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Abstract

“Biodiversity offsetting” is a novel approach to nature conservation, through which it is
intended to dissociate economic development from negative biodiversity impacts. Biodiversity
offsets involve the quantification of the predicted biodiversity losses associated with a given
development project, and subsequently, the provision of full ecological compensation measures
elsewhere by the associated developer, e. g., habitat restoration. The objective is no net loss
of biodiversity overall.

Here, we develop an offset experiment in the style of a classic economic game (‘trading in a
pit market’), which can be implemented for teaching or training purposes. Our purpose was
twofold: first, to illustrate to non-experts how biodiversity offsetting is supposed to work;
and second, to gather a novel form of data on how offset policies might play out in practice.
We ran the experiment with three different groups of students in 2016: two at the University
of Copenhagen in Denmark, and one at the Swedish Agricultural University in Sweden.

The experiment provided an engaging means for teaching students about the concepts
underlying biodiversity offsets. Furthermore, the trade data collected from students in
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running the experiment, with and without a hypothetical biodiversity offset policy in place,
revealed some key principles around offsetting which have been noted in real world policy
outcomes.

Keywords
Biodiversity offset, no net loss, trading pit.

DOI: 10.21684/2411-7927-2017-3-1-20-34

Introduction

Nature conservation is considered an important goal by the global community, as
evidenced by the fact that 196 nations are now party to the Convention on Biological
Diversity [6] and associated conservation targets. However, many of the activities
associated with industrial development and economic growth are known to have
negative impacts upon nature [14]. As a result, governments, large businesses and
financial institutions worldwide are keen to identify mechanisms through which
biodiversity loss can be dissociated from economic development [13]. One increasingly
widespread option for potentially doing so is to implement some form of ‘no net loss’
biodiversity policy principle, which includes allowing developers to implement
‘biodiversity offsets’.

Biodiversity offsets basically involve the quantification of predicted biodiversity
losses associated with a development project, and subsequently, the provision of full
ecological compensation measures elsewhere by the associated developer, e. g., by
habitat restoration [3]. Biodiversity offsets are intended to be used as a last resort,
after reasonable efforts have been made to avoid, minimise and remediate project
impacts wherever feasible [8]. The underlying assumption is that, if all biodiversity
impacts of development can be (i) avoided, (ii) minimized, (iii) remediated and then
finally (iv) offset (where actions i—iv represent a preferred sequence of measures
together known as the ‘mitigation hierarchy’; Fig. 1), then there will be no net loss
(NNL) of biodiversity overall.

Modern NNL-type policies, and thus biodiversity offsetting, have been in place
since at least the 1970s [13]. In this article, we focus upon biodiversity offsets (hence-
forth, ‘offsets’).

The potential outcomes of offset policies over time and at a landscape scale can be
predicted through mathematical simulation models [e. g. 2; 10; 15]. Furthermore, pre-
vious studies have captured the stated preferences of different stakeholder groups in
terms of the desired outcomes of biodiversity offsets [4; 5; 12; 17]. However, the few
countries that have witnessed the widespread implementation of offsets (such as Aus-
tralia, Germany, and the US [13]) do not have sufficiently accurate monitoring data to
allow any general demonstration of the actual outcomes of offsetting [e. g. 1]. This is
aproblem in terms of: (a) understanding how offsets might work in practice; (b) under-
standing whether they are likely to be effective; and, (c) explaining to those without
any previous expertise how an offset policy could and should be implemented.
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Fig. I. Schematic of the ‘mitigation
hierarchy’. Net biodiversity value is
plotted on the y-axis. A development
project is predicted to result in net losses
(dark shaded bar). A sequence

of avoidance, minimisation, remediation
and finally offset actions (all light shaded
bars) are then implemented to mitigation
and compensate for predicted
development impacts. The final result,
ideally, is that net biodiversity value = 0
(i. e. ‘no net loss’) or better [3; 8; 13]

