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1. Introduction

The Millennium Ecosystem Assessment (MA) is sotli@ most comprehensive study on the
actual condition of the world’s ecosystems andrtkervices, including projections on future
development. The United Nations (UN) commissiortesl MA in 2001, which was assessed

by more than 1300 scientists from over 95 countries

One of the main conclusions from the MA revealedt thore than 60% of all inspected
ecosystem services are depleting far quicker tharbe regenerated (Katoomba Group 2008).
Positive financial instruments as an economic itigerfor confronting resource degradation
are internationally discussed as Payments for Etesy Services (PES). So far there is no
universally accepted definition for PES. Howeveryidely accepted definition defines PES
as “ (a) a voluntary transaction where (b) a welitted environmental/ ecosystem service
(ES) or land use likely to secure that servicagdeing ‘bought’ by a (minimum one) service
buyer (d) from a (minimum one) service provider iepnd only if the service provider

secures service provision (conditionality)” (Wund2005:3).

In general remuneration for ecosystem servicesaeemand more becoming a popular and
well-established approach for conflict resolutioatvileen land users and environmental
problems (Kemkes et al., 2007). Solutions for ocomiing environmental problems are

increasingly searched for with an economic perspect as a substitute for the classical
administrative law. “The key characteristic of tad*ES deals is in the focus on maintaining a
flow of a specified ecosystem “service” — such lesuc water, biodiversity habitat, or carbon

sequestration capabilities — in exchange for somgthf economic value” (Katoomba Group

2008:3).

For a PES transaction to be classified as a pesiivancial incentive instrument, it is

important that money does not simply change haodsih ecological service from service
buyer to service supplier. Instead, to be an ecanaroentive, remuneration has to take place
for services that otherwise would not have beenegdad (or ecological services that
otherwise would not have been preserved). Thaiis,could only talk about a PES deal if the

ecological service is additional to the “businessisual” plan.



PES instruments can be financed, designed and mnepleed by state agencies as well as civil
society initiatives. Civil society initiatives againing in importance with respect to being a
key player in PES deals. This is fostered firsyyadbmore and more sophisticated discussion
regarding sustainable development of society inegn Secondly, environmental problems
are increasingly discussed as complex cause-aadtethains, with them being not only

relevant from an ecological perspective but alsofia societal point of view; society shapes

environmental problems and vice versa.

The relevance of civil society initiatives had algpsurged with the rather disappointing
performance and output from governmental approadibesconfronting environmental

problems.

It can be assumed that governmental PES instrumam@sdesigned and implemented
differently from non-governmental approaches (eigl society’s approaches for designing
and implementing PES deals).

The focus of this dissertation will be on non-goweental initiatives designing and

implementing PES instruments.

Waunder et al. (2008) remarked that only few effovese made to systemically document the
characteristics and effectiveness of different RBiESgrams, and even fewer efforts to
compare them. It is important to mention explicttiat this dissertation proposal does not aim
at comparing governmental and non-governmentaliatnies with respect to their
effectiveness in handling environmental problemspiecally. Rather a new institutional
economics analysis will be applied - via theorétaancepts such as transaction cost theory
and principal agent theory — on non-governmentsiatives and their approaches to PES
deals. Based upon that potential advantages amad\wdistages, strength and weaknesses of
non-governmental institutions in managing environtak problems will be discussed and

analysed.



2. State of the Art

The exchange of ecosystem services and ecologioalsgoetween service supplier and buyer
incurs transaction costs, which must be taken actmount when designing and implementing

PES instruments.

Transaction costs arise for different reasons. Wépect to transactions in the agrarian
sector, transaction costs can be prohibitively ldgk to the characteristics of the concerned
goods and services, especially with respect tesaretions of agrarian goods and ecosystem
services and secondly because of certain charstateri moral concepts and ideals of the
acting stakeholders.

The remainder of this chapter will elucidate thansaction cost theory, followed by a
discussion about governance structures as a fundaioresolving the transaction problem.
Depending on the transaction, different governastogctures solve the transaction problem

unequally well.

