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Introduction  
by Malcolm Fergusson  T&E UK Board Member 

  Institute for European Environmental Policy, London 
 
European policy makers and citizens  are increasingly recognising transport-related environmental 
problems. Technologies or operational practices to reduce greenhouse gas emissions, air pollution 
or noise are available. The questions are: Why is there such a gap between the emission reduction 
potential and the policy framework to utilise them? How to bridge the gap?  
 
Economic instruments provide a feasible way forward. Too many transport users do not reflect their 
knowledge about the scarcity of environmental resources in their behaviour. Green alternatives are 
ignored in decisions on long-term investments as well as in the day-to-day mobility choice. Incentives 
to change the trend could be introduced by price-based or right-based measures. Price-based 
measures use charges, taxes and subsidies to persuade polluters to reduce their discharges. Rights-
based measures `create rights to use environmental resources, or to pollute the environment, up to a 
pre-determined limit, and allows these rights to be traded.’  
 
“Getting the prices right” was one of the first and most influential campaigns from T&E. It shaped the 
discussion on infrastructure pricing within the European Union for the last decade. But the practical 
results over the last few years have been very disappointing. The European Commission and the 
Directorate-General for Transport and Energy in particular, have not used their monopoly to initiate 
effective legislation. For instance, the proposal for Eurovignette missed the Commission’s own objec-
tives for internalisation and modal shift  which they had drawn up earlier. Elsewhere, even when the 
Commission has brought forward proposals (as on the taxation of energy products) the Member 
States have been reluctant to accept tax-based measures. 
 
Now, a new European Commission and a new European Parliament will open a window of opportu-
nity to develop a coherent set of instruments that increase the sustainability of all transport modes 
and promote a demand shift towards newer forms of transportation which in turn pollute less. Eco-
nomic instruments will play a core role in such a strategy.  
 
 During the seminar at the 2004 Annual General Meeting in April  the member organisations of the 
European Federation for Transport and Environment focussed on the opportunities to promote green 
international transport through economic instruments. The first presentation by Karsten Krause from 
the T&E Secretariat provided an introduction to the concepts behind economic instruments that could 
promote a greener international transportation. Christer Ågren from the Swedish NGO Secretariat for 
Acid Rain presented details on the European Commission’s plans to introduce economic instruments 
for reducing air pollutant emissions from shipping. Markus Liechti from the T&E Secretariat focused 
on road transport. He linked the current discussion on the Eurovignette with an outlook on future 
pricing and permit trading systems for heavy goods vehicles. The final presentation was by Tim 
Johnson from the Aviation Environment Federation. He reported about the need to co-ordinate be-
tween national, European and international levels to introduce policies to reduce the impact of avia-
tion emissions through economic instruments.  
 
In this publication you will find a short introductory text on economic instruments, the four presenta-
tions, and a summary of the round table discussion. The objective of this seminar was not to inform 
about a  “pack and go” solution but to provide the background of the upcoming discussion in Europe.  
 
Any comments on these proceedings are more than welcome.  
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Sustainable Transport and Economic Incentives – An Overview  
by Karsten Krause, T&E Secretariat 
 
 
introduction 
 
Globalisation is transportation. The demand of transport services for private living and production 
processes is constantly growing. Companies distribute their production activities across Europe or 
even between the continents. A “made in Germany” BMW consists, for instance, of parts from 18 dif-
ferent countries. Pollution and environmental damage are negative side effects for the mass mobili-
sation.  
 

The idea of sustainable transportation provides a framework to balance the ecological, social and 
economic challenges. According to the Canadian Center for Sustainable Transportation 
(http://www.cstctd.org) such a system is one that: 
 

•  allows the basic access needs of individuals and societies to be met safely and in a manner 
consistent with human and ecosystem health, and with equity within and between genera-
tions. 

•  is affordable, operates efficiently, offers choice of transport mode, and supports a vibrant 
economy. 

•  limits emissions and waste within the planet’s ability to absorb them, minimizes consumption 
of non-renewable resources, limits consumption of renewable resources to the sustainable 
yield level, reuses and recycles its components, and minimizes the use of land and the pro-
duction of noise. 

