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Tab le 4. 2:  Extern al i ti es,  analysis an d poli cy measu res

E XT ERNAL IT Y AND S OURCE 
OF IMPACTS 

I MP ACTS  OF  E XTE RNAL I TY
ON HE AL T H,  E NVI RONME NT 

ANALYSI S  AND VALUAT I ON
APP ROACH

T YP ICAL  POLI CY RE SP ONS ES 

Air  pol l ut ion ( -) Respi rat or y ail ment s, aci d rain
dam age to hi stori cal  wor ks and
str uctur es

Medical  tr eat ment  cost s and days of
l ost wor k,  r epair  cost s to damaged
bui ldings and art 

E mi ssion standards or taxes,
r estr ict ed l icences t o pol lute, 
subsi di se contr ol  m easur es

Wat er  poll ut i on ( -) Diver se heal t h ef fects such as
poi soni ng,  geneti c dam age,
destr uct ion of fi sh

Medical  tr eat ment  cost s,  and days of 
l ost wor k,  r educed fish product i on,
costs of  t reati ng water

As above

S oi l er osi on (- ) S il tati on and sedim ent  i n
r eser voi rs, river s and i r ri gati on
channel s, increased fl ood dam age,
r educed gr ound water  r echar ge,
r educed reli abi li ty of  r i ver fl ows

Cost of  reduced hydr o- el ect ri c and
i rr igat i on capaci ty and useful lif e for 
dam s,  r educed econom ic acti vi ty
because of  l ess wat er and power 
gener at i on, reduced fi sh pr oduct ion, 
dredging cost , fl ood dam age cost s, 
higher wat er  supply cost s

I ncrease l and r ent or taxes t o
encourage bet ter managem ent ,
i ncrease t im ber  cut t ing charges to
conserve t rees,  subsi di se soi l and
wat er  conser vat ion projects

Wat er shed pr otect ion ( +) P rotect i on of  above Avoidance of  above costs Modif y rel at i ve r et urns to perenni al 
crops versus annual  cr ops t hr ough a
t ax or subsi dy,  subsi di se wat er shed
protect i on

Wat er  r egulat ion (+) Nat ur al  wast e r ecycl ing and wat er
pur if icati on,  m ai nt enance of wat er 
f lows, protecti on of  dam age f rom 
storm  surges

Avoidance of  above costs Rem ove subsi dies for  drai ni ng and
f il li ng wetl ands,  subsi di se
conservati on

F rom Bi shop et. al . (1991) . 


