Debt-for-Nature Swaps.
A Critical Approach

Andrew Kessel

Compar ative Environment and Development Studies: A Seminar in Cultural and
Palitical Ecology (Geog 488/ES 477)
Professor Bill Moseley
Fall Semester, 2006



Andrew Kessel Geo488 2

|. Introduction

DNS involves an agreement between actors in arigrahd borrowing country
to reduce some of the borrowing country’s debtich@nge for the support of a specific
environmental project. In 1987, the first debthature swap in the world occurred
between Bolivia and Conservation Internationahvblved the cancellation of $650,000
Bolivian foreign debt in exchange for $100,000axfdl currency to be used towards
protection of the Bolivian Beni Biosphere. In recgears, the number of private debt-
for-nature swaps (DNS) if®World countries has been increasing rapidly.

Debt-for-nature swaps have been described as avtheaé everyone benefits:
indebted countries receive debt relief and enviremta conservation organizations
receive funding for conservation projects. DNSrisraportant issue because it could
potentially be a useful tool in development stratdgit do DNS agreements really
benefit all of the parties involved? There is asidarable gap in the research on the
impact these deals have on the people living ircttmemunities in/around the impacted
environmental areas. The majority of the reseavetilable to the public is largely in
favor of DNS. At the same time, the informationgaeted is often overly-simplistic.
This paper argues that the impact and mechanisi$i8fare more complicated and
require more detailed analysis before any condfusimuld be reached about the
potential benefits and use of the debt-for-natwaps

This paper will examine the debt-for-nature swalpade, and from a political
ecology perspective, explain the complexities of3IN/ery few researchers have tried

to evaluate DNS from a broader perspective by eisgthe effects of swaps at different

! Political ecology is a subfield of geography that pays apattention to ultimate and proximate

causes within environmental-development contexts, examiaggdlcess of economic and social
marginalization, and studies resource transfers withitigigéd environments.
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levels (i.e. locally, nationally, and globally) vdnipaying considerable attention to
unequal power relations between and within First &nird world groups. Analyzing the
mechanisms of DNS by using either cost-benefityammbr persuasive “win-win”
arguments without reflecting on the politicized eamment in which the swaps are being
made results in overly-simplistic evaluations of ®Mat cannot provide policy makers
with a model that fully reflects all available imfoation. The field of political ecology is
well suited to address the gains and losses int@atrdifferent scales by development
mechanisms like debt-for-nature swaps.

The paper begins by discussing the historical idgweent of debt-for-nature
swaps. It then moves on to explain the mechanitiseoflebt swap and how it works.
Subsequently, arguments for and against debt-flur@awaps will be presented
followed by a section that attempts to juxtapodéipal ecology and sustainable
development, with debt-for-nature swaps and howdetmate has been framed. Two case
studies, one of Madagascar in the late 1980s andttter of Ghana in the early 1990s
will be briefly examined. The paper will finish with some concluding thousjabout

why DNS agreements could be a viable developmetidrom the future.

II. Historical developments of Debt for Nature Swaps

The Rise of the Debt Crisis

The origins of the debt-for-nature swap lie in ¢famesis of the debt accumulation
from the 1950'’s through 1970’s. The oil shockshe early 1970’s more than doubled oil
prices in a few months (Pearce & Adger, 1995) aand the global economy spinning

into recession. A select few countries, mostlyricih OPEC countries in the Middle East,

2 These countries were chosen because Sub-Saharan Africanesoliame been studied less in

regards to DNS than in Latin America (Walsh, 1987; S@881Boza, 1993).
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generated large budget surpluses as a result shtieks. Many of these funds, or
“petrodollars” as they are called, began to floteiBuropean and American banks,
which stimulated a lending boom. These banks fitoengiobal North were all too eager
to lend out their new reserves and, at times,|¢uigo irresponsible lending to needy
developing countries in the global Sodtklany of the investments made by ill-advised
developing countries were not profitable and tHesegquent revenues were not there to
pay off the debt. The growing third world debt bmeadifficult to manage in the face of
rising U.S. interest rates and inflation and detating terms of trade. Chart helow
shows the rising debt of low and middle-income ¢oasa in millions of dollars between
the years 1970-1990. Notice the sharp increasgtahdebt starting at the end of the

1970’s and increasing throughout the 1980s.
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Chart 1
Growing debts in the Third World during the 19708l 4980s also increased the

portions of debt repayment that made (fv@orld government budgets. These

3 Critics of the World Bank and IMF have also accuseduh®. of recommending large scale
infrastructure and development projects that would pudTWorld countries into debt and make them
more politically malleable.

4 source: The World Banlttp://0devdata.worldbank.org.clicnet4.clic.eduédatine)
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repayments removed scarce funds away from other d@mestic investments in health,
education, and the environment. When Mexico degauiin its loan payments in 1982, it
signaled to the world that many countries wergonlle with repaying their debts and
several other countries (particularly in Latin Amca) defaulted shortly there after.

