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Good morning and welcome to the conference session of the Nationd Conservation
Incentives Forum. It is a pleasure to be a co-sponsor and speak at this event.

| would like to thank our distinguished guests.
We are fortunate to have Mr John Landy, Governor of Victoriaand Trust for Nature Patron.

A particular welcome aso to this morning' s keynote speakers, we dso have representatives
from every state and territory.

My proposition today is that economic andys's should be used to provide ingghtsinto how
best to tackle environmenta problems.

As both an economist and the Secretary of the Australian Government Department of the
Environment and Heritage, | believe that economicsis fundamenta to the way we value, use
and protect our environment.

Today | want to address the role of economics in the environment from 3 perspectives.

Firdly, the role of economic sgnasin consarvation policy;
Secondly, the importance of accessrights; and
Thirdly, the importance of information.

First and foremost, we need to make sure that we do the research and evaluate the evidence,
S0 that we can have a good understanding of the particular environmental problem. Only then
canwe work —inacross disciplinary way — to make sure that measures employed to protect
the environment are targetted to the nub of the problem.

Economic instruments are not utilised anywhere near their potentia in targetting
environmental problems. This may reflect, as the Economist magazine put it so gptly:
“mandate, regulate, litigate. That has been the green mantra.”

Despite the Economist magazine s characterisation, in some instances regulatory gpproaches
may be the best way to go, where:

Protection of particularly vauable areasiis required (eg by the creation of nationd parks);
or

Where emissons are sufficiently noxious that a pecific leve of discharge should not be
exceeded and this otherwise cannot be guaranteed.

Indeed, market based and regulatory responses are usudly not mutually exclusive.



Markets generally need to be buttressed by a regulatory framework if they are to work
effectively. Let metease out that thought alittle further.

Economic signals and conservation policy

Up until relatively recent times, conservation policy focused on the management of public
lands for forestry, water supply, biodiversity and recrestion purposes.

Wildlife and native vegetation on public land was the property of the state. Accessfor private
or commercia purposes was prevented or controlled through permits and licences.

Over recent years—particularly in the 1990s—it was recognised that Audtraid s conservation
objectives could not be achieved through the purchase and reservation of land alone for
reserves and parks.

More than 70 per cent of Audtrdia s land areais managed by private landholders.

Many of the unprotected priority habitats and ecological communities occur only in relaively
smal pockets on private land. As aresult, governments began to focus on various kinds of
regulation to limit or control development (such as, limitations on the clearing of native
vegetation). Because habitat is so critical this was seen as a concrete way of protecting
threatened species (of which we have about 1600 in Augtrdia).

In the last decade, regulatory approaches have been complemented by:

investment in education, cagpacity building, supporting community action through the
Naturd Heritage Trust (NHT) and the Nationa Action Plan for Sdinity and Water Qudity
(NAPSWQ); and

the use of tax incentives to support environmenta philanthropy.

| am pleased to say that now thinking is evolving further. Thereisagreat ded of interest
among landholders, environmental organisations and policymakersin exploring the potentia
to use incentive mechanisms and market-based instruments to achieve environmental
objectives.

The Economist magazine picked up this shift and characterised it as. “Y esterday’ sfailed
hopes, today’ s heavy costs and tomorrow’ s demanding ambitions have been driving public
policy quietly towards market-based approaches.”

New markets are being developed for services that support regiona and nationd sustainability
objectives like sdinity mitigation, carbon sequestration, water and fisheries management.



The Nationd Market Based Instruments Pilots Program under the Nationa Action Plan for
Sinity and Water Qudity istridling arange of projects that extend our understanding of
how economic instruments can be gpplied effectively.

What are some overarching lessons?

Vdue of biodivergty and the absence of economic signas

If markets are to develop in the environmenta arena, it will not be spontaneous. Markets
need to be created and supported. Usually aregulatory framework needsto be put in placein
order to alow the market to flourish.

Property owners are running businesses. They must focus on options that are viable for them,
even if that may not be in the best interests of other resource users or of society overdl.

Understandably, private property owners propose that if society wants to impose
environmenta objectives over and above what might reasonably be expected of them, then
they should be recompensed in one way or another.

Thismight seem to be areasonable propogition at first instance. Y et decisons by an
individua property owner can have beneficid, or sometimes bad, effects on their neighbours
or, more broadly on, say, the valey in which they operate. For example, decisons of
individua farmers can affect the spread of pests, erosion and dinity - dl factors affecting
overd| farming productivity in aregion.

Nevertheless, good environmental measures in these areas, taken by an individua property
holder, may not generate a sufficient direct return for them. However, the sum of good
environmenta practice will often be very beneficid for property owners overdl. In other
words, there may be amutuad dependence for each property owner in the valey to pull their
weght in pursuing environmental objectives.

In such instances, a case can be reasonably made for the need to take collective — valey wide
— action, with this being more akin to a private benefit in which the property owner should
wisdy inves.

What though, if we extend this example beyond the valey to, say, the whole catchment, or to
the State as awhole. What should society’ s expectation be of the property owner? Should
the property owner be expected to take decisionsto, say, protect wetlands, or preserve habitat
for threatened gpecies, when that limits ther potentia to develop their holdings? Should
society expect them to pay for, or absorb the cost - through the imposition of regulaions— for
the broader “public good”?

Thisis much more of adretch. Yet governmentsdo it dl the time. Governments regul ate
what you might build in urban aress, they impose heritage redtrictions and limit your capacity
to cut down trees in your backyard — al actions which might adversely affect the economic
vaue of your property, in the name of the broader * public good”.



