Economic Glossary

	Benefits
	The benefit of a project, programme or policy is the positive, expected aspect of an outcome, including the improvement in environmental protection or environmental quality, which will flow from it, but also including other improvements – for example, in cost savings, social benefits, such as health, convenience, or general welfare.



	Benefits transfer
	The method of transferring benefit estimates from past valuation studies to the present study, in order to reduce appraisal costs.  The validity of the approach depends on the degree of similarity between the various studies, e.g. the environmental good or service being valued, the characteristics of the population and the robustness of the previous benefit estimates.



	Contingent valuation
	Determination of willingness to pay for a specified environmental resource or a change in the resource, through use of structured questionnaire in which respondents answer yes/no to suggested prices (dichotomous choice or payment ladder) or provide a willingness to pay number themselves (open ended).



	Cost benefit analysis
	A term used to describe analysis, which seeks to quantify in money terms as many of the costs and benefits of a policy or project as possible, including those for which the market does not provide a measure of economic value.  The expression is sometimes confined to these monetary costs and benefits alone and sometimes used to describe an analysis of all the welfare costs and benefits (monetary values are welfare costs/benefits, so perhaps this last sentence is unnecessary?).



	Cost effectiveness analysis
	A technique which seeks to identify the least cost option for meeting a particular objective.  It enables prioritisation between options, but ultimately cannot assess whether an option is economically worthwhile.



	Costs
	Section 56 of the Environment Act defines costs as including ‘costs to any person and costs to the environment’.  The costs of a project are the opportunity costs – the full value of any resource in its best alternative use.  This may be estimated by the financial expenses incurred by an operator or proponent in meeting the requirements placed upon them by the authorising body, or any expenses incurred by the Agency in undertaking its actions.  Similarly, the cost of a programme or policy can be measured by those it will affect.  Costs also include any environmental, human health or other social impacts, which are detrimental in nature.  Costs include any capital and recurrent expenditure, administrative costs, monitoring and enforcement costs, and research and development costs.



	Counterfactual
	The ‘base case’ or counterfactual is a statement of what would have happened without policy intervention, or if the policy intervention had taken a different (but specified) form.  Any evaluation of a policy’s effects should be made relative to what would otherwise have happened.  Usually it is not enough to describe the starting position or ‘baseline’ since this is likely to change over time.



	Discounting
	The technique of applying a discount rate to convert future monetary amounts to their equivalent value in today’s terms, (based on the premise that people prefer to receive benefits in the present rather than in the future).



	Economic appraisal
	Appraisal , which seeks to quantify, and where possible estimate the welfare impacts from, the costs and benefits of a project or policy..  



	Economic efficiency
	Describes a situation where the total value of the end uses, to which the resources are put, is maximised.  A consequence is that all resources will be put to their highest value uses.



	Economic instruments
	Financial rewards, incentives and penalties that operate automatically via market forces, to encourage beneficial behaviour.



	Economic value
	The monetary measure of the welfare associated with the change in the provision of some good.  It is not to be confused with monetary value, unless the latter is explicitly designed to measure the change in welfare, nor with financial value, which may reflect market value or an accounting convention.  As Freeman (1993) notes, the terms ‘economic value’ and ‘welfare change’ can be used interchangeably.



	Externality
	An externality exists when the actions of one individual affect the wellbeing of other individuals without any compensation taking place.  For example, the discharge of a CSO (combined sewer overflow) will be a negative externality to informal recreational users of a river corridor, to the extent that it will lead to an aesthetic degradation of the river, for which they will not receive any financial compensation.  You can also have positive externalities, for example, an industry which uses a better waste treatment process will improve the river quality.



	Multiplier
	The second round effects on the level of economic activity (output, income or employment), associated with a policy intervention (e.g. where the employees of a new project spend their earnings and so increase consumer demand).  Commonly estimated multipliers are income, local, long run, short run and supply.  The size of the multiplier depends on the time period over which it is measured, and the geographical area considered.



	Opportunity cost (or economic cost)
	The value of the resource in its most valuable alternative use.

	Present value
	The capitalised value of a stream of future costs or benefits, i.e. the discounted value of future costs and benefits.  [The term ‘net present value’ (NPV) is often used to describe the difference between the present value of a stream of costs and a stream of benefits. – I don’t understand this sentence! – But that may just be me…]



	Total economic value
	Total economic value of an environmental resource is made up of (I) use values and (ii) non-use values.  Use values are composed of (a) direct use value, (b) indirect use values and (c) option values, whilst non-use values are made up of (a) altruistic, (b) existence values and (c) bequest values.



	WTP
	‘Willingness to pay’ for the continued provision of an environmental good or service or for an change in the good or service..


