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Civil society views on Scaling Up Biodiversity Finance, Resource
Mobilization and Innovative Financial Mechanisms.

Compiled by Simone Lovera (Global Forest Coalition) and Rashed Al Mahmud Titimur
(Unnayan Onneshan) for the CBD Alliance’

Summary

The Convention on Biological Diversity includes a clear commitment that "The developed country
Parties shall provide new and additional financial resources to enable developing country Parties to
meet the agreed full incremental costs to them of implementing measures which fulfill the

obligations of this Convention and to benefit from its provisions".2

In a position paper for the 10th Conference of the Parties of the Convention on Biodiversity,
members of the CBD Alliance recommended that "Strategies to provide financial and other support
to biodiversity conservation and restoration should not embrace risky approaches like forest carbon
offset markets, biodiversity offsets and the Green Development Mechanism. Parties at COP 10
should agree on an ambitious target for developed countries to provide new and additional public
financial resources."

From a legal point of view, it is important to make a clear distinction between two kinds of
strategies for resource mobilization. One strategy is to raise money from developed country
governments, funds that enable them to comply with their financial commitments under the CBD.
The other strategy is to facilitate increased financial contributions of the private sector to
biodiversity conservation. Regardless of the desirability of private sector contributions, overall they
do not support compliance with the legally binding commitments of the CBD, which are oriented
towards Parties to the CBD, to governments.

In the light of the above-mentioned recommendations found in the CBD Alliance briefing paper on
financial resources, this paper will focus on some of the risks of the so-called 'innovative financial
mechanisms". It will analyze some of their social risks, but also elaborate on the economic
sustainability and feasibility of some of the mechanisms proposed. Moreover, the paper will

'This contribution to the CBD meeting on Scaling up Biodiversity Finance has been compiled by Rashed Al Mahmud
Titimur of Unnayan Onneshan and Simone Lovera in consultation with the members of the CBD Alliance. It includes a
summary of the Top10 for COP10 papers that were submitted by the CBD Alliance to the 10th Conference of the parties
of the Convention on Biodiversity, as well as elements of submissions by individual NGOs like Exconexus and Forest
Peoples Program. As with other CBD Alliance briefings, this should not be understood as representing the position of the
CBD Alliance nor civil society in general, but rather as providing background and current information, as well as some
viewpoints on key issues.

2 Article 20.2 of the Convention on Biodiversity,1992.



discuss alternative strategies to mobilize new and additional financial resources to support
biodiversity conservation in developing countries.

1. Financial Needs for Biodiversity Conservation: Estimations and Review

While large conservation organizations and international financial institutions that depend on
significant financial support have often stated that biodiversity conservation requires significant
financial investments, there is remarkably little well-founded research on the costs of biodiversity
conservation. The late-night-negotiations clause that was incorporated in the Convention itself
"...which costs are agreed between a developing country Party and the institutional structure
referred to in Article 21, in accordance with policy, strategy, programme priorities and eligibility
criteria and an indicative list of incremental costs established by the Conference of the Parties"
has not proven to be very helpful in terms of providing concrete guidance in this respect. Estimates
tend to be very rough or otherwise unfounded - e.g. the Little Biodiversity Finance Book (Parker et.
al. 2010) mentions an estimate of 290 USD billion that is not reflected in one of the presumed
sources (IUCN 2010) and the other source (Hansen et. al. 2001) based this figure on the very
rough estimations that were mentioned in Agenda 21, a 20 year old policy document, stating that
"The figures for marine areas, freshwater ecosystems, forests, and agriculture suggest that
conserving biodiversity in the wider matrix of landscapes would cost perhaps $290 billion per

year."*

More recent research on policies to Reduce Emissions from Deforestation and forest Degradation
and enhance forest carbon stocks (REDD+) has provided some estimates, but they also vary by
several hundreds of billions of dollars (e.g. Dutschke, 2008, Lubowski, 2008, Eliasch, 2008).
Moreover, most of these estimates are heavily inflated by the costs of setting up a REDD+
mechanism itself, which are estimated between 11 and 19 billion USD per year in public
investments alone (Eliasch, 2008), regardless of whether the subsequent mechanism will indeed
generate any significant funding at all - which seems increasingly unlikely (see below).

Meanwhile, an analysis of the drivers of forest loss collated from 43 national multi-stakeholder
workshops in 23 different countries by the Global Forest Coalition (GFC, 2010) provided better
news: "An inspiring conclusion in this respect is that addressing the underlying causes of forest
loss does not require a huge financial investment, but rather a redirection of the financial flows that
currently support bio-energy, large-scale tree plantations, mining and other destructive projects.” In
fact, it should be emphasized that perverse subsidies are widely recognized as a major driver of
biodiversity loss, which implies that the quality and direction of financial flows is obviously
significantly more important than the quantity as far as biodiversity conservation is concerned. As
IUCN points out "One vast pot of potential conservation finance lies in the billions of dollars that
are tied up in environmentally harmful or ‘perverse’ subsidies—government fiscal policies that give
an advantage to some consumers or producers, but also create unintended incentives to damage
the environment. These include agricultural subsidies that destroy forests and deplete water
supplies, or fossil fuel subsidies that contribute to climate change" (IUCN, 2008).