Puc. 1. Cxema «epapXuu CMATYCHUS.
Yucroe 3HaueHre OMOpa3sHOOOpa3Hs
HaHECEHO Ha ocb Y. [IpoekT pa3BuTus
TIPEITONOKUTENLHO IPUBENIET K YHCTHIM
yOBITKaM (TeMHO-cepast 001acTh).
TTocnegoBarenbHOCTH AEUCTBUN
WCKITFOYEHHMS, MUHIMH3AL1H, NCTIPABICHUS
1, HAKOHEIl, CMEIeHUsI (BCe CBETIIO-CEphIe
TI0JIOCHI) 3aT€M HPUMEHSIOTCS

UL CMSITYCHHMS TIOCIISICTBHI ¥ KOMITEHCAITI
IIPOTHO3UPYEMBIX BO3ICHCTBHUN pa3BUTHSI.
KoneuHsli pe3yrnsTar, B Hiease, 3aKIo4aeTcst
B TOM, YTO YHCTOE 3HAUCHHUE
6nopazroobpaszms = 0 (T. e. «0e3 YUCTHIX
YOBITKOBY) wtH Jrydte [2; 7; 13]

Here, we developed an offset experiment in the style of a classic economic game,
which can be played by students or employees (for teaching or training purposes,
respectively). The purpose was twofold: primarily, to illustrate to non-experts how
offsetting is supposed to work (i. e. point (c) above); and secondarily, to gather a
novel form of data on how offset policies might play out in practice (i. e. points (a-b)

above).

Experimental method

We used the ‘trading in a pit market’ game outlined by Holt [11], which has been used
extensively to teach students about the classic macro-economic concepts of supply
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and demand, and market equilibrium. Holt divided a given class of students into two
groups, ‘buyers’and ‘sellers’, which then all traded playing cards of different nominal
values by bartering in an open market. The value of each trade was recorded over
several rounds of trading, and at the end the trade data from the game is used to
demonstrate how markets settle into a predictable equilibrium.

Offsets were designed in a number of countries as a form of tradable permit [18],
and so it was appropriate to adapt an existing market trading game as a model for the
implementation of an offset policy. We therefore adapted the experiment outlined by
Holt [11] slightly such that our class of students was divided equally into ‘developers’
and ‘landowners’, and each trade resulted in the modification of a plot of land demar-
cated on a map. A real case study landscape located in Vejle Adal and surroundings
west of Vejle (Figs. 2 and 3). Vejle Adal is a river valley formed by the last glacial
periods some 115-15 thousand years ago. The glaciers followed the valley systems
previously formed back in the older part of the Quaternary or earlier. The glaciers
deepened the valley and runoff from melted ice and snow eroded the valley bottom

Fig. 2. Vejle Adal and surroundings west Puc. 2. Baiine-Anane 1 OKPECTHOCTH

of Vejle. The white areas indicate areas K 3anany ot Baiie. bexnbie obmacti

of High Nature Value, and parcels 0003HaYar0T PalioOHbI C BEICOKOH

of between 1 and 5 ha which in this MIPUPOTHOM [IEHHOCTBIO H YIaCTKH
exercise are either considered suitable ot | 110 5 Ta, KOTOPBIE B 3TOM YIPAKHCHUH
development or off-setting CUUTAIOTCS IOAXOSIIAMU JUIS PA3BUTHS

I CMCIICHUA
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—~ Case area — Vejle Adal

Fig. 3. Location of the case area, Puc. 3. PacnonoxeHue UCCIEAyEMOTO
Vejle Adal MecTa, Baiine-Ananb

and sides. Today the valley is an important biodiversity hotspot and includes wetland
habitats and dry grassland on steep slopes of high nature value (HNV). Despite this
the area is not included in the Natura 2000 areas network. Fig. 2 illustrates the case
area, which is situated west of Vejle. The white areas indicate areas which have been
assessed as holding HNV [7].

