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Paying local landholders to provide 
environmental services has been 
recognised by the Government 
of Lao PDR as a way to achieve 
environmental management goals 
and improving the livelihoods of 
landholders. 

The Ministry of Agriculture and Forestry,  
in its Agricultural Master Plan 2011-2015 
identifies PES as a mechanism for achieving 
forestry, conservation and livelihood goals. 
Support for PES schemes has also come  
from hydro-electricity suppliers and mining 
companies.

However, the practicalities of how to 
implement PES schemes in the Lao PDR 
context are yet to be investigated. These 
application practicalities are the focus of  
this research. The project goal is to develop 
PES policy options for the Government of  
the Lao PDR.
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Effective Implementation of Payments for Environmental 
Services (PES) in Lao PDR

The PES policy options will be informed  
by the experience gained in case study 
applications and the economic analysis of 
the data collected during those applications. 
Key issues to be considered are the 
determination of the aggregate level of 
payments to be made under each scheme, 
the design of the mechanism to be used to 
distribute the payments to individual 
environmental service producers and the 
institutional structures under which PES 
schemes can operate. 
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• Environmental services are things that 
people enjoy from the environment. 
Examples include fresh water, 
biodiversity, landscape beauty and 
opportunities for recreation and tourism. 

• When environmental services were 
plentiful nobody was very concerned 
about them. They were taken for granted. 
Over time, the amount and quality 
of environmental services has been 
decreasing while people’s demands for 
them have been increasing.

• PES schemes aim to increase the amount 
and quality of environmental services by 
setting up a new type of market.

• In a PES scheme, land holders are paid 
to produce more environmental services 
from their land. They become “sellers”  
of environmental services.

• Those who enjoy the environmental 
services are required to pay for them. 
They are the “buyers” of environmental 
services. Governments, businesses or 
individuals can be “buyers”.
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What is a Payment for Environmental  
Services (PES) Scheme?

• PES schemes link people who would 
be environmental services sellers with 
potential buyers. This can be done through 
the intervention of ‘brokers’. Brokers can 
be research institutions, governments, 
NGOs or international donors. Brokers act 
to reduce the costs faced by buyers and 
sellers in arranging an exchange.

 Desirable features of a PES scheme

1.  All available information is known to 
everyone who is involved – transparency  
is important.

2.  People are not forced to produce 
environmental services – supplier 
participation is voluntary.

3.  People produce environmental services 
that are additional to those that they  
would produce anyway.

4.  People only get paid if they produce the 
environmental services as stated in their 
seller contracts.



1 Farmers live in a valley upstream from 
a company that operates a hydroelectric 

power plant. When it rains hard, soil gets 
washed down the river. Farmers could 
stabilise the soil if they plant some trees 
instead of using all of their land to grow 
crops. If the farmers plant trees, less soil 
gets washed down the river. Less soil in the 
river water reduces the costs of operating and 
maintaining the turbines of the hydroelectric 
power plant. The company enjoys a benefit. 
The farmers (‘PES sellers’) need an incentive 
to produce the environmental service ‘better 
water quality’ that the company wants. The 
farmers need to be assured that they will be 
paid for producing the environmental service. 
The farmers need to get paid an amount 
that is higher than it cost them to plant the 
trees instead of growing crops. The company 
(‘PES buyer’) needs to be assured that it will 
get the environmental service they pay for. 
The company is willing to pay the farmers an 
amount that is lower than the benefits it enjoys 
from the environmental service. 

Examples

2      A NGO collects donations from people 
around the world who are interested in 

protecting biodiversity. Landholders could 
protect biodiversity if they changed the way 
they use their forests. If the landholders 
restricted hunting animals and felling trees, 
biodiversity would be protected. The NGO 
buys the environmental service ‘biodiversity’ 
on behalf of the people who make the 
donations (‘PES buyers’). People who make 
the donations need to be assured that they 
will get the environmental service they pay 
for. The NGO uses the collected donations to 
pay the landholders (‘PES sellers’) an amount 
that is higher than the income they would get 
from hunting animals and felling trees.

3 Farmers could improve biodiversity if 
they changed the way they use their 

land. If they stopped burning the forest to 
plant crops, biodiversity would be improved. 
The government uses money raised from 
taxes to pay the farmers (‘PES sellers’) to 
produce more of the environmental service 
‘biodiversity’. Everyone who pays taxes  
is a ‘PES buyer’ of the environmental  
service ‘biodiversity’. The government acts  
as their ‘agent’. 
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