recovery,

3. Includes an estimate of markel price support (that is, transfers from consumers to producers).

Source: OECD (2003).

industry in the past years'3>.

Fishing subsidies are a prime example of
almost 100 percent harmful subsidies; a
phase-out would bring environmental and
social advantages. Historically, subsidization
of fishing fleets was a lucrative business for
governments, making them able - assuming
an unlimited replenishment of fish stocks -
to get rich on a free global asset.

In the fishing sector, many measures taken
by the European Union clearly damage the
environment. At best unintentionally, surely
with a certain fatal irony, the European Un-
ion is nourishing disaster while ostensibly
supporting sustainability. Between 2000 and
2006, the EU structural funds "Financial In-
strument for Fisheries Guidance" subsidized
the European fishing industry to the tune of
4.1 billion euros. The Member States could
dispense with the money as they pleased;
depending on the national agenda it was
invested in coastal protection mechanisms,
shipbuilding, fleet modernization or fish

breeding farms. On January 1, 2007, the
fund war renamed the European Fisheries
Fund (EFF), but the goals have remained the
same. They follow the Common Fisheries
Policy of 2002: sustainable resource use, a
stable balance between resources and fleet
capacity, increased competitiveness and the
support of environmentally-friendly fishing.
EFF subsidies from 2007 to 2013 amount to
3.89 billion Euros. Of this money, Spain re-
ceives around 1 billion, France 192 million
and ltaly 376 million euros'¢.

The dismantlement of the environmentally
harmful subsidization of the fishing industry
is overdue. Sustainable development in this
sector can only be achieved if stable fish
stocks are available. This means that the sub-
sidies granted so far for expansion and
modernization of the maritime fishing sector
must be drastically reduced and support for
reducing fishing capacity must be increased.

The global fishing fleet is 2.5 times larger
than is sustainable.

13 UNEP 2004: Economic Instru-
ments in Biodiversity-related Multila-
teral Environmental Agreements

1% Die Zeit, 2007: Die leeren Netze
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Thunfisch2page=all
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Subsidies for the modernization and
expansion of port facilities, processing plants
and marketing instruments should also be
dismantled, because planning for foreign fish
to land in European harbors also indirectly
promotes overfishing.

Another problem is that the use of fish, a
global resource, is largely tax-free. Taxes or
tariffs on catches would create additional in-
come for the European Community and act
as an ecological steering mechanism against
overfishing. License fees for foreign fleets in
the ferritorial waters of developing countries
should also be raised noficeably. This must
also be combined however with a monitoring
system and a limit on catches'3®. Some
examples show that this could make a real
contribution to financing developing country
governments and the fight against poverty:
In Guineaq, fishing licenses already account
for 30 percent of the federal income: in
Mauritania, 15 percent. The EU alone has
over 20 contractual fishing access agreements
with developing countries'®. If these agree-
ments are to harmonize with the goals of fair
development policy, the EU must set environ-
mentally responsible catch limits - connecting
sustainability and the fight against poverty.
This also means that fees are tied to an
effective monitoring system of extremely mo-
bile fish stocks in coastal waters and to inde-
pendent monitoring of catches. Namibia
provides an example of good practice; it has
developed a native commercial fishing
industry with high levies on catches and
effective controls on sustainable manage-
ment40,

Local fishermen should be given priority over
foreign fishing fleets, since the former have
greater interest in the long-term protection of
stocks. The policy of many developing coun-
tries - selling fishing grounds and at the same
time supporting the local fishing industry -
often leads to overfishing and the collapse
of fish stocks. While international fishing fleets
can move on, the local fishing industry and
the food security of many residents are
jeopardized.

In the EU, Spain in particularly is very de-
pendent on international fishing agreements.
Fifty percent of its catch comes from outside
the EU™.

ILLEGAL FISHING AND SUBSIDIES

Almost one-third of all fishing takes place
illegally, much of it within the EU. Monitoring
authorities are often understaffed and in-
creased controls meet with massive resistance
from the fishing industry and its political
lobby'42.

One example is tuna fishing in the Medi-
terranean. The ICCAT - the International
Commission for the Conservation of Atlantic
Tuna - estimated that in 2006, the illegal catch
exceeded the tuna quote of 32,000 tons by
18,000 tons. ICCAT scientists had proposed
a quota of 15,000 tons to ensure the survival
of tuna stocks. However some Member States
distributed licenses to so many fishing boats
that fishermen were unable to turn a profit
with the legal catch#.

In this way, some Member States such as
France and ltaly assist illegal fishing, while
neither the EU nor Member States provide
funds for the effective control of catches. The
increase in illegal fishing is in many ways
also connected to perverse subsidies for fish-
ing fleets.

Ineffective controls of catches and fishing
methods, together with environmentally harm-
ful subsidies, are a dangerous mix for mari-
ne biodiversity.

Subsidized fishing fleets and political con-
cessions also lead to setting catch quotas far
above an environmentally and economically
defensible level'*4. Most subsidies are coupled
not to the catch, but to the boat, the number
of workers or the consumption of fuel. Thus
boats that are actually no longer bringing in
a profit continue to be used, raising the legal
and illegal catch.

Catch quotas and subsidies for boats also
cause only the most lucrative fish to be caught.
Experts estimate the so-called bycatch - sea
birds, marine turtles, sharks or fish that are
thrown back because they can not be sold -
at up to 30 million tons annually. Each year,
over 300,000 whales and dolphins are
caught in fishing nets and die™5.
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AQUACULTURES

Subsidization of fish farms - so-called aqua-
cultures - is relatively new. In these farms,
fish sometimes caught in the wild are fattened
with wild fish. To produce 1 kilo of tuna,
around 22 kilos of wild fish are used as
feed¢. Young tuna are caught in the wild
and then kept in cages along the coast. This
increases the pressure on one of the most
threatened fish stocks in the world. The EU
subsidized the creation of this deadly industry
with 20 million euros.

The total amount of subsidies spent by OECD
countries for fish farms is estimated at 3.7
billion dollars™7.

Typical feeding fish such as anchovies, sar-
dines, herring or whiting have now been
fished to their limit or are already overfished.
In Ecuador, over 70 percent of mangrove
forests have been destroyed to make room
for fish farms. Seventy percent of fish farm
production is within China.

Often, the subsidized economic interests of
aquaculture owners prevent the creation of
marine reserves in biodiverse habitats such
as mangrove forests, estuaries or bays. Fish
farms also introduce invasive species that can
threaten local biodiversity. For example the
spread of the Pacific oyster in the Wadden
Sea is displacing the blue mussel.

Therefore subsidies for fish farms should - if
they exist at all - be coupled with stringent
environmental criteria to ensure sustainable
fishing.

THE EXTRACTION OF RAW
MATERIALS

The extraction of raw materials from the
ocean - already 30 percent of all crude oil is
mined offshore - and the increase in marine
traffic present an ever greater burden to the
world's oceans. These activities are also
supported by a large range of subsidies -
for example tax exemptions for crude oll
extraction or energy tax exemptions for ma-
ritime traffic - af the cost of the general
population. For example, taxes and other
charges on oil companies in the USA are, at
40 percent, far below the global average of
60 to 65 percent'#8.

ENVIRONMENTALLY HARMFUL SUBSIDIES

Global Trends in world stocks state of exploitation: 1974-2004
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SHIPPING AND HARBORS

Maritime traffic is also increasing noticeably:
By 2011, 138 million standard containers
should be handled globally - 40 percent more
than in 2006. This means that more and
more waste, poisonous chemicals and oil will
end up in the ocean. The marine biosystem
threatens to become a global dump, with
an incalculable impact on biodiversity.

Nevertheless, maritime traffic is subsidized by
billions. In Asia, up to 30 percent of ship-
building is subsidized. In Europe, subsidies
are between 4.5 and 9 percent'#. In 2004,
Germany provided shipbuilders with direct
subsidies of 125 million euros from public
federal and state budgets'?. By 2010, 8
billion euros of taxpayers' money will have
been spent to finance the expansion of
harbors in Wilhelmshaven, Hamburg and
Bremerhaven and dredging the Elbe and
Weser rivers. If we divide this sum by the
number of containers handled, each addi-
tional container in Germany is subsidized
by at least 772 euros''. The beneficiaries of
these environmentally-harmful subsidies are
the shipping companies and private trans-
portation companies that pay that much less
for the transportation of global freight.

