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Foreword

Foreword

The loss and decline of biological diversity, and its economic and
ecological consequences, is now widely recognized as an urgent
global environmental problem. As a result, a concerted response has
emerged during the past three decades, including the development of
Multilateral Environmental Agreements (MEAs) that deal specifically
with the conservation and wise use of biological diversity.

In the context of implementing these biodiversity-related conventions,
the use of economic instruments has expanded significantly over
the last years. This reflects a growing understanding that economic
instruments can increase the efficiency and cost-effectiveness of
environmental management, create incentives for investment and
generate financial resources for preserving biodiversity.

Indeed, if well designed and used within the right policy framework, economic instruments
such as fiscal instruments and charges, financial assistance or the introduction of property
rights and liability systems can increase returns to activities that conserve valuable biological
diversity while discouraging behaviour that is detrimental to species and ecosystems. As
Hamdallah Zedan, the Executive Secretary of the Convention on Biological Diversity,
has commented, “Such incentive measures seek to bridge the profitability gap between
unsustainable activities and sustainable alternatives, thus inducing actors to conserve
biological diversity or use its components in a sustainable manner.”

This study looks at the current and potential role as well as the possible limitations of
economic instruments in the context of the Convention on Biological Diversity, the
Convention on International Trade in Endangered Species of Flora and Fauna and the
Ramsar Convention. It illustrates the main types of economic instruments for biodiversity
protection and identifies the three MEA’s principal provisions and negotiations on economic
instruments. Using numerous examples, the study suggests some thematic areas where the
use of economic instruments could be further developed and discusses some of the conditions
for the successful implementation of such instruments.

While there is already good cooperation among these MEAs, there are significant further
opportunities to realize synergies on the local, national and international level. This includes
the application of economic instruments that can assist in implementing more than one
Convention and the further identification of capacity building needs of developing countries
for the design and effective use of appropriate economic instruments in the future.

It is part of UNEP’s mission to provide support for such cooperation between MEA
Secretariats and negotiators as well as for capacity building activities aimed at policy makers
in developing countries. In this way, I hope that this study will be useful in helping countries
to pursue their path towards the protection of biodiversity and sustainable development.
Furthermore, it should support efforts to reverse the trend of biodiversity losses by 2010,
a commitment made by the world’s governments at the World Summit on Sustainable
Development. UNEP welcomes comments and feedback on this study.

——

Klaus Topfer
Executive Director
United Nations Environment Programme
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Economic instruments are increasingly recognized as having an important role to play in the
implementation of many multilateral environmental agreements (MEAs), including those that
protect biological diversity. Well-defined property and use rights can promote the conser-
vation and sustainable use of biodiversity, tradable catch and export permits can encourage
the protection of endangered species of flora and fauna, and incentives such as charges and
taxes can help to maintain critical habitats, including wetlands. For the purpose of this study
economic instruments are defined as “Instruments that affect estimates of costs and benefits
of alternative actions open to economic agents. Economic instruments, in contrast to direct
regulations, thus allow agents the freedom to respond to certain stimuli in a way they them-
selves think most beneficial.” (OECD, 1994, p.17.)

The importance of economic instruments and other incentives in implementing MEAs is
recognized in the text of a number of agreements, and in the discussions and decisions of
their respective Conference of the Parties (COP) and other subsidiary bodies. This paper
looks at the role and importance of economic instruments in the context of three specific
biodiversity-related MEAs — the Convention on Biological Diversity (CBD), the Convention
on International Trade in Endangered Species of Flora and Fauna (CITES), and the Ramsar
Convention on Wetlands of International Importance especially as Waterfowl Habitat
(Ramsar Convention).

These MEAs have already taken important steps to cooperate in achieving their shared objec-
tives. To complement these existing cooperative efforts and efforts involving other actors
regarding economic instruments and related incentives, this paper:

i Summarizes the main types of economic instruments relevant to biodiversity protec-
tion;
. Identifies the three MEA’s principal obligations and discussions regarding economic

instruments and incentives;

. Explores existing and potential synergies between these conventions and identifies
cross-cutting thematic areas where the use of economic instruments can be explored in
further detail;

U Discusses some of the conditions, such as valuation, stakeholder participation and
capacity building, for the successful use of economic instruments; and

i Offers preliminary suggestions for future work, both at the multilateral level within and
between the MEAs, and at the national level in designing and implementing economic
instruments.

The paper does not offer a definitive treatment of this complex subject, but rather seeks to
contribute to the ongoing discussions on ways to encourage and improve the use of economic
instruments to support the conservation and sustainable use of biological diversity.

Economic instruments and biodiversity

The use of economic instruments in the context of environmental protection has expanded
significantly over the last few decades. This reflects a growing understanding that economic
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instruments can increase the efficiency and cost-effectiveness of environmental management,
generate financial resources, create incentives for investment, and expand the involvement
of private agents in environmental protection. There is a wide range of different types of
economic instruments relevant to policy makers seeing to protect biological diversity and to
implement biodiversity-related MEAs. These instruments are summarized in this paper as
follows:

i Property rights can be established or strengthened to reinforce private incentives for
conservation, and to underpin other market-based conservation tools. Property rights-
based approaches include establishing clear ownership rights, conservation easements,
and communal property rights.

. Market creation and enhancement can be used to strengthen the role of the market
in guiding the allocation and use of resources, and providing economic incentives for
conservation. Market creation and enhancement includes establishment of carbon
sequestration offsets, tradable development rights, tradable quota systems, eco-label-
ling and environmental certification, and bioprospecting.

. Charges can be used to align private and social incentives, promote environmentally
sound behaviour, and raise funds for conservation efforts. Charges can include entran-
ce fees for protected areas, payments for water services, and schemes to internalize the
costs of pesticide or fertilizer use.

. Fiscal instruments can be used to discourage unsustainable production and consump-
tion practices and raise public revenues. Fiscal instruments include tax exemptions or
deductions, differential land use taxation and deforestation taxes.

. Financial assistance can be used to promote sustainable production and consumption
practices. Financial assistance includes targeted grants to promote sustainable liveli-
hoods and conservation, bounties or other cash rewards, conservation leasing and soft
credits and loans designed to encourage conservation activities.

d Liability systems can be used to modify behaviour by increasing the likely costs
associated with non-compliance with environmental rules. Liability systems include
environmental fines for non-compliance or environmental damage, and environmental
performance bonds and deposits.

. Environmental funds, while not per se economic instruments, can be used to com-
plement such instruments by financing conservation activities. Environmental funds
include endowment funds to support long-term projects, sinking funds and revolving
funds, and biodiversity venture capital funds.

These instruments, if well designed and used within the right policy framework, can promote
the conservation and sustainable use of biological diversity and help implement the goals of
biodiversity-related MEAs.

Reference to economic instruments in selected biodiversity-related MEAs

This paper examines what each of the above-mentioned MEAs says about economic instru-
ments and other incentives, and which of their obligations national policy makers can imple-
ment by using economic instruments.

d The Convention on Biological Diversity, as one of the principal international agree-
ments for the conservation of biological diversity, requires Parties to “adopt economi-
cally and socially sound measures that act as incentives for the conservation and sustai-
nable use of components of biological diversity” (Article 11). The CBD’s Conference
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of the Parties (COP) has referred to the importance of economic incentives in a number
of COP Decisions, and has offered recommendations on the design and implementation
of incentive measures (Decision VI/15).

