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1 INTRODUCTION

The 2004 and 2007 EU enlargements have significamttiched biodiversity within
the EU territory. Moreover, the possible accessibiseveral new eastern European
countries in the future is foreseen to increasesHtodiversity capital even further.
However, the new biodiversity assets also bringwéwd new challenges for
biodiversity conservation. The rapid economic depeient combined with major
political and social changes in the new EU Membed Landidate States are
increasingly pushing landowners and land-userqittedake activities that often lead
to negative environmental impacts, including lo$sbmdiversity and ecosystems.
Consequently, valuable ecosystem services, i.ectitims performed by natural
ecosystems that directly or indirectly support hameellbeing, are being lost as a
result of mismanagement and lack of incentivesésgrve the

Since the commitments made in 2001 by the Eurog&amcil, halting the loss of
biological diversity has formed the main goal oé tBU policy for biodiversity and
nature conservation. The EU nature Directives {he.habitats and birds Directives)
and the implementation of the Natura 2000 netwdaly p key role in achieving this
policy objective. It has also been acknowledged thee to the long history of land
use in the EU a significant part of biodiversitgdioutside the actual protected areas
network. Consequently, increasing amount of atbenis also currently given to
ensuring the sustainable use and conservation odivarsity and the related
ecosystem services within broader land- and seascap

In order to achieve the EU biodiversity goal andrtatch the pressures created by
economic development on biodiversity in the EU Memland Candidate States
sufficient funding for the conservation and susdthle management of biodiversity
needs to be guaranteed. This forms one of the omalenges for the enlarging EU in
the future. Finding innovative solutions is a kdgneent within the current EU’s
biodiversity policy and in this context payments émvironmental services (PES) are
considered to have increasing potential in encongagnd financing conservation
activities. The idea of PES is that those ‘providirenvironmental services by
conserving natural ecosystems are also to receiwepensation / payments from
beneficiaries of the servieéeBy directly combining the providers and benefigs,
PES may also succeed where other conservation agme have failed. This may
increase the appeal of conservation practices mormber of stakeholders, such as
farmers.

1 Further information about biodiversity related ®gsiem services see Millennium Ecosystem
Assessmenhttp://www.millenniumassessment.org/en/Synthegis as

2 For more information on PES see for example Wignrounnikoff, S. 2006. Payments for
environmental services — A solution for biodiversitonservation? IDDRI publication 12/2006
ressources naturelles, Institut du Développememtlile et des Relations Internationales (IDDRI),
Paris, France, 16 pp.



The application of direct payments for conservimdlversity and related ecosystem
services, particularly in agricultural areas, hi@sted to gain increasing attention in
the EU and elsewhere. For example, the EU paymerdsr the rural development
policy have become more and more focused on daiiyebiodiversity related
benefits. However, the effectiveness and efficieatyhese payments in supporting
biodiversity conservation are still to be furthessassed. A number of existing
examples indicate, for instance, that the designp@ayment schemes needs to
improved in order to ensure that supported aotisitiully deliver the defined
biodiversity objectives. In order to monitor PESame results, more suitable and
easy-to-measure indicators for conservation of iberdity and ecosystem services
need to be developed. In general, the future angdlés to establish financing systems
in which the appropriate amount and form of paynienenvironmental services will
have the desired effect in influencing the decisiohlandowners.

2 OBJECTIVES AND STRUCTURE OF THE REPORT

This report presents the results from five caselistuexploring the possibility to
establish PES schemes for biodiversity conservatiomvo new EU Member States
and three candidate countries, namely Bulgariaat@zxrpthe Republic of Macedonia,
Romania and Turkey as well as the review of posénsustainable long-term
financing sources. This is the final project repofta project ‘Complementary
Financing for Environment in the Context of Accessi Innovative Resources’
(ENV.E.3/SER/2006/0063) that has been carried guhe WWF Danube-Carpathian
Programme and IEEP for the European Commissio0@6-2007.

The structure and objectives of this report ardadlews: Chapter 3 outlines the
methodology used to calculate PES level estimateslifferent the case study areas
considered in this study. It also summarises tlitera for selecting the case study
areas at national leveChapter 4 provides a short synthesis on the different cquntr
case studies, including the main developments nd kase and the main threats to
biodiversity and ecosystem services. Against takground the Chapter also present
the rationales behind the foci of PES schemesse study area€hapter 5 analyses
the results of the PES calculations, including @néag the main land management
practices suggested to be supported by PES sch€imaster 6 provides information
on the broader regional and national framework edddr establishing PES schemes
in the studied countriesChapter 7 discusses the existing and potential long-term
financing sources both for the proposed case suatid in general in Europe. Finally,
Chapter 8 summarises the main conclusions from the five saséies and provides
general recommendations for establishing PES schameBulgaria, Croatia, the
Republic of Macedonia, Romania and Turkey, it gdegsents the factors for success
for PES schemes based on the review of the intenatexperience and outlines
strategic recommendations for developing EU pditiet promote PES.

In addition, the detailed methodological framewddk calculating PES levels is
included inAnnex 1 The individual country case studies can be fonnéinnex 2 —
6. The report on the review of international expereenath PES can be found in
Annex 7.



3 METHODOLOGY

The PES estimates presented in this study are lmas#te calculation of opportunity
costs of land use changes in selected case stuwhs.aOpting for high value

biodiversity agriculture may mean not making usette opportunity to move to

higher profit agricultural practice in order to egfiard the biodiversity. The principle
of PES here is simply to ensure that the PES cothlersopportunity cost (here

foregone increase in profit) and hence avoid tlenemic incentive to shift practice.

Opting for high value biodiversity may also entgailtting in place more expensive
measures or practices; to encourage such pradteePES needs to cover the
incremental costs, which can also be seen as thartpity costs.

The collection of data and calculation of PES valbas been carried out by using the
methodology provided in Annex 1.

In brief, the methodology consisted of three doautsiedesigned to help country
experts to collect data and carry on the countayesis:

1. Methodology guidance document: a step by step method to collect relevant
information, calculate opportunity costs and amalg®sts and benefits of
possible PES

2. Methodology template: spreadsheets for the calculation of opportunagts
and gross margin and for the analysis of costsbanefits

3. Country case study template: the structure of the country reports

The main elements of the methodology, as desciihetle methodology guidance,
were the following:

Task 1. Calculation of the opportunity costs, on the basdithe instructions given

Task 2: Analysis of costs and benefits of the suggestes.n light of the calculated
opportunity costs, the country experts have begnagted to suggest possible
level of payments, and indicate in quantitativevaingn this was not possible,
qualitative terms the costs and benefits assoctatdte PES.

The methodology guidance identified 7 steps tode®wed in order to achieve the
above mentioned tasks. These were:

Sep 1. Characterise the case study region — carrying @WOT analysis for each
study region, analysing legal, institutional andnadstrative frameworks and
collecting information about high biodiversity valsites

Sep 2: Collect information on specific characteristidstioe largest/most important
land-uses in the study area

Sep 3: Collect information on specific trends in land-us¢he study area



Sep 4: Select the sites (indicatively 2 or 3) for funtlamalysis — where sites were
meant to be rather homogeneous areas in termsnoiinig practices,
consisting of one or more farms located in nearegs®and insisting on areas
with similar biodiversity characteristics.

Sep 5: Calculate opportunity cost in relation to specHiodiversity-friendly options
Sep 6: Assess the costs and benefits of PES

Sep 7: Analyse and discuss the costs and benefits ahpayschemes at national
level

The case study areas in the five countries coreidierthis study were selected by the
project team based on the recommendations of the’'senational experts. The
general objective was that the selected case sighs were to be both representative
of the situation at national level and also to enésindividual characteristics that
could provide insights also at broader regional &tdl level. The characteristics
considered in this context included, for exampl&edent land use practices and
management systems, focus of land use managemtanties and location of area
(e.g. within and outside protected areas / sugdgstetected areas). In addition, the
availability of data was considered as one of thgpadrtant criteria for the site
selection.

In addition, in each case study country nationglegxworkshops were carried out to
gain more information on the potential of estabhghPES schemes for biodiversity.
The insights of these workshops have been takem awotount in the individual

country case and when developing this synthesisrtemcluding elaborating the

suggested recommendations in Chapter 8.



4  LAND USE AND BIODIVERITY IN THE CASE STUDY COUNTRI ES

This Chapter provides a brief synthesis on the erurdand use and state

of

biodiversity and related ecosystem services infive countries considered in this

study. Information on land use at the case studgtions is provided (sections 4.

1 -

4.5). This information is accompanied by a tablenswarising the main land uses,
their profitability and impact on biodiversity iha area. In these tables the following

indicators and colour coding has been used. Thesat@oduced in Box 4.1 below.

Box 4.1. Indicators and colour coding for country ase study Tables 4.2 — 4.6

Biodiversity friendliness: this level has been estimated on the basis ofrtfeemation
related to biodiversity values and impacts for edahming practice. The case f

an exact science, it helps to present a usefulngi¢o facilitate understanding.

friendliness ranges from good or sufficient to ffisient or bad. While this is clearly n¢t

DI

| bad ] insufficient | sufficient ] Good

Profitability: A range of colours show if the profit deriving fraifme current practices

values; zero in case of land abandonment (no prdfitcan happen than that evern
(relatively) gross margin will not be sufficient ¢arry on the existing practices — eg wh
it is not enough to cover for instance labour ochmaery costs. Although the calculati
of these costs has not been object of this studyad been possible to get a sense of
level of profitability of practices thanks to th&drmation gathered at country level, and

declining are considered not sufficiently profi@beither in absolute terms (eg the gn
margin do not cover labour costs) or in relativeni® (eg they are not profitable compa
to potential substitute practices). The colour ngdieflects these considerations.

good, sufficient, zero, insufficient or bad for tfeemer. Red has been used for negay

S
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a
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particular the trend that current practices areewing. Practices that are cleafly

DSS
ed

IS insufficient | zero | sufficient | Good

Trend: the up arrow indicates that a farming practicexpanding — eg becoming mg
popular among farmers and therefore more land mvexted for that. The down arrg

concerning a certain farming practice remains @onist

indicates a declining practice. The horizontal wariadicates no trend — ie the situatipn

increasing ™ decreasing g constant| <&




4.1 Case study area Lonjsko Polje, Croatia

The Lonjsko Polje area is covered by grassland)@rand forest areas and it hosts
one of the largest remaining naturally inundatezharn the Danube river catchment.
The Lonjsko Polje Nature Park located in the amaprises of an area of 506 km
The park is a Ramsar site and a home to seven famtdnabitats and 89 species
mentioned in the EU Habitats Directive. In the pngharily plans for the Croatian
Ecological Network, Lonjsko Polje Nature Park areaevaluated as a core area of
international importance e.g. a potential Natura@§ite.

As regards ecosystem services, the Lonjsko Poga #orms a key element in the
natural flood control system of the Sava River baghis flood control system affects
also the neighbouring countries Bosnia and Herziegoand Serbia. The inundated
floodplains play also an important role in maintagnhthe local and regional climate
conditions. The area has a significant potential rfature tourism and recreation.
Additionally, the cultural heritage value of the rijsko Polje Park, including its
indigenous animal breeds and typical traditionabden houses, is also high.

Despite its high biodiversity value the area of jsin Polje is currently facing

significant challenges related to high rate of gepation. Land abandonment is
particularly strong in grassland and forest areaserey the traditional land

management activities related to maintaining oftypas (e.g. grazing and mowing)
are becoming less and less popular. If abandore$etareas will no longer be
managed by farmers, with negative implications Bodiversity. For instance,

abandonment may lead to the loss of fragile ecesyst spreading of alien species
and increased likelihood of natural hazards (@t fires).

Where there is no land abandonment, there is ardiit challenge. Farming practices
on arable land (mainly cultivation of maize and wat)eare becoming increasingly
intensive. While current practices, although pdytimtense (e.g. in terms of fertilizer
use), have only limited negative effects on biositg, further intensification will
lead to drastic changes for habitats and speciestduthe loss of (semi)natural
ecosystems to arable cultivation and by destrugtimgprtant landscape elements for
biodiversity (such as hedges).

In the light of the situation above, the Lonjskoljfaase study has focused on
investigating options to use PES to avoid the abamént of land and traditional
management practices in order to maintain biodityerand related ecosystem
services in grassland and forest areas. As a sdoonsd, the study also explores how
PES could be used to avoid further intensificabbmaize and wheat production.

Table 4.1. Summary of the main current land use pretices and their
characteristics in Lonjsko Polje, Croatia

Characteristics of management practicd
BD friendly? Profitable? | Trend

Land type | Management practice

Grassland| Grazing (extensive) N




Abandoned pastures ™

Hay meadows \g

Abandoned hay meadows ™

Partially intensive maize M
Arable

Partially intensive wheat ™
Forest Grazing g

4.2 Case study area Roussenski Lom, Bulgaria

The Bulgarian case study has been carried outeiratea of Roussenski Lom Natural
Park. The park is situated in the north-east ofdinentry in a canyon-like valley of

the Roussenski Lom River, the last major rightutany of the Danube. Roussenski
Lom is an area with high biodiversity value. Foaewle, altogether 29 habitat types,
of which 17 are identified as in a need of strinbtpction, can be found within the
park territory. The park also hosts a number sgetihat are endemic either to
Bulgaria or to the Balkan region. Not surprisindglye park has been included in the
Bulgarian Natura 2000 network. In addition to itsque biodiversity, the Roussenski
Lom area has also an important historical and aalltsignificance to the region.

Consequently, there is a high potential for devielgpourism and recreation activities
in the area.

Agriculture is the main land use in the Roussehskn area. Main crops cultivated
include cereals (wheat, barley, corn and oats) inddstrial plants (sunflower and
tobacco). These crops occupy approximately 80 pat of the area’s arable land,
whereas the rest is taken up by orchards and videyAnimal husbandry, including
sheep, poultry, goat and cattle breeding, arevaédbdeveloped in the area.

The agricultural land use in Roussenski Lom is beog increasingly intensive and
this trend is threatening the conservation of hiediity and ecosystems in the area.
Current threats to biodiversity include, for exaempdtabitat loss and destruction due
to agriculture expansion and overgrazing, and trgasnination of soil and water by
pesticides, fertilizers and agricultural wastepamticular, a key problem in Bulgaria is
the illegal continuation of slash and burn managenm@actices leading to the
destruction of top soil and the loss of associapedcies. In addition to intensive
agriculture, a number of pastures in Roussenski Lam@ threatened by land
abandonment. For example, the abandonment of padhais resulted in the decrease
of the number of hamster population in the arearthamore, uncontrolled
development of tourism activities has also beenwvshto have negative effects on
biodiversity, in particular on bird species.

Consequently, the Roussenski Lom case study hasddcon assessing the use of
PES in preventing the intensification of land usareas with high biodiversity value.
In addition, the case study has also looked intooeraging the maintenance of



extensive management practices in order to mairtteenexisting biodiversity on
area’s grasslands and pastures.

Table 4.2. Summary of the main current land use pretices and their
characteristic in Roussenski Lom, Bulgaria

Characteristics of management practice
Land type | Management practice _ ,
BD friendly? Profitable?
Trend
Intensive cultivation of wheat ™
Arable land| Intensive cultivation of corn N
Intensive cultivation of sunflowe ™
Grassland | Use as hay meadows | | | W
Pastures | Extensive grazing | | |

4.3 Case study area Prespa region, the Former YugoslaRrepublic of
Macedonia

The Prespa region is situated in the southwestgfdhte Former Yugoslav Republic
of Macedonia. The region is dominated by prehistd®?respa Lake (about three
million years old) and it is characterised by thresence of several distinct biomes
situated along the mountain slopes around the lalobjding wide zones of reeds
belts along the lake shores. Consequently, theome characterized by very rich
biodiversity. On European and global scales, thespa region hosts 33 globally
significant plant species and 13 habitat types afroRean importance. The
ecosystems around the lake also play an importdatin supporting the supply of
clean fresh water in the area. In addition, thespaeegion is considered to be of great
cultural and historic importance with high potehta tourism, including ecotourism.

The most important agricultural activity in the arées apple growing and the
importance of this activity is continuously increeps Presently, more than 80 per
cent of the total apple production in Macedoniaetalplace in the Prespa region.
Around 3,300 ha agricultural land (of a total ~I}7ha) in the region belongs to
apple orchards and this agricultural activity is thain source of livelihood for almost
2,600 households in the Prespa region.

Increased and intensified apple production hasltegbuin a number of negative
effects on the environment, including biodiversigar example, increased irrigation
has led to soil degradation and over-abstractiowaier from the lake. The negative
impacts on biodiversity include also habitat lossl @estruction (of wet meadows)
due to expansion and intensification of agricultwaetivities, eutrophication of the
lake, and the contamination of soils and lake wal@e to use of pesticides and
fertilizers. In order to diminish the threats todiversity, the Prespa region case study



has focused on assessing the possible role of RESupporting less intensive
(organic) apple growing practices in the area.

Table 4.3. Summary of the main current land use pretices and their
characteristics in Prespa region, the Republic of cedonia

Characteristics of management practice

Land type | Management practice , ,
BD friendly? Profitable?

