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Highlights

} As debt sustainability challenges in the Belt and Roaative (BRI) countries continue to mount, we
argue that debffor-nature swaps (instead of defiir-resources and dekbr-equity swaps) are an
important tool to facilitate the restructuring of current debt and also support green recovery and
developmen

} The concept of debfor-nature swaps was first introduced in 1984 in response to the deteriorating
tropical rain forests and mounting debt obligations in Latin America. Through-fodelture swap,
the debtor country’ s dngdforcommionerts ofvite debtor gavernementd i
to protect nature in varying forms.

} In the past, most debfior-nature swaps were performed in Latin American countries, such as El
Salvador, Columbia, Jamaica, Peru, and Chile, and African countries sasth Bsc@ and Egypt. Major
participating creditor countries include the Paris Club members, especially the US and Germany.

} Debtfor-nature swaps are complex in their implementation due to a number of reasons: high
transaction cost; requirements for lotgrm financial commitments; possibility of inflation or local
currency devaluation in the debtor country; challenges in the design and implementation of
conservation projects.

} The opportunities for debfor-nature swaps in the BRI have possibly never geeater: on the one
hand, many of the BRI countries are nattioh, while they are increasingly dealing with biodiversity
risks. At the same ti me, Chi na’ s —withimany @untries | e
requiring debt restructurig after overinvestments and underperformance paired with an economic
shock in the COVAD® pandemic.

} We proposesevenrecommendationgor Chinese policymakers to facilitate débt-nature swaps in
the BRI

set up a policynaking agency in chargetbk debt-for-nature swaps pipeline

design a comprehensive bilateral debt conversion program

develop debtfforrnat ur e swap agreements in |ine with
leverageco-financing indebt-for-natureswaps

engage withother stakeholders for capacity building ainternationalcoordination

identifythe important role of debfor-nature swaps i€ h i graen BRI strategy

improve the debt sustainability of BRI countries through stricter requirementstéwe

projects
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Executive Summary

The outbreak of COVAI® has accelerated many
debt issues in Belt and Road Initiative (BRI)
countries. In our previousrief on the debt issue

in 52 selected BRountries, we analyzed both the
reasons for the pressing debt sustainability issues
and the countries that are particularly vulnerable
to debt issues with a focus on debt service to
China. Among several solutions, we found that
debt-for-nature swaps aran important tool to
facilitate the restructuring of current debt and
also support green recovery and development.

In this brief, we will therefore analyze the
possibilities of applying deffdr-nature swaps in

the Belt and Road Initiative, by explainiing
concept, looking at successful cases of debt
nature swaps as well as analyzing the applicability
of debtfor-nature swaps in the selected

countries.

While China has already forgiven some interest
free debt in BRI countries, this only constitutes a
mi nor proportion of
Interestfree debt would also not be as applicable
to debtfor-nature-swaps. Rather, delfior-nature
swaps can and should be applied to Chinese debt
that carries interestfor two simple reasons: first,
by reducing interest payments to China, the
highlyindebted countries can free up resources
for domestic investments for recovery; second,
debt-for-nature swaps are mostly dependent on
the continued payment of (reduced) interest to
continually invest domegtally in environmental
protection.

Accordingly, debfor-nature swaps are not debt
forgiveness which carries moral hazards, but
provide for a wirwin-win solution: first, creditors,
such as China, receive back some parts of the
original debt; second, dédr countries have
flipped their debifpayments into regulated

l1Paul Steele and Sej al Patel,
Swaps to Address Debt, Climate and Nature Loss<ORDgIEL 9 ,
September 2020, https://pubs.iied.org/16674lE&Biodiv.
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domestic i nvest ment s
protection-t hus are still (I
original debftfor-nature swap; and finally, natural
protection is improved as the most important
basisfor human and natural development.

So far, China has no prior experience in applying
debt-for-nature swaps. Yet, as we argue, dint
nature swaps are an important tool for China to
consider to underline its green development
promises, its promises for supporting emerging
countries in green recovery and they would lend
China credibility in the runp of the 2021 UN
Biodiversity Conference of the Parties (CDB COP)
to be held in Kunming, China. At the same time,
applying debffor-nature swaps would add green
value to some of China’ ¢
otherwise never be repaid, and provide an
opportunity for China to take the lead in
leveraging public and private funding for
biodiversity conservation. For indebted countries,
debt-for-nature swaps could alleviate the burden
of repaying loans in foreign exchange, source

C h i rduading forithe engifonment and climate projécts, B

as well as contribute to local economy and
institutional capacity building if well designed. For
conservation NGOs, defur-nature swaps help
them identify and leverage funding from diverse
sources.

he Triple Crisis. Usir
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economic activities such as fishing and drifing.

