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Methods and Tools.
Topic VIII.1.a. Harmonising and sharing of methods and data in environmental and health externalities
evaluation; extraction of operational estimates from existing studies (excluding energy and transport).

Problem and Objective to be Solved
In order for economic activity to be sustainable, it is essential that environmental and social externalities1 are
taken into account. Indeed ‘getting the prices right’ is one of the key indicators of EC sustainability strategy.
Major advances have been made in recent years in the analysis of externalities, particularly through DG
Research’s ExternE Project. This project has involved a large and multi-disciplinary team of experts. The
project has advanced a methodology combining life cycle analysis (LCA) and the ‘impact pathway
approach’ for assessing externalities in the energy and transport sectors. The approach evaluates
environmental or social effects in terms of physical impacts and then goes on to quantify these impacts in
economic costs. The ExternE approach and results have seen very widespread use across Europe in policy
making. The methodology has been widely used by DG Environment in looking at cost-benefit analysis of
proposed EU legislation. Finally, the environmental costs have started to be used in internalisation
strategies, i.e. to correct prices to account for externalities, through the design of taxes, charges or subsidies.
This project will make a major contribution to the development and wider use of externalities in sectors other
than transport and energy. This responds to an increasing recognition that externalities in other sectors
(agriculture, industry and waste) have received little attention to date and are important. The study also
deliberately looks at the extension and transferability of externalities to the enlarged EU. Finally, it has a
focus to improve socio-economic policy tools for sustainable impact assessment, to help to increase the
consistency and robustness of decision-making. The project has two key aims.
• Firstly, to extend a consistent externalities approach into agricultural, industrial, waste and other sectors,
based on the ‘best practice’ used in the transport and energy areas.
• Secondly, to provide a ‘toolbox’ to allow policy makers to use a consistent and harmonised approach for
externality numbers in all areas, ensuring transferability and uncertainty are taken into account.
1

Most activities, such as electricity generation, transport, agriculture, etc. have environmental and social burdens. These include air
pollution, greenhouse gas emissions, waste / water emissions and noise. These burdens lead to economic impacts that are typically
not paid for by providers or users, known as external costs or externalities.
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Study Objectives
•

•

Provide an inventory and critical review of
existing externality studies in the sectors of
agriculture, industry, waste and other nontransport and energy applications.
Harmonise the methodologies in these
sectors, ensuring consistency with existing
best practice approaches and methodologies
in the transport and energy sectors, and for
the first time providing an integrated and
common methodology for all areas of
economic activity.

•

Undertake additional analysis to improve
the methodologies for new sectors and
demonstrate applicability with case studies.

•

Identify major gaps in current knowledge
that limit application of high quality
externality studies for these new sectors and
put forward research recommendations to
fill these gaps.

•

Assess the transferability of the results and
data, including application to the new
member states.

•

Engage policy makers to maximise the
usefulness of the study output (data and tools
for externality assessment).

•

Make the key information in the new sectors
available in RED (Review of Externalities
Data) database (www.red-externalities.net),
developed for DG Research.

•

Develop a ‘toolbox’ for policy analysis using
externalities, with key areas of development
in areas of uncertainty and global warming.
Provide guidelines for presenting the results
of particular studies in standardised format.

•

Disseminate the results to stakeholders by
electronic communication and by workshops.

The project commenced in January 2004, and will run for 36 months.
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