The result of these government subsidies is
that handling a container in Germany,
despite high salaries, costs only around 130
dollars. This is far less than it costs in China
- around 300 dollars.
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The German federal government also plans
to spend 4.7 billion euros on improved trans-
portation infrastructure in and to the harbors.
According to the WWEF, better coordination
alone could save 400 million to 1 billion
euros’52,

DEEP SEA DESTRUCTION

Only a few years ago, the commercial
exploitation of the deep sea began - the results
are already catastrophic. Up to 50 percent
of cold-water coral in the northeastern
Adlantic, only discovered in recent decades,
has already been destroyed by deep-sea
trawling'33. The FAO also has found deep
sea fishing to be quite questionable as the
impacts have not yet been researched.
Trawling nets in particular destroy valuable
habitats, sometimes irreparably. Only 0.25
of the global catch is caught by deep sea
fishing - fish that offen become quite old and
grow slowly. More than 10 million species
are estimated to live in the deep sea’s.

Deep sea fishing is only possible because of
massive government subsidies. Over 152
million euros are spent on this particularly
dangerous exploitation of the ocean. Most
of this money goes toward fuel subsidies for
1.1 billion liters of marine diesel fuel. Without
these subsidies, this sector would, as estimated
by a team of international economists, accrue
losses of up to 50 million euros annually®6.

FISHING INDUSTRY SUBSIDIES AND
COMPETITION

Fishing subsidies not only are extremely
damaging fo the environment, they also affect
global competition. National subsidies for
oversized fleets put fleets that aren't subsidized
at a disadvantage and act as a trade barrier.

Millions of fishermen in developing countries
suffer most from rich Northern countries'
oversized fishing fleets. Taxes on licenses and
compensation provide little in the way of
reparations. Fishing subsidies should there-
fore quickly be dismantled worldwide not only
for environmental reasons, but also in the
name of fair competition. This would bring
economic and financial advantages since fish
are a sustainable food resource, but not one
that can be exploited indefinitely.

Dismantling must be accompanied by strict
monitoring of catch quotas using modern
technology. Reducing the capacity of fishing
fleets is therefore necessary as many studies
have shown that there is a close connection
between high fleet capacities, catch quotas
that are too high and illegal fishing'’.

A joint study by WWF and UNEP'%8 sets clear
limits for fishing subsidies and demands
coupling them to detailed sustainability criteria.
In particular the WTO and international
agreements must make a significant contri-
bution to reducing subsidies. This is the only
way the fishing industry will be able to make
a sustainable, long-term contribution to glo-
bal food security and biodiversity preservation.
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J. THE FORESTRY SECTOR

In the past 8000 years, around 45 percent
of Earth's primeval forests have disappeared,
a large percentage in the past century.
Destruction continues to this day. If the Earth's
forests continue to be cleared at the same
pace and intensity, there is a risk that they
will soon no longer be able to fulfill their
function within the global ecosystem. Human-
kind is putting the habitability of the planet
Earth on the line'.

In Germany, the percentage of forest has
sunk from more than 95 percent of the coun-
try's area to around 33 percent. Biodiversity
loss in forests is a result of rapid clearing
and the fragmentation and degradation of
all forest types. According to FAO data, the
net loss of forest area since 1990 has been
8.4 million hectares annually, mostly tropical
forests. Since the calculation of net loss takes
the reforestation rate into account, the true
loss of forests is as high as 15 million hectares
per year or more'®. A planted forest can
never achieve the same natural biodiversity
as a primeval forest that has grown naturally.
The quality and structural integrity of the
remaining forest area has deteriorated
considerably in comparison to earlier forests.

The main factors causing the depletion of
forests and their biological diversity are man-
made: the transformation of forests into farm-
land, overgrazing, mismanaged shifting culti-
vation, unsustainable forestry, the introduc-
tion of invasive animal and plant species,
infrastructure development (road construc-
tion, hydroelectric projects, urbanization),
mining and oil production, unnatural forest
fires, pollution and climate change.

In developing countries, forests cover more
than half of all energy needs. In rural areas
in Africa, more than 95 percent of all energy
is often produced by firewood. Even in Swe-
den (17%) and the USA (3%), forests make a
contribution to energy production'’.

Scientists have made the damage done by
large-scale clear-cutting sufficiently clear. Dif-
ferent functions are threatened. For example
the destruction of naturally developed water-
ways and watersheds leads to habitat loss
in certain animal species that have adapted
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to the ecosystems' original structure. Further-
more, the forest can no longer fulfill its
function as a carbon sink. The impacts on
the environment, economy and society are
interconnected and sometimes reciprocal.
They are international and hinder the de-
velopment of the South'62.

The destruction of forests not only causes the
extinction of animal and plant species, in-
creases flooding and ruins regional climate
systems, it also makes human life more difficult
in the affected regions. People need the forest
to meet their basic needs; it provides them
with food, clothing, and the raw material they
need to build shelters. Demand for natural
forest goods will rise sharply in the future.
On the one hand, because the global popu-
lation is growing, on the other hand because
of people's increased desire for affluence and
consumer goods.

The forestry industry, with an annual turnover
of 950 billion dollars, is one of the largest
industrial sectors in the world. The volume
of trade in wood products on the global
market has increased four-fold in the past
three decades and is now at around 200
billion dollars'®. The services provided by
forests are however not completely reflected
by market prices. Forests provide living space
for 75 percent of all animal and plant species
and make a significant contribution to the
global equilibrium of the climate. In many
regions, forests are a central element of the
hydrological and nutrient cycles. On the
market, these aspects play little or no role.

In addition to the failure to internalize envi-
ronmental consumption on the global market
for wood products, government subsidies are
to a large extent responsible for biodiversity
loss. In most cases, government subsidies
for clear-cutting are meant to act as an
incentive to create new land for agricultural
production.

Almost one third of Germany's forests are
managed by state Forestry Associations. In
many federal states, forestry reforms are
currently being implemented. Forestry Ad-
ministrations are still usually bound by law
to exemplary, sustainable forest manage-
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ment. However critics have noted a creeping
privatization and an increasing commer-
cialism in current developments with negati-
ve impacts on the biodiversity of managed
forests.

The following direct subsidies pose a mas-
sive threat to forest biodiversity'¢*:

® export subsidies

® clearing licenses

® compensation for clearing costs
[

tax reductions for wood products shipped
through certain free trade zones

® tax exemptions for wood product pro-
ducers

® credits for creating new plantations

® investment programs for the development
of new forest structures and to support
the forest industry

® development aid for forest management
and national wood processing plants

® below-market interest on loans to wood-
exporting companies

® reduced tax rates for land ownership

® financial and institutional support for
export marketing

Further subsidies that are inconspicuous at
first glance also play a role in massive bio-
diversity loss'®3:

® cost-free road construction for clearing
companies

® government payment of administration
costs for cleared area

® government payment of planning and
development costs

® government payment of the costs of
reforestation programs, meant to miti-
gate the impacts caused by businesses

® providing the wood industry with ex-
tremely inexpensive energy and water

® reduced tariffs for the import of machines
and spare parts

® government acceptance of risks for inter-
nationally active companies (e.g. guar-
antees)

Although taxes and fees for the legal cutting
of forests and cutting licenses do exist, they
are often not collected. The World Bank has
estimated that this results in income losses
amounting to 5 billion dollars each year, or

three times the global development aid ex-
penditure for sustainable forest manage-
ment!66.

Since tropical rain forests are particular bio-
diversity hotspots, two concrete examples of
the impact of environmentally harmful subsidies
in Brazil and Indonesia follow.

CASE STUDY BRAZIL

Between 1994 and 2004, 200,000 square
meters of rainforest in the Amazon region of
Brazil were destroyed. This is as much as the
combined area of England and Scotland.
Destruction was due to road and housing
construction, forest fires, settlement and the
continuing transformation of the Amazon
jungle info farmland for livestock breeding
and grain cultivation'’. In particular the large
area needed for the cultivation of soy beans
is a major force driving biodiversity loss.

The Brazilian government not only encouraged
the expansion of the wood and cellulose
industry, but also generously subsidized the
deforestation of the Amazon region. The main
goal of these subsidies was to create new
agricultural land for livestock breeding.
Between 1979 and 1984, the Brazilian
government provided the investors who funded
deforestation with significant tax exemptions
in order to attract even more investors. The
close connection between subsidies and the
destruction of environmental assets can be
seen clearly in the fact that those settlers in
the state of Rondonia who in 1990 received
up to 3,200 dollars each in subsidies cleared
25 percent more rainforest than those who
did not receive any government support’¢8.
Altogether in 1990, 163 million dollars were
spent on support for clearing the rainforest.
On top of this we must add government sup-
port for the pulp industry. UNEP is quite right
in remarking that "pulp and paper production
can be highly degrading to the environment."'¢?
For one thing, they consume large amounts
of water and energy. They also release poi-
sonous chemicals. This destroys or harms the
habitats of numerous plants and animals.

