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PAYMENTS FOR ECOSYSTEM SERVICES AND POVERTY REDUCTION

The Africa Biodiversity Collaborative Group (ABCG) held a 15 December 2005 meeting at World Resources Institute to: 1) learn about Payments for Ecosystem Services (PES), what are the steps involved in setting up PES, and how PES fits with other conservation activities and mechanisms; 2) understand the barriers, opportunities and lessons learned for making PES pro-poor; 3) hear examples of how PES has contributed to poverty reduction and/or to improved natural resource management; and 4) discuss what the prospects are for PES in Africa.
Presenters discussed opportunities and obstacles to implementing pro-poor PES projects, especially the status and future prospects of pro-poor PES in Africa.  Lessons from the field on making PES pro-poor were presented by Climate Community and Biodiversity Alliance, the Shompole Ecotourism Development Project in Kenya, and the Integrated Silvopastoral Approaches To Ecosystem Management project in Central and Latin America.  PES examples from South Africa were also shared.  During a roundtable discussion, conservation non-governmental organizations (NGOs) and partners provided examples of specific PES projects (e.g. Carbon, Biodiversity, Water) and how they contribute to poverty reduction and/or to improved natural resource management.

What are Payments for Ecosystem Services?

PES is the generic name for a variety of arrangements through which the beneficiaries of ecosystem services pay back to the providers of those services. The PES concept can be thought as the complement (or the opposite) to the “Polluter Pays Principle”.   In any specific PES scheme, there are at least three major issues: (a) the ecosystem service; (b) the payment arrangements; and (c) what is driving the whole PES scheme.  Ecosystem services are whatever nature provides (natural infrastructure) that is valuable for humankind.  However, there are differences between ecosystem functions and ecosystem services, and thus we should avoid double counting and over-assessing.  There are differences between services provided by nature on its own, and through human husbandry.  So it is important to decide what you are paying for.

The Millennium Ecosystem Assessment views ecosystem services as:

· Provision services including food, fresh water, fuel wood, fiber, biochemicals, and genetic resources

· Regulating services including climate regulation, disease regulation, water regulation, water purification, and pollination

· Cultural services including spiritual and religious services, recreation and ecotourism, aesthetics, inspiration, education, sense of place, and cultural heritage

· Supporting services including soil formation, nutrient cycling, and primary production.
Ecosystem services may be present at any scale including:

· Local (e.g. water quality benefits of conservation in a small watershed) 

· National (e.g. country-wide benefits of biodiversity conservation) 

· International (e.g. global commons benefits of conserving of biodiversity, international waters, or the atmosphere).

There are different drivers for the PES scheme:

· Pro-markets approach narrows PES definition to markets for ecosystem services.  The motivation for this approach is to tap markets’ efficiency gains and promote economic development.  The unbundling of ecosystem services in order to focus on valuation of ES, conditionality, efficiency, and market pricing. 

· Social developers approach which has a broad PES definition.  Its motivation is to improve livelihood of would be providers.  It unbundles ES, and focuses on property rights, entitlements, social capital, and income needs.

· Conservation approach also has a broad PES definition, and its motivation is for sustainable financing for conservation.  It is wary of unbundling ES, and focuses on overall ecosystem integrity and conservation gains.  

· Governmental approach has a broad PES definition.  It unbundles ES and has mixed goals where securing ES may be only a minor one. Many times it is more about income redistribution and  pay backs to constituencies.
Types of investing in natural infrastructure include:
· Self-Organized Private Deals where private entities pay for private services (e.g. tourist operators in Kenya and Zimbabwe pay communities for wildlife and habitat conservation; international NGOs provide payments to farmers and communities for conservation management.)  The price of these services are typically negotiated based on willingness to buy and sell.  Valuation studies may be an input for negotiation.
· Public Payments to Farmers and Communities where a public agency pays for a service (e.g. public payments for watershed rehabilitation in South Africa and Kenya government paying herding communities to protect corridors to Nairobi National Park.)  The price of services is either set by programs based on willingness to sell and valuation studies or through auction. 

· Open Trading of Ecosystem Credits Under a Cap or Floor where landowners either comply directly with regulations or buy compliance credits (e.g. land use projects for Kyoto compliance through Clean Development Mechanism).  The price of service is based on supply and demand for the service (with demand

determined by regulation).

