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Incentive measures to promote the conservation and the sustainable use of biodiversity

-- Framework for case studies --

1. Introduction

The focus of the programme of work of t8&CD Expert Group othe Economic Aspects of
Biodiversity under th@ewtwo-year mandat&é997/98 isthe analysis of the experiences@ECD Member
countries with the implementation of incentive meastfweshe conservation and the sustainable use of
biodiversity. To this purpose, a series of case studies ®&@D Member countries will be produced
according to a&commonframework. The results from the case studidsbe synthesised in a handbook
containing guidancdor the implementation of incentiveneasures. The handboekll be designed to
provide pragmatic policy advice to the Member countries orintipfementation of incentive measures in
order to promote the conservation and the sustainable use of biodiversity in ingtag@ebuman activities
exert pressures on biodiversity. It is a continuation ofQB€D work referenced in Decisiottl/18 of the
Conference of theParties tothe Convention on Biological Diversity and aims at facilitating the
implementation of Article 11 of the Convention.

The framework presented beldvasbeen developed on thmasis ofseveral sourcesFirst and
foremost it is building on the previous work of tB&pert Group, and in particul&@aving Biological
Diversity: Economic Incentiveand the results of th©ECD Conference on Incentivieasures for
Biodiversity Conservation and Sustainahlse in Cairns, 25-28 March 1996 Second, it is taking into
account of workhat hasbeen completed in the context of the Convention on Biolooadrsity. This
includes the “Recommendations on Incentifig@sBiodiversity” of the “Statement to the Second Meeting of
the SubsidiaryBody on Scientific, Technical and Technologidalvice” by the 4th Global Biodiversity
Forum in Montreal and the backgroupdper ornthe “Sharing of Experiences dncentive Measures for
Conservation and Sustainable USgNEP/CBD/COP/3/24) fothe ThirdMeeting of the Conference of the
Parties tothe Convention on Biological Diversity.Third, it hasbenefited frombilateral comments by
several delegations from Member countries and byptmticipants of a preparatomneeting held on
20 September 1996 in Paris.

2. Purpose of case studies

The case studies on timplementation of incentive measures to promote the conservation and the
sustainable use of biodiversity and to alleviate pressteesming from humaactivities will form thebasis
of a handboolfor the implementation of incentivmmeasures. Case studisBould beshort, succinct
summaries of experiences of about 20 pages of length. They should focus on the planned or actual outcomes
of the implementation of incentiveeasures, the reasdios this outcome and the lessons learned. fifne
horizon for the completion of the case studies would be the end of 1997.

The case studies and the handbamdesigned to comply with the itemsédhd 4. of the Mandate

of the Expert Group on the Economic Aspects of Biodiversity:

- to fulfil the need of OECD Member countries for pragmatic advice on policy guidance regarding
the implementation of incentive measures for the conservation and the sustainable use of
biological diversity; and



- to focus its work, in particular, on the development mfgmatic case studie®f the
implementation of incentive measures in OECD Member countries, resulting in the development
of practical guidance on the implementation of incentive measur€ase studies would
concentrate on

a) the study ofmpediments to the adoption of incentive measanesthe elimination of the
unintended adverse effects of incentivedbat promote activities exerting pressure on
biological diversity taking into account the existing OECD work programme in this area;
b) andthe identification of economically and socially sound incentigeshe conservation
and sustainable use of biological diversity with a focus on mdwkstd economic
instruments with attention to social concerns and needsgeffestiveness, valuation, and
institutional arrangements.

New and original studies, as well as existing studies can be contributed. However, existing studies
would have be transformed in order to conform withdbemonanalytical framework of all case studies
presented below. The framewdristhe following twopurposes. First, tensurehat allrelevant points of
the case studies under analysi be covered; and seconthat comparabilitybetween the different case
studies is ensuredAdherence to the framework by the individuedearchers on the case studiglsenable
the Secretariat tqroceed towards synthesising the different case studiegrieaaingful way and draw
policy lessons.

Successfulncentive measures witlddress the underlyintgauses of biodiversity loss directly. A
particular focus of all case studies would be in this context the identification of auhoensttves promoting
the activities ofeconomicsectors that exert pressureshiodiversity. Attention shall be paid to subsidies,
including direct transfers, trade measures, preferentat treatment and preferential infrastructure
provision. Of great importance is which extentafterthe elimination of adverse incentives thestainable
use of biological diversity can contribute &mploymentand growth, in particular foindigenous
populations. Detailed attention shall also be paid to the legal, institutional and social context of the
implementation of the incentive measures.

Each case studyill be grouped according to the ecosystem and#ntoral activities it discusses.
The main groupingsre the eight eco-systemsoastal zonesmarine eco-systemsrable lands, forests,
wetlands, mountainous and submountainous regigmass- and rangelands and arid- aediaridareas.
Concerning, human activities or sectors, ftillowing eightsectors haveeen identified as the most relevant
areas forstudy: tourism, fishery, road transport, agriculture, forestry, landshming and industry. The
grouping of the case studies according to ecosystems makes the work compatibleapitihcdheh taken by
the Convention on Biological DiversityBut studiescovering the impacts of particular sector odifferent
ecosystems are welcome and can be related to the common framework.

The table below relates ecosystems and the most relevant sectors of human activity exerting
pressures on biodiversity. The table just provides an indicative overview. The strength of impact of
sectoral pressures varies considerably between sectors and ecosystem. The table just provides a qualitative
indication of ‘significant impacts’. Strength of impact can also be expected to vary, sometimes
considerably, from country to country. Countries and individual case study authors might add different
interactions and are welcome to provide case studies on those instances of interaction which they consider
most pertinent.



Table 1.

