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Why is environmental economics necessary? 
    From climate change and other environmental problems that take place on a global scale, to waste 

disposal and other relatively close-to-home issues, nowadays, people across the globe must contend 

with a variety of challenges related to the environment. How do these environmental issues arise in the 

first place? Furthermore, what is needed to solve environmental problems? Environmental economics 

approaches the previously mentioned environmental quandaries from economic perspectives.  

     Consider, for example, the link between the environment and economics in the context of climate 

change. Climate change is a phenomenon through which the Earth‟s surface temperatures rise hand in 

hand with greater economic activity. That is, as vast amounts of oil and coal fuel ever-expanding 

economic processes, large loads of carbon dioxide (CO2) and other greenhouse gases are emitted into 

the atmosphere, resulting in rising global surface temperatures. As climate change intensifies, rising 

sea levels, floods, droughts, and other disasters become more prevalent. Moreover, changes among the 

Earth‟s natural conditions are expected to affect agricultural productivity and possibly lead to the 

wildlife extinctions and ecosystem collapses across the planet. Due to the scale and severity of these 

risks, coping with climate change has become an unavoidable, pressing issue.  

      Unfortunately, applying policies and other methods to tackle the climate change issue has been an 

incredibly challenging task. The primary reason for this is that there are costs to preventing climate 

change. Various strategies, from employing wind power and other initially expensive electricity 

generation technologies, to implementing reforestation programs for carbon dioxide sequestration, are 

essential to reducing greenhouse gas emissions. The downside of such initiatives, however, is that they 

tend to render enormous costs.  

       From this perspective, it is clear that the environment cannot be preserved for free. For, first and 

foremost, there are no direct benefits to businesses even if they do act to safeguard it. Moreover, since 

the natural environment has no market value (i.e. the environment is handled as if it is “free of 

charge”), the economic constructs that lay the groundwork for functioning society fail to properly 

assess environmental worth, leading to precipitous, widespread environmental degradation. What this 

means, then, is that many environmental problems originate from or are spurred on by the economic 

systems at the core of society (see Figure -1).  

      Environmental challenges must therefore be assessed through an economic lens. 
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What is environmental economics? 
Environmental economics is the study of environmental issues through economic assessments. Figure .2 

highlights the salient issue areas of environmental economics, which are mainly comprised of the following 

three topics: 
1. “Why do environmental issues arise?”, 

2. “What is needed to resolve environmental issues?”, and 

3. “How can a society capable of both environmental conservation and economic development be realized?” 
    The first of these fundamental topics relates to the economic mechanisms that give rise to environmental 

issues and sheds light on the origins of said issues. As previously mentioned, economic systems that treat the 

environment as if it were cost-free lie at the root of environmental issues. More specifically, phenomena known 

by economists as market failures. Through environmental economics, various real-life environmental 
predicaments, from climate change to waste disposal issues, are targeted to examine the forms that market 

failures take. 

   The second principle concern of environmental economics is to determine specific policy measures for dealing 
with environmental issues. Traditionally, local environmental policies are comprised of various environmental 

regulations, compelling businesses to moderate their pollution emissions. While they have been lauded for their 

efficacy in coping with air and water contamination, conventional measures of this sort are rather ineffective 

when it comes to dealing with climate change, waste disposal, and other more recent challenges.  
    To this end, greater attention is given to environmental taxes, emissions trading systems, and similar 

economic measures. Take environmental taxes, which impose fees on pollution, as prime examples of effective 

economic measures. Beyond merely levying tax fees, environmental taxes incentivize businesses to reduce their 
emissions since doing so translates into reduced costs through fewer taxes imposed by the system. 

 

 
 

Similarly, emissions trading and other economic measures also consider the economic behavior of businesses 

and consumers in order to make pollution reductions of personal interest to various actors. These, as well as 

other policy processes, are important subjects in the realm of environmental economics.  
     The third and final central topic involves indicating what is needed to make the transition to sustainable 

society. Sustainable society takes the needs of people in the present generation, as well as those of our 

children‟s, grandchildren‟s, and other future generations, into account. It is a society that aims for harmony 
between environmental conservation and economic growth. 
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       In order to realize sustainable society, it is first necessary to evaluate the environment and the economy with 

the same criteria. For instance, many predict that the floods and droughts brought about by climate change will 
be severe and costly. Furthermore, widespread wildlife extinction and other ecosystem impacts that climate 

change will have must not be overlooked. If costs of environmental destruction are not made clear, then concrete 

environmental policies cannot be advanced. Therefore, environmental economics provides methods to assess the 

monetary price of the environment to be used within modern environmental policy frameworks. 
     Furthermore, businesses ought to play significant roles in realizing a sustainable society. Now more than 

ever, a great number of businesses actively engage in environmental initiatives in the form of corporate social 

responsibility. However, businesses are less likely to fully adopt environmental initiatives that fail to tie into or 
serve to obstruct their interests, profits, or other gains. Such connections between businesses and the 

environment are thereby of prime importance in the environmental economics field.  