 

Economic instruments can play a crucial role in achieving economic, social and ecological goals si-
multaneously. Taxes, fees and charges, tradable permits systems, deposit-refund systems are eco-
nomic instruments. Some forms are used for decades, while others are on their way to become a 
vital element in environmental policy. Such instruments can give firms and households economic in-
centives to change their behaviour in a more environmentally friendly manner, and to develop new, 
cleaner technologies. However, to understand the rationale behind the concepts is often complex 
and the devil lies in the details. 
 

Taxes and charges are for example levied on fuels, motor vehicles, packaging, waste, etc. Tradable 
permits systems can set a cap on total emissions, while permitting polluters to trade emission quotas 
between themselves. Both types of instrument will stimulate abatement efforts to be made where 
they are cheapest, thus causing environmental targets to be reached at lowest possible costs. 

 
advantages of economic instruments  
 
Economic Instruments are characterised by their use of market forces, i.e. the price mechanism, to 
achieve policy objectives. There are two groups of Economic Instruments: price instruments (such as 
taxes, charges and subsidies) and quantity instruments (such as permits or certificates). The use of 
market forces to influence transport demand and supply is what makes economic instruments advan-
tageous in the pursuit of a sustainable transport policy: 
� Revenue generation. Price instruments usually generate additional revenues. In many coun-

tries fuel and vehicle taxes play a major role for state funding and financing of transport policy 
programmes. 

� Market-economy compatibility. By using the price mechanism as a vehicle for cost inter-
nalisation, market allocation processes are not distorted. 

� Enforcing the user-pays-principle. By charging for the use of infrastructure and vehicles, 
only transport users pay for the costs of their mobility. These costs include infrastructure set-
up, maintenance, environmental damage, etc. 

� Incentive-based policy approach. Economic Instruments can contribute towards reducing 
transport demand, change the modal split by inducing substitution and change transport be-

http://www.cstctd.org/
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haviour. On the supply side, economic instruments can enable fair competition among the 
transport modes and induce incentives for technical change and higher efficiency of vehicles. 

� High effectiveness. By using price information, the "user pays principle” can be reached ef-
ficiently. Economic Instruments leave room for individual optimisation, and thus allow for cost-
minimising transportation. 

� Dynamic incentives. Economic Instruments can set dynamic incentives for substitution, 
technical change and the research and development of pollution abatement technologies. 

� Greater flexibility. In general, Economic Instruments offer more flexibility than Regulatory 
Instruments as individuals and firms can more flexibly adapt to economic incentives than to 
administratively set restrictions. 

 
 
limits of economic instruments? 
 
Despite the advantages given above, there are several drawbacks that possibly reduce the degree of 
implementation of economic Instruments: 
� Uncertainty about the right level of levies. It is a philosophical question to find the correct 

price. Due to valuation problems the information on internal and external costs could often 
not be adequately obtained, thus making it difficult to set levies at the "right” level. Often eco-
nomic incentives should support policy objectives rather than to internalise external costs.  

� Uncertainty about the reaction lags. Reaction times of market participants may be long. In-
creases in fuel prices, for instance, show only little reductions in fuel demand (so-called small 
elasticities) in the short run, but greater elasticities in the long run. Furthermore, market reac-
tions cannot be predicted correctly, hence the use of economic instruments may require sev-
eral readjustments in order to reach a certain policy objective. 

� Unpredictable and unstable revenues. Despite their large potential to create revenue, eco-
nomic instruments may sometimes be a shaky basis for revenue generation. This is particu-
larly the case with environmentally motivated price increases, which trigger substitution, 
technical change and a reduction of environmental use. This successful decrease in envi-
ronmental use will thus correspond to a decrease in revenue. 

� Competitive disadvantage. The use and intensity of economic instruments differ nationally 
and internationally. This may result in competitive disadvantages for countries, regions and 
cities with strong transport levies. A level playing field is also important for the intermodal 
competition.  

