
 

Defining pollution charges is not easy as the definition as charge or tax actually depends on the usage of 

the generated income (see data sheet on user charges) – here, a user charge is a charge that generates 

income used to finance the provision of the environmental service or the actual infrastructure. Pollution 

charges are usually effluent or emissions charges that can be distinguished from user charges by the 

underlying economic rationale behind their instalment: to provide incentives to reduce pollution/effluent 

emissions, to the level where the marginal abatement costs equal the charge level. Obviously, the 

distinction between pollution charges and user charges can be blurry sometimes (Stavins 2002; also 

obvious in Bernstein, 1997). 

Pollution charges are usually based on Pigouvian principles, meaning the tariff is based on the actual 

amount of the pollutant/substance discharged. The challenge, however, lies in identifying the appropriate 

level of the charges. Theoretically, the price would ideally be equivalent on the costs the pollution causes 

to society (environmental damages, health, clean-up etc.), but of course this is difficult (if impossible) to 

asses (Tietenberg 1990; OECD 2011). A second challenge lies in designing the whole tariff system. Design 

options include purely volumetric tariffs, a flat tariff base with volumetric charges increasing with the 

amount discharged, or tariff levels depending on other factors, such as compliance or non-compliance 

with certain standards (Jenkins/Lamech 1992). 

Pollution charges are applied to various areas of application, ranging from gaseous emission (carbon 

monoxide (CO), carbon dioxide (CO2), sulphur dioxide (SO2), nitrogen oxides (NOx), combined industrial air 

pollutants) over effluents (biological oxygen demand (BOD) load, total suspended solids (TSS), combined 

industrial water emissions, nitrogen and phosphorous) and waste discharges (landfill, incinerator, and 

hazardous waste) to noise emissions (Stavins 2002). 

According to Bernstein (1997), success factors for the implementation of a charge system include (aside 

from the design principles laid out above) a competent authority to legislate, monitor and enforce the 

charge. Therefore, similarly to user charges, a functioning administrative or communal system to collect 

and enforce the charges is necessary for such a system to work properly, especially regarding systems with 

high price levels and/or volumetric measurement (Jenkins/Lamech 1992). The most successful examples of 

implementing pollution charge system come from developed countries, although there is some experience 

from developing countries as well. 
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Effluent charges in the NetherlandsEffluent charges in the NetherlandsEffluent charges in the NetherlandsEffluent charges in the Netherlands    

Charges for guaranteeing the quality of water have been employed in Western Europe for decades. In the 

Netherlands, the effluent charges on heavy metals (targeting large enterprises) and organic compounds 

(targeting agriculture, households and industry), introduced in the 1970ies, have been especially successful in 

reducing emissions: organic discharges were reduced by 50 – 75% after only 20 years. The effluent charges of 

the Netherlands also exemplifies the difference between user and pollution charge, as initially, the charge 

system was meant to refinance the treatment of the discharged water; the high charges resulted in a significant 

decrease in emissions, however. 

Source:  World Bank 1998. 
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Federal Water Charges Law in MexicoFederal Water Charges Law in MexicoFederal Water Charges Law in MexicoFederal Water Charges Law in Mexico    

The Federal Water Charges Law in Mexico established a pollution charge system with a tiered tariff structure: 

only in the case of excessing emission standards for certain pollutants (indicators are chemical oxygen demand 

and suspended solids) does the polluter have to pay the (volumetric) charge. The height of the charge itself is 

again dependant on the location of the organization. The legislation is criticized for its weak implementation and 

for the fact that the charge does not take into account the effluent's toxicity or the quality of the receiving body 

of water. 

Source:  Bernstein 1997. 
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This example of a pollution charge system from Estonia exemplifies the general problems faced by many East 

European transition economies. The charges were introduced in Estonia (then part of the USSR) in the 1980ies. 

They failed to achieve any incentive effects before 1990, because of the lack of financial motivation of the 

economic actors. But even after independence and on course towards a market economy, these effects failed to 

show, mainly due to almost no budget restrictions of many enterprises still keeping their monopolistic status. 

Additionally, charges were almost constantly countered by high inflation, keeping their real value very low. 

Source:  World Bank 1998. 