2.1 The Transaction Costs Approach
Transaction cost theory is based upon the assumptiat any coordination of economic
activities via the market, i.e. using the price hmdsm or the “invisible hand” is costly, as

reflected by the recognition of transaction co€tsgse, 1937).

The term transaction cost is a multifaceted notiith quite a few different definitions for or
statements about the drivers of transaction céstew (1969) referred to transaction costs as
“the cost of running the economic system”, definitigm connaturally to Coase as the
“...cost of using the price mechanism”(Coase, 1937).39

Transaction costs can be prohibitively high, whiictally might result in market failure i.e.
the market fails to coordinate a transaction betwbe involved actors and might possibly be
replaced by a different coordination instrument.

According to Coase, firms exist as an alternatiy@esn to the market mechanism and their
emergence can best be explained by the transamigis theory. In general, firms do not rely

on the market mechanism, but rather organise theanomic activities as a hierarchical
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coordination (Coase, 1937). The advantages or wisadges of markets and firms
coordinating economic activities and exchange aterchined by the respective costs of
coordination. For Coase, the main advantage obksitang a firm is the reduction in the
transaction costs of using the price mechanisnthieieefore reckoned the market and the firm
to be mutually substitutable coordination mechasistimus defining the firm in relation to the

market.

Williamson (1975, 1985) made advancements onréresaction cost approach by Coase. He

described different forms of coordination and l#xkthem as ,governance structures”.

2.2 Governance Structures

According to Williamson, all alternative governarsteuctures can be analysed with respect
to transaction costs and their potential to redinggn. He also described hybrid forms of
coordination, such as franchising, leasing or ltaxgh contracts (Williamson, 1985).

Transaction costs are systemically determined bgciip key characteristics of the

transaction. With respect to these key characiesigt is possible to educe certain favourable
forms of contract with respect to transaction co$tsansaction economies are realized
through assigning transactions (which differ inithattributes) to governance structures
(which are the organizational frameworks within @hhthe integrity of a contractual relation

is decided) in a discriminating way. Accordingly: Bhe defining attributes of transactions
need to be identified. b) The incentive and adaptributes of alternative governance
structures need to be described. Even though nargiralysis may sometimes be employed,
implementing transaction cost economies mainly Ive® a comparative institutional

assessment of discrete institutional alternativeghere classical market contracting is one
extreme, while centralized hierarchical organizai®the other extreme; and mixed modes of

firm and market organization are in between” (Velitison 1985:41ff).

The key characteristics of a transaction induce@@dination problem, which can only be
solved with the help of an adequate governancectsiet This implies that governance
structures are generally accepted as a mechanissolfiong coordination problems between

the supplier and buyer or as a mechanism for redgucansaction costs.



Based on the various inherent transaction charstitsr of the ecosystem services and
ecological goods, governance structures can beastatl with each other in regards to their
potential to actually reduce transaction costs.

Some of the transaction specific key charactesstidl be discussed in the following section:
Within ecological systems there are many causa@réonnections, interactions that often
adapt the form of a random process. Ecologicalesystdo not operate deterministically but
are rather chaotic (Matzdorf, 2004) and often refito as beingomplex. Also within the
scientific community only few validated knowledgegarding the right treatment of the

available nature exists (Hagedorn, 2001).

The interdependency and complex cause-effect oalstips of ecosystems and their output
can only be evaluated by a limited number of datefThis implies that a complex
environmental goal resulting from an environmestdieme can only be assessed by certain
proxies that are used as indicators. The measuteofethe target achievement of an
environmental scheme involves transaction costgpebd@ing on the available proxies and
indicators, the evaluation of goal compliance canunfeasible or prohibitively expensive
(Jack et al. 2007).