Indicative overview of impacts of human activities on ecosystems

ECOSYSTEMS -
SECTORAL Coastal | Marine Arable Forests Inland | Mountn. | Grass- &| Arid-
PRESSURES| Zones Eco- Land Fresh- | & Subm. | Range- and
. systems water Regions lands | Semiarid
Systems Areas
Tourlsm * * * * * * * *
Fishery * * * *
Road Transport * * * * * * *
Agriculture * * * * * * *
Forestry * * *
Land_use * * * * * * *
Shipping * *
Industry * * * * *
3. Use and overview of the framework

As in any exercise that seeks to formalise heterogeneous information in order to draw generalisable
lessons, the question is to which extent the framework should allow siggleents to be answered
essentially in yes-or-no, or a single-entry manner, or to which extent freedom gfiaéirbaorder to better
reflect the particular circumstances of each caseornnection with the framework presented hemajdule
way is proposed:

Each case study submitted should adherésioutline and in the topics treated to the major
categories (modules) of the framework, those categoriesumbered byl., 1.1. etc.. Thelower-level
categories, i.e. thogweceded by &iret, would not have to be followed one-by-oteit can be treated as
suggestions for aspects toiheluded. Thusthe overallstructure of althe case studiesould be the same,
while maintaining sufficient openness to concentrate on the particular aspects of each case.

A special case is category 4. (“Impactsemonomyand welfare”, seeverview below). While of
great interest to the work of thiexpert Group orthe Economic Aspects of Biodiversityase studies that
will be unable to provide information on these items reraaiteptable. The identification of impacts on
ecosystems (categoBy) is considered a sufficient conditidor the implementation of incentive measures,
including economic incentives.The identification of impacts on theconomyand welfare, instead, is
considered a helpful and desirable intermediate step but not a necessary condition.



In those cases, where a researcher would be unable to adhere even to the major categories, possibl
a short explanation of the reasons shoulthddeded. The closer angiven case study adheres to the
common outline, the more useful it becomes in termsitef contribution topolicy guidance on the
implementation of incentive measures.

Overview of the framework

For reference anaverview are presented the different elements of the framework without any
comment. A more detailed version with comments is presented in subchapter 6.

1. General description
- Description of the ecosystem
- Description of main impacts
- ldentification of incentive measure
Identification of economic sector(s) targeted by incentive measure

2. Identification of causes and sources of pressures
2.1 Identification of sectoral activities and resulting pressures through
- pollution
- conversion and land-use
- non-sustainable use of biological diversity, including species trade
2.2 Identification of underlying causes of biodiversity loss
- missing markets or non-existent property rights
- information failure
- institutional failure
- enforcement failure
2.3 ldentification of adverse incentives with negative impacts on biological diversity
- direct and indirect subsidies
- market price supports
- taxincentives
- infrastructure provision

3. Impacts on ecosystems
- impacts on genetic and species diversity
- impacts on ecosystem in general
- identification of keystone species
- impacts on ecosystem resilience
- damage to resource base

4. Impacts on economy and welfare
- direct economic losses
- economic valuation of damages to public goods (if applicable)
- effects of adverse incentives on budget, efficiencyeamgloyment
- beneficiaries of inaction and bearers of costs prior to implementation



5. Implementation of incentive measure(s) and context
5.1 Identification of actual or planned incentive measure
- category of measure (regulation, market incentive, property rights definition etc.)
- objective of incentive measure
- reason for choosing measure
5.2 Process of implementation and distributional effects
- beneficiaries of incentive measure and bearers of cost after implementation
- participation and negotiation
- enforcement and compliance
5.3 The role of information and uncertainty in the implementation process
- information about biodiversity value and environmental impacts
- information about economic impacts
- technical information
- cultural (indigenous) knowledge
5.4 Framework and context of implementation
- explicit legal framework and property rights (formal constraints)
- cultural, historical and social context (social constraints)
- institutions concerned (including appropriate government level)
- internal evaluation and remedial process

6. Policy relevant conclusions

6.1 Transferability of the experience

6.2 Lessons learned

6.3 Possible policy advice for implementation

For the success of the project,will be critical for the individualauthors ofthe case studies to
follow the outline as closely as possible.

Structure of the framework

The analytical framework fothe analysis of case studies on thwlementation of incentive
measures has a circular structure thldws in sufficiently rich cases dynamic analysis. As the
implementation of an incentive measure will have in its turn an impact on the original causes of the pressures
on biodiversity, a second round of analyafter the implementation of the incentive measgsn be
initiated.

Of course, such a second round of analysis would have to allow for sufficient time between the
first analysis of the underlying causes and the second round of analysis in order to let the implemented
incentive measure take effect. Such a second level analysi iecessary for the purposes of this
project. The structure of the framework, however, allows, in principle, to explore how the implementation
of the incentive measure has changed the original sources of the pressure on the ecosystem in question.
Subsequently, the new and -- hopefully -- reduced impacts could be analysed and a Chapter 5.” could study
the implementation of aewset of refined incentive measures. While this approach might assueng a
ambitious view of policy-making in the short run, it could provide an adequate framework of analysis in
the long-run.



The graphoelow gives an idea of the interaction betweerfaiie main modules “Identification of
causes and sources of pressures”, “Impacts on ecosystems”, “Impaetormmyand welfare” and
“Implementation of incentive(s) and context”.

Graph 1.
The Dynamic nature of the framework of analysis for case studies

1. General description

2. ldentification of causes
and sources of pressures 3. Impacts on ecosystems

5. Implementation of incentive
measure(s) and context 4. Impacts on economy and welfare

D S

6. Policy relevant conclusions

The analysis of cases in which the identification of damages to ecosystems has lead directly to
the implementation of incentive measures without an analysis of module 4 (“Impacts on economy and
welfare”) can proceed directly from module 3 to module 5, while maintaining the essential dynamic
property of the framework.

4. Discussion of the modules of the framework

In the following, the framework is presented in detail, including comments that highlight sanich
of information would be most useful in tpeeparation of the case studies. This chapter could be used as a
reference during the work on the catady. Forthe success of the project,iflll be critical for the
individual authors ofthe case studies tmllow the outline as closely as possible, in order to guarantee
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comparability. Comparability of the case studies is essential in order to be able to draw gengralisable
conclusionseven if singlecase studies arrivejue to different contexts and circumstances, to different
conclusions. Théollowing remarks can also be read as an introduction to the idsateshall be treated in
the respective case studies.