Trend

Arable Orchards

N

4.4 Case study area Oas-Gutai Plateau, Romania

The Romanian case study area is located on theGD&s-Plateau situated in the
Northwest Carpathians in Maramures County in Romahihe plateau covers a total
area of 147.000 ha (of which the actual case s8iy Tataru Field covers about
3.165 ha). The area is occupied by meadows (inotudiforested meadows) and
pastures (1.272 ha and 1.893 ha respectively). Jag-Gutai Plateau is an area
characterised by high biodiversity, scenic landesand unique cultural heritage (e.g.
traditional Romanian wooden architecture). The $aape is a mosaic of forests,
semi-natural pastures and hay meadows with higineesity value. For example,
more than 90 per cent of the Romanian endemic,i-g@naemic and threatened flora
and more than 66 per cent of the globally threatgriants species (IUCN Red List,
Habitats Directive) can be found on these grasslanke area also hosts high number
of habitats and species protected under the EUdtalzind birds Directives and it has
therefore been proposed to be designated as aad\N#200 site in the near future.

The Oas-Gutai Plateau ecosystems also provide &emoh services that support the
human wellbeing in the area. These services in¢lfime example, retention and
filtration of fresh water, prevention of soil erosi and flooding, and tourism and
recreation. One of the largest peat bog formatinnRomania is also situated in the
Oas-Gutai Plateau area. This ecosystem plays aoriamp role in supporting natural
carbon sequestration and mitigating climate change.

The local communities in the area are largely ddpeh on the plateau’s natural
resources for their livelihood and economic develept. Current main sources of
livelihood include mountain animal husbandry andrydarocessing, traditional

handicrafts, and timber extraction and processingaddition gathering of herbs,
mushrooms and wild forest fruits play an importaote in area’s subsistence
economy. The majority of farmers still continue rgarg out the traditional

biodiversity friendly grazing and mowing practiceblowever, overgrazing of
grasslands is an increasing problem in the vicimtyvillages whereas the less
accessible areas are threatened by land abandanment

The continuation of traditional farming practicesy. extensive grazing and mowing,
would be crucial in assuring the conservation afdbiersity and related ecosystem
services in the Oas-Gutai Plateau area. Conseguéml goal of the Romanian case



study has been to explore whether PES schemes poutite a tool for maintaining
the current land use in the area.

Table 4.4. Summary of the main current land use pretices and their
characteristics in Maramures areas, Romania

Characteristics of management practicd
Land type Management practice _ _
BD friendly? Profitable?
Trend
Sub-alpine grasslandGrazing <
Hay fields Moving of hay meadow N
Forested hay fields | Moving of hay meado WV

4.5 Case study area Konya Basin, Turkey

The Konya Basin is located at an altitude of 90IB@, m in the Central Anatolian
region in Turkey. The basin covers an area of 620 knf, which is roughly 7 per

cent of the total Turkish surface area. The plairsurrounded by limestone and
volcanic mountain areas (with altitudes up to 3B3dters) which form the upper-
catchment of the basin. These mountains also prensgndrainage of water to the
sea. This makes Konya area a closed water basraatbased by a variety of water
bodies, marshes or semi-marshes. Two of these seosy, namely the Eregli
marshes and Konya Basin Salt Lake, were selecteds&sstudy areas for this study.

The Konya Basin is of outstanding importance tareatonservation particularly due
to its unique wetlands and extensive areas of manmpisalt steppe, including the
associated fauna and flora. There are 11 ImpoBadtAreas (IBAs) within the basin
(out of a total of 97 in Turkey) providing breediggpund for 8 out of the 13 globally
threatened bird species breeding in Europe. Additlg, the upper-catchments of the
basin are a home to various threatened mammalespsach as Anatolian wild sheep,
brown bear, jackal, lynx and wolf. The preliminagsearch also indicates that the
basin holds at least 8 Important Plant Areas (IPAsaddition to rare unique habitats
and species, the Konya basin wetland also supfuetsupply of several ecosystem
services, such as provisioning of fibre (reed)emgon and purification of water,
stabilisation of local / regional climate condittofe.g. precipitation) and control of
soil erosion.

A significant proportion of land in the Konya Basims been designated as
agricultural land covering in total ~2.366.000 Hatlee area. About 48 per cent of
basin’s territory is covered by arable land of whaereals are cultivated on 37 per
cent of the land on a rotational basis. Main calid crops include sugar beet, wheat
and vegetables. Due to the dry and hot climate itiond, irrigation forms the most
important limiting factor for agriculture in the $ia.

10



The increased and intensified agricultural prastice Konya basin have lead to a
number of significant negative environmental impacincluding the loss of
biodiversity and ecosystem services in the area. mhin underlying factors behind
the negative effects include unsustainable use akmfor irrigation (resulting in
drying of wetlands and water bodies), draining etlands for arable cultivation and
grazing pastures, and pollution of water bodieddrstilizers and agricultural waste.
As a consequence, it has been estimated that 9€epef the wetland areas present
at the start of the 3Dcentury has already been lost. Similarly, mosthef unique
steppe areas have been lost. In parallel to thé@ahdbss, several endemic species
have already become extinct and many others hadergone severe declines. As
regards the supply of ecosystem services, thedbsgetlands and decline in water
bodies’ surface area (e.g. due to the over-extmaaf water for irrigation) has caused
changes in the precipitation regimes in severahsarancluding the Eregli marshes.
Additionally, the loss of wetlands has diminished hatural water retention capacity
in the area. These changes have also had a furtigative effect on the agricultural
production. In a similar manner, cutting of reedg of the previous fundamental
economical activities for a number of villages hech in Eregli area, has been
adversely affected by the decline of wetlands. Thed erosion has also been
accelerated resulting in the loss of productiverméssyricultural soils.

Given the significant negative effects of curregtieultural land use practices in

Konya basin the focus of the Turkish case studyldeen to investigate the use of
PES schemes for supporting more sustainable usatafal resources, particularly

water reserves, in the area. Promoting the susti@inese of water would have direct
positive effects on the maintenance of biodiveraityl related ecosystem services in
the basin.

Table 4.5. Summary of the main current land use pretices and their
characteristics in Konya Basin, Turkey

Characteristics of management practiceq

Land type | Management practice , ,
BD friendly? Profitable?
Trend
Cultivation of sugar beet S
Arable
Cultivation of wheat S
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5 POTENTIAL PES SCHEMES

5.1 Analysis of the calculated opportunity costs

Some definitions

The opportunity costs represent the potential revenue loss from moviognfa

current farming practice to a future, different ofidey result from the difference
between the current gross margin and the future(see box 5.1). This takes into
consideration changes in revenue and changes s @os to practices and measures.

Box 5.1 The Gross Margin

The Gross Margin has been obtained as the differbetween the costs of inputs,
such as fertilisers or tractor fuel, and the pab&ained for a crop/agricultural prodyct
produced with these outputs - per hectare. Thaulzdion did not include fixed costs.
It aimed to show the likely variations in farmexssts and returns when the farming
practices change. The approach adopted for tloellaéibns is similar to those used
for the UK and Czech Republic PES studies, as tegan the document 'Developing
an Agri-Environment Programme in Central and Easirope (IEEP, 2002).

In some cases an average value for the year has useal, in order to take into
account values can be different in different season

The gross margin can be negative if the currenttipes results in a loss for the
farmer. This could be the case for instance if glibs exist.

For example there may be additional (up front andual) costs that the future

farming practice may imply - as likely to be these of turning to organic practice,

there will be additional costs for certificatioredges maintenance, additional labour,
specialised machinery, etc.

If the potential future farming practices offer he more profitable than the current
ones, there will be an opportunity for additionalenue, and the opportunity cost
would be the foregone additional profit (all reveauand costs taken into account)
that could have been obtaingdlsually this is the case when it is envisaged that
traditional extensive practice will turn into intve activities. Nevertheless, in some
cases it seems that opting for more biodiversignfitly practices can also lead to
negative opportunity costs, as these practicepoare to be more profitable than the
existing ones. This may happen for instance when rtfarket price of organic
products is so high as to make the activity morefifable, despite their lower
production yield and the additional measures costs.

3 So with the above method of opportunity cost eiuginet costs tomorrow minus net costs today,
under the circumstances of potential increasedneyethe ‘opportunity cost’ would be negative — ie
an opportunity for gain. For the purposes here, tp@ortunity cost is simply the foregone
‘opportunity for gain’.
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It should be noted that all gross margins usedtlier calculations do not include
subsidies — this in order to make an assessmetiteohasis of the value of farming
practices only, disregarding national/local pokci€ubsidies though have been noted
separately whenever possible (see chapter 5.8)patential source to fund PES.

An approximate incomevalue has been calculated. It is obtained by aabirg the
expected costs of measures from the future grosgima his is a better indicator of
‘profitability’ than the simple (future) gross mamgas it also takes into consideration
the additional costs that may be necessary to gpeh@ new farming practice. A
negative value will imply that costs of measuresroeme the profits from the crops
production. In this case the profitability indicatwill be red. If a value is positive
though, it does not mean that the practice is rsac#yg profitable. The costs of
measures in fact take into account only additiamueits of equipments or labour, but
not the current costs related to these factorsadyxction. The level of profitability is
determined in relation to the profitability of cent practices (see indicators
description in chapter 3), i.e. the profitability @ future option will be estimated
relatively to the profitability of the current ptase (e.qg., if the current profitability is
considered ‘insufficient’, a future income signditly above it will be considered
‘sufficient’ or ‘good’).

It should be noted that this ‘approximate inconsepart of the opportunity cost, given
than the latter is calculated as current gross mangnus future approximate income.

A summary of the opportunity cost calculations gireen for each of the case studies
in turn below.

Croatia — Lonjsko Polje

Grassland: given that this type of land is mairtlyisk of abandonment, opportunity
costs were calculated using maize intensive farmsm@ benchmark (this being the
most profitable practice analysed in the case studg). The calculations show that
high opportunity costs are incurred when opting doganic practices or IPARD
practices in grasslands, especially in the casgrading and pastures (ranging from
289 to 785). This is mainly due to the high codtsentification and for converting to
the new practice. For instance, measures like stiedrance, machinery and stables
can be particularly high for abandoned hay meadowisabandoned pastures.

Hay meadows though have a relatively high grosggmatherefore the opportunity
cost of conversion is less high than for grazind pastures.

Arable: In the case of arable land, farming intBoaiion clearly holds negative
opportunity costs, as intense agriculture will grinigher profits at no additional
costs. It is interesting to note that also the nigaption has a negative opportunity

4|PARD is a pre-accession assistance tool forcafitire and rural development (for the period 2007-
2013)
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costs, as it is more profitable than the currerg @although far less profitable than
intensification).

Forest: It is unclear whether grazing in foresa rofitable activity or not, giving the
difficulty to obtain data on this, and also thetfdmat this is often an ancillary activity
and not the main source of revenue for farmers.eMbkeless, this activity is facing
abandonment. The opportunity cost for abandonmastdeen set as equal to the
forgone (estimated) gross margin.

Table 5.2. Summary of opportunity costs indicatorsn Lonjsko Polje, Croatia

Land Practice (gl—l\{la) Options 'ﬁ]%%rr?])é Profitable?  Op cost
Abandon. 0 211
Grazing 47 Keep grazing 47 199
(extensive) Organic -49 295
IPARD -43 - 289
Abandoned 0 Organic -446 - 691
pastures IPARD -540 785
Grassland
Abandon. 0 246
Hay 320 Keep meadows 320 -74
meadows Organic 185 61
IPARD 180 66
Abandoned Organic 33 213
hay 0

meadows IPARD -22 268

Partially Intensific. 246
intensive 33 Keep current 33 213
maize Organic 55 191

Arable

Partially Intensific. 164
intensive -14 Keep current 33 178
wheat Organic 15 149
Forest Grazing 82 Abandon. 0 0
Keep grazing 82 164

Bulgaria - Roussenski Lom

In the case of arable land, opportunity costs égslintensive practices, crop rotation
and organic farming were calculated in relationtih®@ most intensive/profitable

options for each crop (wheat, corn and sunfloweoy. wheat, the opportunity costs
for more biodiversity- friendly options range frgi8 €/Ha (crop rotation) to 135 €/Ha
(organic). For corn, they range from 91 €/Ha (ledensive practices) to 122 €/Ha
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(for both crop rotation and organic). In the catsumflower, opportunity costs range
from 13 €/Ha (crop rotation) to 92 €/Ha (organic).

Grassland and pastures are experiencing mostlyialhartextensive practices.
Intensive corn practices have been used as a bamkhireing the most profitable
option in the region. For grassland, keeping hayadows as they are has an
opportunity cost of 55 €/Ha, while turning to AdgErvironment measures has a higher
cost (105 €/Ha). Pastures face the highest oppbytoosts: 187 €/Ha for keeping the
current practice, and 191 €/Ha for implementingi&grvironment measures.

Table 5.2. Summary of opportunity costs indicatorsin Roussensky Lom,
Bulgaria

GM
Land Practice  (g/Ha) Options f;}%%rr%)é Profitable?  Op cost

Intensive 1 126 0

Wheat Intensive 2 104 21

intensive 102  Less intensive 33 92

Crop rotation 83 43

Organic -10 135

Intensive 1 171 34

Intensive 2 205 0

Arable  COM 142 Less intensive 114 01
Crop rotation 83 122

Organic 84 122

Intensive 1 96 0

Sunflower Intensive 2 77 20

intensive 82 Less intensive 11 85

Crop rotation 83 13
Organic SO 2

Grassland Hay 150 AE measures 100 105
meadows Keep current 150 55
Partially Keep current 1 2 A

Pastures Extensive 18 AE measures 14 191

Former Yugoslav Republic of Macedonia — Prespa Regn

In the case of apple orchards in the Prespa regi@ppears that moving from the
current intensive practice to less intense onés organic farming brings benefits not
only from an environmental point of view but alsorh an economic perspective.
Given the higher market price for organic/less nstee products, the gross margin
from these options in higher than the current. &foee, in both cases the opportunity
costs are negative. Apparently, the increase piofhuch higher in the case of less
intensive production (opportunity cost is -1,005&€)HOrganic farming still lead to
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high profits, although the negative opportunity teos less than the above (-195
€/Ha), given the lower gross margin (due to lesslpction).

Table 5.3. Summary of opportunity costs indicatorsn Prespa region, FYROM

GM
Land Practice (E/Ha) Options f;}%%rr%)é Profitable?  Op cost
Arable Orchards 2020 I(_)(;;zrl]ri\éens. ggig 1(1)82

Romania — Maramures, Oas-Gutai Plateau

All subalpine grassland, hay fields and foreste¢ halds lands are at risk of
abandonment in the Oas-Gutai Plateau. At the senge intensification could also be
an option. The options of abandoning only parthef kands and of keeping current
extensive practices have been explored. Intensiveifig practices have been used as
a benchmark to assess the opportunity costs.

Overall, opportunity costs for keeping current esiee practice or allowing only
partial abandonment range between approximately &@D 330 €/Ha. In all three
cases the option of partial abandonment has atlglighwer opportunity cost than
keeping the current practice, but the differenasoissubstantial.

Table 5.4. Summary of opportunity costs indicatorsin Oas-Gutai Plateau,
Romania

GM

. . Approx ,

Land Practice (E/Ha) Options income Profitable?  Op cost
Subalpine Partial aband. -20 211
rassl% nd Grazing 73 Keep grazing -47 238
9 Intensification 191 0
Hay Partial aband. -45 296
Hay field meadows 65 Keep mowing -75 327
mowing Intensification 251 0
Forested Hay Partial aband. 4 257
. meadows 58  Keep mowing 53 313

hay fields . e

mowing Intensification 260 0
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Turkey — Konya Basin

In order to address the problem of inefficientgation, the analysis looked at the
opportunity costs of moving from the current systema system of drip irrigation,
which is less water intensive.

The study analysed three options for each siteg(Eamd Salt Lake): changing the
irrigation system while keeping the current crofdsanging the irrigation and moving
to less water intensive crops; changing the iriaga&nd only part of the crops.

Eregli: the opportunity cost of changing the irtiga system in the case of sugarbeet
production in Eregli amount to 329 €/Ha — ie theliidnal costs of measures for
setting up the new system, partially offset by ghbr gross margin. The opportunity
cost of changing irrigation system and moving toeathinstead is extremely high
(3,155 €/Ha), mainly due to the relatively low ggasargin from this type of practice.
The costs of substituting half of the sugarbeetdpetion with sunflower is less
expensive than the above, but the opportunity iscstill relatively high (1,181 €/Ha).

Salt Lake: the opportunity cost of changing thegyation system for wheat production
in the Salt Lake area is 485 €/Ha. Substitutingtwhith maize — which is less waster
intensive — has a higher opportunity cost (701 ¥/Kaultivating half what and half
sunflower instead seems the most profitable opfidme approximate income (ie the
gross margin minus the additional costs of meastoesetting the system up) is
higher than the gross margin from wheat under theeot irrigation regime,

signalling that such a change may be more proétahhn the current practice.
Therefore, the opportunity cost is negative.