The complexity of ecosystems and their servicesidged an overall problem on how to
measure the actual condition of the concerned smrrequently the qualitative and
guantitative stock of an environmental good canydm assessed deficiently ex ante by
applying a scheme. In addition, the ex post commitinand compliance of the acting land
user is hardly traceable. This leads farablem of monitoring. The supervision of whether a
land user actually adheres to the agreed schendemstnuments and supplies the contracted
goods in the agreed quality and quantity involvemgaction costs. Both, measurement
problems and monitoring problems indumshavioural uncertainty on the part of the service
supplier. The issue of behavioural uncertainty $edthe problem ofiidden action, which

in turn causes moral hazard risk. This issue will be discussed in detail below

The complexity of ecosystems and a lack of knowdedegarding direct interrelationships
within different ecosystems cause amcertainty with respect to the appropriateness of
the schemes i.e. there is uncertainty as to whether the chassinument actually leads to the

desired result.



Furthermore, a forecasting error zone exists vatipect to environmental goods and services.
Neither the land user (i.e. the service supplier)the regulator can anticipate with certainty,
which environmental problems will arise, as welidseen and where they will arise, for they
rely on some random variables such as the wea@@ametrical uncertainty arises due to
exogenous influence factors not under the contfahe involved stakeholders but which
however can influence the course of a transacticecttly due to its interference with the
performance of the obligation. Actors have to reaod ex post contract conclusion

agreements have to be renegotiated (Beckmann, ZDBB)results in the costs of adjustment.

The different governance structures coordinating éxchange of ecosystem services are
unequally suited for coping with the transactioeafic characteristics and problems as well

as how they allow for ex post agreement and cona@jastment.

In order to reduce transaction costs, applied gamse structures should reduce asymmetric
information between the various stakeholders. “Gsleounteracting institutions have been
devised to cope with these information asymmetn@sious adverse selection and moral
hazard problems may occur that can substantially incré@sesaction costs. At the minimum,
these increased costs can be expected to reduweltiree of beneficial trades or productive
activities. In the worst case, when no countergctinstitutions have been devised,
information asymmetries can eliminate some typemofually productive activity entirely”
(Ostrom 1993:55)

To analyse and compare distinct governance stestwvith respect to potentials and
advantages in solving transaction specific problefsoordination, one has to take account
of the transaction specific characteristics of ¢éhgironmental good concerned as well as the

behaviour and personality traits of the engagedract

Various values and moral concepts of the involviedkeholders are important factors that
must be kept in mind when designing and implem@n&S instruments and their respective

governance structures.

Values, moral concepts and perceptual patterndiefatting land user with respect to the
approached environmental problems are relevaritein willingness to actually comply with

the agreed and contracted norms and rules (Hagedom).



One of the crucial assumptions of transaction twosbry isbounded rationality as well as
opportunism. Principal agent theory is based on the assumptbninformation

asymmetries between the engaged stakeholders, leadiogpor tunistic behaviour.

The concept of bounded rationality assumes thaviohehls intend to behave economically
rational; however their capacity to actually doisdimited by the cognitive ability of their
minds to gather and process information and thigefiamount of time available to make
decisions. Individuals thus lack the ability andaerces to reach an optimal solution, the one

that would prevail under ideal conditions with getfinformation.

Gathering and processing of information is costlfherefore, exhaustive information

sourcing is from an economic point of view not ol (Simon, 1978).

Williamson argued that the existence of boundedomatity leads to the problem of
incomplete contracts for almost all transactiond an particular for complex transactions.
Contracts are therefore unavoidably incomplete I{gvison, 1996). Bounded rationality
becomes in particular a challenging problem fortamt design once uncertainty and
complexity are present (Williamson, 1975). The toemof virtually complete contracts
involves considerable transaction costs due tcethante information gathering. As soon as
unforeseen incidents occur, contracts would haveetadjusted ex post, causing possibly high

adjustment costs.

Sundry governance structures respond differentlyth® problem of bounded rationality.
Relational contracts for instance regard the problef bounded rationality as ex ante.
Therefore, only a basic agreement is set up. Incth@se of time, the basic agreement
becomes more specific and precise leaving roorfuftiner adaptations in the future.

Opportunism refers to the usage of asymmetric métion and to taking selfish advantage of
it. Opportunism and asymmetric information are ioetl in the principal agent theory. Most
commonly, the agent has better or more informatoth respect to his own abilities to
comply with his tasks than the principal (Picoakt1999, 2003).