It is clear that the main challenge as far as financing biodiversity is concerned is not so much how
much financial resources there are, but what they are spent on. So a good place to start for any
strategy on resource mobilization would be to review the existing financial flows which include
those channeled through international financial institutions like the World Bank and ensure that
they are coherent with the Convention on Biodiversity. In the absence of such coherence, there is
a significant risk mobilizing additional resources will have a futile or even counterproductive effect.

3 -
Ibid.
* Please note the total estimate in their paper is actually higher: 317 USD billion annually (James et. al. 2001)



2. The Financialisation of Biodiversity: Issues and Concerns

Biodiversity and ecosystems characterise properties of public goods as being non-rival in
consumption, or non-excludable in use, or both.> This implies that putting a price tag or charging
consumers for the use and exchange of biodiversity and ecosystem services is often difficult, if not
impossible. These realities make the introduction of ‘Innovative Financial Mechanisms’ (IFMs) such
as payment for ecosystem services (PES), biodiversity offsets, or carbon credits, difficult to
implement in practice.

Some of these instruments are best described as forms of financialisation.® The financialisation of
biodiversity is a by-product of a neoliberal economic system where monetisation has been
regarded as the most important tool for using and conserving biological resources. Under a
neoliberal frame, money is the means whereby all significant aspects of environment can be
valued. In other words money is the only "universal yardstick" of value that can be used and
understood (Harvey, 1996). Accordingly, the capitalist production of nature is the process by which
nature is changed, capitalized, circulated, exchanged and consumed, materially and ideologically,
as a commodity. Financialised nature then becomes part of “accumulation strategy.””

Yet developing the necessary financial architecture for a market in biodiversity conservation
remains highly contestable as pricing of many of the intangible benefits provided by nature is
theoretically and practically impossible. Some of the risks associated with the financialisation of
biodiversity are given below:

* First, most of the ecosystem goods and services are produced through complex processes
involving different stages, inputs and processes that are invisible, intangible or difficult to
ascertain. Assigning values to each of these stages and processes is incredibly difficult.,
yet suggested frameworks for pricing of biodiversity in its core are pursuing conventional
frameworks used for visible commodities (both product and service)., If valuation and
pricing is based on conventional approach many of the complex and perhaps less visible
products and processes contributing to ecosystem functioning may remain under-valued
and potentially unable to find attention for conservation. There have been some institutional
attempts to value of ecosystem services (or putting a price on nature) [e.g. “The Economics
of Ecosystems and Biodiversity (TEEB) study by UNEP]. Such studies are based upon
standard neo-classical techniques with their associated follies (viz. Market Price Method,
Hedonic Pricing Method (HPM), Travel Cost Method (TCM), Contingent Valuation Method
(CVM), Contingent Choice Method). Even its background ‘Foundations’ text states the
limitations of these approaches: “A reliance on these existing measures will in all likelihood
capture the value of only a few species and ecosystems relevant to food and fibre
production, and will miss out the role of biodiversity and ecosystems in supporting the full
range of benefits, as well as their resilience into the future (Reyers, B et al., 2010)”

* Second, often the objectives of conservation and consumption sit diagonally opposite. The
qguestion arises as to how conservation would be sustained in a consumption-dominated
world. Practically, we live in a world that is bounded by planetary limits, but many of the
market-based mechanisms being promoted do little to address these limits in that they do
not address the consumptive economy and primitive accumulation (for example, especially
around the ‘worst offenders’ for land use change i.e. agrofuels, soy, corn, palm oil, etc).

e Third, the new ecological commaodification in the name of IFMs predominately originates

® Non-rival means that one person’s consumption of the good does not reduce its availability to anyone else, non-
excludability means that once the good is provided the provider is unable to prevent anyone from consuming it.
‘iFinanciaIisation is a term that describes an economic system or process with many different facets that attempts to
reduce all value that is exchanged (whether tangible, intangible, future or present promises, etc.) either into a financial
instrument or a derivative of a financial instrument.

" Nature as an accumulation strategy denotes that faced with the loss of extensive nature, capital regrouped to examine
and ransack an everyday more intensive nature, a shift largely propelled by corporate environmentalism, and which is
now linked to the privatization of nature and the instrumentalist view of nature as a source of value (Katz, 1998).



from a few developed countries and politically powerful corporations. For example, the
recent ‘Livelihoods Fund’, which emerged out of a partnership between the major
multinational company Danone, the Ramsar Convention, and IUCN purports to support
livelihood and ecosystem based carbon offsets with 30-50 million Euros of “patient capital”
invested over a 10-year period. The fund is already creating carbon offsets through
mangrove restoration. While the fund claims to support local communities and Peoples
through job creation, it is important to note that the Livelihoods Fund has returns of over
11% Internal Rate of Return, which flows back to the investors, which are European
companies.® An 11 % return is not small change, and represents the way that the flow of
benefits and profits flow in the ‘ecosystem economy’ of the future, once again from South to
North — with the South providing the laboring bodies, and the North providing the capital
investment, and reaping most of the profit and rewards. As the profit shrinks from traditional
goods and services, such investment funds are attempts to find products that are
speculative in nature, and embody higher profits.

