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FOREWORD

The South Pacific Regional Environment Programme (SPREP) has been involved in many large regional initiatives
sinceit was established in 1982. Among the more notable arethe National Environmental Management Strategies, State
of Environment Reports, regional preparationsfor the United Nations Conference on Environment and Development in
Rio deJaneiroin 1992; the South Pacific Biodiversity Conservation Programmewhich also started in 1992 and concluded
in 2001; preparationsleading up to the World Summit on Sustainable Devel opment schedul ed for Johannesburg, South
Africain 2002 and this programme, the Strategic Action Programme for the International Waters of the Pacific Small
Island Devel oping States (IWP).

The IWPisnovel in many respects. It isthefirst large programmein which several Pacific regional organisations,
united under the umbrella of the Council of Regional Organisations in the Pecific (CROP), are formally collaborating.
While SPREP isthe executing agency, responsibilitiesfor the execution of the oceanic component of the Programmerest
with the Secretariat of the Pacific Community (SPC), based in New Caledonia, and the South Pacific Forum Fisheries
Agency (FFA), whichisbased in SolomonIslands. Thesetwo organisationsare providing the science and the management
advicerespectively to assist the 14 countries participating in the Programme devel op comprehensive conservation and
management arrangementsfor the region’ smajor renewabl eresource, tuna.

The Project Coordination Unit (PCU) of IWP is based at the SPREP Secretariat in Samoa. It isresponsible for the
implementation of the coastal component of the Programme. The objective of thiscomponent isto design and implement
aproject in each of the 14 participating countries that seeks to address priority environmental concernsin respect of
coastal fisheries, marine protected areas, waste management or the preservation and conservation of freshwater resources.
Thefocusof the projects, termed pil ot projectsin the Project Document, isto promoteincreased community involvement
and responsibility for local resource management and conservationinitiatives.

The Programme is an ambitious one. Involving 14 countries stretching over 30 million square kilometers of the
western central Pacific, and working principally in isolated rural communities, there are bound to be many challenges
encountered asthe Programme isimplemented over the next four years. Nevertheless, if in that short time frame we can
learn more about processesthat will motivateand support local communitiesto takeamoreproactiverolein thesustainable
utilisation and conservation of their renewableresources, wewill have made asignificant contribution to thefuturewell-
being of the Pacific region and the ecosystemsit supports.

Thisreportisoneof six reportsproduced at the start of the Programme and, as such representsthefirst major output
for the Programme. This series of reports seek to synthesize all the availableinformation for each of the priority areas of
interest to the IWP - coastal fisheries, marine protected areas, waste and freshwater as they relate to tropical island
ecosystems, particularly inthe western and central Pacific. Thereviews of these four technical areas are supplemented
with complementary reviews, in separate volumes, of economic issuesto be considered in planning and implementing
community-based sustainabl e resource management and conservation initiativesin island ecosystems, and of lessons
learned from previous national and regional projects and activities related to the future areas of work for the IWP. Not
only do these documents provide auseful reference for practitionersworking on the priority environmental concerns of
the region in relation to each of these four areas of interest but they also provide a comprehensive snapshot of our
understanding of these critical issuesin theregion in early 2002.

Asaresult, thesereportswill provide auseful reference for understanding the baseline situation that existed in the
region at the start of the IWP. They provide aval uablereference against which the situationin 2005 may be assessed. This
will be a measure of whether progress was made in addressing these pressing issues during the Programme or if we
continueto threaten the future of our fragile environment through poor management of the natural systemsand resources
with which we are blessed.

SPREP looks forward to working with participating countries on the successful execution of this Programme.

Tamari’i Tutangata
Director
SPREP
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INTRODUCTION

Background

The member countries and territoriest of the South Pacific Regional Environment Programme (SPREP), at their 8th
Annua Meeting in October 1995, endorsed a project to prepare the Strategic Action Programme (SAP), under the
International Waters focal area of the Global Environment Facility (GEF).

The GEF was created in 1994 to fulfill aunique niche —that of providing financing for programmes and projectsto
achieve global environment benefitsinfour focal areas: biodiversity, climate change, international waters, and ozonelayer
depletion - andinland degradation asit relatesto thesefocal areas.

According to the GEF definition, international waters include oceans, large marine ecosystems, enclosed or semi-
enclosed seas and estuaries aswell asrivers, lakes, groundwater systems, and wetlands with trans-boundary drainage
basinsor common bordersinvolving two or more countries. The ecosystemsand habitatsassociated with thesewatersare
essential parts of the system. Because the global hydrological cycle links watersheds, the atmosphere, estuaries, and
coastal and marinewatersthrough transboundary movement of water, pollutantsand living resources, international waters
extend far inland and far out to sea.

The Pecific region’s premier political body, the Pacific Islands Forum, at its Annual Session in September 1996,
requested SPREP to coordinate development of the project. Formulation of the SAP, funded by GEF through project
development funds (PDF Block-B), beganin April 1997. The SAP wasto combine the following activity areas:

Integrated conservation and sustai nable management of coastal resources, including freshwater resources;
Integrated conservation and sustai nable management of oceanic resources,
Prevention of pollution through theintegrated management of land- or marine-based wastes; and

Monitoring and analysis of shore and near-shore environments to determine vulnerability to environmental
degradation.

Thebasisfor devel oping aProgrammefocusintheseareasisfoundinthejoint regional position prepared by Pacific
island countriesfor the 1992 United Nations Conference on Environment and Development (UNCED), the simultaneous
preparation of National Environmental Management Strategies (NEMS) by Pacific island countries between 1990 and
1996, as well as the Action Plan for Managing the Environment of the South Pacific Region (1997-2000).2

A Regional Task Force (RTF) wasestablished to oversee preparation of the SAP. It wascomposed of one representative
from the Governments of Fiji, Marshall Islands, Samoa, Tonga, and Vanuatu, with additional members from the Pacific
Islands Forum; SPC, SPREP, thethree GEF I mplementing Agencies (the United Nations Devel opment Programme (UNDP),
the United Nations Environment Programme (UNEP), and The World Bank (TWB)), two international non-governmental
organisations (the World Conservation Union (IUCN) and The Nature Conservancy (TNC)), and one private sector
representative (Fiji Dive Operators Association, recommended by the Tourism Council of the South Pacific (TCSP)). The
Asian Development Bank (ADB) and the Economic and Social Commission for Asia and the Pacific (ESCAP) also
participated.

Work undertaken during the SAP formul ation process resulted in theidentification of three priority transboundary
concernsrelatedto I nternational Waters:

degradation of their quality;
degradation of their associated critical habitats; and
unsustai nable use of their living and non-living resources.

The SAPwasreviewed and subsequently endorsed by the Heads of Government of the Pacific | slands Forum at its
Sessionin Rarotongain 1997. Refinement over aperiod of almost two yearsresulted in GEF Council approval of the SAP
in August 1999. Execution by SPREP commenced in early 2000.

1 American Samoa, Australia, Cook Islands, Federated States of Micronesia, Fiji, France, French Polynesia, Guam, Kiribati, Marshall
Islands, Nauru, New Caledonia, New Zealand, Niue, Northern Marianalslands, Palau, Papua New Guinea, Samoa, Solomon Islands, Tokelau,
Tonga, Tuvalu, United States of America, Vanuatu and Wallisand Futuna.

2 Revised inlate 2000 asthe Action Plan for Managing the Environment of the Pacific I slands Region (2001-2004) adopted by the 11"
SPREP Meeting, Guam, USA, 9-12 October 2000.




The International Waters Programme (IWP), or Strategic Action Programme (SAP) in GEF parlance, is designed to
assist Pacificisland countries® improve regional capacity for management of transboundary water resources and create
improved management structuresto address environmental degradati on and ensure thelong-term sustainability of ocean
fisheries in the Western and Central Pacific ecosystem. The IWP also intends to promote improved integration of
environmental concernsinto local, national and regional policy, and improved water quality and the conservation of key
coastal and ocean ecological areas.

The GEF and UNDP view the “pilot” or “demonstration” nature of the 14 projects to be implemented under the
national componentsof thelWP as providing the basisfor future funding opportunitiesfrom GEF facilitiesfor participating
countries. Thel WP, asaStrategic Action Programme, isconsidered aninitial step leading to the devel opment of Medium-
Sized (up to US$1 million) or Full Projects (in excess of US$1 million) for technical assistance, capacity building or
investment. Such projectsmay beregional or national inscale. Asaresult, thelater stagesof thelWParelikely to devote
considerable effort to analyzing the results of the IWP to assist countries with the formulation of follow-up activities
supported through the GEF and alternative sources of financing assi stance.

Key Elements and Assumptions

The Project Document is formulated on the basis that the International Waters in the Pacific region are subject to
threats that give rise to transboundary concerns. During the formulation of the IWP, threats were examined from the
perspective of critical speciesand their habitatsand living and non-living marineresources. | dentified threatsinclude:

pollution of marineand freshwater (including groundwater) from land-based activities;
thelong term sustainabl e use of marine and freshwater resources;
physical, ecological and hydrological modification of critical habitats; and

unsustainable exploitation of living and non-living resources, particularly, although not exclusively, the
unsustai nable and/or inefficient expl oitation of coastal and ocean fishery resources.

ThelWPformulation processexamined each threat inalegal, institutional , soci o-economic and environmental context.
The ultimate root cause underlying imminent threatswasidentified as deficienciesin management. Factors contributing
to the management root cause were grouped into two linked subsets: @) governance, and b) understanding.

Thegovernance subset was characteri sed by the need for mechani smstointegrate environmental concerns, development
planning, and decision-making. The understanding subset was characterised by the need to achieveisland-wide ecosystem
awareness through improved education and participation. Island-wide awareness and participation will facilitate the
devel opment and implementation of measuresto protect I nternational Waters.

ThelWP analysisreveal ed aset of information gapsrequired by decision-makersto responsibly address ultimate root
causesand respond toimminent threats. Particularly important isthelack of strategicinformation presentedinanappropriate
manner to decision-makers, resource users, managers and communitiesto evaluate costs and benefits of, and to decide
among, alternative activities. Improving informationinput and exchange at theregional, national, and community levelsis
an objective of the Programme.

ThelWP providesfor targeted actionsto addresstheroot causes of degradation of International Waters. Theactions
aretobecarried out in two complementary, linked consultative contexts: Integrated Coastal and Watershed M anagement
(ICWM) and Oceanic Fisheries Management (OFM). Through the |CWM and OFM approaches, the WP suggestsapath
for thetransition of Pacificislandsfrom sectoral to integrated management of International Watersasawhole, theevolution
of whichisessential for their protection over thelong term.

The lWPwill place priority on liaising with donorswho are activein the region to plan and coordinate regional and
national devel opment assistancefor International Watersto addressimminent threatsand their root causes more effectively.
ThelWPisdesignedto provideaframework for overall national and regional planning and assi stancefor the management
of International Watersand provide acatalyst for |everaging the participation of other donorsin the project.

% The 14 countries participating in the IWP are: Cook Islands, Federated States of Micronesia, Fiji, Kiribati, Marshall Islands, Nauru, Niue, Palau,
Papua New Guinea, Samoa, Solomon Islands, Tonga, Tuvalu and Vanuatu.
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The Project Document acknowledgesthat all sustainable devel opment i ssuesrelated to | nternational Waters cannot
be addressed at once. Therefore, four high priority areas have been identified for immediateintervention:
- improved waste management;
better water quality;
- sustainablefisheries; and
effectivemarineprotected areas.

Targeted action withinthese activity areasisproposedin five categories:

management;

capacity building;

awareness/education;

research/information for decision-making; and
investment.

Institutional strengthening isincluded under management and capacity building.

The principal components of the WP, asdescribed in the PD, are summarised in Table 1.

Table 1. A summary of the principal components of the IWP including the broad Programme objectives and
activity areas designed to address priority environmental concerns of participating countries.

Goal To achieve global benefit by developing and implementing measures to
conserve, sustainably manage and restore coastal and oceanic resourcesinthe
Pacific Region [Integrated sustainable development and management of
International Waters]

Priority Concerns Degradation of water quality
Degradation of associated critical habitats
Unsustainable use of resources

Imminent Threats Pollution from |and-based activities
Modification of critical habitats
Unsustai nabl e exploitation of resources

Ultimate Root Managementdeficiencies
: Governance
Understanding
Solutions . Integrated Coastal and Watershed Management, and
: Oceanic Fisheries Management. (ICWM), (OFM)
ICWM Activity : Improved waste management
Areas : Better water quality

Sustainablefisheries
Effective marine protected areas

OFM Activity : Sustainable ocean fisheries

Areas : Improved national and regional management capability
Stock and by-catch monitoring and research

Enhanced national and regional management links

Targeted actions : Management/institutional strengthening
Capacity-building/institutional strengthening
Awareness/education

Research/information for decision-making
Investment

UNDP isthe GEF Implementing Agency and SPREP is the Executing Agency, on behalf of other CROP agencies
associated with the Programme, the SPC and FFA.
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This Review

Thisreview isone of six reviewsthat were compiled during the early stages of WP implementation for two reasons.
Thefirst isto provide asource of current information for practioners— principally those practioners associated with the
implementation of the pilot projectsin each of the participating countriesasit rel atesto the areas of primary interest tothe
IWP (waste, freshwater, marine protected areas and coastal fisheries). To provide asmuch practical benefit as possible,
thesereviews are supplemented with additional synopses of information concerning economicissuesand lessonslearntin
the design and implementation of community-based sustai nabl e resource management and conservation initiatives.

The second reason for thesereviewsisto provide asnapshot of what isknown about each of thefour areas of primary
interest to the IWP in 2001 and early 2002. Thisis done to provide abaseline overview of available information in the
areasof primary interest at the commencement of the Programme. Asaresult, any review of these areas of interest towards
the end of the Programme in 2005 will have a useful reference for assessing change in relation to the management and
conservation of theseresourcesinthe Pacific region.

Thefirst of thesix reviewswas prepared by MikeHuber and Kerry M cGregor who comprehensively reviewed activities
and current thinking in relation to marine protected areas (MPAS) and their appli cation to the management and conservation
of coastal resources. Whilethefocus of thereview isthe Pacificislandsregion, their presentation is supplemented with
examplesfrom other oceanregions. Thereview examinesresource conservation and related habitat i ssues, management
approaches, governance, and past and current prioritiesin respect of marine protected areas at the national level withinthe
14 countries participating in the Programme and regional initiativesrelating to marine protected areas.

The second volumein the series addressesissuesrel ating to the conservati on and management of freshwater resources
inthePacificislandsregion. It was prepared by Tony Falkland who providesareview of published and other information
relating to freshwater quality, supply, management and conservation. Thereview places emphasison community-based
issues associated with the conservation and sustai nable management of freshwater resources, reflecting the planned focus
of subsequent pilot projectsthat may beinstigated under the I nternational Waters Programme.

Thethird volumein the series provides an examination of issuesrel ating to waste reduction, pollution prevention and
improved sanitation in the Pacificislandsregion, and elsewhere, asit relatesto the objectives of the I nternational Waters
Programmein terms of promoting management for improved waste reduction initiativesin communities. It was prepared
by L eonie Crennan and Greg Berry who summarise activitiesin the region that have attempted to address|ow cost/no cost
aternativesto reduceloadingsof solid and liquid wastes, particularly in coastal and watershed communitieswhere quality
of drinking water resourcesisat risk. Informationincludesareview of priority waste concernsin Pacificisland communities,
management and governanceissues, and optionsfor increased community responsibility for managing waste problems.

The fourth volume, prepared by Paul Dalzell and Don Schug, presents a review of current information relating to
sustainable coastal fisheriesinthe Pacificislandsregion and el sewhere asit relatesto the objectives of the Programmein
termsof promoting capacity building for improved coastal resource management responsibility incommunities. Information
presented includesareview of coastal fisheriesinthe Pacific region, discussion of resource management and governance
issues including customary marine tenure (CMT), the role of MPAs and past and current priorities in respect of the
sustainable management of coastal fisheries at local, provincial, national and regional scales. Their review includes
consideration of gender issuesand women'’ sactivitiesin the coastal zoneincluding therole of womenin subsistenceand
artisanal fisheriesin the 14 countries participating in the Programme. They also discuss cases that illustrate particular
issuesin community-based management of subsi stenceand artisanal fisheries; including government support for community
actions.

PadmaL al and Meg Keen present areview of economicissuesthat should be considered inthedesign, implementation,
monitoring and eval uation of community-based resource management and environment conservation projectsinisland
ecosystemsin this, thefifth volume. They describe economicissuesthat require detailed consultation with community
membersduring the design, implementation and monitoring of projectssuch asthoseto be supported under the Programme.
Thisincludestheidentification of institutional issues, socio-economicimplicationsfor communities (benefit/cost analysis
and cost effective analysis), and suggested strategies for promoting broad community participation and support in
conservation and sustai nabl eresource useinitiatives (incentives and transaction costs).

Inthesixth and final volumein this series, Jenny Whyte and her colleagues at the Foundation of the Peoples of the
South Pacific International and affiliated organisations provide areview of information relating to lessons learned and
best practicesfor resource and habitat conservation and sustai nable management initiativesin the Pacificislandsregion.
Thereview focuses on community-based (participatory) i ssues associ ated with the conservation and sustai nable management
of resourcesand habitatsinisland ecosystemswith emphasisonthefour focal areasfor thelnternational Waters Programme
(sustainabl e coastal fisheries, marine protected areas, community-based waste reduction and preservation of freshwater
resources). Issuesare considered in context of the entire project cycle - from project planning and design; selection of
sites; method of community entry; community baseline assessments; participation of communities; theroleand participation
of governmentsand, if they areinvolved, external agencies, NGOs and devel opment assi stance agencies; education and




awareness activities, completion and exit considerations such as alternative income generation, and monitoring and
evaluation. Thereview considerssocial, cultural, economic, environmental, administrative, managerial, legal and political
dimensionsof such projects.

Asasupplement, each author was asked to consider exampl es of what apilot project might look like. Asaresult, at
the conclusion of each review, three examples of community-based initiativesthat may serve asamodel or atemplatefor
apilot project are presented.
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1 Introduction

The concept of sustai nabledevel opment hasbeen onewhich haslargely defied precise definition sinceitsinception
and popul arisation through global conferences, most notably the World Commission on Environment and Devel opment
(WCED 1987) and the United Nations Conference on Environment and Development (UNCED 1992). The simplified
WCED definition, “ devel opment that meetsthe needs of the present without compromising theability of future generations
to meet their own needs’, hardly provides strong guidance (WCED 1987: 43). However, there are afew clearly emerging
themes of particular relevance to this consultancy, which aimsto give an overview of the economic issues that affect
community-based conservation and devel opment projectsinthe Pacific. Thesethemesareoutlined in Box 1 and provide
afoundation on which to base our anal yses of economicissues pertinent to community-based conservation and devel opment
projects.

Box1. Themesreevant tosustainabledevelopment and itsapplication to economicissuesfor
community-based development

Theidea of limitations, and the need for social and economic arrangements that constrain present resource use to
levelsthat are within the carrying capacity of relevant ecosystems;

Theneed to conserve and enhanceresource bases, i.e. our natural capital and life support systems;
Theimportance of meeting human needs and aspirationsasamajor objective of development;

The need to continually assess the intragenerational and intergenerational issues of equity (within and between
generations respectively) associated with development;

The need to recognise that economic development and environmental conservation are inextricably linked,
interdependent and mutually reinforcing;

Theneed to recognisethat sometrade-offsmay be necessary between economic devel opment goal sand some aspects
of environmental conservation;

The necessity to merge environmental, social and economic considerationsin decision-making;

The emerging international consensus that local-level solutions, derived from community-based initiatives, are of
primary importance. This givesrise to the principle of “subsidiarity”, which gives preference to managing human
activitiesand environmental issuesat thelowest level at which they can be effectively dealt with.

Sources: Gardiner (2001); Keating (1993); Leach et d. (1999); UNCED (1992); WCED (1987).

Inthe South Pacific, these general themes have been reflected in key documents and programmes of activities,
for example:

ThePacificWay, PIDC report to UNCED (1992) highlighted the need to minimise the adverse environmental
impacts of economic devel opment through integrating environmental considerationswith economic and
sectoral planning and policies.

The Capacity 21 Programme in the Pacific (1994-1997) aimed to build capacity to promote sustainable
development in part through identifying economic incentives to encourage sustainable development
(component 2).

The South Pacific Biodiversity Conservation Programme (SPBCP), 1995-2000, aimed to establish
conservationareas, using, asoneof itskey components, assistancetolocal communitiesfor thedevel opment
of sustainable, income generating activities. (For an overview of the integration of environmental and
economic planning in the South Pacific, see Keen 1997).

Maintaining livelihood isfundamental to community-level activitiesinthe Pacific, asisthe case el sewhereinthe
world. Livelihoodscomprise*“the capabilities, assets (including both material and social resources) and activitiesrequired
for ameans of living. A livelihood is sustainable when it can cope with, and recover from, stresses and shocks, and
maintain or enhance its capabilities and assets, both now and in the future, while not undermining the natural resource
base” (Carney 1998: 4). To translate this concept into action, we need to recognise that there are no hard boundaries
between ecol ogical, social and economic systems. | nstead one can conceive of the ecological, social and economic sub-
systemsas nested within each other and forming acomplex human-environment system (Figure 1.). Economic systemsare
part of our larger social system and merely reflect social valuations of natural resources, goodsand services. If they areto
be sustained, economic activities must occur within thelimitations of the natural ecosystems, and be acceptablesocially.




Figurel. Ecological and human systems

Ecological systems

Social systems

Economic systems

Thisview of our living systemsis consistent with the broad definition of economics found in most first-year
college texts:

Economicsisconcerned with theinstitutional arrangementsand aspectsof human behaviour associated withthe
allocationand use of scarceresourcesfor the production, distributionand* consumption” of goodsand servicesto maximise
social [economic] well-being.