1. General description
- Description of the ecosystem
- Description of main impacts
- Identification of incentive measure
- Identification of economic sector(s) targeted by incentive measure

Chapter 1 setthe stagdor the case study and should enable the reader to relatetbhedetailed
information provided inater chapters. Ishould alsadentify those elements of biodiversitigat are the
primary objective of the policyaction, such as particular indicatorsspecies. Chaptershould contain on
one page an indication of the most important issues the case study will focus on.

2. ldentification of causes and sources of pressures

Chapter 2dentifies in progressiveteps the reasoffigr the biodiversity loss or thiareatsthereof.
It proceeds from a description of the most manifest causes of biodiversity loss to a descriptateripig
policy failures in keeping with the frameworkleveloped inSaving Biological Diversity: Economic
Incentives An additional stemvill analyse adverse incentivéizat promote activitieshat cause pressure on
biodiversity.

2.1 Identification of sectoral activities and resulting pressures through
- pollution
- conversion and land-use
- non-sustainable use of biological diversity, including species trade

The lack of adequate incentives and hence the missing reflection of the value of biological diversity

in policy makingtranslates itself through several “channels”. ThiEntification is the purpose of Chapter

2.1. These channelreexampledor unsustainable patterns afnsumption and production as described in
Chapter 3.2 o5aving Biological Diversity.Pollution through industrial, agricultural or touristic activities

is an important and well-studied channel of the underlgiagses thateads to pressures driological
diversity, especially inareas ofintense economi@ctivity. To the extenthat sectoralactivities and
consumptiornpatternshave beneficial effects on biological diversity, such as in certain formsoaftain
agriculture, these should also be mentioned.

The most important channel @areaswithout traditional economicactivity, however, island
conversion. This takes the forthat land is converted from a uger non-use)that allows abundant
biological diversitybut yields no or lowprivate economic benefits toises thatllow only low biological
diversity but yield higher economibenefits. Examplearethe conversion ofatural grasslands or natural
forests into land for agriculturéuman settlements or industrial forestry. To the exteaitland use and
conversion are linked to problems of population growth and migration this should also be highlighted.
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A third category of transmission channels is constituted by the unsustainable use of biological
diversity. Unsustainable use impligsat biodiversity resourceareused suboptimally. This suboptimality
refers to three distinct instances:

- short-term exploitation takes precedence over the maximisation of long-term benefits;

- the exploitation of théarget resource (e.g., a certain tropizalbd) destroys the surrounding

ecosystem;

- the value of the resourds, even inthe short-run,insufficiently realised as exploitation

proceeds on a first-come, first-setvasis andhot on a willingness-to-palyasiswhich would

give rights to the highest value use.
Well-known examples irthis category arg¢he over-exploitation of fish stocks, the harvesting of tropical
timber and the trade irare, exotic species. Theconomicanalysis of these processes is analogous to the
analysis of rapid rent-dissipation in unmanaged open access regimes (“tragedy of the commons”).

Chapter 2.1 can beelatively short, indicatively aboutone to twopages. While it would be
desirable to link it to the underlying conceptual considerations, theses considerationsthanthemselves
to be repeated in connection with the single case studies.

2.2 Identification of underlying causes of biodiversity loss
- missing markets or non-existent property rights
- information failure
institutional failure
enforcement failure
failure to adequately consider the lifestyles of indigenous and local communities

The driving forces of biodiversity logsan be approached on differdetels andcan begrouped
according to different categoriesSaving Biological Diversityhad chosen in thehapter on‘Underlying
causes” the three subheadings

- consumption and production patterns

- patterns of population growth and distribution, and

- economic failures.

Global increases in per capiteonsumption of energy andatural resources ircombination with
unsustainable systems of agricultural and industrial productiom,driving habitat conversion and
degradation world-wide. Unsustainalplatterns otonsumption and production must be addressed through
a broad range of policy mechanisms. Population growth and population distribution lead to prelssute on
and aquatic resourcesspeciallyfor food productiorbut also for infrastructure such as roasl housing.
Even regional populatiodistribution, such as increased urbanisationtdgtd concentration densities along
coastlines and other waterways, can result in destruction dfaroage tderrestrial, aquatic, angharine
biodiversity.

These underlyingauses of biodiversity loss can be understood in the context of the failures of
economic mechanismd his sectiorexamines categories relating to lack of information and institutiats
contribute to, or fail to correct forthese underlyingcauses of biodiversity loss. This allows the
consideration of the issues in a perspedinat canlead directly to positive policy action correcting those
failures and to alleviate the pressures on biological diversity.

1

The term “tragedy of the commons” should not be confused with any form of communal property
management that precisely fulfils the function to prevent the tragedy of uncontrolled overexploitation.
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Proceeding from the identification of the channels through whiclatkeof appropriaténcentives
translates itself intthe loss of or d@hreat tobiological diversity,Chapter 2.2resents the underlying causes
itself. The loss of biological diversity is the result of the lackmgropriatanechanisms to refleds value.
This can relate to the non-realisation of the private use value of biological diversityt®poblic good
value. Since biological diversity usuaynbodiesprivate aswell aspublic values, policy failurean, and
frequently does, relate to batispects. Chapter 2.Bpwever, should afar aspossible concentrate on the
underlying failure of economic mechanistnadequately reflect the value of biodiversity in private actions.

The private value of biological diversity is equal to the sum of aitsoprivately appropriable
benefits suitably discounted over the long-run. It incluflesjnstancethe use of biodiversityor eco-
tourism, as a podbor geneticresources, or fothe sustainable exploitation of certgtants, products or
animals. The allocation of secure and enforceable property rights is in this casglidenost important
step. However, in realising the full private value of biological diversity through the allocation of property
rights that allows markets to arise two points have to be considered.