In general, there are 3 main varieties of poweralahces due to asymmetric information that
foster opportunistic behaviour:hidden characteristics’, “hidden action or hidden
information” and “hidden intention”. Each category entails different contract riskéie
reduction of informational asymmetries between agerd principal incurs agency costs
(Picot et al, 1999).

Hidden characteristics occur ex ante of contract conclusion. The prinaijmes not know the
exact quality of the good or service of the agertich might bring about the problem of
adverse selection. The agent however can reduce the problem of advselection with
signalling. The principal can reduce the problemadfer se selection with screening or self-
selection (Picot et al., 1999).

The problem otidden action or hidden information occurs, if the demanded and settled
efforts of the agent are hardly observable. Thisbl@m thus occurs ex post of contract
conclusion. The troublesomenesshodden action andhidden information is strengthened
due to the complex characteristics of ecosystemicgsr and only limited possibilities for
monitoring and evaluating contract compliance (dieast to do so at reasonable costs). This
leads to the problem oforal hazard, i.e. the agent might exploit any informational
asymmetries for his own interests. Informatiorsyrametries can be reduced with help of
appropriate monitoring systems or through the haimation of principal and agent interests

(for instance by means of positive financial inceminstruments, premiums, profit sharing).

Hidden intention occurs ex post of contract conclusion. The pol#sdsi, interests and
intentions of the agent are not well-knowtidden intention causes the problem bold-up,
which is also closely related to resource dependamccapital specific investment. The
harmonisation of interests among stakeholdersheilh to mitigate the problem.

Incentive compliant governance structures will atetp reduce the problem of asymmetric
information. In this case, the interests of thendgee channelled to coincide with the interests

of the principal (Monsees, 2008).



3. Analytical Framework

This dissertation proposal aims at assessing taeggh and weaknesses of non-governmental
initiatives in designing and implementing PES iastents. For which areas of conservation
are civil society initiatives especially capablesolving problems and where not? The focus
of this thesis is transaction costs; or ratherpibiential of civil society initiatives for reducing

transaction costs.

Assessing and comparing governance structures weispect to their potential to lift
transaction specific problems calls for the analysdithe characteristics and implications of
the concerned ecosystem services and goods agsviie explication and estimation of the

moral concepts and behavioural traits of the inedlstakeholders.

“Previous experience with incentive-based mechasikas demonstrated that the properties
of the ecosystem and/or pollutant under considaratt in the environmental context —

influence how a policy should be designed and Wy of outcomes should be expected.”
(Jack et al. 2007:9466).

The various and often divergent moral concepts\ades of the engaged stakeholder must
be taken into account when designing and implemgrRES instruments and their respective
governance structure. The values and moral conogjits respect to environmental and

conservation schemes of the acting land usersnfstamce are considered to be important
factors influencing commitment, cooperation andegtance of the rules of the environmental

schemes (Hagedorn, 2001).

As mentioned, one of the principal drivers of t@t®n costs relates to informational
asymmetries between involved stakeholders. AkéfllB¥0) mentioned that in the absence of
adequate institutions and governance structuresrdducing informational asymmetries,

many economic activities would not be undertaken.

The reduction of informational asymmetries incuosts on both sides — i.e. for land users
(agent) as well as buyers of ecosystem serviceshandoutput (principal). The informational
asymmetries are determined by (1) the characiksisfi the ecosystem service or good to be

transferred and (2) by the characteristics, valaed moral concepts of the stakeholder
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engaged in the deal. Hence, there are two compieterss that must be dealt with by one
governance structure: firstly, the human behaviaud secondly complex ecosystems and
their services. The aim of this thesis is to disding potential and relevant advantages of civil
society initiatives for the design and implememtatiof PES instruments, and to verify

empirically if civil society initiatives actuallyxploit these advantages and potentials fully.

Targeted and regional focus

Wunder mentioned that non-governmental initiatigeserally operate more locally focused
than governmental PES schemes (which are largezdpe due to their state wide activities).
Furthermore non-governmental initiatives do notaexptheir PES instruments after the initial
trial phase, as many PES schemes provided bydteedd (Wunder, 2005).