Thus, at the community level, it becomes apparent that any development project or initiative must take into
consideration economicissuesthat affect resource all ocation decisions. These may relateto: market demand and supply,
relative economic values, resource tenure arrangements, community members needs and aspirations, other external
institutional arrangements, and so on. Improvements in human and community well-being are thus directly linked to
resource allocation decisions. These decisions may involve monetary valuationsor transactions, or they may not—asin
the case of subsistence economies. Regardless of whether or not money isinvolved in resource all ocation decisions, the
issuesarestill economic (resourceallocation) ones, and assuch, economic theory and practice caninform our understanding
of the community devel opment process.

Economics gives us insights into: “how people reach decisions in situations where more than one course of
actionispossible, and choiceisconstrained ... Explaining how peoplereach this decision, and how their behaviour will
beaffected by changing circumstances[for example changesin markets, resourcetenureor pricing arrangements]” (Sisto
1997 : 63).

Asthisreportwill illustrate, aneglect of coreeconomic conceptsand issuesisoneof thefactorsthat can adversely
affect the sustainability and devel opment outcomes of community-based conservation and devel opment projects.

1.1  Background: theInternational Waters Programme

This report was commissioned by the International Waters Programme (IWP), a project funded by the Global
Environment Facility (GEF), implemented by the United Nations Devel opment Programme (UNDP), and executed by the
South Pacific Regional Environment Programme (SPREP). The long-term objective of this IWP is “to conserve and
sustainably manage the coastal and ocean resources in the Pacific Region”. (SPREP 2001). In part, this goal will be
achieved through theimplementation of community-based conservation and devel opment projectsin four theme areas:
freshwater management, marine protected areas (M PAs) devel opment and enhancement, sustainable coastal fisheriesand
waste management.

Themain objective of thisreport isto draw on past experiencesin the Pacificin order to provide an outline of key
economic issues for consideration when identifying, designing and implementing community-based conservation and
devel opment projects.

1.2  Outlineofthereport

This report briefly introduces the issues associated with community-based projects that aim to concurrently
achieve conservation and devel opment goal s (Chapter 2). Chapter 3 providesan overview of the key economic concepts
that affect community-based devel opment projectsin the Pacificislands, with examplesdrawn from theregion. Chapter 4
discussesissuesthat need to be addressed when undertaking benefit cost analysis. Chapter 5 outlines how theseissues
can beefficiently integrated into the project cycle.




1.3 Limitations of thereport

We, theauthors, based the report on our consi derabl e experienceworking in the Pacific and devel oping countries.
We also used reports of community-based conservation and environment projects, academic studies and devel opment
literature, and the generous input given to us during informal consultations with practitioners. As such, thereportisa
“desk-top” study, largely based on secondary material. No site visits were made, which could have added additional
insights.

2 Community-based conservation and development projects

“Projectsarethe’ cutting edge of development’ and proper planning and design are the cornerstone of projects;
these projects in turn underpin development plans’, wrote Gittinger (1978: 3). The same can be said about efforts to
conservetheenvironment. Effective conservation effortsreguire proper planning and well-designed projects, including
careful consideration of the needsand aspirationsof individual sand detail ed anal yses of ecol ogical, economic and social
issues.

Economic development and environmental conservation activities in communities occur within the context of
existing infrastructure, government policies, social norms and culture, natural and financial endowments and human
capacity. Whenidentifying, devel oping andimplementing projectsaimed at improving the economicwel l-being of individuas
and communities, whileat the sametime conserving natural resources, careful consideration must begiventothesecontextual
factors. They candirectly or indirectly influence theviability and sustainability of development and conservation efforts.
In order to properly assess these factors, stakeholders need to be directly and permanently involved. Thus the term
“community based” becomes more than a geographic description of the location of the project, but instead implies a
participatory approach, which significantly affectsthe project cycle and the underlying philosophy of project management
(see Section 2.2). Throughout thisreport, when we use the term “ community”, we note that in most cases a community
comprisesanumber of sub-groupings, and isnot asingle, homogenousentity.

Community-based conservation and devel opment occurs within higher-level national and regional social and
institutional settings. In most countries, projects are designed and implemented within the broader context of national
devel opment plansthat outline economic devel opment goal sand, more recently, also addressresource and environmental
management obj ectives. These plansarein turninfluenced by international obligations, and, inthe case of the Pacific, the
availability of external, aswell asinternal, funding. Without proper project planning that i slinked to national and regional
ingtitutional frameworks, devel opment and conservation efforts often result in val uable and scarce resources being wasted
onactivitieswithout achieving thedesired improvementsin socia welfare. From the economic perspective, an understanding
of institutional linkages should include knowledge of relevant marketsfor inputs and outputs, financial institutionsand
their rules, external funding agencies and their priorities, national and regional governance, and local property rights
regimes. In addition, well maintained relationshipswith the key players associated with theseinstitutionsarevital.

Partially successful projects and unsuccessful projectsare very common phenomenain the Pacific and el sewhere,
regardlessof whether they addressthegoal of income generation or environmental conservation. Thereasonsfor the poor
performance of devel opment and conservation projects are many, and include the lack of adequate consideration of many
economic issues that underpin individual decisions and choices (SPREP 2001).

Inthischapter, we briefly discusstherol e of projectsin economic development and resource conservation, and
then consider theimplications of the WP project’ semphasi s on community-based projectsin the South Pacific.

2.1  Developmentand conservation projects

Theterm“project” meansmany different thingsto different people. To some, aproject isasingleactivity addressing
oneor moreobjectives. To others, aproject may compriseaset of activitiesaddressing aparticular goal. Thereare devel opment
projects, conservation projects, management projects, or any combination of these. Development projectsgenerally aimto
improve the economic well-being of individuals and communities within the broader context of rural, regional and or
national development. Each project may produce monetary and/or non-monetary benefits. Projects caninvolve an actual
incomegenerating activity, such asthe mariculture of giant clamsor harvesting of wild coral for aquariumtrade. Alternatively
adevelopment project may primarily aimto minimise costs, and thusindirectly increase outputs, by allowingindividual s
to not only meet their subsistence needs but also sell the surplus, for example, projects that subsidise offshore fishing
boats.

Attheother extremeare* conservation” projectsthat often aim to preserve unique ecosystems, biological diversity
or environmental valuesof an area. I n projectsaimed at enhancing the environment, non-monetary benefits of goodsand
services, for which there are no readily identifiable market values, are predominant. Non-monetary benefits may include
theenhancement of thebiological diversity of areef system through amarine protected area(MPA) project, or improvement
in ecological goodsand servicesfor which there areno marketsand therefore no easily identifiablemarket values. Similarly,
aproject to control pollution may involve composting human waste to improve the water quality, for which thereareno
directly measurable economic benefits. (The monetary benefits of pollution control could be determined with some effort




by using indirect benefits such as savingsin health care or the value of increasesin fish catches dueto cleaner waters. But
thesevaluationsonly partially capturethetotal value of the environmental good.)

I n between thesetwo extremesare projectsthat address both the goal s of promoting economic devel opment and
the conservation of the natural resource stock and the environment. These dual objectiveshavebeen explicitly recognised
in many recent conservation and development (CAD) projects, particularly sincethe World Conservation Strategy was
implemented in 1980 (IUCN 1980) and since the Brundtland Report in 1987. It is within this context that many of the
CAD projectsin the Pacific have been designed. For example, the primary goal of the Utwe-Walung Conservation Area
(CA) Project, herewith referredto asthe Kosrae CAP, wasto “ maintain thediversity and abundance of living thingswithin
theareaasabasisof |ong-term sustainable devel opment” (Kosrae CAP 1996). Onthe other hand, for anincome generating
project such as the AusAID funded Samoan fishery project, the long-term goal was “an improved standard of living
[measured in terms of household income] for Samoan fishersand their families...... " and amedium-term goal “to prevent
afurther decline in the near-shore fisheries resources’ (International Development Support Services 1998: 6). Which
objectivereceivesgreater emphasisor takes precedence dependsontheorigin of theproject idea, but intheend, development/
economic and environment objectivesareinseparablein the context of sustainable devel opment.

Regardless of the origin of the project, and the implied balance between development and conservation goals,
each project will haveaclearly identified set of inputs, activitiesand outputsrequired to addressclearly specified objectives

(Sesega 2000).

Traditionally, aproject would a so include amechanism for delivering the benefitsto theidentified target groups.
With community-based projects, instead of identifying delivery mechanisms, itismoreimportant to work with stakehol ders,
both within the community and in the broader social and institutional setting, to define appropriate project goals, given
specific needsand aspirations. Thisprocesswill inturn clarify the nature of the stakehol der engagement with the project
over timeand the performancecriteriaby whichthe project will bejudged, given stakehol der and funding agency preferences.

2.2  Community participation and project planning

Many different kinds of devel opment and conservation projectsinthe South Pacific have been called “ community
based”, generally implying adegree of community participation in aspects of the project. Participatory approacheshave
gained favour internationally, because of the belief that they can empower local communities to articulate their own
agendas, as well asimprove project design and sustainability. In practice, projects vary widely in their objectives, the
degreeand nature of community participation, and inthetarget groupsinvolved.

Within any one community there will be diverse groups that will be affected differently by the project. The
heterogeneity of thecommunity (i.e. itsdegreeof diversity) isaffected by anumber of factors, including gender, accessto
resource, age, kinship relationships, and education. Power rel ationshi psbetween these groupswithinacommunity change
according to the issue under consideration and the internal dynamics of the community. Thus, in this report and the
literature, we often refer to “community stakeholders’, rather than “the community” as communities comprise diverse
groups. “Community participation” referstotheinvolvement of the different stakehol derswithin the community.

Thisissueof diversity withinacommunity becomesimportant for economic analysesbecause projects may affect
community membersdifferently and equity considerationswill haveto betakeninto account. To understand the complexity
of therel ationshi ps between community members and how aproject or intervention will affect thedifferent groupswithin
the community, participatory methods such as Participatory Rural Appraisal (PRA) techniques, social mapping, community
observations, and focus group discussions can be used.

Rather than defining anideal mode and degree of participationfor all projects, itismorehelpful in project design
to consider how the question of community participation might be approached in agiven situation. Somekey questions
that peopl e designing a project might ask in thinking about participation in development and conservation projects are
provided in Box 2.




Box2. Keyquestionsconcer ningcommunity participation

What is the purpose of community participation?

In most of the cases consider ed, community participation was sought as a means to a specific end, such asimproving
livelihoods, standardsof living or conservation. It can al so be considered aspart of a devel opment processthat contributes
to human and social capital development (see Section 3.3 and Table 2).

Who should participate and how?

Communitiesarediverse, and peoples’ influence and capacity to participate might be shaped by factorssuch asgender,
age, clan affiliation, statusand ethnicity. An equitable approach requires|ooking within communitiesto consider who
the key stakeholdersare, and finding appropriate methodsto engage themin project discussions. It isimportant to note
alsothat thereare other stakehol der s outside of the community who al so need to beinvol ved in the process.

What degree of participation is appropriate and feasible?

In the cases we studied, communities had different degrees of control over project design, implementation, and
administration. The nature of participation might also change during a proj ect cycle. Considering the different types of
participation described in Box 3 can help to distinguish between different degrees of community control, so that
stakeholderswork with a shared under standing of their rolesat different stagesin the project.

What are the costs and benefits of participation?

Thereisoftenanimplicit assumption that project participationisfree, but participation always has opportunity or real
costs that must be considered if community engagement is to be sustained. For example, time spent in meetings and
project activitiescan result inlossof wagesor subsistence productivity; the participation of certain groupsor individuals
in project management can affect community power structures; and individual participation in project activities may
result in benefitsfor the community but not for theindividual concerned. Peoplewill not participateif they per ceivethat
the costs outwei gh the benefits.

Further reading: Pretty (1995); Nelson & Wright (1995); Guijt & Kaul-Shah (1998).

Traditionally, community participation has not been amajor issuein the Pacific, particularly sincemany activities
werecarried out withinthelocal social context andinvolved communal cooperation. This, however, haschanged sincethe
introduction of the monetary economy, and individuals are now morelikely to be concerned about |osing benefits from
other activitiesthey would otherwise be engaged in—the so called “ opportunity cost” of their participation. Although
traditional cultural ties and institutional arrangements remain as excellent building blocks (Govan 1997: 186), those
designing community-based projects need to consider thereal costsand benefits (monetary or otherwise) of participation.
In some cases, certain regular and demanding formsof individual participation in aproject may need to be compensated,
either through wages or some other benefits, asthere are opportunity costs. In other cases, thereturnsfor participation, in
termsof community assets, community incomeor evensocia status, might be sufficient reward. Only community consultation
will clarify thesetypesof issues.

Theexplicit use of participatory planning processesmay increase opportunitiesfor rent seeking behaviour onthe
part of someindividualsor subsectionsof thecommunities. “ Rent seeking” refersto the activitiesof individual sor groups
of individualswho try to influence final decisionsfor their own benefits. However, the participatory process could also
force such rent seeking behaviour more out in the open, rather than behind the scenes, which may have been happening
previously.

Thelack of enthusiasm for participating in aproject planning can arise from perceptions of alack of personal or
communal benefit from engagement. Thisrelatesback to basi c economic decisionsabout theall ocation of scarce resources.
To acommunity or an individual, time is scarce and labour precious; they need to be used efficiently. The costs and
benefits of participation are continually being assessed at theindividual and community level; project managersneed to
ensurethat asimilar reflective process on participation occursas part of project management. Assessments of the costs
and benefits of participation can affect the success of projects, as noted in the Kosrae CA project: “The continuing
abstaining of the Walung membersfrom CACC meetingsis said to beindicative of acertain resentment over the lack of
project activitiesin Walung and the perceived dominant influence of Utwe landownersin project affairs. Accordingto a
number of sources, Walung resentsthe fact that whileit isthe‘more pristine’ part of the CAP, most of the benefitsfrom
tourism are reaped by the Utwe community.” (Kosrae CAP 2001: 3).

Not all stagesof aproject requirethetarget community to be actively involved. Box 3 describes different types of
participation that serve different purposes. Recent research has shown that when consulted, many stakeholders in
communities prefer toincorporate arange of different typesof participation at different stages of the project cycle (Kelly
2000). Therearetimeswhen providing simpleinformation or basic community consultation are sufficient, giventhecosts
and benefitsassociated with higher levelsof community engagement. However, there are certain stagesof project planning
that do demand the full engagement of community stakehol ders, such asthe project design phase.




The economic goal sand issues affecting community-based projects may not be obvious until community input
has been successfully sought. Asnoted by V eitayaki (2000) in hisstudy of Fijian fisheriesprojectsover theeightiesand
nineties, thetype of costsand benefits assessed by therelevant authority do not alwaysincludethosethat areintegral to
community life: “Demands and expectations (usually premised on non-monetary compensation basis) placed on rural
devel opment projects by relatives and the communities at |arge have meant extracoststo the ventures” (V eitayaki 2000:
125).

The project referred to by Veitayaki was designed on the assumption that fishers would only use the boats for
commercial purposes. However, the fishers who took out loansto buy offshore fishing boats had to bear the additional
operating and maintenance costs of ferrying people around. There were also problems with sharing resources. These
related to the community members’ expectationsabout what their “fair share” of any catchwas, given community obligations
and/or communal resources being harvested. Until the community and relevant stakehol ders have been consulted, the
nature of economic issuesaffecting such CAD projectsmay not bereadily apparent to the outsider.

Box 3. Typesof participation

Passive participation
Peoplearetold what isgoing to happen or has happened. I nformationissimply provided to the community.

Participation in information giving
Peopleprovideinformation that is used for project development or management.

Participation by consultation
Project devel opment or management is defined externally, or possibly by a Project Officer, but is modified if necessary,
after consultation withthecommunity.

Participation for material incentives
Peopl e provide resources, such aslabour or accessto resources, in return for material incentives. Peopleare not directly
involved in project management.

Functional participation
Peopleform groupsto meet pre-determined obj ectivesrel ated to the project; thusthey areinvolved after the early stages of
planning or setting project objectives.

I nteractive participation
Community members participatein joint planning and analysesthat | ead to action plans.

Self-mobilisation
Peopl e takeinitiativesindependent of external peopleor institutionsto change existing systems.

Modified from Pretty (1995: 173).

2.3  Project management and economic issues

Many different formsof project management involving communities can be found in the Pacific, depending on
whether the project is driven from the top or amore flexible, “process’ approach is used. Table 1 compares the “blue-
print” approach to project devel opment and management with the* process” approach. The*blue-print” approach, withits
roots in engineering and construction, is based on experts |eading the design and control activities, with l[imited or no
community involvement. Ontheother hand, the* process” approach recognisesthe presence of “wicked problems’ These
arelimited information and baseline data, and uncertainty about the outcomes of interventions. Under these circumstances,
actively involving community stakeholdersin project design, implementation and monitoring ensures that the project
remai nsresponsiveto changing circumstances asthey affect project participants (Bond and Hulme 1999). In this process
approach, learning from experienceisan integral component, asisflexibility in scope, scale and methods.




Tablel. Comparison of the “blue-print” and “process” approach to project development
Defining Key characteristics: Key characteristics: Relevant environmental
features* blue-print approach Process approach management consider ations

Aim Design project with clear and | Flexible and adaptive project | Root causes of problemsare
reasonably fixed objectives; | designwithkey objectives sometimes difficult to identify in
quantify inputsand outputs. | defined. advance.

Neads Good baseline data; Understanding of community | Env. baselinedataisoften scarce;
understanding of system; needs and aspirations; complex systemsare difficult to
responsivenessto project network of people ableto predict; env. expertise at local level
activities. monitor and assess project isoften poor, thusmonitoring based

stagesfrequently; aswell as | locally can bedifficult; solutions

good baseline data. too aredifficult to identify because
of the presence of “wicked
problems”.

Approach Structured; rigid; centralised. | Exploratory, learning from Therearehighlevelsof uncertainty
experience, flexible, and unpredictability in economic,
decentralised, with experts social and ecological systems.
playing key but facilitating
role; donein stages.

Time frame Fixed; short to medium term. | Flexible; medium to long Env. degradation problemscan be
term. pressing; rel evant systems cantake

timeto respond.

Project stages | Definedin early planning Phased approach, withlater | Systemisunpredictable.
phase. stages planned after outcomes

of initial interventions.

Human Project dependent; expertise | Extensive, asrequiresmulti- | Multi-disciplinary approachis

r esour ces based. disciplinary expertise and required; input isintegrated at
staff to facilitate ongoing different ecological, organisational/
project planning and political levels, and from diverse
assessment; high use of sectors.
locals.

L ocal Low tomoderate (asmost of | Highly participatory (as Local and traditional knowledge, as

community project determined in early involvesongoing input from | well asexpert knowledge needed.

involvement stages). Local ownership potential beneficiariesinto
often limited. project design, monitoring
and evaluation). High local
ownership.
Examples Engineering projectssuchas: | Agricultural technology N/A

building bridges and roads;
projectsresponding towell-
defined community/national
concerns.

transfer; social forestry; local
resource management.

* Key characteristics descried in thistable are after ODC (1992).
Adapted from Keen (1996).

In the Pacific, there are many examples of projects designed using one of these approaches, and many cases
where some variations of the two approaches have been used, together with variationsin participatory models used to
involvethelocal communities. Eveninthe SPBCP projects, different countrieshave used different approaches. Although
al theprojectsare community based, intheir actual devel opment and implementation, some hybrids of thetwo approaches
can beseen. Most projectslienearer onemodel or theother. Inthe case of the Ngaremeduu CA project, theapproach taken

iscloser to the process approach, with interactive community participation (Box 4).




Box4. A processapproach toproject planningin Palau

The SPBCP assisted the Ngaremeduu Conservation AreaProject in Pal au to establish aconservation areaand eco-tourism
enterpriseto protect theterrestrial and marine environments of Ngaremeduu Bay. Theareaisa patchwork of government
and privately owned lands; it containsthree hamlets, and crossesthe boundaries of three states (Ngareml engui, Ngatpang
and Aimeliik). In order to lay a strong foundation for the proposed project, facilitators sought the early involvement of
these stakeholders in project planning using a process approach. Specific project activities, such as the eco-tourism
venture and management plansfor the CA, were devel oped as an outcome of these early consultative processes.

Theinitial project proposal, therefore, did not specify enterprise and resource management strategies, but i nstead focused
on the use of participatory planning methods and the devel opment of appropriate structures and institutionsto devel op
detailed project activities. These early consultationsaimed to build ashared understanding of the status of natural resources,
the needsand prioritiesof local communities, and discusstherol e of traditional resource management institutionsin the
conservation area. Asin other SPBCP projects, a Conservation Area Coordinating Committee (CACC) was established
involving traditional leaders.

A recent assessment viewed consultation and participation asamajor strength of the project. However, it also found that
community support for the conservation area was not secure. Some landowners perceived the CA as athreat to their
“personal development plans” because they understood (rightly or wrongly) that once declared as aconservation area,
other development activitieswoul d be prevented. Animportant issuefor facilitators adopting such aprocessapproachis
that involving traditional leadersin project decision-making, whileimportant, will not necessarily mean that they will give
broad-scal e support, unlesstheir individual needs, and aspirationsin thewider community are attended to.

Sour ce: Bureau of Natural Resources Devel opment (1996); Ngaremeduu CAP 2000.

Ontheother hand, the approach used in the Sa’ anapu—Sataoa CA project seemsto be closer to the* blueprint”
approach. The AusAlD-funded Samoan fisheries project started off asatop-down (blueprint) extension project but at the
project implementation stage, the project was revised using the process approach, with an emphasis on interactive
participation and self-mobilisation of local communities and their members (Box 5).