 
 

introduction of economic instruments 
 
Economic Instruments should always be embedded in a broader policy strategy for sustainable 
transport. This strategy should include other types of instruments for short-run steering, the averting 
of risks and dangers, international transport policy cooperation, and revenue generation. The com-
plex political process to introduce economic instruments could be summarised to an eight step ap-
proach:  
 

1. Define a set of policy objective(s)! 
2. Conceptualise a comprehensive transport strategy! 
3. Evaluate feasibility of economic instruments! 
4. Choose the appropriate economic instrument and its specifications! 
5. Determine institutional requirements for implementation and control! 
6. Determine funding, financing and revenue allocation! 
7. Determine adjustment period and schedule for implemen-tation (”action plan”)! 
8. Create and/or raise public awareness and acceptance! 

 
Decision criteria is necessary to assess the potential effects of economic instruments and their im-
pact in the context of the overall framework of a comprehensive sustainable transport strategy.  
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To assess the various approaches of 
economic instruments, four 
dimensions of criteria could be used: 
environmental, efficiency, distribution 
and institutional impacts.  
 
  
 
 
two concepts of economic 
instruments 
 
There are two main types of 
economic instruments used for 
pollution control:  
 
� Price-based measures use 

charges, taxes and subsidies 
to persuade polluters to reduce their discharges. 

 
� Rights-based measures `create rights to use environmental resources, or to pollute the en-

vironment, up to a pre-determined limit, and allowing these rights to be traded 
 
The most common form of price-based measure is a charge. A charge can be considered as a 
`price' that the polluter pays for polluting the environment. There are various types of charges, 
including effluent charges, user charges and product charges. Effluent charges are used mainly in 
the area of water pollution control and are based on the content and quantity of a firm's waste 
stream. They are usually kept low because of political pressures from industries not wanting to pay 
higher charges, and concerns that higher charges might encourage illegal dumping and evasion of 
the charges. User charges are fees charged for using a resource or for being provided with a 
service. Product charges are charges added to the price of products: they are used to discourage 
disposal or encourage recycling. Charges raise revenue which may be used for environmental pur-
poses but are often merely added to a government's general revenue. In opposition to charges, 
taxes generate revenue for the public budget.  
 
Emissions trading involves the transfer 
in ownership of emission reductions. 
Instead of reducing emission directly, 
the offset could be purchased or addi-
tional offsets could be sold. Emissions 
trading introduces flexibility into 
environmental regulations and allows 
regulated entities to select, on the basis 
of costs, the most effective mix of 
controls to use in complying with 
environmental policy objectives. This 
flexibility will reduce the overall 
economic cost to achieve 
environmental targets. Open markets 
help to regulate between demand and 
supply of emission offsets. Compared 
to more traditional methods of 
regulation, trading systems reduce the 
cost of achieving an environmental target. 
 

www.t-e.nu

Economic Instruments 
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Environment Overall Emission & Hotspots
Environmental Tradeoffs

Efficiency Cost Effectiveness
Innovative Impetus

Distributional Polluter-pays principle
Competitive impact

Institutional Legal feasible
Political realisable 
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Three types of emissions trading programmes have emerged: cap-and-trade, tradable credit and 
benchmarking.   
 
Under a cap-and-trade programme, an aggregate cap on emissions is set that defines the total num-
ber of emissions “allowances,” each of which provides its holder with the right to emit a unit (typically 
a ton) of emissions. The allowances are initially auctioned or allocated among existing sources 
(grandfathering). Each source covered by the programme must hold allowances to cover its emis-
sions, with option to buy and sell allowances from each other. Cap-and-trade programmes do not 
require pre-certification of allowances; the allowances are “certified” when they are distributed ini-
tially. Also, cap-and-trade programmes limit total emissions, a contrast to reduction credit and 
benchmarking programmes, which are not designed to cap emissions. 
 