First, arethe property rightgjoing to theparty whoseuse wouldyield the highespotential value?
Of course, property rights are, principle, tradable. However, in a complexarea such asiological
diversity significant transactions costs exist and the initial assignment of propertynightsietermine the
use to a very large degree. Second, lack of informatiight induceusers, asvell as policymakers, to
pursue, or promote, comparatively low value uses over high value uses.

Biological diversity in allits variety also contains significanption value for private agell as
public use. While a private owner with perfect foresight would realise the foiivate option value, an
insufficiently informed owner wouldot. Considering theurrent, insufficient, state ddhowledgeabout the
processes involved in biological diversity, an argument for ensuring a certain margin of safety, in accordance
with the precautionary principle, should be made.

At least insomecasesgventhe realisation of the full private value of biological diversifil not
be sufficient to compete with alternative land-usesh as industrial usethe planting of agricultural
monocrops, or the building of human settlements. Yet nevertheless, there might exist a policy ciwagensus
the conservation and the sustainable use ofetiosystem in question isarranted for reasons of the
maintenance of national heritage, as a resefopitleanair and water or théeriving of pleasure from the
pure knowledge ofits existence. In thoseases,policy will have to realise th@ublic good valueof
biological diversity that can include its private value.

The simplest measuis, of course, tdence off theareaand to forbid access. However, subtler
measures, and possiblyore cost-effective onesre feasible, in particular, isombination with the
realisation of private value. Sustainable private uses can contribute rt@ititenance of ecosystems and
can thus also realise amedten enhanctheir public goods value. Howevesiich sustainable uses can be
privately less profitable than unsustainable uses. In tbases,covering the short-fall through public
expenditures can be a possible solufiofin added benefit tsuch a solution could also be cost savings due
to a reduction of monitoring and enforcement costs (see Chapter 5.2).

2

While a complex economiand policy topic in itself, agri-environmental payments by the European
Union to certain groups of its farmettsat are willing tocomply with sustainable agricultural practices
have partly been developed on the basis of the same conceptual approach.
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The task of Chaptet.2 is toidentify as precisely as possible the extent to which the policy failure
relates to the non-realisation of the private or the pgdx value of the ecosystestudied. Chapter 5.1
will discuss thechosen incentive measure chosenattress the policy failure directly. However, the
analysis in Chapter 2.2 of the character of the policy failure should Istattiag point forthe choice of the
incentive measure designed to remediate the pfalityre. Indicatively Chapter 2.Zhould be of two pages
of length.

2.3 Identification of adverse incentives, including
- direct and indirect subsidies
- market price supports
- tax incentives
- infrastructure provision

While Chapter 2.Zhould identify thdack of appropriatepolicies to conserve @ustainably use
biological diversity,Chapter 2.3should identify those policiethat actively promote activities that are
detrimental to biological diversity. Frequently, both kinds of policy failure exist together, asreothe
result of an inadequate reflection of the value of biological diversity in policy making. As a policy action
(seeChapter 5.1pdverse incentives do not require an introduction of additional pdtiaigke removal or
reform of existing policies.

Adverse incentiveareincentivesthat promote behaviouthatreduces biodiversity. Thapclude
direct and indirect subsidies, whether as diteuisfers, import protection teneficialtax treatment(“tax
incentives”). They alsainclude the provision ofinfrastructure out ofgeneral tax receipts that
overproportionally benefit garticular sectowith adverse impacts, such esads thatprovide access to
sensitive ecosystems that would otherwise be more costly to accede.

The analysis of incentives to activities adverse to biological divdesitys itself to a sectoral
approach. Adverse incentiveare usuallyprovided due to policy objectives other than the conservation or
the sustainable use of biological diversity. These objectir@sonnected to specifisectors, e.genergy,
agriculture, transportfisheries, of whose activities positive spillovensch as social cohesiorggional
development or an improvement of the trade balance are expected.

The adverse incentivesin pertain to a macro-level, such as in the casaxdfreaks or import
protection for anentire industry, or to amicro-level, such as in the case of a specific extension of
infrastructure. It is important talentify the original policy objectives connected with the provision of
adverse incentives and the resulting distributional consequencesl¢se€hapter 5.2 on “Process of
implementation and distributional effects”). Sin€hapter 2.3 iconcerned with the identificatiomther
than the discussion of the effects of adverse incentives its length should not exceed one to two pages.
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3. Impacts on ecosystems
- impacts on genetic and species diversity
- impacts on ecosystem in general
impact on most important (e.g., keystone, indicator, economic or cultural) species
impacts on ecosystem resilience
damage to resource base

Chapter 3should provide the most pertinent scientific informattroutthe biological, chemical
and physical situation iwhich thecase study takes place. Keeping with theapproachoutlined inSaving
Biological Diversity: Economic Incentives ecosysterapproach igecommended. Detailed information
on genetic and species diversity of course,welcome,but should be related to the widérabitat,
community or ecosystem. lItiiportant thathose aspecthat posed the original cauger policy concern
are highlighted. Of particular importanceare in thiscontext the concepts of “keystone species” and
“ecosystem resilience”.

The two related concepts refer to the long-run sustainability béldtat orecosystem as a
definable ensemble of biological functions. Keystone spac&particulaspecies in garticular habitat or
ecosystenthat assume a criticable for its resistance to adverse pressures, i.e.resifience. The
identification of aparticularspecies, either as an indicator or as a crwealogical link, allows policy
efforts towards conservation and sustainable use to concentratgginelements of the ecosystem in the
choice of incentive measures as well as in the definition of indicators for monitoring and enforcement.

Frequently, also publiopinion crystallises aroun#ieystone or indicator species, as tlegome
widely recognised symbols of the ecosystems to which they belbhgs concernaboutthe survival of a
particularspecies is substituted for a less easdynmunicable concerfor the state of arecosystem. A
good exampldor this process arthe discussions in the Pacific Northwest of thated Stateswhere the
survival of the spottedwl is dependent on thgreservation and the sustainablanagement of old-growth
forests.