Although the Brazilian government has in the
meantime discontinued direct subsidies for
clearing the rainforest and for land conversion,
farms that taken together cover an area of
120,000 square kilometers still receive govern-
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ment support in the form of tax concessions
and tax exemptions. One hundred twenty
thousand square kilometers is equivalent to
one-third of the area of Germany. Since
1970, Brazilian society has lost 2.5 billion
dollars in tax income to these environmentally
harmful tax exemptions!7°.

This is compounded by the many billions in
subsidy payments for controversial road and
dam construction projects that led to the
destruction of vital habitats.

In the meantime however, the Brazilian
government now also offers financial in-
centives for rainforest conservation. For ex-
ample, environmentally protected areas are
taken info account by fiscal equalization pro-
grams in many states. Communities now
have a financial inferest in biodiversity con-
servation, rather than, as was previously the
case, only in the most effective economic use.
In the Brazilian state of Parand, the propor-
tion of municipal nature conservation area
grew 192 percent within 10 years after the
ecological tax ICMS-E was introduced as an
environmental fiscal compensation meas-
ure'”1l

This illustrates just how much financial
incentives determine the conservation or loss

of biodiversity.

The fact that the Brazilian government has
increased the budget to crack down on ille-
gal clearing has also had a positive effect.
According to the Brazilian Ministry of the
environment, in the past three years the
government has achieved a 65 percent
reduction of illegal deforestation'”2. By
slowing down the speed of clearing in just
the past three years, Brazil has been able to
save the equivalent of 500 million tons of
Co,.'73

Another critical point is the fact that every
landowner in Brozil is allowed to clear 20
percent of his or her land'4. Thus property
often changes hands so that it can be cleared
further. Buyers do not pay for biodiversity
loss caused by clearing. These environmen-
tal costs are not internalized in market pro-
cesses.

Not only national subsidy programs promote
the deforestation of the Brazilian rainforest.
EU common agricultural policy - with high

ENVIRONMENTALLY HARMFUL SUBSIDIES

Brasilian States with ecological revenue sharing in terms of

adopted ICMS-E laws (Status: 2004)

Source: Meyer/Schweppe-Kraft 2006, p. 68

subsidies for livestock production - led to
massive soy bean and fodder cultivation in
the 1980s and 1990s throughout South
America. European agricultural subsidies cre-
ated a high demand in the EU states for soy
beans as an inexpensive alternative fodder.
The cultivation of soy beans has a grave
impact on biodiversity. By 2020, 22 million
hectares of rainforest and savannahs the size
of Great Britain may be lost to soy bean
cultivation'”®. Each year, the European Uni-
on imports 30 million tons of soy meal for
fodder for highly subsidized local production.
The extensive support of bioenergy in the
European Union recently begun creates
similar pressure on biodiversity due to the
massive cultivation of agrofuel crops in South
America.

A further driving force behind rainforest
destruction is infrastructure development in
the Amazon basin. Creating road accessibility
opens territory to loggers and slash-and-
burners. The Trans-Amazonian highway - an
East-West connection through the rainforest
- is only one negative example. In the Brazilian
government plan to stimulate growth in the
Amazon region, 3.8 billion euros are slated
for road construction alone'’¢. The WWF
fears that this could lead to the destruction
of 1.7 billion square kilometers of rainforest
by 2050. This is one-fourth of the remaining
Amazon rainforest.
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CASE STUDY INDONESIA

The deforestation of tropical rainforests in
Indonesia has doubled in the past few years
to 38,000 square kilometers per year. The
Indonesian wood industry was built up in
the 1980s and 1990s with massive govern-
ment support. Support took the form of direct
financial aid as well as loans and export credit
guarantees from many rich industrialized
countries. Today, Indonesia's wood industry
is completely free from government control
and follows no sustainability criteria. The ex-
pected result of this development is the
complete destruction of the remaining Indo-
nesian lowland rainforests within the next ten
years. This can only be countered if control
over the wood industry can be regained. Up
to 90 percent of the wood currently used for
industrial purposes has been cut illegally'??.

The Indonesian government played an active
role in the development of a powerful pulp
and plywood industry characterized by ex-
treme overcapacity. The negative environmen-
tal impacts of paper and pulp production as
stated above can clearly be seen here as
well'78. The 1988 production capacity of
600,000 tons of pulp for the production of
paper grew fo a capacity of four million tons
by 1998. This growth went hand in hand
with excessive forest clearing. In particular il-
legal clearing to ensure full utilization of pulp
production capacity led to the long-term
destruction of primeval forests and their
biodiversity. Through artificially low production
costs and direct production subsidies,
Indonesia gave away over 400 million dollars
in potential income between 1981 and
1982'7?. This is equivalent to 27 percent of
government income from the entire wood and
forestry sector. For every US dollar earned by
the export of paper or plywood, Indonesia
lost 4 dollars through the export of stem
wood'80,

Furthermore, Indonesia is a prime example
of what happens when forests, made ac-
cessible by clear-cutting, are cultivated in-
tensively as farmland, causing rapid bio-
diversity loss. The expansion of palm oil
plantations, often supported by subsidies, is
to today one of the main causes of the
destruction of Indonesian rainforests. Palm
oil is one of Indonesia's most important export
products. The WWF has published studies
on the environmental impact of the palm oil

industry'®'. They look at the effect of forest
clearing to win agricultural area and at the
direct environmental impacts of palm oil pro-
duction and processing. The most destructive
impacts are the emissions created by burning
waste and the bleaching clay left over in the
refining process.

lllegal clearing of forests and the ensuing il-
legal trade in wood products is the highest
hurdle on the way toward sustainable forest
management in Indonesia. Since professio-
nal illegal clearing is organized mostly by the
Indonesian military and police, "it is fair to
characterize this development also as a per-
verse form of subsidization."'® The In-
donesian islands of Kalimantan, Sulawesi and
Sumatra have lost 170,000 square kilometers
of primeval forest between 1986 and 1997183,

The example of Indonesia makes it clear that
illegal forest clearing and the ensuing trade
on the black market are among the greatest
threats to sustainable forest management in
countries with primeval forests. This threat is
multiplied by government subsidization of
forest clearing and of wood product pro-
cessing and export. When illegal clearing is
done professionally by (para-)state institutions
or when governments are not willing or able
to stop such actions, this must also be seen
as direct or indirect subsidization of actions
that lead to biodiversity loss.

CASE STUDY USA

In the United States of America the public eye
was long concentrated on the generous
subsidies granted for forest clearing of state
and national forests, particular forests
managed by the US Forest Service. Although
public forests account for only 2 percent of
national wood production, they are subject
to sustainable management. This includes
meeting eco-requirements and measures to
conserve infact forest ecosystems. The econom-
ic utilization of these forests is viewed very
critically by the American public and the high
subsidies for this logging program cannot be
justified85,

In 2005, 609,000 kilometers of road were
built in US American forests, enough to circle
the Earth 17 times. The largest national forest
in the USA is the Tongass in Alaska. Just
recently, 6.5 kilometers of trees were felled for
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a Tongass road, although the road has
absolutely no long-term use. Road constructi-
on cost 680,000 dollars, the timber that
could be accessed, cut and sold brought in
only 70,000 US dollars.

Furthermore the US also supports, as do the
governments of Canada, Japan and the EU
Member States, the destruction of forests in
other countries. They do so by supporting
the foreign activities of timber companies
seated in their countries and by supporting
the creation of companies in developing
countries which exploit native forests. These
development programs usually have no
sustainability criteria and often focus only
on short term returns on investments!8.

Looking at forests in the USA, we can see
that forest clearing has extensive negative
environmental impacts. It causes soil erosion,
changes the hydrologic cycle and water level,
which - especially in wetlands - leads to a
loss of local plant and animal species.
Furthermore, many fish and crab species,
such as for example salmon, can no longer
return to their spawning grounds in the upper
reaches of rivers and streams. We can only
estimate the monetary value of this loss.
Meyers and Kent estimate that America profits
from the existence of intact forests as follows:
"through supply of clean water worth more
than USD 3 billion a year, while pollution
filters are worth nearly USD 3.4 billion. As
principal habitat for thousands of insect
pollinators, the forests contribute USD 4-7
billion to US agriculture: Total: USD 11-14
billion."187

GERMANY

German timber prices often barely cover the
costs of the harvest and the German forestry
industry would make deficits in almost all
areas without subsidies, because wood
imports and wood substitutes are also
subsidized'®. What is more, forestry offices
and forestry research institutes are subsidized,
which is however |ustifiable from an envi-
ronmental point of view in the name of
sustainable forestry.