In response, many Sub-Saharan African and Latiergan countries fell under
the International Monetary Fund’s (I.M.F.) stru@uadjustment programs (SAPS) to get
back onto more stable economic growth paths. ThesSfomoted among other changes,
fiscal responsibility via a balanced budget, higteriest rates, open markets, and an
export model in which increased agricultural praductand cash crops were emphasized
to generate revenue iff 3Vorld countries and in turn, reduce their exteoigigations to
foreign creditors (Riddell, 1992). While these SAfPsduced some benefits, many
academics and policy makers are quick to pointlmattthese programs caused economic
hardships, violated national sovereignty, increasadyinalization and inequality
amongst local people, increased dependence ondbel gconomy and susceptibility to
volatile commaodity prices, and increased signifiqaressure on the environment (Tabb,
2006; Bryant and Bailey, 1997). “In Sub-Saharanaafiduring the 1980’s, spending for
health, education, and public services decreaseddrg than 40%” (Pearce & Adger,
1995: 53).

While SAPs increased agricultural production tlgtoincreasing cash crops and
tropical timber extraction in some countries, tieyreased the stress placed on farmer
production, which had severe, negative environniémigact. However, the evidence of
a strong correlation between structural adjustmengrams and increased environmental

degradation is mixed. For example, while the |.Mdeluced % World spending on
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public services, the forgone money could have lsex for capital-intensive projects
that could have caused more harm to the envirorfment

While economic theory dictates that debt repaynseobmpatible with growth,
the years following the debt crisis proved otheewBanks in the global North continued
to loan to developing countries in the South whealpee more and more dependent on
external funds to service previous debts. Someeams have referred to this as the
“debt spiral” (Pearce & Adger, 1995).

The Arrival of the Debt-for-Natur e Swap

With increasingly chaotic and unstable politicatl@tonomic environments in
the 3% World, many people in the'World felt that there was a relationship between t
environment and debt, while also acknowledging thast of the world’s biological
diversity is contained in the same countries thaefthe greatest financial burdens from
foreign debt. With this relationship in mind ame texistence of debt-for-equity swaps
(in which debt is cancelled in exchange for equitthe business) and the United States'
Brady Plan to rescue Latin America from its deliges in the 1980s, the idea of the debt-
for-nature swap was born. The introduction of debtrature swaps fell in line with the
growing worldwide rising interest in conservationthe 1980's (Hansen, 1989). Thomas
E. Lovejoy, the executive Vice President of the Wawildlife Fund (WWF), is
acknowledged as being the first person to propusédiea in 1984. DNS agreements, like
their predecessors the debt-for-equity swaps,hesedame model: a private sector actor,

usually an international conservation organizatimns discounted dehtio(be discussed

® |n Thailand, for example, removing indirect irrigatiarbsidies helped reduce water logging and
salinization but in Malawi and the Philippines, there wasstantial evidence for resource overexploitation
and increased emissions from SAPs (Pearce & Adger, 1995).
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in section lll)and in exchange they receive environmental investsin the indebted
country.

The first swap that happened was in 1987 betweeiBolivian government and
Conservation International (Cl). In the agreem#rd,government, collaborating with
domestic non-governmental organizations, protedtedllion acres of forest and
grassland in the Beni Biosphere Reserve, locat#itkirimazonian rainforest basin, with
maximum legal protection. The swap also providetliercreation of three adjacent
protected areas. The deal took eight months to mpn part, because of the lack of
open participation by organizations in Bolivia aawine misplaced perceptions about
DNS and how it would work. For example, many Ba@ns originally believed that land
from Bolivia was being transferred to Conservatisternational. Another important
note to make is although Bolivian government cdhddle bought back its own debt on
the secondary market, the money would not havesdtaythin the country (for
environmental projects) without the DNS.

Debt-for-Nature swaps gained momentum and suppdine public, especially
through the media, when President George Bushi(®iyded DNS in his “Enterprise
for the Americas” initiative. Furthermore, the agls was given just as the environmental
agenda was receiving growing attention in the dgwekent realm. The growing
perceived benefits of carbon dioxide reductionere@dvances in biochemistry
(increased ability to measure forest gains/lossesxXample), better information, and
increasing attention to biodiversity and green comstion increased the benefit of
environmental conservation and the attractivenétisese debt-for-nature deals (Kull,

1996).

® To date, there have been no land transfers in any debifure deals.
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Several countries have now participated in at leas debt-for-nature swap.
These countries include: Madagascar, Zambia, Byl@bsta Rica, the Dominican
Republic, Poland, Nigeria, the Philippines, BraRénama, and Cameroon. Three
international conservation organizations, all ofchhare based in the U.S., have been the
most active in orchestrating these swaps: Conservhtternational (Cl), The Nature
Conservancy (TNC), and the World Wildlife Fund (WYWRKeasured by either the face
value of the debt or by the amount of funds todbieservation organizations, Costa Rica,
Ecuador, the Philippines, and Madagascar, have theecountries most heavily involved

(Deacon and Murphy, 1997).