1. Introduction: The Case of The results turned out promisinBy March 2020,
] ' Seychelles had made every deblated payment

Seychelles on time and compled the protection of 32% of
The Republic of Seychelles defaulted on its debt in  its waters.
2008. But rather than using defuir-equity or The successful application of ddbt-nature
debt-for-resources swaps, defdr-nature swaps swaps in Seychelles is based on a concept that
proved to be much more relevant to Seychelles,  \as coined and tried in the 1980s. Indedrcs
the international community, and the global good its inception, debfor-nature swaps have been
of biodiverdsly and ecosystems. This case might viewed as a way to free dpnds for the
provide some inspiration to apply defor-nature environment while reducing the debt burden of
swaps also in the BRI. the borrowers.

Seychelles is an archipelago of 115 islands inthe  Thjs article proposes defir-nature swaps as a
Western Indian Ocean. It is home to precious win-win-win solution for the problems of debt
coral reefs and endangered species and most of  (jistress and the lack of biodiversity finance
its economy is dependent on marine tourism and  particularly in BRI countries. It sgwith an

fishing. Despite some successful reforms and overview of debffor-nature swaps as a debt
recovery from itsowereigndebt default in 2008 conversion instrument, presents the current
Seychelles continued to be vulnerable to external  status of biodiversity financing, and discusses the
economic shocks, while its marine ecosystem obstacles and recommendations for applying
continued to deterioraté debt-for-nature swaps in BRI countries.

In 2016, the Nature Conservancy (TNC),-a US

based environmentakHorgr ouyp,

naturesva p” deal that restr L? ”deéséang'”g B%qu Patgre
sovereign debt of US$21.6 million owed to Paris SW&pS

Club members (mostly the UK, France, Belgium,
and Italy) in exchange for its commitments to
protecting the ocean. Led by TNC, Seychelles
Conservation and Climate Adatet Trust
(SeyCCAT) was established, which bought the debt
from the creditor countries at a discount. The
government of Seychelles agreed to do three
things accordingly: 1) pay back loans to SeyCCAT
at a lower interest rate; 2) spend the savings on
ocean onservation work; 3) designate 30% of its
marine area as protected, free from unregulated

The concept of debfor-nature swaps was first
introduced by Thomas Lovejoy, vice president of
the World Wildlife Fund, in 1984 in response to

the deteriorating tropical rain forests and

mounting debt obligations in developing

countries, espeially in Latin AmeriéaThrough a
debtfor-nat ur e swap, the deb
stock was reduced in exchange for commitments

of the debtor government to protect nature in

2“Seychelles Systematic Country“Baggbofahci, (Wélowd| Baekfodsndar

23, 2017), Save the Weashiagton f$Qcteber28, 2020,
http://documentsl.worldbank.org/curated/en/1911814994474953 https://www.washingtonpost.com/climate
74/pdf/SeychelleSCEFINAL23Jun1706282017.pdf. solutions/2020/10/28/climatesolutionsoceanrconservation/.

3l sabelle Gerretsen,ellTesg’ DEnbulPPedv8aeed -HbENatoré lhitjativés@ra kthé Tropical
Waters,’ BBC Future, August 3, Foz2est Conservation Act: Status
https://www.bbc.com/future/article/20200803he-deatthat-

savedseychelledroubled-waters.
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varying form& The first debfor-nature

agreement was signed in 1987 betwdgolivia

and Conservation International (Cl), a US
nonprofit environmental organization. In that
agreement, Cl purchased USD 650,000 of Bolivia's
foreign debt in the secondary market at a
discounted price of USD 100,000. In exchange, the
Bolivian governmdrset aside 3.7 million acres in
three conservation areas as buffer zones.

Figurel shows the concept of a delr-nature
swap. When the original creditolebtor
government relationship based on loans and

N PRGSO HMERHI:
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interest payments is under distress due to a risk of
default, negotiations can lead to a ddbt nature
swap. Creditors sell the @atanding debt (or parts
thereof) at a discount up to 100% to an
environmental trust fund. The trust fund itself is
funded by international NGOs, donor countries
etc. to be able to buy the debt. The debtor
government-rather than paying interest to the
creditor pays (reduced) interestspossibly in
local currency-to the environmental trust fund.
With this revenue, the trust fund invests in and
maintains local conservation projects

Figurel An lllustration of Debtor-nature Swap

Without debt
restructuring

Risk of Default
Creditor(s) l Creditor(s)
ﬂﬁnterest
Loans
payments
Debtor Debtor
Government Government

Sell the debt
at a discount

(Or: cancal part of
the debt directly)

Under debt-for-nature swap agreements

International Co-_funders_
NGOs (foundations, private
donors, etc)
)
\ /r
W

47/ Additional
L,/ funding

D4
GrantgI

Subsidize™,
N\
w1

Local
Conservation
Projects

Environmental
Trust Funds

"An lllustration of Debt-for-nature Swaps". IIGF Green BRI Center (2021). www.green-bri.org

2.1 Types of deHbr-nature swaps

Debtfor-nature swaps generally fall into two
types: commercial dedbr-nature swaps and
bilateral debtfor-nature swaps.

Commercial debtor-nature swaps

The first debffor-nature swap in Bolivia, together
with most of those designed during the 19808 an
1990s debt crises in Latin America, were

6“Debt for Nature Swaps,'’ UNDP,
https://www.sdfinance.undp.org/content/sdfinance/en/home/solu
tions/debtfor-nature-swaps.html#mst.

