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ENVIRONMENTAL ACCOUNTING

Action since 1993

When the SNA was approved by the Statistical Commission in 1993, it was clear that a
consensus on the way to approach environmental accounting had not then been reached.  Despite the
importance of the subject, the SNA was adopted with a clear indication that this subject remained on the
research agenda for urgent work in the near future.

In 1993, an interim handbook on Integrated Environmental and Economic Accounting (the
SEEA) was published by the UNSD.  This was designated “interim” because although there was no view
that this was in any sense a “final” or even universally agreed approach to environmental accounting, it
was appropriate to expose this to wider comment and to subject it to experimentation in practice.  Since
1993, various studies have been conducted, mostly with the assistance of UNSD and the World Bank,
mostly in developing countries.

In 1994 the “London group” was established to provide a forum for statisticians to take forward
discussion on the topic.  The group includes national accountants and those concerned with environmental
statistics.  The participants, who attend in a personal capacity, come from OECD Member countries and
the international organisations.  Three meetings have been held so far, and the papers collected and
disseminated, and a fourth meeting takes place in Ottawa in June 1997.

In 1995, the “Nairobi group” was set up, largely at the prompting of UNEP, to draft a handbook
explaining how to implement the SEEA in practice since the published manual concentrates on theory
rather than practical problems.  A draft is expected to be generally available in mid-1997.

In 1996, a meeting was organised by the IARIW in Tokyo.  This brought together not only
statisticians but also economists and environmentalists. It also spanned the interests of both developing and
developed countries. Representatives came from universities and non governmental organisations as well
as from government departments and the international organisations.  The papers presented there have also
just been released in collected form.

Various important country initiatives have also been launched since 1993.  Three examples only
are quoted to give a flavour of these initiatives.  The Netherlands regularly publishes estimates from their
NAMEA system in connection with their standard national accounts.  In the USA there is a high-level
advisory group meeting to make recommendations about whether and how the initial work on
environmental accounting undertaken by BEA should be carried forward.  The ONS in the UK also has
established an advisory group on environmental accounting.
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Present status

All these activities, and many others not specifically listed here,  bear witness to the fact that the
question of environmental accounting is the subject of considerable activity leading to many papers,
reports and meetings to exchange information.  The question those not intimately involved in these
activities wish to have answered is whether any real progress towards a consensus is being made.

One important perspective that has emerged is that it is convenient to partition environmental
concerns into two aspects; those concerned with environmental goods and those with environmental
services.

Environmental goods cover sub-soil deposits, natural forests, fish stocks and wildlife.  These are
all products that are drawn into economic activities and in the process acquire a monetary value as they are
made subject to transactions.  They are not just used in economic activities but used up so the stocks of
such goods may be subject to depletion.  It is the assets themselves that are subject to transactions and thus
establishing balance sheets and other accounting entries relating specifically to environmental goods and in
monetary terms seems feasible.

Environmental services cover the functions provided, mainly by air and water, as environmental
sinks for residuals and waste.  They are less inputs into the economic process than recipients of outputs
from it.  Although some small attempts to control the use of “sinks” by means of payments are being
established, for the most part there is no monetary consequence of this use.  These assets are used but not
used up in the way that environmental goods are. The main concern is not with depletion but with
degradation of these assets. Measurement of the use of air and water tends to be indirect, how much of
which residuals are discharged into them, yet the process of assimilation of residuals and of natural
regeneration is not perfectly understood and, thus, an exact measure of the use of the assets is elusive.  For
all these reasons, statisticians, if not economists and environmentalists, tend to have serious reservations at
least at present about establishing balance sheets and monetary transactions relating to the provision of
these services.

