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1.1 Economic Objectives of the Government 

Practise 1: Gap between rich and poor 'keeps growing' 
By Anthony ReubenHead of statistics, BBC News 

The gap between the rich and the 
poor keeps widening, the Organisation 
for Economic Cooperation and 
Development (OECD) says. 

In its 34 member states, the richest 
10% of the population earn 9.6 times 
the income of the poorest 10%. The 
OECD warns that such inequality is a 
threat to economic growth. 
 
The report says this is partly because there is a wider gap in education in the most 
unequal countries, which leads to a less effective workforce.  Households in the 
bottom 10% of the population have on average a net income of £9,277. The top 10% 
have net incomes over nine times that (£83,897).  

OECD member states include most of the European Union as well as developed 
economies such as the US, Canada, Australia and Japan.  One of the factors that the 
OECD blames for growing inequality is the growth in what it calls non-standard work, 
which includes temporary contracts and self-employment. 

It also says that tax and benefit systems have become less effective at redistributing 
income. On the other hand it says that one of the factors limiting the growth in 
inequality has been the increasing number of women working. 

 
 

1 Using the item calculate the difference in the bottom 10% of net income and the 

top 10% net income [2 marks] 

 

2 Explain two ways in which a rise in inequality may affect the UK economy. [4 

marks] 

 

3 Other than rising inequality explain two other possible conflicts can arise when 

attempting to achieve the government’s economic objective [6 marks] 
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1.2 The Economy at Work 

Practise 2: Mark Carney says Bank actions reduced impact of 
Brexit 

Bank of England Governor Mark Carney has defended his action to mitigate the 
impact of Brexit.  

He said the Bank took "timely, comprehensive and concrete" action, which acted to 
"support, cushion and help the economy to adjust". 

Last month's rate cut to an historic 
low of 0.25% helped support house 
prices reduce the cost of borrowing 
and boost the wider economy, he 
added.  

First-time buyers and mortgage-

holders will find their repayments 

will go down as the banks charge 

less to borrow.  But it will also mean savers will not see the same return on their 

cash. Already three-quarters of current accounts on the market offer no interest and 

Natwest has even warned it could introduce "negative interest" on business 

accounts. 

Mr Carney was being questioned by MPs on the Treasury Select Committee about 
how the Bank handled the referendum outcome and its decision to cut interest rates 
to a record low.  The "extraordinary preparations" made by the Bank "cushioned" 
the economy and will help the UK "make a success of Brexit", he told MPs on the 
Treasury Select Committee. 

MPs questioned whether the Bank was too aggressive in supporting the economy 
after the vote.  The UK's services, manufacturing and construction industries have all 
showed signs of recovery in August after taking a hit in July. However, Mr Carney 
said he was "absolutely comfortable" with the Bank's decision to cut interest rates to 
0.25% and pump billions of pounds into the economy. 

 
 
1. Do you agree that the Bank of England use of monetary policy will help the UK 

economy meet its economic objectives? Give reasons for your answer. [12 marks] 
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1.2 The Economy at Work 

Practise 3: Is the NHS being privatised? 
19 March 2015 

The issue in a nutshell 

The most heated debates around the Health and Social Care Act 2012 were about 
whether it would lead to the NHS being privatised. The coalition government wanted 
to accelerate patient choice and competition; consistent with the wider belief that 
competition in public services drives improvement. The government’s critics 
recognised that competition was not new, but were concerned that the NHS reforms 
would result in much greater involvement of for-profit companies in the NHS. 

What happened? 

Private companies provide a vast range of products to the NHS – medicines, CT 
scanners, radiotherapy machines, beds to name but a few. Private sector provision 
of health care services has always been more controversial, even though some 
services, such as dentistry, optical care and pharmacy, have been provided by the 
private sector for many years and, technically, most GP practices are private 
partnerships. In general, the issues that cause concern in health care are different 
from those raised by privatisation in other industries which focus on the sell-off of 
state assets. For the NHS the focus has been instead on outsourcing – giving 
contracts to the private sector to run NHS services.  However, the 2012 Act did 
extend a market-based approach to the NHS, emphasising a diverse provider market, 
competition and patient choice as ways of improving health care.  