[11. The Mechanics of a Debt-for-Nature Swap

While most of the debt-for-nature swaps that haaenbconducted up to the
present have been private swaps that typicallyluev/8 parties (an international
conservation organization, a domestic conservatiganization (C.0.), and &3vorld
country government), a few public swaps betwearid 3 world governments have
also been carried out. Because most of the swajeskieen private, this paper focuses
primarily on these particular swaps.

The table below explains the debt-for-nature swegtep-by-step:

Step Details
1. C.0.s want to protect the environmentThe C.O. draws a plan and approaches
and see an added benefit of buying governmental organizations to reach an

discounted debt on the secondary markeagreement on the conservation program.

2. The C.O. verifies that the amount of debt
relief will be sufficient for the envisioned
projects



Step
3. The debtor country’s centibank and

ministries of finance and environment m
then approve of the de

4. Specific terms of the swap are
established and the purchase price and
redemption rate (percent of face value
redeemed in local currency) of the debt

Andrew Kessel Geo488 9

Details

The central bank converts the external debt
to local currency.

The debt relief through the swaps is usually
small in comparison to the overall external
debt of a country. However, the funds for
conservation may be much larger than what

comes from the secondary market price ftiwe host country had previously been

debt.

5. The debt process is carried out thro
the central bank of the indebted coun
Specifically, the host country places-
converted local currency bonds into
environmental trust fund where interest «

spending in debt payments. For example,
“in Costa Rica, interest from DNS is
several times that country’s national
budget” (Deacon and Murphy, 1998Bee
more notes below

The fact that debt in secondary markets is
bought at usually a small fraction of its
face value indicates that commercial banks
do not really expect to get their money
back. The debt-for-nature deal is

be earned to fund conserval projects until contingent upon the bank’s willingness to

the bond mature

6. The conservation projects are
implemented.

sell the debts back at less than full value
because they believe that the developing
countries would otherwise not pay off their
debts. However, “without tax deductions
and a regulatory environment, there is little
reason, except good publicity, for
commercial banks to donate their debt to
environmental groups” (Orchiolini, 1990).

These could include: environmental
conservation, natural resource
management, designation and management
of protected areas, park personnel training,
and environmental education programs and
activities. Debt-for-nature swaps usually
involve some form of land conservation,

but conservation is not required as part of
the agreement.

Summary: The average purchase price of _ Note onrdéét (step 4)It is important

" The secondary market for debt arose during the debt erigisecame evident in 1982 when Mexico
defaulted on its loan payments and the U.S.’s ‘Brady’ Btaated the secondary market to reduce Latin
American debt. For example, in 1991, $1 of debt in Colarabuld be bought at roughly 67 cents in the
secondary market, 47 cents in the Philippines, 46.75 iteMsrocco, 26.625 cents in Brazil, 6 cents in the
Ivory Coast, and 5.5 cents in Peru where debt repaynenteast expected by banks (Mahoney, 1992).



Andrew Kessel Geo488 10

Step Details

the developing country’s external debt byto note that after the debt is bought, the
the C.O. is 26% of the debt’s face value. diiscount rate on the debt changes because
nominal terms, $95.1 million of face valughe ability of a country to repay its new

has been retired and $78.7 million has bekait has now changed. Furthermore, for
put into conservation trust fundehese  banks that do not sell the country’s debt,
numbers are current as of 1997. Source:the value of what they hold has now gone
Deacon T., Robert; Murphy, Paul. “The up on the secondary market because
Structure of an Environmental expectations of the debtor nation have now
Transaction: The Debt-for-Nature Swap.'increased.

Land Economics Vol. 73, No.1. February,

1997. pp. 1-24.

V. The Debt-for-Nature Swap Debate

Argumentsfor DNS

Debt-for-nature swaps have been described aslandehich everyone benefits.
This idea originates from the concept that donmiseovation organizations support DNS
because it increases funds for nature and consam@bvernments support DNS
because it helps them manage their foreign dehlgwhnks develop a good reputation
as well as receive some loan repayments they migftttave otherwise (Resor, 2006).
While these arguments may seem too simplistic,ibhb&vexplained later, the “win-win”
situation claim can be very persuasive.

Proponents of DNS argue that DNS provides a long-tource of funding for
conservation programs. In Ecuador, the budgetddk pnd research projects doubled
after two DNS agreements in 1987 and 1989. The@tipqr a long-lasting impact of
DNS also indicates that DNS may create strategimeeships that offers new
possibilities for 13" World networking (ability to raise funds in thettdive) and
environmental conservation. This is important beeaenvironmental goods like

biodiversity have characteristics of externalit@sl global public goods because
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environmental impacts can very often be transnatjoneaning some of the damage to
environment caused by one country’s productiorlisdutside of where it is done. This
supports the need for a collective response.

