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l. INTRODUCTION

1. In paragraph 11 of decision VII/18, on incentive aswres, the Conference of the Parties
requested the Executive Secretary “to prepare, ooperation with the OECD and other relevant
international organizations, an analysis of exgstmd new instruments that provide positive incerst
including traditional laws and practices which gete positive incentives, their interaction witthet
policy measures and their effectiveness, includivar requirements for successful application, iiades
limitations and shortcomings, and to develop prago®n the application of such positive incentive
measures and their integration into relevant padicprogrammes or strategies, for consideratiothby
Subsidiary Body for Scientific, Technical and Teclugical Advice at a meeting prior to the eighth
meeting of the Conference of the Parties”.

2. The present note analyses existing and new instrigrtbat provide positive incentives for the
conservation and sustainable use of biodiversiyreguested in decision VII/18. It complements the
note by the Executive Secretary prepared undeittis (UNEP/CBD/SBSTTA/11/8), which presents a
synopsis of the analysis as well as the proposalhe application of such positive incentive measur
and their integration into relevant policies, pagmes or strategies.

* UNEP/CBD/SBSTTA/11/1.
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3. By paragraph 8 of the decision VII/18, the Confeenof the Parties invited Parties,
Governments and international organizations to subase-studies, best practices and other infoonati
inter alia on “the use of non-monetary positive incentive sueas for the conservation and sustainable
use of biodiversity as an initial step in the omgpiexamination of incentive measures, including
traditional laws and practices which generate p@sitincentives”. The Executive Secretary
communicated this invitation to Parties, Governreeahd relevant organizations by notifications
076/2004 and 077/2004 as well as 026/2005 and 0@B/Zertinent submissions received further to this
invitation were taken into consideration in thegametion of the present note and are synthesizeah in
information documentt/

4. Parties and Governments as well as relevant irtienad organizations and experts were invited,
by notification 2005-063, to review the first dmaftof this note as well as of document

UNEP/CBD/SBSTTA/11/8. Further to this invitatidhe following Parties provided reviews: Argentina,

Canada (two reviews), Czech Republic, European Qamtgnand its member States, Kenya, and the
Netherlands.

5. Moreover, comments were also provided by the Uniiations Food and Agriculture
Organization (FAO) and from the Organisation foo&amic Co-operation and Development (OECD).
Reviews were also provided Prof. Paul J. Ferraepddtment of Economics, Georgia State University,
Atlanta, USA; and by Dr. Renat Perelet, Institute $ystems Analysis, Russian Academy of Sciences,
Moscow, Russian Federatia.

6. Like other types of incentive measures, positiveentive measures seek to address a
fundamental underlying cause of biodiversity losghe fact that those in a position to preserve
biodiversity and use biodiversity resource in at@nsble manner often lack sufficient incentiveslo

so. This lack of incentives is exacerbated byfélce that the benefits of activities that destroylegrade
biodiversity tend to be short-term, direct, andilgasaptured by individuals while the benefits of
conserving biodiversity tend to be long-term, iedirand diffuse, accruing not only to individualgt b
also to societies-at-largg.

7. In this context, the proposals for the design anplémentation of incentive measures, endorsed
by the Conference of the Parties at its sixth meetas far as they are consistent with Partiesbnat
policies and legislation as well as their interoa#il obligations, already underline that positive
incentives can influence decision-making by recoigig and rewarding activities that are carried fout
conservation and sustainable use biodiversitygnd that public financing is applicable in siioas
where desirable activities would not be undertakghout support, or to create a differential indav of
such activities where it is not feasible to disem& the undesirable alternatiggthat is, through
measures acting as disincentives such as taxdmoyes)s/

8. The review of the submissions received and of iteeature shows that there is a wide range of
positive incentive measures available and appliednicourage the conservation and sustainable use of
biodiversity. One important insight of the analyisishat, while it is useful to share experiences lzarn

1 The full submissions can be found on the websftehe Convention, under “programmes and issues”,
“economics, trade and incentive measures”, at wiodif.org .

2/ The Secretariat gratefully acknowledges the \@kigupport of Ms. Sarah Richardson in the prepmaraif
this note.

3/ Kiss, A. 2001.

4/ Decision Vi/15, annex |, paragraph (36) (h).

5/ Ibid, paragraph 37 and the table referred to.

6/ The Millennium Ecosystem Assessment, in its Biedsity Synthesis Report, has also recognized that

positive incentive measures such as payments anketagor biodiversity and ecosystem services Haeen partly successful
and could be further strengthened. See Millenniwwoskstem Assessment (2005), page 11.
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Box 1: A tax incentive for protected areas and watesupply areas in Brazil

Some states in Brazil have large-scale land-usgatiens due to protected areas and water supplgsa and are
at an economic disadvantage because of the caristradevelopment. Furthermore, the federal Govent in
Brazil redistributes the ICMS (value-added tax)the country’s 26 states on the basis of valued édde
generated. As a result, states with many protezteds receiver lesser allocation from the fedgoaernment,
despite the environmental benefits they provide.

In response, an Ecological ICMS was introduceabim tates, providing extra fiscal compensatiorpfatected
areas and/or water supply sources. The initiativetie Ecological ICMS came from the Parana staté, its
implementation involved participation by a rangeoaganizations including federal, state and muiichodies
and non-governmental organizations.

The results of the measure include an increaseeimamber and size of protected areas, an incieasgenue
for participating states, reinvestment of revemie protected areas and the adoption of the Eadb¢CMS by
other states. The initiative is subject to an ahnexgew to ensure that it is meeting its objecéiead to suggest
any improvements.

Sourct. UNEP/CBD/COP/3/2:

from those of other countries and regions, positiaentive measures need to be applied in a flexibl
manner and be adapted to local conditions. Onedsigs not fit all.

9. In accordance with paragraph 8 of decision VIt note is divided into two sections, which
deal with monetarand non-monetarincentive measures, respectivdlyhas to be noted however that in
many cases, the distinction between monetary anehmametary measures is blurred. For instance, both
monetary and non-monetary incentives are typicgdigerated under community-base natural resource
management programmes. Based on the descriptimharalyses provided in these sections, section IV
considers possible requirements for the succeapfulication of positive incentive measures.

.  MONETARY INCENTIVE MEASURES: OVERVIEW AND
ANALYSIS OF EFFECTIVENESS, POSSIBLE LIMITATIONS
AND SHORTCOMINGS

10. Positive monetary incentives involve the use of daunto reward the achievement of
biodiversity-friendly outcomes or to support adie$ that promote the conservation and sustainase

of biodiversity. In many countries, monetary indea$ are also generated through the use of braaks o
governmental levies such as taxes, fees or tdh#fs grant advantages or exemptions for activities

are beneficial for conservation and/or sustainabke(see box 1 for an example from Brazil).

11. Because of their financial and institutional capacequirements, payment-based measures are
most common in developed countrigsHowever, there are also recent initiatives tolapponetary
positive incentive measures in a number of devalpmiountries. These initiatives typically focus on
establishing payments for environmental amenitiesluding the services that are provided by
biodiversity resources and functiofsee box 2 for World Bank activities in a numbeiLafin American
countries, and box 3 for a case from IndgaDifferent terms are used interchangeably in ileedture to
describe this concept: “payments for environmestalices”, “payments for ecological services”, or
“payments for ecosystem serviceg”. Sometimes, the term “compensation” instead afyfpents” is

also proposed.t/

7/ OECD 1996.

8/ See also the case study information provided hglo@bia and Thailand and summarized in
UNEP/CBD/SBSTTA/11/INF/15.

9/ On the concept of ecosystem services see incphati the recent work of the Millennium Ecosystem
Assessment.