The above analysis of opportunity costs are basedhe current prices of water,

which is available below resource costs and henbsidised. The costs will change
if water prices become more cost reflective.

Table 5.5. Summary of opportunity costs indicatorsn Konya Basin, Turkey

GM

Land Practice  (g/Ha) Options 'ior‘]%%rr?])é Profitable? Op cost
Arable Change irrigation 1,868 329
(Eregli) Sugarbeet 2197 Irrig.+ wheat 958 I  3.155

Irrig+sugar&sunf. 1,016 1,181

Arable Change irrigation -84 485
(Salt Lake) Wheat 401  Irrig.+ maize -300 701
Irrig+wheat&sunf 506 -105
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5.2 Analysis of the total costs and benefits of the ppmsed PES

The above section has noted the range of ‘oppaytaosts’ that farm owners would
potentially face to ensure biodiversity friendlyriaglture. The aim of a payment for
environmental services, PES, is to pay the farfogrsupporting the biodiversity. The
PES therefore needs to be just more than the apptytcost, so that there is no
longer an economic incentive for biodiversity hawmpractices, and indeed a
marginally positive one — and a small ‘mark-up’ te opportunity cost is useful to
achieve this (see Box 5.2 on this issue of a ‘mgrkto help give a discrete positive
signal and also the methodology document).

Box 5.2: PES and the ‘mark-up’

In this study the overall PES is calculated BES = Opportunity costs * mark-up

In order to promote the highest level of biodivgrgrotection, different mark-up
have been used, according to the degree of enventahfriendliness of the practice
The base mark-up is 10% — to make the final PEScgaritly greater than th
opportunity cost to encourage action, but withoein so big that funds are used
inefficiently. Higher mark-ups — 13% and 15% fostance — can be used to prompte
the practices that are considered to be the besbi@wiversity. In this way, the
payment for more ‘virtuous practices’, among thedbrersity friendly options, wil
be slightly higher, hence signalling what optiohswdd be preferred.

W n n

The practice to be preferred though may changerdicapto the land type of farming
practice in use.

In principle this should offer a valuable signalfemmers and help protect or create
environmental services. The uptake, of course, mpen a range of issues that go
beyond the economic: opportunities outside of adtice, awareness (of options),
availability of inputs needed for different measyravailability of markets for
products, and social norms. That said, clearlyirgethe economic signals right is
arguably asine qua non. In the text below we generally state that ‘PES$ help’;
this is short-hand for ‘PES should offer the ecomosignals to help, but whether it
helps in practice, depends on a mixture of features

Note that when PESs are mentioned here, theséareatculations for what a PES
would have to be. It does not say that it is nesrlgsappropriate to pay that PES for
the given site and practice. This depends on tlafitguand quantity of environmental
service (biodiversity protected), and also wheiheould be cheaper to buy the land
rather than having a high annual PES payment.

In each section, tables are presented notig] type, practice, options, level of
biodiversity friendliness and level of profitability, the PES and the revenue As regards
revenue and PEShe aim is that the PES, combined with the varicosts (of
measures, inputs etc) and combined with the gmegin, will lead to the farmer
seeing a range of potential revenues, with thedsgheing for the most biodiversity
friendly practice. In the case of grasslands, it wancluded that the most beneficial
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system is to follow environmental standards (thtatof IPARD) while for other land
types — e.g. arable — the most beneficial systemngianic.

From land abandonment to extensive practices

Croatia:Land abandonment in Lonjsko Polie is more a sdab&h an economic issue.
Young generations move from the countryside toctbee urban areas for social and
cultural reasons, eg because they find urban hii r@lated job opportunities more
attractive. In this case offering a PES for mamtag the existing agriculture practices
may not be sufficient to reverse the trendevertheless, the study tried to estimate
how much a payment should be to make grasslandrigrpractices (mainly grazing
and mowing) more economically attractive. Intensivaize production has been used
as a benchmark, since this practice is considerefitgble for farmers, and at the
same time represents also a useful benchmarkédartble land options.

PES range between 200 €/Ha and 900 €/Ha for awpiti@ abandonment of grazing
and pasture practices. In the case of hay meadbwd]ifficult to assess a PES given
that the gross margin from this practice is rekdgivhigh (320 €/ha), i.e. higher than
intensive arable practice. This may signal that thasons for abandoning hay
meadows may lie beyond economic reasons (e.g.l&utiaral reasons), and other
measures than PES should be taken into consideratio

Also in the case of forests, it is difficult to ass how much a payment should be,
given that grazing in forests is usually an angillactivity. Nevertheless, using again
intensive maize as benchmark, a PES of 189 €/Haéwms calculated.

In these areas, PES (or other measures) could t@dhgmeduce land abandonment
and therefore help maintaining the high biodivgrsalue of grasslands and forests.
For the owner, this will result in benefits in texraf agri-tourism activities, food and
fibre, and local meat products for niche marketsr the public, it biodiversity
protection will bring benefits from birds watchinglimate regulation, flood
prevention, recreation/amenity values and cultbesitage.

5 This underlines an important point to consideyareing the potential effectiveness of PES systems.
PES can be used to ensure that the economic dignttie activities goes the ‘right’ way (in the
sense here: to support biodiversity rich agricaltyractice). It is not set up as a tool to helgrads
rural urban migration or a wider opportunity cosegtion of relative potential incomes of urban jobs
vs rural ones. That is more complex.
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Table 5.6. Summary of PES indicators in Lonjsko P¢, Croatia (grassland and
forest)

Land Practice Options . BD Profitable? | PES | Revenue
friendly?
Abandon.
Grazing Keep grazing 225 272
(extensive) Organic . 325 276
IPARD 332 289
Abandoned Organic 760 314
pastures  IPARD 903 363
Grassland Abandon.
Keep
Hay meadows n/a
meadows .
Organic n/a
IPARD n/a
Abandoned Organic n/a
hay
meadows IPARD n/a
Forest Grazing Abandon.
Keep grazing 189 271

Romania: Also in Romania, socio-economic reasons undedied | abandonment.
Calculating PES for Romania though has been simaglily the existence of intensive
practice options, which offer a baseline to estiibpbayments. The assumption behind
the calculation is that PES should be at least gindo guarantee as income as
‘attractive’ as the one from profitable intensivagtices. As a further encouragement
to make farmer prefer extensive practices to imtensnes, a mark-up of 10% has
been added — on top of the opportunity costs. TH® Perefore range from 261 €/Ha
to 359 €/Ha for keeping the current intensive pcacfgrazing or mowing), and from
232 €/Ha to 326 €/ha for reducing abandonment.

PES can therefore potentially help reduce the ournghenomenon of land

abandonment, preserving partially or entirely cotrgractices and therefore avoiding
relevant biodiversity loss. From preserving biodsy, land owners and the general
public will benefit from food, fibre, mushrooms amdedicinal plant harvesting,

opportunities to develop (eco)tourism activitied arecreation, natural pollination,

flood prevention and climate regulation — amongrtteen ecosystems services.

It should be noted though that economic incentimay not be sufficient to prevent
land abandonment — given that also cultural andakaoplications may come into

play in the farmers’ decision making. Thereforehest measures may need to
complement the PES.
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Table 5.7. Summary of PES indicators in Oas-Gutai [Bteau, Romania

Land Practice Options . BD Profitable? | PES | Revenue
friendly?
Subalpine Partial aband. 232 212
b Grazing  Keep grazing 261 215
Grassland AR

Intensification

Hay Partial aband. 326 281

Hay fields = meadows Keep mowing 359 284
mowing Intensification

Forested Hay Partial aband. 282 286

hay fields  meadows Keep mowing 344 292
mowing Intensification

Bulgaria Meadows and pastures are also under threat af &andonment in
Bulgaria. In some cases meadows are also at rifleef used for the cultivation of
grape and other plants/crops. Intensive corn proglubas been used as a baseline to
assess opportunity costs and, accordingly, PESak-up of 10% was added on top
of opportunity costs for keeping current practias] of 13% for implementing Agri-
Environment (AE) measures.

For grassland hay meadows, a suitable payment eppede 61 €/Ha for keeping
current practices, and 119 €/Ha for AE measuregmeats are higher for pastures:
206 €/Ha for keeping current practices, and 216861 AE measures.

These payments can help avoid meadows degraddtioonierted into agriculture
land) or abandonment, biodiversity loss (especiailgird and plant species), and soil
contamination and depletion.

Table 5.8. Summary of PES indicators in Roussenskyom, Bulgaria (grassland
and pastures)

Land Practice Options : BD Profitable? | PES | Revenue
friendly?

Hay AE measures 119 219

Grassland meadows Keep current 61 211

Partially Extensive B 206 224

Pastures  Extensive AE practices | 216 230

Avoid intensification

Croatia in arable land, maize and wheat production iseuogoing intensification,
with serious threats for biodiversity. PES haverbeaculated using the approximate
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income from intensive practice as a benchmark, utide assumption that if a more
biodiversity friendly practice is slightly more fitable than intense ones, a farmer
will opt for the former. A slight mark-up has beadded to the income from intense
practice: 10% for keeping the existing practiced 4%% for organic — in order to

incentivise the most biodiversity friendly optioBES are in the order of 220-234
€/Ha for maize and 171-196 €/Ha for wheat. It ii@sting to observe that, despite
the higher mark-up, PES are lower for organic potida than for keeping the current
practice.

Table 5.9. Summary of PES indicators in Lonjsko P¢¢, Croatia (arable land)

Land Practice Options . BD Profitable? | PES | Revenue
friendly?
Partially  Intensific. [
intensive  Keep current 234 267
maize Organic 220 275
Arable
Partially  Intensific. || GGG
intensive  Keep current 196 229
wheat Organic 171 186

From intensive to biodiversity-friendly

Bulgaria Agriculture practices in arable land in the Raumsky Lom region are
intensive, and risk of becoming more intensive. Tast intense/profitable possible
options have been used as benchmarks to estalaligshents, assuming that farmers
opting for biodiversity friendly practices will négo be paid at least as much as to
have a revenue comparable to the income from iiMemsactices. A mark-up of 15%
has been used for organic, and of 10% for both cofption and less intensive
practices.

For wheat, the lowest payment will be for introdwgcicrop rotation (47 €/Ha),
followed by 101 €/Ha for less intensive practiced 455 €/Ha for organic. For corn,
payment should amount to 100 €/Ha for less intengiactices, 135 €/Ha for crop
rotation and 140 €/Ha for organic. Finally, in ttese of sunflower, the payment for
crop rotation will be the lowest (15 €/Ha), whikes$ intensive practices and organic
requires higher payments 993 and 105 €/Ha resgdgfiv

By restoring more bio-diversity friendly practicedBES can help protect birds and

plant species and reduce soil contamination antetiep — especially due to the high
use of fertilizers for intensive practices.
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Table 5.10. Summary of PES indicators in Roussenskiyom, Bulgaria (arable
land)

Land Practice Options . BD Profitable? | PES | Revenue
friendly?
Intensive 2
ir:/t\g:les?\te Less intensive 101 135
Crop rotation 47 130
Organic 155 146
Intensive 1
Corn Intensive 2
Arable intensive Less intensive 100 214
Crop rotation 135 218
Organic s 140 224
Sunflower Intensive 1
intensive Intensive 2
Less intensive 93 105
Crop rotation 15 98
Organic T 105 110

Former Yugoslav Republic of Macedonia:

Less intensive practices and organic farming rededab be more profitable than
current intensive ones, and therefore could bewm-options from and economic

and environmental point of view. PES do not seerbdmecessary, given that the
economic signals are already given by the highefitpbility. Nevertheless, both

organic and less intensive practices are not sprgad the Prespa region, and this
may be due to issues different than economic —te.dack of awareness, lack of
development of markets for organic/biodiversityefrdly products, etc. Other types of
incentives therefore may need to be developed.

Once the right set of tools is identified, farmeeosild potentially move from intensive
to less intensive practices. The gain from improlbexdliversity protection will result
in greater potential from ecotourism, improved kscape and amenity value, and
improved water and soil quality thanks to a redugse of fertilizers. Less intensive
practice will also have positive effects on therbgdPrespa Lake — currently suffering
from eutrophication and over-abstraction of waterand on wet meadows
biodiversity.
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Table 5.11. Summary of PES indicators in Prespa régn, FYROM

Land Practice Options frieigly? Profitable? PES Revenue
Less intens. 0 3,025
Arable Orchards Organic 0 2215

From resource intensive to resource efficient

Turkey: the PES has been calculated adding a 10% mark-tppoof the opportunity
costs. In the Eregli area, the calculations reteal some options are relatively very
expensive to finance, namely the option of subxstigu half of sugarbeet with
sunflowers (PES 1,299 €/Ha) and, in particular, dpgon of substituting the entire
sugarbeet production with wheat (PES 3,470 €/Hajh Bptions include the change
in irrigation system. The PES for only changing ttregation system is relatively
more modest (362 €/Ha), and seems therefore malistie.

In the Salt Lake area, the highest PES is the onsubstituting wheat with maize
(771 €/Ha) — including the change in irrigationwhile changing the irrigation system
only may require a payment of about 533 €/HA. Theam of substituting half of the
wheat production with sunflower (and moving to dimpigation) is particularly
interesting, as it seems to be more profitable thencurrent practice. A payment in
this case does not seem necessary. Neverthelesd), lite important to understand
why farmers have not moved so far to this more ifaiole option, which may
represent a win-win solution in economic and envimental terms. This may be due
for instance to lack of awareness of this optidresefits. Measures different to PES
therefore may need to be sought in order to pronmigepractice.

Effective PES can realistically help improve thegation system, with several
benefits both in term of ecosystem services antkim of additional income from
landscape/agriculture related activities. For insga a more efficient irrigation system
can increase groundwater levels, have a positipaatnon the precipitation regime of
the region, increase agricultural production, iaseethe surface area of wetland and
its values and functions (regulation of climatecess to freshwater, control of wind
erosion, waste management etc) and decrease agratubollution. Furthermore,
improved environmental conditions can increase share of alternative income
generated through reed cutting, turbary picking fsling, and offer opportunities
for ecotourism and bird watching.

Note that with a change in water pricing (‘gettiige prices right’), the above
numbers would change.
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Table 5.12. Summary of PES indicators in Konya Basi Turkey

Land Practice Options . BD Profitable? | PES || Revenue
friendly?

Arable Change irrigation 362 2,280
(Eregl)  Sugarbeet lIrrig.+ wheat B 3470) 2,512
Irrig+sugar&suntf. 1299 2,620

Change irrigation 533 449

(Sglrtall?zlglie) Wheat  Irrig.+ maize -h 771 471
Irrig+wheat&sunf | 0 506

5.3 Comparison of the costs and benefits between regigicountries

The table below shows the level of the PES idedtiin this study for the different
case study areas. In order to keep the scaleecgtsamable size, two payments (namely
for the options ‘change in irrigation and wheatdaohange in irrigation and sugar
and sunflower’ in Turkey) have not been includedces they were too high (above
1,000 €/Ha) and therefore were considered unrealist

It can be observed that the payments vary widetgssccountries. This may be due
by difference in agriculture practices, in purchpewer and other local conditions.

In Croatia they range on average between 200 afd€B8a, with a peak of 8-900
€/Ha for pastures.

Bulgaria has the lowest PES values, ranging apprataly from 50 to 150 €/Ha.
Turkey has the highest PES, with the exceptiomefdption ‘change in irrigation and
wheat and sunflower’ — in the case of wheat pradact which appears to require no
payment. As it will be noted below though, high sidiies already exist in Turkey,
which could cover such high PES.

In Romania, payments range approximately betweé&na2sl 340 €/Ha, while in the
Former Yugoslav Republic of Macedonia PES couldbgohecessary at all.
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Figure 5.1 Level of PES in the country case studies
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When PES are not the best measure:

» The opportunity costs for switching to biodiverditiendly practices is negative —
in other words it already makes economic senseiicts

o

In Macedonia, organic farming is more profitablarththe current intensive
practice used for apple orchards. This could be fduenstance to lack of
awareness (of farmers and/or the public administrat lack of developed
niche market for organic products, etc. In order gmmote organic
opportunities, national/regional/EU funds shouldirads these issues rather
than provide direct payments to farmers.

In the Salt Lake area in Turkey, the option of @hiag the irrigation system
and switching half of the wheat production into ffmwer seems more
profitable than the current practice. This, agaan be due to lack of
awareness, or to other reasons hampering the groduaf sunflower in the
area. These issues should be explored furtherdar@ssed appropriately.