The health and sustainability kéystone speciesan also b@neindicator forthe resilience of a
habitat orecosystem. The preservation of an ecosystem in a pisstefree from all human interaction,
can be the objectivenly of a limited number of conservatiefforts. In all other instances, the ability of an
ecosystem taeact and to a certaiextentadapt tohuman interaction isrucial. The importance of the
resilience of an ecosystem lies in this ability to adapt while maintaining its distinctive features.

In particular, resilience refers to the ability to maintain the integrity of ecological functions. These
ecological functions include those that diectly valued by humans, for instance, aesthetic beautyglso
thosethat areindirectly valued through the “services” they rendeetmnomicsectors, such as agriculture,
forestry, fisheries or tourism by absorbing pollution, providing and maintairéngmercially valuable
species or by serving as genetiservoir. Ecosystem resiliencetlais closely relatedbut not identical to
the maintenance of the species containedl imAt leastover a limited time-period, theariety of species
could, in principle, be maintained, while ecological functions and resilience are already damaged.

Since Chapter 3 igproviding a host of biological, chemical and physical informatignlength
should, indicatively, be three to five pages.
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4. Impacts on economy and welfare
- direct economic losses
- economic valuation of damages to public goods (if applicable)
- effects of adverse incentives on budget, efficiency and employment
- beneficiaries of inaction and bearers of costs prior to implementation

Activities that causedamages to biological diversity and ecosystems have direct and indirect
impacts on human welfare. These impacts can be differentiated in three categories ecdirentic
impacts, damages to publjpods connected with biodiversity aedonomicimpacts of adverse incentives.
First, there are those impactshat directly affecteconomicactivities. This carinclude the valuation of
“traditional” economicallyvaluable resources suels,for instance, minerals, timber or fresh water. It also
includes reductions to the value of activitthat sustainably uskiodiversity, such as ecotourisnThese
damages translate into private lossesrfdividuals working in thesectors concernedrhis first category of
economic impacts also includes damages to potential benefits from the utilisation of genetic resources.

Second, therare impacts on publigoods connected with biodiversitguch as existence and
option values for distinct species or ecosystemsthe.appreciatiofior their beauty and thelreingpart of
nature.While a series of methoder the monetary evaluation of these pulgandvalues are available, the
ecosystenmapproach tdiological diversity suggests caution in the interpretation ofdtreved values: the
monetary expression of the value of single elements of biological diversity necessarily implies the isolated
consideration of these elements. One value of biological diversity lies in the interconnection of a multitude
of biological elementand functions and in the complexity this generat€bus inthe case of biological
diversity, the monetary expression of anytselements will onlycapture a fraction of its value part of a
larger ensemble.

Economic valuatiortan behighly valuable forthe focusing of publiopinion as well agor the
guidance of policy by helping to integrate biodiversity concerns into economic decision-maldag.b# an
incentive measure dits own by correcting for information failures or it carovide valuable inputor the
development of incentiveneasures. Howevewyhile helpful in certain policy contexts, the monetary
valuation of damages to biodiversity is not required for the implementation of incentive measures.

Third, the economigressures and adverseentives discussed i@hapter 2.3 cahave adverse
impacts not only on biological diversity. The abolition of subsidies, for inst&ouakl reduce the burden on
government budgets aralpriori, increase economic efficiencithus, inprinciple, their removal can bring
beneficial economic as well as ecological benefits. Of course, the cost of subsidy m@sinterms of
those alternative policy objectives that were originally pursued with the help of subsidies.

The individual case studies on tineplementation of incentive measutfes the conservation and
the sustainable use of biological diversirgnot the place to engage in artendedanalysis of theyeneral
arguments against the provisionguvernmensupport forsingle industries. It is necessary thoubpht all
impacts ofgovernmentactions,including adverse impacts on biodiversiogsts totax payersgeconomic
efficiencies and employment considerations receive adequate attention.
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The costs tgovernment budgets of tleeipport to sectors or activiti®gth negative impacts
on biodiversity should be cleartated. Themploymentresultswith the adverse incentive in place should
also be briefly contrasted with tleenploymenteffects of a sustainable use of the biodiversity resource in
guestion, in the absence of adverse incentives. Employreaied by the sustainable use of biodiversity
hasthe added advantage of being able to progitploymentor indigenougpopulationswhose knowledge
and practices could thereby be profitably maintained.

In addition to those three categories of economic damages, those thiatugperrythe main burden
of thesecosts, asvell as thosgroups thabenefit from the situatiowithout incentive measures to conserve
and sustainably biodiversity should be cleadgntified. Chapter 4should comprisabouttwo to three
pages.

5. Implementation of incentive measure(s) and context

Chapter 5 isconcerned with the incentive measure chosen in eade study and its
implementatiorprocess. Chapter 3 has analyt®sl situatiorthat requireghe implementation of incentive
measures. Chapter 4 has brounlgether any related information enonomicimpacts. Chapter 5 draws
together the informatioaboutthe actualmeasure designed to remedititat situation. Particulaamphasis
is paid in this context to issues of stakeholdeolvementdistribution, institutionatevelopment, the social
and cultural context and the generation and dissemination of information.

5.1 Identification of actual or planned incentive measure
- category of measure (regulation, market incentive, property rights definition etc.)
- objective of incentive measure
- reason for choosing measure

Incentive measures for the conservation and the sustainable use of biological divenségrasdo
induce individual agents to include the foitlvate and public value of biological diversity in theagonomic
decisions.Chapter 5.Ihould identify and describe the proposedhglemented incentiveneasure of each
case study. Of particulanterest arethose incentiveshat rely on private behaviour in markets for a
transmission of this value. As a basisiftentification could be employed thable on pagaine of Saving
Biological Diversity: Economic Incentives The table distinguishebetween positive incentives,
disincentives, indirect incentives and the removal of perverse incentives (see Appendix 1).