Regardlessof the processusedtoidentify, devel op and design aproject, theimportance of economic considerations
cannot be overemphasised. It will beapparent from Table 1 that the process approach allowsfor thediversity of economic
issues relevant to community-based devel opment to be more fully explored and it is more compatible with participatory
and community-based approachesto development. CAD projectsrarely correspond to the type of projectsthat suit the
blue-print approach (see examplesin Table 1), nor do essential community-based economic issues, discussed below (in
Chapter 3and 4 and earlier), easily respond to the blue-print approach. Theissue of project management and theintegration
of economicissuesinto the project management cyclewill be elaborated onin Chapter 5 after we have discussed the type
of economicissuesthat arerelevant to CAD projects.




Box5. Accommodating changethrough aphased process: the Samoan fisheriesproject

The Samoan fisheriesproject, an AusAlD-funded project, wasdesigned to beimplemented in two phases. Monitoring and
several reviews|ater led to ashiftinthe project process.

The development of phase 1 appearsto be an example of an externally driven, “ blue-print” project, with thelong-term goal
of “an improved standard of living for Samoan fishers and their families, and increased supplies of |ocal seafood”. This
goal was modified in the Project | mplementation Document to include amore immediate medium-term goal —“to prevent
afurther decline in the nearshore fisheries resources, because of evidence of over-exploitation, the use of destructive
fishing methodsand environmental disturbances’. Realising that many of the conservation strategiesrequired to address
these symptoms could not be sustained without active community acceptance, the original design of the project was
modified to include amore community-focused extension plan and the devel opment of alternative sources of seafood.

Thecommunity extension processinvolved contacting villagesto assesstheir level of commitment to the process; holding
village meetingsto identify problems and propose solutions; preparing afisheries management plan with undertakings
necessary to solve problems; and presenting the planto villageleaders soit could berejected or accepted. At several stages
of the project, mechanisms were put in place to revise the project details and provide solutions to identified problems.
Such a process resulted in the devel opment of Village Fisheries Management Plans and the declaration of community-
owned fish reserves.

Althoughtheprojectisgenerally viewed asasuccess, some concernshavebeenidentified. Surprisingly, partly because of
theoverall successof theinitial activities, communitiesin other partsof the country have shownincreased interest. Asa
result the Fisheries Department staff have found themsel ves overworked and limited by alack of suitably qualified staff,
office accommodation and equi pment. To addressthese difficulties, phase 2 attempts specifically to increase the capacity
of the extensi on section to support the community by providing technical advice and assistance.

Theoverall successof the Samoan fisheriesproject wasitsflexible approach to design that accommodated new information.
Moreover, although the community-based approach wasinitially time-consuming, results so far suggest that the outcomes
arelikely to be sustainable because the communities have adirect interest in, and ownership of, the process and project.

Sources: International Devel opment Support Services (1998); AusAID (1998).

24  Summary

This chapter has briefly explored the nature of CAD projects and has highlighted key issues for good project
management. Aswill be seen in the chapter to follow, these same issues are relevant to the definition and integration of
economicissuesinto community-based CAD projectsasthey significantly affect individual motivation, resourceallocation
decisionsand project sustainability.

CAD projectsneed to:

Identify all relevant stakehol dersinthe community who arelikely to be affected by the proposed project.
I dentify community and stakehol der needsand aspirationsat an early stage of project development.
Takeinto account theinfluence of different contextsincludingthat of local communities, local institutional
rulesand regulations, existinginfrastructure, government policies, social normsand culture, natural and
financial resourcesand human capacity.

Recogni setheinterrel ationshi ps between devel opment (economic) and conservation (environmental) goa's
and treat these asinextricably linked, thusjointly planning for both.

Consider the role and nature of community participation in project development and management,
particularly inrelation to drawing out economi ¢ issuesin the community and ensuring project sustai nability.
Assess proj ect management approaches, as some are better suited to community-based projectsand can
more easily address community-based economicissues (for examplethe process approach).

3 Key economic issues of relevance to projects

Economics is essentially about allocating scarce resources between competing usesin a way that maximises
social well-being. Economic concepts can be used to help explain, analyse and understand how peopl e reach decisions
about allocating scarce resourcesto achievetheir desired goal. Inthe context of thisreport, economicsprovidesinsights
into the economic factorsthat influenceindividual and community decisionsthat in turn affect CAD projects. Thereisa
common set of economic issues, concepts and analytical frameworksthat can be used to make appropriate decisions at
various stagesinaCAD project planning cycle. Theissuescovered below relateto the early to |late stages of the project




cycle. They arenot organised in any order of importance because priority ranking will change, depending on the project,
the country and thelocal socio-economic context.

3.1 Clarifying needs and aspirations

There are likely to be many different stakeholders in a community who may have an interest in the proposed
activity, or who may be affected by the project. Knowing who these people are and their needsand aspirationswill helpto
clarify what drivestheir decisionsand actions. It will also hel p definewhat economistscall the‘ objectivefunction’ of an
activity for anindividual and for the project. Thisreferstothegoal of theactivity, for examplewhether it aimsto generate
income or preserve the resources for future generations or both. This goal will determine which project activities are
appropriate, desirableand feasible. For example, if proponentsof aconservation areaask resource ownersto stop harvesting
resourcesin that area, they are not likely to gain much support when the community perceives that thiswould prevent
peoplefrom using theareafor other activitiesthey wishto carry out. Thefollowing quotefrom Palauisagoodillustration
of this.

“Whilesupport and commitment to the objectives of the NCAis[sic] strong ...many peopleare concerned and
feel threatened that the Project will deprive many of a range of preferred devel opment options.”

[The] “ .. .perceivedlossof other cash-based devel opment opportunitiesthat areinconsistent with the conservation
objectives of the[ Ngaremeduu Conser vation Area Project] istheonly area of contention that may undermine
community support for the project” (Ngaremeduu CAP 2000: 9).

In some cases, community stakeholders may desire atotally different approach to resource use than the one
proposed, in order to meet their needs and aspirations, aswas evident in Solomon Islands (see Box 6).

Box 6. Initial ideafor aproject based on thelivereef fishtrade (LRFT) in the Solomon Idands

The Department of Fisheriesand The Nature Conservancy identified the need for the management of thefishery based on
thelivereef fishtrade (LRFT) in Solomon Islands. Thisoccurred after the government had allowed foreign fishing vessels
to operatein the coastal waters, targeting fish spawning aggregations (ACIAR 1999). The Nature Conservancy expressed
concerns about the potentially unsustai nabl e fishing practicesthat target |ong-lived fish species such asgroupersfor live
reef fish marketsin Hong Kong and other Asian markets. The original notion behind the project was to stop fishing of
spawning aggregations. However this objective changed to sustainabl e harvest and management after local communities
were consulted and their prioritiesfor sustainableincome generation were taken into account.

It should not be assumed that community membersare fully aware of the range of alternative optionsfor income
generation when they “agree” that eco-tourism, or other income-generating options, are the most appropriate. Thereis
often atendency in the Pacific (and elsewhere in developing countries) to declare an area as a conservation area and
assume that eco-tourism, an activity generally regarded as being compatible with the conservation objective, will be
sufficient to meet community members’ income needs. Whilein some countries eco-tourism could be aviable option, in
most remoteislandsit may not be afeasible objective, particularly wherethe current number of touristsinto the country is
small, the area lacks appropriate infrastructure and the tourists that do come are predominately business people, who
generally do not havemuchtime (seefor example Funafuti CAP 2000). In such circumstances, the expectationsof community
membersare not likely to be met and conservation efforts can be undermined and threatened, as noted in the Sa’ anapu—
Satapa CAP 2000: 12.

Thebest solutionisto jointly assesswith community members several different income generation optionsgiven
their needs and aspirations, and the resources avail abl e to them, befor e they become committed to any one activity. This
procedure, called “community-based comparative analysis’ clearly has not occurred on anumber of occasions, before
small-scal e eco-tourism operations have begun as part of conservation projectsinremoteareas. “ To datethere have been
no pre-feasibility studieson alternative | GA [income generating activities] performed withinthe CA [conservation area].
There has however been adiversity of potential activities suggested by SPBCP including, Pandanusfruit juice, black
pearl harvesting, beche-de-mer, coral farming and coconut oil.” (North Tarawa CAP 2001: 8)

If the community membersdecidethat small returns on effort are acceptable for eco-tourism or another venture,
having been provided with ascompl eteinformation as possibl e, then thiscan be considered arational decision. However,
theissue of thelong-term sustainability of the project will still need to be addressed.
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Proposition 1: I dentify relevant communitiesand their needsand aspirations

At the outset of any devel opment and/or conservation project, identify all relevant community stakehol derswho
may beinterestedin, or affected by, the proposed project. Clarify their needs and aspirations, specify project objectives,
and identify a desirable and feasibl e set of project/activity ideas. Assess these project ideas fromthe per spective of the
project asawhole, aswell asfromthe point of view of the stakehol ders.

3.2 Rational behaviour

One of themost important aspects of economicsisthe concept of rational behaviour. It isassumed that individuals
make their choices rationally to achieve aparticular goal by carefully and explicitly, or implicitly, considering the costs
and benefits of doing so. The costs could be out-of-pocket monetary expenses, or the opportunity costsof one’ stimeor
labour, i.e. thebenefitsthat arelost by engaging in another activity ascompared with the expected benefitsthat could be
derived fromthecurrent activity. Costscould also beintangible. Similarly the benefits could be monetary or non-monetary.
Although, in conventional economic theory, rational behaviour isdiscussed in terms of monetary benefits and costs of
acquiring only consumer goods, the same concept can be extended to explain choi ces made by subsistence Pacificislanders
with regard to their contributionsto community well-being and income generation. For community-based CAD projects,
this“ extended” approach to considering costs and benefits of the project should be used with the community.

Inthevillage setting, economically rational behaviour can lead to communally owned fishing boats being used
for social obligations such asferrying peopleto ceremonies, school and medical services, rather than going fishing. Why?
Because the medium-term gains of maintaining social and cultural ties and obligations are judged to be of more benefit
than the cash return of fishing. Thisbehaviour may not pay theinterest on the boat |oan taken out by acommunity, but it
doesensuretheongoingintegrity of social and cultural ‘ safety nets' and maintainscultural capital, something very important
in subsistence cultures (see Veitayaki 2000 and Box 7).

Box 7. Why rural development fails. lessonsfrom theFiji | dandsboat-building proj ect

Failurein the Pacific to realise the promise of rural development isoften related to afailureto appreciate different socio-
cultural and institutional contexts. In particular, an Asian Development Bank (ADB) study (Schoeffel 1996: xi) noted that
thelimited success of rural development projectsin theregionisattributed to:
lack of attention to smallholder behaviour and motivation;

lack of adequate, detail ed sociol ogical datafor project design;

insufficient attention given to cultural and land tenure problems;

insufficient attention given to technol ogical change;

lack of socio-cultural advice during theimplementation phase;

insufficient understanding of the social impacts of the projects; and

the need for more local participation in project identification.

The economic implications of failures such asthose listed above were evident in the detail ed case studies presented in
Veitayaki’ sthesis. The Fiji | slands boat-building project aimed to boost fisheries production and improve thelocal fishing
capacity over the 1981-1990 development period by providing subsidised fishing boats and training to communities.
From thisproject, thefollowing lessonsrel evant to economic analyses at the project level werelearnt:
Community members’ needs and the factors that motivate them must be clearly understood at the project design
phase.
Geographic variationsin coststo extend the project to different areas shoul d be careful ly considered when assessing
alternative community devel opment schemes.
Social capital and effortsto build human capacity should be considered early inthe project devel opment and reviewed
regularly, i.e. theahility of peopletowork together and understand basi c business management concepts. Intheboat-
building case, moretraining in accounting and good busi ness management was needed.
Careful, community-based assessments of the appropriate scale of economic activities should be carried out—
community-owned ventures proved stressful and more proneto failure than family ventures.
Investment in social capital should be based on agood understanding of existing social capital; in thiscasetherewas
afailureto take advantage of pre-existing social capital (e.g. some of thosetrained wereinappropriatefor thejob and
lacked relevant experience and/or motivation, whereas experienced Indo-Fijian fishers were excluded from the
programme and thetraining).
The impacts of social obligations on income generating activities should be given greater consideration in socio-
economicfeasibility studies. Inthiscase* Fijians eroded the commercial profitability of their venturesby subordinating
commercial considerationsto those of traditional obligations”.
Risk assessments need to be carried out early in the design phase and regularly reviewed, e.g. market stability, return
oninvestment, community commitment, traditional obligations, and so on.

Source: Veitayaki (2000).




Similarly, in Solomon Islands, villagers rationally continued to fish spawning aggregations, even though they
knew that thelong-term effects of doing so could jeopardise the sustainability of the resource. Despite the Government
ban, each villager continued to fish for thelivereef fishtrade aslong ashis private benefitswere greater than the costs of
fishing. Sincetheindividual costsof not fishing the spawning aggregationswerevery high, andrealistically villagershad
few other choicesin terms of income-generating activities, they continued fishing (Donnelly et al. 2000). The villagers
were making arational choiceto continue fishing knowing thelong-term effect could be significant.

The concept of rational economic behaviour can also help explain why communally based canoe tours of the
mangroves in Samoa could not be sustained (Sa’ anapu—Sataoca CAP 2000: 12). Each individual appeared to decide that
the return on their individual labour, compared to the costs, was not sufficient to warrant their continued involvement,
particularly when benefits were shared among community memberswithout referenceto relative inputs/efforts. Despite
initial enthusiasm of the communities of Sa’ anapu and Sataoa, the activity declined when expectationswere not fulfilled
(Sa anapu—Sataoa CAP 2000).

The above discussion on rational behaviour emphasises that, when careful consideration of what motivates
individual behavioursistaken into account, that isincentive structures and community obligations, better predictions of
economically rational e choices can be made. Projects

Proposition 2: Rational behaviour

| dentify what motivatesindividual sand communities befor e devel opi ng and i mpl ementing community-based
projects.

Cultural capital

Inadditiontofinancial or market-based incentives, individuals may also beinfluenced by other factors, such as
social obligationsand values, which form the basis of cultural capital.

Cultural capital, which hasbeen defined in many ways, isan asset comprised of [sic]“aset of attitudes, practices
and beliefsthat are fundamental to the functioning of aparticular society’ svaluesand customs...” (Throsby 1999: 202).

Cultureinthissenseisexpressedinasociety’ svaluesand customs, environmental philosophy and ethics, beliefs
and concepts of the world and the universe, or cosmol ogy (Skolimoski 1981, quoted in Throsby 1995). Examples of this
can befound embodied intraditional val ues associated with notions of, for example, vanua (Fiji I1slands), fenua (Tuvalu)
and enua (Cook Islands). Vanua, in Fiji Islands, for example, defines, amongst other things, the duty of care that people
havetowardseach other, the future generations and the environment (Tuvuki 1995). Similar traditional notionsof culture
can be found in most of the traditional Pacific societies. Many of these cultural beliefs significantly affect resource
allocations and can be inval uable when devel oping socially appropriate mechanisms to strengthen property rights or
management structuresto ensure the transparent and efficient management of projects.

In most Pacificisland nationswheretraditional systemsarestrong, individualsspend apart of their work timeon
activities (or thegeneration of “ cultural goods”) that contribute to the maintenance of cultural capital. Individualscan be
engaged in activitiesthat generate income as well as*“ cultural goods” (see Annex Il). By dividing their time and labour
between the two, the level of income generated will be lessthan when the primary goal isto maximise profits (seeLal &
Young 2001). Thisis clearly evident in the Pacific. Where an individual’s well-being depends not only on consuming
economic goods but also producing (and “consuming”) cultural goods, ignoring either need will result in unsuccessful
projects. The Fiji Islands boat-building project is one such activity, where due consideration was not paid to meeting
social obligations and maintaining the social fabric of traditional lifestyle (i.e. cultural capital maintenance), causing
many of the individual activitiesto fail (Veitayaki 2000 and Box 7, above).

Oneof the strongest expressions of theimportance of cultural capital inthe Pacificisthe concept of the* Pacific
Way”, whichwaspopul arisedinthe 1970sas an approach to devel opment that focused on “ the needs of therural majorities
and on the value of self-reliance founded on local culture” (Burt & Clerk 1997:7). In 1992, the Pacific Island Developing
Countries’ report to the United Nations Conference on Environment and Devel opment wasentitled “ The Pacific Way” . It
highlighted the Pacific tradition of co-operation and the consensus approach to problem resolution, in addition to the
importance of maintaining traditional knowledge and customary land tenure (SPREP 1992).

When planning conservation activitiesand | GA s, due consideration should be given to the contribution of the
project to cultural capital, the effects (costsand benefits) that the commitment of community membersto maintenance of
cultural capital will have on project activities, and the effect of meeting financial obligations on social harmony.
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Proposition 3: Cultural capital

When desi gning community-based proj ects, adequately consider the need for the member s of the communities
to spend time on activities or goodsthat contribute towards maintaining cultural capital, aswell ason activitiesthat
would help provide material or economic goods.

3.3. Social and other capitals

In the development of community-based projects, the availability of many other types of capital needs to be
considered. Accessto financial capital isone of thecritical constraints, asis human skills. These, together with cultural
capital, are summarised in Table 2 below and their implications for project management elaborated in Chapter 5.

Table2. Types of capital relevantto community-based projects

Typeof capital Definition and comments

Financial capital Thefinancial resourcesavailableto people (whether savings, suppliesof credit, or regular
remittances)

Man-made/ Theman-made production equi pment, e.g. machinery, and basicinfrastructure (e.g. transport,

Physical capital energy, communications) and means that enable peopleto pursuetheir livelihoods

Cultural capital Attitudes, practicesand beliefsfundamental to thefunctioning of asociety’ svaluesand
customs

Social capital Linkages and supportive networks between local, regional and national institutionsand
stakeholders, including membership in social networks

Human capital Theskills, knowledge, good health and ability to pursuedifferent livelihood strategies

Natural capital Thenatural resource stocksand environment from which resourcesflows useful for
livelihoods arederived, and ecological integrity ismaintained

Adapted from Carney (1998) and Throsby (1999: 202).

Whiletheimportance of having funds (financial capital), equipment (human-made capital), human skills (human
capital) and natural endowments (resources) isintuitively clear when considering the viability of projects, the concept of
social capital isamorerecent consideration for devel opment projects. Putnam (1993), in hisseminal work and subsegquent
work thereafter, established the fundamental importance of institutional arrangementsand socia networksfor sustaining
development. A number of projectsillustrate theimportant role of institutional linkageswithin the Pacific context. Inthe
Samoan fisheries project, King and Faasili (1997) outlined theimportance of an extension processthat linkstheinstitutional
arrangementsof local villages(e.g. local by-laws, sizelimitson fish, MPAS) to the duties of the national FisheriesDivision
(e.g. technical advice/assistance, workshops, outer reef fishing support). Under the project, the final Village Fisheries
Management Plan wasan “ agreement between thevillageand the government inthat it li ststhe resource management and
conservation undertakings of the community, and the servicing and technical support undertakings required from the
Fisheries Divisions’ (King & Fa'asili 1997:121).

The need for such supportive arrangementswas reinforced by Doulman (1993) in hisoverview article on South
Pacific fisheries. After strongly supporting the case for decentralised, community-based fishery management, he
acknowledges the need to have strongly linked institutional arrangements between local and national bodies. This, he
argues, will ensurethe efficient functioning of local management structures by providing national support for mediating
inter-group disputes, extension inputs to communities, and setting and enforcing rulesin urban and other areas where
there have been high rates of in-migration followed by a deterioration in customary resource tenure arrangements. For
CAD projectswithlimited funding, institutional linkagesto national governments can al so providethe support needed to
seek and access external sourcesof fundsto sustain conservation activities. Local projectsshould never bedevel opedin
isolation from thelarger social and institutional environment.

By thus strengthening social capital, that isformal rules and regulations, institutions can become particularly
important, since traditional forms of social control are breaking down due to changes in economic relationships, land
tenure relationships, and/or social relationships. In instances where cultural capital (i.e. traditional attitudes, practices
and beliefs) isstill strong, strengthening social capital can reinforcetheseattributesasit provideslinkagestolegislative
and institutional frameworks at the regional and/or national level. Typical factorsrelevant to building social capital that
project managers can consider include:
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building trusting rel ationships between communities and i nstitutions such as government agencies (usually
through encouraging greater accountability among different stakeholders);
ensuring strong rel ationships between local, regional and national organisationsrelevant to the project
(“vertica relationships’);
strengthening rel ationships across sectors and cultural groups (“horizontal relationships’) to facilitate
the exchange of information and sharing of skillseven among diverse heterogeneous stakehol ders;
empowering local-level institutionsby strengthening social controls(oftenthrough linkagesto moreformal
control mechanisms if necessary, e.g. local by-laws, and by reinforcing community solidarity via
participatory decision making);
facilitating political engagement so that local and project concernsare expressed to appropriate agencies,
andthe prioritiesof key agenciesare understood; and
monitoring subjective well-being, e.g. perceptions of social cohesiveness, satisfaction with life and
devel opment pathway's, maintenance of socially important normsand behavioural patterns

Adapted fromNarayan & Cassidy (2001).

Proposition 4: Social capital

To ensure that community-based CAD projects are sustainable, social capital needs to be strengthened by
building supportivevertical and horizontal networ ksbetween local and national institutionsand different stakehol ders
to ensurethe efficient transfer of information, skillsand resour ces, and thetimely enfor cement of property rights.

3.4  Community participation and education

Human, socia and cultural capital are continually evolving and changing. Educational activitiesassociated with
CAD projectsare part of thisprocess.