An indirect subsidy of pine and spruce
monocultures can be found in the special
government regulations and special action
programs under the law on compensation

ENVIRONMENTALLY HARMFUL SUBSIDIES

ILLEGAL CLEARING AS HIDDEN SUBSIDIZATION?'8

The restricted definition of illegal forest clearing includes cutting and
processing wood in disregard of the law as well as the illegal
transportation of and trade in wood products. The law can be broken
at all stages of the production cycle. A large proportion of forest clearing
which causes enduring environmental degradation is however legal. It
will not be enough to crack down on illegal clearing alone if the goal is
global biodiversity conservation. Furthermore, in practice, it is often
difficult to find out whether wood has been felled legally or illegally.

for forest damage (Forstschdden-Ausgleich-
gesetz). Since pine monocultures are more
susceptible to storms than stable mixed
woodlands, private forest owners enjoy more
tax concessions and receive government
support in the millions'®. Monocultures thus
have financial advantages over more
biologically diverse mixed forests.

Researchers and environmental groups
suggest clearly lowering subsidies for forest
access roads in Germany. Furthermore,
adhering to the principles set down specifically
for Germany by the Forest Stewardship
Council (FSC) should be prerequisite for the
subsidization of afforestation and forest-
planting measures.
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K. WATER

Rivers, lakes and swamps not only store
drinking water and provide humans with
recreational areas and numerous plants and
animals of inestimable value with a habitat;
wetlands also have significant economic value.
Their value as water filter and flood control
areas alone amounts to 70 billion US dollars
annually.

Nevertheless, in the past 100 years, over 50
percent of all wetlands have been de-
stroyed'?°. Water withdrawal from lakes and
rivers for agricultural irrigation has increased
six-fold in the past century. Many rivers and
wetland dried out, even entire lakes such as
the Aral Sea or Lake Chad have shrunk
almost completely. Considerable subsidies for
irrigation have contributed to this situation.
At the same time, over-fertilization with
nitrates causes the death of many waters and
contributes to biodiversity loss.

SUBSIDIES FOR RIVER
IMPROVEMENTS

Wetlands and meadows offer vital protection
against floods. Conserving them is much less
expensive than flood domages. The Elbe flood
in 2002 alone cost Germany's economy 11.2
billion euros'!.

In the search for environmentally-friendly
means of transportation, inland navigation
has time and again moved info the public
eye. In an attempt to alleviate road trans-
portation, considerable subsidy funds flow
info the expansion of waterways for inland
navigation. For construction in eastern Ger-
many alone, around 4.6 billion euros have
been earmarked for the upcoming years.
Despite the fact that relatively few freight
vessels operate in eastern Germany, large
fiscal investments are being made. The
network of waterways is being continually
expanded via lift locks and canalization.
However the environmental usefulness of the
CO, savings and the capital expenditure are
way out of proportion to the environmental
damage. Ships often emit no fewer green-
house gases than trains due to obsolete
vessels with insufficient exhaust gas purifica-
tion. Although we can not expect more freight

vessels in eastern Germany in the future either,
the Havel, Saale and Elbe rivers are being
straightened and expanded, causing irrepa-
rable damage to the valuable habitats of
numerous animals and plans.'??

DAMS AND EMISSIONS TRADING

Subsidies granted under the guise of envi-
ronmental protection are a difficult topic.
Hydropower has taken center stage in the
search for clean, renewable energy sources.
Atfirst glance, building dams to produce clean
energy seems climate friendly. However,
damming rivers causes extreme environmen-
tal impacts (methane problem). The Clean
Development Mechanism (CDM) developed
by the United Nations within the framework
of the Kyoto Protocol had occasionally proven
extremely damaging to biodiversity. The CDM
allows companies to fund projects in devel-
oping countries rather than reducing their
own CO, emissions. In most cases, this is less
expensive than saving CO,'%. By November
2007, 654 hydropower projects had applied
to the UN Climate Secretariat for CDM
funding. This is one-fourth of all CDM pro-
jects'?. If all projects are approved, 1 billion
dollars annually could be spent on dam con-
struction projects alone!?.

A study by International Rivers concluded that
the CDM plays no small role in promoting,
or financially supporting, the destruction of
rivers. For example the Campos Novos dam
construction project in Brazil was a CDM pro-
ject. Because of this dam, the number of fish
has declined at the river's lower reaches and
the river's former flooding area has become
less fertile'. The Campos Novos dam
project applied for CDM funding in Novem-
ber 2007, although the dom had already
gone into operation in May of that year. This
questionable process is repeated in many
other dam construction projects. The average
dam construction period is four to eight years.
However, many subsidy grant applications are
put in one year before going into operation.
Aside from negative environmental impacts,
this procedure contradicts the original
intention and rules of the program. According
to the rules, a project can only receive CDM
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Around the world, most river landscapes have already been regulated
(Degree of river fragmentation and flow regulation):
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support if it would not be able to get off the
ground without subsidization. Since many
of the subsidized dam construction projects
would have been built without climate pro-
tection subsidies, the funds are no longer
available for other projects'?’.

In the coming years, Brazil plans to build 10
new dams. The government is subsidizing
this construction to the tune of 13 billion
euros. However we have already seen that
the impact on humans, the climate and bio-
diversity is anything but positive. The Tucurui
dam alone flooded 241,400 hectares of
rainforest. This newly created reservoir has
in the meantime become a breeding ground
for malaria carriers and is responsible of one-
sixth of Brazil's greenhouse gas emissions,
because the flooded vegetation is slowly
decomposing'?®

BOGS

Around half of all freshwater wetlands on
Earth are bogs. Bogs are of inestimable value
not only for biodiversity, but also for climate
protection. There is more carbon stored in
peat bogs than in all the forests of the
world.’? Nevertheless, in Germany 95
percent of all fens have been destroyed?®.
Only 30,000 hectares remain of the 500,000
hectare area once covered by raised bogs.

Agricultural subsidies are the only reason
many former swampy areas are at all profi-
table.

Peat extraction is the greatest threat to bogs.
In Finland, to protect the peat industry even
burning peat for energy is subsidized by the
government, as is stockpiling by the peat
extraction industry?®'. However the CO,
balance of extracting peat from bogs is quite
negative. In Ireland, two peat-fired power
plants that burn 2 to 3 million tons of peat
annually receive subsidies from the European
Union for up to 250 megawatts?%?, If this
continues, there will be no more peat in Ire-

land by 2020.

Over 50 percent of global losses due to bog
drainage can probably also be traced back
to agricultural subsidies. For example, the
Malaysian government plans to transform
300,000 hectares of bog into farmland for
the cultivation of oil palms and soy beans,
both of which turn good profits due in
particular to EU subsidy policy?°3. Bog
drainage for agriculture purposes often leads
to uncontrolled fires. Fires in drained areas
in Indonesia caused greenhouse gas
emissions of between 810 and 2,500 million
tons of CO, in 1997/1998 alone. That is
more than Germany's annual CO, emis-
sions204|
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L. HOUSING AND ECONOMIC DEVELOPMENT

HOUSING CONSTRUCTION

A large portion of area consumption and
land utilization is due to housing develop-
ment. In particular new construction on pro-
verbial greenfield land - in contrast to energy-
saving renovation of old buildings - causes
environmental degradation. The extraction,
production and transport of construction
materials or their raw materials causes for
example air and water pollution. The con-
struction process itself causes soil sealing and
produces large amounts of waste. When
buildings are torn down, more waste is
created. Furthermore, while buildings are in
use, a greater need for energy exists23,

Housing is the most subsidized sector of the
German economy, receiving 23 billion euros
annually. Promoting the construction of
housing can also damage biodiversity. Not
only the grant scheme for new home buyers
- which is being discontinued in 2013 -
preferences new buildings over building pre-
servation, so do subsidies for low-income
housing. New construction always also
means additional environmental degrada-
tion. The expansion of roads, railways and
electricity grids that fragment habitats and
chase away animals go hand in hand with
urban sprawl. Since Germany's population
is shrinking and more and more buildings
stand empty in the city centers, this one-sided
policy also has disastrous social and urban
development consequences.

In 2003, the fo Institute for Economic Re-
search analyzed housing development policy
in Germany for the Federal Environment
Agency and made proposals for environmen-
tal reforms2% (cf.: Table 8).

However since 2003 there have already been
comprehensive reforms of construction
subsidies. In particular dismantling the grant
scheme for new home buyers and increased
funding for programs to improve energy
efficiency in buildings are examples of using
fiscal pressure to, at least in terms of climate
protection, mitigate environmental impacts
considerably.