* Fourth, existing markets that biodiversity IFMs aim to replicate, such as the carbon market,
are already facing problems with crime, corruption, institutional malfeasance and
incompetence, compounded by a lack of regulatory oversight and lack of acceptability
across and within countries (FPP, 2011). The issue is hugely complicated in case of
ecosystems and biodiversity markets with their non-fungibility and non-exclusivity
characteristics, and with the always-present land use and property conflicts.

* Fifth, in most cases because of play of power and tilted decision making in favour of a few,
the poor, particularly the traditional users of biodiversity like indigenous and local
communities who have been identified as the most efficient users and conservationists of
biodiversity and ecosystems, are likely to be worse-off.° (UO, 2008).

The above outlines some key problems with the financialisation of biodiversity. Without developing
satisfactory answers or methodologies in regard to these complexities and uneven power relations,
new and innovative mechanisms are likely to have adverse implications on the poor and the
women, particularly indigenous peoples and local communities.

3. Payments for Environmental Services

Payments for Environmental Services (PES) are mentioned prominently amongst the innovative
financial mechanisms proposed in the CBD's Strategic Plan for Resource Mobilization'®. PES can
be defined as "(a) a voluntary transaction where (b) a well-defined environmental service (ES) or a
land-use likely to secure that service (c) is being ‘bought’ by a (minimum one) service buyer (d)
from a (minimum one) service provider (e) if and only if the service provider secures service
provision (conditionality)".(Wunder, 2005).

PES schemes and other market-based conservation mechanisms have come under increasing
scrutiny for their social impacts. PES as a national system implies that every forest owner is given
an entitlement to receive a payment. To be effective as an economic incentive, such payments
should be able to compensate the opportunity costs of conservation. Some experts have pointed
out that PES is only cost-efficient if applied in areas where the opportunity costs are relatively low,
which means they are considered mostly suitable for small-scale agriculture activities (Wunder

8 Current investors are Danone (a multinational corporation that produces yogurts, but also bottled water; they are the
biggest producer of fresh dairy products in the world and the second-largest producer of bottled waters (including Evian)
and baby food, generating €17.010 million in sales in 2010., Schnieder-Electric (an energy management company with
operations in over 100 companies, with sales of 20 billion Euros in 2010), CDC Climat (a subsidiary of Casse de Depots),
and Credit Agricole Group (French bank, one of largest in Europe).

® There are numerous examples of how biased political accumulation leads to unsustainability of conservation of
biodiversity and over accumulation nature, resulting in loss and damage of the ecosystem and impacting on the
livelihoods of the indigenous and local communities (e.g. UO, 2008)

1% Convention on Biodiversity Decision 1X/11, Review of Implementation of Articles 20 and 21, Strategy for resource
mobilization in support of the achievement of the three objectives of the Convention, CBD 2008



2007, Wunder 2008). Meanwhile, several Indigenous Peoples' Organizations'' have demanded
that PES systems should be strategically targeted to benefit poor and marginalized communities
only. The relatively social success of the RUPES scheme'?is actually based on such specific
targeting of a scheme for marginalized communities living in upland areas that form the source of
important freshwater resources. However, as pointed out by Karsenty (2008), such theoretical
proposals can easily overlook the risk of potential threats by powerful landowners to destroy their
forests if they are not granted the same rewards. They also ignore the political reality in many
countries, which is that large landowners and influential politicians tend to belong to the same
societal class, and as Karsenty points out there often is a "gap between private interests of
politicians and collective interests of the nation". As a result, PES schemes in countries like
Paraguay are often designed in a manner that benefits large landowners most (GFC, 2008).
Meanwhile, Wunder (2007) rightfully points out that the economic rationale behind PES, and the
requirement of 'additionality' in REDD+ schemes, would limit PES to threatened ecosystems only,
thus excluding Indigenous Peoples and traditional communities who have conserved their forest
until now.

A large number of research institutions and international organizations have highlighted significant
additional social and cultural risks of PES (see amongst others WRI 2005, Karsenty 2008, GFC
2008, Peskett et. al. 2008, Milder et. al. 2010, FPP, 2011, Econexus 2011, Broughton and Pirard,
2011). At the outset, it should be emphasized that many NGOs, Indigenous Peoples' Organizations
and social movements reject the term "environmental services" as they consider it a dangerous
simplification of the holistic, mutually beneficial and bioculturally determined relationship
communities and individual human beings foster with the environment. See also the attached letter
that was signed by over 200 groups and individuals. Another overall concern with PES is that it is
based on a rather simplistic analysis of incentives for conservation, in which financial incentives
are considered the main and dominating incentive. However, in reality social, cultural and
educational incentives have played at least as big a role in motivating people to conserve
biodiversity as economic incentives, while there is a risk PES systems undermine some of these
other incentives (GFC-CEESP, 2009 and GFC, 2010).