Overall, the Department suggests some £10 billion of the total NHS budgets of £113 
billion is spent on care from non-NHS providers (not including dentistry, medicines or 
general practice).  

 
 

1 Using the item above, calculate to one decimal place, the percentage of money 

spent on the NHS that is spent by ‘non-NHS’ providers,  [2 marks] 

 

2 Explain two ways in which private companies can provide NHS services on behalf 

of the government [4 marks] 

 

3 The case study states the ‘belief that competition in public services drives 

improvement’ Explain, two possible reasons why a private sector company may 

be better than the government of driving improved NHS services. [6 marks] 
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1.3 The European Union 

Practise 4: The short-term consequences of Brexit are severe 
– but financial disaster is not inevitable 

The debate on the economic implications of Brexit before last week’s vote was 
fuelled by fantastic claims of economic disaster or economic opportunity. What does 
a more sober assessment of our prospects look like, the morning after? 

In the short term, Brexit is already having serious economic consequences. Stock 
markets around the world have fallen.  The most visible, and probably the most 
important, immediate economic casualty of Brexit, however, has been the value of 
sterling. The pound sank to a three-decade low against the US dollar on Monday, 
having lost 11 per cent of its value in the space of two trading days. We all know 
what this means for us individually: we’ve become poorer almost overnight. Foreign 
holidays have suddenly become more expensive. The price of booze and fuel – we 
import far more than we export of both – will go up. Remittances to families abroad 
will be worth considerably less.   

However, the cost of manufacturers exporting from the UK to the Eurozone got 
some 8 per cent cheaper as a result of the pound’s fall against the euro, as the price 
of those goods are now cheaper when we export.  British politicians of all parties 
have for years talked of the much-needed rebalancing of the UK economy towards 
manufacturing, exports and saving. Sterling’s decline following Brexit – if sustained – 
might achieve that.  

What it means for the economy, as a whole is less easy to say. Much has been made, 
correctly, of The negative impact on the economy, e.g. the EU’s single market on 
foreign direct investment into the UK. Manufacturing cars in a country from where 
they can be exported freely to the rest of the EU is clearly a more attractive prospect 
than making them in one to which import tariffs apply, so Brexit may mean 
companies such as Nissan moving their Sunderland factory to within the Euro area. 

 
 
1. Do you agree with the view that leaving the European will benefit the UK 

economy? Give reasons for your answer. (12 marks) 
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Developing Economies: China – issues of growth and 
the impact on developed countries. 

Practise 5:  

China Economic Outlook 

 
GDP y/y% 1990-2013 

 
 

Inflation Rate 1990-2013 

 
 

Unemployment rate (%) 1990-2013 

 
 

China Current Account (USD bn 

 

Overall growth in China is evolving broadly as envisaged, but with a faster-than-expected 
slowdown in imports and exports, in part reflecting weaker investment and manufacturing 
activity. These developments, together with market concerns about the future performance 
of the Chinese economy, are having spillovers to other economies through trade channels 
and weaker commodity prices, as well as through diminishing confidence and increasing 
volatility in financial markets.  
 

UK economic growth had already slowed from around 3% in 2014 to around 2% before the 
EU referendum due to slower global growth, but the vote to leave the EU is likely to lead to a 
significant further slowdown.  In our main scenario, we now project UK growth to slow to 
around 1.6% in 2016 and 0.6% in 2017, largely due to the increased political and economic 
uncertainty following the ‘Brexit’ vote. 

The main reason for the slowdown will be a decline in business investment, particularly from 
overseas in areas like commercial property. This is being driven by economic and political 
uncertainty in the short term, as well as concerns about the UK’s future trading relationships 
with the EU in the longer term. 