10 See Prisma 2003.
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Box 2: Current World Bank work on payments for environmental service:

The World Bank is working with several clients tevelop systems of payments for environmental sesyim
particular in Central and South America. Bank-supgmb operational work on payments for environmerjtal
services includes:

» The Ecomarkets Projectwhich support€osta Ricds system of payments for environmental servicéss T
project includes a US $32.6 million loan from theid Bank to help the government ensure currerglte
of environmental service contracts, and US$8 mmiljpant from GEF for the biodiversity services pded
through the program.

e The Regional Integrated Silvopastoral Ecosystem ManagenProject which is piloting the use o
payments for environmental services as a meanmodueaging a shift from unsustainable agricultuyal
practices to sustainable silvopastoral practic&salombia, Costa Rica andNicaragua.

* On-going project preparation work il Salvador, Ecuador, and theDominican Republic aimed at
developing pilot programmes on payments for envitental services.

e Assistance tdMexico in carrying out a survey of land management peastiin theejido sector (which
includes most of the remaining forest area) to ligpign a system of payments for environmentalicesV
and provide a baseline to monitor its implementatio

According to the World Bank, the process of desigra system of payments for environmental serweesbe
broken into several steps:

1. Identifying and quantifying environmental services- What environmental services does a given lard |us
generate? How much of that service is generated?hamw much is the service worth?

2. Developing systems of environmental services paymntsrthat work - How are payments actually to Qe
made in order to achieve the desired change indaadsustainability efficiently?

3. Paying for systems of environmental service paymesit How can payment systems be financed?
4. |Institutional issues- What are the institutional preconditions for ffeyments to be possible?

5. Political economy issues How do we deal with the political economy impliions (i.e. winners and losers)
of setting up and enforcing payments?

Source: World Bank home page, http://www.worldbank.

12. These programmes are generally based on the okiserthat different forms of resource use
can generate a variety of ecosystem serviceshhtitisers typically do not receive any compensdtion
such services. As a result, they usually ignorentiremaking their use decisions. Often, this eadlto

use decisions that are socially sub-optimal. Reitiog of this problem has led to efforts to deyelo
systems in which users are compensated for theygtems services they generate. In this way, users
would have a direct incentive to include these isesvin their use decisions, resulting in more abci
optimal uses1y/

13. Monetary incentive measures can be further diffimead into direct and indirect approaches.
Direct approaches generally involves paying relegators to achieve biodiversity-friendly outconoes
conversely, to not achieve biodiversity-harmfulammhes. Indirect approaches seek to support aesviti
or projects that are not designed exclusively taseove or promote the sustainable use of biodiyersi
but also have the effect of contributing to thesgctives.

1y See the presentation of the work of the World Bam payments for environmental services, at
http://mww.worldbank.org/.

12/ See for instance Ferraro and Kiss 2002, FernagdSampson 2002.
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Box 3: Incentive based mechanisms for watershed magement in Indie

A project in the Changar region, Himachal Pradesieks to develop compensatory mechanisms| for
watershed protection services and improved liveld® In the Kuhan catchment, upstream residents,and the
stewards of the watershed, depend predominantlppen grazing and animal husbandry while downstrégam
residents depend predominantly on agriculture. Higtes of siltation have been observed in downstre¢a
irrigation systems, which could be reduced by redugrazing, protection of common lands and increps
vegetation cover in the upland catchment. While mkiveam users could benefit from these ecosysterites,
upstream communities do not have an incentive twige them to the extent necessary because thayotl(
contribute to the management of the upstream areas.

In this situation, the project seeks to develophrodgh intra- and inter-village facilitation — ja
transaction-based mechanism by which receiverseo$érvice can compensate upstream residentsdageh in
land use and management practices to secure watigpsbtection services.

Source Submission of the Government of India to the 8&arat of the Convention on Biological Diversity

A. Direct approaches

Conservation instruments

14, Direct approaches typically involve the acquisitibased on a voluntary programme offered by
private or public actors, of certain or all use atelelopment rights of an area in exchange for a
payment. A number of instruments seek to move ayatef productive use:s/

(@ The outright purchaseof the land through government funds or by nonegomental
organizations, or in combination, with the aim ofiservation, is one option;

(b) Long-term retirement (or set aside) scheniegolve payments by Governments to
farmers who agree to remove environmentally semsiti important habitat farmland from production,
for instance, by returning farmed or converted amdl back into a functional wetland environment;

(© Conservation leases, covenants or easenaatgontractual agreements between private
landowners and public or non-governmental orgaiuimatthat typically involve some restrictions to an
owner’s existing property rights with regard todause.

15. The biodiversity-related benefits of such programmmkearly increase with the length of time
land is removed from productive uses, a featuré ey limit the effectiveness of some programmes.
Additional nature management strategies that télee dontext of the specific ecosystem fully into
account will be needed in order to restore thesanea targeted and effective way. A careful dedec

of eligible areas in target regions will often becassary to avoid the designation of tiny, fragmeent
land set-asides scattered among highly intens#ggttultural lands14/

16. Substantial monitoring and enforcement costs asecated to ensure compliance in particular
with easements and covenants once they are ebidhli; particular if payments are frontloaded ithie
first few years of the easememt/ Ongoing payments, however, may need a substadiainistrative
overhead, which is why it is suggested that, whigarting agricultural land from certain intensivees,
the outright purchase may be more cost-effectiaa thayments in perpetuitye/ On the other hand, the

13 OECD 1996.

14 OECD 1996. For instance, it is under discussitietiver the period envisaged for long-term landas@tes
under the European Common Agricultural Policy (2@rg) is sufficient to generate substantial enviremtal benefits.
15 Millennium Ecosystem Assessment, volume threaptdr 5. It has to be borne in mind, however, ttaér

initiatives will also imply costly monitoring.
16/ OECD, 1996.
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Box 4: Biodiversity stewardship payments: The Busffender Trial in Australia

An example of voluntary payment programmes as httoachieve environmental objectives is the Bushder
Trial, conducted in Australia by the Governmenthe State of Victoria. In this programme, bids weoeight
from landholders for entering into contracts to emake a range of vegetation management actiorss.bids
were evaluated using a “biodiversity benefits ifdard accepted on the basis of best value for momnbg
Government of Australia has identified the follogibenefits of voluntary payment programmes:

« Provide private landholders with the financial n@®@s to undertake conservation activity
* Contracts may be varied to match different envirental and economic contexts, increasing fhe
economic efficiency of the incentive instrument;
* Preserve landholder autonomy are likely to be peedeas fair, thereby lowering any enforcement
costs.
« Biodiversity stewardship payments may be partidylasell suited to managing threats to biodiversity
that require active and ongoing monitoring and rgangents efforts from landholders, particularly [in
relation to outcomes that are difficult and costlynonitor.

Other programmes are being developed includingtianma initiative modelled on Bush Tender with pams
being made to private landholders for agreeingndentake biodiversity conservation activities. Paestralian
Government is developing principles to guide theigie and implementation of biodiversity stewardship
programs and to ensure the efficiency and cost#&ffness of public funding, including:

« Allocation of biodiversity stewardship paymentstba basis of best value for money, assessed irsterm
of the contribution of the landholders’ actions #&vds achieving public good biodiversity objectives.
* Avoiding payments for actions that are likely to dfenet benefit to landholders, individually or as
group, or that are otherwise part of landholdexgal obligations;
« Allocating payments on a competitive basis, by ianatg mechanisms, with all landholders who can
contribute to the desired outcomes being eligiblpdrticipate in the program.

The submission states that the competitive conditessociated with the tender mechanisms help etisatr no
unwarranted economic benefit is conferred on omelyction sector to the detriment of competing pomas,
either in Australia or overseas.