Invariably, many of the CAP Transition Strategies, other community-based projects (see Miller & Sim 2001) and
even thereviewsof United Nations Integrated Conservation And Development (ICAD) projects have noted the need for
increased education of the community stakehol ders about the merits of conservation, and thewaysin which conservation
and development can be mutually supportive (McCallum & Sekhran 1997).

Education alone, however, may not increase community support, unlessit is accompanied by explicitly taking
into account what the community members need and want, what motivatesthem, and the existing skills, institutions and
belief systems. Thus, what is often required is a process of mutual learning and interactive information sharing about
conservation and devel opment issues. Thisneedsto be conducted together with assessmentsof alternativel GAsand their
costsand benefitsover time. The advantage of thisapproach isthat conservation, education and economic devel opment
are progressed together. Progressing each consecutively (e.g. conservation or economic devel opment first) often leadsto
community discontent. There may beal so not enoughtimeand fundsto adequately addressthe secondary issue, giventhe
timeframes of donor-funded programmes. This can also lead to CAD projects being planned inisolation from the social
and human context.

Proposition 5: Education, motivation and projects

Establish a processof sharing information about conservation and devel opment i ssueswhileidentifying project
optionsthat are compatiblewith the social context and the needs and aspirations of community members.

Thereareanumber of techniquesthat can be used to find out the needs and aspirations of community members.
Most commonly used at present are Participatory Rural Appraisal (PRA) techniques. A brief overview of PRA and some
relevant techniquesaregivenin Annex |. Theuseof benefit cost analysis(BCA) in sel ecting desirabl e projectsisdiscussed
below in Chapter 4.

35 Resourcetenure

Economictheory tellsusthat the presence of clearly defined property rightsinfluencestheway inwhich resources
are used and managed. Rights can rel ateto ownership or use. The manner in which theserightsare defined will determine
who receiveswhich benefitsand how the costsare borne. Four key characteristicsare associated with property rights (Box 8).




Box8. Keycharacteristicsof property rights

1. Theresource or the asset to which therights are attached is clearly defined, and the identities of the holders of the
rightsare specified.

2. Therightsareenforceableand strictly enforced.

3. Therightsareexclusive, that isall benefits and costs from using the resource accrue to theindividual holder of the
rights. Non-owners are excluded from acquiring any benefitsfrom the use of the resource.

4. Therightsaretransferable.

Source: Bromley (1989).

Individual or communal property rights

Property rights can be held by individuals or by communities, as is common in the South Pacific. Traditional
ownership of resources comeswith itsown set of rulesabout the use of the communal resources and expected sharing of
the returnsfrom such resources. The optionsfor enforcing communal property rightsin the South Pacific are many and
varied, including those outlined by Pulea (1993) and others:

Recognising communal property rightsinthe Constitutions (e.g. Marshall I slands);

formalising customary marinetitlesthrough legislation to recognisewhat has always been practised (Fiji
Islands);

recognising customary rightsin ordinancesor legislation (Tuvalu and Kiribati);

setting up local by-lawsto recognise and reinforce thelegitimacy of communal property rights (Samoa);
using provincial government Act to recognisetraditional rightsand privileges(Solomon Islands);
making verbal agreements by respected individuals (Cook Islands) (Tiraa& Wilmot 2001).

Whatever themeans used, it must be socially acceptableif support for the project isto be sustained, asthe quote
below illustrates: “ At first, the landownerswere suspicious of agovernment body approaching themto discussthisidea
[of aConservation Areafor Takitumuin Cook I slands]. For thelandowners, the concept evoked the notionthat their land
would beremoved fromthem. It wastheir belief that if they declared their land aCA it would belegislated and ownership
of theland would beforfeited. However, after further reassurance to the landowners that the concept did not entail legal
proceedings, but rather averbal agreement, and that they would still have control over their lands, thelandownersagreed.”
(Tiraa & Wilmott 2001:2)

Whileverbal agreements may have been acceptablein the Cook Islands, potential problemsmay ariseinthelong
run unless such informal agreements are supported by legally enforceable rules and regulations. For example, in Fiji
Islands, theindigenous*“ owners” of thefishing rightsdid not obtain appropriate compensation for theloss of mangroves
largely because of poorly defined marine tenure (Lal 1990).

When adevel opment project involvesresourcesfor which clear property rightsexist, theownersarenot only able
to obtain appropriate returns but are also willing to make necessary investments, as they are assured of obtaining the
benefits of doing so. Thissecurestheinvestment in, and sustainability of, IGAs. Conversely, wherethe ownershipisin
dispute, acommunity-based project isnot likely to succeed, aswasthe experiencein Samoa.

“Sa’ anapu village...created obstaclesfor initiativesin Sataoa. .. because they believe the mangroves (including
theriver branchesin Sataoa) belong to Sa’ anapu villagelandowners. Thiswill ensurethat Sataoadoesnot benefit fromthe
[Sa anapu—Sataoa] CA ...” (Sa anapu—Sataoa CAP 2000: 10).

Proposition 6: Resourcetenure

Clarify who ownstheresourcesor who hasuserightsover theresourcesandinvolveall therelevant stakehol ders
inthe project process.

Free-rider problem

Where individuals are not assured of receiving full returnsto their investment or effort, asis often the casein
community-based projects, theincentiveto invest isdiminished because of what economistscall the“free-rider problem”.

The*free-rider problem” occurswhen anindividual obtainsbenefitswithout contributing or paying acorresponding
share of the costs of obtaining those benefits.

This problem can undermine IGAs and conservation efforts of community-based projects. The free-rider
phenomenon is common where individuals are expected to contribute their time towards a community-based income
generating activity or management of aconservation areaand the benefits derived are shared equally with others, but not
the costs. With therise of consumerism, eveninthetraditional Pacific societies, individualshavelittle or noincentiveto




beinvolvedincommunity-based projects particularly when the benefits of doing so are not greater than their opportunity
costs. Consequently, ageneral lack of commitment isoften observed towards community projects. Recently, individual or
family-run venturesare replacing communal projects.

“SSCA has not progressed as was anticipated...largely it isaresult of ...[a] lack of community ownership and
responsibility for the CA” (p. 5).

“Theinitial enthusiasm of the communities of Sa’ anapu and Sataoa declined rapidly as high expectationswere
not fulfilled...” (p. 9).

“Themangrove canoetourswereinitially successful but did not survive asacommunity-based business. Visitor
infrastructure is now in the hands of families dissociated from SSCA..." (p. 12). Source: Sa anapu—Sataoa CAP (2000).

Similarly, many conservation and devel opment projects assumethat becausethe society wastraditionally guided
by communal property rights and marinetenure, communal projectsarethe most appropriatefor generatingincomeor for
managing conservation areas. Such projectswere devel oped with the belief that the resource bel ongsto thewhole community
and therefore all should benefit equally. A number of authorsfamiliar with development effortsin the South Pacific have
consistently concluded that income generating proj ects based on househol ds, not communitiesare most likely to succeed
(Schoeffel 1996; Veitayaki 2000). Ward (1995: 45) noted that having communal tenure and working in gardens, helping
with thecommunal cooking, or conducting ceremoniesat thetime of deaths, births or marriages doesnot necessarily mean
that the products of such activities are communal property. While much of the work is done on areciprocal communal
basis, such products often remain in the control of individual family units.

Community-based activities, ascompared with individually managed projects, are more susceptibleto thefree-
rider problem. They also involve higher transaction costs (i.e. the negotiation of work inputs, the division of benefits, the
joint management meetings, and more), causing i nadequate all ocation of inputs and poor management of projects.

Proposition 7: Free-rider problem

Individualswill tendto*“ freeride” onother peopl€’ seffort, when those who contribute towards an activity may
not necessarily benefit according to thelevel of their inputs.

Externalities

Where property rights for some goods and services are not defined, or where they are clearly defined for a
resource but there are no mechanismsin placefor individual s using theresourceto fully takeinto account theimpacts of
their resource use, individual stend to overuse resources, causing what economistscall “externalities’ . Externality costs
are borne by athird person. Externalities also occur when the property rights are absent or poorly defined. Thus, when
individuals dump solid wastes in mangrove areas causing pollution and killing fish, an externality cost is inflicted on
those relying on mangrovesfor their fish, the costs of which are not bornein full by the polluter.

Externalities occur when actionsof anindividual resultin coststhat affect othersand which the person generating
them does not pay for. Such externality costs may result in excessive pollution and degradation of public resources.

Proposition 8: Externalities

To minimise externality effects, property rights need to be clearly defined where possible and/or supportive
institutional arrangements established to encourage user sto adequately takeinto account all the externality costs(i.e.
internalise externality costs).

Tragedy of the Commons

Inthe absence of clear use and management rulesand regulations, natural environmental resourcesare also open
towhat economistscall the* Tragedy of the Commons'.

Theexpression*“ Tragedy of the Commons’ refersto the situation whereresources, for which no onehasexclusive
property or userights, are over-exploited because no one hastheincentiveto reducetheir own activity for fear that others
may benefit from thisaction (“1f | don’'t takeit, someone else will”).

Originally identified by Hardin (1968), degradation of many common property resources has been attributed to
this phenomenon, largely because of the institutional failure to control access to resources. Even where resources are
communally owned, over-expl oitation can still occur inthe absence of clear rulesand regulationsthat constrainindividual s
behaviour and that provide appropriate incentivesto sustain the resources (Berkes & Folke 1998:7). Thisisparticularly
the case when pressures on resource use come from sources external to the community, or where migrationinto an areahas
weakened the respect for, and application of, communal property rights. Examples of over-fishing and over-exploitation
of coastal resourcesthroughout the Pacific aremany, and can be attributed to such lack of institutional arrangements.
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Proposition 9: Tragedy of the Commons

“ Tragedy of the Commons” can be avoided even inthe presence of communal property rights by ensuring the
rules of access and use of resourcesare clearly identified and enfor ced.

3.6 Economic instruments

Throughout the world, there is now general recognition that the traditional command and control approach to
resource and environmental management, i.e. licensing, prohibiting use of natural resourcesor putting restrictionsonthe
useof certaintypesof inputs, has been ineffective. Thecommand and control strategiesrequireregular monitoring onthe
part of the government, whichisoften costly. Moreover, they are highly ineffective because most governmentsare often
constrained by limited resources. Thusenforcement is often weak, resulting in continued degradation of the environment
(see Panayatou 1998). Consequently, greater use of incentive-based (more generally known as* economic” or “ market—
based”) instruments, such asuser charges, performancebonds, and property rights, hasal so been advocated. Since most of
the Pacific islands have communal property rights systemsin place, much of theinterest has been in the use of financial
Instruments.

Economicinstrumentsareused to appeal tothemonetary intereststhat motivateindividuals. The study of economics
tellsusthat, for example, free-rider problemsand the“ Tragedy of the Commons” can beminimisedif individualsget afair
returnfor their effort, e.g. awage or feeispaid to those who put in the effort. Excessive pollution or resource degradation
can beminimised, inthe absence of clear property rights, if individual susing theseresources are madeto pay for their use
(e.g. refundabl e deposits on containersthat arecommonly littered, or feesfor diving). Efficiency in resource use, too, can
be encouraged and overuse of any resources minimised by ensuring all inputs are paid for (elaborated below). Where
inputsare sourced through markets, market costs may reflect the true economic costs. However, where non-market i nputs,
such asenvironmental resources, are used, economic instruments, such astaxes, royalty feesand performance bondscan
a so encourage peopleto usethem efficiently and minimisetheir abuse (see Figure 2.)




Figure 2.

PROPERTY RIGHTS

Ownershiprights
Land title
Fishingrights

Userights

- Licensing
Concession
Traditional ususfructus
rights (TURF)
Development rights

Economic instruments for environmental conservation and sustainable development

FINANCIAL
INSTRUMENTS

MARKET CREATION

Tradeablefish quotas
Tradeableresource shares
Tradeablelandrights
Tradeable carbon credits

Pollution taxes
Input taxes
Subsidies

Export and import
tariffs

Land usetaxes
Royalty fees

CHARGE SYSTEMS

Pollution charges

User charges

Accessfees, licencefees
Administrativecharges
Management cost recovery

FINANCIAL
INSTRUMENT
PROGRAMMES

Softloans
Eco-funds

Resource rent charges

BONDS AND DEPOSIT
REFUND SYSTEM

Environmental performance
bonds (mining, forest
rehabilitation, land
reclamation)

Deposit refund system
Deposit refund shares

Trust funds
Greenfunds

Adapted frorm UNDP (n.d.;118).

LIABILITY SYSTEMS

Legd liability
Enforcementincentives
Enforcement penalties

10




In most countriesthroughout theworld, such user chargeslevied have not been high enough to encourage efficiency
in use. However, they have been instrumental in reducing environmental degradation caused by air or water pollution.
International experiencesin devel oped and devel oping countries suggest that peoplerespond better to financial incentives
than when governments are prescriptive about what can or cannot be done. Not only that, the use of economicinstruments
also helps raise funds for better environmental management, particularly if the charges are hypothecated (Panayotou
1998). In the Pacific islands, too, many of these economic instruments have been used to some extent (see Keen 1997,
Keen et al. 1997) and their use can be further encouraged.

In additionto the use of economicinstruments, other formsof incentive based instrumentshave al so beenrecently
used, including moral suasion, where commercial firmsare“shamed” into changing their practices and improving their
environmental performancethrough the public provision of information. For such asystemto operate, itisvital that the
government or some other independent body provides an appropriate environmental score card for each firm, and then
encouragesconsumersand civil society to put pressure on the compani esto change. For example, such asystem hasbeen
used in Indonesiaand el sewherein devel oping countries (see World Bank 2000).

Proposition 10: Economic and other instruments

When desi gning management strategies, consider using a combination of command and control instruments,
mar ket or incentive based instruments and moral suasion asappropriate.

3.7  Fairreturnstoinputs

Economicstellsusthat thefree-rider problem can be minimised and resources used efficiently if individual sget
afair return for their effort. For a community-owned resource, a rent for the use of natural resources may accrue to
community members. Resourcerentisequal to grossrevenueminusall costs, including the cost of management. Economists
consider theresourcerent asthereturn to the resource, and it is often extracted by the government asaroyalty tax asa
percentage of grossreturns. However, for appropriate resource rentsto be extracted by resource owners, clear property
rights are anecessary condition, aswaslearned in Fiji Islands (Lal 1990).

Proposition 11: Fair returnsto all inputs

Ensure that each input, including the community-owned resource and labour, is paid fair returns. Thiswill
ensurethat all costs are adequately taken into account, and that exter nality costs are inter nalised and the economic
value of community-owned resour cesaccruesto the resour ce owners.

Relevant community members can determine the nature of payments; however consideration must be given to
matching monetary costswith monetary paymentsand individual effort. Three principles can be used to guidethis (Y oung
1992) and are described bel ow.

1. The"user-paysprinciple” suggeststhat whoever usestheinput, whether acommunal enterpriseor anindividual,
must pay for it. Inputs might include anindividual’ sor ahousehold’ seffort, or acommon resource. Whereinputs
are appropriately paid for, for example aswagesfor anindividual’ stime, or aresourcerent paid in theform of a
licence, they will be efficiently used.

2. The"beneficiary-paysprinciple’, ontheother hand, suggeststhat anyonewho benefitsfrom an activity pay for
it. Thus, if the Government provides an input, such as the marketing of fisheries products for the communal
project, then that service ought to be paid for.

3. Under the “impacter-pays principle” or “polluter-pays principle”, those causing pollution of, for example, the
coastal areasor thewaterways, will pay for theimpact. By bearing the externality costs, individualswill havethe
incentive to minimise damageto the environment. Keen and Hunt (1997) give many exampl es of the application
of these principles, however, in most cases throughout the world the charges|evied are too small to act asan
adequate incentiveto reducethelevel of activitiesthat cause externalities. Licence fees charged for fishing or
land devel opment too are small in relation to the resource rents generated.

Proposition 12; “ User-paysPrinciple’, “ Beneficiary-paysPrinciple’ and* | mpacter-paysPrinciple”

Wher e private property rightsdo not exist and marketsfor environmental goods and servicesare missing, use
the“ User-paysPrinciple”’ , “ Beneficiary-paysPrinciple” and/or “ Polluter-paysPrinciple” tolevy chargeson project
proponentsor resource usersfor all inputs, including the use of communally owned or public resources.

Apart from resourcetenure, there are many other formal and informal institutionsthat affect the waysinwhich
different community members are ableto access, use and derive well-being from environmental resources and services,
and that can also affect ecological change (Leach et al. 1999). Included in these are various government policies and
programmes, and i nstruments such as taxes and subsidies, import and export tariffs and other trade barriers. All these
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factors would need to be considered when assessing the existing incentives that may directly affect the viability of a
community-based project.

3.8 Timepreferences

Apart from considering how cultural valuesand preferences affect resourceusedecisions, it isalsoimportant to
consider the notion of time preferences. Often when new project ideasareintroduced i nthe Pacific, community expectations
areraised, and they expect high financial returnswithinashort period. While some projects could have short-term planning
horizons, such as the harvest or mariculture of coral for aquarium markets, others, such as the culture of giant clam for
meat markets, would not provide significant returnsfor at least six years (Tacconi & Tisdell 1992: 238). Rural villagersin
the Pacific, who are short of financial capital, often strongly prefer immediate rather than long-term returns. Thissuggests
that projects with short planning horizons are more likely to sustain individual interest than projects that may produce
high pay-offs over along period of time. In order to ensure the long-term viability of a project, however, it may be
necessary toinvest inactivitieswith both short and long planning horizons. To achievethis, theideaof phasinginvestments
must be carefully considered. Generally, in areasthat are poor in resources, activitieswith short-time horizons should be
investedinfirst.

When ng therelative merit of projects, economicscan help explicitly takeinto account individual preferences
concerning returnsover time. Thisisdoneby using time preferencesor discount rates (e.g. interest rates) when assessing
the present value of afuture stream of benefitsand costs. Therate of time preferencetellsuswhat adollar earned today is
worthto apersoninayear’ stime. Or alternatively, how much the person will expect to give back today if shewaslent a
dollar ayear ago. Imaginethisas putting your money in the bank. How much interest would you have earned inayear’s
time? Economissts use the same principl e to determine the present value of future earnings and costs. The social rate of
time preference can bederived fromtheindividual rate of time preference after adjustmentsaremadefor risk, inflationand
taxes (see Sinden & Thampapillai 1995: 113-139). Then the basis of comparison becomes net present value, using the
social rate of time preference or real discount rate.

In devel oping countries, with people starved of financial capital, asociety islikely to expressahigh rate of time
preferencefor accessto cash today, and thusislikely to votefor aproject that promisesincome in the short term over a
conservation project that may give lower annual income but over alonger period of time. The choice of discount rateis
thus very important, asthe lower the discount rate, the higher the weighting given to future earnings and costs. In the
situation where the society wants to conserve resources for future generations, its discount rate will be small. In some
cases peoplehaveargued for even zerorates, particularly when the decisionsareirreversible or when the expected costs of
an activity, such asanuclear power plant, arelikely to bevery highin thedistant future. Alternatively, ahigher discount
ratewill beused when anindividual values consumption today.

Preferred rates of time preference could be identified during the early stages of aproject cycle and used in the
benefit cost analysisof project proposalsbeforeaproject isselected and implemented. Even when an economic analysis
using discount ratesis not being undertaken, community time preferences still need to be explored to gain an understanding
of acceptablereturnsover time (monetary or otherwise). Thiscan beincorporated into the PRA, and doneinvery simple
terms using time lines and resource mapping techniques to reveal the return on effort which people expect over given
periods of time

Proposition 13: Rate of time preference

Consult with community membersin order to identify how muchindividualsarewilling to discount their future
earnings(i.e. theindividual rate of time preference) and determinethe social rate of time preference beforeidentifying
possibleincome gener ating activities and devel oping detailed project design.

3.9. Summary

Based on the discussion in this chapter it is evident that before devel oping a community-based project it is
critical to:

identify relevant community stakeholderswho may beinterested in or affected by the proposed activity;
involveall therelevant stakeholdersin the project process;

clarify who ownstheresourcesor who hasuserightsover theresources,

identify what motivatesindividualsand communities;

identify the needs and aspirationsof all therelevant sections of thecommunities;

identify desirableand feasible project/activity ideas;

identify individual and community rates of time preference;

increase community awareness about conservation and development issues and discuss alternative
conservation and devel opment project options before choosing aproject; and

clearly specify project objectives.
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4 Project evaluation and economic valuations

Traditionally, many economists and government analysts have advocated economic benefit cost analysisasa
decision-making tool to make choices, including:

to accept or reject asingle activity, project, programme or policy;
to choose one of many different project options;
to help choose an appropriate scal e and timing of a project, programme or policy; and
to prioritiseactivitiesand projectsfor funding or all ocating scarce government resources.
Such decisionsarebased on val ue estimatesof inputsand outputs, which have avery specific meaningin economics,
as explained in Box 9.

Box9. Economicvalues

When economists talk about value, they usually refer to the market value, or price, of an additional unit of agood. The
economic price of agood isits opportunity cost, i.e. the value that would have been derived in the next best use. For
example, thevalue of anindividual’ stimeinacommunity-based proj ect woul d bethe wage the person coul d have obtained
while employed el sewhere, or the economic val ue of products, net of costs, which would have been produced el sewhere.

Economic analysisishased on marginal values, i.e. achangein benefits, net of costs, asaresult of that project or activity.
The economic value of mangroveswill therefore include all market and non-market values of all the goods and services
supported by the system and of direct or indirect ‘use’ valuesto humans, net of all costs, including the key ones noted
below (see Annex I11). Society’ seconomic valueisthe sum of each individual value net of costs.