The gap between China’s rich and poor is growing 

Currently, China takes the second place in the number of millionaires worldwide after the 
United States. What makes this even more astonishing is how fast the number of Chinese 
millionaires is increasing. However, poverty is still pressing issue for China and one of the 
major concerns of the Chinese government. 
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In 2012 approximately 1.5 million millionaires lived in China. In 2013 the number increased 
further to 2.4 million. Eventually, the number of millionaires is projected to double again 
until 2015. Without a doubt impressive numbers. But according to senior government 
development official Zheng Wenkai over 82 million Chinese still live on less than about 
US$1.25 a day. Hence, plenty of people that did not benefit from China’s incredible growth 
rates so far. Wenkai admits the number of poor Chinese can be considered to be actually 
closer to 200 million. This implies that every sixth Chinese person is poor. The fragments of 
Chinese peoples have not only the insufficient of capital but also have no access to clean 
water, electricity and health care. They frequently live in rural areas that are regularly hit by 
natural disasters such as earthquakes, droughts, and floods.  “China’s widening income 
inequality is largely a reflection of faster income growth among the rich, rather than stagnant 
living standards among the poor,” the two economists said. 

Looking only at the data for the whole country, however, 
conceals the growing disparity between urban and rural 
areas.  Even after three decades of rapid growth China 
remains a very rural economy. Despite the continued 
growth in urbanisation, some 50.3% of China's mainland 
population (or 674.15 million people) continue to live in 
rural areas.  

In 2010, rural residents had an annual average per capita 
disposable income of 5,900 yuan ($898). That's less than a 
third of the average per capita disposable income of 
urban residents, which stood at 19,100 yuan ($2,900).  However, in recent years the % 
increase in incomes from the rural areas has overtaken urban areas. 

 
 
1. Identify one significant comparison between the Chinese economic data above. Identify the 

significant comparison, and use data to help identify significance (2 marks) 

 

2. Explain how these measurements are used to compare developed countries such as the UK with 

developing countries such as China. [6 marks] 

 

3. Is it right for China to have such a large gap between the rich and the poor, especially between 

urban and rural areas? Use the Item above and what you have learnt from your investigation of this 

topic to give reasons for your answer. [14 marks] 
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Developing Economies: China – issues of growth and the 
impact on developed countries. 

Practise 6:  

Reasons for Chinese Economic Growth 2000-2007 

China has a large unskilled workforce willing to work for low wages. In the north many 
farmers struggle to make an income, therefore, they are willing to move south and work in 
manufacturing for low wages.  Also, Chinese workers have become more efficient as it has 
developed, resulting in increases in productivity, especially as workers have moved from 
inefficient government industries to more efficient private ones. 

The Chinese government have been keen to promote economic growth.  Therefore, they 
have kept the Yuan undervalued. This makes Chinese exports more competitive and has 
helped the exporting sector. The government have also kept interest rates relatively low.  
Additionally, the Chinese governments has invested massively in infrastructure such as high 
speed rail links and airports. 

China has good reserves of raw materials such as coal. However, for many raw materials they 
are net importers.  

China eyes $724 billion of transport investment over next three 
years 

China will invest around 4.7 trillion yuan ($724 billion) in transport infrastructure projects 
over the next three years.  The 2016-2018 plan from China's Ministry of Transport and 
National Development and Reform Commission (NDRC) will see the country push forward 
303 key transportation projects including railways, highways, waterways, airports and urban 
rail, it said. 

The article, posted on the Ministry of Transport's website, said the investment plan would 
improve the country's high-speed transport networks and inter-city links to meet the 
demands of China's wider economic and social development. China's first quarter investment 
in infrastructure surged almost 20 percent, as the government looks to transport-related 
sectors to help support wider economic growth.  The official Xinhua news agency reported 
earlier this month that China will invest around $12 billion this year in building aviation 
infrastructure. 

China’s economic growth is a force for good 
Daily Telegraph: 20 Oct 2015 

 
The remarkable rise of China should be welcomed. Last year, on one measure, it became the 
world’s biggest economy, overtaking the United States. Thus China regained the position it 
has held for most of human history; indeed, early in the 19th century it was responsible for 
an estimated one-third of global output.  
 
Rapid growth has been seen also in many other Asian and African countries, the twin motors 
of capitalism and consumerism pushing millions more people from poverty to prosperity. As 
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the British economist Charles Kenny showed in The Upside of Down, in a globalised world 
this benefits everyone. Poor countries becoming richer, healthier and better educated buy 
more, make more and innovate more. So they boost progress and wealth around the planet 
with bigger markets, business breakthroughs, medical innovations and technological 
advances. 
 