Parcels of approximate similar size (1-5 ha) within and outside the HNV areas are
marked. We assume that each land parcel is owned by one owner and each land parcel
within the HNV areas (white polygons) are interesting development areas, most likely
conversion into intensively managed farm land, or housing development if allowed by
the municipality. Fig. 3 illustrates the location of the case area in Denmark.

The students then played two different games in succession, in which they first
traded plots of land for development without an offset policy, and then traded plots
of land for development with a requirement to also implement offsets (see below).
We ran the experiment with three different and independent sets of students, all of
whom: had had no previous training in biodiversity offset policy; ranged from under-
graduate to doctoral level; and represented a range of nationalities and both genders.
The students were being taught on three different and entirely unrelated courses: two
at the University of Copenhagen in Denmark, and one at the Swedish Agricultural
University in Sweden.

Details: Game 1

We gave each developer a red numbered playing card, and each landowner a black
numbered playing card. Some cards were removed from the deck(s), and all remaining
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cards had a number. Each unit on the card represents one “unit” of trade that can be
exchanged between developers and landowners, and all participants kept the number
on their card secret as private information. This was to resemble a real market situation
in which only landowners knew their true costs, and the minimum price at which they
would sell (elaborated below). The cards were distributed to students at random, from
a selection of cards designed such that the average across all cards handed out was
6. For example, the following cards would be used for a class with 18 student
participants:

Black (spades or clubs): 2,2,3,4,5,6,6,7,8.

Red (hearts or diamonds): 10, 10,9, 8,7, 6, 6, 5, 4.

Trading: all developers and landowners met in the centre of the room and were
allowed to freely negotiate a price for the plot of land owned by each landowner,
based on the value of the cards in their hand, for a 5-minute trading period. Prices
had to be multiples of 0.5. When a developer and landowner agreed on a price, they
went together to the game administrator (the authors) and reported the exchange,
which upon approval was then announced to the whole class. Trades were approved
when the agreed price was at or between the minimum price of the landowner (seller)
and the maximum price of the developer (buyer). They then turned in their cards, and
the developer chose a white land parcel on the map (see case study) to colour in red
(known as the ‘development’). Afterwards, both were out of the game for that period.
There were four periods of trading.

Landowners: could sell a single card during a trading period. The number on
the card is the dollar cost that incurred if a sale is made. Landowners were required
to sell at a price no lower than the cost number on the card. Earnings on the sale
were calculated as the difference between the price negotiated and the cost number
on the card. If no sale was made, nothing was earned. So — suppose that the card
had a value of 2 and a sale price of $3.50 was negotiated. The landowner would
earn $3.50 — $2 = §1.50. They would not have been allowed to sell at a price below
$2 with that card.

Developers: could each buy a single development plot during the trading period.
The number on their card is the dollar value received if a purchase is made. Devel-
opers were required to buy at a price no higher than the value number on their card.
Their earnings were calculated as the difference between the value number on their
card and the price negotiated. Again, if no purchase was made, nothing was earned.
So — suppose that the card was a 9 and a purchase price of $4 was negotiated. The
developer would earn $9 — $4 = $5. They would not have been allowed to buy at a
price above $9 with that card.

Recording Earnings: After each period, the administrator collected all cards,
and students calculated their earnings whilst cards were redistributed at random.
Each student’s total earnings equalled the sum of earnings for units traded in all
periods, and we used the Earnings Record Form from Holt (1996; Table 1). Land-
owners used the left side of the Earnings Record Form, and developers used the
right side.
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Details: Game 2

The approach in Game 2 was similar to those in Game 1, but with a major difference.
Every time a developer bought a card from a landowner, they also had to buy a second
card as an “offset” for the development. When a developer had both bought a first
card as a development and also a second card as an offset, they could then come to
the administrator as before to report both at the same time. The developer coloured

Table 1

Tabnuya 1

Earning Record Sheet
(copy on the reverse
of the instruction sheet)