Notethat thisisvery different from the use of thetermin daily language, where one talks about spiritual values; cultural
values, or grossval ues of something you bought. Economic valuesdo not capture the val ue of ecological processes, which
maintain the ecological integrity of an ecological system, nor doesit includeany cultural valuethat asociety may placeon
thesite. The economic value thus captures alimited component of what peoplecall the set of values.

4.1  Benefit cost analysis

Thebasic assumptionin benefit cost analysis (BCA) isthat, if the benefitsare greater than the costs, the society
asawhole hasanet gain. When benefitsand costsare spread over time, project choiceismade on the basis of net present
value comparison. Thenet present valueiscal culated asfollows:

o]

Benefits- Costs),
Net present value (NPV) = q ( "
t @+r)

wherer = rate of time preference or social discount rate; and t = time.

To illustrate the use of BCA, we can use the example of the Palau Government’ s financial analysis of an eco-
tourism project in comparison to agolf course (see Table 3). The eco-tourism activity was chosen becausethe perceived
total benefits of the project are greater than its costs, and its expected net benefits were estimated to be greater than the
expected net returnsfrom the devel opment of the sitefor golf.

Table3. Palau eco-tourism project versus golf project of the Ngaremeduu CAP site:
financial benefit cost analysis

a. Eco-tourism
Grossrevenue $584,000
Costs: Interestonloan $ 30,000 *Note: Thistableisusedtoillustrate the use
Operating costs, such asfuel $100,000 of BCA inthePacific. It should be noted that
Net revenue $454,000 someinconsistencieswerefound in the actua
b. Golf BCA estimation, which would have made it
Grossrevenue $4.6 million difficult to justify the eco-tourism choice
el the BCA estimati .
Costs: Interest onloan $1.8 million purely onthe imations
Operating costs, such asfuel $2.5 million
Net revenue $300,000

Source: Bell, quoted in Ridep-Morris (2000: 15).




Proposition 14: Benefit cost analysis

Inideal circumstances, befor e devel oping a community-based project, use BCA to assesswhether the expected
net benefitsare greater than the costs. Thenit ispossibleto choosethe option for conservation and devel opment that
producesthehighest net gain.

Depending ontheavailability of information, different criteriafor decision-making based on BCA canbeusedto
choose between alternative activities, assummarisedin Table 4.

Table4. Decision-making criteria: benefit cost analysis

Criteria* Decision
1. Benefits > costs; i.e. net benefit (NB) >0 Accept the project
2.NB, > NB, Accept project 1
3. Quarntitative estimates of NB, < NB,, but thereare|  Accept project 2 only if theintangiblesare considered to
also substantive non-market benefits outweighthedifferencein quantitative estimates
4. Cost (C) effectiveness Benefits unknown, but decision was madeto maintaina
C>C predetermined environmental quality
- Choose the project with minimum cost; therefore project 2
ischosen.
5. There are: - Prioritise projects according to their NB estimations, NB, >

. . NB, > NB, > NB,
four projects, each with NB > 0;

andalimited government budget - Select that number of projectsfor whichthetotal costscan

be met from the avail able budget

* Wherebenefitsand costs are spread over time, the appropriate measure to be used istheir present value

Usually aproject is chosen that produces the highest social well-being as reflected by its net benefits or net
present value. Where benefits of aproject cannot be quantified but are considered to belarge enough for aconservation or
development idea to be implemented, the BCA framework can be used to choose that option that would produce the
desired outcomesat minimal costs. That is, one can use cost effectivenessasacriterion for choosing between activities
that will deliver the desired outcomes. For example, agovernment may decidethat an island areahas some unique ecosystems
and speciesdiversity, which should be conserved. Once such adecision hasbeen made, the next step would beto choose
that package of use and management strategiesthat will be most cost effective. In such asituation, all different optionsfor
use and management will belisted and costed. The package of strategiesthat hasthe minimum cost will be chosen.

In some cases, society may, however, wish to choose a project with lower net social benefits when there are
compelling reasons. One of the compelling reasons could be that the project with lower net social benefitismore socialy
desirable because of equity reasons. To be able to make such decisions it isimportant that all tangible and intangible
inputsand outputs areidentified and are adequately considered within the benefit cost analytical framework. Techniques
such as production and marketing processanalysis (see Gittinger 1978) and life-cycleanalysis (see Gilpin 1995) could be
used toidentify all relevant inputsand outputs of an activity.

4.2  Project evaluation and non-market values

InBCA, asfar aspossible, the costs and benefits are measured in monetary terms. Often, only those goods and
services that have direct use values and are exchanged through market mechanisms have areadily identifiable market
price. But thereare often intangible goods and services produced by natural systemsfor which thereareno market values
(see Box 8). Where money values are not directly observed, many different techniques are avail abl e to derive monetary
v ues (seeArexd 1)

Non-market val uations of goods and servicesarereceiving growing attention in the Pacific. However itisimportant
to notethat while such estimatesare useful, it isnot absol utely critical that the economic valuesbe estimated for all goods
and services, particularly when the costs of obtaining suchinformation arelarge. Inany case, economic val uations may not
awaysprovide accurateinformation. Thisisparticularly truein the Pacific, where markets are not mature, the economies
aresmall and any small project can have significant effectson pricesand costs. Furthermore, baselineinformation and the
understanding of theunderlying ecol ogical processesand their interaction with market economics area most non-existent.
Asdiscussed earlier, economic values are relevant when small (marginal) changes are being considered. But where an
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activity may have significant impact on prices and costs, or where there isincompl ete information, decisions based on
purely economic grounds may not be appropriate.

Where it is not possible to determine a monetary value, it is still possible to use the BCA framework to make
informed decisions. At thevery least one canidentify all therelevant benefits and costs associated with the projectina
systematic manner, after taking into account ecological and institutional considerations. Decision-makers may thus be
presented with asmany asthree bundles of information—quantitative and qualitative estimates of benefitsand costsand
distribution information, which can only be tied together by using individual or collective judgement involving all the
stakeholders, including government and community members. Thisreinforcesthe fundamental point that BCA isanaidto
decision-making, never asubstitutefor it. Thereisthusinvariably alargerole for judgement, based on awider range of
considerationsincluding social, ethical and political ones, aswell asthoserel ating to some measurements of uncertainties
(Australian Department of Finance 1991: 101).

Proposition 15: BCA asa decision-making aid

Inthe presence of non-market values and uncertainties, use BCA asan aid to decision-making. Systematically
consider all information: quantitative estimates of benefits and costs, qualitative infor mation, and infor mation about
distribution or equity issues.

4.3  Project evaluation and realistic estimates

When evaluating aproject, itiscritical to makerealistic assessments of the attractiveness of aventureaswell as
the feasibility of realising those benefits. In the Pacific, for example, clam mariculture was widely promoted once the
technical feasibility of seed production had been proven through ACIAR-funded projectscarried out by ICLARM. It was
also advocated because clam farming does not require sophi sticated technol ogy and thusis considered to be suitablefor
the Pacific. There is astrong perception amongst some researchers (and conservationists) that giant clam farmingisa
viableoption, bothfor commercial reasonsand for subsistence purposestoimprovenutrition. It isthuswidely promoted
because of the belief that it can be highly profitable, despite objective analysis showing the contrary (Box 10).

Box 10. Financial viability of giant clam farming

Giant clam mariculture was estimated to only be profitable under the assumptions that the price for clam meat was high
and themortality inthefirst year of farming waslow. If these assumptionswereincorrect, sensitivity analysis suggested
that thereturnswould be negative, evenif the priceswere assumed to be high. Tacconi and Tisdell (1992) also noted that
although it was not a highly profitable commercial venture, it would be profitable only if subsidised seeds were made
availableand labour costswere closeto zero. When one carefully takesinto account the opportunity cost and the financial
risksof clam farming, aswell asthe easy accessto fresh or canned fish in the South Pacific, thefinancial viability of clam
farming for subsistence or for commercial purposes is questionable. It is even more questionable if one considers the
opportunity cost of the subsidy provided by the government.

Source: Tacconi & Tisdell (1992).

Despite past experienceswith giant clam farming in the Pacific showing low or negativereturns, itisstill promoted
inthe Pacific or suggested asaviableincomegenerating activity for various conservation areas (see, for example, Ha apai
CAP 2000: 5 and Arnavon CAP 2000: 5). More recently, giant clam farming has been promoted for the aquarium trade,
without much assessment of the benefitsand costs of doing so. We need to learn from past (economic) analyses, not ignore
them when convenient or repeat the same mistakes several timesand waste val uable resources.

Similar concernsare also relevant when one considers proj ects based on eco-tourism promoted in the context of
conservation areaprojects. Potential for income generation based on eco-tourismishighlighted throughout the Pacific but
without adequate considerati on being given to the anticipated number of touriststhat can be expected given thefrequency
of flightsinto the country, the number of tourists currently arriving, and the nature of visitors. Even in places such as
Funafuti, where only about 600 visitorsarrived per year, eco-tourism wasidentified asthe mainincome generating activity
(Funafuti CAP 2000: 4). Thefinancial viability of such aventureisuncertain since most of these visitorswere people on
businesswithlittle sparetimeto enjoy theenvironment. If onewereto further takeinto account theinitial capital costs of
theinterpretive centre (A U$15,000) plusanother $AU10,700 required for the purchase of anew boat toferry tourists, the
project wasunlikely to beviableunlessthetour feeswere set very high. Evenif onewereto treat the A U$25,700provided
by external donorsas sunk costs, the eco-tourism venture could not be sustained without asufficient turnover of visitors
to meet the operating costs of running such aventure.
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Proposition 16: Economic evaluation and realistic estimates

When undertaking an economic eval uation, userealistic estimates of the costs of all inputs needed in an activity
and the economic values of all, market and non-market, outputs produced by the project, including externalities.

Itisrecognisedthat not all costsand benefitscan beknownwith certainty. Wherethereareuncertainties, different
approaches can be used, including sensitivity analysis (Sinden & Thampapillai 1995; Australian Department of Finance
1991) and stochastic BCA (Fairly & Jacoby 1975). In the case where uncertain outcomes may be irreversible, and the
society isconcerned about | osing some unique ecol ogical resources, the“ precautionary principle” could be used to guide
adecision.

The*" precautionary principle’ advisesthat, when theenvironmental impactsof aresourceuseand investment are
uncertainandirreversible, itisbest to err onthe side of caution and choosethe option that avoidsirreversible action.

4.4  Feasibility and economic evaluation

Although anincome generating activity may betechnically feasible and could potentially producelarge benefits,
the financial viability of aproject also depends on the feasibility of realising the expected benefits. The feasibility of a
project isdetermined by basicissues such asthe availability of inputsat thetimes needed, theregularity of outputs, and
whether thereisdemand for them given production costs. Many income generating activitiesdemand labour to beavailable
at particular times during the production cycles. Thetiming of such demands may not be compatiblewith the demandson
individualsin the society to meet social-cultural obligations. Thishasoften led to theincome generating activity lapsing,
and has affected the person’ sability to meet credit paymentsor caused the person to lose statusin the community, asinthe
case of the Fiji Island boat-building project (see Box 7).

A study of seaweed farming in the Pacific also found that a number of other economic factors could make a
technically feasible activity unlikely to succeed. These included: high freight rates, low cost structures of competing
suppliersalready inthe market, thevillagelifestyle, which was not compatiblewith regul ated and consistent effort for an
export-oriented market, and so on (McHugh & Philipson 1988; Veitayaki 2000). Despite such assessments, most Pacific
island countrieshaveinvested, albeit rather unsuccessfully, in seaweed farming.

Similarly, giant clam farming continues to be promoted in many Pacific island nations, as discussed earlier,
without paying much attention to theavail ability of marketsfor theclam meat, market accessand the availability of regular
transport services. The same wastrue of the deep-water fisheriestargeting high-valued export marketsfor snapper and
grouper. Deep-water fishing wastrialled and encouraged in many Pacificislandsby their respectivefisheriesdepartments
and the South Pacific Commission (SPC, now called Secretariat of the Pacific Community), which provided training in
deep-water snapper fishing, longlining, and so on. High catch rateswerefeasible but the largest constraint for many small
operatorswith limited resourceswastheinfrequent air linkswith export markets such asHonolulu. Thismeant that fresh
fishhadtobeair freighted viaFiji or Australia, thuslosing much of itsquality (economic value) and significantly affecting
profitability of the activity.

Proposition 17: Feasibility and economic evaluation

When assessing a project, ensur etheeconomi c and non-economic factor sthat deter minethefeasi bility of achieving
thedesired benefitsareal so adequately addr essed.

Morerecently, thereisevidenceto suggest that proponentsarebeginningto carefully consider theentire* production
process’ beforeanincomegenerating activity or project isimplemented. A good exampl e of thisistheVanuatu project for
the conservation of arare palm (seeBox 11). Similar financial and market assessments have al so been carried out for eco-
tourism-based projects under the SPBCP. Such an approach needsto betaken for all projects.




Box 11. Theimportanceof feasbility sudiesfor ararepalm enterprisein Vanuatu

An enterpriseto promote conservation of the endangeredCarpoxlyon palm, facilitated by the Foundation of the Peoples
of the South Pacific International (FSPI) and USAID inVanuatu, illustratestheimportance of early feasibility studiesand
trials in establishing a community-based conservation and development project. The project marketed palm seed
internationally to createl ocal economicincentivesfor conservation and to generaterevenueto subsidisein-situ conservation
activities. Project facilitators gave attention at an early stageto assessing the ecol ogical implications of the enterpriseas
well its economic feasibility.

Since conservation and economic benefits were joint objectives, it was important to address both the objectives
simultaneously and to ensure that the harvesting of seed from wild palmswould not further threaten theviability or genetic
variability of theCarpoxlyon palm, and that the enterprise was economically viable and feasible. Detail ed studiesonthe
distribution of genetic varieties devel oped astrategy for seed collection that addressed these concerns, by targeting only
the genetic variety that was most prevalent and occurred in cultivated stands. Confidence about the positive ecol ogical
impacts of the enterprise has enabl ed facilitatorsto turn the conservation aspects of the product into amarketing asset.

Establishing the economic value of the palm seed resource was a key requirement in designing the enterprise. Market
research established that there was a demand for palm seed internationally, and that collectors were willing to pay a
significant pricefor endemically sourced seed. Research into similar enterprisesin Australiahighlighted that it would be
important to trial the growth of plantsfrom seed, to establish that the pal m could be grown successfully outside V anuatu.
Germination trials gave the enterprise managersadegree of confidenceinthe quality of the export seed. Thefeasibility of
the enterpriseal so rested on thelogisticsof collecting, transporting and marketing seed so asto maintainitsquality andto
keep up-front costslow. Expert advice was sought on how best to collect, store, pack and export the seed to maintain the
quality of seed stock.

The use of trialsinvolving collection through to marketing of the palm seed established the viability of the project and
enabled managers to refine the requirements for collection and transport. Enterprise managers were al so responsive to
market opportunities, for instance by adding other varieties of palmsand horticulture productstoitsportfolio.

The project made asignificant impact in raising awareness at the national and international level about the endangered
speciesit set out to protect. Initial expectationsthat fifty per cent of enterprise profitswould be directed to conservation
activitieshave not beenrealised, reflecting the tensionsin running an enterprise geared towardsyiel ding public aswell as
private benefits. However, the adaptive approach used by facilitators, together with their early emphasis on feasibility
analysis, provided asound basisfor enterprise devel opment and management.

Source: Fry et al. (1997).

45  Project evaluation—whose perspective?

A financial benefit cost analysisneedsto be carried out from the perspective of anindividual, the project, and the
government. All three are equally important if projects are to be successful (Box 12). Evaluation from the project’s
perspective can inform whether the project’ s benefits will outweigh costs. On the other hand, an individual will only be
interestedinbeinginvolvedif his/her costsarelessthanthe expected returns.

Box 12. Financial assessment from an individual, project and gover nment per spective

Individual perspective: only costsand benefitsborneby anindividual matter; externality costsand benefits, or social
costsof inequitabledistribution of benefitsarethusignored. Market pricesfor inputs and outputsare normally used.
Project perspective: thecumulativeeffectsof all individuals’ activitiesaretakeninto account, together with thecosts
of running the communal project, such as marketing, administration and organi sation. Equity issuesareal soimportant.
Government per spective: the costs of government inputsareidentified, including staff time, and other operational
resources (such asvehicle, fuel, and so on). Thisassessment will help identify budgetary appropriation needed and
additional staff required.

Community members will need to clarify which costs and benefits of different conservation and development
options are of particular interest to them. This explicit process of community consideration and negotiation about the
nature of different formsof devel opment and their costs/benefits over time hasbecomeafoundation of the pre-feasibility
studies now conducted before many | CADs commence (see Box 13).




Box 13. Integrated conservation and development (I CAD) projects. Papua New Guinea

Integrated conservation and devel opment projectsin Papua New Guineaaimed to enable conservation of unique areas of
forest biodiversity whil e at the sametime offering communities devel opment opportunities. It was assumed that community
memberswould need to be offered an alternativeincome sourceif they wereto consider conserving their forest resources
rather than allowing commercial forestry. TheLak ICAD in New Ireland province was afailure but thoseinvol ved thoroughly
evaluated thelessonsto belearned and applied theselater in the Bismarck Ramu ICAD in Western Highlands, Simbu and
Madang Provinces.

L essons learned concerning economic issues in conservation and development projectsraised by thefailed Lak ICAD
include:

Although biological criteriamay bedrawn upon toidentify broad areas of interest for conservation, socio-economic
criteria must dictate the actual choice of project site. Socio-economic criteria include community commitment,
community-based inputs, desire to learn and build social capital, achievable financial expectations, institutional
support and acceptablerisks.

Land tenure in the Pacific has an adverse impact on investment, and the ability of community membersto enforce
decisionson resource use because of thelack of regulatory, legal and institutional backing. Thisisarisk that must be
assessed and explicitly addressed early in the project.

Community-based cost benefit analyses need to be conducted early, astheir valuationsmay bevery different fromthe
donor/project proponent.

Dependency attitudes need to be confronted and self-hel p ones encouraged. The assumption that community-based
projects will provide rents rather than opportunities for income earning may need to be challenged. The financial
resources behind the project need to be clearly stated so that unreasonabl e expectationsdo not arise.

Assessment of alternativeincomegenerating activitiesmust takeinto account availableinfrastructure, accessto markets,
transport and storage costs, capital costs, communication facilities, financial services, and human skill requirements.
Accesstointernational marketsrequiresquality control, consistent supply, serviceand delivery standards, understanding
of market operations, and regular communications. Communities with little experience in international trade often
cannot meet these requirements.

Material (or economic) incentives may be inadequate to secure the conservation outcomes desired. Education is
needed as well, to create a social environment that is supportive of conservation and the skills to underpin that
support.

Institutional partnerships (e.g. with government) in terms of building capacity, extension, and legal and institutional
enforcement contribute significantly to project success and can create economies of scalein project servicing.
Greater use of auditing techniquesisneeded to provide useful feedback.

Fixed costs and capital expenditure should be kept to a minimum until a firm commitment from the community is
established; they should not be used as enticements.

I ssues of compensation for conservation need to be carefully approached to be equitable, but care must be taken not
to promote unsustainabl e dependencies nor disempower communities. Conservation preservesacontinuous, productive
resource base; it isnot an opportunity cost.

In the Bismarck Ramu ICAD, the social feasibility study was carried out before the project commenced. It examined
community motivation, collaborative potential, opportunities and capacity for income generation, and basic social
characteristics (including community perception of past and present resource use and the costs and benefits to the
community). Participatory rural appraisal (PRA) toolswere used to help project proponents understand the community
context. Community education programmeswere coupled withincome generating initiativesto ensurethat thelink between
meeting welfare needs and conservation was clear. As the project progressed, community-based and external audits
contributed to ongoing project evaluation.

Source: Ellis (1997); McCalum & Sekhran (1997).

Itisalsoimportant that, if government inputs, such astechnical or financial expertise, arerequired for acommunity-
based project, the project eval uation should also be carried out from the perspective of the government, whether or not the
project is externally funded. Although rarely done, this will help reduce stress on project staff, which is particularly
critical when agencies have limited financial and human resources. In Samoa, although the community-based fishery
projectisgenerally regarded asasuccess, the Fisheries Department staff were over-stretched dueto an unsustainably high
workload—"it is doubtful if the community-based fisheries management can be sustained without ongoing technical
support” (International Development Support Services 1998: 18). Inthe same Samoan fisheries project, despitethedesire
and the will to produce giant clam seeds, the Fisheries Department’s investment in a low-technology hatchery was
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unsuccessful because of alack of funding for proper facilities and scientific staff (International Development Support
Services 1998: 14-15).

If the objectiveisto maximise thewell-being of the society, then economic analysis, as compared with financial
analysisis appropriate. Thisis particularly important, since many of the costs and benefits may not be included in a
financial analysis, even if it is performed from the perspective of the project. In economic benefit cost analysis, the
benefitsand costsare considered from the perspective of the society, and therelevant estimatesarethe social benefitsand
costs. Social benefitsand costsare not necessarily the same as private benefitsand costs. Some of thereasonsincludethe
presence of taxesand subsidies, and externalities. Where government providesasubsidy or thereare externalities, thetrue
cost of an activity isgreater than the cost actually borne by an individual. Thereforein social benefit cost analysis, one
would consider the social costs, whereas in the case of financial analysis one would only include the out-of-pocket
expenses. The difference between financial and economic analysisisillustrated in Box 14.

Box 14. Comparingfinancial and economic project evaluation

Thefollowing exampleisbased on amangrove reclamation project supported by the Government of Fiji Islandsfollowing
mainly financial analysis. Inthis casethe government behaved asaprivate devel oper.