The Convention on International Trade in Endangered Species of Flora and Fauna
aims to ensure that international trade in specimens of wild animals and plants does
not threaten their survival, and has emphasized that “for trade to be responsible and
based on sustainable use, social and economic incentives are needed”. (Strategic
Vision Through 2005, Goal 1). Its COP has called for a “review of ... national policy
regarding the use of and trade in CITES-listed species, taking into account economic
incentives.” (Decision 12.22, Economic Incentives and Trade Policy).

The Ramsar Convention on Wetlands of International Importance especially as
Waterfowl Habitat protects wetlands of international importance and has established
the goal of promoting “incentive measures that encourage the application of the wise
use principle, and the removal of perverse incentives” (Strategic Plan 2003-2008,
Objective 8). Additionally, Resolution VIII:23, entitled Incentive Measures as Tools
for Achieving the Wise Use of Wetlands, urges Contracting Parties to develop sup-
portive legal and policy frameworks for the design and implementation of incentive
measures.

These conventions have also emphasized the importance of cooperation in areas of shared
interest, and exhibit commonalities on a number of levels, including their subject matter and
objectives, their rights and obligations, and their programmes and processes. Parties to the
MEAs have stressed the importance of building on their existing areas of cooperation, and
establishing further linkages on areas of common interest. In particular:

The CBD’s COP has requested the Executive Secretary to promote coordinated action
on incentives with other international biodiversity-related agreements and relevant
organizations, noting specifically that the joint work plan of the Convention on
Biological Diversity and the Convention on Wetlands includes consideration of incen-
tive measures (Decision V/15).

The CITES’ Strategic Plan notes that “numerous linkages also exist between the aims
of CITES and those of other multilateral environmental agreements. Specifically, the
missions of CBD and CITES are closely related, thus necessitating a high degree of
cooperation and synergy. Cooperation and coordination with species management con-
ventions and agreements are equally important” (Strategic Plan Goal 5).

The Ramsar Convention seeks to “work as partners with international and regional
multilateral environmental agreements (MEAs) and other agencies” and specifically
to “continue to strengthen cooperation and synergy with the Convention on Biological
Diversity” and to “establish working relations with CITES” (Strategic Plan, Operational
Objective 13). It has also noted the references to cooperation by other bodies, such
as recommendation VII/9 of the CBD’s Subsidiary Body on Scientific, Technical and
Technological Advice, which stressed the need to examine the policies and program-
mes under different multilateral environmental agreements to ensure that they provide
mutually reinforcing incentives.

To support further cooperation between these conventions, this paper explores some of the
main thematic areas where economic instruments can be used by national policy makers to
enhance synergies between the MEAs.
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Thematic areas for enhanced use of economic instruments

While the three conventions adopt somewhat different terminology and approaches, they all
share the overarching concern of conserving biological diversity in its various forms, while
encouraging its sustainable or wise use. Under this overarching theme, this paper has iden-
tified a number of cross-cutting thematic areas where two or more MEAs have overlapping
competence, and where economic instruments could form a policy tool to achieve their com-
mon objectives. In some cases, MEAs have already developed important initiatives to work
in these areas, either individually or collectively; in other cases opportunities for synergy
remain to be realized. The thematic areas identified in this paper include:

In-situ conservation. Protecting biodiversity in-situ is a fundamental focus of the
CBD and Ramsar. As principally a trade-related treaty, CITES has focused less on
in-situ conservation, although this topic has been raised in discussions on the rela-
tionship between preserving species in-situ and captive breeding to produce species for
trade. The paper suggests an array of economic instruments, including property rights
approaches, market creation, fiscal instruments, charges and liability mechanisms that
are available to promote the goals of the conventions and protect biodiversity in-situ.

Sustainable or wise use. The CBD encourages use of the components of biodiversity
“in a way and at a rate that does not lead to long—term decline of biological diversity”
(definition, Article 2). CITES COP has stated, “trade in wildlife products may be bene-
ficial ... when carried out at levels that are not detrimental to the survival of species”
(Resolution Conf. 8.3). Ramsar promotes the “wise use of wetlands”, which means
“sustainable utilization for the benefit of mankind in a way compatible with the main-
tenance of the natural properties of the ecosystem”. Synergies for sustainable use may
be realized through mechanisms that support sustainable trade, promote eco-labelling
and certification, and encourage eco-region initiatives to enhance sustainable use of
biodiversity from specific geographic areas.

Ecosystem services. The need to preserve environmental or ecosystem services, such as
watershed protection, has been discussed extensively in the contexts of Ramsar and the
CBD. Economic instruments can both create markets for ecosystem services and ensure
markets reflect the full social costs and benefits of environmental conservation and use.

Financing conservation. Discussions within the three conventions have continually
emphasized the need for additional financing of efforts to conserve biodiversity. Financing
the conventions, and national activities to implement them, remains a major challenge.
Economic instruments such as charges and taxes can enhance incentives to conserve bio-
diversity and provide funds to support other conservation efforts. Funds can also be esta-
blished at the project, national or international level to finance specific activities.

Addressing perverse incentives. Providing positive incentives must be matched with
removing or mitigating perverse ones. CBD has given extensive consideration to “per-
verse incentives and their removal or mitigation™ (see, for example, Decision VI/15).
Ramsar has emphasized the removal of perverse incentives, including tax benefits and
subsidies, which encourage the destruction of wetlands (Resolution V.6). The proposed
CITES voluntary review of national legislation will take into account “CITES-relevant
taxation and subsidy schemes” (Decision 12.22). Sectors with a strong occurrence
of perverse incentives include agriculture, fisheries and forestry. Perverse subsidies
in these sectors include, for example, direct payments, preferential interest rates and
immunity from taxes. Potential synergies between the MEAs on this topic are thus
significant.
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Supporting the introduction of economic instruments for biodiversity
protection

What are the fundamental conditions for the effective introduction of economic instruments?
The MEAs have, to varying extents, offered guidance on the factors that underpin the
successful design and implementation of economic instruments (see, for example, CBD
Decision VI/15).

Economic instruments are often best implemented as part of carefully tailored packages of
measures. They function well in situations that allow for accurate pricing and valuation.
Their use, on the other hand, may be hindered by institutional constraints and lack of inclu-
sion of local communities or by ideological resistance. When seeking to implement economic
incentives the following factors, among others, are important:

. Valuation of environmental resources and services. The CBD’s COP has “recognized
the importance of valuation as a tool for designing appropriate incentives” (Decision
V1/15). CITES refers to economic valuation in Decision 12.22 on economic incentives.
And Ramsar has also recognized that economic valuation is an important tool for well-
targeted and calibrated economic incentive measures (Resolution VII.15). Potential
synergies between the Conventions in the area of valuation are significant. Given the
key function of valuation in biodiversity protection, analysis of methodologies and
methods for valuation of biodiversity might be expanded in cooperative work.

i Integration of local communities. Each of the MEAs has emphasized the links between
local communities and ecosystems, and the importance of involving these communities
in conservation efforts. Participation matters when identifying ways to share the bene-
fits of genetic resources. It also matters in scientific research and development, in the
use of the findings of scientific research, and in the transfer of technologies. Efforts to
integrate local communities into the process of designing and implementing economic
instruments can help policy makers to learn about local needs and perspectives and to
tailor instruments to better address these underlying conditions.