Source Submission by the Government of Australia to Executive Secretary of the Convention on Biologi¢al
Diversity.

challenge of ensuring the envisaged land managewi#rgometimes remain irrespective of ownership.
For instance, when some extensive farming is neédexttain the biodiversity objective (such as for
instance the maintenance of traditional crops)ha@ities may wish to abstain from engaging in ‘stat
farming”. Moreover, shorter-term contract will peege the option of adapting the “conservation
portfolio” in accordance with new information oretbcological value of the land.

17. The funding of monetary positive incentive measisean important issuez/ Australia reported
on the use ofevolving fundsas an innovative mechanism to reduce the level@fies that need to be
available on a permanent, long-term basis to pwelaad protect biodiversity-rich lands and impdrtan
habitats18/ In addition, taxes or fees that generate disiticesn towards environmentally harmful
activities could also be used.

Improving the environment performance of resourse u

18. Payments can also be made part of policies andraroges that seek to improve the
environmental performance in sectors such as dgriey forestry, or fisheriesncentive payments under
direct approachedypically involve cost-sharing and management agwents, whereby payments are
made to reimburse landholders for the incremerusi of providing non-marketable biodiversity-rethte
services. In return for the payment, users of thmlibersity resource agree to contribute to the

17/ Their funding requirements need to be comparedonty with those of other measures, but also i
costs of inaction with respect to biodiversity losess of biodiversity is often irreversible. Thenger decision-makers wait to
act, the greater the costs societies will ultimatelve to pay. See OECD (2005).

18 See UNEP/CBD/SBSTTA/11/INF/15 for details.
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maintenance of biodiversityld/ Such incentive payments are used in many deedl@ountries, but
also to some extent used in developing countriesssiply under the “payments for
environmental/ecological/ecosystem services” apgraaxplained earlier. Examples include: payments
for wildlife and wildlife habitat conservation, du@as compensation of crop losses due to foraging
wildlife, conservation leases for wildlife migratiocorridors, performance payments for endangered
species; payments for the use of endangered la&ties; payments for the improved provision of
ecosystem services such as for instance the hyicaleservices provided by foresgs/

19. Ensuring the cost-effectiveness of payments bydingithe over-compensation of recipients is
another means to reduce the funding needs for patypnegrammes. Avoiding overcompensation is also
important as payments, in particular if higher timtessary to meet the environmental objectivd, wil
give a competitive advantage to recipients in ddimex international marketgy/ According to the
literature,auctioning mechanisnere useful tools to increase the cost-efficierfcgayment programmes
and to avoid overcompensatia@a/ if some conditions are met3 Such an auctioning mechanism is for
instance used in the Bush Tender Trial programnfustralia (see box 4).

20. The World Bank observes that an undifferentiateghEnt system that pays everyone the same
will be much more expensive than a targeted schardewill also make it difficult to tailor interveiohs

to the particular requirements of given situatieaéHence, defininglear “terms of reference that is,

a system of specific, measurable and time-drivgaatives and targets and associated indicatonsgis

as baseline standards or benchmarks for the diigilof payments, will also contribute to the cost-
effectiveness of the measure. For instance, iblkas pointed out that deadweight effects mightlresu
particular from programmes that seek to maintaisteyg environmentally-friendly practices, becaitse

is difficult to identify the cases in which userouwid indeed switch to less environmentally-friendly
practices without the programme, that is, to dgtish these cases from the cases in which useedymer
threaten to do so in order to receive payments §thealled rent-seeking behaviour). Stringent but
realistic baseline standards would help to allevititis problem. A comprehensive set of specific,
measurable and time-driven targets and associatkchiors would also minimize the risk of unexpdcte
reactions by the target actors of the programm#) wossibly adverse consequences for biodiversity
(“you get what you pay for”).

21. A low take up by relevant actors under voluntargemtive programmes may also result if
maintaining their current biodiversity-harmful ptiaes is artificially made attractive for them bgher
governmental policies and programmes. Téraoval of policies and programmes that generategrse
incentives will therefore be an important element to ensuddicp coherence and increase the
effectiveness and cost-efficiency of monetary itieerprogrammes.

22. In the case of agriculture, for instance, a re€@BCD report notes that, in a number of OECD
countries, agri-environmental policies and agrioat policies can be found to be pulling in oppesit

19 Kiss, A. 2001.

20/ See Ferraro and Kiss (2002) for a more exterdis@ission and examples.

21/ See OECD 2000, Latacz-Lohmann 2000.

22/ Information asymmetries between landowners agdlators as regards the (opportunity) costs of ymiag

the ecosystem services risk to lead to informatiaeats for landowners in form of overcompensatiomder payment
programmes. Auctions can help to alleviate thisbjgm and thus contribute to cost savings. See kdtabmann and van der
Hamsvoort 1997; Ferraro 2005.

23/ They include: (i) a geographical scope which udels a sufficient amount of bidders, thereby avgjch
problem of “thin” markets and subsequent poor cditipe, and (ii) tenders that are awarded, to tkiert feasible, on the basis
of outcomes instead of concrete activities, becdiasing awards on concrete activities will leadnefficiencies if similar
activities generate different conservation bendfitdifferent geographical areas.

24/ The Bank cautions that there is a trade-off betwihe benefits of a targeted scheme and its aslmtive
costs. Se®eveloping Systems of Environmental Services Pagmiémat Workat http://www.worldbank.org/.
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Box 5: Agri-environmental measures in the European Communit

Agri-environmental measures are a compulsory elémethe rural development plan of member Statethef
European Community. Support for agri-environmentedasures represents by far the biggest share of the
European Community’s rural development expendittimat is, 30% of the total of the European Agrigrét
Guidance and Guarantee Fund (EAGGF). According ¢mitoring data provided by the Member States, the
share of agricultural land enrolled in agri-envimental measures in total utilised agricultural draa increaseg
from approximately 15% in 1998 to 27% in 2001. le tyear 2001, this share varied considerably betwee
member States, ranging from less than 10% of tfa agricultural area for Greece, Spain and thénaidinds to
more than 75% for Finland, Luxembourg, Austria Swekden.

The objective of the measures is to support adticail production methods designated to protectimmqpiove
the environment, maintain the countryside, promateironmentally favourable extensification of fangiand
conserve nigh nature-value farmed environmentsdiBésity-oriented scheme may address for example:
grassland management by mowing, hedgerow maintenara creation of mixed-species hedgeros,
establishment of buffer zones, management of setniral habitats, crop rotation stabilisations etc.

The member States have defined codes of good fgrpriactice in their rural development plans that ax
baseline for agri-environmental measures and patgmien less-favoured areas. According to the Eusop
Community, the codes, which refer to Community emwvinental legislation and set standards based, tiave

proven to be a valuable tool for minimising potehtiegative environmental effects of the agricalkactivity

and ensuring that agri-environmental support dediveore environmental benefits.

Source Submission of the European Community to the EtteeBecretary of the CBD

D

directions .25 Policies to redress environmental damage are thme® implemented in the context of
production and input-linked support measures tbatrdoute to environmental damage. The report notes
that “the coexistence of such policies can makeatt&@nment of environmental objectives less certai
and more costly that would otherwise be the casd’a@ncludes that “the reform of agricultural prag
would assist the achievement of environmental divjes by correcting the government failures that ca
complicate agri-environmental managemend’.

23. Monetary positive incentive measures generallyieataide range of environmental objectives
and an equally wide range of possible designs, Wwiscwhy it is very difficult to give a general
assessment of the effectiveness and cost-efficiehpgyment programmes. For instance, in the abnte
of agriculture, the performance afjri-environmental programmes terms of the gains for biodiversity,
the cost to achieve those gains, and the distabutif such costs, are said to largely depend on the
programme design and implementation as well ahermpéculiarities of the agricultural regions taeget

by the programme and the general policy framewonilace (see box 5 for agri-environmental measures
in the European Union). The difficulties in assegghe performance of agri-environmental programmes
for the conservation and improvement of biologiakrsity are also underlineglz/

25 The OECD notes that “the effectiveness of paysémis been compromised when they have been
implemented together with more production-linkegomart policies associated with environmental protdé See OECD
(2003c), 71.

