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Deflnitions and Review of a Suite of
Economlie lnstruments

Generally, an economic instrument can be defined as: "Any instrument that aims to induce a change in behaviour of
economic agents by internalizing environmental or depletion cost through a change in the incentive structure that
these agents face (rather than mandating a standard or a technology) qualifies as an economic instrument"
(Panayotou, 1998). Anderson et.al. (2001) also suggest the following definition: “An economic instrument for
managing the environment is a policy or combination of policies that provide financial and other inducements so that
users of natural resources pay for the social costs of that use”.

Economic instruments designed to promote improved environmental management can range in definition from
narrow to broad economic instruments (Anderson et. al. 2001):

e Narrowly defined economic instruments include those that link direct and proportional benefits with
performance objectives or targets for achieving the desired condition of the natural environment or natural
resources. For example price-based instruments, such as tax differentiation through rebates for landowners
achieving certain biodiversity conservation objectives, could effect change by land owners as a result of
changing the affordability or profitability of certain conservation focussed land management practices.

e  Broadly defined economic instruments include instruments that have only economically uncertain or indirect
links for the agent or institution whose resource or environmental management behaviour is to be altered.
For example, an information based instrument (such as sustainability reporting) would not in itself increase
the cost of pollution to a polluter, but could nevertheless encourage a reduction in discharge levels of
pollutants levels due to potential changes in market share of products as a result of public opinion.

Economic instruments can be applied narrowly to target the conservation of key species (e.g. the rhino) or protection
of a target site (e.g. a wetland). Other instruments operate more broadly and aim to improve management of wider
environments and ecosystem functioning (e.g. in catchments where water scarcity is a concern instruments may be
used to create incentives to improve the management of rangelands and wetlands in the upper catchments, so as to
protect and maximise the water retention capabilities and stream flow regulation services of the ecosystem).

The effectiveness of an economic instrument in acting as an incentive for improved environmental management is not
determined by the value of the benefit (incentive) alone. There are a range of factors that will influence the
effectiveness of an instrument in a specific context, and key examples of these include:
e  Extent to which the instrument matches or aligns with the social, political and economic contexts
e Extent to which the incentive relates to the nature of the environmental challenge and its causes
e  Extent to which instrument is perceived as an incentive by the target agents or institutions whose behaviour
or management approach is being changed

In addition, in developing countries in particular where typically financial resources are scarce and there is limited
institutional capacity, important criteria for selecting the best economic instruments also include:

e  Cost-effectiveness and administrative feasibility

e  Consistency with other development objectives

e Equity, flexibility and transparency

Economic instruments can be clustered into three categories:
®  Price based instruments
e Rights based instruments
e Legal, voluntary and information based instruments

Each of these categories is made of multiple groups of instruments. The suite of instruments included in this

document and applied in the AFROMAISON Project is not a complete inventory, but rather focus on those that are

likely to have the greatest relevance as incentives for integrated natural resource management in.the context of the
AFROMAISON Project’s objectives.
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