A 350 hectare mangrove forest is to be developed for sugarcane farming. This ecosystem is used by local
communitiesfor timber and non-timber products, aswell asthe harvest of fish productsfor subsistence and commercial
sale. Thereforethedirect and indirect use benefitsare:

- forest and non-forest timber product (NPV forest);
- coastal fisheriesproduct (NPV fisheries);
- other services, such asfiltering nutrients and buffering stor ms (NPV non-market)

If the mangrove forests were to be reclaimed for the alternative use, the only benefit will be from sugarcane farming.
Therefore, asaprivate developer, onewould only consider the expected net returnsfrom sugarcane farming, reclamation
costs and the costs of the forest productslost. S/he will perform afinancial analysisand will chooseto reclaim only if:

NPV sugar cane— cost of reclamation — NPV forest lost > 0.

On the other hand, from a social point of view, the decision to reclaim would make economic sense only if:
NPV sugar cane— NPV forest — NPV fisheries— NPV non-mar ket val ue of

all goods and services— cost of reclamation > 0.

Needlessto say, economic BCA will give alower net benefit estimatethan a privatefinancial analysis, and the
society could be a net loser if the decision to develop isbased on financial analysis. Thiswasthe casein Fiji Islands,
wher e 350 hectar es of mangroveswer e reclaimed on the basis of limited financial analysis. The society not only lost the
ongoing benefits of forest and fisheries products, but also incurred additional capital costs. Theresult wasa net | oss of
over $236,000 because the cane production was limited. If property rights are clearly defined and the community’s
ownershipisrecognised, thefinancial analysisand economic analysiswill givethe sameresults, provided thereareno
mar ket distortionsdueto taxesor subsidiesand thereareno externalities.

Source: Lal (1990).

Proposition 18: Evaluation perspective

Before developing a community-based project, undertake financial evaluation from the perspective of the
individualsconcer ned, the project and the gover nment, and undertake a social (economic) evaluation.

4.6  Equity and equitable distribution

Standard economic assessment of projects does not take into account considerations of income distribution,
athough some practitioners have suggested using weightsto refl ect theimportance of benefitsaccruing to some groups of
individuals (see Sugden & Williams 1978).




Equitable sharing of benefitsand costswasidentified as one of the eight necessary and sufficient conditionsfor
sustai ning conservati on areaprojectsunder the SPBCP programme (Sesega2000). Unlessreturnsare shared in proportion
toinputs, timeand resources contributed by individuals, alevel of resentment or disinterest can devel op and undermine
the project’ ssuccess. In Solomon Islands (Arnavon CAP 2001: 5), for exampl e, fisheries enterprise based on pelagic and
demersal speciesand initiated by the TNC and Conservation International ledto aflow of over $89,000 into the Waghena
community. However, the benefitswererestricted to househol dswith boats and skippers; othersin the community felt left
out. Whilethe project addressed the government’ sgoal of creating employment and income generationin rural areas, it
alsoledtounfair distribution of benefits, causing some concern.

Equitable distribution does not mean equal sharing. If the rules about sharing of costs and benefits are not
addressed at the outset of community-based devel opment and conservation projects, frustration, bitterness, jeal ousy and
conflict within the communities can result (Sesega2000). Thisisparticularly evident if thereisabelief that the resources
“belong to everyone; therefore the whole community should benefit” (Sa’ anapu—Sataoa CAP 2001: 12).

Moreover, it isimportant to note also that dividing benefits thinly amongst the community members can have
many disadvantages, as noted by Tiraa and Wilmott (2001). One option could be to establish atrust fund, which many
countriesand SPREP are currently considering. Thiswould pool the resources and enabl e them to be used for activities
that lead to greater communal welfare, for example education viascholarshipsfor thelandowners’ families. Pacificisland
communities are becoming increasingly interested in trust funds, and SPREP is currently considering a proposal for a
Pacific island trust fund for nature conservation. Since many of the projects discussed in this report have experienced
difficultiesin satisfying individual community members with the promise of community benefits, the question of where
trust incomeistargeted isan important oneto consider and discuss at the outset. Experiencesin the Pacificislandsalso
suggest that, if suchissuesare not adequately considered at the outset, conflict can devel op withinacommunity (see, e.g.,
Centre for International Economics 1998; Tacconi 1997; Whyte et al. 1998).

Many of the economicissuesdiscussed inthisreport are al so rel evant to establishing atrust fund, including the
issue of incentives, equitable sharing and having an agreed set of rulesfor the management of thetrust fund (seeBox 15).
Thus, beforefundsare established, it isimportant to carefully consider the purpose of the fund and the devel opment of
appropriate management structures and processes.
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Box 15. Usingtrust fundsin community-based conser vation and development projects

A trust fund isafinancial instrument used to produce a guaranteed stream of income over time. A lump sum of money,
known as “capital” , isinvested through afinance company, to generate annual interest or income that can be used for
various purposes.

Trust funds involve complex legal, administrative and financial issues, and it isimportant to seek expert advicein their
establishment. Trusts can be established with arange of objectivesin mind, and based on differing timeframes, sources
and amounts of revenue, and management systems. Two main approaches have been used internationally for trust funds
related to conservation:

1. Domestic environmental funds: Theseare often financed through environmental chargesand fees, and have been
used to fund pollution abatement, environmental education and research and institutional strengthening.
2. Conservation: these arethe most common kind discussed i n the South Pacific context. They are generally financed

through donor contributions, together with limited contributionsfrom conservation fees, royaltiesand eco-tourism
revenues, for the conservation of biodiversity.

Management structure
A number of guiding principlescan help establish and better managethetrust funds. Theseinclude:

Clearly specify detailed objectivesto guide decisions on how incomefrom trust fundswill be used, paying particular
attention to what motivates people, and whether the proposed use of the fund is the most appropriate one at the
community level.
Make surethat appropriate stakeholdersareinvolved and participatein the management of thetrust fund, asthey are
critical to its success. Participation can contribute to shared understandings about the purpose of the fund and its
objectives, and thusimprovetheefficiency of fund operations.
Avoid bureaucracy. Management structures need to be independent of political influence and avoid excessive
bureaucracy in order to assure donor confidence.
Be fully aware of the importance of good financial management, accountability and transparency. Good financial
management requires that the financial resources can fulfil the required objectives for the intended duration of the
fund. Transparency is akey issue. The lack of transparency can lead to misuse of authority and misallocation of
funds. Thiswill in turn undermine the confidence of beneficiaries and contributorsin the fund.
Usethetrust fund to support only those activitiesthat cannot be adequately be paid for by the individual family or
household. Inthe case of conservation trust funds, some common objectivesinclude:

- funding environmental education programmes,

- training conservation personnel,

- strengthening non-government conservation organisations,

- funding scientific research and monitoring,

- funding community devel opment activitiesto support conservation, and

- fundingland-leaseagreementsfor protected areas.

Thetrust fund should ideally be used to support community-level benefits and maintenance of cultural capital, and not
what would be considered as private benefits. Ensure equitable distribution, particularly where revenues generated from
community-based projects constituted part of thetrust fund.

Flexibility isakey issuefor trust fund management, so that objectives and procedures can be adapted based on experience
with administering the fund.

In some countries, social equity, including gender equity, is also becoming part of the national development
goals. How far thisgoal is pursued will determinethetypesof projectsthat are considered appropriate/desirable. Where
gender equity ispursued, sound development projects need to consider the workload of women, particularly whererole
differentiationissocially sanctioned and changesinsocial valuesareunlikely. Alternatively, wherewomen arethe primary
income earners from an activity, an alternative but more efficient project may be rejected if it is likely to displace the
women. Women, who are the principle participants in the freshwater kai fishery in Fiji Islands, harvest the bivalve by
diving, using nothing but swimming goggles. A proposal to use scubadiving gear wasturned downin 1983 because of its
impact onthese women, whoseincome provided much-needed cashto send their childrento school (Lal & Slatter 1983).

20




4.7  Summary

Thischapter hashighlighted key economicissuesthat affect community-based conservation and devel opment
projects. Essentially, before any conservation and development projects is developed in detail and implemented, it is

important to:

undertake project evaluation and choose a project only if expected net benefits are greater than costs.
Chooseaparticular project optionif it producesthe highest net gain.

when undertaking project eval uation, userealistic estimates of the costsof all inputsneededintheactivity
and theeconomic values of all outputs produced, including externalities

wherenot all goodsand serviceshave monetary valuesand non-market valuation istoo costly to undertake,
and in the presence of uncertainties, undertake project evaluation using a BCA framework. This will
enableyouto systematically identify and consider all information: quantitative estimates of benefitsand
costs, qualitativeinformation, and information about distribution or equity issues.

for equity reasons, aproject with lower net benefits may be chosen if it improvesincomedistribution.
undertake project eval uation from the perspective of individuals, the project and the government.

when assessing thefinancial viability of aproject, carefully identify key factorsusing production process
analysis.

simultaneously consider the need for cultural goods, together with the need for economic goods when
designing project details.

realisethat individualswill tend to “freeride” on other peopl€’ seffort, when those who contributetowards
an activity do not necessarily benefit according to thelevel of their inputs.

ensure that the sharing of benefits from a community-based project reflects the relative contributions
(individual effort aswell as other costs) made by members of the community, aswell asthereturnto the
community for thecommunally owned resource.

5 Integrating economic issues into project planning

Itisnecessary to consider adequately the economicissues highlighted abovewhen identifying suitable community-
based conservation and development projects. At the start, a project should have well-defined boundaries, at least
conceptually identifying the geographic location and the target individuals or communities whose well-being will be
influenced. Thiswill helpin BCAsand production analyses and in deciding who the relevant stakeholders are.

Sound planning isan essential first stepin any development project in order to maximise net benefitsand minimise
waste of scarceresources. It allows project proponents—individual s, communities, government agencies, NGOsor external
donors—tocarefully:

identify desired conservation—devel opment opportunities;

identify alternative conservation—devel opment activities,

assesstheviability of alternative activitiesand select one or morefeasible options;
develop detailed project design and evaluation criteria; and

implement, monitor, review and refine activities.

Prol ects are often planned and implemented in a natural sequence, called the project cycle. Traditionally the
project cycle has been divided into different phases depending on the scal e of the project and thelevel of detail desired.
Regardless of whether the project is designed using a “top-down” /“blue-print” approach or “process’ approach (see
Chapter 2), the stagesin project design arethe same. The project planning processisdiscussed below, drawing on Gittinger
(1978). Economic issues relevant at each of the following stages are highlighted (Figure 3):

identification/pre-feasibility assessment,
feasibility assessment,

project design,

implementation, and
monitoring/evaluation.
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Figure3. Theproject cycle
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The case studiesand propositions highlighted in Chapters 3 and 4 are applied in the development of illustrative
checklists for each stage. Where appropriate, examples from the Pacific islands are used to illustrate points. We have
placed the most emphasison the early stages of the project cycle, asthesearelikely to be most rel evant to the programme
start-up phase of the IWP. Furthermore, many of thelater stagesare an iteration of the earlier stages.

5.1 Identification and pre-feasibility assessment

Thisisthe earliest stage, when the ideafor a conservation or development opportunity is conceived. |deally,
proj ect ideas come from the peopl e themsel ves within the context of national, regional or sectoral development planning.
In the Pacific, project development is often identified initially by government agencies, NGOs, and/or external donors
who tend to target economic devel opment of aparticular sector or conservation of aparticular type of environment. When
theinitial project objectives are set externally, a great deal of flexibility must be retained to ensure that the proposed
participants share similar aspirations and objectives, and that there isthe necessary social capital (e.g. resourcetenure
systems, community management structures, val ue sets, and so on). Asnoted in thelessonslearned fromthe PNG ICAD
ProjectinLak, raised earlierin Box 13: “Though biological criteriamay be drawn up to identify broad areas of interest for
conservation, socio-economic criteria must dictate the actual choice of project site. Before acommitment is made to a
given area, projects must collect information onlocal institutions, community history, social and political structures, and
opportunitiesfor, and constraintsto, development.

“ ... Social feasibility studies can be useful in designing activities to deal with specific local issues and may
servetoalert conservation proponentsto unmanageablelocal problems” (McCallumé& Sekhran 1997: 51).

Inthe“identification” phase, proponentsidentify aninvestment concept at abroad level, together with tentative
objectives. The project concept could be about income generation and/or “ protection” of some areaof high biodiversity
value. Asargued earlier, ideally thetwo areintegrated. Thefocus of aproject may change after someinitial deliberations
with stakehol ders, aswas experienced in Solomon I slands. Often apurely economic or conservation objectiveislikely to
be unacceptable given limited resources available to the communities.

Onceaproject isidentified, it becomes the starting point for the detailed preparation of the project document,
starting with the pre-feasibility or scoping stage. From an economic perspective, at thisstageit isimportant to:

undertakeasituational analysis;

identify the current status of resource stocksand flows;

conduct acommunity assessment identifying the socio-economic status of key actors and stakehol ders,
and their views, wantsand needs; and

assess the institutional rules comprising customary rules, laws and regulations that are likely to affect
property rightsand project returns.




Stakeholder assessmentswill helpidentify the rel evant target groups, whose economic well-being will be affected
throughout the project, and theincidence of project costsand benefits (which arelikely to affect thediversegroupswithin
acommunity differently). They will also identify the needs and aspirations of community membersand seek to understand
theincentivesthat influencetheir actions, allowing oneto specify wherein the devel opment and conservation spectrum
the desired project should aim.

K ey questionsthat need to be considered include:

What isthe current socio-economic status of theindividual Scommunities?
What arethe needs and aspirations of community members?
What isthe desirable set of activities/ projects?
What arethe expected objectives of these projects?
What motivatestheindividual S’community?
What do thecommunity memberscurrently understand about thepotential for conservation and devel opment
activities?
What arethe characteristics of the resource tenure system(s)?
: Isthereatraditional cultural/socia system?1f so, how strongisit?
Oncethetentative project objectives have been clarified, ideas for alternative activities need to be canvassed.
Each potential activity should be“evaluated”, albeit somewhat crudely, using the samecriteriaasisdiscussed below under
thefeasibility stage. Thishelpsnarrow the optionsto asel ect few that appear to be more feasible and can then be assessed
in greater detail. A series of discussions and iterations with the relevant community members and stakeholders may be
required before the project objectivesare clearly specified, and alternative project options areidentified and refined.

5.2  Feasibility stage

During thefeasibility stage, theinitial concept isexploredin depth to determinetheviability of the project. This
isacritical stage, assessing key factors that will determine the financial and economic viability of the activity. These
factors can be grouped into technical, environmental, institutional/organisational, social and financial/economic. Each
type of assessment is briefly defined below and relevant questions that reflect the key economic issues discussed in
Chapters 2—4 are identified.

Technical assessment

Technical feasibility isanimportant determinant of aproject’ sviability. | ssues covered in technical assessments
include:

the nature of the production process;
thetechnical processinformation and technology to be used;
theinputsrequired and outputs produced; and
the human capacity and technical ‘ know how’.
Asnoted earlier, projectsinthe Pacific are often based on activitiesthat have been trialled el sewhere and found
to betechnically feasible. However, itisstill important to establish whether the proposed technol ogy, its scal e and scope
arebest suited for thelocal conditions. K ey questionsthat should be considered include:

Isthe proposed technol ogy suitablefor the Pacific context?

What are the inputs required and can these be locally sourced? If not, from where will these inputs be

obtained, and what are the associated costs?

What outputsare expected, including pollution and other environmental impacts?

Aretherealternativetechnol ogiesavailablethat may generatelower levelsof environmental impacts?

Techn| cal feasibility aloneisnot sufficient to createasuccessful project. Asdiscussed above, evenif anactivity

istechnically feasible, many of theincome generating activities have been unsuccessful when adequate consideration has
not been givento other factors, including human capacity to engagein market-oriented activities. Assessment of human
capacity interms of the requirement of regular inputs and managerial capabilitiesinthefeasibility study isalso crucial,
regardless of whether the project is small or large, multi-staged and with multiple activities. The managerial skills of
individual s are particularly important where managing one’' stime and balancing abudget isanew concept. In rigorous
feasibility analysis, it isnot only important to assess what management skillswill be required but also how fast they will
be acquired. Both these factors will influence the expected returns of a development—conservation project. A lack of
managerial skillsand capabilities has been identified as one of the key constraintsin achieving the desired goals of the
various conservation area projects under the SPBCP (Sesega 2000).

Thusadditional questionsthat need to be addressed at thisstageinclude:

What specific skillsarerequired for the proposed project?
Aretherequired skills and human capacity availablein thelocal community? If not, can these be easily
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devel oped or sourced from el sewhere?
If additional training and ongoing technical support isnecessary for the success of the project how will
these costsbe covered?
Havethe social costs of capacity building been compared to the social benefits? Arethe social benefits
greater than the costs?
. Cantherequired capacity be devel oped during thelife of the project?
Environmental assessment

Impactsof alternative optionsupon the environment need to be considered, particularly wherelarge projectsare
proposed, asthere may be significant impactson natural capital and thusthe productivity of the ecosystem. Moreover, if
the proposed activity islikely to produceirreversible environmental outcomes, careful consideration of theseimpactsis
critical before a project isimplemented.

Many coastal projects produce environmental effects, the costs of which are not taken into account by private
individualsor agencies. While such externality effectsdo not influencethe decision of anindividual, as seen above (Box
13) they caninfluence decisionsabout what isdesirablefromasocial perspectiveand can adversely affect the sustainability
of the project.

In somecasesit may bedecided that the social benefits outweigh the costs of environmental degradation. Inthis
event some consideration may still have to be given to compensating the parties who will bear the costs. This may be
achieved by user fees such asthoseimposed inthe Pacific for accessto dive sitesand fishing areas, or deposit refund fees
(e.g. where people purchasing abottled drink pay adeposit for the bottle, and get arefund when they return the bottle).
These fees are being used to hel p decrease waste and encourage recycling. The environmental assessment should also
consider appropriate mitigation and compensation for environmental degradation that is unavoidable. Therefore key
questionsto beasked include:

Arethereany environmental impacts?
Arethese environmental impacts one-off, or on-going?
Arethere externality coststhat are not borne by the proponent of the project?
How large arethe expected impacts?
Arethereany large-scal erisksassociated with the proposed project?
Would theproject result inthe use of natural resourcesbeyond their carrying capacity?
If environmental impacts are to be incurred, how will those most affected be compensated? Can the
environmental damage be mitigated by investment in protection or rehabilitation? Who will bear these
costs? Can the community ownersof theresource be adequately compensated?
Institutional/or ganisational assessment

A widerangeof overlappingissuesdeal withinstitutional/organisational aspectsof projects. Weconcentratehere
onthoserelated to economicissues. Institutional rulesand regul ationsdetermineincentivesindividual sface, and these,
together with individual values, needs and wants, will, as mentioned above, influence the manner in which choices are
made about the optimal use of resources. Amongst the key institutional issuesaretraditional cultural normsand val ues,
government policies and programmes, and the instruments and strategies used by governmentsto provide appropriate
incentivesto act inthedesired manner. It isvery clear then that theinstitutional and community linkagesto higher levels
of governance are fundamentally important to devel opment and conservationinitiatives, asistheinvestment in human/
social capital that allowstheseinstitutionsto work effectively.

Some of the key issuesto be considered within the WP context include:

Which government policies and laws are likely to influence the manner in which decisions are made,
including taxes and subsidies that might distort the costs borne by individuals, and thus their use of
limited resources?

Which national/local government policiesand programmesaredirectly relevant to the proposed project,
and what arethelinkagesbetween community membersand/or their leadersand these policies, programmes
and agencies?

How awareare community membersandtheir |eadersof therelevant policies, programmesand government
structures, aswell asinternational/regional agenciesthat may be useful for thelong-term sustainability of
theproject (e.g. through funding, capacity building or partnerships)?

How effective arethe community membersin accessing resources(human, financial, technical and otherwise)
or higher levelsof government?

Which customs and aspects of culture are likely to directly impact on the choice of alternative projects
and specific project design?

What type of tenure exists and how does thisinfluence the use of resources and the project design? If
necessary, what mechanismscould be used to strengthen resourcetenure/property rights?
Aretheretraditionsor normsthat are socially sanctioned and thusmay makeit difficult to achieve equitable
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outcomes and full participation among the different members of the community?
Isthere any form of traditional decision-making inthe community?If so, and if appropriate, in what way
canthe project incorporate traditional decision-making processes?

Social/cultural assessment

Asdiscussed above, social arrangements and practicesin acommunity areimportant factorsto be considered
when designing projects. Theimpacts of income distribution from a project within acommunity, and impacts on gender
relations, al so need to betaken into account, particularly when proj ects aretargeting specific groups. Such considerations
areimportant in devel opment projectsand could berationally used to overridethe economic efficiency goal . Key questions
tobeaddressedinclude:

What isthe current social structureinthecommunity?
Which traditional valuesare strong and practised?
What are the respectiverolesof the different community membersin communal level decision-making?
What decision-making processisused at the community level?
What isthe respective role of men and women membersin ahousehold, and in acommunity?
Fi nanC|aI and economic assessment

Since financial and economic viability assessments use a similar set of information, when making a decision
about the desirability of aproposed activity, these are discussed together. The main difference, asnoted in Chapter 4, is
that an economic analysistakesasocial perspective, whereasfinancial analysistakesanindividual or project perspective,
i.e. focusing on “ out-of -pocket” expenses and benefits. Both types of assessment are important when considering the
viahility of acommunity-based conservation and development project. Inthe Pacific, since community-based projectsare
often funded from external sourcesand/or government funds, itisimportant to assesstheviability of the project from the
point of view of theavailability of ongoing government support.