26/ OECD (2003c), 76. According to the European Comityythere are ongoing efforts to minimize thiska
of coherence in the member States of the Community.
27/ Such methodological problems include: ill-defingidlogical goals, lack of scientific reference erél on

the relationship between biological processes amdifg practices, the complexity of ecological wogs and their resistance to
change, the only partial influence of agriculturetbese workings, and the difficulty of correlatiagricultural and biological
data on different scales. See Rougier (2002), SEE®UNEP (2004). The NAFTA Commission for Envirant Cooperation
(CEC) concludes that “progress in honing non-pautindicators capable of showing changes in biediity, forest cover,
habitats and ecosystems remains less developeckaadghly less quantitative than pollution-relabedicators” (CEC 2002).

/...
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24, Some empirical studies note positive results folodiversity of agri-environmental
programmes. 28 A recent review of 62 evaluation studies from dfgan Union countries and
Switzerland notes however that not all existingleaton studies have been carried out to the highes
level of scientific rigor, particularly in the ared biodiversity impacts, which are often partialijfa
costly to measure; and that more monitoring wowdyenerally desirabled/ The authors conclude that
a general judgement of the effectiveness of agrirenment schemes is not possible because of aofack
sufficiently rigorous studies, and call for: (ipdated and refined indicators and data; (i) impbv
monitoring; and (iii) comparative analyses of th#eetiveness of individual agri-environment
schemessy/

International incentive measures and mechanisms

25. The implementation of positive incentive measurestioe local or national level may have
international effects. For instance, it was notegaragraphl9 above that excessive payments risk
conferring an unwarranted competitive advantageéhto recipients. However, there is also another
important dimension. Biodiversity resources ancdhctions, as well as successful policies and
programmes that protect or enhance these resoancefunctions, often provide ecosystem services of
regional or global importance. Put otherwise, @eB and programmes that seek to stop and revegse t
rampant biodiversity loss often generate substapdisitive spillovers on the regional or globaldésy/
They provide therefore important entry points faternational cooperation and/or finance, such as
through biodiversity-related official development assis@an(ODA) 32/ and through theGlobal
Environment Facilit GEF).33/

26. Furthermore, they also provide entry points for tfesign and implementation of innovative
international positive incentive mechanismgth a viewto reward the provision of these ecosystem
services34/ It has been said that traditional markets faibtiequately handle exchanges of ecosystem
services and money, and that it would be usefdttidy practical international measures regardirg th
exchange of ecosystem servicg®. As concrete examples, reference is frequentlydemso the
mechanisms promoted by the Kyoto Protocol to théddnNations Framework Convention on Climate
Change36/ The Conference of the Parties to the ConventonBiological Diversity has already
recognized that international incentive measuresulsh be consideredz/ and that the Kyoto
mechanisms can serve as a model for the Convemtiomiological Diversity: In paragraph 6 of
decision V/15, on incentive measures, the Confer@fiche Parties urged Parties and other Goverrament

28/ The European Commission’s Evaluation of Agri-Eoaimental Programmes, undertaken in 1998 and based
on 150 evaluations, recorded highly positive resfdr reduced input measures, especially orgamiuife, nature protection
measures and maintenance of landscapes, but sdialtits with extensification, set-aside for 2@ays, and public access,
resulting in low take up (EC 1998).

29 See Kleijn and Sutherland 2003.

30/ EEA/UNEP (2004) concur. This study also recomnseimbroving the geographical targeting of payments
with regard to high nature value farmland.
3V Benefits include for example the existence vadtteibuted, by the population in developed coustri®

many species in developing countries, or the coution of genetic information incorporated in ttémhal landraces to the
breeding of modern crop varieties.

32/ See UNEP/CBD/SBSTTA/10/INF/22 for a more exteagiNscussion.

33 Since its operation as the financial mechanism1@94, the GEF has allocated US$1.551 billion to
biodiversity with a co-financing of US$3.66 billion

34/ The Proposals for the Design and Implementation of ihtiee Measuresprovide a list of existing

instrumerE, but also caution that the list isecwhprehensive and thaater alia international incentive measures should also be
considered in a similar fashion. See decision V/l&fhex 1, paragraph 37.

35 Perelet 2005.
36/ ibid.
37/ Decision VI/15, Annex 1, paragraph 37.
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to explore possible ways and means by which ingentieasures promoted through the Kyoto Protocol
can support the objectives of the Convention oridgical Diversity.

B. Indirect approaches

27. Payments under indirect approacha® given in a number of countries to support #ass or
projects that are not designed exclusively to comgser promote the sustainable use of biodiversity,
have the side-effect of contributing to these diijes, for instance, in the context of theneration of
markets for biodiversity-related goods and services of community-based natural resource
management programmashich have been established for instance in a numbeastern and southern
African countries3g/ Examples of measures provided include suppotthéo conversion to organic
farming or programmes for the development of eawism in specific biodiversity-rich regions, or the
marketing of other biodiversity-related goods amdviges such as, for instance, non-timber forest
resources. Community-based natural resource marmaggrogrammes typically rely on the involvement
of local communities in for instance wildlife comgation or sustainable forestry management. In the
pertinent literature, the generation or sharingesfenue for these local communities is recognized a
key element in these programmsgs.

28. Some argue that such indirect approaches may bectest effective than the direct approaches
discussed aboved However, financial sustainability is also to tensidered—from this perspective,
successful market-creation many fare better than,irfistance, programmes that rely on ongoing
payments.

29. The concrete performance of an indirect mechanigiragain depend on a number of factors,
such as the programme design and implementatiarethss the ecological, climate and socio-economic
peculiarities of the target region, as well asghreral policy framework in place and the politiadl to
address biodiversity decline.

30. For instance, with regard to the promotion of oigdarming by agri-environmental payments,
undertaken by a number of countries, the OECD oastithat “sweeping generalizations need to be
avoided” as regards the impacts of organic agucelbn the environmentl/ Recent literature reviews
generally indicate that organically managed fietdsl farms have greater biological diversity than
conventionally managed sites, and that organic ifagmgenerally shows superior environment
performance42/ However, critics argue that it may often be moost-effective to provide relevant
public goods by conventional agriculture plus othgri-environmental measures, than by supporting
organic farming. Furthermore, the reduced proditgtiof organic farming is also said to potentially
contribute to further pressure for land converdmmagricultural purposegs/ In consequence, the need
for robust, scientifically-based indicators is fueqtly underlined to enable the assessment of itepac
and the evaluation of tradeoffs between differénti& of production systems/ With regard to support
payments, the OECD concludes that “while such paysnmay mean the difference between converting
or not, there is a risk that such payments wiltéase production of some organic foods above trad le

3g See Mogaka et all 2001. The publication reviewshsprogrammes in the following countries: Angola,
Botswana, Eritrea, Ethiopia, Kenya, Malawi, Mozagu#, Namibia, Somaliland, South Africa, Sudan, Baie Uganda,
Zambia, Zimbabwe.

39 See Mogaka et al. 2001, Pagiola et al. 2002, &BuMills, N. and I.T. Porras (2002).

40/ Ferraro and Simpson 2002, Kiss, A., 2001, Feramd Kiss 2002. See also the Millennium
Ecosystem Assessment, volume three, chapter 5.