There are also strong socio-economic concerns about PES. As they are linked to formal land
tenure titles, PES tends to provide more benefits to wealthy landholders than to economically
marginalized groups like women, Indigenous Peoples and small farmers, who often lack formal title
to their land. These groups also often lack the legal and economic skills to engage in
‘environmental services' markets, which implies they become more dependent upon conservation
groups and other intermediaries, something some Indigenous Peoples' groups have expressed
concern about'. Most market-based mechanisms require significant upfront investments in terms
of elaborating contracts, adapting management and monitoring performance, which excludes
participation by the poorest sectors of society. PES and other market-based mechanisms also
restrict land uses essential for the customary biocultural livelihoods of traditional communities,
leading to the erosion of traditional knowledge and triggering rural-urban migration, especially of
the youth. As Forest Peoples Programme (2011) points out in their submission to the CBD on this
issue "there is a significant risk of top-down actions obliging local people and others to change
their behaviour while allowing the PES contracting parties to reap most or all of the benefits. PES
schemes often seek to change local livelihood practices, and ill-conceived initiatives risk imposing
unjust and unscientific restrictions on the livelihoods and customary resource use of indigenous
peoples and local communities. Poorly designed PES finance for national or local conservation
schemes may thus have direct negative implications for the fulfillment of country commitments
under CBD Articles 10c and 8j under which Parties have duties to respect and protect the
customary use and traditional practices of indigenous peoples and local communities."

There also is a tension between PES and well-founded national and international legal principles.
By giving them an entitlement to a payment, PES suggests countries and actors within those

" E.g. AIDESEP, 2011, "Constructing Indigenous REDD+, Inter-cultural Modification of REDD+ in Peru to the Territorial
and Collective Rights of Indigenous Peoples", AIDESEP, Peru
12 http://rupes.worldagroforestry.org/

13 See AIDESEP, ibid.



countries have a legal right to destroy the 'environmental services' of an ecosystem. An
international PES system for watershed services, for example, could lead Brazil to claim
compensation from its neighboring countries like Paraguay for efforts to combat deforestation, as
these neighboring countries see their international rivers and regional climate threatened by the
impact of this forest loss and thus enjoy the 'environmental service' provided by standing forests in
Brazil. This assumption is in contradiction with legal principles as enshrined in the Convention on
the protection and use of transboundary watercourses and international lakes'#and the very
Convention on Biodiversity itself, which emphasize that States, while having the sovereignty over
their natural resources, have an obligation not to cause harm to the natural resources of other
countries.

While they are often mixed up in the literature (for example Landell-Mills and Porras, 2002), there
is an important legal and economic distinction between programs to "reward" certain communities
for environmental services (e.g. the above-mentioned RUPES scheme) and laws that create a
nation-wide PES system. The latter implies each and every landowner is granted an entitlement for
compensation if he or she decides not to destroy the forests or other ecosystems on his or her
property. Such PES legislation, as now adopted in countries like Costa Rica and Paraguay, is
violating well-founded legal principles by changing the polluter pays principle into a 'beneficiary
pays principle' (Wunder, 2007). More importantly, such laws have also proven to be a significant
financial burden for the countries involved as they have overlooked a small but economically
crucial detail of establishing a legal obligation for beneficiaries to pay, which results in governments
having to pay up most of the time. (GFC 2008 and GFC 2009).

In fact, it is highly remarkable that PES is even seen as an IFM, as PES as applied in most
situations does not really manage to generate funding, rather, it is an expensive environmental
policy option that creates an obligation for Governments or other actors to pay for 'services' that
were previously provided, or could be provided, for free. Governments play a key role in practically
all PES systems, often as a buyer of services: Some 99% of the estimated 1460 million USD that is
annually spent on PES is paid by public sources (Milder et. al. 2010, Vatn et. al. 2011 See also
Broughton and Pirard, 2011). The conclusion by Vatn et. al. that private sector engagement is
"relatively marginal" in PES is quite an understatement in this respect. In a country like Costa Rica,
the national PES system requires no less than 25% of the entire budget of the Ministry of
Environment (FoEl, 2010), while Broughton and Pirard point out that "the Costa Rican PES
programme looks more like a flat subsidy" rather than a market (Broughton and Pirard, 2011).
Without a firmly established, though legally and morally questionable, obligation for the
beneficiaries to pay, PES are a significant financial burden for public budgets rather than a funding
mechanism as they force Governments to pay for compliance with environmental policies. The
argument that PES would make the enforcement of environmental policies cheaper is not based on
any evidence or sound analysis as it forces public authorities to not only monitor compliance with
environmental rules - and experiences with REDD+ have shown this is highly complicated as there
is a significant risk of fraud due to the potential profits at stake (Lohmann 2006, Munden 2011) -
but they have to administer complicated compensation schemes on top of that.