When considering thefinancial/economic viability of projects, key questionsto be addressed include:

What fixed and variableinputsare required, including individual time and labour, and where will they be

sourced?What are the opportunity costs of labour and other inputs?

What government-staff time and other resourceinputsare required and when?

What fixed capital investment isrequired?

What operating or working funds are needed?

What aretheinput prices?

What outputs are expected? What are the val ues of the outputs?

Haveall themain potential benefitsand costsbeen identified?

What externalities are expected, and what istheir economic value?

What arethe expected non-market goods and services, and what istheir economic value?

Haveall the market and non-market benefitsand costs been estimated?

Which goodsand servicesareintangible, i.e. cannot be quantified?

Haveall the subsidiesand taxes been taken into account?

What istheindividual/social rate of time preference?

How will time preferences affect theindividual and community assessments of benefit flows?

What uncertainties/risks arethere? How can these be minimised?

Will the nature of the activity include high transaction costs?

What aretheimpactsof property rightson the costs and benefits of the project?

Have community discussionselicited thefull range of monetary and non-monetary costsand benefits, and

haveall therelevant groupshad the opportunity to expresstheir views onthese costsand benefits?Have

major concerns about community val uations been taken into account?

Has economic compensation or mitigation been considered?

PI’OJ ectscannot bejudged to befinancially viablewithout carefully considering thefeasibility of realising expected

incomes. Factorsthat may influence thefeasibility are many, including those mentioned above and in Chapter 4. Thekey
questionsthat need to be addressed when assessing financial feasibility include:

What markets are available for the outputs (or inputs, e.g. the number of tourists in the case of eco-
tourism) and wherewill the product be sold—domestically, or on theinternational market?

How will the product be transported? Isthere aregular air or shipping servicethat can ensure products
reach the marketson time?

Canthe quality demanded and aregular supply be maintained?

Arethereany expected volatilitiesininput and product marketsthat may affect thelong-term sustainability
of theincome generating activity?

Are there other relevant factors, such as institutional arrangements (e.g. marketing boards, available
expertise, export legislation, taxation) and infrastructure (e.g. quality and cost of transport, energy supply
and communi cation networks) and economic costs (e.g. wagerates)?




Dothelocalshavethe business and management skillsrequired at different stagesalong the production
and marketing chain?
Isthere adequate infrastructure, such asroad and air links, or local transportation to support the project?
In community-based projects, other additional issues may need to be considered relating to the avail ability of
funds and other resources. Funds may be required to pay for administrative costs, cash operating expenses, salary and
capital costs. Without adequate planning and prioritisation of activities, project staff are often stretched beyond their
meansor not ableto respond to community requests. Thiscan cause much dissatisfaction and |ead to loss of community
interest.

Another fundamental issuefor projectsisachieving financial accountability, whilestill allowingfinancial resources
to flow smoothly to communitiesto meet project objectives. Thismay require such approachesasincorporating landhol der
groups so that they can have bank accounts and/or trust funds that can be used to manage project funds and financial
contributionsfrom outside sources. In addition, project accounts of expendituresand revenuesneed to be easily available
for the community membersand other stakeholdersto scrutinise.

Key questionsto consider with respect to project financial accountability include:

Areproject fundseasily accessibleto the project officer so community commitmentscan be delivered on
time?

Areproject accountsof expendituresand revenuesopenly avail ablefor community membersto scrutinise?
Aremechanismsin placeto ensurethefinancial accountability of project funds, and arethese mechanisms
adequate?

Can the project account be used to receive funding from other external agenciessNGOs? If not, what
mechanismswill be put in place to facilitate external funding when, and if, the need arises?

Has the community decided on how the benefits/profits from the project will be divided between the
community members?Hasany formal agreement been properly recorded?

5.3  Projectdesign

After thedetailed feasibility assessmentsof the alternative optionshave been completed, it ispossibleto makean
informed choice of the preferred project on the basis of the potential benefits and the likelihood of the benefits being
realised. Thisprocessof assessment should be carried out with community stakehol ders and appropriate resource people
who are ableto ensurethat the BCA takesinto account all the necessary variables discussed earlier.

During project design, the following activities need to occur to ensure that economic considerations are taken
intoaccount:

Community-based planning isconducted to establish specific project goals, key milestonesand performance
criteria. These may relatetoincome generation, subsistence productivity, conservation or other matters.
Thishelpsto create acommon understanding of the project, the expectations of community stakeholders,
and time preferencesfor returnson activities.

I ssues of project administration and sharing of benefitsare openly addressed and decisionsarerecorded,
particul arly with respect to financial management and transparency, divisionsof project earnings, levels
of external support, roles of different players, and project management structures. The potential for the
free-rider problem shoul d be assessed in rel ation to key project activities.

Economic valuation studiesneeded for setting user feesor rel ated chargesare conducted and theinformation
used to design project activities.

I ssues of scale are addressed that are related to production/conservation (e.g. differentiation between
individual, household and/or community-based activities; planning for management of linkageswith higher
levelsincluding access arrangementsto technical skills, financial resourcesand organisational support).
Boundary issues are defined, e.g. what are the geographic limits of the project, who are the relevant
stakeholders, what are the externalitiesthat are likely to occur outside of the project operations. Where
benefitsoccur externally, consideration should be given to how they can be captured; where costs occur
externally, they may need to be mitigated or compensated for or internalised.

Temporal issuesaretaken into account, such aswhen necessary financial resourceswill berequired and
thearrangementsfor their provision. Consideration should be givento whenlabour inputsarelikely to be
in high demand and how community participantswill meet these demands. Market and production cycles
and theresourcesthese will demand must al so be considered, aswell asthetiming of capital investments
and thelikely timing of returnson investments.

The social and human capital that exists, and any needed capacity building, are critically assessed. The
timing of training and follow-up can significantly affect the costsand benefits associated with the project.
In many cases, ongoing support will be needed and must beincorporated into the project design, asisthe
casewith businessmanagement training.

Assessment of whether the expected i nputsfrom government and other agenciesarerealisticand deliverable




giventheir budgetary situation.

Property rights and resource tenure arrangements have been examined, to check if they are adequate; if
not, then consideration has been given to how they can be strengthened. Thisisnecessary to ensure that
external investment in the project isrelatively secure, and that thereisafair return for effort.

A risk assessment isconducted and measurestaken to minimiserisk, e.g. insurance.

Equity issues are explicitly designed into the project, particularly where there are marginalised or less
fortunate groups within the community. Consideration should be explicitly given to gender equity, and
equity between andwithingenerations.

Relevant socio-economic baseline dataare collected in order to assess any future changesinthewelfare
of community groups (as opposed to increasesinincomefrom one activity at the expense of another, i.e.
“welfaretransfers”).

Funding sourcesareidentified, including capital investment from the community members, the government,
external agencies, and/or trust funds.

Possibilitiesof raising fundsfrom user fees, resourcerent, licences, and so on areidentified and assessed
to ensurethat therevenuesraised are greater than the expected costs of administering the charges.

5.4  Projectimplementation

During theimplementation stage, it isimportant to closely monitor the progress of the project against the stated
objectives. Themore carefully devel oped the project plan, the greater chances of the specific objectivesbeing achieved
withinthetimeframeidentified. However, itisal so possiblethat dueto factors beyond the control of the proponents, there
are delaysin the implementation of individual components. Occasional evaluation by independent agenciesis aways
useful to get objective assessments of how the project isprogressing.

Thekey questionsto be addressed include:

Which objectivesare being adequately addressed?

Which objectives may need to be modified?

Which social and cultural issuesneed to bereconsidered?

What strategies may be needed to address new objectives?

What arethe expected benefitsand costs of alternative strategiesrequired to addressthe modified objectives?

Sufficient flexibility needsto bebuilt into the project planto allow for adaptation and cost-effective delivery on

the project objectives. Community involvement in such assessmentswill allow reflection, and an understanding of adaptive
management. It will also ensure that the project can be modified to respond to changes in the priorities and needs of
community members, particularly if aprocess approach to project management ispursued. Somekey issuesin managing
projects adaptively are briefly outlined in Box 16.

Box 16. Managing projectsadaptively

Good project planning can hel p to strengthen proj ect design. However even the most thorough process of planning might
not anticipate asudden changein the proj ect environment. An adaptive approach to managing projects, where strategies
are devel oped, monitored and modified in acyclical process, canimprove project flexibility. Flexibility in project design
isalsoimportant where astrong degree of community control in project activitiesissought.

Somekey issuesin managing projectsadaptively are asfollows:
- atimeframethat enables experimentation and adaptation;
an attitude among project staff that fostersthe sharing of information about mistakes and successes, thus enabling
new approachesto evolve;
participation by beneficiaries so that projects are based on astrong understanding of local contexts;
arelevant and well-implemented monitoring and eval uation system to provide feedback on strategies;
support for experimentation, project flexibility and learning amongst |ead agencies and donors.

Further reading: Bond & Hulme (1999); Salafsky & Margoluis (1999).

Thetypeof activitiesrelevant to economic issuesthat should occur during project implementation include:

iterative assessment by community membersof actual costsand benefits. The project design may need to
bemodified if the original BCA was not accurate and community expectations are not being met.
iterative assessment of risks (expected and emergent) and how they can be mitigated.

monitoring of social and human capital, and of emerging requirements, such astraining in accounting,
community conflict resolution, facilitating management committees, and resource harvesting and marketing.
re-assessment of market accessarrangementsand the adequacy of theinfrastructure given the demands of
theproject.
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review of thelabour, resourceand financial inputsand their adequacy given project goals. For example, in

some cases, voluntary labour arrangements have proved popular initially, but later found inadequate,

giventhereturnsdesired from aproject. A system of payment for service can produceamorereliableflow

of outputswhenthisisnecessary for project success.

consideration of the effectiveness of community and institutional rulesand the enforcement of property

rightsand whether changeisnecessary.

evaluation of project milestonesand performanceindicatorsat pre-determined timesto ensurethat reflection

and review are continuous and not sacrificed when resources are stretched.

All theabove should be conducted in amanner whereby community membersand key stakeholdersareinvolved.

There are only afew occasions when an external and independent assessment can be useful, for example in assessing
performanceindicators or conducting financial audits. Even these examples should include consultation with community
stakeholders.

55 Evaluation

Thefinal stage of aproject cycleisproject evaluation. Thisisasystematic assessment of all aspectsof theproject
and proj ect planning to examinethe elements of successand failure, and to draw out lessonsfor thefuture. Theextent to
which the original objectives have been addressed is the first aspect of evaluation. Once again, the issues that were
considered during the appraisal stagewould berevisited and assessed against the actual outputs.

Thetypeof issueswhich should be considered from an economic perspectiveinclude:

Whether the specific objectives of the project were appropriate and compati bl e with the communal needs

and wants.

Whether the technol ogy was appropriate to achieve the expected improvement in the communal welfare

and/or environmental condition.

Whether financial and economic projectionswererealistic.

Whether theinstitutional/organisational management aspectswere appropriately considered and reflected

inthe project design.

Theimpacts of the project ontheincomelevel, social capital, the natural resource stock and flow, and the

environmental quality and conservation efforts (actual datashould be compared to baseline data).

Theimpacts on socio-economic status of theindividualsand the community.

Theimpact on quality-of-lifeindicators.

Ananalysisof trendsover time, e.g. productivity, incomeearnings, skills, conservation outcomes, market

access, infrastructure and serviceavailability and their relation to project activities.

Thelong-term sustainability of ecological, economic and social gains.

Thelong-term sustainability of habitat conservation.

The analysis used in BCA isthe appropriate analytical framework to use when making an assessment of the

impact of the project on the socio-economic well-being of the individuals and communities. In the evaluation report,
lessons|earnt are al so highlighted thus providing feedback for improving other projects.

5.6 Summary

The project cycleisauseful mechanism to ensure that economic issues and those factorsthat affect economic
issues are taken into account. While the above list of issues and activitieswill not be comprehensive, asvariations (as
illustrated in Annex V) will exist for different types of projects, it can be used asaguide. The key pointscoveredinthis
chapter are summarised in Figure 4.

To adequately implement what isproposed here, it isvital to realisethat the“top-down”, “blue-print” approachis
not likely towork. A “process approach” to project identification, development and implementationismoresuitable. This
meansthat, for community-based conservation and devel opment projects, sufficient lead timeisessential if the projects
are to adequately reflect the key economic issuesraised in thisreport. In particul ar, adequate time will be critical at the
pre-feasibility stagesof the project cycleand asdiscussed in Section 2.3, aflexibleand phased approach ismore appropriate,
with the proponents and donorstaking amedium- to long-term perspective.




Figure 4. Selected economic considerations during the project cycle

Project identification/
pre-feasbility study

Clarify goal's, needs and aspirations of
the community, its understandings of
the potential for conservation and
development activities, and desired
activities/projects.
Conduct situational analysisto assess
community motivations, socio-
economic status of individuals and
communities, resource values, uses
and tenure, availability of labour,
accessto finances, services, markets
& infrastructure, supportive govt
ingtitutions and NGOs.
Assesssocia capital/human capacities,
including businessand financia skills,
and organisational abilities.
Conduct astakeholder analysis.
Identify the current status of resource
stocks and flows.
Conduct institutional analyses, i.e. of
availableskills, servicesand resources,
support for proposed project
objectives, supportive legal
frameworks (existing or possible).
Consider the characteristics of the
present resourcetenure systemand its
implications for the proposed
activities.
Clarify project objectivesand ideasfor
alternative activities and crudely
evaluatethem.

Conduct abasic risk assessment of project

activities and the likelihood of meeting

project goals

Project feasibility

Conduct technica assessment, e.g.
required skills, inputs, production
processes, outputs, human
capacity, suitability to context.
Conduct environmental
assessment, e.g. impacts, non-
market values, externalities to
project activities, risks, needed
mitigation or compensation.
Conduct institutional/
organisational assessment, e.g.
resource access and tenure,
relevant govt policies and laws,
available socia and human capital,
community linkages to external
agencies, rule enforcement, role of
custom and culture in resource
management.

Conduct social assessment, e.g.
income distribution impacts,
equity considerations, gender
analysis, social structures,
decision-making processes.
Conduct financial and economic
assessment, e.g. costs of labour
and other inputs, operating and
capital costs, value of outputs,
BCA, mitigation/compensation
costs, market availability,
infrastructure.

Conduct risk assessment, e.g.
financial and market risks
involving price; exchange rates
and inflation fluctuations; risksto
resource productivity.

Project design

Establish goals, objectives,
activities and performance
indicators through community-
based planning.

Clarify issuesof project admin. and
benefit sharing, e.g. financial
transparency, division of earnings,
external support, project
management, roles.

Evaluate cost effectiveness of
alternative developments using
BCA.

Conduct relevant economic
valuation studies.

Define project boundaries and
stakeholders.

Addressissues of scale, eg. theunit
size of production/conservation.
Address temporal issues, e.g.
timing of expendituresand returns,
labour inputs.

Consider training needs, e.g.
business and financia training.
Incorporate national/ regional
institutional linkagesinto project.
Consider compatibility with land
tenureand local institutions.
Minimiserisksand costs/mitigation
measures.

Address equity issues.

Prepare project budget.

Collect baseline data on socio-
economic variables, e.g. income
earnings, subsistence productivity.
Identify arange of funding sources
including user fees,

resource rent, donors.

Projectimplementation

Iteratively assessactual costsand
returns.

Iteratively assess risks (expected
and emergent) and measures that
can be taken to minimise or
mitigate them.

Monitor human and social capital
achievements and requirements,
e.g conflict resolution training,
committee management, financial
management.

Review alternatives and
opportunitiesfor IGA.
Assessmarket access arrangements
and theadequacy of infrastructure
and services available to
community given the proposed
activities.

Review labour, resource and
financia inputs from community
and any concerns.

Consider the effectiveness of
community and institutional rule
enforcement.

Review equity issues and the
incidence of costs and benefits
within the community.

Monitor changing community
expectationsand values.
Externally audit key performance
indicators.

Review project budget and
milestoneachievements.
Encourage the community to take
full control of theproject over time.

Project evaluation

Assess whether specific objectives
of the project were appropriate and
compatible with community needs
and wants.

Evaluate the appropriateness of the
technologies used.

Consider how realistic were
financia and economic projections.
Assesswhether ingtitutiona aspects
were appropriately integrated into
project design.

Evaluate impacts on socio-
economic factors documented in
baseline study, e.g. incomelevels,
resource flows and stocks, socio-
economic status, quality-of-life
indicators.

Analyse trends over time, e.g.
productivity, income earnings,
skills, market access, infrastructure
and service availability, and their
relation to project activities.
Assess thelong-term sustainability
of economic, ecological and social
gans.

Conduct independent community-
based eval uation of project.
Document the lessons learned and
the outcomes.

Assessthe stability of partnerships
and other supportiveinstitutional
frameworks.

Feedback
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Annex | Participatory planning and evaluation tools

prepared by Sango Mahanty

Participatory planning and eval uation toolsevolvedin thelate 1980sand 1990sto assist practitionerstowork in
aparticipatory modein the context of rural development and resource management programmes. A widerange of specific
methods for gathering and analysing data with communities comes under the umbrella of Participatory Rural Appraisal
(PRA), Participatory Learning and Action (PLA) and Participatory Monitoring and Evaluation (PME). These have been
developed, adapted and applied in arange of contexts, such as health, urban planning, rural development and resource
management. Some specific methodsthat are useful in resource management are outlined below.

These methodswere not devel oped to extract information for expert planning, but to elicitinformation for planning
with, and for, communities. The development of participatory methodswas part of awider process of questioning expert
and top-down modes of planning, with arecognition that communities have knowledgetoo, and that equity demandsthat
they haveavoiceinformulating their own devel opment agenda (for further background see Chambers 1997; Guijt 1996).

Beforegoing into the specificsof thetechniques, afew explanatory pointsshoul d be made on the use of participatory
methods. Firstly, since the methods were devel oped to support participatory planning rather than just datacollection, the
discussion that accompaniesthe processisasimportant asthe output, making the devel opment of strong facilitation skills
very important. Practitioners need to be aware that the mechanical application of methodsis not a substitute for good
analysis and dial ogue with communities. Nor should the data collected using PRA be seen as a substitute for in-depth,
statistically valid datathat need to be collected, for examplefor detail ed benefit cost analysisitisimportant to realisethat
PRA provides only a preliminary set of information. It is aso important to note that the application of participatory
methods should not be equated with participationin the project overall. Thisdepends on key questions such ashow much
power communities and specific groups within communities havein decision-making.

The early application of participatory methods was criticised for its tendency to homogenise communities and
ignore differences in power, for instance differences arising from gender, age and clan affiliation. This resulted in a
diminished information base for planning, one that ignored, for example, the different roles and responsibilities of key
groupsin resource management. It also excluded certain groupsfrom discussions, thereby allowinginequitiesin accessto
project activities and the benefits they might produce to continue. Practitioners are now becoming more sensitised to
diversity within communitiesand the need to adapt methodsto deal with this. For instance, preparingaVenn diagramwith
a gender-mixed group can produce a different outcome to one with a group of men or women only. The output from
separating the sexes would be more likely to reflect different roles in resource use and management, and enable freer
discussioninworking groups, thusimproving thegroup process (theseissuesare discussed further by M osse 1994; Guijt
& Kaul-Shah 1998).

Timeines

A timelineisavisual representation of key eventsinthehistory of avillage. Drawing up atimeline can beauseful
icebreaking exercisein communities, and helpsto highlight critical issuesor eventsthat have shaped the current cultural
landscape (i.e. the interaction between society and the biophysical landscape). Timelines provide background on the
social and economic factors connected with changing patterns of resource use.

Venn diagrams

Venn diagramsareavisua way of representing key groups, agenciesand organisations (sometimesal so referred
to asinstitutions) in acommunity, and their roles and rel ationships. Thisinformation isimportant for project facilitators
in understanding how the community isorganised, and in determining the potential rolesand interests of specific groups
inaprogramme. Figure 1 isan example of aVenn diagram from aworkshop to monitor participation in adevel opment and
conservation project in Solomon Islands. It clearly showsthat women and youth werelessinvolvedin project activities.

Transects

A transect isapictorial representation of alandscape between two points, and canincludeimportant landscape
features, land use, and patterns of settlement. The process of preparing atransect provides an opportunity to gain an
overview and start discussion on key resource management issues such astenure, and important resources and placesfor
variousgroupsin thecommunity (seeFigure2).

Trend diagrams

Trend diagrams are used to explore changesin the status of resources and well-being in acommunity. Figure 3
shows an extract from aworkshop discussion on trendsin the availability of key resourcesthat they collected for sale.
Thisprocessyielded information on the status of these resources, and was used to discusstheir future management.




Seasonal calendars

Seasonal calendarsrepresent activitiesin acommunity over ayear. The calendar may be organised by calendar
month, or key seasonsin the year. It relates patterns of activity in the community such as agriculture to seasons, and
providesinformation ontimeswhen communitiesarelikely to be busy with critical activitiessuch asharvest, planting, and
social obligations (see Figure 4).

Matrix ranking

Matrix ranking can be used to help communities prioritisetheir problems and/or potential management options
or solutions. Options or problems are listed down the first column of agrid, and criteriafor evaluating each option are
displayed acrossthefirst row of thegrid. The community establishesthe criteriaused to assessthe urgency of problems,
or the feasibility and attractiveness of management options, to reflect their needs and concerns. The community then
assesses each option against thecriteria, to generatean overall scorefor each option. Thistechnique providesasystematic
approach to planning, but can be complex to usein acommunity setting, and requirestime and good facilitation.

Further reading and resources: Pretty (1995); Mosse (1994); Bronson et al. (1995).