JlueT it 3anucbIBaHMS
NOCTyIUIeHn# (Konusi 00paTHOi
CTOPOHBI JINCTA ¢ HHCTPYKIUSIMH)

name:
Seller Eamings Buyer Eamings
(sellers use this side) (buyers use this side)
= first period - =
(price) (cost) (earmings) (value) (price) (earmings)
_ = second period —_ =
(price) (cost) (earmings) {walue) (price) (Barmimgs)
— = third perind — =
(price) (cost) (earmungs) (valus) (price) (earmimgs)
- = fourth period - =
(price) (cost) (earmings) (valus) (price) {earnings)
— = fifth period — =
(price) (eost) (earmings) (valus) (price) {earmings)
— = sixth period — =
(price) (eost) (earmings) (valus) (price) {earmings)
- = seventh period - =
(price) (cost) (earmings) (valus) (price) {earmings)
total earmings, s total eamings, -3
for all periods: for all periods:
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one white land parcel on the map red (the ‘development’) and one white land parcel
on the map green (the ‘offset’).
Additional rules for Game 2 were:
— developers could not purchase a card for the next ‘development’ until they
had purchased an offset for the previous development;
— developers could buy the two cards (development and offset) in any order;
— developers could buy the two cards (development and offset) from the same
landowner, or different landowners; and,
— the developer had to use the same card to buy both the development and the
offset cards.

Results

Trades performed by all three sets of students — labelled the ‘INC’ (Denmark), ‘JSM’
(Sweden) and ‘NLP’ (Denmark) groups, approximately converged to the theoretically
predicted market equilibrium (= 6; [11]) under Game 1 (Fig. 4).

The market equilibrium value was significantly lower on average in Game 2
(=4.0£0.5), when the offset policy was implemented, than in Game 1 (=5.5+0.3).
The number of trades was also significantly lower on average (Table 2).

We noted that participants in each class voluntarily (i. e. without being prompted)
requested to play a third version of the game, in which developers were permitted to
increase the value on their card so as to make purchasing two plots of land (a devel-
opment and an offset) more straightforward. In each case, the third version of the
game was played as requested.

21 (a) " oy

G

10 — landowner card values

& ‘ —  Developer oord volues

L) A A ® ° .. . Fiaund 2 trades

¢ : ° Rownd 3 trades

’ ] Round 4 trades

Fig. 4. Results of each round of Game 1, Puc. 4. Pe3ynsrarsl Kaxa0ro payHaa

for all participants. Theoretical market urpsl 1 i BceX y4aCTHHUKOB.

equilibrium value = 6. (A) INC course TeopeTnueckoe ppIHOYHOE PABHOBECHOE

(Denmark), (B) JSM course (Sweden), 3navenne = 6. (A) Kypc INC (danns),

(C) NLP course (Denmark) (B) Kypc JSM (lIsenus), (C) Kypc NLP
(Janus)
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We mapped development and offset locations chosen by the first of the three
students groups over the three versions of the game (Fig. 5).

Discussion

First and foremost, we received highly positive feedback from those taking part in
the game. As mentioned, all student groups requested to play additional (third) versions
of the game, suggesting enthusiasm for the exercise. A number of students expressed
the perspective that it was interesting (as those studying environmental science) to
both be exposed to economic theory, and thought-provoking to be put in the position
of the developer. The course director for the first group of students (INC) contacted
us to state that the group had very much enjoyed the experiment. As such, we suggest
that the games presented here could potentially be used as an engaging tool for teaching
classes about offsetting and NNL theory. Additionally, the games perhaps provide a
useful method for communicating the concept behind offset policy to those in a region
where an offset policy is to be introduced.