A different set of categories could be constituted firgt, measures thakalise the private use
value of biodiversity through the creation of property rights and markets; second, mézaineslise the
value of biological diversity as a publipodthrough instruments such aesvironmentataxes, standards, a
transferable quota systems or the creation of a protactedand third, the reduction of uncertainty and an
increase in information in order to avoid unsustainable short-term exploitation of resources. The measures
should correspond to the analysis of the policy failur€hapter 2.2 that was #te bottom of the pressure
on biological diversity.

Related to these poin@hapter 5.1hould also briefly discuss the preciggective of the measure
as part othe overall aim to conserve amdstainably use biodiversity, agll as theactual reason it was
ultimately selectedor. In a reaworld context, the two might differ. In discussing tkasons fochoosing
the measure also any methods of analysis, in partiectanomicanalysis, thammight have been employed by
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the policy-implementing decision-maker should be refetced This might include cost-benefiinalysis,
including the economic value of biodiversity, input-output analysis, scenario analysis or others.

Chapter 5.1should, nevertheless, not be londban one to twopages, sincanuch of the
background has already been prepared in Chapters 2.1-2.3.

5.2 Process of implementation and distributional effects
- beneficiaries of incentive measure and bearers of cost after implementation
- participation and negotiation
- enforcement and compliance

Chapter 5.2vould contain ashort description of thactualprocessof implementation. It would
draw together thaingle element&nd describénow they lead up to the implementation of the incentive
measure over time. In this subchaparticular attention should be paid to tliene dimension. The
implementation of an incentive measure ranges from the first identification of adverse pressures on biological
diversity over the analysis of underlying causes, over the build up of golaport forremedialaction,over
the selection of aappropriateincentive measure and ovigs legal implementationo, in last instance, its
enforcement. Chapter 5.2 should trace this evolution.

Incentive measurethat supporthe conservation and sustainable use of biological diversity by
realising its true private and public value contributthtomaximisation ofotal societal welfare However,
this does notneanthat everybodyprofits from theimplementation of an incentivmeasure. It jusimplies
thatthe benefits from an appropriatadiiosen andmplemented incentiveneasure outweiglts costs. In
principle, this wouldimply that the winners from the implementation of an incentive measure could
compensate the losers, whose welfare would stay constant, while increasing their own (and total) welfare.

Ideally, such compensatiowould take place and there would loaly winners from the
implementation of an incentiveeasure. In practickowever,such compensatiodoes not always take
place. There will thus be winners and losers from the implementation of an inceedisare, as theveere
winners and losers from the absence of incentiéasures. Thueven whernthe implementation of an
incentive measure remedies an inefficigitation, anchenceincreases total welfare, theage potentially
groups that will lose, since they profited in the past from unsustainable use (see Chapter 4.).

This has impacts on the feasibility of iheentivemeasure. To the extetfitatbiological diversity
is a publicgood the number of peoplieat benefit fromits protectionwill be alarge,while the benefit itself
will be relatively small for each person. On the contrary, the beneficiaries from unsustainable short-term use
in the absence @ppropriaténcentive measures might bmwv in numberbut their individual benefitsnight
be relatively high. Althougtotal benefits from protectiowill outweigh thecostsdue to the high number of
beneficiaries, it is frequently takdar a fact thathe interests of small, well-organised intemgstupswith
individually largestakeswill have aneasiertime to beheard and to influence polidhan the interests of
large groups withindividually smallstakes. Similar effects can arise in conflioktween long-term and
short-term interests.

The maximisation of total welfare througiiie appropriateconsideration of biodiversity concerns
indicatesa priori little aboutthe fact whether the distributional impacts ofcentive measurefor the
conservation and the sustainable use of biological divessiydesirable or not. Howevemcentive
measures thgbromote the wider application giractices relevant fothe sustainable use of biodiversity
through indigenous and local communities, #ratwould presumably make thatter “thewinners” of such
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an incentivemeasure, do receive additionsiipportfrom Article 8(j) of the Convention on Biological
Diversity. Of course, all distributional issues take place in the context of Article 3 Gbthentionthat
states the sovereign right of states over their resources.

The solution of distributional questions directly relates to questions of stakeholder participation in
the implementatioprocess and any negotiatiotiat have preceded or accompanied Relevant questions
in this context arehave groupgoncerned either by the environmeritapacts or thémplementation of the
incentive measure been consulted in advance? Did ¢ineaps have a possibility tice their concerns
during the process?And finally, how does thg@rocess ofmplementation relate to other regional, national,
or international initiatives.

Particular emphasis should, finally, be on those aspdctd become relevanafter the legal
enactment and institutionalisation of an incentiveasure. Thuguestions of compliancend, if applicable,
enforcement should be discussed. Compliance and enforcanessibsely linked to the question of the
distributional impacts of the incentive measure and how they further or hinder the process of implementation.
Compensation scheméar losers, for instance,might increase the feasibility of incentive measures by
reducing monitoring and the enforcemensts. Acompleteanalysis of the costs of the measwitt thus
have to firmly link efficiency andlistributional considerations. The length ©hapter 5.2could vary
between two and three pages.

5.3 The role of information and uncertainty in the implementation process
- information about biodiversity value and environmental impacts
- information about economic impacts
- technical information
- cultural (indigenous) knowledge

Information, its generation and distribution, or the lack of it, permeates every aspect of biodiversity
policies. The lack of information about the value of biodiversity does not allow its adequate conservation, or
fails to makeits use sustainable. Lack offormation is equivalent to uncertaingboutthe trade-offs
between the benefits of biological diversity and the econanticitiesthatdiminish these benefitsTherole
of information is also directly linked to tleiltural and social context. Attitudes and perceptaashaped
by different sets of information. The provision atissemination of informatioaboutthe different private
and public values of biological diversity have a direct impact orctlteral patterns and afgart of the
successful implementation of incentive measures.