* The change in land use, like land abandonmentastal non-economic pressures:
e.g. cultural changes, education level, etc.

o

In Croatia, grassland and forest areas are oftemddmned for social and
cultural reasons, e.g. new generations prefer teent@ the nearby cities. This
Is particularly true for hay meadows, which seenbtimg a relatively high
gross margin, but nevertheless the activity in éhaseas is still declining.
Therefore, it can be expected that even high pagsmaay not be sufficient to
limit the migration from rural to urban areas. bmee cases, the option of land
purchase by public authorities can be more effec\lso, in economic terms,
land purchase can in some cases be cheaper thariePElsen assessed PES
are relatively high (like in the case of abandopasitures)

In Romania, sub-alpine grasslands, hay fields anelsted hay fields are also
at risk of abandonment. Although PES may help redtisis phenomenon —
since the gross margin from these activities igalbt relatively low compared
to intensive practices — it will be key also to arstand and address other
causes of land abandonment (eg social, culturatjtimional). Also in this
case, land purchase could be an option. The samieecsaid for hay meadows
in Bulgaria.

e In cases where there are existing subsidies thatatteady make biodiversity
friendly options appealing, but that, despite thebanges are not made:

o

In Turkey high subsidies are already in place tinmte the adoption of drip
irrigation (see also section below on existing ficial sources). These
subsidies are in some cases higher than the PESfield in this study. This
may signal that, despite the economic tools areethibey are not sufficiently
promoted, or there is not sufficient awareness arfarmers on the benefits
these subsidies can bring — both under an econantdcenvironmental point
of view. Whatever the reason, it will be key thabeomic measures — whether
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in the form of national subsidies or PES - areiesuddfitly promoted, and that
awareness is rose among farmers and public audsorfurthermore, it will

be crucial to introduce appropriate water pricind urkey, which will provide

a strong economic signal to farmers to start expdowater-saving options.

* In cases where the biodiversity saved/fosteredhamte environmental services
procured are not significant and PESs needed wbeldigh — in other words
marginal gain and high cost.

o This is obviously complicated as it requires anuaate judgement on the
benefits from the environmental services. E.gk&uifor the arable land the
sugarbeet+irrigation+sunflower case and for Croatnaer the option of
continuing current practice under the partiallyemgive wheat and maize
cases.

* In cases where purchasing the land would be chdbhparpaying a high annual
PES (see comments on land abandonment above).

Finally, the scale of the PES may not always ba@ppate, especially if there are
subsidies elsewhere that contribute to the probiearg. water subsidies. Every effort
should be made to address the original problenierathan simply counter one
subsidy with another. Getting the prices right viiéllp make PES as a policy tool
more cost-effective.

Existing regional/national sources for funding PES

Some information has been obtained regarding egistibsidies for agriculture in the
cases study countries. Some are already promotodivbrsity friendly practices or
techniques, while others are generally allocatedyfowing certain type of crops. A
summary table is provided below. The table sumraarthe PES findings of each
country case study, and shows which subsidies \ea#able for each option. It is
interesting to note that in some cases the sulssidiplace seem already sufficient to
cover in great part or in total the proposed PES.

For instance, subsidies for organic farming of reaénd wheat (400 €/Ha) are far
above the suggested payment identified in thisystid1-200 €/Ha). This reveals that
resources are available for promoting this typprattice.

In Bulgaria the existing subsidies could potengiatbver, in part or in total, the
suggested PES. Nevertheless, the same subsidieavaillable also for intensive
practices and therefore do not provide a clearntinoe to prefer one practice over
another. It can be argued that the existing suisidhould be channelled primarily
towards biodiversity friendly practices in orderdiave farmers towards these options.

In Turkey, the existing subsidies for drip irrigatiare more than enough to make the
change in irrigation economically feasible in these of sugarbeet. They are also
sufficient to cover the proposed PES for movingnfrevheat to maize and to
sunflower (including changing the irrigation sysj)emlevertheless, these subsidies
have so far been ineffective in changing farmeegfces (see comment above).

28



In Romania, some subsidies exist for promoting GoAdricultural and
Environmental Conditions (GAEC), while no infornation subsidies was available
for Macedonia.

Country . . PES -
Region Land Practice Options (€/Ha) Subsidies (€/Ha)
CROATIA
Lonjsko Grassland Grazing Abandon.
Polje (extensive)  Keep grazing 225 | 14
Organic 325 | 14
IPARD 332 || 116
Abandoned  Organic 760 | 14
pastures IPARD 903 || 116
Hay Abandon.
meadows  Keep meadows nfa | 14
Organic nfa | 14
IPARD n/a || 129
Abandoned Organic n/a | 14
hay IPARD n/a | 129
meadows
Arable Partially Intensific. 170
intensive Keep current 234 | 170
maize Organic 220 | 400
Partially Intensific. 220
intensive Keep current 196 | 220
wheat Organic 171 | 400
Forest Grazing Abandon.
Keep grazing 189
BULGARIA
Roussensky | Arable Whea'F Intensive 1 128
Lom intensive Intensive 2 128
Less intensive 101 | 128
Crop rotation 47 || 128
Organic 155 | 128
Comn Intensive 1 72
intensive Intensive 2 72
Less intensive 100 || 72
Crop rotation 135 | 72
Organic 140 | 72
Sunflower  Intensive 1 72
intensive Intensive 2 72
Less intensive 93 || 72
Crop rotation 15 | 72
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Clé)eug?;fny Land Practice Options (€P/EH§) Subsidies (€/Ha)
Organic 105 | 72
Grassland Hay AE measures 119 (| Maintenance of
meadows meadows - 31,5
Keep current 61 || Stop applying
fertilizers - 77
Rotational
extensive grazing -
61
Reseeding of
meadows/pastures
-100
Partially
Pastures Extensive Extensive 206
Reseeding of
meadows/pastures
AE practices 216 | - 100
TURKEY
Eregli Arable Sugarbeet  Change irrigation 362 | 800
Irrig.+ wheat 3470 || 300
Irrig+sugar&suntf. 1299 | 577.5
Salt Lake Arable Wheat Change irrigation 533 | 300
Irrig.+ maize 771 | 875
Irrig+wheat&sunf 0 || 562.5
ROMANIA
Maramures | Subalpine Grazing Partial aband. 232
grassland Keep grazing 261 | 54 for GAEC
Intensification
Hay fields Hay Partial aband. 326
meadows Keep mowing 359 || 54 for GAEC
mowing Intensification
Forested Hay Partial aband. 282
hay fields meadows  Keep mowing 344 | 54 for GAEC
mowing Intensification
FYROM
Prespa Arable Orchards Less intensive 00
Organic 0]0

The development of a PES system would clearly nieedbuild in the existing
subsidies and a reform of these — together witlevaew of other issues (water
subsidies, awareness raising, markets for goods,-etould be an important part of
the step forward.
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6 INSIGHTS ON THE REGIONAL AND NATIONAL FRAMEWORK
NEEDED FOR ESTABLISHING PES

It has been widely acknowledged that PES schemasotdunction and effectively
deliver their objectives without an appropriateiségive, political and institutional
support. In addition, the broader socio-economid aultural aspects, such as the
existence of markets for local products and thelle¥ education of the population,
play an important role in guaranteeing the sucoé$2ES schemes. Consequently, in
addition to the suggested PES schemes the casesstildo identified a number of
elements and framework conditions for successfplementation of the schemes.

6.1 National legislative and policy framework

According to a number of the case studies, theiagisational legislative framework
for environmental protection still needs strengthgnin order to support the
establishment of PES schemes. In some caseshe.Bepublic of Macedonia, it was
also considered that a specific legislative insgnmfor establishing PES schemes
would be needed. In addition, even in cases wh@m@oariate environmental
legislation was already in place there were stitl@is problems with the compliance.
Consequently, enforcing the implementation of tkisteng legislation was also seen
as one of the prerequisites for PES scheme implatien. For example, in Croatia
and the Republic of Macedonia the actual use diligers and pesticides exceeded
the legal limitations. Similarly, in Bulgaria theestrictions for slash and burn
management practices were not respected by farrmeder to address this, the
compliance with existing national environmental i$agfion was suggested to be
included as an entry level requirement for PES mehparticipation in Bulgaria.

Several case studies stated that the current @étlegislation and administrative
systems for landownership were inadequate to stpper establishment of PES
schemes. There was a general lack of updated iafeymon the situation regarding
land ownership and no mechanisms for the trangfamal ownership and/or tenancy
were in place. This was foreseen to pose problamgé identification of PES
payment beneficiaries. It was also anticipated itadér the establishment of PES
related management activities on abandoned landsar® addition, in several
countries, e.g. Bulgaria, Croatia and Turkey, thxéstmg/previous legislation on
landownership and heritage had resulted in a highber of small land ownerships.
According to the case studies, this made the manege of larger areas for
biodiversity conservation purposes more difficult.

As regards the policy framework, the case studidgcate that the different relevant
policy sectors, agricultural and rural developmentices in particular, do not at
present provide proper support to the establishnaeat implementation of PES
schemes for biodiversity. On the contrary, in saveases the support and incentives
provided under the agricultural policy (e.g. agiieral subsidies) directly support
unsustainable agricultural land use in the casdystweas. For example, in Turkey
subsidies of 50 €/Ha are provided for the cultmatof sugarbeet and wheat. This is
regardless of the fact that sugarbeet and whea begn identified as very irrigation
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intense crops. Consequently, it was consideredphat to the establishment of PES
schemes serious attention was to be paid to thevanof any perverse incentives
conflicting with the PES schemes’ objectives.

In addition, it was considered that the current/antbreseeable policy priorities for
mitigating climate change could also conflict wite PES schemes’ biodiversity
objectives. For example, promoting the increasefarested areas for carbon
sequestration or use of agricultural land for bétducould, to a certain extent, make
PES schemes supporting traditional biodiversityerfdly farming practices
unappealing for farmers. The possible conflictsween the different land uses
supported by climate change and biodiversity pedicare, of course, depended on
type of management activity (e.g. afforestationniayive species vs. monocultures)
and where this activity takes place. For examplantption of monocultures has an
adverse effect on biodiversity whereas afforestatth a number of patches within
landscapes with native species may increase haltatsity in the area. In addition,
some abandoned land may be of relatively limitetbezan terms of biodiversity
conservation and therefore the total advantagesaffufrestation may be more
beneficial.

6.2 Platform for PES payments and the supportingeanomic framework

In all countries, the suggested PES schemes weiapated to be based on public
payments to service providers. The potential bersfes included both individual

farmers and farmer associations. The payments meisly seen to be given on an
annual basis, however in some cases (e.g. in geafanitial investments costs) the
possibility to support the annual payment scheme®re off payments was also
considered. The payment schemes were suggestedaeebseen by the national and
regional administrative bodies.

In addition, in a number of cases, including BulgarCroatia, Macedonia and
Romania, the ‘main’ PES schemes were also foregede supported by payments
embedded in the traded agricultural products, feemers could receive higher
revenue for their products through marketing orgasmd/or biodiversity friendly
local produce. It was, however, noted that thers fivat a need to create markets for
these products at regional, national or cross-ordeel. For example, the
establishment of labelling, branding and certifimatschemes for products originating
from the case study areas was required. In sewam@dsions the suggested PES
schemes were also anticipated to be supported yaygras related to the direct the
use of biodiversity and ecosystems by beneficiafiéss economic support included
activities and revenue related to ecotourism in dhea (e.g. park admissions and
revenue from ecotourism related services).

It was expected that in addition to public paymeatene PES schemes could also be
supported by or based on private investments. Hewet/ was considered that the
current magnitude of local private business in catgly areas was still not
sufficiently strong to support investments equinal® PES like schemes. However,
on the long run it was seen possible that somestove would recognise the link
between the biodiversity value and business oppities in these areas, notably for
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tourism and development of regional food speceditiresulting in a higher interest
and increased potential for private PES schemes.

In some cases it was already foreseen that PESicim@a platform and/or its

supporting economic framework requires cooperaditoloroader regional/cross-border
level. For example, in order to fully succeed atifteation of organic apples from

Prespa region (a cross-border region between tpalfie of Macedonia and Greece)
would also require similar system to be establishkt at the Greek side of the
border. Creating a framework for cross-border coajgen to support the PES
schemes was also relevant in the case of Croatiarewiparties providing or

maintaining an environmental service (flood pratact were located in a different
country than parties receiving the benefits.

6.3 Institutional capacity, knowledge base and #hlevel of education

All the case studies recognised that PES paymeete & rather novel tool for
biodiversity conservation in the countries in qu@st Consequently, it was
highlighted that the existing institutional capgaias unlikely to be adequate for the
establishment of the schemes. It was thereforeideresl important that broad and
comprehensive capacity building for administratbaglies responsible of the design,
implementation and monitoring of the schemes wdsetorganised. It was also noted
that the existing data on land use and the statusicaoliversity did not provide
adequate basis for the establishment and monit@fiRES schemes. Consequently,
sufficient resources were to be guaranteed to suppe effective development and
monitoring of the schemes.

All the case studies indicted that the existingalend human capital required for the
adoption and implementation of PES schemes forilosity was quite poor. The
PES measures were considered to require specifits shat the envisaged
beneficiaries (farmers) and other beneficiariesewlacking. It was also noted that
most of the relevant stakeholders had limited edeand/or knowledge of measures
maintaining biodiversity in agricultural land. Tleéore, appropriate education and
dissemination programmes were seen as necessargraketo increase the interest of
local stakeholder in biodiversity and ecosystenvises conservation and guarantee
the uptake of PES schemes. The case studies afdmasived that the implementation
of PES scheme activities required the establishrokeatiequate and ongoing support,
such as making relevant and up-to-date informa#ieailable for stakeholders and
organising advisory services assisting in the immgetation of the scheme
requirements.

At a broader level, improving the level of enviroemial awareness, e.g. on the socio-
economic value of biodiversity, was also seen asrgrortant element in supporting
the successful establishment of PES schemes. Aesgarsing was seen as a key to
gain more broader public support to PES schemesitam@és also suggested to
contribute to the creation of market demand fordimersity friendly products and
services (e.g. ecotourism).
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7 SUSTAINABLE FINANCING SOURCES FOR PES SCHEMES

Financial resources are needed to pay the many otlses of a scheme besides actual
payments between providers and beneficiaries. Tresk#ed costs need to be
explicitly factored into the financing of schemesdainclude research and
development costs; capacity building, community cation and public awareness;
operational costs for coordination and administrgtimonitoring and evaluation;
transaction costs as well as contingencies foatioih and unforeseen events.

A sustainable financing strategy should be develojestrengthen the stability of

payment schemes for environmental services andeftiver the confidence of

stakeholders in them to commit to long-term congrad range of issues should be
considered:

1) Assessing the financial requirements of the schemmich means knowing
how much and when money will be needed to put énsitheme in place and
keep it going;

2) ldentifying financing sources, which concerns knogvivhere and how to get
the needed money.

The first issue was already discussed in the pusvihapters. This chapter focuses on
suggesting financing sources and their approprsteifor the project countries. The
discussion is further divided into two parts: 1)n@ounity financial sources — EU
funds: Structural and Agriculture and Rural Devetgmt as well as pre-accession
funds and 2) other public and private sources.

7.1 Community Financial Sources

7.1.1. EU Member States funding lines: Regional and Rural Funds

Romania and Bulgaria are fully eligible for all Eunding lines as they are member
states since January 1, 2007. Therefore, the Ralgidevelopment Funding and the
Rural Development Funding have been analysed.

EU Regional policy has the core objective of supporting real convwargeand
reducing socio-economic and territorial disparitids does so by co-financing
investments and other measures in the less devtlomentries, regions and areas of
the Union. For the period 2007-2013, the focus hallon the renewed Lisbon agenda
and the categories of investment that are partiguonducive to growth, such as
research and innovation, physical infrastructurenvirenmentally friendly
technologies, human capital and knowledge. The Canity Strategic Guidelines
(CSGY include nature and species protection within themmgliance with
environmental legislation.

6 COM(2005) 299 ‘Cohesion Policy in Support of Grbveind Jobs: Community Strategic guidelines,
2007-2013
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The European Regional Development Fund (ERDFY contributes to the
reinforcement of economic, social and territori@hesion within the EU by reducing
regional disparities and supporting the structudavelopment and adjustment of
regional economies. The ERDF aims, in particulaisttengthen competitiveness and
innovation, create sustainable jobs, and promowra@amentally sound growth. The
national Operational programmes set out how the b&mStates intend to
operationalise the ERDF funds. They therefore lsetftamework for implementing
the policies and priorities to be co-financed by Hund.

The new European territorial co-operation objective (laid down in Article 6 of
ERDF regulation) replaces the former Community idtike INTERREG. This
implies a more important status for territorial pecation, which is now at the same
level as the convergence and competitiveness olgsciThis can be potentially very
important for designing and setting up trans-naioRPES schemes for flood
protection for example.

The European Social Fund(ESF} supports policies and priorities aimed to achieve
progress towards full employment, improve qualihd groductivity at work, and
promote social inclusion and cohesion (in the EaampEmployment Strategy (EES)).
In particular, the ESF takes into account the dbjes of the Community in the fields
of social inclusion, education and training andadiy between women and men.

ESF operational programmes will reflect stratedioices and priorities therefore the
scope for including a detailed list of activitieslivbe limited. However, it will be
possible to include environmental priorities in ffregrammes, and these may relate
to areas that could support implementation of Na2000 (e.g. reform of a Member
State’s administration related to environmental ag@ment) or training and capacity
building for the administration to develop and iempent PES schemes.