While the reduction in debt is small, the fact thay debt is being retired is
beneficial for the host country’s government. Cdgia, one of the leading participants
in DNS, 5% of their external debt has been reddlcemligh these agreements (Thapa,
2000). By protecting their natural environmenttte extent they have, Costa Rica has
created its own comparative advantage in ecotourism

Orchiolini (1990) argues that international cons¢inn organizations benefit the
most from DNS because of the discounted rate ode¢béthat they are able to buy on the
secondary market. In addition, the environmentaligs argue that when poor countries
improve their debt circumstances they increase fbire economic potential, and
become better clients for banks in the long run.

Resor (2006) supports the long-term results ofoting the establishment of
DNS in the policy world to attract more attentiongiobal conservation efforts. The most
commonly cited example of this, as noted abov€gista Rica, which has one of the
most ambitious conservation programs in Central Acaeand has used this process to
create their own special identity. This type ofniended benefit generated by DNS is
known as “additionality,” which may increase orlegg@ conservation expenditures in
country’s which participate in DNS. Increasing ¢oafism and “special interest
tourism” through DNS also has a lot of potentiabting in future profits in developing
countries, especially to remote regions within ddas. On the local scale, many people

will benefit from increased employment through matbased tourism (a few examples,
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park workers, guides, bus drivers, handcraftersaatists, airport workers, waiters, hotel
managers). While cashing in on the growing puhligport for & World environmental
conservation is one of the main reasons propormdiNS suggest it is a “win-win”
situation, there are two more important nontradaicarguments in support of DNS.

Debt-for-nature swaps shift power away from goweents towards domestic
conservation organizations. Many political ecoltgj(§siordano, 2003; Sneddon, 2002)
argue that the dual position of the governmenirasls&aneous protector of natural
resources and agent of growth/development leanidh&sent contradiction in policy
choices that the government must make. While thdteften be trade offs between the
government growth policy and conservation orgaronat the latter structure has a more
narrowly defined purpose and does not face the salneeent contradiction as the
former.

Opponents of DNS claim that political and econolaiscapes are unstable in
many developing countries and this could cause BNS&il. However, Resor (2006)
argues that the difficulty of long-term collaboaatiprevents multiple deals from
occurring even without changing political and eaoimlandscapes. On the other hand, if
borrowing countries are feeling pressured in atigally unstable environment, they may
not be able to reject a DNS agreement even if tihential benefit to the country is very
little® (Katzman and Cale, 1990). This critique allowsia® to consider the arguments
of DNS opponents.

Arguments against DNS

Many political ecologists often refer to the enwvineent as being highly

politicized; that is, control over the environmeiften reflects a power struggle between

8 Very little evidence has shown that this type of rewgstesn has encouraged environmental degradation.
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different competing interest groups and the rasgldutcomes are seen in different
myopic narratives concerning the environment. Toation and implementation of a
DNS is no exception when it comes to a politiciezedironment. Debates about DNS
often include issues of national sovereignty/gregmerialism, political and social order,
absences of local participation in environmentalsawvation, and class structure/unequal
power relations. The following section discusseses@ommon debates concerning these
structural as well as practical problems that emé@nghe highly politicized environment
in which DNS deals take place.

Some critics of DNS suggest that the debts in n8fhworld countries are so
large that these buyback schemes are of very\idiiee (Occhiolini, 1990; Pierce &
Adger, 1995; Mahoney, 1992). While this argumergsioot imply that DNS should not
be implemented, it serves to raise questions abeutalidity of the “win-win”
hypothesis by showing that one of the gains fronBDhay not actually exist. By 1992,
17 countries had signed DNS agreements and whilerdspent $16 million to buy back
$100 million in debts, the nominal reduction barelyched these country’s debt burdens.
For example, when Bolivia spent $34 million to bagck $308 million in bonds in 1988,
the price of the remaining bonds rose from 6 centthe dollar to 11 cents on the dollar.
As a result, the real value of the outstanding delotined from $40.2 million dollars
($670 million at 8 cents on the dollar) to $39.8liom (362 million at 11 cents on the
dollar) (Pierce and Adger, 1995, 54). In some cabesexpected payments have actually
increased in debt-for-nature swaps. It is for tesson that Mahoney (1992) argues that it
is the banks in the global North that mainly benieim DNS. Although nominal values

of debts may fall significantly in"8world countries which participate in DNS
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agreements, real debt value may not fall very matdil because a country’s expected
payments rises as a result of the decreasing disoouts debt in the secondary market.
In the long-term, this debt relief does not incestiee ability for countries in the global
South of getting future loans any easier (Mahod89?2). While it may be hard to argue
the numbers that indicate that the face-value bf @enot falling in many countries,
issues of conditionality on these loans bring uperammplex arguments.