ECONOMIC DEVELOPMENT

An example from Germany for a sometimes
perverse subsidy is the joint federal/state
scheme (Gemeinschaftsaufgabe - GA) "Sup-
port for regional economic structures" which
receives annual funds in the hundreds of
millions. Similar to the home-buyers grant that
has now been discontinued, this measure
promotes urban sprawl. To promote and sup-
port "structurally weak regions" in particular,
"industry-related infrastructure" is built.
Although the focus is on finding new uses for
industrial and commercial wastelands,
creating new area is also supported. Although
brownfields in Germany grew by 9 to 12
hectares per day between 1997 and 2000,
the GA supports further urban sprawl by sup-
porting industry-related infrastructure.
According to the Federal Environment Agency,
for the creation of new commercial areas,
development of new infrastructure and use of
further area for utilities and waste manage-
ment plants for the new industrial parks,
between 1998 and 2002 land consumption
of at least 2.7 hectares a day was subsidized
by at least 419 million euros altogether.20”

In the EU, almost one-third of potentially
competition distorting government subsidies
for businesses are from Germany. This 20.2
billion euros amount to 0.87 percent of the
national GDP.

CASE STUDY MUHLENBERGER
LOCH, HAMBURG, GERMANY

The MuUhlenberger Loch was the last large
freshwater wadden sea between Hamburg
and the Elbe delta. It was vastly important as
a resting place for migratory birds, foraging
ground for breeding birds and spawning
ground for many fish. The Mihlenberger Loch
was filled-in and completely destroyed for the
construction of the Airbus A380. For con-
struction, Airbus received federal subsidies of
over 1 billion euros and a further 1.3 billion
euros from the Hamburg state senate?%8. Thus
each workplace was subsidized by over
160,000 euros.
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Table 8: Proposals for reform of the German housing sector at a glance

Subsidy

Proposal for reform

Budgetary effect

Environmental impact

Grant for home buyers

Reduction and greening of the
base amount for new buildings;

No eco-allowance for low-
energy houses (only for passive
homes);

Easier access to eco-allowances
for existing homes

Introduce demolition subsidies

Clear budgetary savings
(ca. 1-1.5 bill. euros,
without demolition
subsidies)

Reduction of area consumption
Increased energy efficiency of

new buildings

Increased energy efficiency of
existing buildings

Subsidized housing

Decrease funds to 0.5 bill. euros,
use funds for combi-models and
usage rights in existing
buildings;

support cost- and area-saving
construction;

Dismantle support for buying
single-family homes

Funds freed: 1.8 bill. euros:
Partial reallotment for
modernization and cost-
and are-saving construction

Funds freed: 2.3 bill. euros
Of this: Reallotment of 0.5

bill. euros for housing
assistance

No use of further area; increased
energy efficiency of rental units

Reduction of area consumption

Housing assistance

No negative environmental
impact per se; no reform
proposal

Fiscal need: 1 bill. euros

Indirect: Less area consumption
due to stopping construction of
subsidized housing

Home and building loans

Dismantle home construction
premiums

Reallotment of 0.5 bill.
euros for housing
assistance reform

No significant direct
environmental impact; though
financing of housing assistance:
indirect reduction of area
consumption by stopping
construction of subsidized
housing

Infrastructure subsidies

Dismantle income tax
concessions for the new German
states

1 bill. euros: reallotment in
favor of targeted support
for carbon dioxide (CO0,)
reduction measures

No further support for new
construction in urban areas;
relieves pressure on area

Property taxes

Convert to area use taxes

Revenue neutral

Less pressure on area

Source: BMU 2003, p. 7

Airbus and its suppliers also received tens of
millions in subsidies from both Lower Saxony
and Mecklenburg Western Pomerania. The
state of Lower Saxony built a technology
center in Stade for four million euros, two

million euros went toward research into ex-
tra light components. Mecklenburg Western
Pomerania also spent millions on subsidies
for the approximately 700 employees of Air-
bus suppliers and engineering offices?% .

207 Tagesschau, 2007: Steuermillionen
for A380- Produktion in Deutsch-
land, URL: http://www.
tagesschau.de/wirtschaft/
meldung94454 himl
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The principles of EU environ-
mental law are set out in articles
174 to 176 of the EC Treaty.
This treaty aspires a high level of
protection.

Each of the concepts of aid and
subsidies may be defined in diffe-
rent ways. Here the are used
synonymously.

EC Treaty: the code of
competition is fo be found under

art. 85-94.

Rave, Tilmann, 2005: Umwelt-
orientierte Subventionspolitik in
Deutschland, p.26

Rave, Tilmann, 2005: Umwelt-
orientierte Subventionspolitik in
Deutschland, p.26

EG-Vertrag art. 90 par. 2

EU, 2007: EU-Haushalt 2007,
URL: http://ec.europa.eu/budget/
library/publications/budget in fig/
dep_eu budg 2007 de.pdf, sie-
he auch EU-Haushalt 2008:
http://ec.europa.eu/budget/
library/publications/budget_in_fig/
dep_eu budg 2008 de.pdf

Brunner, Ariel/ Huyton, Harry,
2007: The Environmental Impact
of EU Agricultural Subsidies in the
WTO Green Box, (Draft), p.4

WWE 2006: Umweltschédliche
Landwirtschaft, press release from
May 2006, p. 2, URL: http://
www.wwi.de/fileadmin/fm-wwi/
pdf-alt/landwirtscgaft/
Status_Quo_der

WTO Mai0é.pdf

in billion Euro

Subsidies in the EU
State aid awarded in the EU Member States, 2006, that may distort competition.

Germany | —— 20 2 s 0,87
Fronce | p— 10,4 0,58
oly " s mm 0,37
Spain  m—m— 4.9 0,50
UK 32 = 0,22
Sweden mmmm 3,5 1 15
Finland g 2,6 ——— 1 53
Austria 8 2 3 s 0,90
Poland '#em 2,3 s 0,85
Netherlands ™= 1,9 mam 0,35
EUtotgl e e 66,7 s 0,58

*state aid as defined under Article 87(1) EC Treaty that has been granted by the EU Member States for all
sectors except railways and has been examined by the Commission.

% of GDP

Source: Report From The Commission; State aid scoreboard, Autmn 2007 Update; http://ec.europa.eu/
comm/competition/state_aid/studies reports/2007 autmn_en.pdf

M. PERVERSE SUBSIDIES ON THE EU-LEVEL

1. INTRODUCTION AND BASIC LEGAL
PRINCIPLES

The principle of sustainable development has
been anchored in the preamble and principles
of the EU agreements since the treaties of
Maastricht and Amsterdam were ratified.
Accordingly, the EU is obligated to aim for a
high level of environmental protection, to
improve environmental quality and to
infegrate environmental policy into all public
measures?'?. On the EU level, subsidies and
state aid?" fall under the key clause Art. 87
par. 2 and 3 of the EC Treaty. Article 87
forbids any state aid by Member States that
"threatens to distort competition [or...] affects
trade between Member States."?'? There are
of course exceptions. These are laid down in
EC Treaty Art. 87 par. 2 and 3 and aim to
achieve the principle expressed in Art. 2 EC
Treaty: the harmonious development of eco-
nomic activities in the Community. A Euro-
pean Court of Justice (ECJ) decision ruled
that Art. 87 EC Treaty does not provide a
legal definition of "aid."?'® The meaning of
the term must therefore be decided on a case
by case basis. According to Rave (2005) "the
flexible definition of the term 'aid' allows the
ECJ and the European Commission to, in-
dependent of aim, react to each new form of
national aid."”?'* Exceptions to competition
rules exist only when the regulations would

obstruct the fulfillment of public tasks?'s.

Subsidies that only distort competition within
one Member State are not subject to the EU's
ban on state aid. Tax laws are not stand-
ardized across EU Member State borders. It is
therefore difficult to identify tax concessions
on an EU level.