4. REDD+

Most theories that classify PES as an IFM are based on supply-based calculations rather than
demand-based calculations of the financial resources that could be generated. This is true
especially in the case of Reducing Emissions from Deforestation and forest Degradation and
enhancing forest carbon stocks (REDD+). REDD+ is generally seen as the 'environmental service'
that could be most profitable (Richards and Jenkins, 2007). The estimated revenue flows are
based on potential financial flows generated by the potential supply of carbon offsets rather than
the question whether there is, or will be, a significant demand for such offsets (e.g. Chomitz, et. al.
2007, Dutschke et al. 2008, Lubowski, 2008, Peskett et. al. 2008, Peskett and Harkin, 2007,
Richards and Jenkins, 2007). A significant demand for forest carbon offsets can only be created
with a combination of ambitious legally binding emission cuts and the possibility to offset such cuts

“Convention on the Protection and use of Transboundary Watercourses and International Lakes, Helsinki, 1992,
http://www.unece.org/fileadmin/DAM/env/water/pdf/watercon.pdf



with forest-based projects. A remarkable amount of literature on the theme mentions deep
emission cuts as a pre-condition for REDD+ without any proper analysis of the political feasibility of
such cuts.

Regretfully, the outcomes of the 17th Conference of the Parties to the Framework Convention on
Climate Change (UNFCCC) in December 2011 make it clear that legally binding emission cuts,
and/or an international obligation for the beneficiaries of carbon-related environmental services to
pay, will not exist before 2020. And it is highly uncertain whether such an obligation will exist
thereafter as countries have only committed to an undefined "legal outcome" that should be in
force by then'®.Whether this legal outcome will include the "deep" legally binding emission cuts that
are mentioned as a pre-condition for international forest carbon offset schemes in most literature is
highly uncertain. For example, China, India and other developing countries have, for very good
legal and moral reasons based on the common but differentiated responsibilities principle
enshrined in the UNFCCC itself, made it clear they will not be willing to commit to quantified legally
binding emission cuts if the world's largest per capita polluter, the US, does not do so'®. However,
unless the upcoming elections result in a US Government that has a significantly more progressive
environmental agenda than the current US administration (which is rather unlikely anno 2012) the
chances that the US will be willing to agree on quantified legally binding emission cuts by 2015 are
very low.

The EU and a number of relatively small emitters have indicated their willingness to commit to
legally binding emission cuts within the framework of a second commitment period of the Kyoto
Protocol, but the EU does not allow forest carbon offsets in its internal Emissions Trading System
(ETS) until at least 2020". Here again, it is uncertain whether this position will be revised after
2020, as the main arguments for this decision, which include both technical concerns like
governance, permanence and leakage and an economic concern about an overflow of supply of
carbon credits in a market that is already plagued by a lack of demand, are unlikely to disappear
between now and 2020. Meanwhile, the ETS already represents 97% of global emissions trade’®,
and this percentage might increase if the large developed countries refuse to take up binding
emission cuts as part of the second commitment period of the Kyoto Protocol are subsequently
excluded from the flexible mechanisms in that protocol (e.g the Clean Development Mechanism).
So even if market mechanisms "could" play a role in financing REDD+, as stated in the outcomes
of the Durban Summit'®, it is not very realistic to assume there will be a significant demand for
forest carbon offsets before, or even after 2020.

There will be undoubtedly be a continuation of some of the existing forest carbon offset markets,
which are voluntary, and thus rather a form of philantrophic funding flows merged with green
marketing considerations than a real market. But aside from the many concerns mentioned about
such market-based conservation mechanisms in general, the financial flows from the voluntary
market have been around 5% of the total funding flow to REDD+ only. Even in 2010, when there
was still some expectation that REDD+ might be included in global carbon markets any time soon,
the total value of transactions was only 178 million USD?, including both direct investments in
projects and indirect transactions. In comparison, in June 2011 the REDD+ Partnership Database
reported that donor countries had already committed more than 7.7 billion USD in public funding to
REDD+?'. So if the purpose of these public investments were to generate private investment, they
have not been very successful. As far as speculative motivations played a role in some of the

15http://unfccc.int/files/meetings/durban nov_2011/decisions/application/pdf/cop17 Icaoutcome.pdf Advanced unedited
draft. See also http://www.twnside.org.sg/title2/climate/news/durban01/durban_update25.pdf

16http://www.twnside.org.sg/title2/c|imate/news/durbanO1/durban_update25.pdf
17http:/feur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2008:0645:FIN:EN:PDF
18http://siteresources.worldbank.org/lNTCARBONFINANCE/Resources/StateAndTrend_LowRes.pdf

19http://unfccc.int/files/meetings/durban nov_2011/decisions/application/pdf/cop17 Icaoutcome.pdf Advanced unedited
draft.