Table 2 Tabnuya 2

Trades completed by all three groups Topru, npoBeeHHbIE BCeMH TpeMsl
of students for Games 1 and 2, rpynnamu cryaenTon aias Urp 1 u 2,
in terms of average trade value and ¢ TOYKH 3peHusi cpeHell TOProBoi
average number of trades completed CTOMMOCTH U CPeJHero 4YucJja

3aBEePUICHHBIX TOPTOB

STUDENT GROUP | TOTAL
INC 1SM NLP | Mean sD
No. participants 19 19 25|

Game 1 Average trade value I 5.5 0.3(]
Round 1 5.4 438 5.6 |
Round 2 5.3 5.1 5.6
Round 3 5.4 5.8 6.1||
Round 4 5.4 5.7 5.7]]

Game 2 Average trade value | 4.0 0.5(]
Round 1 4.0 4.0 3.0]| |
Round 2 4.4 4.4 3.3
Round 3 44 40 - |
Round 4 4.4 46 -

Game 1 Number of trades | 6.8 0.9]]
Round 1 7 6 =l I
Round 2 6 6 8
Round 3 6 6 8
Round 4 7 6 8

Game 2 Number of trades | 4.6 1.0|]
Round 1 4 4 4] |
Round 2 4 4 6l
Round 3 6 4 -
Round 4 4 6 -
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Fig. 5. Example map of development
and offset locations, chosen by the INC
class. (A) Game 1, where red dots =
location of developed sites. (B) Game 2,
where red dots = location of developed
sites, and green dots = location of
corresponding offset sites

Puc. 5. IlpuMep KapThl MECTOMOJIOKEHUH
Pa3pabOTKH 1 CMEIEHHs], BRIOPAHHBIX
kiaccoM INC. (A) Urpa 1, toe kpacHbIe
TOYKH = MECTOIOJIIOKEHHE Pa3pabOoTaHHBIX
yuactkoB. (B) Urpa 2, rae kpacHble TOYKH =
MECTOMNOJIOKCHUE Pa3paboTaHHBIX
YYacTKOB, a 3eJIeHbIE TOUYKH = PacTIOIOKEHUE
COOTBETCTBYIOIIMX CMEIEHHBIX YYacTKOB
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Furthermore, despite the small sample size and hypothetical nature of the game,
the outcomes of the experiment reported above reveal some important points about
biodiversity offsetting. For instance, the introduction of a biodiversity offset policy
resulted in a restricted supply of land and fewer trades (‘developments’) being com-
pleted (Table 2). This highlights one of the intended outcomes of offsetting: that an
incentive is created to avoid developing certain types of land (which can be targeted
at specific habitat types, in real world policy) in the first place. By no means does this
mean development stagnates: as can be seen, trades continued in Game 2 despite the
financial constraints placed upon developers by our overly simplistic offset policy.
Rather, it allows policymakers to use a market mechanism to encourage developers
to leave alone certain high conservation value habitats and develop habitats with
lower conservation value [11].

The fact that students requested a change in the rule midway through Game 2
provides an insight into demands made of policymakers by developers in real world
offset policies. In particular, the request from student ‘developers’ to change the
value on their cards is analogous to real world developers seeking subsidies or a
lifting of certain development constraints in response to biodiversity offset policy.
Such requests are seen in practice, and may even result in offset policies taking a
number of years to mature [16]. Less productively, a number of the students partici-
pating in the games proposed more unscrupulous approaches to facilitating develop-
ment, such as breaking the rules of the game and sharing information amongst them-
selves (insider trading). If care is not taken in policy development and implementation,
offsetting can lead to problems such as non-compliance, or the creation of various
perverse incentives [3; 9].

Finally, we noted that student participants instinctively tended to place offsets
adjacent or close to development sites, without being primed to do so (Fig. 3). This
reveals a common principle of offsetting, the proximity rule, i. e. offsets should be
located as close as possible to the development for which they compensate. The
proximity rule is not only considered an element of best practice in offsetting, it also
often reflects the preferences of local stakeholders [4].