While the conditionality of debt-for-nature swapaymot compare to that of
structural adjustment programs or other prograras@ated with debt relief, some DNS
deals must be reviewed by multilateral financiglasizations before they are approved.
For example, in some cases, the host countries Imeusttively involved in making deals
with their big creditors, in particular, the Wolhnk and IMF. In other cases, the host
countries must open their borders to foreign inmessdn reasonable terms or restrict
development in certain protected area in the dedgontry (Passell, 1991; Orchiolini,
1990). This conditionality, in part, is imposed hese of the fear of a lack of financial
expertise in the swaps that could lead to mismanageof conservation funds.
However, this conditionality may be in danger aédiching national sovereignty. DNS
agreements do not directly challenge issues obnatisovereignty because land is not
purchased by foreign players that might increaggtinae popular reaction to DNS
(Deacon and Murphy, 1997). Instead, questions tidmal sovereignty and green
imperialism have arisen in reference to DNS malidgause economic policies in
general, and the ones proposed in DNS, are notate(Riddell, 1992). The argument is

that commercial banks in the Global North conthe tesources and set the terms while

° Green imperialism refers to the forceful imposition of wasenvironmental views on developing
countries.
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the global South are rewarded by the North for daihat may not be in the best interest
of the locals. Mahoney (1992) argues similarly ihaf' World environmental NGOs

give money to ¥ World commercial banks and3Vorld countries have simply given
money to themselves, there has been no transfarMarth to South. For those who
believe that DNS violates national sovereignty,agesements represent a movement co-
opted by the financial ethic of the global Northalvbney, 1992).

One practical problem that environmentalists watnput (for example, Deacon
& Murphy, 1997) is the degree of environmental potibn that is actually achieved in
these agreements. Mahoney (1992) argues, “unfdglynaalling an expanse of natural,
and possibly threatened, habitat a park by drawilige around it on a map and issuing
uniforms to a few rangers give it no more protectioan it had before” (100). However,
when C.O.s draw up debt-for-nature swap agreemtnag often identify and attempt to
improve these so called “paper parks,” or parksdha solely parks because some one
says so.

Only a few researchers have commented at any lemgthe role and impact of
participation of local people in the debt-for-n&tswap deals. Even fewer of these
authors have pointed out that DNS may work to #teimient of local residents;
however, this argument is an important one andrdesesome attention. Some authors
(Hansen, 1989) have specified that indigenous geoglild enjoy the immediate benefits
of development, but they have not specified exauthy they will enjoy these benefits.
Bryant and Bailey, two prominent political ecoldgisclaim that “many of these debt-for-
nature swaps are instigated without due regarthfolivelihood needs of the populations

living in the designated areas” (1997, 141). Inde@ate these schemes usually involve a
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policy of complete protection of an area, the laeaidents whose livelihoods are
dependent on the exploitation of natural resoucoesained within the protected areas
may be severely affected. The resulting potentiallfegal activity (i.e. illegal cutting)

by farmers and cultivators who do not have acaessdources they traditionally used is
high. Enforcement officers may encounter a growegjstance amongst local people
resulting in direct conflict. If it is true thatdigenous people are being marginalized from
their own land, then"3world governments are being urged to do somettfiagis not in
the interest of their own local people. This igractural problem that may be inherent
with these debt-for-nature swaps programs.

One critique of DNS by Rhona Mahoney (1992), a festigeographer, is that it
commercializes life in theBWorld by making people’s homes part of a bank
transaction. It merchandises resources by takiraydmm local heritage. This reaffirms
the creditor’s (the global North) political and ecmic domination over the debtors (the
global South). Skeptical DNS environmentalists lMahoney believe that the
conservation projects are designed in ways in witichls will not benefit because the
projects are intended for research and exploitatdes rather than local use.

Another issue commonly brought up by opponentsebt-dor-nature swaps is the
dependency that these deals create. This inclugfgendency on commercial banks in the
global North (who do not have much incentive to m#iese deals in the first place),
dependency on grants from foreign internationakeovation organizations, and/or
dependency on the existence of private domestidamdlopment organizations to
implement the conservation programs in the hoshit@s. There is a risk that by

decreasing debt (even though the relief is smadl)yisk of defaulting on future loan
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repayments may increase becau8&\®rld countries may feel like foreign agents will
help them the next time. In economics, this is kn@s creating a moral hazard, which
leads to poor market outcom@sOne Ecuadorian official once reported, “It is w@tosto
pay the debt...In a few years there will not evemig point in negotiating on the debt
and swaps will become meaningless” (Greener, 1988). By paying off the debt, DNS
may be legitimizing debts that man§ ®vorld countries see as illegitimately acquired.
One last issue is the possibility of DNS agreememiseasing inflation. By
pouring more money in to smallef $Vorld economies, currencies may become less
valuable because of the influx of foreign currentlyis problem may be avoided by
buying smaller amounts of debt and using interashly bonds rather than liquid

currencies (Occhiolini, 1990).