. Capacity building. Limited experience with economic instruments has been identified
as a major obstacle to their enhanced use. Capacity building is recognized as a central
element in the implementation of biodiversity-related Conventions. The CBD, for
example, identifies capacity building as a key element to the effective implementa-
tion of incentive measures (Decision VI/15). Capacity building is needed in different
fields and at different levels, including scientific and technical capacity for gathering
information, analysing and disseminating information and properly designing econo-
mic instruments. It is also required in relation to administrative, educational and com-
munications capacity, which is needed for the design and implementation of economic
instruments. Finally, there may also be a need for building capacity to assist with the
installation and utilization of necessary monitoring or other equipment. Capacity buil-
ding on economic instruments thus seems an area ripe for further cooperation among
the MEAs.

Suggestions for enhanced use of economic instruments

This study explores the use of economic instruments in the context of these thematic areas
and supporting conditions, and presents a number of examples of national experiences, par-
ticularly in developing countries. In relation to each it suggests opportunities to deepen
analysis of the use of economic instruments to implement biodiversity-related MEAs in a
synergistic way, and to further encourage cooperation among the MEAs to achieve their
mutual objectives.
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While cooperation among the MEAs is already significant, there remain further opportunities
to realize additional synergies, particularly in the use of economic instruments. This study
suggests the need to strengthen cooperation and offers some suggestions for future colla-
borative efforts at a number of levels. At the level of the MEAs, it notes that cooperation
could be expanded among MEA parties, formal bodies and secretariats in certain areas. At
the national level cooperation is an essential prerequisite for designing and implementing
effective economic instruments. Further work to build usable knowledge about implementing
economic instruments, particularly in developing countries is required. The paper also notes
that cooperation with other institutions and stakeholders could support efforts on incentive
measures in specific contexts. Closer cooperation could help to identify in more detail areas
of overlapping interests and competences, develop a deeper understanding of past successes
and failures, as well as identify and address the capacity building needs of developing coun-
tries for the effective use of economic instruments in the future.

A lack of experience with economic instruments has been identified as one of the major
obstacles to their use. Enhancing the use of economic instruments requires a more systematic
effort to understand the role and limits of specific economic instruments in specific settings.
To be most effective, such an effort could be organized in a manner that reflects and supports
synergies among the principal MEAs, and that empowers national policy makers by focusing
on thematic areas that reflect overlapping competences in the MEAs and defined areas of
national policy-making. In realizing these opportunities, UNEP looks forward to further coo-
peration with governments, MEA secretariats, relevant international organizations and other
stakeholders to support the appropriate design and use of economic instruments to capitalize
on synergies and achieve the shared objectives of biodiversity-related MEAs.
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Introduction

1.

Introduction

The purpose of this study is to review and discuss the use of economic instruments in
the context of three biodiversity-related multilateral environmental agreements (MEAs):
the Convention on Biological Diversity (CBD), the Convention on International Trade
in Endangered Species of Wild Fauna and Flora (CITES) and the Ramsar Convention on
Wetlands of International Importance especially as Waterfowl Habitat (Ramsar Convention).
It is an exploratory investigation into the kinds of economic measures that have been taken to
confront biodiversity loss in a range of countries in their efforts to implement the obligations
and objectives of biodiversity-related MEAs.

In addition, the paper identifies opportunities for the conventions to strengthen cooperation
and build synergies in areas of commonality. It thus also examines how the work of biodi-
versity-related MEAs can contribute to strengthening the use of economic instruments for
biodiversity protection at the national level. It addresses the following questions:

. What are the main types of economic instruments available to national policy makers
when seeking to protect biodiversity?

. What is the role of economic instruments in implementing biodiversity-related MEAs,
such as the CBD, CITES and Ramsar?

d What does each MEA say about economic instruments or incentives, and which of their
obligations can national policy makers implement using economic instruments?

. What are the main thematic areas where economic instruments can be used by national
policy makers to increase synergies among these MEAs, and achieve their objectives
in a coordinated manner?

U What are the fundamental conditions (such as the accurate valuation of biodiversity,
involvement of local communities or access to capacity building), for the effective
introduction of economic instruments?

d Looking forward, what are the prospects for further enhancing synergies among
biodiversity-related MEAs — at the national and international levels — in the area of
economic instruments?

The study is primarily addressed to policy makers and negotiators of MEA Parties, environ-
mental and protected area managers, civil servants, private sector representatives concerned
with the implementation of biodiversity-related MEAs, and other interested stakeholders well
versed in the field.

Some background

Biological diversity is the central focus of the three MEAs addressed in this study. The CBD
has defined biological diversity as: “the variability among living organisms from all sources

17



Economic Instruments in Biodiversity-related Multilateral Environmental Agreements

including, inter alia, terrestrial, marine and other aquatic ecosystems and the ecological com-
plexes of which they are part; this includes diversity within species, between species and of
ecosystems.”t In practice, biodiversity is most often used as a collective noun synonymous
with nature or ‘Life on Earth’. The concern for biodiversity derives from its significance for
human life and the increasing threats it faces. Indeed, the Global Environment Outlook 3
(UNEP, 2002a) has stated:

“global biodiversity is changing at an unprecedented rate, the most important drivers
being land conversion, climate change, pollution, unsustainable harvesting of natural
resources and the introduction of species....overall it appears that the drivers of biodi-
versity loss are so pervasive that conservation efforts have at best only slowed the rate
of change at the global level.”

A central challenge facing the MEAs is to systematically identify and confront the different
drivers behind decline of biodiversity, and to suggest adequate policy instruments in each
case.

The main policy tools used to achieve environmental objectives have traditionally been
command and control (CAC) instruments. Over the last decade, however, there is increasing
recognition of the need to complement these with the use of other policy instruments, with
an emphasis on economic instruments. Economic instruments provide a means to internalize
environmental and social costs, and to correct market and policy failures. Appropriately
designed and implemented within the right policy framework, they can provide an important
tool for implementing MEAs and contribute to achieving sustainable development.

A variety of terms have been used in the literature to refer to policy instruments or measures
that affect economic incentives, calling for a brief definition of terminology. Economic
instruments are traditionally defined as:

“Instruments that affect estimates of costs and benefits of alternative actions open to
economic agents. Economic instruments, in contrast to direct regulations, thus allow
agents the freedom to respond to certain stimuli in a way they themselves think most
beneficial.” (OECD, 1994, p.17.)

