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Traditional development, which emphasizes growth in per capita income, has promoted
an increase of global economic activity in the past few decades. However, those economic
activities also have increased the scope and depth of environmental degradation, Countries are
not able to cope with these problems as they have transcended geographical and generational
borders (Tietenberg, 1994). Many developing countries are in a situation where they are
depleting their natural stack at a much faster rate than the replenishment rate, and the income
produced from those activities are not being converted to other types of capital. In addition,
traditional development has not been able to address problems of intergenerational inequity,
unequitaktle distribution of wealth, land and resources, population growth, and indeed may well
have contributed to those problems. The difference in income between the upper 20% and the
lower 20% of the global population is now at a ratio of 150:1, having doubled in 30 years {Pronk
and Hag, 1992). :

Human population is increasing at a rate faster than ever in history. An additional 90
million people will be born every year until lhe 21st Century, The number of malnourished
people in Africa continues to increase, Asia supports the largest absolute undernourished
population in the world and in the next fifty-five years the demand for food is expected to
increase three-fold. Forest areas continue ta be removed and degraded in all but a few tropical
countrics, and it is estimated that between 1980 and 1990 tropical forest arcas have been
reduced by an average of 15.4 million hectares per year (World Resources Institute, 1994).
Desertification and degradation have claimed approximately 10% of the total fertile land
available while soil erosion and siltation claim 8.5 million hectares a year. Over a billion peaple
must fulfil their daily requirements for water with polluted water and twice as many arc without
sanilation facilities (Pronk and Haq, 1932).

On the other hand, only onefifth of the global population live in developed countries,
yet it consumes 70% of the world’s energy, 75% of its metals, 85% of its wood and 60% of its
food. If the population in developing countries were to live in the same manner, the use of fossil
fuels would increase ten-fold and the mineral requirements would increase two hundred-fold
(Pronk and Haq, 1992)! As population grew, the requirements would also grow. It is evident
that it would be impossible to provide the same material consumption levels that exist in the
developed world for the developing world. It is also evident that there is a direct link between
resource use, environmental quality, and economic development.

Since the 1980’s individuals and organizations began lo hint at the need to make
econamic growth and environmental management compatible activities. The failure of traditional
econamic development to address issues of intergenerational inequity, income distribution and
poverty, gave rise to the need for @ new model of economic development which would provide
long term growth potential and take info account environmental and social factors. A report
prepared in 1987 by the World Commission on Environment and Development supported a
model of "global sustsinable development” which would ensure that economic growth and
environmental management were compatible.

Sustainable development has been defined in many ways. One common definition is that
sustainable development is the development path which maximizes the net long-term benefits
to mankind (Ascher and Healy, 1990).. The World Commission on Environment and
Development (1987) defines sustainable development as the *development that meets the needs
of the present without compromising the ability of luture generations to meet their own needs.”
In any case, sustainable development means development that is econnmically, socially and
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taxes on toxic substances, effluent or emission taxes on toxic substances, taxes on fossil fuels,
emissions trading, etc. They serve in part as incentives to private enterprises and househalds to
take the right action for environmental management. Those who advocate the use of economic
inslruments encourage taxes on environmental impacting activities as opposed to taxes on labor
and capital. Economic instruments can be used also a5 a means to raise funds for government
coffers which can be spent on environmental management programmaes,

Fiscal policies, prices, and the functioning of market mechanisms have an important role
in influencing attitudes towards the environment. Within an appropriate fegislative context,
cconomic and market-based approaches can be used to provide cost-effective solutions,
encourage the introduction of environmentally sound technologies, and apply integrated
pollution prevention control measures. Economic instruments can be used as tools 0 infegrate
the social and environmental costs into economic activities thus reflecting the true value of
natural resources and the cost of development programmes.

Another aim of economic instruments is the internalization of externalities. An externality
occurs when a firm or household does not bear the full cost of their activities. Product prices
must adequately reflect the fult environmental cost (i.e., pollution generation) of their production.
It is quite clear that most consumers do not have knowledge of the full costs involved in the
production of the products they use; and therefore are unable to make informed decisions about
their purchases. Onre full cost pricing is implemented, or in other words costs are fully
intemalized, market forves will make heavily polluting and wasteful industries obsolete and
encourage environmentally sound ones. The task for industries to implement full cost pricing
is to take into consideration the cost of pollution in their accounting procedures and by adopting
pollution prevention practices.

Governments also play a role by implementing new economic instruments such as taxes
and charges and changing regulatory policies to promate a less adversarial relationship with
industry. In the case of full cost pricing as well, cconomic instruments are used to encourage
industries to internalize the environmental costs of their activities. Emission and energy taxes,
and taxes on raw materials and toxic substances are enforced in order to encourage industry to
reduce regular and toxic emissions, lower production inputs and discourage wasteful practices
and encrgy incfficicncy. Distortionary subsidies such as tax incentives for extractive activitics and
low water and energy charges are to he remaved. Those types of subsidies and tow charges
cause increased resource extraction and use which are in direct conflict with environmental
objectives (Panayotou, 1994},

Another concern for environmental economics is the field of national income accounting.
As a result of increasing environmental awareness over the last few decades, the need ta account
for the contributions of activities made by all sectors of the economy and their impact on
resource depletion and degradation has become increasingly apparent, The current national
accounts system provides misleading information un national economic growth. The system does
not differentiate between economic growth due to increases in income and economic growth due
to the use and degradation of the natural stock or natural capital of & country, The natural stock
includes air, water, biodiversity, soil, forests, all of which are national assets. The commonly
used depreciation adjustment for man-made assets is not applied to natural assels in the national
income accaunts, in fact, their depreciation is estimated as income as it is the result of economic
activity (Ticlenberg, 19924). Since sustainable development includes social, economic and
environmental dimensions, il is essential that national income accounting reflect the degradation
and depletion of natural resources. As the current system of national accounts (SNA) does nat
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