V. Framing the Debate

The idea of debt-for-natures swaps is rooted irsimee paradigm as sustainable
development. Some political ecologisBeé Lele , 199Imake a point to decouple the
ideas of economic development and environmentadem@ation. One common argument
is that the use of sustainable development rheleaids to weaknesses in policy that is
vague concerning the implementation of sustaindelelopment. The second argument
is that sustainable development focuses on redlenggterm dependency and that is
what debt-for-nature swaps aim for as well. Yetated above, opponents of DNS argue
that reliance on First World commercial banks @eahore dependency. At the same

time, debt itself is an important source of dep@egie The third argument is that power

9By reducing a country’s debt through a debt-for-natureeagent, a country may incur more debt
because they believe that their past debt is excusable andethatilmot suffer from future irresponsible
financial activities.
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structures are often ignored under “sustainableldg@ment partnerships.” The fourth
argument and one to which this essay now turrettiémtion proposes a positive
correlation between poverty and environmental dimran. In the context of debt-for-
nature swaps, debt is discussed instead of poverty.

Many experts (Thapa, 2000) agree that debt is ledeck with ecological
problems, but the relationship is hard to prove.é&@mple, Kahn and McDonald (1995)
find a positive relationship between debt and deftation, but do not suggest
correlations within alternative environmental cotise Their findings suggest that a 10%
reduction in the total or relative debt service maguce deforestation by 1.7 to 3.1%.
Alternatively, a one billion dollar debt reductioould lead to between 51-930 kilometer
squared decrease in deforestation depending asothery and rainforest (122).
Pressure from loan repayments can increase pai|uterm the poor, and increase the
depletion of a country’s natural resources. Furttege, the environmental Kuznets curve
(named after 1971 noble prize winning Simon Kuzneéésnonstrates a positive
relationship between affluent countries and envitental conservatidh Following this
logic, countries that have more debt decrease fiseal spending on the environment, as
they eventually grow, however, more money will pergt on the environment. Although,
if poor countries were already not spending muchegymn the environment then the
increased debt would not have had much effect ertivironmental funds anyways.

Clearly, high debt can cause unemployment and peoply seek jobs depleting

H«A Kuznets curve is a graph with measures of increased edomtavelopment (presumed to correlate
with time) on the horizontal axis, and measures of incoraguality on the vertical axis hypothesized by
Kuznets (1955) to have an inverted-U-shape. That isn&szanade the proposition when an economy is
primarily agricultural it has a low level of income inequalthat during early industrialization income
inequality increases over time, then at some critical postaits to decrease over time”
(http://feconomics.about.com/cs/economicsglossary/g/kuznet®.latm).
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resources (fishing, cutting, etc.). However, pcditiecologists are quick to point out that
there is much evidence against the feedback theamich poverty increases
environmental degradation which in turn increasesepty and perpetuates the cycle
(Dasgupta, 1995; Gray and Moseley, 1995). There hbaen several instances in which
the poor, who often are most aware of changesairtivironment, have taken measures
to protect the environment in which they live. “Mowrer, a country repaying debt might
not be able to afford high standards for polluwamtrol but it also might be unable to
afford goods whose production damages the enviratinjierce & Adger, 1995, 93). In
other wards, a country with less debt could produoee, which could potentially harm
the environment more.

With such a complex relationship, it is hard td belw debt-for-nature deals
impact the environment. Pierce and Adger (1995kskeptical: “Given that the
connection between debt repayment and environmdagahdation is tenuous at best,
attempting to improve the environment by debt feegiess would probably be futile”
(54). However, in determining how much debt reduttould actually help the
environment, it probably depends more on the debirenmental degradation
correlation in the specific country.

Different individuals in diverse countries value thnvironment each in their own
way. Debt-for-nature swaps, like sustainable dgwakent, sometimes do not articulate
between these esoteric environmental landscapesofRte people who value the
environment for more intrinsic purposes, DNS miglke attention away from more
direct conservation efforts. For other people whlug the environment differently,

participation in DNS may actually lead to a losthé spending on the environmental
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trust fund exceeds the amount of debt relief. Spewple believe that there are other
projects, for instance malaria eradication or ityrthat deserve more attention outside of
the environmental realm. They may wonder whetheretishould be debt relief to
improve health conditions among the poor or othigical needs. This argument is
perfectly reasonable in the context of a poor d&yie country with scarce resources
that have many critical unmet needs. Environmenipport may end up distorting
national priorities. Furthermore, a forgiven extdrdebt in place of a new liability at
home created by the DNS agreement may also beasegifiorm of green imperialism.
However, this author believes that countries haveesenvironmental preference and
therefore have some incentive, if not for moraboees, to value environmental
conservation among other items on the nationaldayen
V. Case Studies

The argument for debt relief in Sub-Saharan Af(88A) is strong. In
Madagascar, debt service in 1984 was $80.9 mi(lorabout 32% of government
spending) of which only $40.5 million was paid ¢ab16% of government spending)
(World Development Indicators database). Whiletal ecologists will often point out
that these debts are not just and were not creseer fair conditions, the case in point is
that several SSA countries like Madagascar weneerable to Western debt relief
programs like DNS.