· Eco-labeled farm, forest, natural products where the consumers prefer certified sustainable supplies (e.g. certified “shade-grown coffee” in Kenya, certified timber in South Africa, and eco-landscape source labels such as Roobis tea in South Africa).  The price of service is embedded as part of product price--usually by market and sometimes by negotiation, such as with Starbucks.

If a “broad” definition of PES is accepted, there are many PES schemes operating around the world.  Large PES schemes tend to be government driven (e.g., Australia, Brazil, China, EU, Colombia, and Costa Rica).  Most private market- type PES are of local scale (e.g. Africa conservancies, Latin America and Caribbean watershed protection schemes. ) They tend to be small.  The enforcement of the Climate Change Convention may change this picture fostering a large private market for carbon sequestration services. 

Lesson from current PES experiences show that most market-type PES have been of small scale, hence a marginal source both of ecosystem services to users and of income to providers.  Government sponsored PES schemes tend to be larger, but critics point to little conservation gains, high costs and poor social targeting.  From a conservation point of view, the PES unbundling approach is a major concern.  Unbundling refers to individual resources such as water or trees in the forest (for carbon sequestration) being viewed separately instead of part of the ecosystem.  The unbundling of resources risks loosing stage for the less “marketable” ES, or pitching one ES against another.  From a social point of view, it raises issues of equity and access to basic services, and actually PES approaches face a lot of resistance in many developing countries.   There is widespread recognition about the degradation of natural infrastructure, it is obvious that this infrastructure needs to be maintained and that additional mechanisms are needed to ensure it remains.  Therefore, ecosystem services need to be integrated into the economy.
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Building Blocks for Ecosystem Services Payments and Markets

Opportunities for Pro-Poor PES
The world is becoming more and more urban.  There needs to be a new urban-rural compact to ensure that conservation does not originate in urban rich constituencies that in essence tell the poor rural constituency to conserve.  If we want to have equity while conserving the environment – PES may be one of the best options for pursuing this model.  The map of rural poverty overlaps with the map of rural biodiversity.  In many cases the poor are actually the de facto stewards of the environment.  Nature may be the poor’s main asset.  If the poor are stewards of the environment, then we need to compensate them accordingly. PES can potentially be a source of income for rural communities with few other market opportunities (e.g. where there is no transport).  PES can potentially provide rewards to rural communities for real benefits that they provide to others in the country.  
PES could also provide a source of financing for transition to sustainable agriculture, forestry and fisheries.  It could help create incentives for rational decision-making about resource use and management.  PES could also draw in new sources of finance for conservation, especially outside protected areas.

The benefits for community sellers of ES could include new, often more regular flows of income (15-25% +) and  portfolio diversification.  PES can be a catalyst for adopting better management practices.  It can help conserve  locally-valued ecosystem goods and services and provide social investment, such as preserving cultural heritage.  

Obstacles to Pro-Poor PES

Potential obstacles to pro-poor PES include fears that the poor will lose more as buyers than they may gain as sellers.  Conservation is usually nature-intensive, seldom labor-intensive; we need to find labor-intensive conservation programs if PES is to help with poverty reduction.  The poor may lack the property rights, know- how and capital.  It must be ensured that people are not kicked off their land due to PES as their resources have become valuable.  There are also high transaction costs due to PES.  Regulations may be non-supportive.  There is also concern about the unbundling of ecosystem services. Ecosystem services must be thought of as a system of services rather than simply focusing on one specific service.

The risks for community sellers could include loss of economic use options, loss of land and forest ownership or access, loss of local ecosystem services, and contractual obligations if services are not delivered.

Ways of overcoming obstacles for community producers could include democratizing information about ecosystem service markets; encouraging broad participation in policy dialogue about the rules and shape of ecosystem service payments; reducing the learning costs for new entrants to these markets; developing training programs and enterprise support; using financially viable and appropriate business models; and reducing transaction costs through institutional innovations like suitable intermediaries, large-area programs, and integrating with economic activities.
Checklist for Considering PES for Rural Conservation and Development Projects

When considering if PES is appropriate for rural conservation and development projects, it is essential that PES  not be considered in isolation, but as part of a broader sustainable financing strategy. Following is a checklist for deciding the role of PES for conservation and development projects:

1. Can you clearly state the social and conservation goals for the area in question?

2. Achieving these objectives requires promoting significant natural resources use changes among farmers and other rural dwellers?

