
Review: Supporting the negotiation of fair deals for 
watershed services 
The value attributed to watershed services depends not only on scientific information about 
the effects of land use on water quality, quantity and timing of flows, but also on a complex 
set of socio-economic considerations that influences land use decisions and the trade-offs 
that stakeholders are willing to make. It is also dependent on the willingness of stakeholders 
to cooperate in new and uncertain endeavors. 
These issues were the focus of a recent study on Socio-economic Opportunities from Upland 
Catchment Environmental Services, which set about to support a more effective process of 
negotiating PWS agreements. The study was carried out by a team of researchers at 
CLUWRR (The Centre for Land Use and Water Resources Research) – in collaboration with 
IIED, CINPE, ITCR, and WII (with support from DFID). The study examined the Costa Rican 
PES program, which is among the more comprehensive and better known initiatives, and 
which has resulted in the protection of over half a million hectares of land (1997-2005) – some 
of which was almost entirely deforested or under threat of conversion in the mid 1980s. The 
study compares the Costa Rican experience with that of the Bhoj wetlands in Madhya 
Pradesh, India. Study components included a review and analysis of stakeholder perceptions, 
beliefs and activities related to land and water, a livelihoods survey, and special 
methodologies for analyzing economics and negotiation. 
In stated choice experiments, stakeholders were presented with scenarios that were likely to 
occur with different land use options. By voting for their preferences for various combinations 
of attributes, stakeholders made implicit trade-offs, revealing how they might respond in a real 
life situation. Deciding factors included: the amount of forest cover necessary to maintain, the 
level of payment offered, opportunity costs, and property size. 
In Costa Rica, results confirm that the PES program primarily benefits large landowners who 
own over 10 hectares, and face low opportunity costs of keeping some land as forested area. 
The participation of small and medium farmers has been limited because payments are not 
sufficient to cover their opportunity costs, particularly when there is encroaching urbanization. 
There are also insufficient funds to meet demand, and limited understanding of the program 
due to the limited presence of program managers. Other key constraints are disputes over 
land ownership and high transaction costs. However, small landowners who do not own 
forested areas can now benefit from practicing agroforestry, which was recently added to the 
land uses eligible for payments.  inclusion in the program. There are no direct benefits for 
those with no land. 
At the Arenal site, and in comparison to pasture, the economic value of additional water from 
cloud forest land use, in comparison to pasture, for hydropower production is small because 
the facility has a large inter-annual reservoir and is therefore less dependent on dry season 
flows. Analysis for a smaller run-of-river reservoir also shows relatively small benefits from 
upland forestry for hydropower production. However, although this study only considered 
water, it should be kept in mind that this is not the only benefit provided by forests.  
In the Bhoj wetland site, it is promising that farmers appear willing to convert to organic 
farming if they can overcome the institutional, informational and land certification constraints, 
and so may only need upfront costs. The importance of inclusive and iterative stakeholder 
dialogue has also proven crucial in understanding the feasibility of any intervention and 



developing support across multiple government, business and downstream wetland water 
users. 
Among the key lessons, is the experience that decisions over land use change are not only 
driven by cash but also by the provision of public goods (such as road improvements or 
releasing market access constraints) – a finding that is consistent with learning from other 
IIED partner projects (outlined in a forthcoming report on Fair Deals for Watershed Services). 
This suggests that the kind of participatory scenario analysis applied to understand these 
preferences can be very useful in guiding the design of an initiative. 
The results also serve as a reminder that secure land rights are critical, that the program is 
not designed to help the landless and seasonal labourers (who are negatively affected if land 
is taken out of production), and that payment schemes may be undermined by a lack of trust. 
Although poverty, gender and food security goals tend to weaken the PES approach, there 
may be opportunities to reduce poverty or mitigate unintended consequences for the poor. 
According to Rob Hope (CLUWRR), even if PES schemes don’t directly reduce poverty, they 
may play a valuable role in initiating dialogue on water allocation problems outside of existing 
regulatory domains, thus promoting stakeholder negotiations for rural development and 
improved environmental management. There are also useful lessons that can be learned from 
negotiations over water allocation, which should also be better integrated with the protection 
of watershed services. 
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Other new resources 
Katoomba Group Conference, Making the Priceless Valuable: Jumpstarting Environmental 
Markets. Hosted by The Katoomba Group, Forest Trends and Ecotrust. Portland Oregon, 
June 7-9, 2006. Daily coverage and related information. 
  

Feedback and Commentary 
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If you have a good rule-of-thumb, or other comments, please send them to 
comments@flowsonline.net for inclusion in the next bulletin. We also welcome input and 
references for forthcoming bulletins. 

About the Flows Bulletin  
  
The Flows Bulletin is produced by Sylvia Tognetti, an independent consultant on 
environmental science and policy, with the collaboration and support of IIED project on Policy 
Learning in Action: Developing Markets for Watershed Protection Services and Improved 
Livelihoods, and the World Bank, through the Bank-Netherlands Watershed Partnership 
Program.  
  
The Flows Bulletin is a forum for multiple perspectives, and does not necessarily represent 
the views of the sponsoring organizations.  
  
Material from Flows may be freely used providing that the source is acknowledged.  
  
Previous issues of the Flows Bulletin are archived at www.flowsonline.net Flows is also 
available in Spanish - to receive it is Spanish, please send an e-mail to subscribe-
spanish@flowsonline.net
  
Flows bulletins 7-12 are available also in Indonesian, online at www.flowsonline.net. To 
receive future bulletins in Indonesian as they become available, please send an e-mail to 
subscribe-indonesian@flowsonline.net  
  
To subscribe in English please send an e-mail to: join-flows@list.flowsonline.net or visit 
www.flowsonline.net
  
To unsubscribe from the English, please send an e-mail to: leave-flows@list.flowsonline 
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