Traditional conservation in most Sub-Saharan Africauntries during the
colonial era consisted of game parks set asidthéopleasure of white colonists. During
the 1980s and 1990’s, indigenous sustainable udeanvironment became more taboo

and was often considered “backward” (Riddell, 199%) Sub-Saharan African countries
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felt growing presences of capitalism and globalaatiuring this time, income and social
inequality grew while uneven power relations alloviee hands of a few elites to take
control over the majority of the country’s resowcien many SSA countries today, the
environmental conservation programs and tourismastrées highly resemble previous
colonial structures in terms of who ultimately nees the most benefits (Brown, 1998).
Since the 1980’'s, more funding and attention has lggven towards preserving
“natural” African habitats and conservation of igelnous flora/fauna. Attention to the
environment grew in Africa during this time as masgslebts continued to accumulate. It
was not before DNS arrived Africa in Madagascal989. While there is not much
literature on the African case studies describdtiiisection, they provide some insight

into the effects of DNS on a local level.

M adagascar

The first DNS to take place in Africa was also fingt deal in which the United

States Agency for International

Development (USAID) facilitated

and paid substantial sums to

commercial banks. The Malagasy

government donated over $3 million to USAID and KMedagasy Department of Water
and Forests. The money from the debt relief in Madaar was used to train, equip, and
support over 400 park rangers, make new parks, gienvironmental education
programs, support rural development projects, aakiensatellite and aerial surveys of the

country in an attempt to reduce illegal activitygwvernment land.
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The parks affected in the deal included Marojéyydringitra, Zahamena,
Lukobe, Bemaraha, and the Manongarivo Special Resktarojejy and Andringitra
were the two main parks affected. Marojejy contawsr 600,000 hectares of
mountainous terrain and rainforests and is locatethe Northern tip of the island

(Mahoney, 1992).

Source for map above: http://en.wikipedia.org/wiki/Madagascar

Source for map below: http://en.wikipedia.org/wiki/National_parks_of _Madagascar
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Andringitra /"

There is an incredible amount of biological divigren Madagascar, and Marojejy
especially; with over 2,000 plant species and hiulespecies (lemurs are only found in
Madagascar). There is also a serious history afrdefation in the area (Kull, 1996).
Andringitra contains 31,000 hectares of rainfosastAnna and mountainous terrain and
is located in the southern end of the Central Higds. While Andringitra is generally
less threatened than Marojejy, illegal activity gasture burning has been a constant
problem.

The activities in these two parks strengthenedreefoent and helped promote a
variety of agricultural development projects. Hoeeuhe Madagascar swap did not
result in the success that policy makers had esnsl. As is often the problem, not
enough attention was given to the enforcementebttap. Landless peasants
encroached on small land reserves and growing @isfetween enforcement officers
and locals resulted in conflict just as it hadha Bolivian-Cl deal. In addition, Christian
Kull (1996), a political ecologist that has devotadch of his work to studying Malagasy
conservation, has noted that the public awarenegsagbs implemented in the targeted
areas added more on the government’s plate, whachalveady over burdened with other

structural issues.
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There may not have been enough attention givéimettocals in the Madagascar
deal, especially given the strong historical cotinedoetween the locals and the land in a
world renowned biological rich country (Kull, 1996) was not clear in any of the
literature what local people gained from the swidpe national government benefited
some from the debt reduction and the improvementisa Marojejy and Andringitra park
regions. Increased conservation efforts may hagedaawareness of the responsibility
associated with conservation and resulted in fuberefits. However, the overall
evidence is only slightly positive that any prograss made in environmental
conservation; especially given the amount of mandje deal.

The fact that the swap in Madagascar did not gdawed is problematic
because there were no enforcement mechanismsényaights. This is an important
inherent problem with DNS. Agreements do not ginewggh credibility or attention to
the possibility of failure (Hrynik, 1990). Privassvaps must rely on reputation and repeat
dealings for enforcement rather than strict comtrac binding legal terms. If
conservation projects fail, that is, if local C.@snot implement the projects efficiently
with the money allocated, international C.O.s wdt work there any more because of a
loss of confidence in the host countiiMeanwhile, the international C.O. is very limited
in its options: it can generate negative publiditgan ask the U.S. government for
support (but support is not likely to be given hesmit is not in the interest of the U.S.
government to do so), or they can sue the debtantop Similar to the U.S. government,
host country governments do not have much intémndsaivoring international C.O.s in

favor of local NGOs or their own government polgién addition, host country

12 Failure might arise, for example, because of a natural disasteromic crisis, political instability,
corrupt management.
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governments may not sign on to DNS agreements whereerms of the agreement are
stricter because of the increased the risk fohtist government to achieve their part of

the deal.

Ghana

—

In 1991, Ghana agreed to a $1 million debt swah thitee International forces:
the Smithsonian Institution (Sl), Conservation intgional (Cl), and USAID. The debt
was bought at a discounted rate of $250,000, andilibn in conservation funds were

Ghana in local currency

= International boundary
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—— Region boundary
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Bank. The i conservation
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http://en.wikipedia.org/wiki/Image:LocationGhana.png

Part of The project, in Kakum, was designed togmbthe trees, which are some
of the tallest in the world, and the other partednat protecting the Brenu-Beach area
where there was numerous opportunities for watereetion activities. Cl, Sl, and
USAID identified resources in Kakum and the Brereagh area that would be
compatible with tourism activities. Interpretatitvails were constructed and canopy-
viewing platforms were established. The Smithsommstitution provided interpretative
training services, marketing services, and hospitaérvices to local NGOs. According
to Brown (1998), community involvement was an intpot part of the planning process.