It is not just about newly rich Chinese shoppers buying designer clothes in London and Paris. 
Chinese goods are assembled with parts often designed and made in the West.  China may 
be hideously polluted... but it is also investing vast sums in renewable energy 
 
Some worry about rising China sucking up resources. But as with oil and copper, we have 
ways of finding more. Meanwhile, concerns about China’s impact on the environment are 
justified – but there is hypocrisy in how the West sees developing nations. China may be 
hideously polluted as it powers through economic takeoff, but it is also investing vast sums in 
renewable energy. It is the world’s biggest producer and consumer of solar energy, while 
twice as many Chinese as Americans say they will take a hit in the pocket to save the planet.  
 
China shows how the world is getting wealthier, creating more opportunities for all – and 
that is something worthy of celebration. 
 
 

 
 
1. Explain two of the main causes of economic growth in China. [4 marks] 

 

2. Explain why investment in large infrastructure projects results in economic growth. [6 marks] 

 
3. Discuss the argument that China’s rapid economic growth has been positive, for both itself and 

upon developed countries such as the UK.  Use the Item above and what you have learnt from your 

investigation of this topic to give reasons for your answer. [14 marks] 

 

http://www.amazon.co.uk/books/dp/0465064736/ref=sr_1_1?s=books&ie=UTF8&qid=1445360611&sr=1-1&keywords=the+upside+of+down+kenny
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Developing Economies: China – issues of growth and the 
impact on developed countries. 

Practise 7:  

The life of a Chinese Worker 
Under China’s labor management system, independent unionism is strictly banned, and the 
state’s official trade union body monopolises worker representation. That means that all of 
China’s 806,498,521 workers are barred from forming independent organizations to agitate 
for their interests — in an economy where the poorest 25 percent of households own just 1 
percent of the country’s total wealth, and where long hours, safety hazards, and 
authoritarian management define life in the factories. 
 

Sweatshops in China 
War on Want 

 
In addition the level of occupational disease and injuries is alarmingly high. In 2009 alone, 
approximately one million workers were injured at work and about 20,000 suffered from 
diseases due to their occupation. One of the biggest risks to the health of textile workers is 
sandblasting, a technique used to treat denim so that the fabric has a worn look. 
Sandblasting exposes workers to silica dust particles which severely damage their respiratory 
passages causing silicosis, a serious disease which, if left untreated, eventually leads to 
death. Although sandblasting was banned in the EC in 1966, it continues to be practised in 
China despite the serious health hazards it poses. Corporations are able to avoid 
accountability for occupational diseases like silicosis by exploiting legal loopholes. Moreover, 
the official state trade union has failed to take action on behalf of workers who fall ill and 
corporations are rarely compelled to pay sickness compensation. 

War on Want is currently working with Worker Empowerment (WE) and Students & Scholars 
Against Corporate Misbehaviour (SACOM) to empower migrant workers and improve 
working conditions in the Guangdong province. Established in 2003, WE is a labour 
organisation that seeks to empower Chinese migrant workers to defend their rights by 
raising workers awareness of their entitlements, and equipping them with the skills and 
knowledge to challenge abuses committed by employers. SACOM is a campaigning 
organization with six years’ experience in the implementation of hard-hitting international 
campaigns and entering into dialogue with brands. 

The New Normal—Slower but more Sustainable Growth 
Investopedia 

 

Since Xi Jinping’s inauguration as China’s president in 2013, he has been preaching his 
commitment to structural reforms, calling forth a new normal of slower but more sustainable 
growth. The recent slowdown that predicts growth for this year will likely be lower than the 
7% target is just a part of this bumpy transition. In order to make this transition from the 
unsustainable debt and investment-fuelled growth, China is hoping to encourage service 
sector growth, consumer spending and private entrepreneurship. 

https://next.ft.com/content/3c521faa-baa6-11e5-a7cc-280dfe875e28
https://next.ft.com/content/3c521faa-baa6-11e5-a7cc-280dfe875e28
http://www.workerempowerment.org/en/
http://sacom.hk/
http://sacom.hk/
http://www.economist.com/blogs/economist-explains/2015/03/economist-explains-8
http://www.wsj.com/articles/the-world-struggles-to-adjust-to-chinas-new-normal-1440552939
http://www.investopedia.com/terms/s/service-sector.asp
http://www.investopedia.com/terms/s/service-sector.asp
http://www.investopedia.com/terms/c/consumer-spending.asp
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Directing investment away from infrastructure projects towards health and educational 
services will not only help to create higher paying service sector jobs instead of low-wage 
factory positions, but it will also help develop a healthier, more productive and innovative 
workforce. This should help to grow household incomes, stimulating greater domestic 
demand through increased consumer purchasing power. 
 