3. Is there is a clear relation between the conservation goals and some ecosystem services that are valuable to would-be payers, or at least to a relevant sector of society? 

4. Are you going after payers that actually can pay, and may be motivated to pay? 

5. Have you a good idea of how the moneys collected will be used?

6. Have you a good idea of how the rural poor would participate and benefit of such PES scheme?

7. Are there already in place regulatory and institutional frameworks that may facilitate the adoption of a PES scheme and the participation of the rural poor?. 

8. You always need a good answer to question 1

9. If answers to questions 2 through 8 are mostly “yes” you may have a PES winner at hand. 

10. If answers to questions 2 through 8 are mostly negative, better look for other financing schemes. 

11. If some are yes and some are no, it may be useful to dig a little deeper before deciding if a PES scheme is the way to go for your rural conservation and development project. 

By Pablo Gutman, WWF-MPO

Status of Pro-Poor Payments for Ecosystem Services in Africa and Prospects for the Future

There are huge opportunities for labor intensive work in Africa.  There are a number of governments in Africa that are interested in investing in their natural infrastructure.  In Eastern and Southern Africa, for example, there is a critical need for new sources of conservation finance and PES opportunities are being explored.  There are currently many one-off projects being developed or in the pipeline.  It is very important that PES models are adapted to local social and institutional conditions.  There are still major questions about the role of governments.  Currently, there are weak strategic connections of PES to national conservation and development strategies.

Current Obstacles to Developing PES in Africa 

Obstacles to developing PES in Africa include lack of technical and market information.  Potential buyers are not organized.  There are high costs of finding, negotiating, and monitoring deals.  There is a lack of experience and capacity as well as inadequate legal and regulatory frameworks.  There are political conflicts over resource rights and responsibilities, and distrust of markets for public goods.  Another obstacle is the lack of institutions to link communities and buyers. 

Lessons from the Field

Climate, Community and Biodiversity Alliance
The Climate, Community and Biodiversity Alliance (CCBA) is a global alliance promoting integrated solutions to land management. The CCB Standards (www.climate-standards.org) were developed to ensure the integrity of claimed outcomes:

· Climate protection

· Conserving biodiversity

· Supporting sustainable development in poor communities.

An example of a land use based carbon offset projects are the Markira forest project and the Mantadia-Zahamena (MZ) corridor in Madagascar.  Conservation International (CI) and the Wildlife Conservation Society (WCS) launched the Makira Forest Project in Madagascar with the Government of Madagascar.  They are working with the local communities in Markira, who practice slash and burn agriculture.  In looking for livelihood alternatives, they tried to design a project to use voluntary carbon markets to protect Makira. WCS is the project implementer while CI provides carbon expertise and markets offsets. The MZ corridor is key to the Madagascar Durban Vision.  It has about 40,000 inhabitants and the key threats are from tavy production and illegal logging.  The project is working towards biodiversity and carbon benefits.  The two reserves use voluntary carbon markets and Kyoto CEM market to fund corridor restoration projects. They are establishing zoning and local management and plan to develop forest and fruit as the carbon financing alone will not work. 
Some lessons learned from the projects are that technical carbon project experience is needed.  Early funding is necessary for project definition and community outreach.  Projects must mitigate risks and be ‘investment grade’.  It is difficult to meet Kyoto regulatory rules and laws.  Where government lands and enforcement are required, governments must commit to delivery of carbon offsets.  Project complexities include low understanding of carbon, and delayed carbon funding slows community and government acceptance.  The role of the Ministry of Environment and Kyoto Designated National Authority (DNA) are critical.  Carbon funding will usually only cover a portion of overall corridor-scale project costs (20-35%).  Perpetuity cost structure is not solved as typical projects last 30 years.

