
Environmental and Resource Economics in Agriculture

1. Introduction

Environmental and resource economics in agriculture focuses on the economic aspects of

natural resource use, environmental conservation, and sustainability in farming practices.

2. Key Concepts

Externalities: Agricultural activities can lead to negative externalities such as pollution or

depletion of natural resources, which are not reflected in market prices.

Common Pool Resources: Issues arise when resources like water or soil are shared

among multiple users, leading to potential overuse or degradation.

Sustainable Agriculture: Balancing economic profitability with environmental conservation

and social well-being to ensure long-term viability of agricultural practices.

3. Policy Tools

Pigovian Taxes/Subsidies: Taxes on negative externalities or subsidies for positive

externalities to align private costs with social costs.

Cap-and-Trade: Establishing limits on pollution emissions and allowing trading of permits to

incentivize pollution reduction.

Payment for Ecosystem Services (PES): Compensating farmers for providing

environmental benefits like clean water, biodiversity conservation, or carbon sequestration.

4. Valuation Methods

Contingent Valuation: Survey-based approach to estimate the economic value of

environmental goods and services not traded in markets.

Hedonic Pricing: Analyzing how environmental quality affects property prices to infer the

value of environmental amenities.

Travel Cost Method: Estimating the value of recreational sites based on the costs people

incur to visit them.

5. Challenges and Future Directions

Data Limitations: Lack of comprehensive data on environmental impacts and resource use

in agriculture hinders accurate economic analysis.
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Behavioral Factors: Understanding farmers' attitudes, beliefs, and decision-making

processes is crucial for designing effective policies.

Climate Change: Addressing the impacts of climate change on agriculture requires

innovative economic solutions and adaptation strategies.

6. Conclusion

Environmental and resource economics play a crucial role in promoting sustainable

agricultural practices, balancing economic prosperity with environmental stewardship. By

incorporating economic incentives and policy tools, the agriculture sector can move towards

a more sustainable and resilient future.
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