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Markets haven't been kind to biodiversity, largely because its value lies outside our economic system. The
Ecosystem Marketplace exists to try and change that, and earlier this year the International Union for
Conservation of Nature (IUCN) teamed up with Shell International to examine evolving mechanisms and
treaties for turning biodiversity into something markets can embrace rather than destroy.

Excerpted from "Building Biodiversity Business", which is available both in hard copy ($30) and free download at
the IUCN Web Site.

3 October 2008 | Biodiversity forms the foundation and fabric of life on earth but is eroding beneath the feet of
human activity. In the poorest countries, the deterioration of the natural environment is making it increasingly
difficult for millions of people to meet even bare subsistence needs. Equally, as countries prosper, society is
becoming less tolerant of environmental damage and increasingly aware of the extent to which our economies
depend on healthy and diverse ecosystems.

Successive international treaties and national strategies have committed governments to stem the tide of
biodiversity loss. An imposing edifice of environmental policy is in place in most countries. As much as US$20
billion per year is raised from public finance and private philanthropy for global conservation activities — much of
this money is used to maintain over 100,000 protected areas covering nearly 12 percent of the world's land
surface. Yet all this is not sufficient. The fact is that current efforts to conserve biodiversity are overwhelmed by
the adverse impacts of growing human economies. Spending on protected areas remains deficient and
undervalued ecosystem services are being eroded.

If current approaches to conservation are not sufficient, what more can be done? One answer is to harness the
very market forces that are often blamed for biodiversity loss. The challenge is to re-orient the economic
incentives that drive private investment, production and consumption, and to make biodiversity conservation a
viable business proposition in its own right. In other words: building biodiversity business.

Biodiversity business is defined in this report as: ‘commercial enterprise that generates profits via activities which
conserve biodiversity, use biological resources sustainably, and share the benefits arising from this use
equitably'.

Getting Business on Board

This definition reflects the three over-arching goals of the United Nations Convention on Biological Diversity
(CBD), which also calls for increased efforts to enlist the private sector in biodiversity conservation, sustainable
use and equitable benefit sharing. In both the environmental and business communities, there is growing
recognition of the potential to conserve biodiversity on a commercial basis. If even a small proportion of private
capital flows, international trade and national economic output could be harnessed for biodiversity business, the
resulting contribution to conservation would be enormous. Increased private investment in biodiversity business
would have the greatest impact in developing nations, where the conservation funding gap is most extreme and
where many critically endangered species and habitats are virtually unprotected today.

This report presents a snapshot of the emerging biodiversity business landscape, its constraints, opportunities
and requirements. It is based on a 12-month study involving literature review, analysis and extensive consultation
with practitioners, policy-makers, donors and commercial investors.

From a conservation perspective, a major attraction of biodiversity business is the potential to generate new and
additional investment in conservation activities. At the same time, some people remain skeptical of the motives of
the private sector; while others worry that market-based approaches may distort conservation priorities.
Nevertheless, this report argues that not exploring what markets can deliver is no longer an option.

From a business perspective, the reasons to invest in biodiversity business are increasingly compelling. They are
most obvious in cases where private profitability depends directly on the health of ecosystems — ecotourism
ventures, for instance. Similarly, it is now recognized that greater variability in genes, species and ecosystems is
associated with increased resilience and biological productivity in agriculture, ranching, forestry and marine
fisheries. Even businesses in urban areas, lacking a direct interaction with the natural world, can be motivated by
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new policy incentives and changing consumer preferences to 'go green'. Corporate action on biodiversity can
help businesses distinguish themselves from competitors while also improving relations with investors,
employees, local communities and others.

From Rural Poor to Green Entrepreneurs

New biodiversity business models may also help reduce rural poverty. While employment and skills development
are a normal part of every business, biodiversity business has the added benefit that it often stimulates a flow of
funds from relatively wealthy urban centers to the countryside, as well as from industrialized to developing
nations. Growing markets for ecosystem services and for biodiversity-friendly energy, food, fiber and recreation
should provide ample opportunities for rural entrepreneurship and employment.

Today, biodiversity conservation is mainly viewed by business as a risk or liability, rather than a potential profit
centre. However, this perception is beginning to change. As public awareness of the global biodiversity crisis
grows, an increasing number of companies see a business advantage in developing processes to integrate
biodiversity into their operations, as well as seeking market-based solutions and opportunities. Furthermore, even
with modest initial returns from most biodiversity business investments — in the range of 5 to 10 percent per
annum — there are significant profits to be made as the sector grows from niche markets to mainstream business.

Biodiversity = Business Diversity

A broad spectrum of different sectors and models of biodiversity business are examined in detail in this report.
Their status and trends are described, along with constraints and opportunities for investment.