20Fgrest Trends, 2011. State of the Forest Carbon Markets 2011.http://www.forest-
trends.org/publication_details.php?publicationID=2963

21REDD+ Partnership, 2011. REDD+ Partnership Voluntary REDD+ Database Updated Progress Report, 11 June 2011,
page 6, table 1. See http://reddplusdatabase.org/




voluntary forest carbon offset initiatives, the rapidly decreasing chances of a global binding cap
and trade system before or even after 2020 is already having a depressing effect on the
market.?’In any case it is clear that carbon offset finance as an IFM has proven to be a highly
volatile, instable and uncertain source of funding that is fully dependent on the outcomes of one of
the most difficult and frustrating international negotiation processes ever.

The uncertainty about future carbon offset markets is something that should be strongly taken into
account by the more than 35 Governments that are receiving REDD readiness funding at the
moment. There is a clear need to ensure policies and strategies to conserve and restore forests
are not dependent upon highly uncertain future forest carbon offset investments. As an excessively
expensive policy measure, national PES systems will create a permanent dependency on external
funding flows, as the Costa Rican Government has learned the hard way. This will significantly
undermine the independence of national governments to determine their own conservation
priorities. The often-heard suggestion that a dependence on private investments and
environmental services markets would create relatively greater independence and stability than
dependence on public ODA is not based on any proper analysis or experience. Rather, the main
market for environmental services has proven to be a highly insecure source of financial support
for biodiversity, and there is an inherent risk that profit-oriented actors offering investments in
biodiversity conservation will try to use the opportunity to expand their own business, regardless of
the impacts this might have on biodiversity or people.

5. Biodiversity Offsets

Similar to carbon offsets, in a biodiversity offset the polluter pays for damage they have done to
biodiversity by creating or buying an offset/credit. An offset implies that a certain biodiversity
conservation initiative serves as a compensation for a project or policy that destroys biodiversity,
so the net outcome for biodiversity is at most zero. Considering the bad experiences® with carbon
offset markets, it is remarkable that proposals have been developed for biodiversity offset markets
and even a Green Development Mechanism to play the role of an international broker of
biodiversity offset agreements similar to the role of the Clean Development Mechanism. This paper
focuses on five issues relating to biodiversity offsets.

First, the major problem of biodiversity offset arises from the ‘non-interchangeable’ and ‘difficult to
measure’ characteristics of the biodiversity, which make it difficult to trade. The process of
measuring two biological sites as ‘ equivalent’ is incredibly challenging — if not impossible -
because biodiversity in two locations can be completely different in many ways such as species
composition, ecosystem process, food web and ecosystem services provision. Unlike carbon
markets, biodiversity offsets deal with physical objects like plants and animals; and biodiversity is
so much more than just simple concepts of a list of species or the size of a population, which may
be undermined by the over simplification for ease of monetary valuation of biodiversity of project
and offset site.

Second, biodiversity offsets can have potential adverse social impacts. For example, the project
itself may exclude indigenous peoples and local communities or it may take the form of a Protected
Area with restricted accessibility to those who have been there for centuries. Forest Peoples
Programme (2011) states: "A further potential problem with offsets is that they could be used to
either strengthen existing or create new protected areas at other sites that may apply exclusionary
conservation approaches at the expense of local people (in disregard of CBD and other standards
requiring inclusive and rights-based approaches to protected area establishment and
management.”

Third, such mechanism may provide the right to continuation of destruction and pollution, acting as
incentives to development. Indeed, there is evidence that the wetland banking in the US focuses
almost predominately on compensation rather than the other aspects of the mitigation hierarchy

2 Wynn, Gerard. “Carbon Offsets Near Record Low, Worst Performing Commodity” Reuters, August 8 2011.
2 There are numerous studies and cases that demonstrate problems associate with carbon credits and offset
mechanisms. For example, the CDM Watch carries a plethora of resources in its website, www.cdm-watch.org



such as avoidance and minimization (Hough and Robertson 2009). This finding is also found in
other jurisdictions, such as in Canada (Clare et al. 2011). This means that the offsets work as an
incentive to developments that may be ecologically problematic, by incorporating compensation
costs into the business model.

Fourth, and perhaps most worryingly, there is little evidence that offset programs work, even in
those established offset and mitigation programs such as US wetland banking. A study conducted
in Ohio (Mack and Miacchion 2006), scientists looked at the 12 oldest of the state’s 25 wetland
mitigation banks. Although these had been studied and monitored by the Army Corps and EPA
[Environmental Protection Agency], the study found that many were not up to standard when
checked against stringent scientific criteria. Indeed, against these measurements only three banks
scored in the “successful category,” while five passed in some areas and failed in others. The
remaining four failed nearly every assessment, functioning more like shallow dead pools than
wetlands. More disturbing, none of the government agencies charged with oversight were taking
the bank managers to task for this fact.

