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. Payments for
Environmental SeErVIicCes —
Definition and Key Eeatures



In CIFOR studies we defined the PES principle as:

1. a voeluntary transaction where

2. a well-defined environmental service (ES)
- or a land-use likely to secure that ES) -

3. IS being “bought™ by a (min. one) ES kUyer
4. from a (min. one) ES proevider

5. 1-and only If the' ES provider continueusly,
secures, ES prevision (conditionality).



 TThe provider IS paid to deviate firom his/her
first-best (most profitable) resource-use: plan —

“to do something that he/she does net
perceived as being in his/her Best Interest™

» PES are thus only relevant where there is'an
existing| (or petential) conflict of Interest
petween ES buyers and providers

 These conflicts oeccur mainly: in landscapes
WIth mounting pressures on; hatural reseuUices



o ES “markets’/ poesitive landscapes: externalities
commercially: develepeda:
1.Carhon
2.\Watershed
3. Biadiversity

4.l.andscape beauty/ recreation

o Managing| a landscape: for several off thiese o,
objectives simultaneously: can yield el
syhnergies; and trade-ofis

s 1) state-run schemes (S. Africa, Chimna, €. Rica)
2) self-organized (e.qg. watershed [Latin Ame)
3)i cap & trade: (e.qg. carboen trade)



o “Conditionality”™ means that ES GUICOIMIES
are contractually fixed, and' reversihle/.
withdrawable i) case of nen-compliance:

s PES are periodic (not up-front) payiments;
contingent upoen provider's; compliance;
Which| ISt monitered by the buyer overtme

== PES are commercial transactions, (Seneumes
“markets’, mostly’ bilateralideals) —
quia pro: gue; net altruismt
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Tlaking PES te a messy world (the; tropIcs):

— [nclude msecure land tenure — and tenure
tied te “active™ (ES degrading) landiuse

— Adding “carrots’” (=PES) on| pre-existing
“paper sticks” (=defunct command-anad:
control land-use: caps)?

— [llegall reseurce uses, (imber; chancozl
game, ...) — reward people te) respect the law?.

— PES = “victim' pays™ principle.
—challenge teraveid “penverse Incentives:



PES definitions -- between hardcore and

Other Economic
Incentives

PES-like” Schemes

PEKIPRERY

PES Core
5 criteria

Theory & some private PES

-like” Schemes:
Some of 5 criteria

Public agro-environmental
schemes; community- ba
ecotourism,

V)ther Economic
Incentives:
Any “payment” for any
“environmental service” by
“anybody”
ICDPs, park-ranger salarie

reforestation subsidie




1. CIFOR Case Studres



Payments fior Envirenmentall Sernvices
Completed| CIFOR PES assessments

Bolivia
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Payment is good,
control is better

Why payments for
forest environmental services

In Vietnam have so far
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Payments fior Envirenmentall Sernvices
@ngeing CIFOR Actavities - 2006

Venezuela
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I I'l. Conceptualizing| PES
and Poeverty.



Three PES poverty: effects: (work with IIED):

1) Poor ES providers’ participation:
What access to and ‘market sfiare’ inBES
schemes can they compete: o2

2) Effects on poor ES pProVvIders:
When they do get access; MoW deES: PES
participation affect thelr livelineod?

3)1 Effects; on other poor: (Men-previders):
IHeW doges; PES affect non-participatng
farmers,, landless; [aboerers, pPeol ES USers,
pPreduct consumers, etc.)?



Some ex-ante considerations

o PES potentially provide additionallandistakle
moenetary INCOMEe SOUICES, for PO0r: PEASANTS
and communities

e Since PES are voluntary tiansactions; ey ane
unlikely tor make: ‘rationall peer: pProviders
worse offi (Unless ferced, cheated; or sUprHsed
Py Unanticipated: effects)

o [ PES doges noet deliver: the senvice;, they: will
remain lew-scale - and not kenefit the, peerin
the end.



For PES access, the poeor face structural
constrraints, but also eppoertunItes:

1. Often insecure land tenure

EX. Indenesia: everlapping claims, 16w degree el
contrel ever reseurce use == unreliablersupplier;

2. High transaction cests of'dealing withiimany,
smallholders. Ex Dutch Kyoto 50,000  USDrmin:

— ...but they: often eccupy: envirenmentally,sensitive
(=economically: marginal) lands; preducmgrEs

— ..and they tend to have: |eWer: 0pperiinih/ Costs
(simple ag tech) lewering then: ES price hids

== [lhe more “market=like™ (less spatially; targeted)
the senvice, prehably the higher the disadvantage
for the peor. EX carbon Vs wWatersheds



1\/. Empirical re



Silver bullet
or fools’ gold?