The provision of informatioraboutthe value of biological diversitgan in itself constitute an
incentive measure. To the extettiat the loss of biological diversity is perceived as a loss of welfare
comparable to the costs and benefitseobnomicactivities, the value of biodiversity can be integrated
through market-based instruments istmnomic decision making. Howeveare has to be taken in the
choice of incentive measures as informatian be asymmetric. In such cadés, distributional impact of
the incentive measu@an have additional (and frequently unforeséecgntive effects on the provision and
availability of information in the first place (see Chapter 5.2).

A good example of asymmetric informati@amd the impact ihas onthe choice of incentive
mechanisms is constituted by tHiest mover problem”; if a landowner finds a commercially useless species
that is threatened by extinction on his property, bonomicallyrational actionwould be to hide its
existence, if the incentive mechanism to conserve biodiversity is constituted by a redhktioestricts
commercially attractive activities. His action might be different, if the incentive mechanism is constituted by
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a different regulatiothatimposes restrictionsnly in combination withfor instance, a propertyax rebate

for land with a high biodiversityalue, reflecting the public interest. It would be helpfulcae study
authorscould identify similar problems in the course of the experience described and outline anyhaieans
have been chosen to deal with them.

Another particular aspect oiformation in the sphere of biological diversity consists in the
importance of the “knowledge, innovations, amdctices ofindigenous and local communitiesnbodying
traditional lifestyles relevarfor the conservation and the sustainable use of biodiversity” and the protection
accorded to them under the Convention on Biolodigeérsity. Such traditiondtnowledgecan also offer
useful guidance towardsethods ofresource management and conservaiog., frequency of prescribed
fires for weed control). Teome extenthis speciakind of information ispart ofbiodiversity itself and thus
becomes an objective, as well as an instrument, of conservation and sustainable use.

Lastnot leastthe question how thavailable scientific information relating to physicethemical
and biologicalfacts hasbeentreated in the designmplementation and the evaluation of gxcentive
measure is an important element of the case study. Indicators such as “number of species”, for instance, can
constitute a basis fatetermining a neefibr action or in establishinthe success or failure of @mcentive
measure. In this context not the information itself (which should baee contained i€hapter 2) is
relevant, but its strategic use in implementing the incentive measures.

Chapter 5.3houldthus also refer tthe state of(scientific) knowledge orthe basis ofwhich the
decision to implement an economic incentiveasure haseen made. It shoullso, if applicableindicate
research efforts thatccompanied the implementation of the incenthemasure. Its totdength should be
around two pages.

5.4 Framework and context of implementation
- explicit legal framework, property and use rights (formal constraints)
- cultural, historical and social context (social constraints)
- institutions concerned (including appropriate government level)
- internal evaluation and remedial process

As highlighted inChapter 2.2unsustainable pressures on biological result fpmiicy failures.
These policy omissions, while leading soboptimal situations, arpart of anestablished legal and
institutional framework. The introduction of incentive measurésuis aboutegal and institutional change.
In somecasesthe institutional framework igell laid out toaccommodate neand changed circumstances,
in other cases thisiight not be thecase. Implementation will then require additionhnsaction costs in
terms of changing institutions or setting g~y ones. Theaask of Chapter 5.4 is toighlight the different
legal, institutional and cultural processéwat aretaking place in the implementation on @centive
measure.

The formal institutional and legal framework conditions should be treated bhefiyrecisely.
The main decision makers in the implementation of the incemteasure, and, if applicable, the processes
involved inany appeal against thimplementation should be indicated. Also those institutionactors
concerned with monitoring and enforcement should be briefly introduced:oud$e, anynew institutions
created in the process of implementation need also to be mentioned.
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Of great importance fahe successful implementation iotentive measuresre so-called social
constraints, or thecultural, historical and social context.They are particularlyrelevant since the
conservation and the sustainable use of biological diversity involvesatisfer of &requently only vaguely
perceived‘public” good from an informal domain @bstless access and use intmare structuredsphere
where single elements of biological diversate “valorised” indifferent dimensionsuch agyenetic resource
value, recreational value, option and existence values afwdtiso If this transfer is to be successiohg-
standing perceptions and behavioyratlters othe relevantaictorshave either to be positively reinforced by
the incentive measure or to change, sometimes radically so.

The success of tHeplementation of an incentive measure will frequently depend on the degree to
which the implementatioprocess manages to integrate the socialcaiftdral context. It is important that
the incentive measure implemented works in a fagtiahiscomplementaryather than contradictory to the
existingcultural context. Ishould work within this context, wherever compatible with the conservation and
the sustainable use of biodiversity. Tisis for suclcompatibility is the diligenstudy of the context,
mutual consultation and information, and, in last instance, adaptation of the incentive measure.

Finally, the question should be answered, whether an internal eval(sgimpposed to an external
evaluation such as the present OECD effort) of the successintémive measurexists. Lashot least, it
would be of interest if the implementation process foresees any mechanism to re-ajushtive measure
after firstexperiences. Preliminagvidencesuggests thabnly measureslesignedfor at least amedium
time horizon would havany beneficial impacts on the conservation and the sustainable use of biological
diversity. Thiswould make the existen¢er non-existence) of sualeview mechanisms an interesting point
to discuss. Due to its importance, Chapter 5.4 can be of up to three pages of length.

6. Policy relevant conclusions

Chapter 6will contain those elementhat will most directly feed into the handbodér policy
guidance on the implementation of incentimeasures. In fact, #hould provide, from the perspective of
individual authors, a short interpretationtbe results of th@receding threehapters with respect their
relevance for general policy conclusions.

6.1 Lessons learned

Chapter 6.1 should contain a fisginthesis of the case study with regard to the projectadtoal
effectiveness of the incentive measimglementedand the determinants @6 success, or failureDespite
its importance, this synthesis can be short and highlight on one page only the most important lessons learned.