Assistance from th€ohesion Fund will be given to:

1) Trans-European transport networks, in particulaorjy projects of European
interest (Decision No 1692/96/EC);

2) The environment within the priorities assignedhe Community environmental
protection policy under the policy and action peogme on the environment. In
this context, the Fund may also intervene in areslated to sustainable

7 Council Regulation (EC) No 1083/2006 of 11 JuB0@& laying down general provisions on the

European Regional Development Fund, the EuropeasialS&und and the Cohesion Fund and
repealing Regulation (EC) No 1260/1999; and Re@gna{EC) No 1080/2006 of the European

Parliament and of the Council of 5 July 2006 on Ewopean Regional Development Fund and
repealing Regulation (EC) No 1783/1999)

8 Council Regulation (EC) No 1083/2006 of 11 July@Qdaying down general provisions on the

European Regional Development Fund, the EuropeasialS&und and the Cohesion Fund and
repealing Regulation (EC) No 1260/1999; and Regna(EC) No 1081/2006 of the European

Parliament and of the Council of 5 July 2006 on Eheopean Social Fund and repealing Regulation
(EC) No 1784/1999

9 Council Regulation (EC) No 1083/2006 of 11 Julyo@daying down general provisions on the

European Regional Development Fund, the EuropeasialSéund and the Cohesion Fund and
repealing Regulation (EC) No 1260/1999; and CouReijulation (EC) No 1084/2006 of 11 July 2006
establishing a Cohesion Fund and repealing ReguléEC) No 1164/94
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development that clearly present environmental fitsn@amely energy efficiency
and renewable energy and, in the transport saoter,and sea transport.

Agricultural and Rural Development Funding0
The objectives of the EAFRD are set out in ArtidléSupport for rural development
shall contribute to achieving the following objeets:

a) Improving the competitiveness of agriculture ande$try by supporting
restructuring, development and innovation;

b) Improving the environment and the countryside bypsuting land management;

c) Improving the quality of life in rural areas andceanraging diversification of
economic activity.’

Member States have flexibility to split expenditweross the four axes (the above
three objectives plus Leader) so long as the mimrttuesholds are respected. Axis 4
on Leader is developed as a cross-cutting apprtethcan deliver integrated rural
development by targeting aspects in each of avfahe other three axes. It should be
noted that there is competition for funding betweesasures nationally, due to the
size of the overall EU budget for 2007-2013, anchsnees supporting Natura 2000
will have to be keenly promoted by stakeholdersadh&f other competing measures.
The need for dynamic thinking is therefore paranmio@takeholders and national
administrations alike should seek to use the optiamailable within EAFRD to
deliver integrated rural development. This meariecteg groups of measures that
lead to wins not only for the environment and Nafuout also for local economy and
society.

Most potentiaNatura 2000sites in the accession and candidate countrieeated

in rural areas, and many are dependent on biodliydrendly production practices
that maintain habitats such as hay meadows, loansity grazing of semi-natural
vegetation, floodplain grasslands, etc. The farngpgtems that support this type of
practices are not always profitable for the farméecause the price the consumers
pay does not include the environmental added vtthae the farmers provide by
farming with lower intensity/inputs as comparecttmventional farming. The current
European Agricultural Fund for Rural DevelopmentARRD) provides the
opportunity to pay the farmers for these environtaleservices. The management of
biodiversity and Natura 2000 sites can also benfied through the Structural Funds
and the Financial Instrument for the EnvironmerEf +). However, the EAFRD is
the most appropriate of these EU funds due to teaid on land managers as
beneficiaries, and the potential to support spedd&nd management practices. The
current potential of the EAFRD provides for finamgibiodiversity conservation in a
number of forms:

¢ Management agreements (agri-environment and ferestonment) with
farmers and foresters to ensure the maintenance &aaptation where
necessary) of high nature value systems;

10 Council Regulation (EC) No 1698/2005 of 20 Septen®#f¥5 on support for rural development by
the European Agricultural Fund for Rural Developm@AFRD). OJ L 277/2 21.10.2005. Also see:
Community Strategic Guidelines for Rural Developmén) L.55/20 25.02.2006.

36



 Compensating for costs incurred and income foregoesulting from
restrictions in Natura 2000 areas;

e On-farm investments which enhance the public amevaiue of a Natura
2000 area or other high nature value areas;

* The drawing up of protection and management plafaing to Natura 2000
sites and other places of high nature value;

 Environmental awareness actions and investmentsociassd with
maintenance; restoration and upgrading of the abteritage and with the
development of high nature value sites.

Leader local strategiesare area-based to make the best use of existognees and
capitalise on a common identity. Public-private tparships, called local action
groups (LAGSs), identify development needs withireithown rural communities.
These are then set out in a development plan. kdadding assists these local action
groups to encourage and support the developmesmafi-scale, innovative projects
that meet local development needs in a sustainvedye Leader promotes cooperation
between LAGs in different European countries tatjgi develop projects and build
networks at regional, national and European Unievell In past programming
periods, many Leader projects have had clear lerfefiNatura 2000.

The key benefit of Leader is not in a large fundsogirce for conservation measures,
but rather in the approach, which promotes co-djmraof local actors and the
development of integrated projects. Therefore itvésy suitable for areas with
strategies that combine nature conservation and lee in a sustainable way, for
example in marketing local products.

Funding options for the selected member states castidies

Funding options for Bulgaria

All the priorities in the regional and rural progmmes for Bulgaria can not be
analysed here, as those programmes are very ladydedailed. It is therefore a more
general recommendation to look for funding optiassalready described partly in the
case study.

1) Use the already described measures of the CAP dena¢lopment pillar, agri-
environmental schemes as proposed in the case. giistytackle water pollution
issues under the agri-funds (pig farm water run-off

2) Think of using Structural Funds when developing therism potentials of the
area, e.g. for development of an eco-tourism bnaiid awareness-raising and
quality criteria. Include natural and historicaltawal tourism attractions and
group them under one local “brand”. Co-operatéhlite private sector, tourism
businesses but also restaurants, bicycle hiringt bising, bed-and-breakfast etc.,
for a joint initiative and joint quality criteriand the use of local food production.

3) Riparian land could be included into a Structurahdr project on natural flood
protection. Establish contacts with the river basuthorities and include those
natural flood plains in a wider context flood pmriien programme. This could
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4)

5)

6)

support those riparian land-owners affected andl fsoft engineering flood
protection measures.

Introduce an entrance fee for the park and invdb@al inhabitants in the
management of those gained funding. A “board” calddide what to do with the
money and how to compensate services provided &g} fmeople (like cleaning,
land management, etc.).

Tackle the illegal waste dump problem with the Ettu&ural funds and include
waste-prevention and recycling measures in thedimid and agricultural waste
strategies.

Think of a LIFE + project to continue ongoing exds@ management practices

Funding options for Romania

All the priorities in the regional and rural progrmes for Romania can not be
analysed here, as those programmes are very lachdedailed. It is therefore a more
general recommendation to look for funding optiassalready described partly in the
case study.

1)

2)

3)

4)

Use the opportunities of the CAP second pillar payts for agri-environmental
measures as laid out in the description of the sas#y.

Include the alpine grasslands into a wider contagking sure that he mosaic
landscape stays intact: Biosphere reserve for alatamd cultural heritage or
Natura 2000 sites. As it was mentioned that theldaape has a high historical
value as it is typical for Romanian traditional iaglture, this should be
capitalised.

Use the Regional Funds development of tourism tibgdo develop a holistic
tourism concept for this area: Involve local reside create awareness for the
fragility of the area also amongst tourist, develgpstainable tourism
infrastructure like bird-watching towers, walkingit signs and information poles,
develop an integrated eco-tourism concept and wevalso the local private sector
to create local value-added cycles and to promatelly produced goods and
services. A WWEF project in the “Uckermarkische i8dended by LEADER in a
Biosphere Reserve/Natura 2000 site in Eastern Ggrmoauld serve as a model.
Establish a model of a LEADER group around the aoedevelop economically
profitable activities for the local population watlit threatening the area.

Save the area from buy-out via an active and aweg®nal population: try to
involve the local population and create an orgdiusafor “cultural heritage”,
maybe co-operating with schools to use the areanaspen-air laboratory for
biodiversity and a museum for history and use losathool children in the
management. Try to establish a “Maramures week’erehschool children,
tourists and other volunteers come and help mowmid) get a free lecture about
the area in return.
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7.1.2. Accession and Candidate Countries funding options: Instrument for Pre-
Accession

Turkey, FYROM and Croatia in terms of European Fagdources are only eligible
for IPA funding (Instruments for Pre-Accessi&n) This is a multi-annual funding
programme and its objectives are developed in closeperation between the
Commission and the beneficiary states.

Table 6 Overview of funding allocations under tR&12007-09 in current prices

Planned allocation in millions of €
Croatia 438.5
Former Yugoslav Republic 2104
of Macedonia
Turkey 1,602.3

For Croatia, the pre-accession assistance strategy is coatettron institution
building and preparation for the implementationtié EU's common agricultural
policy and cohesion policy.

For theFormer Yugoslav Republic of Macedonia EU assistance will be provided to
consolidate reform of public administration, theéigiary and the police, to improve
the local infrastructure, to help the country adaptl implement EU legislation and
standards and also prepare for the implementaticheo EU's Cohesion and Rural
Development policies.

EU assistance tdurkey will concentrate on support to the stability o$titutions so
as to guarantee fundamental rights and freedonmsod®cy, the rule of law, human
rights and the respect for and protection of mimesj and promotion of the EU-
Turkey Civil Society Dialogue. EU assistance wiahelp the country prepare for
participation in the EU's Cohesion Policy and RiDalelopment instruments.

IPA objectives in Croatia

The indicative financial framework for Croatia I®las follows (figures given in
millions of €):

Component 2007 2008 2009 Total

I- Transition Assistance and 49.6 454 45.6 140.6
Institution Building

II- Cross-border cooperation 9.7 14.7 15.9 40.3
Ill- Regional Development 45.1 47.6 49.7 142.4
IV- Human Resources 11.4 12.7 14.2 38.3
Development

V- Rural Development 25.5 25.6 25.8 76.9
TOTAL 141.2 146 151.2 438.4

11 http://ec.europa.eu/enlargement/index_en.htm
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When looking at this overview, it becomes cleart tttee Regional Development
component can not be underestimated and needsltolked at for potential funding

options. In more detall, it has three prioritiesthwithe following use of financial

resources: Environment 35-40%, transport 35-40% camdpetitiveness 20-30%. So
both the environmental and the competitivenessifige could be potential funding
sources for payments for environmental services.

The environmental improvements aimed at are reolucif water pollution, increase
in drinking water availability and quality; envinorental protection; sustainability;
reduction of conventional energy use; creationest jobs and consumer-friendliness.

For the case study in Croatia, the Rural Develogrnemponent is most obvious for
the potential funding options for PES schemes. &ydin, it is important to look
where most of the funding is going to and to unide the priorities.

For overall funding options it is recommended to:

1)

2)

3)

4)

5)

Use the proposed pillar 2 of IPARD for ongoing ngeraent practices like
mowing as suggested in the case study.

Use the proposed pillar 1 of IPARD to create omlelssh a larger-scale organic
meat production co-operative or business in thérednvest into marketing the
meat and transporting facilities to the capitaréap the benefits of a potential
demand there. Invest into a research of what mmatide produced and which
type of pig and cattle is most efficient in keepithg landscape open and easy to
market as organic meat.

Consider the introduction of other species in thek@area to keep the landscape
open. Look into the wild horses project of WWF-Latthat now attracts also
tourists to the area and keeps the landscape gpesi.could be funded by the
environmental pillar of IPA, or national environmalinfunding.

To cover the investment costs of clearing overgraweas, a partnership with the
abandoned-land-tax-regime could be possible. Samdsfof this regime could
stay in the area and be locally administered fos¢hinvestment costs.

Another idea for several investments is to bundteviies in the area and create a
body for renewable energies that uses the scruldedal energy production. This
could be for heating purposes of public and/or aggvbuildings. The Regional
Development pillar of IPA could be used for thisalin combination with the
forest fire prevention objective.

IPA objectives in Macedonia (FYROM)
The detailed document of the funding prioritiesn® yet available, however it is
recommended to:

1) Use relevant pillars of IPARD to shift and upgraaleple production to
organic premium.

2) Use relevant pillars of IPARD to invest into valadded production steps for
apples like drying facilities, apple cider, applécg, jam etc locally. Use the
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same pillar to brand, market and export those misdand to shift from
exporting raw products to export value-added prtsluc

3) Use relevant pillars or IPARD to invest into efént irrigation for
agricultural use. Alternatively put a higher taxmesticides and herbicides in
the area and use the benefits to train farmersganic practices.

4)  Apply the polluter-pays-principle for water polloii (agricultural water run-
off) and introduce a realistic water-pricing syst@mwater abstraction.

5) Try to introduce other fruit, berries or vegetahblede planted between the
apple trees to diversify income and to enter ihtoRrespa label for premium
production.

IPA objectives for Turkey

The indicative financial framework for Turkey is faflows (figures given in millions
of €):

Component 2007 2008 2009 Total

I- Institution Building 252.2 250.2 233.2 735.6
II- Cross-border cooperation 6.6 8.8 9.4 24.8
Ill- Regional Development 167.5 173.8 182.7 524
IV- Human Resources 50.2 52.9 55.6 158.7
Development

V- Rural Development 20.7 53.0 85.5 159.p
TOTAL 497.2 538.7 566.4 1602.3

The financial indications for the different shakdsRegional Development are: 35-
40% for the environmental objective, 30-35% for tinensport and 25-35% for
regional competitiveness. In the environment ptyoof component Il Regional
Development, water plays the most important role:

Investments in the water sector should take theewBtamework Directive into
account and use the river basin management appr&arities are the drinking
water sector and waste water treatment:

* Construction of waste water treatment plants
* Increase of the sewerage network
* Repairing sewerage networks for drinking water
* Introducing water-pricing according to the pollupearys principle
* Reduction of water losses in the water distribugstem
Looking at component on Agriculture and rural depehent, 50-80 % of the funds

are dedicated to axis 1, 20-50 % to axis 3, ansl 2us not foreseen until 2009.
The key priorities for agriculture and rural devmitent are:
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e Modernisation of the farm sector and the upgradifgsector to EU
standards

» Setting up of producer groups to jointly place good the market

* Modernisation of processing and marketing of admca and fishery
products

» Development of rural infrastructure

» Diversification of economic activities

* Improved competitiveness of rural areas

» Creation of new employment opportunities in ruralas

e Training

It is recommended to:

1) Use the EU IPA fund pillar Il of regional developnt to introduce a fair and
sustainable water-pricing system in this area. Goenkhe water pricing system
with funded incentives to invest in water savinggation systems and awareness-
raising.

2) Cooperation between the local salt factories catipgulate incentives for less
pollution and less water abstraction in the aréacould create a base for a
revolving funding instrument for investments inés$ water consumption.

3) Cooperation with the local sugar production compaayld pay for training or
investment costs in water efficiency practices atigpulate more irrigation
cooperation between the owners of small land plots.

4) Introduce the polluter-pays principle for water lppbn and use the funding to
purchase abandoned land for conservation areas.

Other framework conditions that could help funding the sevices of certain
ecosystems:

1) There is still no efficient instrument to tackeEnd abandonment in rural areas.
Many services are linked to an extensive manageroetite areas and with land

abandonment, those management practices will ndint@®. Those organisations or
bodies who could take over the extensive managetoesgcure ecosystem services
do not have the opportunity to apply for fundingis@s once the land is abandoned.
There is a lack of funds to purchase those plotstansecure the management in a
long run.

2) Another problem is the cost of clearing overgnoland to restore ecosystem
services of open landscapes. Once land is overgribwright be quite costly to clear

it and keep it open. This involved one-off clearicmsts and ongoing management
costs. Both of the costs are not covered in thefgan funding schemes.

3) Unclear land-ownership is an important factordering obtainment of European
Funding. It is in the interest of regional admirasibns to clarify land ownership as
efficiently as possible to allow the allocationEl funding to those plots.
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4) In general, it is very important to take a hididook at the region: the social

capital, economic potential and environmental cbow$. Some environmental

services can only be provided if people are thertake over management duties. The
state of services for people to continue livingtihe area like schools, medical

services, etc. is often not acceptable.

5) In some cases, the availability of money is a@iroblem; it is the priority-setting
of decision makers. Good examples for true andstiolsustainable development and
environmental services payments are not numerodsitamquires some awareness
and courage from decision makers to head in tihexton.

6) The thinking of environmental stakeholders isoasometimes too limited to
management and conservation, not enough openedkaat investments and to look
for social and economic benefits.

7) Land-use planning and building legislation areical to keep certain areas
valuable for tourism and to keep ecosystem servala®. Both legislative and
executive processes need to be strict and uncedugd pressures for development
are high for example in the Carpathian Mountains.

7.2. Other public and private financing sources

As with all other aspects of PES schemes, the fiatesources of financing can be

very diverse as well. They are differentiated by degree of government intervention
in administration of the schemes and the charatiesiof the buyers and sellers. In

practice, many initiatives are a mix of these apphes, adapted to local needs and
context:

» Donations and grants from national and internationganizations;
e Public payment schemes, including fiscal mechanisms

e Cap-and-trade schemes

* Private payment schemes

* Market development for related goods and servidegsha national and
international level.