2. ENVIRONMENTALLY HARMFUL
SUBSIDIES ON THE EU LEVEL AND
THE 2003 REFORM OF THE

COMMON AGRICULTURAL POLICY

The data available to the public on the structure
of EU expenditures do not specify the exact
proportion of subsidies within the total
expenditures for different areas. Broken down
roughly, the structure of expenditures is as
follows?'¢:

Without a doubt, the largest proportion of
EU subsidies (including export subsidies),
amounting to 58 billion euros, go toward the
agricultural sector?)’. This is around 46 per-
cent of the fotal 2007 budget. According to
WWEF, the EU supports the European farming
industry with 108 billion euros annually?'®.
In the post WWII era, agricultural subsidies
were introduced to fight hunger, rampant in
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EU budget 2007 in figures

ENVIRONMENTALLY

HARMFUL SUBSIDIES

A global player

Promoting sustainable
development, peace and security
around the world

Natural resources

Expenditure estimates for EU policies Budget Change from
(in billion EUR) 2007 2006
Sustainable growth 549 15.4%
Competitiveness, indudig: 924 18.6%
Education and training 0.9 310%
Research 55 31%
Com petitiveness and innovation 0.4 53.6% Sustainable growth
Energy and transport networks 1.0 320%
Sodal policy agenda 0.2 8.6% Investing in competitiveness
Cohesion, including: 45.5 14.8% Fostering cohesion across regions
Convergence 353 168%
Regional competiti and employ 9.0 115%
lerritorial cooperation 11 =11.7%
Natural resources, induding: 56.3 1.0%
Environment 0.2 179%
Agricultural expenditure and direct aids L 0.6 %
Rural development 124 30%
Freedom, security and justice 0.6 12.8%
(indluding fundamental rights and justice, security and
liberties, migration flows)
Citizenship 0.6 0.8%
(including culture, media, publichealth and consumer
protection)
EU as a global player, induding: 6.8(") 4.5%¢)
Pre-accession 13 165 % ()
European neighbourhood 14 111%
Developm ent cooperation ¥ S4% () Protecting health and
Humanitarian aid 0.7 3% consumer rights; encouraging
Demoaacy and human rights 0.1 96% publicdialogue
Common foreign and security policy 0.2 352% .
Stability instrument 0.1 1426% MK TS S
place to live
Administration, induding: 6.9 51%
European Commission 3.3 53%
Other institutions 26 48%
Comp jons to new EU « ies () 0.4 EBE% Source: EU 2007, p. 1
Total 126.5 5.0%

(7 Induding Emesyency Aid Reserve
(7 Excluding Bulgaria and Rarmaria

() Reduction due to the sxcegtional amounts aocated in 2006 o the post-tsunami, Afghanstan and leq moomstudson effors

1% Amurits fioed by the accession teeaties

Europe at the time. Beginning in the 1980s,
the EU Common Agricultural Policy (CAP)
has been reformed repeatedly in order to
fight overproduction in different sectors.
Increasingly, the negative environmental
impacts of agricultural subsidies are the
subject of researchers' and politicians'
attention?'?. One example is the 2001 study
by Donald et al., which made a direct
connection between agricultural subsidies
and biodiversity loss in European bird
species??0,

The CAP reform of 2003 is very important in
many ways. On the one hand, subsidies
must in the future be decoupled from
production volume. Through the introduction
of the Single Payment Scheme (SPS)??', future
agricultural subsidies shall be based either
on historical production rates in the base
period 2000-2002 or on area (Single Area
Payment Scheme) or on a combination of
the two??2. National implementation of this
measure began in 2005 or, in some Member

States, 2007. Until 2013, transitional agree-
ments can apply. Up to now, the reform does
not apply to all agricultural sectors. Cultiva-
tion of fruit and vegetables for example are
not yet subject to this reform; however the
European Commission has proposed adding
these sectors to the Single Payment Scheme.
The real decoupling of production and sub-
sidies is proceeding in general at a rather
slow rate. We can assume that the reform
rulings will in the future have a positive impact
on environmental quality and biodiversity in
Europe. However, basing subsidies on
historical production rates preferences those
farms that formerly produced in a particularly
intensive, industrial, and environmentally
counterproductive manner.

The second key element of the 2003 reform,
the so-called Luxembourg agreement, is the
cross-compliance criterion??®, This measure
can help promote environmental concerns
in agriculture by setting financial incentives.
One limitation is however that the effectiveness

219

220

2

223

Fostering rural development and protecting
the environment (119%)

Reforming Europe’s agriculture and ensuring
high quality (34%6)

Other expenditure
including
administration

Brunner, Ariel/ Huyton, Harry,
2007: The Environmental Impact
of EU Agricultural Subsidies in the
WTO Green Box, (Draff), Mon-
treux, p. 5

Donald et al., 2001: Agricultural
intensification and the collapse of
Europe’s farmland bird poulations,
pp. 25-29

Ten countries started to implement
the "Single Payment Scheme" in
2005, five countries started in
2006 and four countries started in
2007. Cf.: OECD, 2007:
Agricultural Policies in OECD
Countries - Monitoring and Evalua-
tion 2007, pp. 105-109

Brunner, Ariel/ Huyton, Harry,
2007: The Environmental Impact
of EU Agricultural Subsidies in the
WTO Green Box, (Draft), Mon-
treux, p.10

Gregor Louisoder Umweltstiftung/
Férderverein Okologische Steuer-
reform e. V./ Naturschutzbund
Deutschland e. V. (Hrsg.), 2004:
Okologische Finanzreform in
derLandwirtschaft, p.43
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2007: The Environmental Impact
of EU Agricultural Subsidies in the
WTO Green Box, (Draft), Mon-
treux, p.18

Meyer, Bettina/Miller, Klaus,
2002: Subventionsverstecke auf-
stébern, p.22

EEA, 2007: Technical Report 3,
Size, structure and distribution of
transport subsidies in Europe, p. 6

EEA, 2007: Technical Report 3,
Size, structure and distribution of
transport subsidies in Europe, p. 7

OECD, 2007: Agricultural
Policies in OECD Countries —
Monitoring and Evaluation 2007,
p. 105

Lebensministerium Osterreich,
2007: Osterreichisches Pro-
gramm fir die Entwicklung des
landlichen Raums 2007-2013
OECD, 2007: Agricultural
Policies in OECD Countries —
Monitoring and Evaluation 2007,
p. 115

of this measure depends upon how it is
implemented by the Member States. Since we
must assume that some governments have
little incentive to reduce subsidies for their
farmers, coupling subsidies to farmland area
appears in a different light: it is worth owning
large amounts of land, whether or not they
are managed environmentally. Applying only
the Single Area Payment Scheme, an option
for the new EU Member States, is only
possible until 2010.

The new EU strategy for rural development
gives much greater importance to environ-
mental concerns than was previously the case.
Biodiversity conservation is explicitly named
as a goal. These reforms as well are to be
implemented between 2007 and 2013. The
plan to simplify and consolidate the Strategy
for Rural Development is a step forward.
However despite these improvements,
changes must be made to the CAP First and
foremost, many subsidy schemes must be
transformed "from untargeted subsidies to
environmentally targeted schemes with a
much increased focus on biodiversity
conservation."??4 A system of objectives and
a hierarchy of objectives aimed at by
individual subsidies must be more clearly
formulated so that the intentions of subsidies
are unambiguous. This is particularly true of
CAP provisions.

are worth
mentioning. In particularly the EU budget of
1 billion euros for energy and transportation
grids needs to undergo an environmental
impact assessment and, if necessary, be
adapted accordingly.

But other sectors as well

Connected to this is the EU regulation of
financial aid and tax concessions that Member
States offer for the expansion and upkeep of
national energy and transportation
infrastructure. Not only in Germany do "the
particularly environmentally harmful energy
carriers coal and plutonium as well as road
and air transportation profit most" from the
current taxation structure??®. According to the
European Environment Agency (EEA), the
funds spent by Member States on their
transportation infrastructure is almost as large
as the entire EU budget; 125 billion euros??¢.
These payments and concessions affect mostly
national competition; their environmental
impact has been largely ignored to date. It is
possible that a comprehensive assessment

would lead to a similar situation as did the
analysis of urban air pollution due to fine
particulate matter. In that case, the EU forced
Member States to take action. A much-cited
example in the transportation sector is the
tax-exemption of kerosene. To date, in most
EU Member States, "environmental objectives
are not significant motivators for the bulk of
subsidies."??” The only exception is trans-
portation subsidies for rail fraffic. It is under-
stood that rail transportation is more environ-
mentally friendly than other means of trans-
portation, in particular road traffic. It is there-
fore significant whether a country supports
road construction or the expansion of its
railway system.

Since however we must assume that national
governments would feel the performance of
public sector tasks to be threatened by any
EU attempt to use environmental law fo limit
subsidies for transportation and energy infra-
structure, the next steps in this sector should
be planned carefully. In the end, only the
framework is set on the European level. When
looking at environmental impact, it is the
details of national implementation schemes
that play the decisive role.

In the countries that joined the European
Union between 2004 and 2007, transitional
agreements are in place that allow national
governments to augment EU agricultural
subsidies with national funds for a period of
10 years??8,

3. THE IMPLEMENTATION OF
EUROPEAN AGRICULTURAL POLICY
IN AUSTRIA - A BRIEF OVERVIEW

The Austrian agri-environmental program
(OPUL) is a central element of the subsidy
structure in the Austrian agricultural sector.
In 2000, it was subsumed under the Strategy
for Rural Development and has been co-
financed by the EU since then. The current
OPUL covers the time period 2007-2013229.
Support under this program is strictly bound
to sustainability criteria, making it a good
practice example in Europe. Subsidy recipients
"sign up for a contract which specifies precisely
what actions are to be taken, or what services
are fo be delivered in return for payments."23°
In 2006, 643 million euros were distributed
in the Austrian agriculture sector under OPUL.
Eighty percent of Austrian farmers owning
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88% of agricultural land participated in the
project.