6.2 Transferability of the experience

As a secondtep, a shotomment should be provided on the extent to whicltése studyould
be considered representative. Tirticularities of the case study should be evaluathdther they
constitute fundamentdlarriers tothe transferability of the results to other instances. Of course, each case
will have its unigue characteristics. However in somecases,thesecharacteristics may not regard the
fundamental working of the incentiveeasures. In other casele particularitieswill be such that the
incentive measure under consideration will not display the same characteristics in other situations.
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Minimum requirements concerning theansferability of the experience, such asnimum
institutional requirementsninimum biotic or ecological requirements and market requirements should also
be mentioned. The length of this discussion should not exceed one page.

6.3 Possible policy advice for implementation

Chapter 6.3hould contain dirst indication by theauthors ofthe individual case studieghich
general policy conclusions could be drawn from their csigdy. Of course, this indication can not
substitute forthe work of theOECD Expert Group to formulatgeneral policy conclusions. However, it
might prepare it angbrovide additionaliew points of view. In addition, the singlreatest barrier and the
singlegreatest positivenfluencetowards success of thplementation of the incentive measure should be
identified. Again, these elements for possible policy conclusion should be delivered on one page or less.

Total length of the case study

The totallength of atypical case studyvould vary between 18and 25 pages, as a result of
summing up the individual indicativehapter lengths. However, the chagargths were provided as a
rough guide forelativeweights. There is thus some added flexibility for individual researchdetgamine
the total length of their report.

5. Outreach, extension and co-operation

After their completion, the case studiedl be collected by theSecretariat for comparison and
synthesis. The comparison will not confine itself &tatistical analysis dhe different elementbut rather
focus on the identification and analysis of the most salient issues in the implementation of incentive measures
to alleviate pressures on biological diversity. In a s¢ap,the most successful solutions and the lessons
learned will be integrated in order developpracticalpolicy recommendations. Despite the grouping of the
individual case studies under ecosystems, the synthesisudisat of case studies treatioe particular
sector will also be included.

The results of this workvill be synthesised in a handbofike policymakers on how to proceed
with the implementation of incentiveeasures, and, in particulanarket-based instruments. The handbook
will contain pragmatic policy guidancagesignedor the use irOECD Member countries, based observed
best-practice. The elaboration of the handbwitikbe completed by th&ecretariat, possibhyith the help
of a consultant, under the oversight of the Expert Group on the Economic Aspects of Biodiversity.
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On thebasis ofthe case studies and building on the analytical insigateloped inSaving
Biological Diversity: Economic Incentivethe handbook will contain the following elements:

- an overview of the incentive measures, used by OECD Member countries;

- a sector-by sectooverview of adverse incentivahat areexerting pressure obiological
diversity;

- anindication of the critical issues that influence success and failure of an incentive measure

- the check-list of conditions that have to be fulfilled for successful implementation;

- a presentation of policy optioribat have been identified by thexpert Group ashe most
efficient solutions towards the conservation and the sustainable use of biodiversity resources.

The handbook would be comparable to 1881 OECD publicatio&Environmental policy: how to
apply economic instrumenthat contains guidelines on the geneusle ofeconomicinstrumentsderived
from the work of theOECD TaskForce onEconomic Instruments and the review roémber countries
experiences.

The results of the handbook will be oriented towards the policy ne€dE@D Member countries.
However, it is likelythat the experiences of tH@ECD Member countries and the thereof derived policy
guidancefor the implementation of incentive measures will provide insigtitspolicymakers beyond the
OECD. Atthe same time experiences with incentimeasures in hon-OECD countries might add new
considerations to be taken into account.

There areseveral possibilities to extend the work of tAECD Expert Group othe Economic
Aspects of Biodiversitypnce completed. The UNESCO Man anthe BiosphergMaB) Programme is
considering using a similar framewoflr the analysis of experiences withcentive measures. The
Secretariat of the Convention on Biological Diversity is preparing a report on incentive measures for the next
Conference of theParties. UNCTAD iscompiling developingcountries’ experiences witincentive
measures in the framework of the implementation offiisé phase of its Biotrade Initiative. UNEP is
considering a capacity-building programme in the field of incentive measures to be financed by the Global
EnvironmentFacility. While the OECD work is highly recognised iall these instances, the work of the
Expert Group, anthe resulting handbook, wilirst andforemost aim at providing policy guidanfar the
conservation and the sustainable use of biodiversity in OECD Member countries.
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APPENDIX |

Table for the Classification of Incentive Measures

from Saving Biological Diversity: Economic Incentives

Positive Incentives

e agricultural land set-
aside schemes

* public or grant-aided
land purchase
 wetland reserves

* covenants/conserva-
tion easements

* cost-sharing/manage-
ment agreements

* species enhancement
schemes

e customary cultivation
of biodiversity

* international biodiver-
sity transfers

* incentive payments for
organic farming

* taxation and fiscal
measures

Disincentives

* user fees

* non-compliance fees
« fines for damages

* environmental liability
« performance bonds

« habitat mitigation
schemes

» marine pollution
liability

Indirect Incentives

« individual transfer-able < reduction and

fishing quotas

» tradeable develop-mentagricultural support

rights

* property-right
mechanisms

* Species com-
mercialisation

* biodiversity
prospecting deals

« forestry offsets

* air emission trading

* effluent discharge
trading

* tradeable water
entitlements

* wetlands mitigation
banking

* joint implementation

* debt-for-nature swaps
* international franchise
agreements

* eco-labelling

Removal of Perverse|
Incentives

restructuring of

harmful to biodiversity
* introduction of
agricultural conservation
compliance measures

» reform of public
forestry concession
pricing, licence fees,
reforestation fees, and
royalties

» full appraisal of forest
benefits

» discontinuation of
below-cost timber sales
» reform of tax structures
* full cost pricing for
water services

* appraisal of
biodiversity impacts in
the transport sector

* road pricing

» costing of biodiversity
loss in energy investment
appraisal
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