 
Credit Programmes provide tradable credits to facilities that reduce emissions more than required by 
some pre-existing regulation or other emissions baseline and allow those credits to be counted to-
wards compliance by other facilities that would face high costs or other difficulties in meeting the 
regulatory requirements. Credits are created through an administrative process in which the credits 
must be pre-certified before they can be traded. Credit Programmes typically a voluntary “opt-in” 
supplement to existing regulations, either “command-and-control” standards or cap-and-trade pro-
grammes. This is the method that has been used by the Acid Rain Trading Programme in the U.S., 
which covers SO2 emissions from power stations, to include sources not initially covered by the pro-
gramme. It has also been used under the RECLAIM programme in the Los Angeles area, which cov-
ers NOx and SO2 emissions. The Clean Development Mechanism of the Kyoto Protocol’s flexible 
mechanism is another example 
 
Benchmarking programmes assign a predetermined emissions rate to covered activities to ensure 
that the average emission rate achieved does not exceed this benchmark level. Like credit pro-
grammes, benchmarking programmes provide flexibility to individual sources by allowing higher-
emitting sources to trade with lower-emitting sources. The primary difference between benchmarking 
and credit programmes is that credits are created (or “certified”) through an administrative process, 
whereas the certification is automatic in benchmarking programmes. The benchmarking approach 
has been used extensively in the US for mobile sources as a means of implementing emission stan-
dards for new sources, i. e. for chainsaws or snowmobiles These benchmarking standards use in-
formation on engine production characteristics (emission rates, power, lifetime, expected mileage or 
activity level) to serve as a proxy for the measurement of actual emissions. Benchmarking also al-
lows the trading programme to apply to manufacturers, rather than to the actual emitters, which dra-
matically simplifies programme administration. 
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Concepts to Create Economic Incentives for Green International Transport  
by Karsten Krause, T&E Secretariat   
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Economic Instruments for Reducing Air Pollutant Emissions from Shipping 
by Christer Ågren  
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Beyond Eurovignette… Road Pricing and Permit Trading for Heavy Goods Vehicles  
by Markus Liechti, T&E Secretariat  
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Reducing the Impact of Aviation Emissions through Economic Instruments 
by Tim Johnson, Aviation Environment Federation  
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Summary of the Round Table Discussion  
 
by Malcolm Fergusson and Karsten Krause  
 
A round table discussion on economic instruments followed the four presentations at the T&E AGM 
Seminar. A number of the seminar’s participants had a broad experience with campaigns on eco-
nomic instruments. The different contributions to the discussion focussed on the chances to imple-
ment economic instruments in Europe.  
 
In the past, the public reaction to NGO campaigns on environmental pricing was often quite negative. 
There has never been any support for economic instruments that lead to higher costs for the use of a 
private car or additional charges for an airline ticket. The industry welcomes the idea of introducing 
more flexible approaches, but only if they could gain and not if they fear an additional burden. Their 
Pavlovian reflex is to threaten  job losses and a relocation of business activities. The media easily 
picks up the extremes while ignoring the benefits. Stories on slight improvements do not sell.  
 
During the discussion, the seminar participants  developed four success factors, how economic in-
struments could be used to convince more policy makers, citizens and even companies. These is-
sues should be already considered in NGO campaigns.  
 
The Persuasiveness of Economic Facts 
The use of cost data and econometric modelling gives an additional credibility to the political argu-
ments of NGO campaigns. It is common knowledge that no statistic is absolutely neutral. However, 
numbers express environmental problems and feasible alternatives.  
 
Promotion of Fairness 
The distribution of the advantages and problems in the use of environmental resources are  uneven 
and unfair. The worst polluter benefits most from a free use of environmental resources. Health costs 
and environmental damage are external effects. Clear price signals would reflect the existing scar-
city. Applying the user-pays principle and setting fair prices protect the most vulnerable. To promote 
social justice the “price tag” on environmental resources needs to integrate the needs of marginal-
ized groups in society. 
 
Economic Incentives foster Transparency  
It is easy to argue against higher costs for transport services. If the use of the generated revenue will 
support objectives that are “visible” and understandable (eg better public transport or even road re-
pairs) , the support of economic instruments will increase.  
 
Marketing of Realistic Incentives  
Developing a good proposal to solve a transport-related problem is not sufficient, it has to be realis-
tic. A convincing proposal should use economic instruments but not argue for a theoretical optimal 
instrument. It is complex and sometimes impossible to define the “true” price for the use of environ-
mental resources. The objective should be the right price.  
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