41 OECD 2003b.
42/ See Dabbert (2003), Bartram and Perkins (2008),y(Report (2002), 88-89.
43/ See Bruulsema (2003).

44/ Vetterli et al (2003).
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of demand, leading to surpluses and a reductidgheomarket premium. Some policies may also reduce
the competitiveness of organic producers in otlemtries, constraining the development of organic
agriculture there.2s/

International aspects

31. In the context of indirect approaches and markeatoon, the negotiations within the World
Trade Organization (WTO) on paragraph 31 (iii) bé tDoha Development Agenda may generally
become relevant for the marketing and internatidreade of biodiversity-related goods and services i
particular from developing countries. Under thiandate, WTO members are currently negotiatiog

the reduction or, as appropriate, elimination offtand non-tariff barriers to environmental gocaisd
services.46/ Depending on the definition of environmental gea@hd services that will eventually be
adopted by the WTO, these negotiations may alsaribate to foster markets in biodiversity-related
goods. Hence, theemoval or reduction of trade tariffs for biodivéysrelated goodsmay act as a
monetary positive incentive measure for consermasind sustainable use of the associated biodiyersit
resources.

32. An important element of the discussion is whethad dow to include environmentally
preferable goods (EPP) into a definition of envinemtal goods and services. Their trade liberabpati
would create more important export opportunities rfany developing countries (when compared for
instance with the liberalization of trade of higith clean-air technologies). As biodiversity-ratate
goods would also qualify as EPP, this discussioof ispecial interest to the Convention on Biologica
Diversity. One important problem is however howdistinguish EPP from other, very similar products.

33. A number of international programmes provide moryesaupport to the more indirect approach
of creating and fostering biodiversity-related markets developing countriesOne example is the
UNCTAD Biotrade Initiative, which seeks to promdiade in goods and services derived from the
sustainable use of biodiversity. Country programnage being developed in Bolivia, Colombia,
Ecuador, Peru and Venezuela. In addition, regipnagrammes promote the dissemination of national
experiences and knowledge at the regional leveleldp regional activities, and support regional
cooperation. Currently, UNCTAD Biotrade is coopergtin two regional programmes: the Andean
Biotrade Programme with the Andean Development @arfon and the Andean Community, as well as
the Programme Bolsa Amazonia with the Brazilian-gomernmental organization Programme Poverty
and Environment in Amazonia (POEMAY/

34. Equator Ventures, an investment programme basddeoded finance and capacity development
for biodiversity enterprises in the most biodiversiich locations of the world, under the Equator
Initiative, also provides suppons/

45 OECD 2003b. In this context, the FAO notes thatversion is often hampered by high start-up costs,
conversion requirements, high costs of inputs fficdities in obtaining organic certification. SEAO 2003.

46/ It has to be borne in mind that this mandate phsased by the Doha Ministerial Declaration, is not
necessarily related to the concept of “paymenefasironmental services” described above.

47/ See http://www.biotrade.org.

48/ The “Equator Initiative” is a partnership thatifys together the United Nations, civil societysimess,

governments and communities to help build the dapaad raise the profile of grassroots efforts@éduce poverty through the
conservation and sustainable use of biodiversity.
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Box 6: Examples of no-monetary positive incentives for the conservation rad sustainable use o
biodiversity in some member States of the Europea@ommunity

Czech Republic

. Environmental education and public awarenessCarried out through the National Programme and
the following Action Plan for 2004-2006.
. Environmental Awards. “Award of the Minister of the Environment” awadlannually for a specia

contribution to the environment. The “Award JosefWwbusek” awarded for the best University diploma
thesis with an environmental focus. President'srdwa State Decoration for merit in the field of the
environment. An anti-environment award “Ropak” givéo the man or company with the magst
environmentally unfriendly behaviour in the pengogear.

. Certification — ISO certificates, especially ISO 14000 series.

The Netherlands

. Covenants within the food chain (e.g., supermarkets, foodustry and farmers’ associations) pf
organic foods, promoting certification systems.

. Procurement. The Dutch Government is preparing a policy ontanable procurement which may
result in better market share of certified produrti

Spain

. Certification. Coupled with environmental indicators for the pation of responsible markets.

Source Submission of the European Community (EC) andnigsnber States to the Executive Secretary of|the
Convention on Biological Diversity.

. NON-MONETARY INCENTIVE MEASURES: OVERVIEW AND
ANALYSIS OF EFFECTIVENESS, POSSIBLE LIMITATIONS
AND SHORTCOMINGS

35. Measures that are frequently identified to prouid@-monetary incentives for conservation and
sustainable use of biodiversity includiger alia:

(a) Public policies such as procurement, educationresearch;

(b) Community recognition, possibly through communisbd natural resource
management, and environmental awards;

(c) The creation of markets for biodiversity-relate@dds and services including through the
establishment of certification and labelling scheme

(d) In many instances traditional laws and practices @enerate non-monetary incentives
for the conservation and sustainable use of biosltye

36. Policies that put in place so-callegreen procurementtake environmental aspects into
consideration in public and institutional procuremeHowever, the experience of the European
Community in this area suggests that it may beadiff to introduce biodiversity issues in a contri
buying goods services or works and that the mdstiefit way may be to require compliance with
relevant legislation or with the need to protecdiversity when executing a contraed/ It notes also
that there are challenges associated with thetliattthe contracting authorities often lack theassary
environmental knowledge to include environmenta&nednts into their procurement procedures, and,
moreover, that “green” products/services may b&limore expensived/

49 See UNEP/CBD/SBSTTA/11/INF/15.
50/ ibid.
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Box 7: Joint forest management (JFM) in India as arexample of noi-monetary positive incentive

JFM is a co-management approach, which recognizesdépendence of local communities on the
forests and involves them in the sustainable manegeof the resource. The system lays out broadetjoes
for an institutional arrangement involving the Ibpaople to jointly protect and manage forest resesiin return
for the benefits from it. By 1996 there were 84,&82M committees covering 28 States in India andliring
around 83 million families.

According to the government of India, this apprqaghich plays a crucial role in the successful ienpéntation
of sustainable forest management practices, cgntbatientify the value of non-monetary positiveantives as
well as lessons learnt. These include the following

« Institutionalization of peoples’ involvementinstitutionalizing peoples’ involvement in sustable
natural resource management has encouraged a pmfcesform of local policy for the protection and
sustainable management of forests.

« Empowerment at the local levelillagers participate through the village couneii the Executive
Committee of JFM and villagers have developed kesia utilizing the forest produce.

* Awareness of the need to manage environmental reses to be successful, JFM should be preceged
by attempts to generate awareness about the neegnage the environmental resource base.

< Accrual of benefits degraded forests have been rehabilitated, biegltyehas been improved and the
quality and quantity of forest produce has alsmkirereasing.
* Learning experience for governancdFM is a learning experience for governance inaéresource
management.
< Adaptive approachseveral objectives that extend beyond forest grament are achieved through JHM
through the involvement of local communities.
Source submission of the Government of India to the Exee Secretary of the Convention on Biologigal
Diversity.

37. Community recognition and environmental awaags designed to encourage good corporate and
other governance favorable for the conservationsastiinable use of biodiversity. A number of Rarti

to the Convention notified the Secretariat thatythese awards to reward environmental-friendly
activitiessd/ The Equator Initiative, referred to above, alselides the Equator Prize, which is a
prestigious international award that recognizestanding local efforts to reduce poverty througé th
conservation and sustainable use of biodiversithil&®Vawards usually have a monetary component, the
formal recognition by the community or society aois an important hon-monetary incentive for the
conservation and sustainable use of biodiversity.

38. Community-based natural resource management progeammentioned in paragragfi above,
also generate non-monetary incentives (see boxr7af@ase from India). The involvement and
empowerment in natural resource management alomerates awareness and a sense of responsibility
with positive impacts on patterns on natural reseuwnse. Transparency, participation, inclusion and
ownership are important factors in the effectivgpemerment of communities2/

39. Creating marketdo promote conservation and sustainable use isnportant tools3/ While
market creation typically aims to create finandiaentives for the prospective market participains,
form of the revenue that can be earned for instémorigh the sale of biodiversity-related goodstkaia
creation often occurs through non-monetary meach sis the removal of barriers to trading and the
assignment of well-defined and stable propertytsgBee box 8 for some important aspects identified
the OECD.