However, at 50% of GDP in 2013, China’s gross savings rate was among the highest in the 
world, meaning that reforms will need to reduce this to encourage greater consumption. One 
of the main problems in this area is that China’s wealthiest 5% save around 70% of their 
incomes, accounting for half of total household estimates according to one estimate. A more 
redistributive tax system that reduces China’s extreme inequality will help to reduce the 
savings rate and stimulate greater consumption. 
 
Finally, in order to foster private entrepreneurship, the government will need to wean 
support away from its massive state-owned enterprises (SOEs), and develop equity, rather 
than debt-fuelled financing. Reducing capital controls and developing deeper financial 
markets to encourage greater foreign investment in stock markets will help fund private 
enterprise through equity financing. 
 

 
 

1. Define the term ‘externalities’ and give an example from your investigation of China. (2 marks)  

 

2. Explain how China can act more ethically with regards to worker exploitation. [6 marks] 

 

3. Discuss the best policies China could implement to achieve more sustainable growth.  Use the Item 

and what you have learnt from your investigation of this topic to give reasons for your answer. [14 

marks] 

 

http://www.investopedia.com/terms/h/household_income.asp
http://data.worldbank.org/indicator/NY.GNS.ICTR.ZS
http://data.worldbank.org/indicator/NY.GNS.ICTR.ZS
http://www.bloomberg.com/news/articles/2015-05-01/chinese-consumers-cling-to-saving-suppressing-spending
http://www.investopedia.com/terms/s/soe.asp
http://www.investopedia.com/terms/e/equity.asp
http://www.investopedia.com/terms/c/capital_conrol.asp
http://www.investopedia.com/terms/f/financial-market.asp
http://www.investopedia.com/terms/f/financial-market.asp
http://www.investopedia.com/terms/f/foreign-investment.asp
http://www.investopedia.com/terms/e/equityfinancing.asp
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Environmental issues: causes, consequences and solutions 
 

Practise 8:  
 

What is the 'Tragedy Of The Commons' 
Investopedia 

The tragedy of the commons is an economic problem in which every individual tries to reap 

the greatest benefit from a given resource. As the demand for the resource overwhelms the 

supply, every individual who consumes an additional unit directly harms others who can no 

longer enjoy the benefits. Generally occurs when individuals neglect the well-being of society 

in the pursuit of personal gain.  Garrett Hardin, an evolutionary biologist by education, wrote 

a scientific paper titled "The Tragedy of the Commons" in the peer-reviewed journal Science 

in 1968. The paper addressed the growing concern of overpopulation, and Hardin used an 

example of grazing land when describing the adverse effects of overpopulation. 

The Grand Banks fisheries off the coast of Newfoundland is a prime example of the tragedy 

of the commons. For hundreds of years, fishermen in the area believed the fishing grounds to 

be abound with cod fish. For centuries, the fisheries supported all the cod fishing necessary. 

However, in the 1960s, advancements in fishing technology made it so fishermen could catch 

comparatively massive amounts of cod fish. Fishermen started competing with each other to 

catch increasingly larger amounts of cod, and by 1990, the population of cod fish in the 

region was so low, the entire industry collapsed. 

 
 

1 Define, with reference to the UK economy, the environment (2 marks) 

 

2 Define the ‘tragedy of the commons’ (2 marks) 

 

3 Other than the example stated about, explain two examples of ‘tragedy of the commons’. (6 marks) 
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Environmental issues: causes, consequences and solutions 

Practise 9:  

We must build on the green belt to end this housing crisis. 
JULIET SAMUEL The Telegraph  20 APRIL 2016 • 8:05PM 

 

The whole country is suffering from a chronic shortage of houses. England has been building 
about 100,000 to 170,000 houses a year for over two decades. Its estimated need is for 
250,000 to 300,000 a year – and that’s just to keep prices steady. Unsurprisingly, prices keep 
rising. In much of the south, simply getting planning permission to build houses on a patch of 
farmland increases its value a thousand-fold. Something is deeply wrong.  
 