The term economic instrument may be juxtaposed against a number of related terms. More
common than the term economic instrument in the context of biodiversity protection are
the terms economic incentives or incentive measures. Arguably, the notion of economic
incentives is slightly broader and may cover incentives that are not strictly speaking policy
instruments, such as market price signals. The two, however, are often used interchangeably.
A focus on economic measures or instruments also highlights that there are a range of other
incentive measures — social, institutional, legal and cultural — that interplay with economic
incentives to form an appropriate policy mix.

Economic incentive measures operate to change behaviour in a number of different ways.
Positive economic incentives are monetary inducements which encourage or motivate
governments, organizations and individuals to safeguard biological diversity. Economic
disincentives are mechanisms that internalize the costs of use of and/or damage to biologi-
cal resources in order to discourage activities that deplete it. Indirect economic incentives

I Article2.Use of Terms.
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include trading mechanisms and other institutional arrangements that create or improve upon
markets and price signals for biological resources, encouraging the conservation and sustai-
nable use of biological diversity. Perverse economic incentives are incentives which induce
behaviour that reduces biodiversity; most of them are unanticipated side-effects of policies
designed to attain other objectives.?

This paper uses the term economic instruments, reflecting the use of the term in
economics literature, but it recognizes that instruments and incentive measures can be used
interchangeably in many cases. The terms incentives or incentive measures will be used in
the text when referring to references from other documents that use these terms.3

Multilateral Environmental Agreements

The three MEAs discussed in this paper share a common goal: protection of the Earth’s
biological diversity. CITES addresses the protection of certain species affected by trade;
Ramsar addresses the protection of certain ecosystems; and the CBD seeks to protect
ecosystem, species and genetic diversity and to further their sustainable use. In attaining
their objectives, each convention has identified the value of using economic instruments:

d The CBD requires Parties to “adopt economically and socially sound measures that
act as incentives for the conservation and sustainable use of components of biological
diversity” (Article 11). The CBD’s Conference of the Parties (COP) has referred to the
importance of economic incentives in a number of COP decisions, notably Decision
V/15.

. CITES has emphasized, “for trade to be responsible and based on sustainable use,
social and economic incentives are needed” (Strategic Vision Through 2005, Goal
1), and has called for a “review of ... national policy regarding the use of and trade
in CITES-listed species, taking into account economic incentives.” (Decision 12.22,
Economic incentives and trade policy).

d Ramsar has established the goal of promoting “incentive measures that encourage the
application of the wise use principle, and the removal of perverse incentives” (Strategic
Plan 2003-2008, Objective 8). Resolution VIII:13, entitled Incentive measures as tools
for achieving the wise use of wetlands, urges Contracting Parties to develop supportive
legal and policy frameworks for the design and implementation of incentive measu-
res.

These MEAs, and others, have taken important steps to cooperate in achieving their shared
objectives.  Collaboration through joint working programmes, mutual participation in
Conference of the Parties (COP) meetings and workshops, memoranda of understanding,
as well as a range of other initiatives have all enhanced cooperation.# Collaboration has
also been extended to a diverse set of other partners with relevant expertise. However,
while in many areas cooperation is well developed, in the area of economic instruments is
still relatively nascent. Only recently have COP decisions emphasized the importance of
cooperating in the area of economic instruments.s

2 OECD (1997) Saving Biological Diversity: Economic Incentives.

3 For definitions of economic incentives in MEAs, see CITES: Background document n° 18, COP 12; CBD:
Convention, Article 20; Ramsar: COP7 doc.18.3, 1999.

4 See joint website http://www.biodiv.org/convention/partners-websites.asp.

5 See Section 3.4 for a full discussion of relevant cooperative efforts.
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Structure and scope of the study

The study has five parts. Following this introduction, Section 2 examines the use of eco-
nomic instruments in achieving environmental objectives, and provides an overview of the
different types of economic instruments that may be used to help implement biodiversity rela-
ted MEAs. Section 3 describes how economic instruments have been addressed in the CBD,
CITES and in the Ramsar Convention. It notes their most relevant obligations, discussions
by their COPs, and areas of commonality. Section 4 draws on the preceding two sections and
explores how economic instruments have been used to implement relevant MEA obligations.
Rather than examining each MEA individually, this section examines a set of cross-cutting
themes for the use of economic instruments in implementing these MEAs. Commencing
with the overarching goal of promoting the conservation and sustainable use of biodiver-
sity, it illustrates areas where economic instruments may be used to further promote in-situ
conservation, sustainable use, payments for environmental services, and to raise financial
resources across each of the three MEAs. It also outlines some of the main conditions for the
successful use of economic instruments, such as valuation of biodiversity, local community
involvement, capacity building and the definition of the role of the state. In each of these
areas, the paper offers some preliminary ideas on how economic instruments may be used to
realize synergies between the three MEAs, and summarizes a number of examples that may
serve as the basis for future discussions and analysis. The paper concludes in Section 5 by
summarizing the major aspects of the study on how Els have been used in the context of bio-
diversity protection, and drawing up some preliminary recommendations for enhancing the
use of economic instruments in the biodiversity-related conventions.

While the paper recognizes the role and responsibility of developing country officials and
citizens as custodians of a large proportion of the world’s biological diversity, it also ack-
nowledges the special challenges they face, and so seeks to address their particular issues
and concerns. Practical examples and case studies are therefore drawn primarily (but not
exclusively) from developing countries. To the extent possible in a general review paper of
this kind, discussion acknowledges that distinct institutional, socio-economic and cultural
framework conditions exist in different countries and contexts, and that these conditions
have to be taken into account when designing and implementing economic instruments.s At
the same time, it recognizes that there are valuable lessons that can be learned by examining
the use of economic instruments in different settings, and thinking proactively about how to
improve their use.

The scope of this study is limited to the use of economic instruments in the context of
the three MEAs identified above. It does not aim to provide a definitive word on the
use of economic instruments in the context of these MEAs, but rather seeks to contribute
to an ongoing discussion of ways to improve their use. Nor does it consider the use of
economic instruments to implement other key MEAs — such as the Convention to Combat
Desertification, the Convention on Migratory Species and its Agreements, the World Heritage
Convention, and the United Nations Framework Convention on Climate Change. Further
analysis of the use of economic instruments in the context of these other agreements, and to
promote synergistic implementation of a range of international environmental obligations,
would, however, be a valuable exercise.

6 Also see UNEP (forthcoming).
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UNEP’s role

UNEP’s role is to help countries shift towards more sustainable production and consump-
tion patterns. UNEP’s member governments, through its Governing Council, have in recent
years specifically requested UNEP to provide assistance to countries, particularly developing
countries and countries with economies in transition in the development and application of
economic instruments at the national level.

