CAN market - based approaches
address CRITICAL loss
OF BIODIVERSITY?

Public awareness is growing about the 6th mass
extinction of species and welcome calls to action to
address biodiversity loss are multiplying. The
coming years will however also see a major shift in
biodiversity policies, from conservation to ‘restoration’ and the creation of new international financial
markets on environmental destruction.
These policies are rooted in the belief that we need
to put a price on nature to save it. Proponents argue
for the monetary valuation of biodiversity and for a
financial market approach to conservation, based
on the belief that markets allocate resources more
efficiently. Rather than try and curb biodiversity
destruction, it is deemed economically preferable to
destroy and restore biodiversity, as it generates
more economic growth and minimizes the cost of
compliance with environmental regulation for the
private sector.
New international biodiversity offset markets are
being fostered, where companies such as real estate
developers, infrastructure and mining companies
can ‘offset’ their destruction of biodiversity by
‘recreating’ natural habitats and ecosystem functions elsewhere and can freely trade permits to
destroy biodiversity amongst themselves.
These policies can be traced back to the UN Rio
summit of 1992 that saw the signature of the
Convention on Biological Diversity, promoted the
use of price-based mechanisms to address environmental issues1 and emphasized that environmental protection was secondary to international trade
and investments.
A number of major developments over the next 2
years will create a perfect political context to create
international financial markets on biodiversity:
> The 2018 World Bank’s environmental and social
framework2 started creating demand for these
markets by making it mandatory to ‘compensate’
biodiversity destruction in order to receive financial
support;
> The 2019 IPBES global assessment report3 on

biodiversity confirmed that market-based mechanisms on biodiversity and other ecosystem services
are considered part of the solution to curb biodiversity loss;
> The new European sustainable finance agenda
will likely open the door to new biodiversity offset
markets by allowing them within new ‘sustainable’
financial instruments with attached subsidies;
> 2020 is shaping up to see a major shake-up of
biodiversity policies, with the 2020 IUCN World
Conservation Congress and the 15th Conference of
the Parties of the Convention on Biological Diversity
– expected by some to be the Paris Agreement of
biodiversity.
Biodiversity offset schemes already exist in several
countries with an poor environmental and social
track record: Many studies evidenced the poor or
disastrous outcomes for wildlife of these schemes