Figurel. Venn diagram from Posar aer epr esentativeson the Arnavon M arine Conser vation Area Coor dinating Committee
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Figure2. Transect

Transect
through Hog
Harbour
Village
Soil
Red soil not good for Shallow Good brown Black soil mixed with coral
gardening brown soil, soil for
stony cliff gardening
Water None None 3 water tanks 8 taps, 6 water tanks
Vegetation Scattered trees Vines and Coconut and Trees for firewood. perfume trees,
bush banana other small bush
Food from None None Yam, taro, Island cabbage
gardens manioc, ba-
nana, beans
Housing None None None Permanent houses of concrete,
masonite,and iron sheet roofs. Bush
houses of bamboo and thatch.
Toilets None None 5 pit toilets 10 pit toilets
Dumps None None 3 places 4 places
Cash Crops | Coconuts, breadfruit, Breadfruit, Manioc, taro, Mango, grapefruit, orange,

v oranges, mango, fruit trees banana, paw- mandarines, natao, breadfruit,
nandao, naka-vika, and timber paw, beans, pawpaw, navoka, tamarind
rosewood, whitewood. trees onions, coco-
namalaus, and other nuts, orange,
timber trees citrus, bread-

fruit, mango.
cocoa, nuts
Sources of Cattle Cattle and Copra, cattle, Copra, cattle, fruits, vegetables,
Income coconut crab | copra drying, handicrafts to tourists. transport,
selling fruits stores, bakeries, royalities. sewing
and nuts and services for others
Observa- 1) Coconut crab is becoming scarce. Controls needed.
tions 2) Fi d is not yet a p but will be later.
3) Increases in population will require increased water capacity.
4) Gardens are very far away: it would be good if they were closer.
5) Many families don't have toilets; without a plan, the sanitation problem will get worse.
6) The school land is used up and will need more. Also need to have greater yields (production
and economic) from the land in the area.
7) Service of trucks could be better coordinated and improved.
8) There are no proper rubbish dumps, and the village needs some.

Source: Bronson et a. (1995).




Figure3. Extract fromtrend diagramson availability of resour ces—Arnavon community wor kshops

stakka

samfala

nating

past present

stakka

coconut

samfala

nating

past present
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trochus

samfala

nating
past present
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wood
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reef fish
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Stakka - plenty; samfala - some; nating - nothing
Source: Leary & Mahanty (1993).
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Figure4. Seasonal calendar from a villagein Solomon |dands
Jan Feb March April May June July August Sept Oct Nov Dec
\Weather Dry Wind Wind Wind Wind Wet Wet Relatively Relatively Relativdly Relatively  Relatively
(last 2-3 years period dry dry dry dry dry
wesather generally Wet Wet Wet Wet
morevariable
through year - Fertile
lessdistinct seasons)
Activitiesfor Gardening Panalyan  Pana/ Planting Planting
subsitence throughout harvest yam panal yam panal yam
year harvest
Ngalinut  Nut Nut
harvest harvest harvest
Activitiesfor happen throughout  year
cash
Community Good Friday/ S Luke Christmas
activities Easter
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Annex Il Market and cultural goods and total environmental value

In the Pacific, there are many traditional cultural structures that determine how individuals interact with each

other and the environment. Thesetraditional ‘institutions’, such asvanua (Fiji ISands) andfenua (Tokelau) canbeseento
produce three functions—economic, cultural and ecol ogical—giving threedifferent typesof value.

a)

b)

Economic: direct, individual, utilitarian or consumptive val ues, associ ated with products produced for thefamily’s
own use or to meet social obligationsin time of birth, death or marriage. These products can be regarded as
having direct economic value, reflected in the market val ue, regardless of whether the products are harvested
from the land and the seas, gathered from the foreshores or grown in garden plots. Where the products are
obtained from their own gardens, etc, and not purchased, they still have ashadow economic value.

Cultural: non-use values associated with maintaining the traditional culture of values and cosmological and
religiousbeliefs, within thewider kinship systemsand ecol ogical context. In thiscontext, society placesvaluein
maintaining aset of attitudes, practicesand beliefsthat are fundamental to thefunctioning of that society. Such
val ues cannot be maintained or enhanced purely by using market goods and services, but require actual input of
timefrom individual swho acknowledge an acceptance of their duty and obligations. Thisistimethat could have
been directed towards economic wealth-creating activities.

Ecological: therespect for underlying ecological processes. Thusthe concept of vanua or fenua can providea
strong foundation on which conservation activitiescan bebuilt.

Drawing onvanua and fenua, UNEP' sconcept of total environmental value can be extended to includethevalue

of cultura glue. Total environmental valueis thus defined as “the sum of the total economic value of market and non-
market goods, ecological processvalue, and cultural functionvalues’. Thatis

Total environmental value = Total economic value (TEV)
+
Ecological process value (EPV)
+
Cultural function value (CFP)

Source: La & Young (2001).
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Annex Il Non-market valuation techniques

Several economic methods are availablefor measuring environmental and resource val ues, and anumber of dif-
ferent typologies have been used to categorise them. Below, we will discuss non-market valuation using the mangrove
ecosystem asan example. Mangroves produce val ues associated with the direct use of goodsand servicesassociated with
mangroves, called the “direct-use” values. There are also values based on indirect uses of the services supported by
mangroves. Thethird category of uses, non-use values, capturesthings such asthe value attached by people when they
bequest something to their children, or derived from knowing that something exists.

Goodsand servicessupported by mangrovesand their valuation
USE VALUES NON-USE VALUES
DIRECT USE VALUE INDIRECT USE VALUE
Fish . Nutrient filtering . Bequest
Fuelwood : Flood control . Existence
Medicine : Storm buffer
Dye . Shoreline stabilisation
Hosescaffolding . Microclimatic stabilisation
Recreation : Biodiversity maintenance
Valuationtechniques Valuationtechniques Valuationtechniques
Revealed preference methody - Revealed preference methods . Expressed preference methods
- Productionmethod - Preventativemeasures - CVM, Choice modelling
- Substitutemethod - Replacement costs
- Preventativemethod
- Changeinearnings : Expressed preference methods
- Hedonic method - Contingent val uation method
- Travel cost (CVM), Choice modelling

Therearetwo broad categoriesof methods: reveal ed preferences and expressed preferences. Recently, the benefit-
transfer method hasal so been suggested.

Revealed preference methods

Reveal ed preferences are methods where actual choices made by individualsare used to derive market val ues of
aresource. Thereare several different methodsthat fall under thiscategory; only the key onesare summarised below.

Production method:

Goods and services produced by the environment are transacted in the market place and can be used to estimate
theeconomicvalue. Thusfor example, theval ue of forest productsharvested, net of costs, can beestimated. To adequately
use thistechnique, the physical changesin environmental characteristics on the marketed goods due to the proposed
activitieswould need to betraced. Therefore, for example, aresearcher estimatesthe quantity of different speciesof fish
caught that are dependent on mangroves, and that may be affected if an area of mangrove were to be reclaimed. This,
together with the price at which they are sold commercially, can be used to estimate the economic value, net of costs of
fishing, to estimate net benefits of commercial fisheries supported by aunit areaof mangroves. Market price can also be
used asaproxy for estimating the economic value of subsistencefisheries.

Substitute or proxy method

Inthe case of non-marketed goods and services, such asdyesand medicinal values, thevalue of similar products,
or close substitutes, sold in the market place can be used as surrogate market price. If there are apparently no marketed
substitutes, then other methods may be used, including indirect opportunity cost, wherethe cost of thetime spent collecting
and preparing dyes or medicines could be used asaproxy.

Preventative expenditures

Thisapproach allowsoneto estimate the val ue of aresource by determining how much peopleare prepared to pay
topreventitslossfrom occurring. Or aternatively, how much would it cost to replace the goods and services, oncelost.




Thusfor example, after mangrovesare reclaimed, onemay need to establish aseawall to prevent theerosion of the
coastal areas. Thecost of the seawall could be used asequival ent to the value of the storm buffering servicesprovided by
the mangroveforests. A similar approach can be used to determine the nutrient-filtering services valued by humankind,
wherethe cost of establishing asolid-wastefiltering deviceisused asaproxy.

Similarly, the cost of preventive measurestaken to avoid getting affected by pollutionisused asaproxy for the
cost of pollution. Thus for example, in the event of ground water pollution, if local communities were forced to drink
bottled water purchased from supermarkets, or installed home water-treatment plants, or obtained water from alternative
sources, then the costs of these preventive measures could be used to estimate the cost of pollution.

Change in earnings methods

Where human healthisaffected by, say, air or water pollution, the economic cost of pollutionisestimated using
thelossin earnings approach, plusthe cost of medical expenses. This approach does not however capture the chronic
health effects, which may not result in actual lossin earnings. Nor does it reflect the true cost of pollution on society.
Where human life may belost, value of human lifeis estimated using insurance premiums people arewilling to pay.

Hedonic method

Thismethod relieson people’ swillingnessto pay for agood, which often dependsonitscharacteristics. Thusfor
example, the pricethat ispaid for ahouse not only dependsonitssize, but also onitslocation, e.g. whether itisinahighly
polluted area, or near anindustrial sitewherethereisexcessiveair pollution. Economistsuse suchinformation to determine
the economic value of, for example, air pollution, or environmental aesthetics.

Travel cost method

Therecreational and aesthetic value of mangroves could be estimated using how much peoplearewilling to pay
to visit asite. Note that this method relies on the actual expenses incurred by the recreational user to derive a market
demand for the resource and from which an appropriate economic valuefor the recreational experienceisestimated. The
actual expenditureitself isnot equal to the economic value of recreational experience. Alternatively, accessfeescharged
to enter national or marine parks could be used to measurethevisitor’ swillingnessto pay for the park. This, multiplied by
the number of visitors, would givethe economic value of the national park.

Expressed preference methods

Thiscategory of valuation isbased on what people express astheir willingnessto pay for some environmental
goods. Thisisoftenalso called the* hypothetical valuation” method because respondentsare given hypothetical scenarios
and asked to indicate how much they would bewilling to pay to either avoid theloss or to gain someimprovement inthe
resource. Thisapproachiscalled the® contingent valuation” method (CV M). Instead of asking peopleto directly express
how much they would be willing to pay, other techniques such as the “choice modelling” approach (also known as
“contingent ranking” method) have al so been used. I n the choi ce modelling approach, respondents are asked to consider
and rank different scenariosthat theresearcher describesusing aset of attributes, plusacost associated with each scenario.
Using therespondents’ ranking, theresearcher then estimatesthe value of amarginal change (improvement or loss) inthe
habitat or its use. Hypothetical valuation techniques are generally used to determine the val ue of intangible goods and
services, such as bequest or existence value, changes in biodiversity value or changes in the ecological health of an
ecosystem.

Benefit-transfer method

Whereall elsefails, benefit-transfer estimates have been argued by someto offer potential to estimate economic
values. Benefit transfer is effectively using values estimated from previous economic studies conducted el sewhere and
applying themto current site. Itisimportant, however, to notethat care needsto be taken when using thisapproach. Itis
important to ensurethat, when using value estimates derived for other sites, thereisclosesimilarity betweenthe characteristics
of the two sites and the respective policy environments. In addition, there must be sufficient similarity in the stages of
economic devel opment, and the supply and demand conditions.

For more details see Freeman (1993).
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Annex IV Economics of the proposed pilot project: an illustration

Thetwo projects considered herewere sel ected from the four identified by SPREPfor their International Waters
Programme. Appropriate references are madeto therelevant sectionsin the main body of the report.

Example A: Pollution of groundwater

A rural community of 250 householdsliveson an atoll. Theresidentsobtain their water fromalensthat isat risk
of major contamination from the disposal of the community’ ssewerage, including that from farmed animal's, such aspigs.
A pilot project could be designed to addresstheroot cause of water contamination through avariety of different strategies,
ultimately aiming toimproving the quality of drinking water. Thispilot project would integratetwo focal areas of interest
tothe WP —the preservation of freshwater resources and the management of human wastes.

Relevant environmental issues

Pollution of groundwater lensfrom human and animal wastes, increasing organic content and thelevel of
micro-organismsin the groundwater and associated ecosystem.

Theoverall effectsinclude;

- deterioration of human health; and

- degradation of the ecosystem and associated ecol ogical services.

K ey economic issues

Human discharge of human wastesinto the environment causes an externality problem—pollution of the
public resource, i.e. the water lens.

Inmost Pacificisland nations, although groundwater isusually formally recognised to bel ong to the state,
thereisalso aninformal acceptancethat theresourceiscommunally owned. However, groundwater for all
purposesisan “ open-access’ resourcein most countries, no oneindividual hastheincentiveto minimise
their discharge of human wastes, nor the ability to get others to reduce theirs. The level of pollutants
discharged isabovethe optimum, because the public good isused for free (see Chapter 2, propositions8
& 9).

Economic impacts

Lossof incomeand/or lifedirectly dueto theimpacts of consuming polluted water on human health;
Lossin net economic benefitsderived from use and non-uses resulting from the degradation of ecologically
associated habitats. The key impacts other than those on direct human health through polluted water
consumption could include adecreasein fisheriesoutputs, and adeclinein ecol ogical services(see Annex
).

The proponents (government and other stakeholders) of the pilot project hope to address the root cause of
contamination and improvethequality of water, by treating the human sewage. Under ideal circumstances, thegovernment,
in partnership with the relevant communities, would first decide if any action were needed. To make this decision, a
benefit cost analysisapproach could beuseful. That is, thegovernment will chooseto treat the sewageif the net benefits
of sewagetreatment are deemed to be greater than the economic val ue of the health effects and the net economic val ue of
thechangesin other useand non-usesof thewater |ensresulting from sewage being disposed of directly into theenvironment
(see Chapter 3and Annex I11).

But inthiscase, therelevant stakehol ders (who would have been identified during the situation analysis phase of
the project cycle discussed in Chapter 4 and 5) have decided that the human health and ecol ogical impacts of the water
pollution are unacceptabl e. They have also madethe decision to take stepstoimprovethe quality of water. Intheanalysis
provided below, it isassumed that the only option availableisto treat the human sewage.

Once this decision has been made, the choice for the decision-makers (stakeholders) isto find that treatment
option which ismost cost effective (see Proposition 14, and Table 4).

Cost effectiveness analysis

Supposethere aretwo options: use household based composting toilets, or acentral treatment plant for thewhole
community, each leading to the level of treatment that produces the same quality of water. To choose between the two
options, onewould first determinethe economic cost for the 250 househol ds. Please note that adequate, detailed information
about thetechnical detailsof thetwo optionsisnot available. Thetwo options considered aretotally hypothetical and a
number of assumptions have been made.

Option 1: composting toilets

Calculate the capital cost of composting toilets, the labour costs of constructing each composting toilet, and
other costs, for 250 toilets. Thisassumesthat the entire 250 househol ds adopt the composting toil etsand that thereisno
unemployment inthe society.
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Option 2: central sewage treatment

Calculatethecapital cost of theinfrastructurefor sewage coll ection, sewage pipes, and treatment plant, plusthe
labour cost involved in the construction of the infrastructure. In addition there are the ongoing operating costs of the
running the central plant.

If the present val ue of the economic costs of composting toilets was|essthan the present val ue of the costs of
central sewagetreatment, then the stakehol derswoul d choose the composting toil et option. Thisassumesthat the people
do not hesitate to use the composting toilets, and that the proposed technol ogy is adopted. Moreover, the people have
ready accessto the fundsrequired to establish the composting toil ets (See Chapter 3).

Whilethe choice of introducing composting toil ets makes economic sense (becauseit ismore cost effective), the
key question that should also be asked iswhether itsadoptionislikely to befeasible. If the use of the composting toilets
isnot socially (or in some cases culturally) acceptable, then the government in partnership may haveto incur additional
education coststo change peopl €' sattitudes. The cost of education should al so be considered i n the cost-effectiveness
analysis(seeProposition 17). Such an assessment woul d have been done as part of the pre-feasibility/feasibility analysis
(see Chapter 5).

If the pre-feasibility assessment suggeststhat the composting toiletsare not socially acceptable even after conducting
an appropriate education programme, then other alternative options may need to be considered. If the central sewage
treatment option is the only option available, then the government has to establish the treatment plant. To encourage
househol dsto meet the cost of treatment, the use of economicinstruments such aswater charges, or sewage charges may
be appropriate (see Figure 2).

Example B: Diving or fishing

A small community reliesonreef resourcesfor itsdaily subsistence needs. Itisalsoinvolved in somecommercial
fishing. A local divetour operator isal so using the same reefsto support hiscommercial diveoperations. Heisconcerned
that thefishing activity of thelocal community threatensthe growth of hisbusinessonthereefsthey share. A local NGO
hasundertaken abaseline survey of reef resources, documented fishing activitiesand compl eted asocio-economic profile
of the community. The pilot project supported by IWP could be designed to supplement the work of the local NGO to
promote shared benefitsfor the use of thereef. Thepilot project might seek waystointegratethelocal community fishing
activitieswiththedivetour operations.

Environmental issues

Commercial and subsistencefishing reducesthe diversity of fish and coral species.
Diving experiencerelies on the quality of thedivesite.
Economic issues

Commercial and subsistencefisheries cause externality effectson thediving activitiesbecausethey affect
thequality of diving experienceby adversely affecting speciesdiversity and perhapsthe habitat quality by
the impact of fishing. (It is assumed here that the externality effects caused by the divers in terms of
affecting fishing operationsis minimal.)

In many countries, although thereis recognised communal “ownership” of resources, the governments
managethe coral reefsand associated activities.

Thekey economic questionis*how to sharethecoral reef resourcesbetween areef-based diving operation,
and subsistence and commercial fishing?’. Or, for the particul ar reef site, “which activity (dive operation
or fisheries) will produce higher economic returnsfor the society?’ (see Chapter 4).

Thekey management objectiveisthento makean informed decision based on the assessment of the net benefits
that society will get from the dive tour operation as compared with the net benefits from commercial and subsistence
fishing. Theassumption behind thisapproachisthat the society hasto choose between thetwo options, anditschoicewill
be based only on the economic contribution made by thetwo uses. Thetask in front of the analyst isto estimate the net
benefits of recreational diving and thefisheriesuses.

1. Market valuation of commercial and subsistencefisheriesuse
Choosethe production val uation method if market pricesand quantity dataare available (see Annex I11).

In addition to the soci o-economi c survey conducted by the NGO, an analyst will aso need to undertake an additional
survey to obtain relevant informati on about theinputs used in the subsi stence and commercial fisheriesand the prices
of thedifferent fishescommercially marketed. Estimate shadow val ue of subsistence fishes (the shadow value of any
inputisitsopportunity cost to asociety, and isnot the same asthe observed market cost).




Undertakeasurvey of current usersinvolvedin commercia and subsistencefisheriesto obtainthefollowing information:

—  Number of fisher personsemployed,
—  Speciesand volume of fish caught,
—  Priceof fish sold, and

— Fixed and operating costs of fishing.

Using one of the methods outlined in Annex 111, determine the net economic value of subsistence and commercial
fisheries.

Using one of the non-market val uation methods outlinesin Annex |11, determine the net economic value of the non-
usevauesaffected by fishing, if any.

Economic value of recreational diving (It isimportant to note that the relevant economic measure is the economic
value to the divers of additional fauna and flora diversity and improved habitat that would result from stopping
commercial and subsistencefisheries) (the* good” that diversvalueisthe diving experience because of high species
diversity and the unspoilt quality of habitat).

Todeterminethisvalue, one could use contingent val uation method (CV M) or choice modelling (see Annex 111).

(Non-market valuation of non-use benefitsassociated with the particul ar areaof interest isnot necessary because
thenon-usevaluesarenot likely to be affected by the non-extractive uses made by the diving operations.)

If the net benefits of the site for the recreational diving are greater than the net benefits associated with the
commercial and recreational fisheries use, then recreational diving useisthe preferred choice. If those losing
accesstothesitewereto be compensated, then the appropriate val uefor compensation would bethe net benefits
|ost by the commercial and subsistence fisheries (see Section 3.7 and Proposition 12).

A word of caution: giventhesmall scale of many projectsinthePacific, it may not be cost effectiveto undertake
thefull-fledged detailed economic valuation. It may, however, be more useful to at |east usethe BCA processto
systematically identify all the inputs and outputs associated with each use option. Then make an informed
judgement based on as much qualitative and quantitativeinformation as can be collected, compiled or collated,
giventheresourcesavailable.

Moreover, although the net benefit estimate may suggest that the particular coral reef site should be allocated to
thedive operation, the stakehol ders may decide, for equity reasons, to devel op somerulesand regulationsthat
would allow the site to be shared between the two activities. This may require somerestrictionsin the fishing
activity so that theimpact on the species diversity and the habitat from fishing isminimised.




Annex V Useful web sites

Therearemany web sitesthat deal with environmental economicissues, but nonethat solely addresstheissues
discussed inthisreport. Thefollowing are some general siteswheredifferent issuescovered in thisreport can befound,
and aregiven hereasanindicationonly.

US Department of Interior: Bureau of Reclamation (project analysis): http://www.usbr.gov/

Environment Australia: http://www.ea.gov.au/

International Institute for Sustai nable Devel opment: http://iisdl.iisd.ca/

International Union of Conservation of Nature (IUCN): http://www.economics.iucn.org/

NSW Environment Protection Agency: http://www.epa.nsw.gov.au/

Organisation for Economic Co-operation and Devel opment (OECD): http://www.oecd.org/
Resourcesfor the Future: http://www.rff/org/

UN Commission on Sustai nable Development: http://www.un.org/ecosocdev/topics/environe/

United States Environment Protection Agency (EPA), Economy and Environment: http://epa.gov/economics/

Professor Neill’ sweb site, Canadian economic problems: http://www.upei.ca/~rneill/

World Resources Institute: http://www.wri.org/

World Bank: http://www.worldbank.org/
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