Fifth, the efficiency claim behind offset programs — meaning that a cap and trade system based on
offsets is more economically efficient (compared to say command and control regulation) — has
also not been proven in practice, especially when transaction costs are factored into the equation.
Economists themselves have questioned this assumption, particularly when it comes to
biodiversity, as the ‘commodity’ is location-specific and spatially non-fungible. This restricts the
geographic scale of the market, which also means it loses “much or all the ...efficiency advantage
competitive markets have over alternative resource allocation strategies” (Kroeger and Casey
2007, see also Muradian et al 2010). As concluded by Vatn et. al. (2011) "transaction costs are
high and there are reasons to expect them to be largely borne by the public sector”. This implies
that, similar to carbon offsets, Governments risk investing significant amounts of public funding in
setting up a system that might hardly generate any funding for effective biodiversity conservation.

Sixth, biodiversity offsets will tend to concentrate on high value conservation areas leaving less
value ones open for environmentally destructive activities. While this might be positive according to
environmental criteria, there are serious human rights issues to be addressed if the ‘less value’
areas are already being used for farming, ranching, or pastoralism. There are demonstrated cases
observed in instances such as extractive minerals (FPP, 2011) and the conversion and grabbing of
agriculture land. In some cases resettlement and relocation schemes are offered theoretically, but
effective compensation and mitigation are less offered in reality or neither the principle of free, prior
and informed consent is respected (FPP, 2011).

6. Tax, Allowances, Concessions

Different innovative financial mechanisms are also being advocated either in the form of voluntary
or non-voluntary arrangements. Tax and allowances are examples of non-voluntary mechanisms
through which funds are raised that could be used in biodiversity conservation.

A natural capital tax can either impose a price on the extraction of natural resources (fee on
timber extraction, mining) or activities that negatively impact the provision of biodiversity or
ecosystem services (development tax). However, considering the complexity in estimating non-use
value (ecological functions), pricing of natural resources mostly focuses on the use (direct and
indirect) value. Moreover, natural capital tax continues to enable timber traders or miners for
example to harvest resources beyond the ecological limit where return to the original environment
may not be possible even with the highest amount of investment. Another potential problem of this
approach is susceptibility to corruption by government or accrued benefit by politically powerful
actors. A further shortcoming of this approach may arise from enforcement, where the local
community may be penalized instead of real polluters. Despite such criticism, this tax has been
advocated against perverse subsidies in natural resource extraction (e.g. timber trading, mining).

A Greenhouse Gas Allowance is a new financial mechanism for biodiversity and ecosystems
services that has been discussed under the UNFCCC. Under the mechanism, a percentage of



assigned amount units or allowances could be withheld from national or international quota
allocations and auctioned via an appropriate institution. The criticism of this mechanism is that it
will allow developed countries to emit more and makes them less responsible for environmental
degradation as anyone can easily buy an allowance regardless of the global climate status. From
the perspective of developing countries, access to this money through this mechanism would entail
complex scientific, legal and policy frameworks including a baseline study.

National Concessional loans (or concessional debt) are delivered to governments or private
companies for ecosystem protection or ecosystem-friendly activities by the donor countries with a
provision of repayment. Mostly the developing countries are the recipients of such loans. Quite
clearly, such mechanism weakens the obligation of developed countries in protecting the
environment as they are mostly responsible for global climate change. Instead of solidarity they are
using this mechanism as a business to make money.

An aviation and maritime tax or levy has been put forward under international biodiversity,
climate change and development discussions. Aviation and maritime emissions are two important
sources, and proposals, therefore, have been made to impose tax or levy on the passengers (in
case of marine vessels tax on transport freight operated by developed countries and tax on bunker
fuels for refueling planes or ships). It seems the proposals are interesting and innovative, and can
be put in place with an accepted operational framework. Even though there is no direct connection
between biodiversity with aviation or maritime sector, increased emissions from these sectors and
resultant impacts will degrade biodiversity.

A Financial transaction tax, as originally suggested by James Tobin (also known as Tobin tax)
discourages investing in unsustainable financial speculation and collected funds could be utilized
for biodiversity conservation. Imposing such tax is technically possible and efforts could be put in
place for implementation and enforcement, with an effective accountability framework.

7. Conclusion

Ecosystems are about relationships and interaction, and therefore these behave differently than
regular commodities. Therefore ecosystem services are difficult to convert into commodities,
posing political, ethical and environmental risks.. Case studies around the world do not rigorously
support the argument of promoting Innovative Financial Mechanisms (IFMs) such as PES and
biodiversity offsets, to achieve objectives of CBD. In our view, many of the IFMs are pre-mature
and have potential to produce counter benefits that could undermine the objectives of CBD.
Furthermore there is little evidence from other existing environmental markets that this is a road we
should travel.

As the CBD Alliance members argued in the Top10 for CDOP10 "the move to private sector,
voluntary and offset approaches to conservation (i.e. like the GDM) is part of a larger trend of
moving governance and decisions away from governments and communities. It is part of a trend in
which various international NGOs, consulting firms, intergovernmental entities are positioning
themselves to profit as brokers, middle-men, certifiers, and/or actual project proponents/ investors.
As such, the move to market approaches is not only a way to ‘find more funds’, as is commonly
articulated by Northern delegates, but it is also about privatizing and commodifying people’s
commons, bypassing governance systems in the South, all in order to achieve ‘northern’ style
conservation with access to resources through private, or ‘voluntary’ means. Further, based on
these concerns, there is growing opposition to market approaches from social movements,
worldwide."