UNEP established a Working Group on Economic Instruments for Environmental Policy-
Making in 2001 to help define the work programme and to implement the objectives set
by the Governing Council. The Working Group is made up of 30 experts from academic,
governmental, non-governmental, intergovernmental institutions, and provides a forum to
help define modalities for the use of economic instruments for environmental management
and sustainable development. A key aim of the Group is to identify ways to enhance policy
coordination at the national level as related to the design and use of economic instruments.
The Working Group specified that: “...particular attention will be given to how work under
this initiative can contribute to the work undertaken under MEAs on the use of economic
instruments to achieve their objectives.” As well as helping to achieve these objectives, the
study supports the goal emphasized by the UNEP Governing Council at its 20th session of
promoting and strengthening interlinkages among MEAs to improve international policy-
making.
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2. Economic Instruments and Biodiversity

2.1 Using economic instruments to achieve environmental
objectives

The use of economic instruments has expanded significantly over the last few decades. In the
early 1970s, environmental policy was largely carried out through direct regulation. Today,
however, the importance of balanced policy packages is increasingly emphasized. Command
and control regulation is progressively more complemented with economic instruments, as
well as educational and other measures. This policy shift is being reflected in the discussions
and decisions of major MEAs. While the Ramsar Convention (1971) and CITES (1973)
contain no explicit reference to the use of economic instruments or incentives in their original
texts, the CBD (1992) includes several references to the use of incentive measures, including
economic incentives. This is analysed in detail in Section 3.

This growth in the use of economic instruments reflects a growing understanding that such
instruments can increase efficiency and cost-effectiveness of environmental management.
Well designed and implemented, they can lead to patterns of economic activity, and produc-
tion and consumption patterns which better reflect real costs and benefits. They can promote
synergies between economic activity and the environment, and help to ensure that interna-
tional obligations, such as those in the field of trade and environment, are implemented in a
mutually supportive way. The use of economic instruments has been discussed in the context
of a number of MEAs, where the need for capacity building, exchange of experiences and
additional research on the use of economic instruments has been emphasized.

Economic instruments can generate financial resources, divert funds to environmentally
friendly technologies, create incentives for investment, and increase the involvement of
private agents in environmental protection.” The policy shift towards the increased use of
economic instruments has been motivated in part by changes in the role of the state and
other civil actors in guaranteeing social well-being and regulating the private sector, and by
recognition of the need to complement traditional policy-making with new and innovative
approaches. Such insights suggest that:

. Heavy reliance on command and control has, in the absence of other measures, often
resulted in poor environmental performance;

U A mix of different instruments, taking into account various conditions and interests,
can be mutually supportive of environmental and economic aims;

. The public and private sectors, along with other actors, are responsive to economic
instruments and are increasingly working cooperatively towards improved environ-
mental performance; and

d Financial resource limitations for environmental management in both developing and
developed countries have required more focused attention on efficiency and cost effective-
ness in the implementation of MEAs, calling for an increased use of economic instruments.

7 According to the UN’s Fourth Expert Group Meeting on Financing for Sustainable Development (1997), a conservative
estimate of the amount of resources that could be generated through reforming the present tax system, levying appropriate levels
of user charges and fees and imposing environmental taxes, exceeds US$500 billion annually on a global basis.
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Economic instruments can therefore contribute substantially to addressing the escalating
loss of biodiversity. The Conservation Finance Alliance stated that “escalating biodiversity
loss is due, in large part, to several critical economic and financial factors.”s These factors
include the lack of investments and long-term financing for biodiversity conservation, adver-
se impacts of private financial flows, lack of capitalization on new environmental business
opportunities that contribute to biodiversity conservation, and lack of markets that value and
pay for biodiversity services. Economic instruments can play a key role in reversing these
trends. The OECD (1999) has noted that “without incentives to use biological resources
conservatively, biodiversity will be increasingly depleted”, and a recent publication by OECD
(2003) is directed specifically at harnessing markets for biodiversity.

While economic instruments can support biodiversity protection, they also have some signifi-
cant limitations and can encounter obstacles in their application. To begin with, the difficulty
of measuring and valuing biodiversity has crucial implications for the application of economic
instruments. Economic instruments work on the basis of market principles and thus respond
best in situations that allow for accurate pricing and valuation. In addition, when species
are threatened to a point of extinction, economic instruments may not provide a sufficiently
immediate or stringent action. Beyond economic instruments’ technical limitations, there
are further constraints that can hinder their effective application. These include institutional
constraints, undefined property rights, lack of inclusion of local communities, ideological
resistance, administrative complexity, and limited capacity and trained personnel.®

A variety of these constraints and challenges are addressed in Section 4.2, Supporting the
introduction of economic instruments for biodiversity protection. While some of these cons-
traints are inherent to economic instruments (e.g. the need for accurate valuation), others are
more related to the contexts in which they are implemented (e.g. the policy, cultural and/or
institutional environment existing in many country contexts). Regardless of the source,
these limitations and obstacles should be considered carefully when assessing the adequate
base for the introduction of economic instruments. In general, most obstacles do not create
insurmountable barriers, but if ignored they can create significant challenges to the effective
application of economic instruments.10

2.2 Economic instruments relevant to biodiversity-related MEAs

A range of economic instruments is available to protect biodiversity. This section provides a
typology and summary of the main categories of economic instruments. This typology will
be drawn on in Section 4, which identifies how specific economic instruments can be used to
implement biodiversity-related MEAs at the national level according to thematic areas.!!

2.2.1 Property rights

Establishing property rights is often identified as a first step in improving patterns of resource
use. In the context of biodiversity, property rights can be established on land or other ele-
ments of an ecosystem, such as specimens of flora and fauna.”> In some cases, specific
property rights may originate from environmental measures such as conservation easements
and communal property rights. They may also arise in the context of instruments designed

8 Conservation Finance Alliance (2003), emphasis added.

9 See for example Markandya (1997), Huber et al. (1997) and Borregaard and Septlveda (1998).

10 UNEP (forthcoming) provides a detailed analysis of the conditions for successful applications of Els.

11 See Table 1 for summary of the case study examples of each category of economic instruments in Section 4.
12 Furubotn and Richter (1997).

24



Economic Instruments and Biodiversity

to create markets, such as tradable development rights, and carbon sequestration offsets or
credits.

Conservation easements are voluntary legal agreements that allow landowners to per-
manently restrict the type and amount of development on their property. Easements
are made in partnership with land trusts, which monitor and enforce land use restric-
tions on current and subsequent owners. The creation of property easements among
private landowners can be promoted through fiscal instruments such as tax deductions
or exemptions. Easements may include restrictions on the use of the land, as well as
obligations to carry out management practices.

Communal property rights are a form of land right that limits access to public land and
establish governance rules for community users. Communal property rights operate
as common property inside and as private property to outside the group, and have
the potential to promote local community participation in biodiversity conservation.
Communal property rights often establish a unitary and exclusive management system
for a given natural resource or area.!3

2.2.2 Market creation and enhancement

Once property rights are clearly established, additional mechanisms that function on the
basis of the market can be created. Development of new markets may enhance the capac-
ity of interested parties to delineate attributes of biological resources, and to capture the
value of different functions of this natural capital. They may also trigger the creation of
new products, services and corresponding markets. Existing markets may be enhanced from
an environmental perspective by increasing the rents (and thus the incentives) available to
environmentally sound producers. The following measures may be characterized broadly as
market creation and/or enhancement:

Carbon sequestration offsets encourage landowners to conserve natural vegetation and
to reforest land, by providing a market that allows them to be compensated for their
costs and forgone profits. These services are “commodified” through sequestration
offsets. By providing a guarantee to maintain a certain level of carbon sequestration,
they can be sold commercially to investors interested in offsetting their carbon emis-
sions.