For scaling up the carbon market, avoiding deforestation, if included in policies, may provide single largest source of conservation financing for tropical forests.  Pricing for Kyoto compliant supports only limited sustainable development benefits.  Japan and European Emission Trading System (ETS) are focusing more on regulatory purchases.  Land-use not included in EU ETS which is a significant disadvantage.  Only niche markets are interested in multiple-benefit land-use projects.  Risk profile of Clean Development Mechanism (CDM) and land-use projects results in price discount.  Responsibility to validate premise that land-use projects provide better development and biodiversity benefits through CCBA.

Payments for Environmental Services in South Africa

PES is on the agenda in South Africa.  Many projects are in the planning and design phase with limited implementation.  The focus has been primarily on water and carbon with emerging interest in biodiversity.  There is a mixed focus on private and public deals.  There are three biodiversity projects in planning phase, and five water projects in planning phase. With the implementation phase, the government has given payments to local community land owners such as through the working for water program.  The working for water program are labor intensive.  Local communities eliminate exotic species.  It employs about 16,000 people a year.

Opportunities for PES in RSA involve mapping areas of risk and opportunity.  Potential buyers are developing the business case for the private sector, they are increasing awareness and adding value.  High value environmental services include watershed services.  

Gaps for PES in RSA include good science (water) but some gaps (biodiversity).  They are still building the business case and need to create motivation to pay for ES.  There are gaps between industries and users, and attention is needed on institutional actors.  There is a need to understanding the costs and benefits of options, identify and link buyers and sellers, and have monitoring and evaluation.  Currently action learning is occurring from learning by doing.

The Katoomba Group for Eastern and Southern Africa 

The Katoomba Group is an international working group composed of leading experts from forest and energy industries, research institutions, the financial world, and environmental NGOs dedicated to advancing markets for some of the ecosystem services. They are promoting payments for ecosystem services to support sustainability, conservation, equity, and livelihoods throughout Africa.   See: www.katoombagroup.org/africa/index.htm
Shompole Ecotourism Development Project
The Maasai pastoralists have a strong tradition and culture.  There economic mainstay is as livestock herders.  They have co-existed with wildlife for centuries.   Draught and disease is their biggest threat to the Maasai and their livestock.  Regarding land tenure, land ownership is communal.  The membership includes 2,000 registered members with 8,000 dependents.  They use traditional grazing patterns during the wet and dry seasons. 

The Maasai have experienced huge economic losses due to property damage and loss of livestock from predation.  They were skeptical and feared loss of land and are unclear on government and partners’ intentions.  The result has been low wildlife population numbers, high poaching levels and no benefits to the community.  There was no exclusive area for wildlife or stringent grazing patterns and management plans.  This led to the need to establish an ecotourism project to provide community benefits and own and control the process.  The objective of the Shompole Ecotourism Development Project was to enhance the ecological integrity of the Shompole group ranch and to improve local community levels and/or sources of income through sustainable ecotourism.  They want increased income, improved road network accessibility, improved security, enhanced wildlife conservation and management approaches, increased wildlife numbers and species, and increased tolerance threshold levels by humans.  It had been that when a lion kills a cow, then a Maasai kills one lion. Tree logging mainly for charcoal was another problem.  

The question facing the Maasai was “What are the alternatives for livelihoods”? The Shompole Ecotourism Development Project is a demonstration of viable alternatives for the community by the community to mitigate deforestation.  They received a EU grant of $200,000 for infrastructure development.  They built guest facilities including a lodge, tented camp, bandas, and campsites.  They directly employ locals and provide direct cash benefits of $ 2,000 – 4,000/ monthly, in 4 years over $ 300,000.   They have had a  joint venture agreement with private investor for 15 years, and have developed spin-offs (multiplier effect) e.g. beadwork and beekeeping.  10,000 hectares have been set aside in a conservation area conservation area set aside.  The money collected goes to: 1) a community fund that is run and managed by elected board of trustees that includes locals, partner NGOs, individuals and the government; 2) social development activities including water, health, education (bursary and teachers’ salaries), and roads; 3) running costs for the project, support staff salaries, vehicle maintenance, etc; 4) security provision for tourists, wildlife, and locals; 5) conservation area development ( e.g. water pans, sick game treatment, and research); 6) cash dividends paid to community members; 7) offset the consolation scheme claims; 8) investment in the spin-offs and other viable PES options; 9) marketing the facilities through print and electronic media, fliers, posters, pamphlets, etc); and 10) improvement to the livestock sector.