See UNEP/CBD/SBSTTA/11/INF/15.
See also the submission from Thailand in UNEP/CERSTTA/11/INF/15.
OECD, 2003.
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Box 8: Facts about market creatiol

Description: Markets can be created through the clear dedimitif property rights over resources or thei
use, and the allowance of trading in these rights.

Advantages:  Result in the most efficient allocation of restmeg between competing users, and generptes
appropriate prices for them; low monitoring requients.

Disadvantages: May be imperfect where there are (large) exteeffakts and/or monopolies.

Applicability: ~ When clearly defined property rights can be ditabd and upheld for easily identifiabl
goods and services, transaction costs are low énangd interested parties are numerqus
enough to allow regular trade.

Source. OECD 1999: 0.

=

(0]

40. This instrument is based on the premise that ratidlders of these property rights will
maximize the value of their resources over time #redr conservation would be better assured than
under open-access regimes, where users often résoshort-term exploitation on a first-come,
first-served basis. This reasoning is most eamglied to biodiversity resources that contain giev
market value, such as commercially valuable fisltlst, or other biodiversity resources, such asdimb
and non-timber forest products. In fact, open-asq@oblems and/or poor regulation have often meant
that in the past, these markets were often assaciaith a decline rather than the salvation of
biodiversity. In the case of development of masketr eco-tourism or nature tourism, which relies o
the health of complete ecosystems as a vital infngre is a long-term commercial interest in the
conservation and sustainable use of biodiversggueces.

41. Certification and labellingare important non-monetary incentives from thespective of
providing consumers with biodiversity informatioand may in many cases be a key element in the
development of markets for biodiversity-related d@@nd services that are produced in a sustainable
way. However, the fact that many of these marketsain relatively small-niche markets for the
moment54/ and the fact that there is in many cases a cogysoliferation of labelss/ puts limitations

to the effectiveness of this approach. UNCTAD ufides that these instruments should not erect new
hurdles for market access for or producers of bmdity-related goods and services, in particutar i
developing countries. Certification costs shoultpud an onerous burden on these produgefs.

42. In a number of cases governments have used magahanisms in the management of open-
access resources. By granting specific use rigidslay permitting the trade of these rights, thesated
markets on the allowed resource uses that enhastefficiency. For instance, the assignment df-we
defined property rights has been employed in cammeevith the management of commercial fish stocks
in the form ofindividually transferable quotafiTQs) as well as private ownership of forestenda
ITQs in fisheries can be used to mitigate the inga@é commercial fishing on the fish stock and in
marine ecosystems (see box kbj.

43. Under the wetlands mitigation system in the Uniidtes, incentives were generated for private
actors to establish or restore wetland areas thatbe used for mitigation banking purposes. This
concept could provide a model to promote the caagien of biodiversity, whereby developers of
sensitive lands or habitat, in addition to theing@®l obligation to avoid and mitigate environménta

54/ For example, while eco-labelled goods will typigaachieve premiums of between 1% and 4%, organic
foods, which are perceived by consumers as detigdrealth benefits, can achieve premiums of upbés in the United States
and Europe. Vangelis, 2002.

55 OECD, 2003.

56/ SeeUNCTAD’s Work on Environmental Goods and ServiBggfing Note WTO document TN/TE/INF/7.

57/ See also UNEP/CBD/SBSTTA/11/INF/15 for a scoppaper on how to apply the concept in a CITES

context.
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Box 9: A new Tweed from “Forest Sheep” Wool: Qualiy production and the use of sheep genet
resources for extensive pasturing

In the Muhlviertel region of Austria, a market diea project was initiated to preserve valuablety@s which
were home to the Bohemian gentiabefitianella Bohemiga a highly endangered plant, over 300 species of
butterflies and over 200 species of grasses arfasharost threatened with extinction. The best wapreserve
such habitats is to use the pastures as grazing.l&dtowever, in the past 50 years sheep husbaradnpéen
almost completely abandoned in favour of diary dodl-usage cattle, and the pastures are used megnior

recreation, afforestation, and intensive agriceltuirhe project sought out a suitable breed of sheeeclaim
the pastures, itself endangered — the “Forest Shéemrder to make it worthwhile for breeders tovést in
breeding these sheep the project sought to mankét wool, which is of a high quality, tweedy nauAfter

nearly 10 years of the project, the Boehemian gartias begun to return to the grazed areas antithbers of
breeders of “Forest Sheep” has grown from 30 to 60.

A number of lessons can be drawn from the sucdetbésgproject:

e The value of the wool as a product is critical lamging the attitudes of the breeders with resfmegene
conservation

e Subsidies alone will not prevent the extinctionaforeed. Besides a coherent breeding programme to
maintain genetic diversity, a market for the pradubowever small and regional, has to be created.

« Funding for animal breeding gene conservation selsetras to be planned in breeding generationg. A
minimum of five breeding generations (in this c&% years each) is considered necessary to saxeed p
from extinction.

* Gene conservation is effectively built arotingsitu conservation.

e There must be good dissemination of information r@griaterested parties including government and NGOs
Governments have a key role to play in encouragatgvant parties, facilitating technical and finahc
support serving as a coordinator and a clearingé&dar information.

Source Berger, Beate. 2003. “A new Tweed from “Forese&i’ Wool: Quality production and the use off a
sheep genetic resource for extensive pasturingdaBment for Biodiversity of the Institute for Orga Farming
and Biodiversity. Federal Research Institute forridgture in Alpine Regions. Austria; submission thie
Government of Austria.

damage, would also have the option to biodiversigdits (created through conservation activitieginf
intermediaries such as “biodiversity banks” (ser 1b2).

44, While market creation has often proved to be amcatiffe means for the conservation and
sustainable use of biodiversity, a number of cluoiaditions need to be met, and limitations alsiste
(see box 10 for some lessons learned from praaigaériencesksd In particular, the incentive for the
owners to sustainably manage their resources extenly to the privately appropriable elements of
biodiversity. As many of the benefits of biodivieysare not privately appropriable, and these bignhef
often represent significant public goods, full bisefor conservation and sustainable use are aften
achieved without the application of additional regions or other types of incentive measugek.

Traditional laws and practices that generate pesitincentives

45, Traditional laws and practices that generate pa@siticentives is a broad topic considering there
are over 370 million indigenous peoples and thodsaof different groups with different laws and
customs. It is very difficult, therefore, to gerlera about the impacts of traditional laws and fices on
the conservation and sustainable use of biodiyersit

46. The survival of traditional practicescan contribute to the conservation and sustainaséeof
biodiversity. This is illustrated by the case of fReruvian “Potato Park” in the Pisac Cusco regiahe

58/ OECD 2004.

59 The Millennium Ecosystem Assessment, in its sgsaithreport on biodiversity, recognizes that moagket-
oriented approaches show considerable promisethatitmany challenges remain. Millennium Ecosystessessment (2005),
page 11.
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Box 10: Market creation: some lessons from experiee country, a recognized micro-
centre of crop diversity for

potatoes and other important
Andean crops. The “potato park”

e One size does not fit all.
« ldentify the benefits being provided clearly.
e Understand the links between ecosystems and ssrvice

+  Begin from the demand side, not the supply side. initiative is a community-based
«  Monitor effectiveness. agri-biodiversity project dedicated
«  Design flexible business models. to ensuring the survival of the
+  Ensure that the poor can participate. region’s genetic heritage. It helps
» Secure property rights. farmers maintain their traditional
«  Support co-operative institutions. potato harvesting practices while
» Identify products that the poor can sell. preserving the genetic integrity of
«  Provide access to start-up finance. their local varieties of

Source Submission by IUCN — The World Conservation Uniorthe potatoessd/
Executive Secretary of the Convention on Biolog@alersity..