This dichotomy between environmental goods and services is approximated by two other
dichotomies.  Initially at least, it was supposed that the interests of developing countries was mainly in
taking account of environmental goods, of running down the stock of natural non-renewable resources,
while industrialised countries were more concerned with pollution caused by uncontrolled demands on
environmental services.  This dichotomy was never exact and is recognised as being less so over time.
There are a number of resource rich OECD Member countries who have a legitimate concern with the use
of environmental goods; increasingly many developing countries suffer from and are concerned by
appalling pollution problems.

While this perception existed, though, it was perhaps understandable that approaches to
environmental accounting differed.  As noted above, several developing countries (but also Japan and
Mexico) have experimented with SEEA estimates. Within Europe, however, there tends to be more interest
in the NAMEA type of approach.  A significant difference between the two systems is that SEEA explicitly
calculates an environmentally adjusted GDP (EDP) which is adjusted for both depletion and degradation in
a purely accounting framework, while NAMEA emphatically rejects an EDP concept and emphasises that
the system is a modelling system rather than a purely accounting one.

Since the London group comprises mostly people from OECD countries and the Nairobi group
mostly people from developing countries, the spectre of two different modes of environmental accounting,
one for rich and one for poor countries, seemed to be emerging.  This is clearly unacceptable for the
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international community.  As a result, the first day of the next London group meeting will be devoted to
examining aspects of accounting in SEEA, NAMEA and stemming from other proposals, to see how far a
common approach can be identified and agreed and where there are still significant differences where
further development is necessary to reach an acceptable commonality.  A paper prepared for this session is
available as a room document.  As might be gleaned from the discussion on the distinction between
environmental goods and services above, the sense of the background paper follows the dichotomy
between environmental goods and services.  A brief synopsis of the situation is given and the meeting is
invited to comment on the propositions and questions raised. Comments from this meeting will be used as
input to the London group meeting.

Discussion points

Environmental services

For environmental services, there are still many unknowns in linking physical and monetary data.
Many people feel these can be linked only by modelling rather than by strict accounting, though there is a
difference between those who agree to this for practical reasons and those who adhere to it as a matter of
principle.  There is fairly general agreement that greater reliance must be placed on environmental
indicators, many in physical terms, to portray what is happening to the environment and that analysts
should be sensitised and exposed to these as probably more relevant to long term policy concerns than any
adjustment to GDP.  It is unlikely that policies designed to combat global warming will be driven by GDP
estimates, though the effect on economic performance of the policies will need to be estimated.

1. Does the meeting agree this is the appropriate approach to take at the present time?

Environmental goods

For environmental goods, there is a greater chance of securing agreement on a purely accounting
approach to the depletion of natural assets and to making adjustments in the main SNA accounts.  Paper
......    spells out the position supported by OECD and it is the intent of this agenda item to explore the
views of the participants on the following propositions.

1. Is depletion the result of an economic transaction?  Should it therefore be recorded in the
production and capital accounts and not in the other volume changes in assets account?

2. GDP would not be changed by this treatment; NDP would be reduced.  Should more emphasis
should be placed on analysing net product (income) measures instead of gross?

3. Is there agreement that the theoretically correct basis for measuring depletion is the decline in the
present value of future earnings from the asset over the course of the accounting period?

4. Can this treatment be applied to (a) sub-soil deposits, (b) natural forests, (c) wildlife and natural
fish stocks?  Can this be extended by convention to cover both depletion and degradation of land?

5. Where should the boundary be drawn between cultivated and non-cultivated assets be drawn?
Does regulation to control exploitation within a national park constitute “under human control” and thus
convert the natural resources there into economic assets?  If not, what is the effective definition of “under
human control”?
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6. Should discoveries of sub-soil resources in the course of an accounting period be taken into
account in calculating the expected life length of deposits in the year of discovery or only from the
subsequent year?

7. Should the ownership of assets be shown in balance sheets depending purely on legal
considerations or on effective control?  What is the position for fishing or subsistence agriculture where
control is very diffuse?

8.  The question of separating returns to natural assets from the returns to produced assets is to be
taken up under agenda item ...