A global review of markets for
forest environmental services
and their impacts on the poor

MNatasha Landell-Mills
Ina T. Porras




Forest environmental services - types

Carbon sequestration

Q
Landscape 2%

beauty
17%

Watershed Biodiversity conservation
protection 25%
21%

Saource: LLandell-Mills;and Parras, (2002)



Regienal distribution

Asia/Pacific
International 10%
agencies E

28% Africa

7%

Latin America &
Caribbean
24%

North America
17%

Saource: LLandell-Mills;and Parras, (2002)



Stakeholder participation

Communities

Local NGOs
& trusts
o Intermediaries/ancillary
services

Donors &
m Sellers

international

NGOs
m Buvers

Government

:
z
§

Private sector

100 150 200 250
Number of cases

Saource: LLandell-Mills;and Parras, (2002)



Payment mechanisms

Auctions

Internal trading

Clearing house
Exchange-based

Investment funds/venture capital
Retail-based
Joint venture/vertical integration
Over-the-counter

Pooled

£
s
3
£
T
£
&

Direct negotiation

Intermediary

0% 5% 10% 15% 20% 25% 30% 35% 40%.!

Saource: LLandell-Mills;and Parras, (2002)



Some caveats on PES-poverty data

e A lot of the 287 IIED) study, cases remained “plannied

itiatives™ - ne money: changed hands, 61 oL
contingent (...a lot of “feols gold)

Poverty assessment Is prelim — young SChEMES;
small numbers (except forr Costa Rica, Cfimna); no
systematic studies

No oppertunity; costs assessed — only gress; effect



Eight Latini America PES Iinitiatives

Worila' Development Grieg-Gran, Porras and WORder
(2005): four; countries (Bolivia, Brazl, Costa Rica;
Ecuadaor), 6 carbon + 2 watershed projects;

PES household income/spending shiare:

16% (Virilla, CR), 30% Pimampire) (ECw)

[C.Rica: for 25%, PES=10% ofif i mecome: @sa
Peninsula: PES=primany inc. seurce: 1o 44%: o hij

Asset generation from carboen plantatoens; (FHuetar,
Norte, PROEFAEOR: exp. return IRR=12=27%% S0V)

Poesitive side efifects: +tenure security, +ecommunity,
organization, +Visibility: vis-a-vis external actors



Targeting poverty — the Mexican scheme
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What PES poverty effects?

e Some access rules and' structural constramts
hamper participation; by the poer, GLNENS are
N thelr favor,

o Net positive effects for ES sellers: (efiten
‘moderately poeor’ smalllhoelders) are: likely:=
meluding nen-imceme. benefits

o Mixed effects on other peor: (nen-sellers), Put
landless peorr engaged in envirenmentally,
degrading activities: could Iose: out significantly,



\/. Conclusio



Will PES reduce poverty?

— Eorsmalllolder ES providers — moest: prepanly:
Effect Is scale-dependent.

— (Can poor participants be made Woerse: Gz liieY
couldibe ‘PES-trapped’, Ut Is;AeLE VERAIKEN:

—  SOMe nen:-parnticipants; BEIMG HE; PERIESIHOIRIE
PR (€:g. landless) may e ATed eyARES
SCNEMES; Effectvely cappinailand conversienik:

— Uty thelendiefi the day, thatis a sides
effect efi any/ SUCCESSIUI ConSENatien  Measure:



Policy-relevant olbservations:

— Ihe pushfer PES comes: friom; demandiside’ =it
fremisellers. Almost every: reall PES SCHEmEeES as
started freom, user side (possibly excepticariaen)!

— Services that are not strategic/ net threatenea
will likely: never; be sold!

— [Deners can support start=up developIMERRGIREES
schemes; (Imeastrement; MeReRag; NEGELALG)]
& trust=bpunding), and ielprmakerPESTansparent
and equitanie:

—  Potential pre=poert ntEernventiens: reducing
smalllhelders ransaction’ CoSLS, Eemeyve
INaPPIePAtEr aCCESS HESHCHONRS, LAlgelnd;
PrEMIUMS; andf SUSIAIES.



Don’t put the (poeverty) carrage before
the (PES) horse!

— Ifwe impese a lot off PES side: ohjectiveS: (pPeVEriy;
gender;, mdigenous people; human nghts:..); PESTWiIll
noet be “transactions’” but develepment pPrejeCLs:

— If so, PES wouldl become: the: new; teys 0l deners;
NGQOs, etc. — mainly; ofi the: altriuistic hy/pE:..

— ....but thelr scale would he much moere limited; as tne
private: sector will remain’ a secondan/, aclor:

—= Poyverty alleviation s an imperiant side;ehjective: o1
BES — But It siieuld never hecomer tie praman/ gezll

== I1e BESE Way/ 6] aCIEVE Pre-pe ol PES may e ey apply
only minimaliintenentions; that: ‘grease; e Wieels:
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