* Voluntary payments from beneficiaries

1. Donations and grants from national and internatbnal organizations

PES schemes often need external resources in ifmedfiogrants and donations from
international organizations or environmental NGOsto cover their start up costs.
Indeed, many PES schemes have been initiated bynattonal organizations and
conservation NGOs and still depend on externalnfired support for their survival.

While external support can constitute a positivieedrin the short run, it can make the
PES system heavily dependent on continuing intemait support and put into

question the sustainability of the scheme if supowithdrawn.

2. Public payment schemes

Public payments schemes have the highest levelvohiement by public institutions
and to date are the most common form of paymenemehfor environmental
services. Service buyers in public schemes are igualthorities such as
municipalities or national governments who are ¢gfly motivated by the need to
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provide safe drinking water, regulation of riveoMls or management of biodiversity
in protected areas. The rationale for governmetgnnention in financing PES

schemes is that it may already be paying for tle&ipion of environmental services
through other means, or using different policyrmstents to reach similar objectives.
The allocation of government resources through REBemes might be more
effective and cost-efficient than these alternatipproaches.

Mechanisms for payments in these schemes incluglefess, land purchase and land
easement, which are rights to specific use of lawded by others. Public payment
schemes can also use subsidies and taxes to egeog@od environmental
management.

Subsidiesare positive fiscal instruments used by governments to rewaplgefor
carrying out specified activities. State subsidies subject to government changes or
policy reforms and can be withdrawn at any time.SPEchemes relying on
governmental payments can therefore be vulneraidepatentially unsustainable in
the long run. However, their status can be stresrgttl if enshrined in laws, decrees
or constitutional documents.

Governments may also wish to providemporary subsidies to support the
development of a market for environmental serviegsvever, such an approach may
create expectations of permanent government pagnaet it is far from certain that
beneficiaries will take responsibility instead obbbying government for the
maintenance of payments once the pilot period &.ov

Environmental taxescan be used to ensure that some or all of thereiy costs of
land use are internalised (or priced into) the sleni making process. They create
direct price signals for producers and/or consumgney can be both used pasitive

or negative incentives.

Taxes can bgositively used when people are exempted from paying taxetheln

United States, farmers may deduct the costs of awl water conservation from
taxable income, limited annually to 25 percent obsg income from farming.

Environmental taxes can be useaatively to discourage consumption or activities
that are detrimental to the environment. In mostesa however, the benefits of
environmental taxes for the environment are snedditive to the size of the problem
being addressed.

Earmarked taxes can bring a stable and continuous flow of reveniesPES
schemes since their revenues are specificallyatiaolcto fund conservation activities.
In addition, they may be less vulnerable to govesninioudget reallocations than non-
earmarked taxes. However, they can also creatdgmasbof financial dependency in
the PES system. For example, in Costa Rica onlgetfent of land area under PES
receives payments from services buyers and themys heavily dependent on the
fuel tax.

3. Cap-and-trade schemes
Governments must be willing to set the cap for $kevice in question. This is to
stimulate demand and reward the most efficientisergellers. Regulations must
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permit parties to either comply directly with thetians or control measures required
or to pay service sellers to do so instead.

Under a cap-and-trade scheme a cap is establisheshf/, the release of pollutants or
abstraction of groundwater. In the case of polltithe cap is the aggregate
maximum amount of pollution that can be releasegbdnyicipating entities. Tradable
pollution permits or credits are then allocateddyiding up the allowable overall
total among polluters. Industries or companies sElhpermits that they do not need
to other participants who need more than theircalion. This rewards companies
able to cut their pollutant discharge and penalitbese who pollute more heavily,
creating an incentive for them to invest in pobhaticontrol. Trading increases the
economic efficiency of water and environmental nggamaent, by enabling companies
or landholders to buy permits from those able tmgly in a cheaper way.

4. Private payment schemes

Beneficiaries must have a private motivation to gay environmental services.
Private payment schemes have the lowest level e¢érgment intervention through
development of regulations or changes in conteetrieeded to facilitate and enforce
agreements. In these schemes, private entitie® agn®ngst themselves to provide
payments or rewards in return for maintenance storation of an environmental
service. The actual transaction mechanisms in sakcbmes can take many forms, of
which the most popular include direct paymentsdlgurchases, cost-sharing and
purchase of development rights to land.

5. Market development of environmental goods and séces

Transactions occur between private parties, butneay is embedded in the price paid
for a traded product, such as certified timbeh i organic produce. Payments can
be made to suppliers as, for example, a fixed samhpctare or directly by a price

premium on products sold.

The buyers in these schemes are consumers wha prefiucts from suppliers who
comply with verifiable environmental standards aré willing to pay a premium
price for them. Intermediaries play a key rolehrsttype of mechanism, either as the
certification agency or as traders in certifieddarcts. Governments need to facilitate
operation of certification schemes through appadpriaws and regulations.

Examples of eco-labelling schemes include:

* European Organic Farming label

* Wood certified by the Forest Stewardship CouncB@y to originate from
sustainably managed forests.

» Fishery products certified by the Marine StewargsfBiouncil (MSC) or
‘Salmon-safe’ products from farmers in the northwe$ the US who
undertake protection of waterways, important fdémsen habitat.

6. Voluntary payments and other transactionscan also be negotiated with
beneficiaries that are willing to pay for the pmion of services. Payments from
beneficiaries can be collected in the form of vtduy payments, user fees, and
charges or through negotiated arrangements betweefinancing mechanism and
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beneficiaries. Such payments are often negotiated case-by-case basis, according
to the specific conditions of the PES scheme anthemature of the beneficiary.

A closer look at the businesses involvement with FE

Many companies rely on natural resources, and secuhe flow of ecosystem
services may be directly related to the compangtsoln line. Water companies need
functioning environmental services to maintain wageality. Tourism companies
want to preserve the landscapes and wildlife tttedic their clients. Other businesses
have negative environmental impact or produce ggmt harmful emissions; and
they may find that paying to increase the flow o¥ieonmental services (e.g., carbon
offsets or biodiversity offsets) is an economicaywto neutralize their negative
environmental impacts or emissions. Insurance compand coastal area developers
may find that increasing the provision of ES is theapest way to reduce the risk of
natural hazard, and so on.

Gutman (2007) describes several emerging PES lmssmedels which have many
similarities with the funding sources presentedvabdiowever, this classification is
specific with the fact that it follows the interasit the companies in environmental
services and consequently with PES.

PES Business Model 1: Regulation Compliance

A model for businesses that buy and sell ecosys&mwices to comply with cap-and-
trade environmental regulations, such as carboset#fto comply with mandated
reductions of carbon and other greenhouse gas iemss®r wetlands restorations to
compensate for wetlands lost to development.

This is the realm of carbon sequestration marketdlowing the Kyoto Protocol,
world carbon trading is already big, amountingdme $22 billion in 2006. The share
of ecosystem-based greenhouse gas sequestratiforegtation, agro-forestry,
avoided deforestation) is currently relatively loat, some $100 million a year. But
things are changing fast, and ecosystem-basedrcanbhdkets are expected to grow to
some $1.5 billion in the next decade—and to keepwirg. The wetland
compensation market in the United States recemtiguated to $1 billon of business
in a year.

PES Business Model 2: Cost Saving

This is a model for businesses that buy or selsgstem services that actually reduce
costs. Examples include water companies payinggstream environmental services
that reduce the need (and expense) for water tezdfnfiarmers adopting organic
agricultural practices that save inputs, and hyowmy companies paying for
upstream conservation practices that reduce erasidnncrease a dam’s lifespan.

In France, two of the world’s largest mineral watampanies, Nestle-Vitel and
Danone-Evian, have developed sophisticated PESreshan their water source areas
to pay farmers who adopt sustainable agriculturattces that avoid water pollution.
In the United States, the New York City water tfilbays farmers to reduce pollution
in the Catskill basin. In Venezuela, the operatdr&uri hydro dam (the world’s third
largest) pay for conservation and surveillancehim adjacent Canaima National Park
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to reduce risks of deforestation, which could teiggoil erosion resulting in siltation
of the dam’s reservoir.

PES Business Model 3: Value-Added Goods and Service

A model for businesses that buy and sell goods samdices that have ecosystem
services embedded in them, such as ecotourismesira@n coffee, organic foods,
or certified wood products. In this model, consusneaty for what they consume, plus
they voluntarily pay a premium (the PES) for theusance that the goods or services
they are buying have been produced in a way thanhtamas or enhances the
environment and the flow of environmental services.

With world sales of organic food at $30 billion 2005 and 100 million hectares of
certified forest, green, organic, and sustainabbgpced food and fibers may become
the largest source of PES. So far, however, osiyall fraction of the final price goes
back to the farmers to pay for their conservatitbores. But with organic and certified
markets growing at 10 percent a year, the futuokdopromising to use this PES
business model to increase both conservation anmeefa’ incomes.

PES Business Model 4: Voluntary PES

Why would businesses spend money to buy ecosystewicas that neither increase
their profits nor reduce their costs, if they aot required to do so by law? The fact is
that an increasing number of businesses do. Iddoalthat companies are positioning
themselves for anticipated regulations — as inctiee of the voluntary carbon market
in the United States. It could be that companiesicker their investment in social and
environmental activities to be an important companaf their market image and
social acceptability. Or it could simply be thats®businesses are self-motivated to
embrace high environmental standards. Whateverdhson, buying (and selling)
environmental services in the voluntary marketrsagng.

In the United States alone, the voluntary carbaedimy market is estimated at $15
million annually, and voluntary biodiversity offs@rojects amount to some $20
million a year. But this is just the tip of the g, because charitable contributions
to environmental conservation by businesses anthdéasbased foundations in the
United States alone amount to some $1 billon a. year

PES Business Model 5: Selling Environmental Servisdo Government Agencies
As is the case for many public goods (health, etilucaand security, for example),
governments will probably take the lead in procgrimany ecosystem services to
meet society’s demands. Governments already phagjar role in initiatives such as
biodiversity conservation, ocean conservation, eadng for the global commons.
Additionally the “greening” of even a fraction ob@ernments’ procurement of goods
and services could have an enormous impact in #madd for environmental
services.

World-wide governments spend some $2 billion arlgual payments for watershed-
related environmental services and another $34ériin payments for biodiversity-
related services (mostly in protected areas). Adaiis is just the tip of the iceberg.
Right now the European Union, the United Statesl, @imer wealthy countries are
trying to change rural production subsidies (mdrant $600 billion a year) into
income support and environmental payments (a.k=&) PAdditionally, with public
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expenditures representing approximately 40 per oénthe world gross domestic
product, a very small shift toward greening pulpiocurement (the UK government
recently announced its intention to move that waguld represent billions and affect
all types of producers and markets.
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8 CONCLUSIONS & RECOMMENDATIONS

8.1 Conclusions

Agriculture was regarded as one of the main lanek usfecting biodiversity and
biodiversity related values and services in all \demand Candidate States included
in the study. All of the case studies identifiediagture as the key sector to be
considered as potential target for applying PESfodiversity conservation. In all of
the countries in question certain types of agnoeltvere causing negative impacts on
biodiversity. These impacts were mainly causedHgy destruction of (semi)natural
habitats, overgrazing, over exploitation of waterdespread use of fertilisers, and
contamination of land and water due to inadequadstevmanagement and use of
pesticides, and also the existence of subsidiesmFa positive side, traditional
extensive agricultural practices played a key rale maintaining agricultural
biodiversity in a number of countries, e.g. in Barig, Romania and Croatia.

The five country analysis revealed a number ofaegand area-specific attributes the

PES schemes needed to take into consideration.eGoestly, the proposed content

of the PES schemes, e.g. requirements and targetegdures, differed between the

case studies. These findings strongly indicatettit@PES schemes should be flexible
in order to allow different regional/local needs® addressed. However, a number of
similarities between the five case study countrmdd also be identified.

In the majority of the case studies, conservatibrbiodiversity and (semi)natural

ecosystems formed the main focus of the suggediERl $hemes. However, in all
cases the suggested payments for biodiversity aBongly supported the

maintenance of a number of ecosystem servicesasutlne provision and purification
of water (e.g. Turkey, Croatia, Macedonia), langscdeauty, cultural heritage,
tourism and recreation (e.g. Bulgaria, Croatia d@admania), flood prevention

(Croatia and Romania) and climate regulation (Turkad Croatia). In the case of
Turkey, the recommended approach to promote coasenvof biodiversity was to

direct the actual payments to sustainable consemptf water (see below).

Consequently, the case studies indicated thatliaaintries considered there are
several possible synergies to be gained betweernfdtBEfdiversity conservation and
ecosystem services.

However, when considering the possibility of usomg payment to support a number
of different goals (e.g. biodiversity conservatiamd maintenance of different

ecosystem services), careful consideration showdglven to make sure that

supporting one objective, such as provisioning afer, mutually supports and / or
does not conflict with the other identified goadsy. conservation of rare and endemic
species. In particular, a PES scheme primarilyetad) to deliver one specified

biodiversity or ecosystem services related objecskiould not have negative effects
on other (identified or unidentified) biodiversialues and services in the area.
Therefore, the PES schemes should be carefullynpthnwvith an aim to reach best
synergies between payments for biodiversity corasdem and for conservation of

ecosystem services.
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Based on the analyses, extensive traditional fagnpiractices created the highest
biodiversity benefits in agricultural ecosystemsBimlgaria, Croatia and Romania.
However, in all the countries in question theseciicas were currently threatened
either by agricultural intensification or land adanment. Therefore, the established
PES schemes were suggested to focus on maintdivesg types of land use practices
also in the future. The suggested actions to benpted by PES were similar in all
three countries including restrictions and/or regmients related to mowing, grazing
and use of fertilizers and pesticides. PES levadgsevcalculated on the basis of the
profits obtainable from intensive farming practicése payment should be high
enough to make biodiversity friendly practices matgactive (from an economic
point of view) than intensive agriculture. Alsoetipayments should be higher the
more biodiversity-friendly a practice is (eg so tasmake organic farming more
‘appealing’ than less extensive practices in ar&bid).

In Macedonia, intensive or intensifying apple production wae thain agricultural
land use threatening biodiversity in the case stadya. Consequently, it was
suggested to promote biodiversity friendlier apmeltivation through organic
farming. Apparently organic farming in Macedoniandae more profitable than the
current intensive production, given the higher reaifrice of organic apples. In this
case no PES should be required, but it will betkeynderstand why organic practices
have not taken off so far (eg because of lack &rimation/awareness, difficult
bureaucratic procedures etc) and how the issuddheuaddressed. Organic farming
was also considered as one of the possible foeakasf the PES schemes in Bulgaria,
Croatia and Romania.

In the Turkey case study, the loss of biodiversity was a dioectsequence of over

consumption and contamination of water. It wasdf@e considered that the most
suitable way to conserve biodiversity in the caselysareas would be to tackle the
underlying problem, i.e. the unsustainable consionpaf water. This was suggested
to be done through obligatory introduction of wateacing followed by possible PES

to support a change towards water efficient irra@yatpractices and less water-
intensive crops (although the change in crop camlmme cases unrealistic given
the high opportunity costs). In Turkey the existisgbsidies for agriculture and

irrigation systems could be more than enough tceecowost of the proposed PES —
which therefore would not require additional finethadesources. Nevertheless it was
observed that, although relatively high, the ergstincentives for drip irrigation have

not been sufficient to spur farmers to change tegatems so far. This is a clear
example of how sometimes economic signals aremmigh, and they may need to be
associated with additional measures, e.g. to makadrs aware of water scarcity
problems and environmental impacts.

All suggested PES schemes were anticipated to bedban public payments to
service providers and they were recommended toJeeseen by the national or
regional administration. In addition, in a numbércases, the ‘main’ PES schemes
were also foreseen to be supported by paymentsdetetian the traded agricultural
products, i.e. farmers could receive higher revemme their products through

marketing organic and/or biodiversity friendly Ibcproduce. Also, on several

occasions biodiversity conservation in the caselystareas was anticipated to be
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concurrently supported by payments related to trectdthe use of biodiversity and
ecosystems by beneficiaries, e.g. ecotourism gttenacome in the area.