Tradable development rights are marketable rights awarded to landowners in areas
reserved for conservation. These rights can be sold to the owners of land in develo-
pment areas to satisfy requirements that they hold a certain number of credits before
gaining permission to develop, for example in the context of Environmental Impact
Assessment (EIA) requirements. Or they can be sold to public or private organizations
with conservation interests.

Tradable quota systems in the context of biodiversity have been applied in a number
of areas including fisheries management. Quota systems are a means of addressing the
over exploitation by allocating quotas to individual fishers, so that the sum of the indi-
vidual quotas does not exceed the carrying capacity of the fishery. These quotas can
be traded between groups of producers or individually. Those who wish to reduce or
curtail their effort can sell quotas to others who wish to enter or to expand production
at rates set by the market.

13 Carol (1997), p.50.
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. Eco-labelling and environmental certification have gained significant market impor-
tance particularly in the area of natural resource extraction and management.'+ These
schemes are often voluntary, and often created by private agents in the market. They
seek to increase incentives for environmentally-sound production by enabling consu-
mers to differentiate between production techniques, product qualities or producing
organizations. They are designed to reward producers that integrate environmental
considerations into production.

. Bioprospecting is the process of conducting scientific research into the useful applica-
tion of genetic resources in various commercial markets extending to pharmaceutical,
horticultural, cosmetic, botanical, or agricultural ends. The goal of bioprospecting is to
identify genetic resources that may be used to develop products of commercial value,
thereby supplying consumer needs and wants, and providing enhanced incentives for
biodiversity conservation.

2.2.3 Charges

Charging users for ecosystem services and products is another form of promoting natural
resource conservation and creating markets. The applicability of user charges in areas requi-
ring strict conservation will generally be relatively limited. In areas capable of supporting
use, however, charges can encourage more sustainable consumption and provide financial
revenues for resource management and protection.

The types of charge schemes that are appropriate will depend on the nature of the area being
conserved. In protected areas, charge schemes can include entrance fees, concession pay-
ments for tourism, and hunting and fishing fees. When protecting agricultural biodiversity,
charge schemes can include pesticide and fertilizer charges. These can be set up as requiring
a charge per unit of product or contained substances, or as a tax scheme accruing directly to
the fiscal authorities.

Charges for forestry services related to water — such as for improving the quality of water for
downstream users, regulating water levels, reducing sediment loads or reducing water run-off
— are all ways to protect and conserve water services, which are often sourced in biodiversity-
rich habitats, especially forest ecosystems. The revenues from these charges can be applied
towards the protection of the forests that are the base of these services.

2.2.4 Fiscal instruments

Fiscal instruments — such as taxes and tax exemptions — may be applied by governments with
the aim of promoting sustainable production and consumption practices and raising revenues
that can be applied towards biodiversity protection,!s for instance:

. Differential land use taxation involves establishing incentives by applying different
tax rates to land activities for which the environmental impact differs. Higher taxes,
for instance, would be applied to land used for development purposes rather than to
land designated as a protected area, thus providing an incentive for environmentally
favourable land use.

. Deforestation taxes apply a high(er) tax rate to certain logging activities thus providing
a disincentive for activities that cause deforestation. In general, deforestation taxes

14 Tn general, certification is used for producing organizations and eco-labelling is used for the product that enters the market.
15 Achieving the second objective depends largely on the government’s ability to earmark collected funds.
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are unit payments applied to each hectare or cubic metre of wood extracted. They can
be partially refunded if the logging enterprises engage in reforestation within a certain
time period.

Tax exemptions or tax deductions can be applied against the existing tax base to pro-
vide incentives for activities that support nature conservation and sustainable use.
Exemptions or deductions can be applied against a range of taxes — including land tax,
income tax, inheritance tax, and sales tax — to protect biodiversity.

Removal or mitigation of perverse fiscal policies relevant to biodiversity protection
involves the reform of a range of measures such as subsidies in the agricultural sector,
the fisheries sector or other natural resource sectors, and import taxes related to techno-
logy transfer relevant to biodiversity protection. Their removal or mitigation involves
a complex policy process for which a solid assessment of the existing adverse effects
is essential.!s

2.2.5 Financial assistance

Beyond the use of charges and fiscal mechanisms, the main financial mechanisms that may
be used to promote conservation and sustainable activities are the following:

Small targeted grants are transfer payments designed to provide financial support to
NGOs and community based organizations involved in activities related to sustainable
livelihoods and environmental conservation. These grants are often financed from non-
commercial (private and public) sources. They are typically established as part of inte-
grated conservation and development programmes to support community participation
and to offset economic costs associated with conservation activities. Generally, these
grants have a limited duration of one or two years.!”

Bounties and other cash rewards can be characterized as a specific form of economic
instrument designed to encourage the conservation of endangered species on private
lands. Under these systems, private landowners are rewarded for every additional
individual/breeding pair of an endangered species found on their land.

Conservation leasing is the payment by a government agency or private organization
to landowners who voluntarily undertake activities to conserve endangered species on
their property for a prescribed amount of time. 18

Soft credits are loans with flexible forms of payment or lower interest rates to help
finance activities that provide both conservation value and economic benefits to the
land owners. Ecotourism, organic agriculture, and the sustainable extraction of forest
products are examples of these.!9

2.2.6 Liability systems

Liability mechanisms may change the economic incentives associated with environmentally
risky behaviour by increasing the likelihood that perpetrators of environmental damage pay
for its consequences.

16 See for example UNEP (2003).

17 Conservation Finance Alliance (2003).
18 Environmental defense (2000).

19 Mejias (2000).
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Environmental fines can for instance be applied to companies that conduct certain
environmentally irresponsible activities in contravention of environmental regulations.
They are designed to provide a disincentive for environmentally unsound behaviour,
and should be set to reflect the opportunity cost of non-compliance, the likelihood that
non-compliance will be discovered, and an element of sanction. Money raised through
fines can be applied to environmental clean up, decommissioning and site restoration,
or more broadly, to support environmental projects (e.g. small conservation projects).

Environmental performance bonds are used mainly to guarantee compliance with
environmental or natural resource requirements. Polluters or users may be required
to pay a deposit in the form of a bond. The deposit is refunded when compliance is
achieved.2

2.2.7 Environmental funds

National environmental funds are not per se an economic instrument, but they can be used
in a manner that complements the use of economic instruments. A number of different types
of funds exist:

Endowment funds may be established from public and/or private resources. The inte-
rest earned on an endowment fund is applied to conservation purposes, while the ori-
ginal capital remains invested. Grants from international donors, in combination with
host country government contribution, have been used to establish biodiversity funds
(e.g. the Mexican Conservation Fund that received funds from USAID and GEF?*).
Other funds have been established using the proceeds of debt for nature swaps (e.g. the
Foundation for the Philippine Environment).

Sinking funds involve an initial capital investment, which is invested to generate
income but is also gradually used over a fixed period. Brazil’s FUNBIO’s Fund is
an example of this kind of fund. FUNBIO was set up with resources from the Global
Environment Facility, but is now in the process of attracting new funds in the form of
private investments and donations.?