Examples include organic agriculture and certified timber. By demonstrating the potential of more sustainable
production practices, these businesses are showing the way forward for mainstream agriculture and industrial
forestry — sectors historically responsible for significant biodiversity loss. Although accounting for less than 5
percent of the overall market today, the growth rate of sustainable or certified products is three to four times
greater than the market average. The market for sustainably harvested timber and organic agriculture, for
example, has been growing at double-digit rates.

Businesses that provide a range of ecosystem services in emerging markets such as water quality and
watershed protection are also considered in the report. One major area of growth is the demand for climate
mitigation services through 'biocarbon' — i.e. biomass-based carbon sequestration in forests and wetlands and
through soil conservation.

Another biodiversity business is based on the search for new compounds, genes and organisms in the wild,
known as bioprospecting, an industry that could be worth US$500 million by 2050. The report also examines
ecotourism, sport hunting and fishing. The latter sectors are already large and growing: ecotourism is expanding
at a rate of 20—30 percent per year as compared to 9 percent for tourism as a whole, while private expenditure on
recreational hunting and fishing is estimated at US$70 billion per year in the USA alone.

Is Biodiversity Itself a Product?

Less conventional markets include biodiversity offsets, wetland mitigation, conservation easements and
biodiversity banking. Such businesses can be based on either legislation or voluntary commitments that oblige
companies to minimize the biodiversity loss resulting from their activities and to offset (compensate) for residual
losses by restoring or enhancing comparable sites. Emerging experience in Australia, Brazil, South Africa and the
United States has shown that such approaches can make a significant contribution to conservation efforts and
generate substantial business opportunities for offset providers, although there are concerns about the
environmental effectiveness of offsets.

One maijor hurdle facing all biodiversity businesses is developing practical indicators for measuring negative
impacts and positive contributions to biodiversity. Experience in some countries shows that biodiversity assets, in
the form of endangered species or natural habitat, can be registered, tracked and even traded under appropriate

regulatory frameworks. Nevertheless, the world still lacks agreed standards, methods and indicators for valuing
ecological assets and ecosystem services.

The Role of Government

The development of biodiversity business also depends on a conducive enabling environment, namely the
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framework of laws, regulations, taxes, subsidies, social norms and voluntary agreements within which companies
operate. For businesses to value biodiversity, it must ultimately become more profitable to conserve biodiversity
than to ignore or destroy it. A combination of increased rewards for conservation, increased penalties for
biodiversity loss and increased information on the biodiversity performance of business will help to create a
biodiversity-friendly economy.

In many countries, significant reform of the enabling environment may be required to enable biodiversity business
to grow, particularly where existing policies are predicated on conservation of biodiversity by governments and
charities, where the role of business in conservation is limited by law, or where policy incentives such as
'perverse subsidies' are causing continued harm to ecosystems.

Business and Conservation: Bridging the Knowledge Gap

Another constraint on biodiversity business is the lack of understanding between the worlds of business and
nature conservation. Priorities, time scales and jargon all differ. Natural scientists often lack the financial acumen
and consumer orientation of the private sector; conservationists typically lack business planning and
management skills.

At the same time, most business people lack understanding of how their companies' operations affect and are
affected by biodiversity and ecosystem services, or how to manage biodiversity in their operations. In addition,
the long-standing difficulties of integrating conservation and development agendas still remain. Nevertheless,
new biodiversity business tools are being developed that can bring these worlds together and bridge gaps in
planning, management and performance assessment.

Patient Capital: Finding the Money

Even with the best policies and tools in the world, biodiversity benefits will not materialize or be sustained unless
biodiversity businesses survive long enough to become commercially viable. Access to patient capital for
investment and expansion is a critical factor in the growth of biodiversity businesses. While most businesses
depend on financial support from banks or investors to cover initial start-up costs, in the case of biodiversity
businesses there may be a need for some grant finance or subsidies to help entrepreneurs get beyond the pilot
and learning phase and to stimulate demand for commercial conservation services.

Various existing financing instruments have been adapted for biodiversity business, ranging from grants to debt
and equity finance. The experience of early and on-going initiatives can help guide the choice of an appropriate
financing blend for new biodiversity businesses. While most biodiversity fund managers seek co-financing and
prefer debt finance to equity, a range of innovative financial solutions are being tested that combine commercial
and non-commercial investors. The integration of financing with technical and business support is increasingly
common and can help ensure that biodiversity business delivers significant conservation outcomes as it grows.

These are early days for biodiversity business and there is much to learn. One clear need is for an integrated

approach to building biodiversity business, combining policy advice, technical assistance and innovative finance,
at a vastly increased scale compared to current efforts.