     Ever-worsening environmental challenges are met with increasing social concern for realistic resolutions and 
greater expectations of environmental economics as a discipline. In fact, the field is now tasked to not only 

explain the key components of environmental issue analysis, but also with providing pragmatic, realistic 

solutions. In this way, the mandate of environmental economics extends beyond its initial calling of questioning 

the viability of the market economics-based industrial activity to the more inclusive goal of creating a road map 
to sustainable society. 
 

 

Linkage between environment and economy can be studied from 

the following points of consideration: 
 

I. Environment in Economic Analysis: 
    Environmental issues are considered in the production and consumption analysis in economics. Green 

production and green consumption is demand of the modern world. In economics tools of fiscal policies are 

discussed in the environmental context. There are three factors of production, natural, physical and 

human factors. Natural factors are directly connected with the environment. 
    Environmental cost benefit analysis and input-output analysis becomes integral part of mainstream 

economics. It is key consideration in all the decisions of production, factor allocation, pricing etc. There are two 

types of market systems, market oriented and state oriented. Market Oriented system creates more 
pollution problems than the state oriented system. 

    Environmental considerations are very important in Micro and Macro economics, agriculture, industrial 

economics, public finance, regional economic planning metc. Environmental policy becomes an important part 

of economic policy. Environment Ministry implements this environment policy. This Ministry is considered 
as a „super ministry‟, because all other ministries have to depend on this ministry. 
 

II. Economics in Environmental Analysis: 

   Environment resources, their allocation and utilization are considered in the context of their economic cost 
benefit. The demand and supply, benefit and losses, equilibrium of environment resources all are analyzed in the 

context of economics. There are many environment theories which have developed with the integration of 

economic theories. These include environment resource planning, sustainable environment, development 
environment, input-output model, environment cost analysis, environment policy, environment pricing, 

environment budgeting, environment fiscal analysis etc. 

   Scarcity of natural resources is crucial problem of developing countries. Economists can guide to environment 
analysis in obtaining maximum satisfaction of wants within the context of limited natural resources. Economics 

can guide environmentalists to decide that manner in which either maximum benefits or 

minimum loss would be obtained. We can explain pollution problems in economic terminology. 
 

III. Environmental problems and their solution in Economies: 
With the help of input-output analysis, cost benefit analysis, pollution tax and environmental subsidies, 

economics shows various ways and means to solve the environmental problems. Environmental problems are 

basically man-made and economics has solution for them. There should be no over utilization of natural 
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resources. We should develop some basic standards for use of natural resources. 
 

IV. Mutual Dependence: 
  There are environmental causes for economic problems and economic causes for environment problems. There 

are economic solution for environment problems and environment solution for economic problems. In the same 

way, environment theories are needed for economic theories and economic theories are essential for 
environment theories. 

   Industrial and domestic wastes are the prime cause of water pollution and air pollution. Polluted water gets 

absorbed in land and creates land pollution. Economics has a solution for this. According to economics, air, 

land, water, river, ocean etc. are public goods which spread out pollution. We should control 
these polluted public goods. 

 

V. Environment provides resource’s to the economy: 
  Environment provides land, water, air, energy resources, coal, oil, forests, minerals and metals and so many 

other natural resources which are essential for the economic development of the economy. It provides services 

which are directly used by the consumers i.e. air we breathe and water we drink as a liquid of life. 
It provides forests, water reservoirs, rivers etc. and wildlife sanctuaries which also play economic roles for the 

mankind. 
 

VI. Environment assimilates the waste and provides utility: 

   Natural resources are input to the economic system and natural wastes are recycled. For example, trees dispose 
of their leaves, decompose and are converted into an organic fertilizer for plants. Whatever we use up for way of 

resources, must end up somewhere in that environment system and cannot be disappeared or destroyed. 

  Environment takes the non cyclical wastes and converts them back into harmless or ecologically useful 
products. It acts as a sink for all the waste products that are the result of the process of production and 

consumption. The environment is not a passive sink, it acts upon the waste products to clean up the 

environment. 
 

 
 

 

 

 

 

 