Forest Peoples Programme (2011) recommends, amongst others: "Given the unproven
sustainability of different innovative finance mechanisms, Parties should apply a precautionary
approach and avoid decisions and commitments on this topic until reliable evidence is available to
demonstrate the usefulness of different funding mechanisms in helping to achieve the objectives of
the Convention." They also recommend that "Upcoming public participatory consultations on the
revision and updating of NBSAPs should include open public debate on different finance options



for implementation of the CBD at the local and national levels. Such debates should cover a range
of innovative options and measures as well as existing tools, including reform of existing taxes and
subsidies that may be harmful to biodiversity (such as subsidies to fossil fuels) and the creation of
taxes and subsidies that promote the conservation and sustainable use of biological resources."

In their recommendations to COP10, the members of the CBD Alliance argued: "In the absence of
a firm and ambitious target to provide new and additional financial resources as agreed in the
Convention, any discussion on so-called ‘innovative financial mechanisms” is premature." They
pointed out that "at height of the global economic crisis in 2008, more than 6.9 trillion US dollars
were mobilized by developed country governments to ensure the survival of private banks and
other financial institutions that had been engaging in risky, speculative economic practices" and
that it was obvious in this light that public resources could be mobilized to fulfill the financial
commitments of the CBD provided there was the political will to do so. "Instead of taking a narrow,
mercantilist approach that “pays” for environmental “services”, we urge governments to provide a
broad range of social, cultural, legal and economic incentives for biodiversity conservation,
restoration and sustainable use, especially by women, Indigenous Peoples, local communities and
small-scale food providers like farmers, fisherfolk, and pastoralists. Such incentives must also
recognize and respect the historical territorial and use rights of Indigenous Peoples and local
communities and support the significant contribution of Indigenous territories and community
conserved areas."
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ANNEX:
OPEN LETTER
TO THE SECRETARIAT OF THE CONVENTION ON BIOLOGICAL DIVERSITY AND THE
GOVERNMENTS OF JAPAN, INDIA, NORWAY, SWEDEN AND ECUADOR

On 6 to 9 March 2012 the Global Dialogue Seminar on Scaling Up Finance for Biodiversity, co-
hosted by the Convention on Biological Diversity and the Governments of Ecuador, India,
Japan, Norway and Sweden, will be held in Quito, Ecuador with the aim of exploring financial
mechanisms and resources for biodiversity. This is part of an agreement among the signatory
countries to the Convention on Biological Diversity to mobilize financing to facilitate
implementation of a strategic plan and the achievement of the Aichi Biodiversity Targets, in
which Strategic Goal D aims to enhance the benefits from biodiversity as a commodity and
from environmental services. The meeting in Quito is one more step in this direction.

In the midst of the current environmental, financial and economic crisis, biodiversity has
gained enormous importance because of the role it can play for the “green economy”, which
will be consolidated through the agreements reached at the upcoming Rio+20 summit. This
economic proposal is nothing more than a new face for capitalism, through which
biodiversity, water, soils, biogeochemical cycles, photosynthesis, and all the other functions
and structures of nature can be converted into commodities.

Forming part of this process are the false solutions to climate change such as REDD (Reducing
Emissions from Deforestation and Forest Degradation) and so-called TEEB (The Economics of
Ecosystems and Biodiversity). A tangled web of proposals that essentially seek control over land,
forests, water and biodiversity as means to compensate for the loss of biodiversity or as raw
materials for new technologies.

In practice, they promote the implementation of neoliberal measures to address the climate
problem, biodiversity management and protection of forests. They extol the paradigm that the
solution lies in the market, in property rights, in the proper assignment of prices and the
commodification of all of nature, traditional knowledge and cultures associated with it, to the
detriment of justice, sovereignty and respect for human rights and the rights of nature.

At the meeting in Quito, as well as during the run-up to Rio+20 and at the CBD COP-11 in
India, steps will be taken to define the financial instruments, policies and public-private
partnerships needed to achieve the biggest land grab and trampling of people’s rights ever
seen in the history of humanity. Due to the scale and sphere of action, what is proposed will
have devastating effects on territories and rights.

Just as the Green Climate Fund is aimed at promoting market mechanisms to ineffectively
confront the climate crisis, financing for biodiversity is being diverted towards means of
privatization and control of biodiversity.

With the same discourses of poverty relief, conservation and sustainability that have
benefited the industrial, military and financial sectors, they are once again trying to convince
us that the “green economy”, promoted by the same actors, is the solution.

In view of this situation, we the undersigned organizations, networks and social movements
urge the governments hosting the meeting in Quito to stop the commodification of nature;
likewise, we call on the participants in the meeting to prevent the further advance of the green



economy that is being hatched and to act instead in line with models of society that differ
from the capitalist system and are built on the principles of community and on relationships

with nature based on the protection of life.
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