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Executive Summary

China is the second largest oil consumer in the world. Supporting an oil consumption
peak as early as possible and reducing the total amount of oil consumed is of great
significance to safeguarding national energy supply security, accelerating an energy
sector transformation, reducing atmospheric pollutants and addressing climate change.

Fiscal and tax policies can be used to support oil reduction, energy substitution and
clean utilization of oil, thus playing an important role in capping overall oil consumption.
However, China’s current fiscal and tax policies related to oil consumption still have
problems. Therefore, it is necessary to further improve the fiscal and tax policy system
that promotes an oil consumption cap. This report includes the following:

I.China’s existing fiscal and tax policy system is conducive to a
cap on oil consumption.

China has already formulated a series of fiscal and tax policies in the field of
oil consumption. Existing fiscal and tax policies focusing on promoting energy
conservation and emissions reductions, preventing air pollution, optimizing the energy
structure, and developing the new energy vehicle (NEV) industry have formed a policy
system conducive to a cap on overall oil consumption. This system includes policies
encouraging oil development and utilization, policies that strengthen regulations on
refined oil consumption, policies that encourage renewable energy development
and alternative fiscal and tax incentives. Fiscal and tax policies promoting energy
conservation and emissions reduction in the transportation sector and the development
of new energy vehicles have also played a positive role in capping overall oil
consumption.

Many fiscal and tax policies related to oil consumption were not originally formulated
explicitly for an oil consumption cap, but for the development of renewable energy and
clean electricity. However, these policies can come together to reduce oil consumption,
increase clean energy substitution rates, and enhance the clean utilization of oil.
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In short, as China deepens reform of its fiscal and tax system, its fiscal and tax policies
are constantly improving. These improvements include the integration of fiscal funds,
the establishment of special funds for renewable energy, the establishment of NEV
subsidies and a mechanism for reducing these subsidies over time, the implementation
of the Measure on Parallel Administration of Passenger Car Enterprise Average Fuel
Consumption and New Energy Vehicle Credits, reform of fiscal subsidies, from ex-ante
and after-the-fact subsidies to production and consumption subsidies, the elimination
of subsidies benefiting fossil fuels, the levying of environmental protection taxes, the
reform of resource and consumption taxes, and accelerating green reform of the tax
system. These fiscal and tax policy reforms will help pricing mechanisms to fully play
their role, they will contribute to the green development of energy, and they will benefit
the NEV industry. High-quality development is conducive to energy conservation,
emissions reductions, and air pollution prevention, which in turn contributes to the
formation of a fiscal and tax policy environment supportive of a cap on total oil
consumption.

[I.The main problems with current fiscal and tax policies relat-
ed to oil consumption

Judging by the need for a cap on total oil consumption and the challenges in meeting
the requirements for green energy development, low-carbon development, construction
of an ecological civilization, and fiscal and tax system reform, there are still problems
with current fiscal policies addressing oil consumption.

e Fiscal and tax policies that promote an oil cap need to be strengthened.
Specifically, there are still inefficient fossil fuel subsidies addressing oil
development and production, and there needs to be further consideration of the
external costs of the tax burden on refined oil consumption.

e Fiscal and tax policies to promote the clean utilization of oil need to be improved.
Specifically, fiscal support for upgrading the quality of refined oil needs to be
strengthened, and the use of tax regulation in the process of petroleum refining
and refined oil is low.

e Fiscal and tax policies supporting the development of alternative energy sources
need to be improved. Specifically, the fiscal subsidy policy for renewable energy
needs to be adjusted, preferential policies for renewable energy taxation need
to be unified and improved, and fiscal and tax support for biofuel, ethanol and
biodiesel needs to be strengthened.

e Fiscal and tax policies that promote the development of new energy vehicles need
to be improved. Specifically, fiscal policy supporting new energy vehicles needs to
be adjusted, the management of subsidies for new energy vehicles needs to be
further strengthened, and tax policy for new energy vehicles needs to be improved.
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e The fiscal and tax policy system that supports an oil cap needs to be optimized.
Specifically, the positioning of fiscal and tax policies needs to be optimized,
the coordination of fiscal and tax policies needs to be improved, and the focus,
methods and management of fiscal and tax policies need to be improved.

lll. The goals of fiscal and tax policy reform in supporting the
peak and reduction of total oil consumption

The goal of promoting fiscal and tax policies that support an oil cap is to take advantage
of the need for fiscal and tax system reform to build an oil cap policy system. By
improving policies that increase the costs of using oil, promote the development of
alternative energy and new energy vehicles, and promote the clean use of ail, pricing
mechanisms can take full effect. This will help realize reductions in oil consumption,
replacement with other energy sources, and cleaner oil consumption. The goal is to
fulfill national energy conservation and emissions reduction, air pollution prevention
and control, and green and low carbon development requirements. Achieving national
renewable energy and new energy development targets, optimizing the energy
structure, achieving technological progress, and improving the renewable energy
and new energy vehicle industries will better meet the peoples’ demand for a better
life. Achieving the goal an oil consumption cap will be a relatively long-term process.
When using fiscal and tax policies to achieve oil cap objectives, the basic principles
of combining government and market forces, incentives and constraints, policy
coordination, and gradual implementation should be followed.