The outcome has been happy people receiving tangible benefits.  They now refer to wildlife as the “second cow”  The community is shaping and determining their own destiny.  There has been tremendous environmental improvement such as wildlife numbers tripling in three years and extirpated tree species reappearing and regeneration of vegetation cover.  The way forward includes more cash and in-kind support, jumpstarting a consolation scheme, kick-starting spin-offs, achieving long term goals, constant marketing, volunteer services and other viable PES options such as possible carbon markets.  Their ultimate goal is having a “win win” situation for the community and environment (forests and wildlife).  However, they still face challenges such as lack of compensation / consolation scheme, high wildlife population numbers that are uncontrolled, insufficient funds / initial start-up capital for planned project activities, inconsistent / incoherent policies and laws, a totally ‘confused’ 
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national conservation arena, inadequate capacity by the community to manage eco-tourism business, future change of land tenure laws, unpredictable and volatile tourism sector, natural calamities (e.g.  severe draught and disease), ‘real’ benefits to community takes long to realize, possible land sub-division in the future, little understanding of the potential partners local dynamics and issues, deforestation, local community ‘politics of scarcity’, and private investor/ community relations.

However, ultimately they believe that, “If The Maasai People Get Sufficient Economic Benefits From Wildlife On Their Land (Self – Reliant),The Big ‘Guys’ Will Be Guaranteed Of Space To Roam Freely!”  “If It Pays, It Stays”.
See: www.shompole.com
PES Opportunities in Central and West Africa
In northern Congo, there is an excellent example of PES.  The timber company CIB (Congolaise Industrielle du Bois) is working with the government and WCS for logistical support in ensuring forest maintains structure and contributes to the local communities.  The question is how can we be sure that the forest benefits all instead of just the loudest? How can we be sure we are targeting the right people? How can you link buyers to a site?  This is an enormous problem.  There is concern of unbundling ecosystems.  In West Africa, there are forests with nothing left in them. The poorest people have lost out.  The added value is what people might get from PES.  For example, logging companies would not be helping if they did not benefit.  EU regulations such as Forest Stewardship Council (FSC) certification create high value for the timber they cut.  Companies must be encouraged to participate.  For more information, see: http://www.wcs-congo.org/projects/progepp.htm
Integrated Silvopastoral Approaches To Ecosystem Management
The objectives of the Global Environment Facility (GEF)-funded Integrated Silvopastoral Approaches To Ecosystem Management Project in Colombia, Nicaragua, and Costa Rica are to:

· determine how livestock farmers make decisions on land use changes to benefit from PES;

· find out if PES will increase tree cover on livestock farms?

· determine the impacts of PES: carbon sequestration, biodiversity and water resources; and livelihoods of rural poor; and 

· develop methodology for PES.

Silvopastoral systems are land use systems in which trees or shrubs are combined with livestock and pasture production on the same unit of land.  Silvopastoral systems (SSP) are win win systems as they increase productivity of systems, generate environmental services, and improve livelihoods of farmers and rural poor.  Research was conducted with 378 farmers.  Some were in the control group community that did not receive payment for environmental services, others had PES and technical assistance, and others just PES.  Lessons were learned about whom will benefit from PES: Small farmers verses Large farms.  Small farmers have higher PES per hectare compared to large farms: However, large farms have significantly higher payments.  Small farms 
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gave higher base lines. The question of additionally and how small farms will benefit and impacts on policy setting must be considered.  Payments were based on an incremental system.  Policy systems must be considered and tradeoffs such as productive systems for carbon and secondary forests considered.  Other issues are biodiversity values, how much labor has been used on the farms, and what are the impacts to the rural poor.  

Barriers for adoption of SSP include the high cost for implementation, need for good farming practices, microcredit, cash flow needed for investment, impact of change land use on labor at landscape level, and the need for monitoring farms to determine linkages.  Pro-poor policies are related to labor availability, lack of technical assistance and incentives, and transaction costs.

