The Uses of Economic Incentives in Environmental Policy

Incentive | Examples | Pros & Cons

Emission charges Pros: stimulates new technology; useful when damage per unit of
Pollution Charges & | Effluent charges pollution varies little with the guantity of pollution
Taxes gD"d wasta charges Cons: potentially large distributional effects; uncertain

ewage charges . : i L
environmental effects; generally requires monitoring data

Leaded gasoline tax

Carbon tax Fros: administratively simple; does not reguire monitaring data;
Inout of Outout Fertilizer tax raizes revenue; effective when sources are numerous and damage

P P Pesticide tax per unit of pollution varies little with the quantity of pollution

Taxes & Charges - .

Yirgin material tax

Water user charges Cons: often weak link to pollution; uncertain environmental effects

CFC taxes

Municioal sewage plants Pros: politically popular, targets specific activities
e e 458 oy Tar_mErE Cons: financial impact on government budgets; may stimulate too

Industrial pollution L )

much activity; uncertain effects

T Lead-acid batteries Fros: deters littering; stimulates recycling
Refund Systems Beverage coniainers Cons: potentially high transaction costs; product must be reusable

Automobile bodies

ar recyclable

Markatable Permits

Emissions
Effluents
Fisheries access

Pros: provides limits to poliution; effective when damags per unit of
pollution varies with the amount of pollution; provides stimulus to
technological change

Cons: potentially high transaction cosis; requires variation in
marginal control costs

Fros: fliexible, low cost

:Epiinr;nn% ents gf&:s.lrt;;e" ;TIE Cons: impacts may be hard to predict; applicable only whan
=4 damage per unit of pollution does not depend on the guantty of
pollution
Natural resource damage Fros: provides strong incentive
Liakility assessment

Muisance, trespass

Cons: assessment and litigation costs can be high; burden of proof
large; few applications

Yoluntary Programs

Project XL
33150
Ensrgy Star

Pros: low cost; flexible; many possible applications; way o test new
approaches

Cons: uncertain participation

Source: Table ES-1: Uses of Economic Incentives (NCEE 2001)