The Biodiversity Business Facility

This report outlines a proposed Biodiversity Business Facility, which would function as:
« a think-tank, to address and influence the enabling environment and develop biodiversity business metrics

+a business incubator, to build capacity and provide technical assistance to support new biodiversity business
ventures, and

«a funding mechanism, to invest in and secure co-finance for growing biodiversity businesses.

Although the eventual scope and form of such a Facility remains to be defined, its potential impact could be
enormous. The first step is to assemble a portfolio of biodiversity business enterprise, in order to test, refine and
demonstrate the viability of this new approach to conservation.

Around the world, there are mangrove forests that may soon be cleared to make way for shrimp farms, but which
could instead be conserved through 'payments for ecosystem services' as natural fish hatcheries, storm buffers

and water filtration systems. Similarly, there are thousands of fragments of degraded natural habitat that could be
linked and restored, by means of biodiversity offsets, to form vital biological corridors for threatened species. And
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rural communities around the world could be supported to build the skills and networks necessary to market
valuable non-timber forest products.

Pilot Projects

For such initiatives to flourish, for pro-biodiversity markets to develop, fixed ideas and institutional inertia need to
be overcome. Experience is the best teacher and the coming years will be crucial to demonstrate, document and
share the results of various market-based approaches to biodiversity conservation in different contexts.

Rhetoric is not sufficient. What is needed are more concrete examples of financially viable biodiversity
businesses and functioning markets for ecosystem services. Only on the basis of practical experience will it be
possible to convince all stakeholders — public and private — to work together to conserve biodiversity on a
sustainable and commercial basis. The ultimate aim of this report is to promote more informed experimentation
and investment, based on a clear understanding of what biodiversity business needs to thrive.

Joshua Bishop is Senior Adviser, Economics and Environment, at IUCN. His work focuses on how to promote
economically efficient and more equitable approaches to nature conservation, while also presenting the case for
conservation in economic terms. Prior to joining IUCN, Dr Bishop worked at the International Institute for
Environment and Development in London, and as a consultant and staff member of several organisations in West
Africa. A consistent theme of his work has been to enhance the contribution of nature conservation to poverty
reduction through the use of economic tools and market-based mechanisms. Dr Bishop holds a BA from Yale
University, an MPP from Harvard University, and a PhD from University College London.

Sachin Kapila is Group Biodiversity Adviser within the Sustainable Development Division of Shell International
Limited. He has a broad range of experience encompassing strategy, project management and on-the-ground
implementation, and a responsibility for establishing global biodiversity policy, developing appropriate tools and
guidelines and managing / fostering relationships with key external organisations. Sachin came to Shell from one
of the world's largest environmental consultancies covering a variety of regions including Latin America, Africa,
South-East Asia and the Middle East. He has a personal interest both in developing new and innovative
approaches to conservation financing through market-based solutions and in methods of attracting investment
through capital markets to deliver benefits to investors, the environment and local communities.

Frank Hicks has over 20 years of international development experience, the majority of which has been gleaned
in developing countries. He is currently Director of the Business Development Facility at Forest Trends. Prior to
this he founded and was President of Sustainable Development International, a Costa Rican organisation that
provides consulting services on sustainable agriculture, agricultural certification, enterprise development,
strategic planning, and development finance. He has also been Director of the Rainforest Alliance's Sustainable
Agriculture Program, and Vice President of Organic Commodity Products, an organic chocolate company, based
in Costa Rica. Having been involved in promoting community-based eco-enterprises in various guises for many
years, working on this report provided an exciting opportunity to analyse biodiversity business across a spectrum
of industrial sectors and to feed information and insights into his work with Forest Trends.

Paul Mitchell is an independent consultant with over 15 years experience of management of environmental and
social issues in the natural resources sector. His particular focus has been mining, aggregates and oil and gas in
Europe, the Americas, Asia and Africa. In recent years he has worked closely with clients including the Energy
and Biodiversity Initiative and the Business and Biodiversity Offset Program on guidance for companies that wish
to improve their management of biodiversity. This report represents an opportunity for him to explore a
complementary market-based approach and take a look at the 'bigger picture' of conserving biodiversity.

Francis Vorhies has over 20 years of international experience as a sustainability economist. In Johannesburg he
set up Eco Plus, an innovative consultancy focused on business, economics and the environment, and in Nairobi
he worked for the African Wildlife Foundation under a United Nations Development Programme (UNDP) / Global
Environment Facility (GEF) grant to build biodiversity economics capacity in the forestry sector. In Geneva, Dr
Vorhies established new global programmes on economics and business for [IUCN, and in Oxford he was the
chief executive officer of the European affiliate of the Earthwatch Institute. In early 2005, Dr Vorhies followed his
wife's career back to Geneva and founded Earthmind, a not-for-profit sustainability network. His interest in this
publication is based on his belief that capitalist tools can help us to conserve biodiversity.

Please see our Reprint Guidelines for details on republishing this article.
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