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What Is an Externality?

An externality is a cost or benefit caused by a producer that is not financially 

incurred or received by that producer. An externality can be both positive or 

negative and can stem from either the production or consumption of a good 

or service. The costs and benefits can be both private—to an individual or an 

organization—or social, meaning it can affect society as a whole.

What Is Pareto (1848-1923) Efficiency?

Pareto efficiency, or Pareto optimality, is an economic state where resources 

cannot be reallocated to make one individual better off without making at 

least one individual worse off. Pareto efficiency implies that resources 

are allocated in the most economically efficient manner, but does not imply 

equality or fairness. An economy is said to be in a Pareto optimum state when 

no economic changes can make one individual better off without making at 

least one other individual worse off.
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Figura 1 – Negative Externalities: The Social Welfare Lost
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Source: Soni, Prashant (2016), Indian Institute of Tourism and Travel Management.

Externalities (-)
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Figura 2 – Tourism Carbon Footprint

Fonte: Turismo de Portugal (2022). Tavel BI. Turismo de Portugal.

Professor Fernando Perna (2023) IMPACTUR ALGARVE PROJECT  

Figure 3 – Algarve Flight Time Distance
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Fonte: Adaptado de UK Departament for Business, Energy & Industrial Strategy

Figura 4 – Tourism Transport Carbon Footprint

(grams of carbon dioxide, per passenger and per kilometre)
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Figure 4 – ICAO Carbon Emissions Calculator
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How to interiorize externalities value. The conceptual origin:

Tax solution by Pigou, A. (1920). Pigouvian tax.

Negotiation solution by Coase, R. (1960)

Advantages cs. Disavantages DISCUSSION

Some research examples:

(…)
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Credit: He Zhen
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Thank You

Good luck for you all for the PhD Thesis

Professor Fernando Perna (2023) IMPACTUR ALGARVE PROJECT  

15