In conclusion, we consider our biodiversity offset ‘trading in a pit market’ game
to have some potential as both a teaching tool and as a means for gathering data to
support development of NNL theory — and encourage other teachers and trainers to
experiment with its implementation.
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AHHOTAIUSA

«KOMHCHC&LII/ISI ymep6a 6Hopa3Hoo6pa3H}0» SABJIACTCA HOBBIM IIOAXOIOM B obmactu ox-
paHbl OpUPOALL, C IIOMOIIBIO KOTOPOI'0 MOXHO H30aBUTHCS OT HEraTHBHOTO BO3HCﬁCTBHﬂ
9KOHOMMYCCKOI'0 pa3BUTHUA Ha 6H0pa3H006pa3He. KOMHCHC&HI/IH ymep6a BKJIFOUACT B ceOs
KOJIMYCCTBCHHYIO OLCHKY IIPOTHO3UPYCMBIX IOTCPb 61/10pa3H006pa314${, CBA3aHHBIX C OIIpC-
JCJICHHBIM MMPOCKTOM PAa3BUTHS, U ,I[aHLHefIH.ICC TNIPpUMCHCHUEC pa3pa60Tqm<0M MEp TIOJTHOM
HKOJIOTUYECKON KOMIICHCAIIMH B IPYTUX MECTAaX, HAIPUMEP, B BUAC BOCCTAHOBJICHUS CPC/IbI
00HTaHMS. HGHLIO NPUMCHCHUA METOJa KOMIICHCAIIUN ymep6a SABJIAIOTCA OOCTUIKCHHUE YH-

CTBIX HYJIEBBIX MOTEPb OMOPa3HOO0pa3ysl B LETIOM.

Hutuposanue: byt [[x. Y. JleMoHCTpalus pe3yabsTaToB IPUMEHEHHS MOJUTHKN KOMIIEHCa-
mH yimep6a 0HopazHo00pa3mIo ¢ MCIONB30BAHHEM MPUEMOB KIACCHICCKOH SKOHOMUYECKON
urpst / JIx. Y. Bymn, H. Ctpemx // Bectauk TEOMEHCKOTO TOCYIapCTBEHHOTO YHUBEPCHUTETA.
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B naHHOI cTaThe paccMaTpUBAETCs SKCIEPUMEHT UCIIONB30BaHMs KIACCHUECKON 3KOHO-
Muueckoii urpsl (‘trading in a pit market’ — Toprosist B OupkeBOH siMe), KOTOpas MOKET
OBITH HMCIIONB30BaHA B Ipoliecce OOyYeHHSI U TPEHUHTOB. MBI TIpeceioBain JBOSKYIO
11eJTh: BO-TIEPBBIX, TOKa3aTh HECIIENMAINCTaM, Kak paboTaeT CicTeMa KOMIIEHCAINH yiepoa
Ouopa3zHooOpasmio; 1, BO-BTOPHIX, pa3padoTars HOBYIO (GopMy cOOpa AaHHBIX IS HPH-
MEHEHHMS TOU cXeMbl Ha mpakTuke. B 2016 r. Mbl poBENU HKCIEPUMEHT € TPEMs IPyI-
MaMu CTYACHTOB: ABYMs U3 YHuBepcutera Konenrarena B Jlanuu u onunoii u3 lIseackoro
CEbCKOXO03AHCTBEHHOTO YHHBEPCUTETA.

OKCIEPUMEHT TIPOBOJIUJICS C IIENIBE0 00YUCHHS CTYJCHTOB OCHOBAM KOMIICHCAIMH yiepOa
OropasHooOpasuto. Kpome Toro, 1aHHbIe, COOpaHHbIE CTYICHTAMH B paMKax SKCIIEPUMEHTA B
YCJIOBUAX TUIIOTETUYECKOI'O IMIPUMCHEHUA U HETPUMEHCHU S MTOJIUTUKH KOMIICHCAITUU ymep6a
Ha MECTaXx, MO3BOJIUIIN BBIIBUTH HEKOTOPHIE KITFOUEBbIE TIPUHIIHUIIBI, CBSI3aHHBIE C KOMITCHCA-
[UEH, KOTOPbIE OBLITM OTMEUEHBI B PE3yNIbTaTaX MPUMEHEHHUS PEaTbHON MUPOBOH TTONHTHKH.
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