In London, where the problem is most acute, housing has at least risen to the top of the 
political agenda. Each mayoral candidate knows they need to say something about it. 
Labour’s Sadiq Khan, who is likely to win, says he wants “more genuinely affordable homes 
for Londoners”. He wants to take over tracts of public land owned by Transport for London. 
Unfortunately, the land couldn’t even fit close to a year’s worth of the 50,000 new homes 
required annually in London.  His Tory rival, Zac Goldsmith, is little better. He wants to take 
over brownfield land from the public sector and get it developed. Not a bad idea in principle, 
but the London Land Commission estimated that there is room for only about 130,000 
homes on such land.  That could keep prices steady for a couple of years, but turning 
brownfield sites like old bus depots into land suitable for homes is very expensive and in 
many cases won’t be profitable for developers. So that would leave taxpayers bearing the 
cost. 
 
There is a pattern here and it’s one repeated up and down the country. It’s the unwillingness 
of any serious political leader to tackle the holy cow of housing development: the green belt. 
The green belt has brought many positives to British cities, preventing urban sprawl and 
preserving at least some open spaces, but its benefits are massively overstated and it is 
slowly strangling the economy.  All of this has made the market for land and homes 
completely dysfunctional. Politicians have heaped requirements on developers while 
hemming them in with planning restrictions. We want them to build cheaper homes, to 
expand transport links, to clean up brownfield sites and to build pleasant homes for families. 
All without building on green belt and preferably without making an outrageous profit. 
 
Some voters want the government to step in, presumably so that it can put up the grim 
tower blocks that popped up all over London in the Fifties and Sixties, many of which are 
now being knocked down to make way for homes people actually want. But that won’t be 
cheap and it won’t magically create useable land that didn’t exist before. No one is proposing 
bricking over the countryside with no protections for parks and public spaces. But the 
country is facing a decision.  We can unleash the market to solve this problem or 
unnecessarily throw scarce public money at it. Simply letting prices rise is the coward’s 
choice. 
 

 
 

1 Many economists believe that new houses should be built on the countryside and ‘green belt’ 

areas.  Do you agree? Use the Item above and what you have learnt from your investigation of this 

topic to give reasons for your answer. (14 marks) 

http://www.telegraph.co.uk/authors/juliet-samuel/
http://www.telegraph.co.uk/finance/economics/11925071/Revealed-The-3bn-cost-of-Londons-housing-crisis.html
http://www.telegraph.co.uk/news/politics/london-mayor-election/12188980/Sadiq-Khan-accuses-rival-London-mayoral-candidate-Zac-Goldsmith-of-desperate-politics.html
http://www.telegraph.co.uk/news/politics/london-mayor-election/12109029/Zac-Goldsmith-As-Mayor-of-London-I-will-provide-homes-for-Londoners-better-transport-and-safer-streets.html
http://www.telegraph.co.uk/news/politics/london-mayor-election/12109029/Zac-Goldsmith-As-Mayor-of-London-I-will-provide-homes-for-Londoners-better-transport-and-safer-streets.html
http://telegraph.co.uk/news/2016/04/16/plans-for-thousands-of-new-homes-threaten-green-belt-areas
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Environmental issues: causes, consequences and solutions 

Practise 10 
 

Visual Pollution Is More than Just a Bad View 
The term visual pollution “encompasses different 
visually unattractive elements of a certain landscape. 
This type of pollution doesn’t have to be necessarily 
connected to environmental damage, and is in fact 
more an aesthetic issue that can vary from one person 
to other. “Visual pollution can encompass things from 
landfills to advertising billboards, telephone and 
power lines, street signs, graffiti, traffic lights, and 
really anything that someone might consider an 
eyesore. Visual pollution is also connected to most 
other forms of pollution.  If you see a lake that is full of empty soda cans, garbage bags, and 
used tires that is actually two forms of pollution.  One is water pollution, because I really 
wouldn’t want to drink water that had trash floating in it, and two it is visually not attractive 
at all; thus visual pollution.  The same connection exists between visual pollution and 
littering, industrial pollution, air pollution (think smog), and light pollution. Think about how 
bright some of those electric billboards in cities are, how disgusting it can be to see used 
condoms and ripped garbage bags on the street, or how you feel when you’re driving on the 
highway through a major city right into some smog.  These things all encompass their 
respective forms of pollution, but are also part of visual pollution. 
 

