NDIA'S COMMITMENT TO Net

Zero by 2070, has well and truly

set the course for a green transi-

tion in the country. Many aspects

of this once-in-a-lifetime change
have been debated and discussed: the
quantum of investments required, sec-
tors that will need to arise and abate,
sources and costs of financing, and pol-
icylevers needed to make the transition
acceptable to all sections of local and
global societies.As the transition works
itsway through such policies and invest-
ments, it will shape, and be shaped, by
the impact it has on public finances. As
we have seenwith the recent pandemic,
an event that impacts the entire popu-
lation leaves an indelible mark on the
public finances of a nation and the
world: fiscal deficits went up and so did
the debt-to-GDPratios across countries.

Unlike Covid-19, which came on
rather suddenly, climate-related impact
on public financeswillwork itsway over
a much longer period.

Understanding key impact vectors
can help create strategies to deal with
the change. Note also that the state of
public finances directly impacts policies
that the government can pursue—the
range of policy options that can be
implemented gets shaped by the need
for morerevenues or theabilitytospend
them.

We take it as a given that the Key
objectives of public policyare (a) to even-
tually reduce carbon emissions, (b) make
for a fast and just transition, and (c)
invest in adaptation, mitigation, and
resilience tools. With this in mind, we
lookat three specificaspects of the green
transition’s relationship with public
finances: (a) revenues, (b) expenditure,
and (c) insurances.

Revenues

A significant source of public rev-
enues in India are the taxes on fossil
fuels: crude and coal. The taxes and
levies on these fuelsare applied at many
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levels (district,state,centre)and inmany |

ways (cess, excise, mineral funds, etc.).A
large part of India’s around 3 giga-tons
of carbon emissions annually is caused
by burning of these fuels. It is expected
that India’s carbon emissions will rise
(even though the energy intensity of the
economywill continue to fall) till possi-
bly the end of this decade.

Thissuggests thatevenas India ramps
upitsrenewable capacityand laysout the
electric vehicle net-
work over the next
decade, therewill bea

calls for sequestering such ‘green’ rev-
enues for the next two items: expendi-
ture and insurance.

Expenditures

Incentives will play a key role in the
green transition. India has laid out poli-
cies across the green sectors: must-run
status for renewable energy, large public
investments planned for green hydrogen,
the FAME scheme forelectricvehicles, etc.
The budget this year
also highlighted the
creation of impact

place for fossil fuels, India may opt fora funds that could sup-
which may eventually carbon price or tax. port new technologies
be phased down.Area-  ypnless this is so punitive by “crowding-in” pri-
sonable assumption, ¢ ke th £ vate capital intoriskier
over the course of this i ? frannla USEF’E < and currently costlier
decade, is that the fossil fuels economically approaches to green
quantity of fossil fuels  unviable, the govt could transition: for exam-
consumedinIndiamay hayve 3 | arge revenue pool ple,battery or pumped
not materially —— b hydro storage, making
decrease. ajedon.caron over the grid smarter,

India may, over the the next decade experimenting with
course of this decade, various types of charg-
implement Some type T — o options for electric

of carbon price or fax,
which may increase the overall tax col-
lected per unit of carbon from these
sources.Unless the carbon priceor tax is
so punitive as to make the usage of fos-
sil fuels economically unviable, a rea-
sonable assumption for the outcome for
the next decade is a large revenue pool
based on carbon for the state. It is pru-
dent to assume that beyond the next
decade, there may be a significant drop
in such collections.

In the meanwhile, there may be

vehicles,etc. Manynew
schemes and ideas will be experimented
with over the decade: this can help create
completely new sectors for investments
and job creation. Over time, as many of
these new sectors stabilise, it is reason-
able toassume that theywill be expected
to start contributing to the exchequer
rather than be dependent on the same
via incentives and subsidies.
Understanding how or when such
changes can come invarious sectorswill
be useful in building flexible business

models which take into account evolu-
tionary policy landscape.

Insurances

A critical public policy role that public
finances will play is in offering the
impacted population various types o
insurances. Frequent, extreme weathei
events (heatwaves,cyclones,sea-levelrise
flooding, etc.)will require building of sus-
tainableinfrastructure in currentlyinhab-
ited zones or creation of new inhabitable
locations.Similarly,recreating infrastruc-
turethat gets impacted by climate change
may require access to public funds—ore
well-planned insurance strategy. Com-
munities that are impacted by the phas-
ing out of certain activities over time (say
thevalue chain of coaland crude)will neec
to be guided towards the new technolo-
gies, jobs, and locations. Health impacts
say, of heat waves, may create a need for
more medical infrastructure.

A significant part of insurances will
hence, be the building of appropriate
redistribution policies. As with every
such policy, there will be debates or
whetherit is the role of the government
or the individual to create the relevant
insurances. Developing a definition of z
‘minimum safety net’will be helpful ir
creating specific schemes and project:
for implementation.

The next steps

A detailed study is required to quan-
tify the impact of the above changes on
public finances over time. There wil
undoubtedlybe significant uncertainties
in estimation: both in terms of quantury
and timelines.An attempt at quantifica-
tion can help in prioritisation of address-
ing the large changesvia policy changes
Such policy change trajectory, even if
onlydirectionaland not certain,can give
economic participantstheabilityto plan
their future.With an active public dis-
cussion on various policy choices, gov-
ernments can help shape the transition
more effectively.