Differences in the scale between private and gaowental PES schemes also exist because
PES programmes from civil society initiatives areren focused i.e. only one or a few
ecosystem services, whereas governmental programftegstry to target various ecosystem

services simultaneously (Wunder, 2005).

Ostrom also discussed the importance and in péatithhe advantages of a local focus with
regard to time and place. She defined the compsraritime and place information’ as “(1)
local social and physical environmental charadiess (2) various types of production
strategies employed in a region, (3) human or ichygapital presently underutilized in an
area, and (4) existing institutional arrangements.(Ostrom, 1993:50). A profound
understanding of the regional situation and coodgiis advantageous. Profound knowledge
of the local circumstances consists of commonlyegated, used and diffused information on
the characteristics of the physical capital, ad @welexpertise of social and local conditions
that are in place. Ostrom argued that a combinadioftime and place information” and
scientific knowledge is important. Furthermore stwticed that most commonly it is very
difficult to diffuse the good understanding of “&nand place information” to public bodies,
since they operate supra-regionally. It is in casitreasier to disperse scientific knowledge to
stakeholders (Ostrom 1993). “A key task of insittinél design is to formulate rules that
enhance the likelihood that both types of informatwill be brought to bear in the various
phases of infrastructure development” (Ostrom 199)3:
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The participation of all relevant stakeholders dgrthe design of PES and implementation
periods fosters the direct exchange of informalietween agents and thus helps to create and
diffuse local time and place information and sdfentknowledge. The participation of
stakeholders and a good diffusion of informatiomé&meral will lead to better results because
it simultaneously generates an improved understgndi the common goals (Ward und
Lowe in Vatn, 2001).

Ostrom asserted that governance structures aimeggrarating and diffusing information

among stakeholders will help reduce transactiotsg@strom, 1993).

It can be assumed that regional initiatives willcawatically foster some networking among
participants and that the relevant stakeholderkgeil to know each other. This is likely to

influence the diffusion of local knowledge positive

Ultimately, a local focus and the direct participat of stakeholders are likely to reduce
asymmetric information among actors. Instead, tebenhderstanding of common advantages
and goals will be generated. Hence, civil societitidatives with a local focus and/or
participatory approaches can have an importantenite on the reduction of informational

asymmetries and thus on transaction costs.

Theoretical assumption: Civil society initiatives often operate at a local level and focus

on only one or a few ecosystem services.

Flexibility

In general it is difficult to arrange accurate gmance structures right from the beginning.
The concept of the homo oeconomicus, i.e. humaivithehls acting rationally, with fixed
preferences and optimizing on all available opputies with perfect foresight and
information in order to maximise his well-being,absolete (Rost, 2008). This concept is in
particular an inappropriate assumption for econommtvities within the environmental
sector. As discussed, transactions rather invobreptex ecological services and goods and
economic agents act with bounded rationality.

12



Concepts describing humans as fallible learneranassthat individuals actually do make

mistakes in their decision making. However, theg able to learn from their mistakes

(Gibson et al., 2001). “Looking at actors as fadliearners within specific institutional arenas
leads to the presumption that the institutionahgements that individuals use in governing
and managing problematic situations offer differgentives and opportunities to learn. In

some settings, incentives lead them to repeat tk&akes of the past or only to seek short-
term advantages. In these settings individualsléabecome more opportunistic over time.
In other settings, actors learn quickly from the#st actions and can adopt more effective
strategies over time. They may learn the importaoice reputation to be a trustworthy

participant and norms of behaviour that, when agbfity most participants, leave them all
better off” (Gibson et al., 2001:9).

However, problematic arrangements in governanaetstres do not only arise due to the
fallibility of humans, “...errors can be attributed both the fallibility of humans and the
difficulty of obtaining an optimal blend of techaicexpertise and knowledge of the local
people, their needs, and the physical systemsvedolThe costs of the errors are affected by
the same variables that affect coordination coatsibutes of the individuals involved,
attributes of the infrastructure facility and ditries of the institutional arrangements”
(Ostrom, 1993:68).