Revolving funds continually receive new revenues (e.g. Belizes’s Protected Areas Trust
Fund®) that are funded by membership fees and individual donations, by charges for
specific environmental services, or through a “conservation fee” paid, for example, by all
foreign tourists (these latter two being a form of economic instrument).

Biodiversity venture capital funds are programmes — such as sector investment pro-
grammes or venture funds — that are designed to address the special needs of inherently
high-risk biodiversity-based business. By providing access to funds, they counterba-
lance risks that may act as barriers to innovation, and help to increase recognition of
the value of biodiversity in enterprises.

Ethical investment funds are other broad-based instruments that cover more conserva-
tive equity portfolio but are screened against certain ethical, social or environmental
criteria.

The disbursement of the financial resources of a fund can also constitute an economic instru-

20 http://www.iucn.org/themes/fcp/activities/subsidies3.html., Conservation Finance Alliance (2003).
21 Bayon et al. (2000).

22 See www.funbio.org.br
23 See http://www.pactbelize.org/pact.html
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ment, for example in the form of grants for biodiversity projects, or as soft loans for biodiver-
sity protecting enterprises.

2.2.8 Economic instruments for biodiversity protection at the
international level

The economic instruments identified above are available to policy makers at the national
level. However, economic instruments may also be developed and applied at the international
level. Since it is the national level application of economic instruments to help implement
biodiversity-related MEAs that forms the main focus of this paper, these measures are not
explored in detail, but a few basic observations are offered in the present context of discussion
of national-level measures:

. Just as funds can be developed at the national level, funds designed to finance the
activities of MEAs can be created multilaterally. Some existing funds in the biodi-
versity-related MEAs, such as the Ramsar Small Grants Funds, are significantly based
on bilateral, voluntary contributions. Funds can also be supplied from internationally
established funding mechanisms such as GEF or from other multilaterally agreed
mechanisms.

. There is currently no international tax scheme that could provide a base for funding
biodiversity-related activities, and adoption of such a scheme does not seem imminent.
Nevertheless, in the future, an international tax scheme (such as a proposed Tobin
Tax2¢ on currency exchange transactions) might, if adopted, be applied to conservation
purposes. Other mechanisms such as an international carbon emissions tax could con-
ceivably be applied in part to promote biodiversity conservation and sustainable use.

. Tariff exemptions for environmental goods and services negotiated at the international
level can also affect biodiversity conservation. The World Trade Organization’s (WTO)
Doha mandate includes negotiations on the reductions or elimination of tariff and non-
tariff barriers to environmental goods and services. The final definition of environmen-
tal goods and services might conceivably include products or services mentioned above
in Section 2.2.2 on market creation (e.g. products from sustainably managed forests,
non-timber forest products, carbon offsets, etc.). The reduction of tariff and non-tariff
barriers to trade in these goods and services could constitute an incentive for more
environmentally friendly production and trade.>s

In summary, this section has shown the wide range of economic instruments available to
policy makers seeking to protect biodiversity and implement biodiversity-related MEAs in
a synergistic manner. The overview here is designed to complement the summaries in other
relevant documents, such as the Conservation Finance Alliance’s Guidebook on mobilizing
funding for biodiversity conservation (2002), the OECD’s Handbook on economic incentives
for biodiversity conservation (1999), and the OECD’s earlier publication on Economic instru-
ments for pollution control and natural resources management in OECD countries: A survey
(1999). In addition to these publications, the MEAs themselves have undertaken valuable
work on the use of incentive measures in the context of their conventions. This work is dis-
cussed in the following section.

24 See for example Wachtel (2000).
25 For a more detailed discussion of this issue and the limitations around it, see for example Borregaard et al. (2002).
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3. References to Economic Instruments in Selected
MEAs

Economic instruments clearly have a significant role to play in the implementation of many
MEAs, and their importance is recognized both in the text of a number of agreements, and
in the discussions and decisions of the Conferences of the Parties (COP) and other subsidi-
ary bodies. This section examines three specific MEAs — the CBD, CITES and the Ramsar
Convention — that may benefit from enhanced use of economic instruments. It identifies their
relevant obligations, as well as their explicit discussions of economic instruments in major
convention bodies, such as the COPs. This analysis of the overarching legal framework pro-
vides the context for a discussion in Section 4 of practical ways that economic instruments
can be used by policy makers at the national level to implement and achieve the goals of these
key MEAs.

3.1 Convention on Biological Diversity

The CBD is one of the principal international agreements for the conservation of biological
diversity. It was agreed at the 1992 Earth Summit in Rio de Janeiro, and sets out commitments
for maintaining the world’s biological diversity. The Convention has three main goals:

. The conservation of biodiversity;
. Sustainable use of the components of biodiversity; and
. Sharing the benefits arising from the commercial and other utilization of genetic resources

in a fair and equitable way.

To achieve these goals, the Convention identifies a range of measures and approaches, inclu-
ding the use of economic incentives and other incentive-based measures. Incentive measures,
according to the COP, “are essential elements in developing effective approaches to conserva-
tion and sustainable use of biological diversity especially at the level of local communities”
(Decision V/14, paragraph 4).

The Convention recognizes the increasing loss of biodiversity, the value of biodiversity and
the interdependence between the planet’s biodiversity, the economy, and human societies.
It covers all ecosystems, species, and genetic resources. To date, five thematic work pro-
grammes have been initiated to address: 1) marine and coastal biodiversity, 2) agricultural
biodiversity, 3) forest biodiversity, 4) the biodiversity of inland waters, and 5) dry and sub-
humid lands. Each thematic programme establishes a vision and basic principles to guide
future work, sets out key issues for consideration, identifies potential outputs, and suggests a
timetable and means for achieving these outputs. Certain cross-cutting issues are integrated
into these thematic work programmes. Essentially, these cross-cutting issues correspond to
those addressed in the Convention’s substantive provisions, including: biosafety; access to
genetic resources; traditional knowledge, innovations and practices (Article 8(j)); intellectual
property rights; indicators; taxonomy; public education and awareness; technical cooperation;
provision of financial resources; alien species; and incentives.
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3.1.1 Main obligations relating to economic instruments in the
Convention

The Convention includes a number of obligations that may be implemented through the use
of economic instruments. The Convention stresses the role of incentives for the conservation
and sustainable use of components of biological diversity. Article 11 states:

“Each Contracting Party shall, as far as possible and as appropriate, adopt economically
and socially sound measures that act as incentives for the conservation and sustainable
use of components of biological diversity.”

Economic instruments have been used at the national level for the in-situ conservation of
biological diversity. Article 8, entitled /n-situ Conservation, requires parties to:

“(c) Regulate or manage biological resources important for the conservation of
biological diversity whether within or outside protected areas, with a view to ensuring
their conservation and sustainable use;

(i) Endeavour to provide the conditions needed for compatibility between present
uses and the conservation of biological diversity and the sustainable use of its
components;”

In relation to the sustainable use of biological diversity, the Convention defines sus-
tainable use as “the use of components of biological diversity in a way and at a rate
that does not lead to the long-term decline of biological diversity, thereby maintai-
ning its potential to meet the needs and aspirations of present and future generations”
(Article 2). Article 10, entitled Sustainable Use of the Components of Biological Diversity,
requires Parties to:

“(a) Integrate consideration of the conservation and sustainable use of biological
resources into national decision-making;
(b) Adopt measures relating to the use of biological resources to avoid or minimize
adverse impacts on biological diversity;
(c) Encourage cooperation between its governmental authorities and its private sector
in developing methods for sustainable use of biological resources.”

