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This resource provides answers to the questions posed in the article on sustainable 
development, featured in the September 2019 issue of ECONOMIC REVIEW. 

Question 1 
Explain how London’s ultra-low emissions zone works, and how it differs from the congestion 
charge. 

The ULEZ works as follows. The owner of any vehicle entering the congestion zone that fails to meet 
the Euro IV emission standard for petrol or the Euro VI emission standard for diesel has to pay a daily 
charge of £12.50. This applies 24 hours a day, 7 days a week. 

The congestion charge applies to any vehicle entering the congestion zone between 7.00 a.m. and 
6.00 p.m., Monday to Friday. The owner has to pay £11.50 per day. Unlike the ULEZ, the congestion 
charge applies to all vehicles whether they meet the European emissions standards or not. Electric 
vehicles are currently exempt. 

 

Question 2 
What are the advantages and disadvantages of using legal limits as opposed to taxes as a way 
of reducing pollution? 

Legal limits are easier for firms to understand and often relatively easy to administer. Taxes may be 
more complicated to design and implement. When action needs to be taken quickly (i.e. a chemical 
smog emergency in a major city), an emergency ban on the use of private vehicles may be more 
effective than a tax on their use. The major disadvantage of using legal limits is that they do not 
provide incentives for firms to pollute less than the legally specified level. 
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Question 3 
One of the most important policies introduced by the European Union to combat climate 
change is the emissions trading system. Explain how this system works. 

Initially some criteria is set to determine the organisations the scheme will cover. Currently, it applies 
to more than 11,000 power stations and industrial plants across the EU with around 1,000 of these in 
the UK. These include oil refineries, offshore platforms and industries that produce iron and steel, 
cement and lime, paper, glass, ceramics and chemicals. A limit or ‘cap’ then has to be set on the total 
volume of pollution these organisations can collectively produce before any financial penalties apply. 
In 2019, the cap was 1,854,716,381 tonnes of CO2. 

Once the aggregate cap is set, pollution permits, known as allowances, are either issued or sold to the 
firms. Each allowance held by a firm gives it the right to produce a given volume or weight of 
pollutants. The total volume of all the allowances (permits) issued by the authorities in a given year 
equal the size of the aggregate cap set on total emissions.  

All firms covered by the scheme must monitor and report the level of pollutants caused by their 
production activity. At the end of the year, they must then submit enough allowances to the authorities 
to match the level of pollutants they have emitted. Each allowance can only be used once. If a firm 
fails to submit enough allowances, then it is subject to heavy fines. 

Firms can buy and sell allowances in a secondary market. However, in what circumstances would a 
firm wish either to buy or to sell an allowance? Take the example of an organisation that estimates it 
will not have enough permits to match its forecast level of emissions. It has two options. First, it could 
invest in new technology that reduces the level of pollutants created by its production process. 
Alternatively, it could leave its production process unchanged and purchase extra permits. Its final 
decision will depend on the relative cost of introducing more energy-efficient technology versus the 
price of purchasing any additional permits. 

In order to buy allowances in the secondary market there must be other companies that have excess 
permits and hence are willing to sell. For example, a firm that has made large investments in a more 
energy-efficient production process. If an organisation forecasts that it will have more permits than the 
number required, then it can sell the excess allowances in the secondary market. 

The price that firms either pay to buy or receive from selling the allowances in the secondary market 
will depend on the levels of demand and supply. The initial number of permits allocated by the 
authorities, the state of the economy and developments in technology will influence the levels of 
demand and supply and so the price. 
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