It can be expected that civil society initiativee an general more capable of actually
implementing the process of learning and continlyouadapting the institutional
arrangements to errors experienced as opposed/ésrgoental initiatives. Firstly, because of
the local focus, they could adapt institutional gmance structures to local circumstances.
Secondly, it can be assumed that civil societyidtites are more flexible in their policy
making and in their general adaptation capacibasncertainty or changing dynamic context

conditions.

In looking at the policy design within the enviroemal sector, it becomes obvious that
governance structures designed and implementedrdith national governments or at the
level of the European Union are characterised bigla degree of standardization (i.e. without
local focus) and only limited adaptability to thgndmic context (Hagedorn, 2001).
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Theoretical assumption: Civil society initiatives are flexible and dynamic in their
adaptation strategiestoward a dynamic environment. Further more, they take advantage
of the learning processes. Both these points help to generate and implement suitable

gover nance structures.

Social Capital/ Trust

“The enjoyment of good reputation among busineso@ates and within a peer group
reflects a kind of social capital that is particlyaimportant in long term business
relationships and repeated transactions. Reswdi®&i incentive systems must regard this
because exogenous factors influence the resultaaménsfer of risk from the principal
towards the agent exists” (Monsees 2008:188, oamstation). This holds in particular true
for complex ecosystems and their services, as pheduction depends strongly on exogenous
factors such as climate conditions. The land ulses thas only a limited influence on the
actual goal achievement and hence on the perfornaihthe contract. There is a parametric
uncertainty as to whether the land user actually stgoply the demanded ecosystem service
i.e. can fulfil the contract. The contract mightcbme invalid if, for instance, the service
supply cannot provide the demanded good due t@agehin exogenous factors ex post of the
contract agreement. As a result the land user rmghtbe remunerated for his hard work
because he could not comply with the contract ercibntract is adapted to the change in the

exogenous environment.

As discussed before, it is assumed that civil $pamtiatives act more flexibly and can adapt
their governance structures better and faster tangihg conditions in a dynamic

environment. Hence, they can also react quicklyai@ametric uncertainty.

However, what is important is the trust the involstéakeholders have that the contract will
be adapted ex post as soon as parametric uncegrtaintes up. This holds especially true
with complex ecological goods and their servicemdpestrongly dependent on exogenous
factors like weather conditions and etc. The sersigpplier has to trust the service buyer that
contracts will be adapted ex post if the demandedice cannot be delivered due to

exogenous factors.
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It can be assumed firstly that the trust amongedtaklers is particularly high if civil society
initiatives are involved. Civil society initiativebave the advantage of having a clear
motivation, which in most cases will not be distagas In contrast, governmental initiatives do
not always have a clear motivation and are ofteh tremsparent, especially when the
governmental player is in multiple and contradigtirprincipal agent relationships
simultaneously (Beckmann, 2008: 189ff). The priatips well as the agent is likely to
withhold information, hence reinforcing the problewf asymmetrically distributed

information.

It can be assumed that land users consider cigiegoinitiatives as upholding high intrinsic
motivation. Their motivation for remunerating eagilcal services appears to be traceable and
comprehensible. In contrast, governmental initegivare often not transparent and
governmental measures are often assumed to hold pohtical pressure. In particular with
respect to environmental goods and services, a ihtgimsic motivation on behalf of non-

governmental initiatives is conjectured as a bfsigction.

Furthermore it can be expected that civil socieiyidatives designing and/or implementing
PES deals in close cooperation with all relevaakedtolders (or direct participation of all
stakeholders) would also foster a relatively higlrée of mutual trust.

Theoretical assumption: Stakeholders have faith in civil society initiatives, which are
assumed to act due to high intrinsc motivation. Furthermore, stakeholders are

confident that contracts will be adapted to changing circumstances ex post.