Health effects of air pollution 
Generally if you are young and in a good state of health, moderate air pollution levels are 
unlikely to have any serious short term effects. However, elevated levels and/or long-term 
exposure to air pollution can lead to more serious symptoms and conditions affecting 
human health. This mainly affects the respiratory and inflammatory systems, but can also 
lead to more serious conditions such as heart disease and cancer. People with lung or heart 
conditions may be more susceptible to the effects of air pollution. 
 
 

 
 

1 Define the term ‘social costs’ (2 marks) 

 

2 Explain the consequences of road congestion on the UK economy (4 marks) 

 

3 Explain how environmental issues such as visual and air pollution can cause social costs 

for the UK economy (6 marks) 

https://understandingpollution.com/2015/01/09/understanding-pollution-visual-pollution-is-more-than-just-a-bad-view/
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Environmental issues: causes, consequences and solutions 

Practise 11 
 

Carbon trading: How does it work? 
 BBC News 25 September 2015 

 

Carbon trading is a market-based system aimed at reducing greenhouse gases that 
contribute to global warming, particularly carbon dioxide emitted by burning fossil fuels. 
 
There have been attempts to allow richer countries to cut their emissions by paying for the 
development of carbon lowering schemes in poorer nations. However, the effectiveness of 
these schemes has been questioned, with research indicating that some have created more 
emissions than they have actually curtailed.  Of greater significance have been the so called 
cap and trade schemes, at regional, national and international levels. They work by setting 
an overall limit or cap on the amount of emissions that are allowed from significant sources 
of carbon, including the power industry, automotive and air travel. Governments then issue 
permits up to the agreed limit, and these are either given free or auctioned to companies in 
the sector. If a company curbs its own carbon significantly it can trade the excess permits on 
the carbon market for cash. If it's not able to limit its emissions it may have to buy extra 
permits.  Schemes are up and running in the European Union and in several regions of the 
United States,  
 
Cap and trade schemes have been very effective in tackling environmental problems in the 
past, with trading in sulphur dioxide permits helping to limit acid rain in the US. The big 
attraction for governments concerned with stemming CO2 is that carbon trading is much 
easier to implement than expensive direct regulations, and unpopular carbon taxes. If 
regional cap and trade schemes can be joined up globally, with a strong carbon price, it 
could be a relatively pain-free and speedy method to help the world decarbonise. 
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However, creating a market in something with no intrinsic value such as carbon dioxide is 
very difficult. You need to promote scarcity - and you have to strictly limit the right to emit 
so that it can be traded. In the world's biggest carbon trading scheme, the EU ETS, political 
interference has created too many permits. These have often been given away for free, 
which has led to a collapse in the price and no effective reductions in emissions. Another 
problem is that offset permits, gained from paying for pollution reductions in poorer 
countries, are allowed to be traded as well. The importance of these permits in reducing 
carbon emissions is questionable and the effectiveness of the overall cap and trade scheme 
is also reduced. 
 
The alternatives are possibly. Carbon taxes and direct regulations. Taxes on energy content 
or production are in place in many European countries. Taxes exist in India, Japan and South 
Korea and they have been imposed then repealed in Australia. 
Other governments have tried to regulate their way to lower emissions. This approach is 
being tried in the US, where President Obama has imposed a Clean Power Plan on energy 
producers, designed to reduce emissions from this sector by 32% by 2030. 
 

 
 

1 Two possible ways to reduce environmental damage in the UK include:  

 

• Establishing a carbon trading scheme 

• Implement taxation on polluting companies or consumers 

 

Which method do you think is the best ethical way to reduce environmental damage in the 

UK?  Use the Item above and what you have learned from your investigation of this topic to 

give reasons for your answer.  (14 marks) 

http://www.bbc.co.uk/news/world-us-canada-33753067