1

that most often push species to the brink instead of protecting them4. Studies found that up to 2/3rd of
ecosystem restoration offset projects were unsuccessful5. Another study analysing 558 offset projects
between 1990-2011 found that despite offset attempts the net loss of habitats was 99%6.
Biodiversity offsetting has also been documented to lead in many cases to land grabbing, community displacements and human rights abuses7.
Such findings are not surprising since there is evidence that ‘recreating or restoring ecosystems to some specified former state is often unlikely to be feasible, especially within reasonable time frames’ 8 and ‘to date recreation
of ecosystems with all component species and functions has proved prohibitively expensive or impossible.’9 This
does not mean that restoring degraded sites is a bad idea in itself, but doing so should not create a right to
destroy existing biodiversity elsewhere through the granting of offset credits.
Of equal concern is the fact that biodiversity offsetting has intractable conceptual flaws:
> It is not possible to reflect all our preferences and the values of nature on a monetary scale.10 A market
approach would for example be considered inadequate to address issues like racial segregation or child labour:
no matter how much we are willing to pay, it remains morally reprehensible. Likewise, prices ignore the cultural and spiritual values of nature that are nevertheless essential and contribute to its good stewardship by local
communities.
> Academic research has long evidenced that financial markets are not efficient11 and unable to price scarcity.
As important, it is not possible to create financial markets on public goods like most ecosystem services:12 as
an example, it is not possible to create a market on the protection provided by the ozone layer, as my benefiting
from UV protection provided by the ozone layer does not prevent anyone else from benefiting from it, and as
it is impossible to prevent people who haven’t paid from benefiting from it.
> We are unable to measure accurately what is lost and gained. The best scientists are unable to describe all
the benefits of a given species or ecosystem or the impacts of human activities on them.13 This is because
ecosystems exhibit highly complex, non-linear and evolving behaviour, some of which is beyond our perception, and where everything is connected to everything else.
> We are unable to recreate comprehensively ecosystem functions destroyed,14 and thus unable to offset.
> All monetary valuation methodologies exhibit major well-known biases and issues, making the values
produced meaningless.15
> Money as a common metric fosters a dangerous illusion of substitutability between critical ecosystem functions that are essential for our survival and for which substitution is difficult or impossible. As recognized by
the UN,16 comparing the monetary value of different services may lead to the misleading conclusion that
sustainability only requires to maintain the overall value, leading to wrong policy decisions and the destruction
or irreplaceable functions.
> Most valuation frameworks value only some ecosystem services while ignoring the others,17 wilfully ignore
services that do not benefit humans today, and ignore as the crucial interdependencies between ecosystem
services for simplicity purposes. Yet ecosystems function as coherent holistic systems in which the different
elements depend upon each other. As a consequence, what is being valued is not biodiversity, not even a
proxy.18
> Most crucially, the whole premise of offset markets rests on 2 flawed core concepts: as natural resources
decline, the price of biodiversity destruction permits is expected to increase gradually, providing an incentive
to curb biodiversity loss; this is called a price signal. For it to exist, prices need to follow a gradual and observable uptrend trend. Yet, it has been demonstrated19 that in reality prices are extremely volatile due to financial
speculation, the main activity of financial markets, and they will become more and more volatile as we
approach the end of natural resources. This means that in practice, that it is impossible to observe any trend
on prices. In other words, there is no price signal.
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Secondly, offsetting relies on the idea that we are able to measure additionality - the impact of offset projects
compared to what would have happened without the projects. It has however been demonstrated20 that in
most cases additionality cannot be measured accurately, due to the extreme scientific uncertainty involved
and to our incomplete scientific knowledge.
The inexistence of a price signal and the inability to calculate additionality mean that financial markets on
biodiversity and ecosystem services will never be able to achieve their environmental and social objectives,
and should therefore be out of the post 2020 Global Diversity Framework.
To be clear, restoring ecosystems and biodiversity is a GOOD thing. It should, however, not be financed by the
granting of offset credits, nor should it be mixed with biodiversity destruction reduction targets within No Net
Loss objectives, as restoring pieces of ecosystems is not comparable to and does not compensate for the
destruction of biodiversity elsewhere.
What are the alternatives? Contrary to a common misconception, traditional binding environmental regulations have not failed, in fact they have proven highly effective, from addressing the hole in the ozone layer, to
the introduction of mandatory seat belts and catalytic converters and the prohibition of asbestos. Therefore,
the issue is not a lack of effectiveness of regulations but instead a lack of political will to set up and implement
more regulations.
Appropriate environmental regulations could include binding conservation laws curbing economic activities
exerting an unsustainable pressure on natural resources, such as some forms of urban development, mining,
fishing and agricultural practices, while fostering sustainable alternatives such as agroecology and community
forest management.
The reluctance to set up appropriate environmental regulations is linked to a large extent to legitimate concerns about the economy and jobs. Yet, changing the policy tool from markets to binding regulation while keeping
the same objectives would not be more coercive or costly for business. On the contrary, by replacing the noise
of wildly fluctuating prices by clear rules, it would increase the ability for the private sector to plan ahead,
thereby reducing economic disruption and any potential adverse impacts on jobs, compared to a later and
more abrupt transition. It would also promote innovation and tremendous job creation in new sustainable
economic activities.
Traditional environmental regulations would as well accommodate infinitely better the tremendous scientific
uncertainty and our incomplete scientific knowledge, they would not rely on flawed assumption and weak
valuation methodologies, and would provide much more robust and stable incentives.
They would also crucially reduce future competition for land use and related geopolitical risks,21 as it has
already foreseen that there will be a scarcity of land available for offsets.
Lastly, appropriate environmental regulation would also make all finance sustainable with regards to biodiversity loss, as the expected future profits of all economic activities and sectors would automatically readjust, and
capital flows would shift accordingly towards sustainable activities.
Addressing critical loss of biodiversity is one of the defining issues of our generation, and we need the political
courage and wisdom to discard failed policy tools such as offset markets for more robust alternatives. While
we must protect and restore biodiversity and ecosystems, such positive actions should not be considered as
compensating for the destruction of biodiversity elsewhere.
The post-2020 Global Biodiversity Framework should thus not only be more ambitious, as is already commonly agreed, but as importantly also exclude doomed policy tools such as offset markets for biodiversity and
other ecosystem functions.
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