Payment for Ecosystem Services in Germany

Grassland Conservation Pilot Tender, Germany

A pilot auction was carried out in North Rhine-Westphalia in 2003 to 2005 as a response to a very low interest by farmers in a fixed price pay-ment scheme on maintaining low-intensity grazing systems (Latacz-Lohmann U. and Schilizzi S. 2007b. Auctions for conservation con-tracts: a review of the theoretical and empirical literature. Report to the Scot-tish Executive Environment and Rural Affairs Department. Project No: UKL/001/05).). Through the auction, the conservation agency hoped to reveal the excess payment needed for farmers to participate and to assess whether an auc-tion would represent a cost-efficient mechanism to encourage broader participation in agri-environmental schemes.

Farmers were asked to specify in a sealed-bid process the amount of compensation they would need on top of the fixed payment in order to participate in the scheme. Bids which were 53% higher than the fixed payment (reserve price) were excluded and all bids below were granted compensation. In the second round, bids which were below a reserve price of 43% higher than the fixed payment were granted payment. Re-sults showed an average bid of EUR92/ha in the first round and EUR46/ha in the second round. However, fewer farmers than expected participated, thus missing the aim of reaching a broader audience for agri-environmental management. Due to perceived land scarcity, reluctance to lower the intensity of their grassland, and uncertainty about the latest CAP reform, farmers were generally not interested in agri-environment management despite the possibility of a top-up payment. This showed that a number of factors influence the decision to participate in voluntary schemes in addition to the level of compensation.

Auction trial with outcome-based payment scheme, Germany

A novel and experimental auction trial took place in Lower Saxony, Germany, in 2004. It aimed at compensating landholders for taking out intensively cultivated cropland and replacing it with grassland of high ecological and floral biodiversity quality. Payment was based on the qual-ity of grassland achieved and not on the management practice undertaken as is most often found in land-based PES schemes. Grassland quality was categorised into three classes of biodiversity quality and payment was made one year after implementation where the level of payment was made conditional on the class of grassland quality achieved.

The auction was a budget constrained (EUR30,000), sealed-bid, dis-criminatory price auction with a contract duration of one year. A total of 288 ha were accepted for payments. The output oriented auction seems to have been popular with farmers and policy officers alike (Groth, 2005; cited in Latacz-Lohman and Schilizzi, 2007b). The auction revealed a wide range of bid prices, which gave the administration a good scope for selecting the most cost-effective producers. A comparison with a fixed price scheme for one of the quality classes showed that the auction aver-age bid price was 53% lower.

A contributing reason for the success of the auction was that only one relatively simple ecosystem was targeted and a simple categorisation of the ecosystem quality was applied.
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