Special zones were designed for specific usesc@grral, tourism, etc. Locals were
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given the choice of what they wanted to do in respado the changing ownership of their
land. Most of the agricultural products made inrtbgion were sold to the tourism
industry, which increased the economic benefitgHerlocals.

Although CI prevented poaching in the Kakum argaédveloping other income
producing opportunities for village residents ie thcinity of the park (for example,
training as local guides), it is not clear whettines outweighed the costs of increasing
environmental impact from the growing tourism inslysn Ghana’s Central Region.
Adventure tourism like scuba diving, hiking, wilidiphotography, and camping can
bring in a lot of revenue with potentially low emmmental impacts because those who
participate may be more environmentally consci@rsyn 1998). Many countries have
used DNS as Ghana did to generate protected arganosites profiting on the growing
popularity in the nature based tourism industrya@d 2000). Another benefit was that
the farmers in rural areas located in the CentegJi6h were able to access irrigation
systems which boosted agricultural production asctebhsed the hotel industry’s need to
import food for the tourists. DNS also provided @Gaavith new sources of foreign direct
investment and a boom in employment in the CeRegjion (although this benefit is
debatable as FDI has caused as much harm in samesms it has helped). Small scale
enterprises in the surrounding reserves benefieal pbeople who were encouraged to
produce artisanal work (although again, this bemefiebatable).

In Madagascar and Ghana, the effects of DNS ofotts scale were quite
different. Some farmers and environmental managengfited from employment from
the debt-for-nature swaps while others found thérasdandless. In Madagascar, there

was a lack of tangible benefits for many of thegedous people. In both cases, it seems
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that no one has addressed the question of whetmart the locals care about
biodiversity. The answer to this question is laygetavailable to a*iWorld non-
academic audience, who do not hear the voicesdajénous peoples in th& 3vorld.
The other question that remains is whether thesgathieved from DNS deals in
Madagascar and Ghana provided substantial longliemafits or merely quick fix
solutions to deeper problems concerning povertysarsthining livelihoods on the local

scale.

V1. Conclusion

Today, debt-for-nature deals not only continutate place throughout the world;
especially, in Latin America, but their popularigems to be growing as judged by the
number of agreements that have been made recetliha number of agreements
currently in the making: On October 2, 2006, th8.lAnd Guatemala agreed on a $24
million debt-for-nature deal while three days latee U.S. and Botswana agreed on an
$8.3 million ded. On June 23, 2006, France and Cameroon agree®2® million
plan to protect parts of the Congo River Basin.dRédeals in Jamaica, Panama, and
Peru have also been reached. While the populdrDNS continues to grow, there is no
general consensus on what the ultimate impactasitiprojects will be and who will be
the beneficiaries and who will be the losers amddmange in each party’s position will
be viewed.

The use of debt-for-nature swaps is a system bas@darket incentives. While
environmental economics can provide policy makatk tols to fight environmental

degradation, they must also realize that thess @@ limited in providing (or in

13 This deal was part of an 11 country partner deal wgHlt8. called the Tropical Forest Conservation
Act (TFCA).
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addressing these power relationships) compenstatradhose who lose and for
internalizing the resulting externalitiésPutting a value on the environment in addition
to examining human-environmental interactions fBadilt. Overly simplistic analyses of
the impact that DNS has had in its host countniegeoblematic because the impact and
mechanisms of DNS are not easy to quantify andabgect to competing interests. This
paper has revealed the complexities of the debtrdéture swap, while stressing the need
for policy makers to look more carefully at mangues that are hidden from easy
viewing by people removed from the local scenehdit giving proper attention to local
concerns, issues of dependency and national sgmyeamongst other issues, we
cannot understand the full impact of DNS. Furtheemmuch of what we know comes
from the general media and environmental news emeeof DNS, there is a need for
more careful and broad-based academic research.

| support some use of debt-for-nature swaps beddugsalternative of not making
the agreements may not be better. | found no eleidence that DNS does not help the
local populations, nor did | find that it hurt them a consistent basis. DNS encourages
international cooperation, which in itself is helpfand if DNS agreements continue to
evolve, become more innovative and become moratsent® local concerns, all parties
may some day benefit. For this to occur, reseascmaist find clear answers to some of

the following questions:

*How can we make sure that DNS result in more thaper parks?”

14 An externality is a cost that is borne by those neatly involved in the activity creating the externality
(Katzman and al., 1990)
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*Can these deals be structured in a way that gteganhe legitimate
participation of the local people whose land issgegmpacted?

*Will excusing past debts decrease the likelihdoat fThird World countries will
pay back their loans?

* Can mechanisms be created to ensure that theomnvent will be protected in

the face of a failure of a DNS?
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