47. There are many examples
where traditional laws and
practices include behaviour that inherently contigls to the conservation or sustainable use of
biodiversity. Many of the areas in the world witlgliest biodiversity are inhabited by indigenous and
local communities embodying traditional lifestyledio typically view themselves as guardians and
stewards of naturel/

48. Traditional law and practices may have applicatitiveg directly promote the conservation and
sustainable use of biodiversity. For example, sheites act as conservation areas for vital waterces

and also for individual species by restricting ascand behaviour. Moreover, traditional techn@sgi
such as fire use were part of extremely sophigttaiystems that shaped and maintained the balénce o
vegetation and wildlife. In many arid regions, thexline of fire management and the loss of sasited

that resulted when aboriginal peoples were ceamgdliinto settlements led to the rapid decline of
mammalsg2/

49. Another concrete case is the totems that are askigm individual clan group of Australian
aboriginal peoples. A totem is usually a speciggd in the tribal territory. As an Australianaci
cannot eat their totem, it is protected in the&aaof territorial responsibility. In consequenite tribal
territory constitutes a web of protected areastlfier different totem species assigned to the indadid
clans of the tribe. It has to be borne in mindwewer, that this incentive effect does not existdt
indigenous peoples knowing similar concepts ofrtate In North America, for instance, clans arerofte
allowed to eat their totem animals and other foofnsustainable use are put in place.

50. As with landholders generally, local communitieg @anore likely to employ environmentally
sustainable practices when they enjoy territoréausity and local autonomga Conversely, insecure
property and use rights may act as limitations tfaditional law and practices to generate positive
incentives for conservation and sustainable udeaafiversity.

60/ IUCN 2003.

61/ Posey, Darrell Addison. 199€@ultural and Spiritual Values of Biodiversith Complementary Contribution
to the Global Biodiversity Assessment. United Nasi&cnvironment Programme. Intermediate Technolagyi€ations.

62/ Sultan, Craig and Ross 1997 in Posey 1999.

63/ Posey, 1999.
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IV. REQUIREMENTS FOR SUCCESSFUL APPLICATION OF
POSITIVE INCENTIVE MEASURES

51. The evidence presented in the previous sectiongests that the application of positive
incentive measures often requires the complemerapjication of regulations or other instruments in
order to operate in an effective and cost-efficianner that maximizes synergies between the diiter
instruments. Hence, they need to be embeddedaherent overall policy framework providingrax of
measures

52. Defining priorities is necessary for effectively using monetary incentmeasures for the
conservation and sustainable use of biodiversityg fbp priority for any positive incentive measig¢o
slow, halt or reverse the process of loss of bedity. Given that it is not possible to apply them
everywhere biodiversity is being degraded, diregtnpents should in general be targeted so as teaehi
most value from a biodiversity perspectieg.

53. Tailored approachesre needed to encourage and reward holders anséos of biodiversity
resources for achieving conservation and sustanade under varying local circumstances. The wevie
of the previous sections has shown that therengla range of conceivable measures. The choickeof t
measures will depend on local circumstances. Qreedsies not fit all.

54. Particular attention needs to be giverdadining clear terms of reference including objees,
measurable targets, associated indicators as webaseline standards or benchmafésthe eligibility
of payments. They minimize the risk of unexpect=ttions by the target actors of the programmid, wi
possibly adverse consequences (“you get what ypiiqrg. 65/

55. Effective monitoring was identified as an important precondition foe timely and thorough
evaluation of the performance of positive incentiweasures. This evaluation can contribute to ensure
that successful measures are more widely appliddhat unsuccessful measures are improved orisif th
appears to be not possible, no longer applied.

64/ OECD 1996, Kiss, A. 2001.

65 Real-world examples of efforts that seek to nthet condition are the Codes for Good Farming React
defined by the Member States of the European Contynon the biodiversity benefits index defined imetAustralian Bush
Tender Trial.



UNEP/CBD/SBSTTA/11/INF/11
Page 18

Box 11: Individual Transferable Quotas (ITQs) for fisheries management

Fisheries are often open-access resources whesedtha costs of over-fishing are not internalirethe fishing
activity. Under open access, fishing will tendrierease past the point of maximizing fishing incaméhe point
where all positive profits to be garnered as reainfthe resource are dissipated. As this may notirogntil a
harvest level above the maximum sustainable yibid, can lead to over-fishing of the target speeied even
the collapse of the commercial industry. Therefareasures to restrict fishing activities are oftenessary.

The essential cause of this pressure is the nateexie of property rights over fisheries resourbasassigning
property rights over marine areas is generallyfeasible (except with stationary species such affish beds).
However, rights can be assigned over the harvesfitige commercial species, in form a quota whighargntee
the holder the right to harvest a certain percent#ghe total allowable catch for the seasonulftgs are maded
tradeable, fishermen can trade them in accordaritte their individual preferences and costs, whichl W
minimize the cost of reducing the allowable catohstistainable levels. The mechanism of definirtgtal

allowable catch and splitting it into tradable qu@ also sometimes referred to as a "cap-and-tragieroach.
In order to avoid the creation of rents and spdimrathe initial distribution of ITQs can be untiken by an
auction mechanism.

A case study on ITQs produced for the OECD fourad thhile the allocation of individual, tradable dgador
the use of fish stocks can be an effective medsummanaging the target species, ITQs by themsehight not
be sufficient to protect other species or the surding ecosystem. Complementary measures are often
necessary.

Thus while ITQs can provide valuable incentivesifigreasing fishery profits while ensuring the haitireg

sustainable levels of particular fish species, #&ymost effective when accompanied by other eafoent and
regulatory measures, such as limits of days atwmper of size of gear until, and conditions onrgeal vessels
— to ensure their social and environmental compiagib

Source Adapted from OECD 1999, based on Gudmundssoh, 81998.

56. The successful application in particular of mongtiaicentives measures requiragpropriate
institutional structuresthat can ensure adequate monitoring of the perfocmaf the measure, set
priorities, resolve conflict, coordinate individudehaviour, and allocate and enforce rights and
responsibilitiesgéd/.

57. Institutional capacity building and trainingvould be needed in developing countries where
existing institutions prove to be deficient and #eertise in designing and implementing incentive
measures in accordance with local conditions iskwea

58. The successful design, application and implementadf positive incentive measures requires
the effective cooperation among all relevant stakeh@decluding not only the owners and/or current
users of biodiversity resources, but also the heiagies of ecosystem services, the private secion;
governmental organisations, and local communitiesuting indigenous and traditional communities.
Cooperation among relevant governmental agenciedl &vels can enhance synergy between positive
incentive measures for the conservation and swibinuse of biodiversity and other governmental
policies and programmes, and will therefore be mpoirtant contribution to successfylolicy
integration Cooperation can also enhance synergy betweefieratit governmental and
non-governmental policies and programmes as welleween governmental policies and programmes
and traditional laws and practices, and can alsdribmte to the mobilization of funding.

59. People are more willing to take voluntary actiond are willing to pay more for conservation
when they have an improved understanding of theieosity resources under threat and why their
existence may be importast/ Furthermore, such an understanding needs to Gtedan society’s

66/ Ferraro and Simpson 2002.
67/ OECD, 1996.
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values and beliefs in order to use community orietgpcrecognition as a tool for rewarding
environmentally-friendly activities. In consequen@ising awareness and disseminating informat®n
one important component associated in particuldin ¥ie success of non-monetary positive incentives
for the conservation and sustainable use of biosltye

60. New policies and programmes for the conservati@hsaurstainable use of biodiversity, including
positive incentive measure, need to take into atcthe existing value and belief systeafsesource
users and owners including local communities. Irtipalar, the traditional laws and practices ofdbc
and indigenous communities may in many cases genenaportant non-monetary incentives for
conservation and sustainable use of biodiversitythese cases, new policies and programmes should
build upon these traditional laws and practices s8ek to foster the incentives generated by thather
than implementing redundant or, worse, contradjctoeasures which generate perverse incentives.