Smilarly, we limit industrial development, or impose devel opment conditions on proposas
that may affect matters of nationa environment significance.

In dl such ingtances, we are imposing costs on the private sector — usudly with no
recompense — in order to pursue public environmental objectives.

My messageis that drawing the line between how governments treat “private’ and “public
goods’ essentially depends on the political process — on vaue judgements asto what is held
to be fair and reasonable.

Principles for ensuring effectiveness of payments

Although there are difficult choices to be made, direct payments to landholders to protect
biodiversity vaues on behaf of the broader community can complement suasive and
regulatory gpproaches. We can build on the experience garnered from biodiversity contract
and tender programs such as the Victorian Bush tender and the Tasmanian Private Forest
Programme.

Biodiversty sewardship payments may be particularly suited to managing threats to
biodiversty that require active and ongoing monitoring and management effort from
landholders.  Such payments provide landhol ders with resources for undertaking
consarvation activity and motivate them when the private benefits from undertaking a
conservation activity are smal or even negative.

Examples include controlling environmenta weeds, restoring and maneging habitat of
specific species, and implementing burning and grazing regimes.

The overdl effectiveness of public funding for improved conservation and natura resource
managment outcomes can be enhanced by incorporating the following festures into the design
of funding programmes:

biodiversty payments should be dlocated on the best vaue for money, assessed in terms
of the contribution towards the achievement of public good biodiversity objectives,

payments should, wherever possible, be dlocated on acompetitive basis, with dl
landholders that can contribute to the desired outcomes digible to participate; and

payment should be avoided for action consdered likely to be of net benefit to landholders,
ether individualy or in agroup, or that are dready lega obligations of the landowner.

In these ways, these arrangements have been, or should be designed to protect environmental
and economic values. But, as| havetried to draw out, the balance between private and public
rights has to be worked out. A baance has to be struck (even though that balance might be
hotly contested).



Theimportance of Access Rights

The second mgor issue | wish to address today, the importance of accessrights.
Environmental resources — water, ecosystems, fisheries and clean air — are often characterised
by the absence of accessrights. Asaresult, the pricing of environmenta servicesis
inadequate.

The granting of access rights can be both beneficia for the environment and for investment
certainty. Thekey liesin alocating access rights over “common” resources, such as water or
fisheries. Resources such as these can be over exploited, because the “ commons’ belong at
once to everyone and to no-one. This can be rectified by granting access quotas or licences
(preferably on a competitive bass), condstent with sustainability principles, while making
those licences tradeable instruments.

Let meillugtrate the possibilities by one example - water. An important component of the
COAG Nationa Water Initiative (NWI) was the cregtion of certainty of access entitlements to
water, separate from the title to land.

Under the NWI arrangements the rights of water users and the environment are treated
equaly. Water — like fishing licences— needs to be alocated to users on a sustainable basis,
to avoid the tragedy of the“commons’. And that dlocation - theinitid didribution of shares
to users and the environment - needs to be determined on a transparent basis, informed by
science and socioeconomic anayss.

The am of the NWI isto protect environmentd vaues, while giving the certainty that farmers
and other users need for long-term investiment.

The expectation isthat water will be traded from low to higher value uses benefiting overal
agricultural productivity. But if water markets are to work efficiently, there needs to be:

aliquid market where opportunities to trade can be discovered and promulgated;
proper water accounting and audit of water use; and
awhole of system or catchment gpproach so that there is not free access to water
through practices that intercept or divert water (eg into private storages, or the
harvesting of underground water before it enters aregulated system).

In essence, water markets — like other nascent markets for environmenta services—need to be

buttressed by arobust regulatory framework. The NWI sets out a 10 year implementation
timetable for this to happen.

Information on the economic benefits of biodiversity



The third maor issue on the role of economics and the environment that | wish to address
today isthe need for good information. Markets do not work properly where thereis
incomplete knowledge and information. Information gaps in the past have contributed to
what are now seen as flawed or inadequate policies.

If the benefits of biodiversity conservation for land managers are unknown or the information
isdifficult to access or use, landholders and regiona natural resource management bodies are
unlikely to incorporate values of biodiversty conservation in their land management choices.

Government has an important role in facilitating or directly providing the supply of basic
information — including on land use practices and ecosystem management.

Accessto information is central to achieving sustainable land use and wider public benefit,
and the absence of good information isamgor impediment to sustainability.

And that information needs to be accessible to landholders and regiona naturd resource
managers. We have agood way to go before our scientific knowledge can be readily
trandated into on the ground action &t the property or regiond levdl.

Even & amore aggregate leve than the individua property owner, we have away to go to
collect and andyse information. The key information needs a the catchment leve fdl into
three categories.

regiona and local scale data on resource condition for the development and
implementation of local and regiond drategies.

information to support the introduction of more sustainable systems; and
the socid aspects and impacts of natural resource management.

During the course of this Forum we will hear more about the importance of information in
desling with the inevitable urbanisation of our regiona centres and coadtd aress.

Concdlusons

The application of economic solutions to environmenta problems requires considerable
thought.

Clear economic sgnds, properly established access rights and good information are dl
essentid ingredients.

Aboveadl, | believe that we need to use cross-distiplinary teamsto chart the best way
forward:

economigts and scientists need to work together; and

solutions have to be practicable, so there isaneed for input from industry and other
landholders as well.



Please, take this opportunity to get to know each other, form cooperative reationships, listen
and learn from the many valuable presentations given at this Forum.

Thank you dl for your atendance and involvemen.

Thisisan important initigtive.