Monitoring and inspection costs

Monitoring and inspection costs increase due tomasgtrically distributed information
between the service provider and service buyerediment in monitoring and inspection is
needed to guarantee that the contracted ecosysemcesis actually provided. Monitoring
and inspection costs can be considerably highquaatily for complex ecosystem services

and goods.
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More regionally focused PES instruments help in sndag the success of the chosen
instruments and hence foster any monitoring anduatian processes. This, finally, helps to
correct and adapt the chosen PES scheme contigy®igVF Deutschland 2001).

As mentioned, monitoring and evaluation of schemed their results can be difficult or
prohibitively expensive with respect to complex ®&iem services and goods. Mutual trust
between the relevant stakeholders is particularipartant for ecosystem services whose
service productions are hardly measureable in w@tiak or quantitative terms. Contract
fulfilment, i.e. delivery or protection of the dended ecosystem service is hardly verifiable.
Trust among stakeholders, which could be estaldighieinstance through “kinship” or direct
cooperation and contact to the reference groulkal/ to be generated through civil society
initiatives with participatory approaches (vgl. @sh 1993).

Tenbrunsel and Messick (1999) noticed that an as@en surveillance and monitoring might
even decrease compliance. They reasoned that eti@din perceived autonomy on the part
of the service provider diminishes adherence tacthieria and standards. According to Ward
and Lowe as cited by Vatn (2001) participation atténdance of acting stakeholders during
the design and implementation processes of PESnashmight lead to improved results, as a

common and shared understanding of the set aitnggered.

In complement, Vatn (2001) argued that deviationsnfthe target achievement or any non-
compliance in the PES schemes are due to the ingpliastion of the wrong or inadequate
incentives. “This kind of ‘perverse’ action mayléov from the fact that the incentive used
does not follow the logic of the situation as coyeet by the agent”(Vatn, 2001:8).

Civil society initiatives with a regional focus amarticipatory processes in their designing
and implementation processes of PES deals areswdld to adjusting incentives to the

moral concepts of the involved land users.

4. Research Strategy

Based on the theoretical assumptions formulateshapter 3 the research questions will now

be derived.
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According to the precedent discussion it can barasd that both a regional focus as well as
direct participatory approaches that embed releviamd users in the design and
implementation of the PES schemes helps to redsyg@raetrically distributed information

and hence transaction costs.

My aim at the completion of this thesis is a curtivadissertation with three publications.
The focus of the dissertation goal is centred el society initiatives and how they design
and implement PES schemes. Do civil society imtést actually use their advantages to

decrease transaction costs?

The research proposal will be discussed in moraildstlow.
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4.1 Research Design

Research Questions Methodology

 Strength and weaknesses of non- Generation of further research Literature review
governmental initiatives during the hypothesis
design and implementation Linking of the New
processes of PES schemes Institutional Economics

Theory (NIE) — with the focus

* How and where can non- on transaction costs and civil

governmental initiatives help to society research

decrease asymmetrically
distributed information and
transaction costs?

« Which ES are targeted by civil Establishing an example pool of | Data bases (Maecenata and
society initiatives? PES stemming from England Bundesverband Deutscher
and Wales, Germany and the Stiftungen; Charity
us. Commission; U.S. Foundatior

* At what geographical scope do
civil society initiatives operate?
Local, regional, national?

Center und Guidestar U.S.)
Generation of further research
questions. Online Survey

Document analysis

QCA to generate further
research questions

* Which governance structures are Case Studies (approx. 10 Cases$) | Contrasting case comparison
exerted by non-governmental
initiatives? Expert interviews
« Which governance structures are
particularly successful and Grounded Theory
effective?

The first two parts will be used to develop furthgpotheses, which will mainly be based on
the further literature review and the appraisahef PES data pool. The third part focuses on

the applied governance structures based on aetbtzake study appraisal.

4.2. Civil Society I nitiatives and the New I nstitutional Economics
The first part of the dissertation proposal focusesnon-governmental particularly civil

society initiatives from a new institutional ecoriorperspective.

What advantages do civil society initiatives havethwrespect to the design and
implementation of PES schemes? What are theirgitteand weaknesses? What are — at least
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from a theoretical perspective — the charactessticecosystem services that are particularly
good targets for civil society initiatives and whi®w important are transaction costs and

how can they be reduced?