In addition to the actual PES schemes, the casdiestudentified a number of
framework conditions for successful implementatioh the schemes. It was
considered highly important that these requiremevese taken into account when
considering the further development of PES scheimdbe studied countries. The
most important identified framework conditions undé:

Improving and consolidating the legislative framekgofor land ownership in
the case study countries;

Further developing the national environmental legisn and/or improving
the implementation of and compliance with existamyironmental legislation,
e.g. including restrictions for fertilisers and pesdes (Croatia and
Macedonia) and restrictions for slash and burntmes (Bulgaria);

Addressing the wider economic signals coming frasource pricing (e.g.

water and avoiding harmful subsidies), productipgde.g. for fertilisers and

pesticides to avoid over use) and liability and penmsation (to ensure that
polluters pay for the damage). In each of thesees;athe incentives for
biodiversity rich agriculture can be improved ahe tevel of required PES
can be reduced, making PES a more cost-effectigk and allow a more

efficient use of public funds;

As PES are a rather novel instrument in all studiesntries, framework
conditions for PES include organising broad and mp@inensive capacity
building on PES schemes for all relevant stakeholdeluding beneficiaries
(farmers) and administrative bodies responsiblthefdesign, implementation
and monitoring of the schemes;

Securing adequate and ongoing support to impleniB$ schemes in
practice, including guaranteeing availability ofleseant and up-to-date
information for stakeholders, provisioning of adwis services for
implementing the scheme requirements, etc.;

Supporting general environmental education andaphuilding, e.g. on the
socio-economic value of biodiversity, marketing lo€al environmentally
friendly/organic products, etc. among all relevstakeholders;

Ensuring that the different sectoral policies, ualthg agricultural, rural
development and climate change polices, support establishment and
implementation of PES schemes for biodiversity. &mmple, promoting the
increase of forested areas for carbon sequestratiaise of agricultural land
for biofuels (e.g. providing financial incentivesn, to a certain extent, make
PES schemes supporting traditional biodiversitgndly farming practices
unappealing for farmers;

Eliminating all subsidies that support intensivei@gture in PES target areas
and therefore conflict with any suggested PES selsefior biodiversity

conservation, including supporting cultivation ofater intensive crops
(Turkey);

Creating a framework for cross-border cooperationstpport the PES
schemes, this is relevant in cases where part@ddang or maintaining an
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environmental services are (partly or fully) lochta a different country than
parties receiving the benefits, e.g. in case ofstworder river basins.

All the country analyses concluded that the caseystesults were also indicative of,
and to a certain extent applicable in, the widgiaeal and/or national situation. The
issues that the suggested PES schemes intend tesadd.e. abandonment of
agricultural land, overexploitation of water restes and a number of negative effects
of intensive agriculture, are common in differemeas throughout south-eastern
Europe. In addition, land abandonment and waterc#gaare also increasingly
prominent problems in the western and central Egjropcluding several old EU
Member States. It was also considered that evamgththe suggested PES schemes
focus on addressing agricultural land use, wellaniged PES systems for the
agricultural sector could be a starting point feteading PES to other sectors as well
(e.g. forestry, industry, tourism and energy sgctdherefore, the country analysis
and, in particular, the further development of P&®emes in the Member and
Candidate States that were the focus of this sty provide valuable lessons for
developing PES schemes at the wider national, negjend even European levels.

In addition, the lessons learned from the five ¢oes examined can help to revise
and update the existing PES schemes, including atire-environment schemes
implemented under the EU rural development polidg. this context, the country

analysis indicates that existing EU agri-environimgaolicies are mainly focused on

addressing the negative impacts of agriculturansification and fail to take into

account problems related to the abandonment of [Einerefore, their potential value

in addressing the current biodiversity related fgois in several New Member States
(and also in some old Member States, e.g. Spaitiidad) seems rather limited.

It should be noted that in many countries, inclgdBulgaria, Croatia and Romania,
the problems related to conserving biodiversitggnicultural ecosystems are part of a
wider social crisis in rural areas. Depopulatiogeiag, migration of vital inhabitants
to urban areas, lack of social services and itrfretire are among the most
important drawbacks for living in rural areas. Neit the existing agri-environment
payments nor the potential introduction of PES Wil sufficient to hold back the
exodus of rural population. Possible PES should lgmd in hand with a
comprehensive set of rural development measureBliegarural areas to become
attractive enough for living.

Even though it is difficult to estimate the totaldl benefits and costs resulting from
the implementation of the suggested PES schemea ibe foreseen that the schemes
would provide and/or support the provisioning ofaaiety of biodiversity and socio-
economic benefits in the studied rural areas. Imegd, together with a number of
other biodiversity related economic activities (sus ecotourism and income from
biodiversity friendly/organic products) the PES exties can support the maintenance
and diversification of the sources of livelihoodsrural areas. The suggested PES for
biodiversity would also support the maintenancea afumber of locally, regionally,
nationally and internationally valuable ecosystesnviges, such as recreation and
ecotourism, water supply and purification and flgmatection. In addition to the
benefits for biodiversity and related ecosystemvises, the PES schemes are
considered to provide a good basis for a shift froraustainable agricultural practices
to the environmentally sustainable ones. In additRES systems are envisaged to act
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as instruments to raise environmental awareneggistudied countries, by allocating
tangible economic values to services or extermalitvhich generally have no price
assigned to them.

8.2. Factors for success of PES schemes

The impact of a biodiversity conservation incentteteme takes a significant period
of time to evaluate. However, the current expeeermoth in Europe (agri-
environmental schemes) and outside (PES schemestim America and elsewhere)
reveals that there are a number of factors thatpramide for the success of the
scheme. The details of these factors will alwaysdme and context specific, and in
many cases they are related but not limited tddhewing issues:

* Awareness of the importance of environmental servesis considered one
of the most important aspects of a successful P&fense. Without the
awareness and interest in the environmental seRi&® will not be different
than many of the existing subsidy or payment system

* Access to information for potential services beneficiaries and providers
should be easily available and at an accessiblet@@dlow equal participation
in the proposed PES scheme.

* Pro-active approach both for the establishment of the implementation
framework and the dissemination of information icracial factor — e.g.
farmers that support biodiversity are usually passecipients of information;
therefore, the implementing agency should be adictyely to promote the
scheme and encourage them to participate;

» Clear and transparent administrative processesincluding clear and simple
forms, publicly available information on the selentand scoring criteria,
feedback on the applications are provided. Thiso akupports the
institutionalisation of the PES system.

* Advisory services, training and education— there should be integrated
advisory services consulting not only on productampects, but also on the
environmental aspects of the land management. émnttre adequate
training, and specifically tailored education faarrhers and other land
managers should be provided in order to demondinatgem the contribution
they can make through sustainable land managemedritaw their labour can
be valued

* Invest in community capacity-building - Community capacity building is a
key accompanying strategy to support revenue dfison and the
generation of benefits for marginalized communitige®wever, community
capacity-building strategies are often lackingxisgng PES schemes.

* Better access to financing to cover high initial cgts. Availability of finance
is vital to negotiating and concluding environmérsvice deals. Where the
financial sector is underdeveloped, and the enwemtal service sector faces
significant hurdles in accessing funds, the goveminmay have a key role to
play in promoting improved access.
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* Transaction costs do not exceed potential benefitth many case the size of
the transaction costs can determine the succefisedPES scheme both in
terms of participation and cost-efficiency. Thessts should be minimized
using various strategies adapted to the specifiaditons — targeted or
untargeted payments, individual or collective cacis, etc.

» Clear ownership and tenure rights.This helps to target the payments to the
ones that are entitled to get paid. Thus, the ssuo€ conflict are significantly
reduced as well as overexploitation and degradatiadhe natural resources is
prevented.

» Institutional strengthening of social organisationsamong poor community
groups is an important precondition for participgtin PES. This can help
them build trust and provide the necessary mininirterms of knowledge
and funding to apply for the PES scheme. They tamraduce the transaction
costs both for the participant service provider fordhe PES administration.

* Rely on multiple sources of revenuesvhich deliver money flows that are
sufficient and sustainable in time. One of the esstul strategies in this is the
creation of markets for the products and serviceslyred under the PES
scheme. It helps to ensure the sustainability & BEhemes over time since it
raises the level of revenues associated with swzibg land uses.

* Flexible payments mechanisms and contractsThey should be flexible
enough to allow adjustments to improve their effectess and efficiency and
to adapt to changing conditions. Yet, the compkanand use changes, and
the provision of services should be closely moeiticand controlled.

8.3. Recommendations

Based on the five country analyses, including recemdations arising from the
national expert workshops, a number of general meecendations have been
developed for the development and implementatioREE$ schemes for biodiversity
conservation in Bulgaria, Croatia, Macedonia, Roma@and Turkey. These
recommendations, listed below, address a numbeelefant aspects related to the
design and implementation of PES schemes includpaiential content of the
schemes; calculation of the payment levels; an@ldeing the broader framework for
successful PES schemes. Also, some recommenddtiotise development of PES
schemes in the new EU Member and Candidate Staes been identified. The
recommendations’ level of implementation has beedicated in brackets as
international, national, regional and/or local.tA¢ end of the chapter, more strategic
and policy recommendations are developed on thes lodisthe results of the case
studies as well as the review of the internati@xalerience with PES.

8.3.1. Development and content of the schemes

e PES schemes should always be tailored sait the regional/local
requirements and they should be able to adapt to different sedsand
spatial, cultural and legal, technical and econasitigations. Consequently, the
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national and/or the EU framework for PES schemesilshbe flexible and
allow different regional / local needs to be addees For example, in the case
of the studied countries the agri-environment franor for PES schemes
should support the implementation of measures itagklith the abandonment
of agricultural land(national, regional & local level)

The objectives of PES schemes should be measurable atidar and the
required activities should be realistic and feasild to the level of payment.
Distinctions should also be made between operdfi@pecific and general
objectives. Overcomplicated requirements can pretba uptake of the
schemes. Based on the country case studies, manties considered to be
supported by the PES include sustainable and keoslty friendly farming
practices, organic farming and sustainable touriShere is also a need for
simultaneous capacity building (see belo@mstional & regional level)

In all case study countries PES for biodiversitym cambine payments for
biodiversity conservation and for the maintenance foecosystem services
(e.g. combining payments for sustainable water wusth biodiversity
conservation). However, when considering this, plossibility of potential
trade-offs between different services should beefally considered. This
would be necessary to avoid possible conflicts betwsupported services.
(national & regional level)

An appropriategovernance framework for the PES schemeshould be
designed and implemented. Different roles, e.g.iatnation of payments and
monitoring, should be clearly allocated to relevaational, regional and local
bodies. In addition, when appropriate and necessatgblishment of new
management bodies should be considered. Widerlsiller involvement in
implementation and monitoring of the schemes shaidd be considered. For
example, environmental organisations have a peaietttibecome involved in
PES initiatives as co-executors or through momitpriof environmental
processes, ensuring follow-up and transparen@gational, regional & local
level)

Adequate resources should be allocated toctiiection of information to
support the design of PES schemes. All country sasties indicate that field
surveys and gathering of data is needed to edtaliiSsS schemes. This
includes, for example, information needed to selleetpriority areas for PES
schemes, developing necessary databases and gnadeiguate monitoring of
the outcomes, et¢national & regional level)

When developing and implementing the PES schemade stakeholder
participation ranging from representatives of the national adstiaiion to the
potential PES beneficiaries should be secured.Nmg all stakeholders at an
early stage of the planning process improves tmectd of the PES schemes,
e.g. assures that the goals are realistic andtlieatoreseen requirements are
feasible to carry out in practice. Stakeholder lmgment also increases the
future buy in to the schemggational, regional & local level)
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When possible and appropriate, establishmagonal legal framework for
PES should be considered. The recognition of PES assirument in current
legislation could facilitate dissemination and iemplentation of such systems.
(national level)

In order to support the implementation of and coamges with existing
environmental legislation the possibility of inclod mandatory entry level
compliance in PES schemes to determine the basis on whicharraef is
eligible for PES should be considered. These eletrgl requirements could
include compliance with relevant national enviromta¢ legislation and
regional/local policies and plans (e.g. requirereeartd recommendations set
out in area’s national park management plams}ional level)

Land purchase or long-term lease of landas a part of the PES schemes
should be considered. In areas where depopulatidnageing are problems
vast areas are abandoned and left without culomafThis situation could be
improved by establishing a public financing mecbkanifor land purchase.
Alternatively, an efficient mechanism for a longaeland lease from state
and/or local authorities could be developed. Thzul enable the nature
conservation authorities (e.g. park managemenbaitits) to buy or lease the
land and manage it in a biodiversity friendly mann€hese institutions
usually have interest and sufficient capacitiesmtanage land according to
biodiversity friendly practices but lack the meamscquire the landnational

& regional level)

An appropriatefinancing platform for PES schemes should be developed.
The case studies indicate that the PES financiogildhbe based on public
payments (a combination of one-off and continuows/npents). Where
appropriate, providing fiscal incentives, credits. enstead of cash payments
should be considered. For example, permits foridourelated activities such
as the sale of food and/or handicrafts may be asembmpensation for families
who work in conservation of grazing landsational, regional & local level)

Developingseveral parallel PES schemesr supporting the establishment of
public funded PES schemes by otmearket based instrumentsshould be
considered. These instrument could include, formgta:

- stimulation of sustainable rural tourism and ecosmn in the area
through the introduction of tax concessions on pmefits of travel
agencies from activities in the national parks fuxa 2000 area;

- stimulation of donations from local companies tlgiodax concessions.
These donations would be used to support naturseceation in the
area;

- stimulation of biodiversity friendly land use andnagement practices in
the area by proving tax concessions for farmer$ wpproved agri-
environment plans;

- support for the production and marketing of localodbversity
friendly/organic products through eco-labelling etles and tax
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concessions (e.g. organic products, products framicolar protected
areas, products from endemic / native breeds art phrieties, etc.);

- where appropriate, introduction of schemes for mattlood protection,
including compensating the owners/users of ripaagricultural lands
(which are mainly meadows and corn fields) for thes of harvest;
compensating for the maintenance of riparian dikedor the loss of
income when necessary to let the flooding of tinel i certain months;

- where appropriate, e.g. in the case of areas withh mational
biodiversity value, imposing penalties (e.g. tax@s)andowners for land
abandonmentnational, regional & local level);

- when possible, make the polluter pay for damagedosystems and
others’ wellbeing;

- where possible (e.g. if no other overriding andedsible objectives
exist), remove harmful subsidies (e.g. water sués)d

In order to guarantee the long-term effectiveneésPBS schemes, the
longevity of schemes in particular their financing platform should be
guaranteed. Consequently, project-based finanothgrses for PES should
not be considered as an optimal solution. If paysetop after a short period,
it is very likely that the provider will stop praling its service, especially in
the field of biodiversity conservationn order to guarantee the long term
funding of PES schemes adequate resources shouldldoated to locating

new sources for fundingnational & regional level)

Diverse sources for financingPES schemes should be considered. For
example, in the case of agricultural systems fimanof PES schemes should
not be solely focused on funding available fromagtural sector (e.g. the EU
agri-environment schemes). Drawing funding fromr@ald variety of sources
helps to guarantee that all relevant aspects oppating to the PES schemes
become financed. For example, a number of requimgdstments (e.g. for
ecotourism) and capacity building activities couddd financed though the
support available for regional development.

All the case studies indicate that the establishnoérPES schemes would
require relatively high transaction costs (e.g.ac#ty building, setting up
institutional and monitoring structures for schemesc). Consequently,
enoughresources to cover the transaction costshould be made available. In
this context, it should also be considered thatahsactions costs are very
high PES schemes are less likely to be an effeatigehanism for delivering
biodiversity conservation objectives and other mess would be needed to
support the PES establishmg(mational & regional level)

Training and advisory servicesshould form an integral part of the PES
schemes (see section 6.2.3 beldwational & regional, local level)

When needed and appropriate, developingpss-border cooperation

mechanisms between neighbouring countries shouldorbenoted. This is
particularly the case when the providers and beisefes of a service
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(biodiversity conservation and/or related ecosyssarvices) are located in
different countries. For example, the maintenanteiv@r basin ecosystem
services, e.g. flood protection and water purif@at takes primarily place
upstream of a river whereas the benefits occur dowam and in river delta
areas(international, national & regional)

Appropriate monitoring and evaluation of PES schemesshould be
guaranteed and the methods for this should be mEsdiglready in the
beginning of the PES development process. Monigoaimd evaluation should
provide information on the relevance, effectivenassl efficiency of PES
schemes. In order to obtain clear and useful in&tion through the
monitoring and evaluation process, objectives o5 P¥Ehemes have to be
clearly defined (see above). Since it is imposstblanonitor the effects of
PES schemes on each single parameter affectedeljyrdigramme, a system
of indicators should be developed. These indicastwsuld be simple, clear,
effective and relevant for the national conditiok&nitoring indicators could
include: the area (ha) of agricultural land undeéSRcheme; number of farms;
percentage of uptake as compared to estimationstangets: geographic
distribution of farms covered by PES; relationsbgtween farm size and
participation in PES scheme; area of proposed H&000 areas participating
in the scheme; number of certain species, @tternational, national &
regional)

Periodical revisions of PESmay be necessary in order to take into account
variation of the parameters used for their caloohest (see chapter 5.8.2
below) and/or changes in the socio-economic confeational & regional)

8.3.2 Calculation and level of payment

When calculating PES for movindgrom intensive practices to more
biodiversity friendly ones, the opportunity cost should measure the profit
foregone from substituting an activity with anothas the difference between
gross margin from intensive and less intensive tme& The costs also
incorporate the investment in additional measuesdad to set up and carry
out the new activity. In order to induce a farmerabandon a profitable
intensive farming practice for a less profitablstainable one, a compensation
payment should be sufficient to cover the profitefpone and the additional
expenses incurred — hence the overall opportwaisy. An additional amount
(mark-up) could usefully also be paid on top ofntprder to make biodiversity
friendly options more attractive (see beloygational & regional)