61. Assessing the values of the targeted biodiversgpurce by applyingaluation toolsor strategic
impact assessment methodologmeay also contribute to raising awareness and tgemaprove the
effectiveness of non-monetary-positive incentiveaswges. Their application would also improve
decision-making by providing critical informatiomrf the calibration and fine-tuning in particular of
monetary positive incentive measuresCapacity-building to this end should be undertaken as
appropriate.

62. Voluntary certification and labelling schemae possible tools to increase awareness and foste
decision-making that prioritizes biodiversity-frelg goods and services. The unnecessary proliberat

of certification and labelling schemes should bei@ded. Capacity-buildingshould be undertaken for
small and medium-sized producers in particularewatioping countries with a view make them aware of,
and enable them to take advantage of, potentiakehapportunities that support the conservation and
sustainable use of biodiversity.

63. Sufficient funding is arguably the most straightforward preconditibor the -effective
implementation of monetary positive incentive measu It has frequently been noted that voluntary
programmes suffered from poor take up because dgemgnts under the programme were too low to
substantially change the incentives of target acéaf Policy measures and mechanisms that increase
the effectiveness as well as cost-efficiency ofitp@s incentive measures can also contribute to
minimizing the funds needed for an effective impdstation of monetary programmes.

64. A low take-up by relevant actors under voluntargeintive programmes may also result if
maintaining their current biodiversity-harmful ptiaes is artificially made attractive for them bgher
governmental policies and programmes. fdraoval of policies and programmes that generateqrse
incentives will therefore be an important element to ensuddicp coherence and increase the
effectiveness and cost-efficiency of monetary itieerprogrammes.

68/ See, e.g., EC (1998).
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Box 12: Wetlands mitigation banks in the United Sttes

Under federal environment law in the United States\d owners needing to mitigate or compensate |for
authorized impacts to wetlands associated with ldpmeent activities may have the option of purchgsiredits
from an approved mitigation bank rather than résgpor creating wetlands on or near the developraiet A
wetland mitigation bank is a wetland area that bagn restored, created, enhanced or (in exceptipnal
circumstances) preserved, which is then set asideompensate for future conversions of wetlands |for
development activities.

Wetlands mitigation banking may be pursued by aeguwment agency, a corporation or a non-profit ogion
under formal agreement with the relevant regulaaggncy. As of March 2005, approximately 100 ratiign
banks were in operation or were proposed for caaostm in 34 states across the country, includimg first
private entrepreneurial banks.

According to the United States Environmental Prad@cAgency (EPA), the following benefits of mitigen
banking can de identified:

e Banking can provide more cost effective mitigatéord reduce uncertainty and delays for qualifiejemts,
especially when the project is associated withragrehensive planning effort.

e Successful mitigation can be ensured since theandsl can be functional in advance of project ingpact

e Banking eliminates the temporal losses of wetlaallas that typically occur when mitigation is iatgd
during or after the development impacts occur

e Consolidation of numerous small, isolated or fragted mitigation projects into a single large parmely
have greater ecological benefit

« A mitigation bank can bring scientific and planniegpertise and financial resources together, tlyereb
increasing the likelihood of success in a way matfical for individual mitigation efforts.

Source EPA homepage.

65. The use ofeconomic instrumentsuch as competitive bidding procedures is anatheortant
tool to increase the cost-efficiency of paymenigpamnmes and to avoid overcompensation, provided tha
the conditions for their successful application raue.

66. In a number of cases, thdirect beneficiaries of specific ecological sergasmn be clearly
identified and can then possibly be mobilized &snaing source.

67. The effective application of some monetary incezgivequires thairoperty rightsin land—not
necessarily private rights—are clearly establish€bvenants and conservation easements are a more
appropriate tool where land is privately ownedheitby individuals or by corporations, than whers it
held communally and/or without legal title. In commmal settings there must first be a reasonably
effective, legally recognized organization struetto negotiate and implement contractual arrangémnen

68. In some cases the implementation of the incentieagure may be unintended social or other
consequencesd In general distributional effectneed to be fully taken into account when designing
and implementing incentive programmes, and, ini@agr in developing countries, synergies with the
objective ofpoverty alleviatiorshould be maximized.

69. The substantial global benefits that result frora Successful implementation of policies and
programmes for the conservation and sustainableotidgodiversity in developing countries provide
important entry points for international cooperatiand/or finance, as well as for the design and
implementation of innovativenternational positive incentive measuresith a viewto reward the
provision of these positive spill-overs. In linetlva previous decision of the Conference of thei€sgrit
could for instance be explored whether similar i@ measures than those applied under the Kyoto
Protocol could also be used to support the objestof the Convention on Biological Diversity.

70. Dependent of their design, positive incentive measuand in particular monetary positive
incentive measures, may risk conveying a competitadvantage on recipients in domestic and

69 Kiss, A. 2001.
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international markets. Governments that designiamdement incentive measures for the conservation
and sustainable use of biodiversity therefore nieedarefully assess their international impacts and
ensure theiconsistency with international obligationg~or instance, as applicable, they may need to
ensure that tax breaks are granted in a non-dis@tory manner. As regards payments under
agri-environment programmes, they may need to ensonsistency, as applicable, with the WTO
Agreement on Agriculture. The Agreement disciginde so-called domestic support provided to
agricultural producers while also granting exempdido the reduction commitments for domestic
agricultural policies that provide support for sifiecgoals, provided they meet certain criteriatime
Agreement. Under the Agreement’s so-called “gréemx” for domestic support, payments under
environmental programmes are considered to havemat most minimally, trade distorting effects or
effects on production, and are therefore exempifreduction commitments, provided that: (i) the
eligibility for such payments shall be determinedpart of a clearly defined government environmenta
or conservation programme and be dependent on uligment of specific conditions under the
government programme, including conditions relatedproduction methods or inputs; and (ii) the
amount of payment shall be limited to the extratsas loss of income involved in complying with the
government programmag/

V. CONCLUSIONS

71. The present note has explored a range of new astinexmonetary and non-monetary positive
incentive measures for the conservation and swikEruse of biodiversity with a view to illustratesir
application and to derive elements that contriiot¢he success and or limitations of these measures
The analysis feeds into the note by the Executiger&ary on the proposals on the application of
positive incentives and their integration into waet policies, programmes or strategies
(UNEP/CBD/SBSTTA/11/8).

72. The note frequently underlined that positive inoexg will often not be effective if implemented
in isolation. As with incentive measures generatlyey are most usefully applied to address the
underlying causes of biodiversity loss when comthingth traditional regulations and/or economic
instruments. They should be flexible and tailoredspecific capacities and priorities, and should be
applied in a context that includes an appropriagal framework as well as an institutional contieit
supports policy integration and the active paratign of all relevant stakeholders. There is adrfee
capacity building in cases where the institutidnamework is deficient.

73. Moreover, it is important in the context of thiste®o develop a comprehensive understanding of
biodiversity values. This is important in termsrafsing awareness, setting priorities, and alseims
of identifying and calibrating the most cost-effeetmechanisms to employ.

79 See SCBD 2005 for details. Mandated by Artiddeo2the Agreement and reconfirmed by the Declaratif
Trade Ministers in Doha, in 2001, agricultural négiions are now under way at the WTO. See WTQudwnt WT/L/579 for
further information on the framework for these négg@ns that was agreed on by WTO Members in 2004; in particular
Annex A, paragraph 16.
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