
 

Ecosystem services (ES) are usually regarded as the benefits that humans derive from the environment. 

However, as habitats shrink and ecosystems are degraded these services are becoming increasingly 

threatened. Payment for Ecosystem Services (PES) is an incentive based approach to improve the management 

of the natural environment and resources. PES is defined as a voluntary transaction where beneficiaries (users) 

of an environmental service make payments or provide other non-financial benefits (such as public services, 

infrastructure) to the providers (sellers) who secure the supply of the target service. Payments are ongoing on 

condition that the supply of that service is sustained (Wunder, 2005).  

There are five key elements of a PES scheme, (a) the scheme must involve a specific ecosystem service (e.g. 

reducing carbon emissions, improving water quality and quantity, preserving biodiversity). In some cases, 

several of these services may be ‘bundled’ simultaneously into a single payment scheme; (b) PES is a voluntary 

negotiated framework which distinguishes it from a command-and-control type approach; (c) there must be at 

least one willing buyer of the services; (d) there must be at least one willing seller of the service; (e) the user 

payments must be contingent on the continuous supply of the service. The buyers of ecosystem service 

therefore often monitor compliance to ensure the conditions for which they are paying are met.  Many PES 

schemes however fail to satisfy all five criteria (Wunder, 2005). 

PES only functions effectively when the scheme is well matched to the context, and payments have been 

carefully structured. PES functions best when small payments to sellers/landowners can substantially change 

their behaviour in terms of improving the condition and sustainability of the service (Wunder, 2005). In cases 

where the desired change in management has a high opportunity costs, or alternative uses are already more 

profitable than PES, other tools and incentives may be more appropriate than PES.  

There are at least three prerequisites for implementing PES, for example there needs to be (1) effective supply 

and demand of the target ecosystem services, (2) supportive intermediary organisations to facilitate the PES 

mechanism, (3) supportive national conditions (e.g. policies that promote secure property rights, and market 

exchange).  

Initially, PES was not intended to reduce poverty as its primary objective, but rather to more effectively and 

efficiently achieve conservation goals. However, if all the prerequisite conditions are met and the PES system 

has a high potential of becoming operational, opportunities for the system to be pro-poor can also be 

investigated (e.g. recognising the poor for their environmental stewardship and reward accordingly). There are 

a number of ways that PES programmes can be set up to benefit the poor. For example, direct benefits may be 

generated through payments to poor people who are the suppliers of ecosystem services. These payments can 

be monetary or non-monetary. Secondly PES programmes may bring indirect benefits such as social capital and 

political voice, or technical training (Leimona and Lee, 2008). 

 However there are also risks that PES programmes can have negative impacts on poor people, for example 

there may be high transaction costs, high investment costs, or uncertain property rights might provide barriers 

to entry. There is also a risk of negative side effects such as loss of control of land, or restricted resource access 

(Leimona and Lee, 2008). 

Payment for Ecosystem ServicesPayment for Ecosystem ServicesPayment for Ecosystem ServicesPayment for Ecosystem Services    

ReferencesReferencesReferencesReferences    

Leimona, B. and Lee, E. 2008. Pro-poor payment for environmental services: Some considerations. RUPES-RECOFTC Brief. 

January 2008. 

World Bank. 2012. Steps in the Design of Payments for Environmental Services Mechanisms. Accessed at 

http://web.worldbank.org  on 20 February 2012. 

Wunder, S. 2005. Payments for environmental services: Some nuts and bolts. Centre for International Forestry Research, 

Jakarta, Indonesia. 

    



 

Water User Associations in the Cauca Valley,Water User Associations in the Cauca Valley,Water User Associations in the Cauca Valley,Water User Associations in the Cauca Valley,    ColumbiaColumbiaColumbiaColumbia    

The Cauca Valley is an agricultural area located in southwest Columbia. Due to a growing concern about water 

supply, agro-industrial users decided to take action and fund the implementation of sub-watershed management 

plans. The management plans were prepared by the Cauca Valley Corporation (CVC), the regional environmental 

authority, and serve as the guiding instrument for investment in order to benefit upland communities in the 

watersheds. Members of the Associations of Water Users in the Cauca Valley (which were established under the 

1974 Natural Resources Law in the eighties and nineties) pay a voluntary fee according to their water concession. 

These funds are used to pay for activities to protect forests and vegetation cover in the highlands in order to increase 

flow and stabilise discharges during the rainy season. In 2000, there were 12 such Associations covering an area of 

more than 1 million hectares and benefiting approximately 97,000 families in the upper watersheds. 

Source:  Echavarria, M. 2001. Water User Associations in the Cauca Valley, Colombia: A voluntary mechanism to promote upstream-

downstream cooperation in the protection of rural watersheds. 

Emerton, L., Bishop, J. and Thomas, L. 2006. Sustainable Financing of Protected Areas: A global review of challenges and options. UNEP, 

Gland, Switzerland. 
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Unlike the regulated carbon market, the voluntary carbon market is driven by buyers who participate voluntarily 

without external mandates or regulations forcing their involvement. These buyers include corporations, NGOs, 

Universities, retailers, and individuals such as Mitsubishi, AEP, Cinergy, GM, Texaco, and Yale University. The 

incentives for organisations to participate as buyers in the carbon market may be that it is viewed as corporately 

responsible or good preparation for a future regulated market. The number of entities who supply carbon credits has 

grown by more than 200% since 2002. These sellers include retailers (e.g. like Go Zero, EAD Environmental, Climate 

Care), brokers, and project developers (e.g. TNC, CI and Pre- CDM VERs). There are a range of sub-markets within the 

voluntary market ranging from legally-binding exchanges (Chicago Climate Exchange), to retailers (Carbon Fund), and 

non-governmental organization initiatives (Conservation International, The Nature Conservancy in Bolivia, etc.). 

Source:  Hamilton, K. and Bushey, S. 2008. Voluntary Carbon Forestry. In: Payments for Ecosystem Services: Market Profiles. Forest Trends 

and The Ecosystem Marketplace. 
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The residents of Kulekhani watershed provide valuable environmental services to those downstream, as their land 

use practices influence the draining of a watershed to a reservoir supplying two hydroelectricity plants. RUPES helped 

to establish a PES scheme to reward these upland communities for supplying ES. The characteristics of suppliers, land 

tenure arrangements, and the existing policy framework determined the design of the PES mechanism and what kind 

of RUPES activities were needed to create conditions conducive to PES. The ES suppliers were smallholding farmers 

who cultivated community land and were usually unaware that their conservation efforts benefited external parties. 

Due to incidents from the past, many of them were suspicious of outsiders and had weak negotiation skills. RUPES 

launched activities to educate and empower these suppliers, and worked to bring them together and form 

community organizations. Considering the large number of sellers, suppliers opted for rewards in the form of 

conservation and development projects instead of cash payments. 
Source: Leimona, B. and Lee, E. 2008. Pro-poor payment for environmental services: Some considerations. RUPES-RECOFTC Brief. January 

2008. 