The institutional economics discussion with resgectransaction costs and principal agent
theory as well as the explanation on civil societyiatives and their potential to decrease
transaction costs will be based preliminarily oliterature review. The discussion shall then
complement the disquisition on ecosystem servicgbs ayments for ecosystem services.
Which ecosystem service can be targeted by cidilesp initiatives and how can transaction
costs be reduced? This part will also be based titerature review. It is expected that
ecosystem service characteristics, which are dtyorgjated to transaction costs will be
identified here. Furthermore | expect that possigevernance structures, which are

somewhere between the theoretical ends of markkhignarchy will also be identified.

4.3. I dentification of ES

The second part of this dissertation proposal fesus ecosystem services targeted by civil
society initiatives. What ecosystem services atenofargeted by civil society initiatives? Do
civil society initiatives operate most commonly @tocal scale, or rather regional or national
scale? Do the targeted ecosystem services cormititehe ecosystem services that — from

the theoretical discussion — are particularly vaaigeted by civil society initiatives?

The data pool of relevant civil society initiativesolved in designing and implementing PES
schemes, which will be established by the CIVILaeam, will provide data for testing the

research questions.

Identification and inventory-taking of civil socjetinitiatives involved in designing and

implementing PES schemes will be revealed via fhpraasal of data bases of civil society
initiatives (Germany: Maecenata and Bundesverbardtdgher Stiftungen; Great Britain:

Charity Commission; USA: Foundation Centre and @usdar). Furthermore other relevant
players will also be identified with help from oboard of partners. Relevant actors will be
contacted in request for naming relevant initiagivealing with PES instruments. A multi
level network is hoped to be established this wadth iurther actors contacted (pyramid

scheme). In Germany and England and Wales onlywaafetors using positive financial
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incentives to remunerate ecosystem services dixisttherefore expected that a saturation of

mentioned actors will soon be reached.

An online survey and telephone survey will be carteld to obtain information for the project
and potential relevance for our research propoBaills, a “pool” of potential case study
examples will be developed, revealing also the Gjtzive importance of PES schemes from

civil society initiatives.

The data pool will then be used to investigate Whacosystem services are targeted by civil
society initiatives and the geographic scope atclwhihey operate (local, regional, national
etc.).

4.4. Examination of governance structures

The third part of this dissertation proposal fosusen governance structures. Which
governance structures are implemented by civil edfgcinitiatives for the design and
implementation processes of PES instruments? Howheldraits of the ecosystem services
and the characteristics of the involved stakeholddluence the chosen governance
structures? Which governance structures appear patticularly efficient and successful?
Research will be conducted on a case study basesdifferent case study regions will not be
compared (i.e. Germany, England & Wales and thaddnStates) but instead a selective
sampling of case studies regardless of their gpbgreorigin will be conducted. Selective
sampling refers to an approach where case studeesa chosen randomly. Instead, case
studies that are expected to reveal the most neleméormation will be looked at in more
detail (Truschkat et al., 2005). Desk research lélp in identifying the relevant case studies.
Well performing and not so well performing casedsta will be compared and contrasted
with respect to the origin, motives, values and aheoncepts of participating stakeholders

and how their success is influenced.

Grounded theory will be used to justify theoreti@dsumptions regarding trust, moral
concepts and motives of the acting stakeholderpeixnterviews will be conducted with
acting stakeholders of non-governmental initiatimesvell as land users.

The methodology that will finally be used for datalection and data exploration is yet to be

determined and worked out.
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5. Time Schedule

2009

2010

2011

2012

2013

Publication |

Discussion on civil society initiatives

Discussion on new institutional economics

Concept ecosystem services

Concept PES

Publication writing |

Publication I

Identification of relevant stakeholder

PES pool generation

Data inspection

Publication writing Il

Publication Il

Selective sampling of case studies

Expert interviews

Case studies

Exploration of case studies

Publication writing Ill

Dissertation

Introduction and conclusion

Final version

Great Britain

USA
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