Specific ideas for reform are as follows: First, clarify the role fiscal and tax policies
would play in an oil cap, and be sure to effectively plan and coordinate these policies;
second, determine the key points for fiscal and tax policy support, and strengthen
the regulation and control of weak links in an oil cap; third, use various fiscal and tax
mechanisms to improve the effectiveness of existing policies.

IV. Fiscal and tax policy recommendations for supporting the
peak and reduction of total oil consumption

The main recommendations for promoting fiscal and tax policies for an oil consumption
cap are as follows:

e Improve fiscal and tax policies to increase the cost of oil and oil products. This
includes: conducting a study on improving the tax rate on crude oil resources
based on the costs of environmental damage caused by crude oil exploitation;
gradually increasing the tax on consumption of refined oil products, taking steps
to mitigate the socio-economic impacts caused by this adjustment to the refined
oil consumption tax; and gradually eliminating inefficient fossil fuel subsidies for
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petroleum while focusing on protecting low-income, vulnerable groups.

e Improve fiscal and tax policies that promote the development of alternative energy
sources. This includes: phasing out fiscal subsidies for renewable energy such as
wind power and photovoltaics; unifying and improving tax incentives for renewable
energy so that renewables such as wind power, photovoltaic power generation,
biomass power generation, ocean power generation, and geothermal power
generation can enjoy preferential policies that promote the overall development of
renewable energy; and increasing fiscal and tax support for bioenergy. In order to
avoiding affecting domestic food security and the management of grains, formulate
fiscal incentives and interest subsidies to support the development and application
of advanced bio-liquid fuel technologies such as cellulosic fuel ethanol.

e« Improve fiscal and tax policies that promote the development of new energy
vehicles. This includes: improving the fiscal subsidy policy for new energy vehicles;
improving the guiding role fiscal policies play in new energy vehicle technology
innovation; increasing fiscal policy support for new energy vehicle infrastructure
construction; strengthening the management of new energy vehicle fiscal policies;
further clarifying the consumption tax policy for new energy vehicles, including
setting a longer preferential period for the vehicle purchase tax on new energy
vehicles and increasing tax incentives over time as the industry develops so as
to gradually increase the environmental tax cost of fuel vehicles; and increasing
government use of new energy vehicles, including adjusting the government
procurement policy for purchasing new energy vehicles, gradually replacing
existing fuel vehicles with new energy vehicles, and encouraging the public sector
to give priority to buying or renting new energy vehicles, overall increasing the
proportion of new energy vehicles used by the government.

e Improve fiscal and tax policies that promote energy conservation and emissions
reduction in transportation. These include: increasing financial investment in energy
conservation and emissions reduction in the transportation sector; continuing to
implement current preferential tax policies for public transportation and energy-
saving vehicles; and for some tax incentives with preferential terms, giving a longer
preferential period or turning them into long-term preferential policies.

e« Improve fiscal and tax policies that promote the sustainable development of the
oil and gas industry. This includes: improving fiscal policies and tax incentives for
the development and utilization of unconventional oil and gas resources, including
shale gas and tight oil; and increasing the tax regulation of the clean production
and use of petroleum. Use existing fiscal expenditure policies and tax incentives in
related research and development, technological transformation, etc. to increase
fiscal investment in research and development of petroleum refining and related
technologies, promote clean production of refining and chemical enterprises, and
improve oil quality. Conduct research on expanding the scope of taxation on VOCs
for environmental protection.
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V. Roadmap for implementing fiscal and tax policies to support
the peak and reduction of total oil consumption

Promoting the implementation of fiscal and tax policy that supports an oil cap involves
not only the development of the oil industry, the renewable energy industry, the
bioenergy industry and the new energy automobile industry, but also requires changes
at the macroeconomic level. It is also constrained by factors related to fiscal and tax
system reform. We should take advantage of the opportunity presented by reform of the
fiscal and tax system, identify opportunities, and implement the above-mentioned fiscal
and tax policies to promote an oil cap.

The refined oil consumption tax can be seen as an example of fiscal policy supporting
an oil cap. If the tax ratio of foreign refined oil is used as a reference, the tax on
China’s refined oil consumption still has room for increases. However, the adjustment
of the refined oil consumption tax rate not only involves the development of many
industries, but will also burden individual consumers. Given the current context of the
implementation of proactive fiscal policies and reductions to taxes and fees, at this
stage conditions are not good for increases to the tax on refined oil consumption.
However, in view of China’s future tax reform and further strengthening of environmental
protection measures, along with the implementation of relevant domestic tax reduction
policies, there may be space in the future for increasing the refined oil consumption tax,
and perhaps even the possibility for broader green tax reform.

We suggest that, in the future, reductions to domestic social security premiums or other
tax reductions should be combined with increases to the refined oil consumption tax, so
that the overall domestic tax burden remains stable. This can also have other positive
effects, including energy conservation and emissions reduction, supporting an oil cap,
and promoting employment.
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