Economic instruments may also conceivably have a role in implementing other obligations,
including those on access to and transfer of technologies (see Article 16). Taxes and other
direct financial incentives, for instance, can be used to promote research and development or
to provide incentives for the transfer of technology.

3.1.2 Main COP and subsidiary body decisions relating to economic
instruments

The Convention’s COP and other subsidiary bodies have considered economic instruments
extensively as part of their work on incentive measures. This work has focused principally
on the use of incentives for the conservation and sustainable use of biological diversity in the
context of Article 11.

The COP has considered economic incentives at a number of COP meetings. The COP com-

menced work on incentive measures at its third meeting, at which Parties were invited to
share experiences on incentive measures and provide relevant case studies to the Secretariat
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(seeDecisionlIl/18). At its fourth meeting, the COP recognized that incentive measures should
be designed using an ecosystem approach, and that economic valuation of biodiversity and
biological resources is an important tool for well-targeted and calibrated economic incentive
measures (see Decision IV/10 ). At its fifth meeting, the COP established a work programme
to promote development and implementation of social, economic and legal incentive measures
with the goals of (a) supporting Parties, governments and organizations in developing practi-
cal policies and projects; and (b) developing practical guidance to the financial mechanism for
effective support and prioritization of these policies and projects (see Decision 1V/15).

Among the most important COP decisions on economic incentives is Decision VI/15, adop-
ted at the sixth meeting of the COP. Decision VI/15 deserves careful consideration by policy
makers. It underlines the importance of incentive measures in reaching the Convention’s
objectives, especially in regard to the sustainable use of biological diversity, and in removing
negative impacts on biodiversity. It also recognizes the importance of incentive measures
for other cross-cutting issues, such as access to genetic resources and the fair and equitable
sharing of benefits arising from their utilization.

Decision VI/15 recognizes that further work is needed on positive incentives and their per-
formance, and on removing or mitigating perverse incentives. It requests the Executive
Secretary, in collaboration with relevant organizations, to elaborate proposals for the appli-
cation of ways and means to remove or mitigate perverse incentives, for consideration by the
Subsidiary Body on Scientific, Technical and Technological Advice (SBSTTA) at a meeting
prior to the seventh COP. And, among other things, it encourages Parties and relevant orga-
nizations to submit case-studies, lessons learned and other relevant information on incentive
measures (especially on positive and perverse incentives) to the Executive Secretary, and
requests him to compile and disseminate this information.

Importantly, the Decision invites Parties to take a range of factors into consideration when
designing and implementing incentive measures for the conservation and sustainable use
of biological diversity. Annex 1 of the Decision, entitled Proposals for the Design and
Implementation of Incentive Measures, notes that incentive measures should be designed
to address the conservation and sustainable use of biological diversity, while taking into

account:

. Local and regional knowledge, geography, circumstances and institutions;

. The mix of policy measures and structures in place including sectoral considerations;
. The need to match the scale of the measure to the scale of the problem; and

. The measures’ relationship to existing international agreements.

It also offers detailed recommendations on a number of elements that should be taken into
consideration in the design and implementation of incentive measures for the conservation
and sustainable use of biological diversity, including:

. Identification of the problem (e.g. goals, underlying causes, targets and indicators);

. The design of incentive measures (e.g. efficiency, equity, cultural and political conside-
rations);

. Provision of capacity and building of support to facilitate implementation (e.g. institu-

tional mechanisms, transparency, stakeholder involvement);
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. Approaches to management, monitoring and enforcement (e.g. administrative and legal
capacity, information systems and funding); as well as

. Guidelines for selecting appropriate and complementary measures.

Annex 2 of the Decision offers recommendations for further cooperation on incentive measu-
res. It recommends that cooperation to assist Governments in designing and implementing
incentive measures should build on work already under way. It offers recommendations on
a number of elements, summarized below:

. Information. The effective design and implementation of incentive measures requires a
sound body of knowledge and information. The Annex offers suggestions for measu-
res that would assist Parties in ensuring the availability of the required information.

. The involvement of stakeholders including indigenous and local communities. States
should develop and apply participatory and coherent approaches to policy-making for
biodiversity conservation and sustainable use that fully engage all stakeholders inclu-
ding indigenous and local communities.

. Capacity building. Another key to the effective development and implementation of
incentive measures is the existence of appropriate legal and policy frameworks and the
support of human capacity.

. Valuation. It is important to pursue ways of creating market signals for the social, cul-
tural and economic values of biodiversity. Valuation is an important tool for designing
appropriate incentives.

. Interlinkages between multilateral environmental agreements (MEAs). There is a need
to examine the policies and programmes under different MEAs to ensure that they
provide mutually reinforcing incentives.

. Linking biodiversity to macroeconomic policies. It is important to explore the linkages
with international organizations/agreements focused on economic policies, as well as
to link national biodiversity strategies and action plans with economic development
strategies at the macroeconomic public sector planning and sectoral levels.

. Ecosystem focus. Assessments should be prioritized in line with the thematic program-
mes adopted by the COP.

. Pilot projects/case studies/workshops. There is a need to launch pilot projects to
strengthen the understanding and capacity to design, implement and assess incentive
measures. Workshops can be valuable means to exchange both positive and negative
experiences and best practices with respect to the design and implementation of incen-
tive measures. Country driven case studies that reflect both the experiences of deve-
loping and developed countries could provide a good basis through which the strengths
and weaknesses of specific incentive measures could be evaluated

i Role of international organizations. Competent international organizations are invited
to support the efforts of Parties in their work on incentive measures, in particular throu-
gh the dissemination of information, the provision of expertise and technical guidance,
and training.

Of particular relevance to the subject of this paper is the Decision’s recommendation in rela-
tion to cooperation among MEAs. It notes:
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“There is a need to examine the policies and programmes under different multilateral
environmental agreements to ensure that they provide mutually reinforcing incentives.
In this respect, the Conference of the Parties noted the joint work programme between
the Convention on Biological Diversity and the Convention on Wetlands (Ramsar, Iran,
1971), which includes a focus on incentives, and suggested attention to incentives with
regard to other linkages, such as the Convention to Combat Desertification with regard
to dryland biodiversity, and the Convention on International Trade in Endangered
Species of Wild Fauna and Flora with respect to conservation and sustainable use
of species, and the United Nations Framework Convention on Climate Change with
respect to land-use change and forest biodiversity. In addition, the United Nations
Framework Convention on Climate Change is encouraged to give priority to incentives
to avoid deforestation, as a substantial amount of greenhouse gas emissions is due to
the destruction of forests, the greatest terrestrial repository of biodiversity.