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The Agreed Chairman’s Summary

The “wealth” of many countries, developing and developed, has been decreasing over the last 3 decades even when the Gross National Product (GNP) and the Human Development Index (HDI) has been increasing. We really need to start valuing our natural capital and find innovating mechanisms to promote the sustainable use of these assets to ensure that “wealth” does not decrease.

Sir Partha Dasgupta (UNEP/LSE High-Level Segment meeting)

Scope for aligning market-based instruments and ecosystem services

1. Market failures occur when there are impediments that obstruct markets from functioning properly. These can occur for many reasons, including incomplete values for ecosystem services, environmental externalities not reflected in market prices, and disconnects between market and social prices. 

2. There are a variety of market-based mechanisms available for ecosystem services to compensate  for market failures, including compensation schemes, taxes, subsidies, tradable development rights and carbon sequestration rights. 

3. Experiences from the field show that markets may not be the only solution for some ecosystem services and other instruments may be necessary, such as  land zoning. But more often than not, it is a combination of market-based mechanisms and regulatory structures that is needed for markets to work successfully. The cap-and-trade model in the case of carbon emissions is an example whereby a regulatory framework defining overall emission limits is needed before a market for emission credits could be established.

4. Markets lend themselves well to homogenous ecosystem services but may have difficulty in addressing the conservation of specific species within ecosystem types.

Challenges and Opportunities for building effective market-based mechanisms for ecosystem services

5. Many ecosystem services have been under- or not valued, thereby causing diminished natural capital. The lack of proper pricing signals gives misleading signals for use of ecosystem services and more importantly causes future ecosystem services  to be discounted at the wrong rates. Development of institutions for ecosystem services and markets is possible and this is a potential area that UNEP should consider developing further. 

6. Market-based instruments work well when there are well-defined property rights for the ecosystem services. However, this may not be the case for many regulating, supporting and cultural ecosystem services which exhibit public good characteristics and for which  property rights are more difficult to define. 

7. The Millennium Ecosystem Assessment has provided a coherent framework to address natural resource allocation decisions, and defining typologies of ecosystem services
, sustainable use of ecosystem services and the consequences on human well-being and poverty. 

8. The Millennium Ecosystem Assessment was able to say with confidence that the physical availability of many ecosystem services has deteriorated, but was unable to say much about the value of these ecosystems loses. Without knowledge of these values, it will be difficult to understand the decision-making process related to resource allocation. 

9. Investment in social public goods, such as education for poverty reduction, are clearly understood by policy makers but investment in ecosystem service public goods for poverty reduction is still problematic.

10. There is experience in developing markets for many provisioning ecosystem services such as  timber and food, among many others. However, there is limited experience in developing markets for ecosystem services for regulating, supporting and cultural services like soil formation, flood regulation, water purification, and sacred groves among others
. This is particularly the case when ecosystem services are transboundary public goods and there is a real need for mechanisms to provide for these goods more efficiently and equitably. 

11. There is a need to identify value-added that can be gained by the MEAs in achieving their respective mandates through the use of market-based mechanisms. 

12. Providing the right incentives for both buyers and sellers of ecosystem services is necessary if market-based instruments are to be successful. 

13. Markets do not work in a vacuum. Legal institutions and frameworks are necessary for markets to work efficiently. Moreover, markets are not designed to address equity issues. Additional formal and informal institutional
 mechanisms are required to make sure that markets are equitable. 

Tools for promoting synergies

14. Bundling is a process whereby the mapping of inter-dependent ecosystem services with ecosystem services critical for well-being and poverty reduction is carried out. The final set of ecosystem services that emerge are those which have high inter-dependency and clear implications for well-being and poverty reduction. 

15. Bundling may reduce trade-offs that could occur across ecosystem services, promoting synergies at the same time.

16. Bundling offers the potential for reducing the high transaction costs of establishing market-based instruments for ecosystem services. 

17. Bundling may become complex and non-workable if all services offered by an ecosystem type are bundled. However, there is a higher chance of success for bundling to work if only the critical, dominant and highly inter-dependent services are considered for bundling. The UN Convention to Combat Desertification has begun exercises in bundling carbon and water ecosystem services.

18. There is a potential to reap multiple dividends if conservation of one ecosystem service leads to the conservation of other services. Bundling may offer opportunities for MEAs to work together to achieve their respective objectives. 

19. Bundling may also reduce risk by diversification in more than one ecosystem service. 

Imperatives for pro-poor market-based instruments

20. There is limited information on the equity and distributive impacts of market-based mechanisms. However, it is important to make sure that the poor are not marginalized or see a drop in their overall well-being when ecosystem services are priced and/or marketed. 

21. If the poor are the users of ecosystem services, then there must be compensation mechanisms that will lessen the burden on the poor if they have to pay for services that they used to have for free.

22. Pro-poor objectives should be an integral component of conservation and sustainable use of ecosystem services.

Next Steps

1. UNEP should take the lead in the field of ecosystem services and human well-being to work towards computation of “wealth”
 indicators, using integrated assessment frameworks such as the Millennium Ecosystem Assessment.

2. UNEP, the Multilateral Environmental Agreements (MEAs) and other interested partners should begin piloting case studies to explore the use of pro-poor market-based mechanisms.

3. UNEP should create processes and dialogues to bring together economists, ecologists, lawyers and other relevant disciplines to better employ market-based instruments for a better sustainable management of ecosystem services for poverty reduction and improved human well-being. 

� The term ecosystem services used in this paper refers to the definition used by the Millennium Ecosystem Assessment—–ecosystem services are the benefits that ecosystems provide for human well-being. It does not imply that these services must  be privatized and priced accordingly. Please refer to the website of the Millennium Ecosystem Assessment: � HYPERLINK "http://www.millenniumecosystemassessment.org" ��www.millenniumecosystemassessment.org�. 


� A list of ecosystem services under the general category of provisioning, regulating, supporting and cultural services is available on the website of the Millennium Ecosystem Assessment, as well as the publication, Ecosystems and Human Well-being (Island Press 2003). 


� The term “institutions and institutional” used in this paper refers to the rules and norms used by society to guide the activities by its members.


� The emphasis in this workshop is on pro-poor markets for ecosystem services, but many of the market-based mechanisms discussed in the paper can be used in developed countries, countries with economies in transition and newly industrialized countries. 


� The term “wealth” used in this paper refers to the definition that Partha Dasgupta uses in capturing the value of the total assets or productive base of an economy. The total value of assets includes physical, human, social and natural capital. See Partha Dasgupta, “The natural environment and well-being,” 2001. 
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