In some cases thepportunity costs for switching to biodiversity friendly
practices can be negativeor smaller than for other more intensive practice
This is because in some cases profits from bioditefriendly practices can
be higher, eg organic products can have a high eharklue. These are
possible win-win situation, in which environmentaknefits also bring
economic benefits. In these cases PES may not dessery. Nevertheless, if
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farmers have not opted for environmental practaespite the market signals,
it is possible that either other economic factareeinto play in the decision
making, or that there is lack of awareness abotérpial extensive alternative.
If so, it will be crucial to understand clearly theasons hampering the shift
towards sustainable practices, and address th&sesige.g. through education
and awareness raising among farmers and local @igsh (national &
regional)

When the current practices are not economicallsactive, e.g. when PES
schemes are meant prvevent traditional/extensive agriculture to become
intensive, the real opportunity for farmers will be to motevards a more
profitable intensive practice. The opportunity sogherefore should be
calculated on the basis of the profit from thestepital intensive practices, i.e.
as the difference between the gross margin fromnsive practices and the
GM from the extensive practices one wants to keapkiuce. In this way
farmers will have incentives to opt for (or keegjemsive practices rather than
move towards intensive ones and away from traditiamnes.(national &
regional)

In the case ofand abandonment the opportunity cost is not represented only
by the profit forgone from ceasing a farming a¢tiviVhen abandoning a land,
a farmer usually decide to opt for more profitatalening activities elsewhere,
eg intensive practices in more fertile areas, ordftierent economic activities,
like a job in urban areas. The real opportunitytctherefore would be
represented by the difference between a (likely toweven negative) profit
from the abandoned farming practice and the modditable income from
other activities. Since the range of alternativevdes can be extremely wide,
calculating the opportunity cost can prove to bey\dfficult and different for
each farmer. In these cases it can be more eféetti choose a general
benchmark — e.g. the income from a profitable farming preetin the area, or
the average farmer income according to nationabned statistics(national &
regional)

The interaction between non-economic pressures ankdnd abandonment
has to be taken into consideration. Land abandohroan be induced by
factors going beyond the mere profitability of aniing practice. Farmers can
leave the countryside for cultural or social reasang. because of changes in
the education level that may lead workers to lamkhigher skilled jobs. In this
case even high PES levels may not be sufficieméti@min the population (with
the required skills) in the country areas. In theases, alternative measures,
like land purchase can be more effective than P&® @lso section 5.2.1
above).(national & regional)

The payment should be such that the overall ptiodit the farmer will get from
the extensive farming practice — i.e. its gross gimaminus the cost of
additional measures and plus the PES (what wedcHile ‘revenue’) — should
be slightly higher than what he could get from morensive options. This
should prevent the farmer from opting for (or cootng with) profitable
intensive practices. This higher price (mark-up) can be determined as a
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fixed percentage over the opportunity costs orsechmark value (according
to the method choser(pational & regional)

This study chose to ugdifferentiated mark-ups according to the level of
biodiversity protection of the incentivised practice. For extensive famnin
practices a mark-up of 10 per cent has been usé@rént mark-ups (13%,
15%) can be used to differentiate between practiaEording the level of
environmental friendliness, e.g. differentiatingtvibeen the practices that
requires some standards to be met (e.g. IPARD ornfdasures), organic
farming and ‘simple’ extensive practices. The ibe&ind this approach is that
the most biodiversity friendly practices shouldtbe one rewarded the most. In
this way clear price signals will promote higherodiversity protection.
(national & regional)

PES calculations usually rely on a certain numbiestatistical data and
assumptions which can vary over timeFor instance, the market for organic
products is relatively young and small, and priceay still be volatile.
Consequently, changes in products prices may dgndilange gross margin
values, and therefore the PES amount. Paymentgdgata certain moment of
time may not be suited to a changed context, eg ¢ha prove to be too high
or too low than before, and eventually lead to pesg incentives. It may be
crucial then that the PES levels and correspondiagagement options are
submitted to periodical revisions, in order to tak® consideration possible
variations of the parameters used for their catmria (See above section
5.2.1).(national & regional)

The analysis oflabour and maintenance costs(machinery, buildings,

equipment etc.) of current farming practices feilside the scope of this study,
since the main focus has been to calculate oppbytoosts on the basis of the
gross margin. Nevertheless, it is recommended #hétll analysis of the

economic context (including average salaries die.)done to give a clear
picture of the economic sustainability of curremagtices. This should also
help understating current trends and can provideerpeecise information on
farmers’ incomes(national & regional)

The calculations ofjross margin in the case of grasslandan be complex,

given that the income arising from the land is aoly related to the grazing
activity, but also to the value of animal breediWghen assessing opportunity
costs, the approach used and the assumptions ddmptzlculate the gross
margin should be adequately clarified.

In some casesPES are not the best measureso promote biodiversity
friendly practices. This is the case for instandeemw biodiversity friendly
practice are more profitable than intensive ones,despite this they are not
implemented. Or when, despite sufficient subsidaee already in place,
changes are not made. These situations may sigastltite taking over of
biodiversity friendly options is not due to econemeasons, but rather to social
and cultural causes (eg lack of awareness andrtgdjrio poor infrastructures
or markets (eg lack of niche markets for local/aiggroducts), insufficient
capacity of institutional bodies (eg lack of initi@s from local authorities) etc.
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Direct payments in these cases may me inefficiemd, funding should rather
be used to invest in different initiative, once tdaeises have been identified.

8.3.3 Developing the broader framework for successful PES schemes

* The importance of clearlgefined land ownership(i.e. to avoid the ‘tragedy
of the commons’) has been recognised as an edseatjairement for
successful establishment and implementation of 8&®&mes. However, in a
number of countries, including Bulgaria, Croatiagnfania and Turkey, the
situation regarding property rights for land ordamse remains ambiguous.
Therefore, it is of high importance that the legfisle framework of
landownership, management and regulation is improaed consolidated
before (or in parallel with) establishing the PEEBesnes(national level)

» Where necessary, thaational environmental legislation should be
improved and any gaps negatively affecting the establishmand
implementation of PES schemes for biodiversity $thdee identified and
addressed. In addition, the compliance with exgsénvironmental legislation
which supports the implementation of schemes shbalénhanced (see also
section 6.2.1 abovefnational, regional and local level)

o Establishment ofPES schemes should be supported by the relevant
national policy sectors e.g. policies for agriculture, forestry, energyater,
ecotourism, genetic resources etc. In particutarshould be assured that
activities supported by other policy sectors, sugh climate change,
agricultural and rural development policies, do canflict with the objectives
of foreseen PES schemes (i.e. perverse subsidaddsbe removed). For
example, incentives for afforestation can undermine support to keep
abandoned land in agricultural use (See Chapter Gufther consideration).
(national level)

* Where possiblesynergies between PES schemes for biodiversity and
incentives provided by other policy sectorsshould be encouraged. This
could be achieved, for example, by creating natiomezentive schemes that
allow regional conditions and characteristics totddeen in to consideration.
For example, in the case of Turkey the governmehbsigies supporting a shift
to sustainable irrigation methods also supportcthreservation of biodiversity
in thecase studwrea.(national level)

» Areas targeted or foreseen to be targeted with B8mes should be taken
into consideration in the national, regional andaloland use planning
processes. For example, agricultural systems wigin bbiodiversity value
could be identified in land use master plans aeddgvelopment of other land
use practices in these areas could be restrictedgeheral, adoption of
integrated land use planning and management peadticthe PES target areas
should be endorsed. For example, national, regiandllocal guidelines for
integrated planning and management should be desel(national, regional
and local level)
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Wider stakeholder support to PES schemes should be promoted. For
example, biodiversity conservation and environmlgoratection organisations
should start to implement biodiversity programmesealed towards PES
target sector and group (farming and farmers). Qlogg@arming organisations
should broaden their focus towards nature congervassues. They are
mostly focused on production, marketing and ingpactssues and do not
communicate the environment/nature conservatiorcasmf organic farming
either to farmers or to consumers. In general,ifgraalliances with local,
regional, national and international organisatioN§Os, natural resource-
related educational centres and companies shostdo@ endorsed to promote
the uptake and implementation of PES systems. kample, international
organisations and project implementing agencies @y a role in supporting
the creation and implementation of monitoring aedification mechanisms
for environmental services. Civil society organ@as could fulfil the key
function of providing information to particular &&holder groups, can raise
awareness and stimulate public debate, and camasagbolitical pressure
groups.(national, regional and local level)

In the PES target areas, the beneficiaries (in ¢ase the farmers) should
receive diversenvironmental and professional trainingto help them to get
maximum benefits from the established PES schemdsrelated measures.
For example, advice and training should be provided how the local

products and services can best access and be ¢tvepen the market. In this
context, delivering clear, simple and accurate rimtion concerning direct
selling of local/traditional products, animal we#a hygiene standards for
small-medium size farms would be of assistafiagional and local level)

The institutional capacity of organisations responsible for assisting and
informing the PES beneficiaries (i.e. farmers) dogting biodiversity friendly
land use practices should be strengthened. A nuoflzase studies reveal that
the national institutions involved are not acquadhivith measures to improve
or maintain biodiversity in agricultural land andve no related educational
and advisory activities or programmes in plg@oational, regional and local
level)

Support should be given to raising genemavironmental awarenessamong
the PES beneficiaries (farmers) and broader stédtetsy including
consumers, over the importance of biodiversity, sgstem services and
sustainable management of land. In the PES targas docus should be given
to providing information on the role of ecosystesubjected to PES schemes
in conserving biodiversity and ecosystem servidasorder to encourage
consumers to demand biodiversity friendly and/ogaoic products and
eventually pay a premium price for them it is nseeg to provide the
consumers with relevant information (e.g. via labé&aflets, opportunities to
visit biodiversity friendly managed farming areass.). This requires creating
institutional structures for consumer informatiomdaadvice. (national,
regional and local level)
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» If feasible and appropriatejedia could be used as a tool to communicate the
importance and benefits of biodiversity friendindause to the public and thus
raise general awareness and acceptance. This conbdor example through
popular but educative TV and radio programmesglagiin daily press and
magazines, etc. Media channels can also be usddo&s for increasing
awareness of local products produced in environallgntriendly way
(national, regional and local level)

» Scientificresearchrelated to biodiversity friendly land use and nerkased
instruments, such as PES schemes, for biodivecsihgservation should be
further endorsed in order to strengthen and dissaiei methodologies to
quantify positive and negative externalities crédig a change in land use or
land cover. In this context, university and envimanmtal, forestry and
agricultural scientific organisations should coesidpromoting research
regarding the impacts of PES schemes as well arngraymechanisms should
be supported. In a broader context, universities@her research institutions
should adapt their curricula and include biodivigrstopics in their
programmes. Research on biodiversity protectionsores in farming should
be generally encouraged by the relevant natiorsaites, e.g. by ministries
dealing with education, environment and agricultnational and regional
level)

To conclude, the analysis of all the case studes provided evidence that PES
schemes could be a potential and beneficial tool sigpporting conservation of
biodiversity, e.g. related ecosystem services,hm studied countries. However, as
described above, the case studies also highligtitatl PES schemes should be
carefully designed to actually deliver the idewtifiobjectives. Additionally, the PES
schemes do not function in a vacuum and thereforerder for the schemes to
succeed a number of related external factors simitdken into consideration during
the PES design and implementation.

8.3.4. Recommendationsfor EU policy actions

This part focuses mostly on the future of PES fetrategic point of view. Many PES
practitioners agree that the fieldfecing a “growth crisis” and is in need of a new
wave of big “success stories” to move it forwardOpinions differ on where these
may come from. Some believe in the carbon sequestrenarket and the growth of
similar cap-and-trade environmental regulationsictvtwould create (or enlarge) an
array of other environmental offset markets (eay. Wetlands, nutrient discharges,
biodiversity, etc.). Others look more to the depetent of environmental services
and payments for environmental services as theoapprto do conservation both
publicly and privately. Of course one alternativees not exclude the other and in any
case, it would be advisable to reduce short-terpeetations, since PES are difficult
to negotiate and take a long time to become operaiti

What could be done at EU level to make PES a sucsesory?
o Awareness raisingregarding the value of environmental servicessfuriety

and recognition of the role that farmers and other land managéayg are

63



important preconditions for the creation of a pcdit and legal framework for
PES at European and national level. This shouldorec an integral
component of all programmes and projects relatedhtoral resource use.

The political and legal framework should integrate seatral laws related to
the environment, the economy, and the resourcang@®wnership in order to
acknowledge the multifunctionality of natural resms. This requires greater
cross-sectoral collaboration and coordination betweinstitutions and
authorities at all levels (local, regional, natibaad European). Furthermore,
this has to be strongly reflected and enforcedhm implementation of the
various regional and rural development strategnesprogrammes.

PES as a way dfjreening” agricultural and rural development payments
and subsidies. Transforming harmful production-dasabsidies into PES
would represent both an economic and environmematovement; and the
current funds in rich countries are quite significaFurthermore, the WTO
agreements, through the Green Box provision, allivect payments to
farmers for environmental protection, although esid@ for ecological
sustainability are not an integral part of WTO negmns. For the EU, it
would mean expanding the PES concept to all rusginents rather than
limiting it to the agri-environmental measures this way, Pillar Il payments
still would go to foster rural economy, but in aish they would deliver rural
conservation.

PES can be strengthened significantly fgreening” the procurement
policies and practices of the public institutions at alldis (local, regional,
national and European). While this can not happemmee at all levels for all
goods and services, a strategy for gradual intrbaluof “green” procurement
will make a big difference for PES and the sustalmase of natural resources
in Europe and internationally.

PES programs or projects focusing developing markets for organic,
green and fair-trade food and fiber towards rewarding rural producers for
engaging in sustainable production practices. Tlaeeeseveral different but
related areas of investment here, including

» developing standards and certifications for susatam agriculture,
forest and fishery products;

* working with businesses and consumer associationsise market
awareness, demand and price premium for these gixydu

* helping farmers access these markets and incrieageite margin that
goes back to pay for nature conservation in rueds

* monitoring that the production of organic, greensastainable rural
products actually benefits rural biodiversity andat communities.

o PES programmes and projects focusing d@eveloping cap-and-trade

schemesfor some natural resources uses will promote nra@sonable
consumption patterns. This will be especially intpot for water use in
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regions with significant water scarcity as well 8 water quality and
wetlands restoration across Europe.

Three main steps are needed to set up a cap-atelsdcheme:

1) The level of the cap must be determined. The cageiseither by a
government agency or voluntarily, as in cases whage companies
have established internal trading systems.

2) Permits or credits must be allocated among resaigess or polluters.

3) A market is developed for the exchange of permits @edits between
buyers and sellers.

o At the same time it is also important to developecqachte economic

accounting systemsrepresenting the state of natural resources abpean
and national level. The costs of environmental degtion are still not
properly included in national budgets. While adies undertaken for
piecemeal repair of damaged ecosystems are labadlexh expense, loss of
natural capital should also be listed in nationaddets in the same way. This
would clearly identify practices that degrade aedtrby natural resources as a
loss of national capital, while sustainable manag@nwould be presented as a
positive counterbalance

Another possible approach is the introduction‘green” taxation system
Individuals and companies that implement and suppostainable natural
resource practices can have a reduction or exempfieertain taxes. At the
same time, individuals or companies that destrogemrade natural resources
and ecosystems should pay higher taxes. It is itapbihowever, that this
higher amount is then directed for natural resouneeagement.

Regarding the potential of PBS finance public protected areasthere are three
possible approaches as suggested by Gutman (2007):

The first and more traditional approach is to us®E& approach to charge

for in-situ ecosystem servicesProtected areas around the world have a long
tradition of charging visitors, charging businessmaessions inside the park,
selling right of way for private or public infragtture, and so on. This
approach is not so widely used in Europe as elsethge to the established
tradition of free-of-charge access in protecteédsr&et, there are also various
examples where this system works successfully.

The second approach is to usBES approach to charge country users for
ex-situ ecosystem services provided by protected eas (e.g. charging
downstream farmers, water companies and hydrosletams for watershed
protection services). However, this PES approadhonly work where there
are rich users to target — e.g. large infrastrestutarge water companies,
intensive agriculture, and so on. If there isdiiconomic activity downstream
the park, this PES scheme will find few potentiayéxs.
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e The third one is to usea PES approach to value and to manage the
environmental service of protected areasand to use this knowledge to
stimulate national and international financing abdiversity conservation
both public and private, voluntary or mandatoryg(evoided deforestation,
foot print or biodiversity offsets, adopt a park¢.e Considering how big is
the gap between needs and funds for biodiversibg@wation, this approach
is worth exploring, both at a country level andirdernational level; but is
surely a long term endeavour.

In conclusion, it can be stated that PES are cdytaiot the magic solution to all

environmental problems and concerns. However, & BEategies are appropriately
designed and especially if scaled up at internatitevel they can be an important
tool to involve governments, businesses and indaigl in the sustainable
management of natural resources, an integrationishargently needed given the
current status of nature in the world.
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