Some concerns for pro-poor policies for PES based on SSP
Land tenure such as private verses communal land management are an issue.  Also what environmental services should be selected?  Carbon is localized and easier to monitor.  Biodiversity and water needs a landscape focus.  Therefore, PES must cluster farmers or communities so there is an issue about what arrangements are made for PES.  Another problem could be the permanence and risk of ES such as threat from forest fires.  The transaction cost for monitoring and certification must be considered.  Incentives for making changes are important, e.g. small farmers need capital for establishing technologies and policies of microfinancing and added value of products including the value chains to benefit from PES. For example, ecological livestock farms such as certified organic beef in Nicaragua has premium prices of 30% more than that of traditional systems. In addition farmers received PES.

Examples of PES projects

World Wildlife Fund (WWF) 

WWF has many different people and programs working on PES.  For example, on sustainable financing, WWF works with conservancies through the LIFE Programme in Namibia and has been involved with land tenure laws. They are trying to replicate this work in Southern Africa. In South Africa, WWF works on tourism.  In Madagascar, they are working with conservation communities’ support for a sustainable finance strategy.  Other WWF activities include debt relief and conservation trust funds which results in government support.  WWF is working closely with CI to complete a survey of ecosystem services similar to one done in South Africa.  In Tanzania, a WWF, CARE,  and IIED project financed by Dutch government is developing business plans for watershed services.  In the Congo, WWF and WCS are institutionalizing partnerships with forestry companies.   A UNDP, World Bank, and GEF project in the Democratic Republic of Congo supports carbon bioprospecting .  In Congo, there is lots of excitement, but no experience.  The French and German governments are interested in payment for ecosystem services.  In Mozambique, marine ecosystems have lots of potential for PES.

Winrock International
Winrock has ongoing projects in Nepal and is now active in Vietnam.  They are working on financial and sustainable mechanisms for management in Ho Chi Minh City.  They are determining who are the willing buyers and to whom to you make payments?  In 2004 they produced the publication, ‘Financial Incentives to Communities for Stewardship of Environmental Resources – Feasibility Study’.  See: http://pdf.dec.org/pdf_docs/PNADD461.pdf
FLOWS Bulletin- International Institute for Environment and Development
The FLOWS bulletin provides a monthly review of selected topics that pertain to assessment of the effectiveness of payment arrangements for watershed services and lessons being learned.  It highlights the gaps between theory and practice and science and policy interface. See:  http://www.flowsonline.net/
World Resources Institute (WRI)
WRI is working on the valuation of coral reefs.  They recently completed work on carbon storage in Russia--the poorest in Russia live among the highest stores of carbon.  WRI is also working on mapping poverty in Kenya and Uganda.

International Institute for Sustainable Development (IISD)
IISD conducted studies in seven countries linking poverty and ecosystem services. Studies are available at http://www.iisd.org/publications/publication_list.aspx?themeid=5. Studies were done on Kenya, Tanzania, Mozambique, Uganda, Rwanda, Mali, and Mauritania.  

World Bank
The World Bank produced a paper entitled, “Can Payments for Environmental Services Help Reduce Poverty? An Exploration of the Issues and Evidence to Date from Latin America”.

Questions and Answers

Participants asked questions about rural development agreements with beneficiary communities, and how to set up agreements.  They inquired about the magnitude of PES projects and how much do organizations monitor the projects.  Many different answers resulted from meeting participants.  It was acknowledged that impacts vary from community to community, and not all in the communities benefit from PES.

For More Information

For more information about PES including a reference list, the meeting draft agenda and participant list,

see: www.abcg.org; or directly: http://www.frameweb.org/ev.php?ID=13354_201&ID2=DO_TOPIC
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DRAFT – FOR INTERNAL DISCUSSION PURPOSES





Identify 

Ecosystem Services, 

Buyers & Sellers



(includes assessment of 

both buyers’ and sellers’ 

goals / motivations 

to ensure that they are complementary)

Create Supportive Legal / Regulatory Context

(includes establishing tenure / rights)



Launch

Markets & Payments 

For

  Ecosystem Services



Adapted from Brand, David. 2002. “Investing in the Environmental Services of Australian Forests,” in S. Pagiola, J. Bishop, and N. Landell-Mills (editors).  Selling Forest Environmental Services: Market-Based Mechanisms for Conservation and Development.  London, U.K.: Earthscan Publications.

Establish Supporting Organizations &

Services



(includes verification services, etc.)

Develop the Rules for the Market           or Trading

(includes determining what is being sold, who is paying for what, etc.)