Austria has implemented the SPS since 2005.
Payment levels are set by historical reference
values from 2000-2002. Above we explained
how this privileges those farmers who, to the
detriment of the environment, produced more
quantity than quality during this time period.
Also worthy of criticism is the fact that, in the
cattle breeding sector, suckler cow premiums
and slaughter premiums for calves are tied
to production amounts. Further exceptions
from a pure SPS are the slaughter premiums
for adult animals and for the cultivation of
hops. As of 2007, subsidies for milk pro-
duction are also integrated into the SPS.

In 2005, Austria subsidized its forestry and
agricultural sector to the tune of 99 million
euros?'. Funds for 59 percent of this budget
came from the European Union, 20 percent
came from the federal government and 21
percent from the Austrian states. The largest
proportion of the budget, 58 percent, went
to the Strategy for Rural Development, the
remaining 42 percent was almost completely
within the SPS.

In a comparison of European countries,
Austrian subsidy policy in the agricultural
sector is positive. Decoupling of production
and subsidy volume also proceeds slowly in
Austria, but at least faster than the EU
average. It is also encouraging that most of
the funds go to the Strategy for Rural Devel-
opment, which is at least acceptable from
an environmental point of view.

However we must in the final analysis
emphasize that Austria too still has many
steps to take to create a truly sustainable,
environmentally-friendly subsidy scheme. The
environmental impacts of every subsidized
activity must be considered and weighed
against the usefulness of the subsidy in other
areas. In the future, no money should flow
unless an environmental impact assessment
is done and the results are positive or at
least neutral. This applies not only to agri-
cultural land consumption and groundwater
pollution through fertilizers, but also to
methane emissions from cattle breeding.

ENVIRONMENTALLY HARMFUL SUBSIDIES

4. EU STRUCTURAL FUND

The hierarchy of priorities within EU structural
policy quickly becomes clear when one looks
at the distribution of funds. It may be possible
to quickly find an explanation that sounds
plausible for each post. Nevertheless it can
clearly be seen that in particular well-
organized lobby groups that are able to put
pressure on political processes as well as
individual Member States profit most from
the structural funds. Environmental concerns
play an at best subordinate role, although
the EU is ostensibly bound to comply with
environmental and sustainability criteria in
all of its measures. According to the WWF,
between 2000 and 2006, 22.5 of the budget
went o building transportation, energy and
telecommunication infrastructure in the
Member States?32. Almost one quarter of the
budget went toward economic development
and almost 30 percent went into the European
Social Fund. Since in the end these funds
are distributed and administrated by the
Member States themselves, environmental
criteria play only a small role in awarding
them. Rather they focus on strengthening
"national" economies and agricultural pro-
grams. However on the EU level as well, for
example via the Social Funds, the first and
foremost goal is creating jobs and closing
the economic gab between European regions.
Thus more than two-thirds of the structural
funds are strongly suspected of causing
extremely negative environmental impacts
and consequently also biodiversity loss. To
counteract this, it is absolutely essential that
environmental sustainability criteria be
infegrated info the assessment and selection
of concrete national projects. Often instead
"funds are being used for some of the exact
activities that the Commission has recognized
as key threats."?33 Admittedly, agricultural
policy reform - to be implemented between
2007 and 2013 - is a step in the right
direction. But here too national implementa-
tion strategies - and sufficient EU control of
meeting environmental criteria - are critical if
environmental degradation is to take a turn
for the better.

An example of the counterproductive utiliza-
tion of European funds is the continuing
construction of dams in Spain, which has
led to massive biodiversity loss?34. Lynx in
particular are suffering from the fragmentation
of their habitat.

21 OECD, 2007: Agricultural Policies
in OECD Countries — Monitoring
and Evaluation 2007, p. 117

22 WWF, 2006: Conflicting EU-
Funds: Pitting Conservation Against
Unsustainable Development, p. 20

233 WWEF, 2006: Conflicting EU-
Funds: Pitting Conservation Against
Unsustainable Development, p. 27

24 WWEF, 2006: Conflicting EU-
Funds: Pitting Conservation Against
Unsustainable Development, p. 50
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25 WWEF, 2006: Conflicting EU-
Funds: Pitting Conservation
Against Unsustainable
Development, p. 58

2% CCE Bankwatch Network: EU-
Funds in Central and Eastern
Europe: 6 billion euros for
damaging projects? press release
from 10. 3. 2006, URL: http://
www.bankwatch.org/newsroom/

releases.shtml2x= 1601568

In Greece, 50 percent of the costs for the
Egnatia highway were co-financed with EU
money. Compliance with environmental
criteria was lacking or non-existent. This is
particularly interesting in light of the fact that
the EU aims to protect the very same brown
bears that were forced to contend with mas-
sive limitations to their habitat through a fur-
ther program - the LIFE project. Finally, we
would like to mention the EU support of the
construction of the "Via Baltica"?3® - in
particular by Poland.

In the area of water as well, funds distributed
by the EU often contribute to the direct threat
to and exfinction of various specious as well
as to the destruction of habitats. A promi-
nent example is the expansion of the Eu-
ropean canal system. In particular the increase
of marine traffic on the Danube threatens
beaver, otter and eagles. By 2020, 225 billion
euros in EU funds shall have been spent on
the "improvement" of the Danube for trans-
port. It is of imminent importance for the threat
to biodiversity that compliance with environ-
mental criteria is strictly monitored in all
countries bordering the river and that parti-
cularly harmful are not
implemented at all.

measures

The list of EU sponsored projects that cause
biodiversity loss could be continued. The CEE
Bankwatch Network has compiled a
compelling catalog of such projects?®. It calls
atftention to a number of infrastructure projects
in Central and Eastern Europe that are either
are not bound to environmental criteria or
for which there is insufficient monitoring and
sanctioning. As important as economic pro-
gress is, it is vital that short-sighted thinking
and action not cause future monetary losses
due to biodiversity reduction - outweighing
the gains of infrastructure projects start here.
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N. SUMMARY AND RECOMMENDATIONS

Environmentally harmful subsidies are a
decisive force behind biodiversity loss on our
planet. Diverse sources confirm that vast sums
between 500 and 1500 billion dollars directly
or indirectly support environmental degrada-
tion.

The UN Conference of the Parties COP9 in
May 2008 in Bonn had the chance to take
concrete steps toward dismantlement. At the
same time, national governments and con-
federations of states such as the EU should
take the lead in dismantling environmentally
perverse subsidies.

= Environmental impact assessments
should be compulsory for all subsidies.

All direct and indirect financial incentives
should be examined for negative environ-
mental impacts. Mitigating negative impacts
by, for example, coupling subsidies to envi-
ronmental criteria should also be considered.

Experience has shown that it is difficult to get
rid of subsidies once they exist. Many lobbies
and subsidy recipients have become
accustomed to being subsidized by society
as a whole. In Germany for example, around
one-fourth of existing tax concessions were
introduced before 1940%%. This too explains
why so many subsidies are no longer up to
date and contradict the guiding principle of
sustainable development.

Many subsidies are outdated from an eco-
nomic point of view as well and are
approaching the limits of growth. Previously,
subsidies were able to increase profits
significantly in light of seemingly endless
resources - for example fish or intensive agri-
culture. Today, they incre pressure on limited
habitats and hinder the sustainable, and thus
long-term, utilization of natural resources.

= Therefore all subsidies should be limited
in duration. Furthermore, impact moni-
toring and performance reviews of all sub-
sidies should be conducted regularly to
assess environmental impact. Subsidy
controlling would create transparency
and provide important leverage to ensure
tax monies are used efficiently and
promote sustainable development.

Times are auspicious for a wide-spread phase-
out of environmentally harmful subsidies.
Agricultural prices and harvests have risen,
partly as a result of the biofuel boom and
the global demand for more raw materials.
Environmental consciousness has also grown.
In the fishing industry as well, falling harvests
have forced many to set new priorities.

People are increasingly aware of the value of
forests, wetlands and bogs for climate
protection and global biodiversity. Within the
global climate protection regime, forests and
bogs have gained fiscal power as CO,
reservoirs.

There are therefore also many good practice
examples of the dismantlement of perverse
subsidies:

® New Zealand began a phase-out of agri-
cultural subsidies in the 1980s and has
now almost completely done away with
them, although - or because - it is very
dependent upon farming. There are more
farmers in New Zealand today than when
the subsidies were dismantled. Chile and
Argentina have also made sharp cuts in
their agricultural subsidies.

® Russia has lowered its subsidies for fossil
fuels from 29 billion dollars to 9 million
dollars; China from 25 billion to 10
billion238

® Brazil significantly lowered its support of
cattle breeding in the Amazon region and
introduced the environmental tax ICMS-E
as a fiscal compensation measure?®?.

® Some Asian countries have recognized the
damage done by nitrate fertilizers and
have reduced their massive subsidies.
Indonesia sank fertilization subsidies from
732 million dollars to 96 million dollars.
Pakistan lowered its subsidies from 178
million to 2 million. Bangladesh and the
Philippines completely got rid of their
chemical fertilizer subsidies of 56 and 48
million dollars respectively?4°.

Nationally as well - particularly given tight
public budgets - reduction of subsidies is at
a high and is in principle supported by all
political parties and trade associations. In
2007, Germany's grand coalition dismantled

237 UBA, 2003: New study: Abbau
umweltschddlicher Subventionen
spart Milliarden und hilft der Um-
welt, press release 12/2003, URL:
http://www.umweltbundes amt.de/
uba-info-presse/2003/
pd05503.htm
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Undercutting our Economies and
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litike
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Dismantling of environmentally harmful subsidies by the grand coalition in

2007

Environmentally harmful subsidies

Estimated volume,
medium-term

1.6 bill euros (2007)

Dismantling the grant scheme for home buyers 1/1/2006. 3,0 bill. euros
Full financial benefit of 5.9 billion euro after 8 years (2013) ***

Commuter tax allowance only after kilometer 21 as of 1/1/2007. 2,5 bill. euros
Partial taxation of biofuels: 0.37 bill. euros (2006) 2,3 bill. euros

Beginning 1/1/2007, blending quota and full taxation of biofuel admixture:

Introduction of a heating coal tax

0,035 bhill. euros

Total effect

ca. 7.8 bill. euros

environmentally harmful subsidies amounting
to around 8 billion euros by disposing of the
grant scheme for home buyers and limiting
the commuters' tax allowance. Germany also
resolved to end coal subsidies by 2018 - the
"remaining" payments add up to 21.6 billion
euros.

Aside from the targeted reduction of individual
allowances, it has also been in part possible
- for example in the Koch-Steinbrick Initiati-
ve?*? - to proceed using the "lawnmower
method."

The German Federal Environment agency
calls for "dismantling or transforming sub-
sidies that do not fulfill the fundamental
principles of a rational subsidy policy, because
they (1) are inefficient, (2) do not achieve the
goal of the subsidy or (3) contradict the aims
of sustainable, environmentally sound
development. [...]

As long as the negative environmental
impacts of subsidies are not mitigated, envi-
ronmental protection will be forced to resort
to financial demands."#3

Internationally, the dismantlement of environ-
mentally harmful subsidies meets with
resistance from diverse interest groups. The
fact however remains that poor and indig-
enous segments of the population are hit
hardest by biodiversity loss?#4. They lose
forests as a source of fuel and as their
hunting grounds. They lose coastal fishing
grounds and suffer from exporting farmers'
water consumption. At the same time, agri-
cultural and fishing subsidies distort interna-
tional competition and prevent sustainable,
self-supporting production in developing

countries. Most subsidy funds do not go
toward sustainable resource use in the South
as part of a global poverty reduction strategy,
but rather sponsors small segments of the
agricultural and fishing industries in the rich
North.

= Dismantling subsidies and the fight against
poverty go hand in hand. Many subsidies
in the North lead to poverly in the South.

Many reports and case studies show that well-
infenfioned compensations in the same sector
are often anything but good. For example,
the effect of some fishing industry scrapping
subsidies is that old vessels are laid up and
the money is used to build new boots. At the
same time, fishing vessels that are ostensibly
laid up provide fishermen with more money
for illegal fishing. This can even raise de fac-
to fishing capacities, which were supposed to
have been lowered.

Similarly, EU compensation payments for
agricultural subsidies in developing countries
- for example for cotton - are counterproductive
because they over-subsidize one sector
without concurrently ensuring sustainable
development in that sector.

= Compensation payments should be
flanked by social measures and aim at
creating jobs in new, promising sectors.

If subsidies are to make sense, they must
adhere strictly to sustainability criteria. This
means that all short- and long-term impacts
must be assessed, since impacts are often
different in different areas. Worst-case exam-
ples of this are the CDM certificates for dam
construction projects in the rainforest of Brail
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or EU subsidies for biofuels and the oil palm
boom in Indonesia.

= Subsidies should be coupled to strict
adherence to environmental and social
criteria.

The protection of biodiversity is, when all costs
and advantages are weighed, often also the
more economical alternative to the unsustain-
able exploitation of resources. Therefore sub-
sidies coupled with strict monitoring should
be used to promote the sustainable use of
resources and the protection of biodiversity.
This requires far lower sums than are spent
today for environmentally harmful subsidies.

= The monies freed by the dismantlement of
subsidies should at least in part be used
for sustainable resource use and bio-
diversity conservation.

Perverse subsidies often not only distort com-
petition, they also create new bureaucracy,
free-rider effects and the danger of corruption.
Reducing them on the other hand, instead
of implementing new instruments, usually
doesn't cost anything. Before introducing new
taxes and tariffs - on nitrogen or pesticides
for example - first the subsidy system should
be examined for reverse incentives. In India
for example, both taxes on and subsidies for
gasoline exist, with contradictory effects and
high economic and ecological costs?4%.
Because subsidy donors frequently work on
different levels, contradictory effects are often
unavoidable. It is therefore easily possible
that, as for example in Great Britain and
France, there is a tax on airline tickets and at
the same time regional airlines receive billions
of euros in subsidies.

= Dismantling subsidies has priority. Before
regulatory legal measures are taken or
new taxes and tariffs introduced tfo tackle
an environmental problem, an examina-
tion should first take place whether
environmentally harmful subsidies in this
sector can be phased out and dismantle-
ment begun. It is often also wise to com-
bine subsidy phase-outs with other envi-
ronmental instruments to create the most
effectiveness.

The most important measure against subsidies
is transparency. Who receives subsidies for
what? Often the path taken by subsidies -

ENVIRONMENTALLY HARMFUL SUBSIDIES

especially indirect subsidies - is concealed and
opaque. For example, for a while the German
federal government refused to publish the
concrete recipients of EU agricultural subsidies
or the amounts they were given?#. At the
same fime the German federal government's
bi-annual subsidy report is exemplary, even
if it makes no environmental assessment.

= National governments should therefore
publish a transparent and detailed report
of all direct and indirect subsidies with a
negative impact on biodiversity. Interna-
tional organizations should be able to
check all data and conduct independent
research.

A large amount of these subsidies affect in-
ternational competition, providing domestic
industries, production facilities and fishing
fleets with one-sided advantages. Therefore
many infernational agreements and studies
demand the dismantlement of environmental-
ly harmful subsidies.

= International treaties must contain binding
agreements on the phase-out of environ-
mentally harmful subsidies with concrete
goals and timelines. A global environ-
mental trade organization must have the
power to take action against environ-
mentally harmful subsidies and to impose
penalties. At COP9, participants missed
the opportunity to make a breakthrough
by putting aside national egotism and
putting the global preservation of bio-
diversity at the forefront.

If some countries are - as in the Kyoto Protocol
- ready fo take the vanguard and earmark at
least some of their budget for global bio-
diversity conservation, the international
community has a chance to finally suit their
actions to their words and work toward their
stated aim of reversing the trend of biodiversity
loss by 2010. Success in this area will only
be possible however if a group of powerful
countries make a binding commitment - with
sanctions in case of violation - to meeting
clearly defined goals within a limited time
span.
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NGO coordination for the 10th Conference of Parties to the
Convention on Biological Diversity (CBD) in Nagoya (Japan) 2010

The German League for Nature and Environment (DNR) and the NGO Forum on Environment and
Development are hosting the COP 10 Project Office from June 2009 to December 2010. The office
coordinates follow-up activities to COP 9 as well as the NGO action program in preparation to the
10th Conference of Parties - COP 10 - to the Convention on Biological Diversity and the 5th Meeting
of Parties - MOP 5 - to the Cartagena Protocol on Biosafety in Nagoya 2010.

Under the German presidency to the CBD, the project aims to coordinate national and interna-
tional NGOs in their activities and actions on CBD related issues. It provides a platform for civil
society actors to voice their concerns regarding the major themes under discussion at the COP10
and MOP5.
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