TPhiliop
Debt

Shabecof f, “Bolivia to
( Publ The Kee forkiTBnaxily) 14,1987, sec.

Page 7

commercial (or privateJebt-for-nature swap% In
commercial debfor-nature swaps, debtor
government debt that is traded on markets (e.qg.,
through government bonds) is being restructured.
In such swaps, a thigarty organization (usually
NGO, also government and individuals) purchases
the commercial debt of a developing country in
the secondary market at a discount price that

reflects the mar ket s
Saenae ehtps:/evdiw. I timesocbne/ 1987/2 P 14/snefb @idiato-
protect-landsin-swapfor-lower-debt.html.

8“Debt forpsNature Swa

Protect Lands in Swap for Lower
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of repayment. In exchange, theltter country
commits to invest the full faeealue in local
currency in conservation projects. Accordingly,
the success of commercial defor-nature swaps
depends on the agreement on the discount rate
on the outstanding debt: the higher the discount
rate, the more debt can be restructured.

The commercial deHor-nature swaps have been
more popular in the 1980s. Due to the overall
improved debt position of developing countries
after several debt crises in the 1980s and 1990s
and the subsequent debt reliefforts under
initiatives like Heavily Indebted Poor Country
(HIPG) the application of commercial defuir-
nature swaps has been in decline since the mid
1990s

Public debffor-nature swaps

The other category of delfbr-nature swaps is
public (or bilateral)lebt-for-nature swap. In a
public debtfor-nature swap, the debt to be
restructured is not traded on public markets.
Instead, it is the bilateral debt between the debtor
and creditor goveaments (or alternatively,
between the debtor government and a
development bank).

In public debffor-nature swaps, the creditor
government agrees to forgive a portion of the
public bilateral debt with the debtor country in
exchange for
conservation efforts. Sometimes an NGO provides
additional resources to the debéduction
commitment from the creditor, making it a
subsidized debt swa} such as the Seychelles
case described in the introduction.

Public debffor-nature swaps are mostly driven by
the willingness of creditor countries and
historically led by Paris Club members. In 1990,
the Paris Club first introduced debt conversion

9“Debt for Nature Swaps.”’

0W“pDebt for Nature Swaps."”

11 Shei k hfor-Natibeeltitiatives and the Tropical Forest
Conservation Act: Status and
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clauses for lowemiddle-income countries, which
was extended in 1991 to severely ibtked low

income countries (SILICs). By now, most Paris Club
members have made swap conversions, each with
its methods and procedures.

The US is the single largest creditor involved in
public debtfor-nature swaps and has mainly
carried out debtfor-natureswaps through two
facilities under USAID: The Tropical Forest
Conservation Act (TFCA) introduced in 1998 and
the Enterprise for the Americas Initiative (EAI), a
predecessor of TFCA.

Since its incdmn, debtfor-nature swaps have
been applied in over 30 countries across all
continentd!. From 1987 to 2015, the total value
of debt restructured under deHbr-nature swap
agreements was over US$2.6 billion worldwide,
resulting in about US$1.2 billiohtoansfers to
conservation projects. Among all debfor-

nature swap agreements during this period, over
three quarters were completed in the 1990s, and
over 93% were public defior-nature swap¥.

By value, most deHbr-nature swaps were
performed in Latin American countries, such as El
Salvador, Columbia, Jamaica, Peru, and Chile, and
African countries such as Costa Rica and Egypt.
ngefcdurﬂr%sr] Ifke Mexico, signed 12 efeipt
nature swap dealwith the US from 1991 to 1998.

By the end of 2003, at least 66 bilateral dédt
nature swaps agreements were completed,
mostly in the Latin America and Caribbean region.
About 28% of these debt swaps involved the US,
and 27% inelved Germany. Other creditor
countries that participated in these swaps
included Switzerland, Sweden, Canada, Finland,
Belgium, Holland, and Franéanong others, El

2“Debt for Nature Swaps."”

B“Debt for Nature Swaps."”

Il mpl ementation.”
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Salvador, Poland, Peru, Jordan and Jamaica had
the most amount of debt swappddiablel).

Tablel Ten Countries with most debt treated under dédt-nature swaps by 2003 (Data: OECD 2007)

Facevalue of debt

Debtor Country treated Debtor Country Region
(US$ million)

El Salvador 659.5 Latin America & Caribbean

Poland 588 Europe & Central Asia
Peru 580.6 Latin America & Caribbean
Jordan 496.4 Middle East & North Africa

Jamaica 405.4 Latin America &aribbean
Colombia 322.8 Latin America & Caribbean
Chile 186 Latin America & Caribbean
Bolivia 93.3 Latin America & Caribbean
Honduras 68 Latin America & Caribbean
Ecuador 66 Latin America & Caribbean
The largest debtor-nature swap occurred in finance for these projects to leverage resources

Poland in 1992 when up to US$3 billion of debt from domestic public and private sectbrs
owed to the Paris Club was swapped for
environmental concessions. In excharipe,
Polish government promised to transfer annual
debt repayments in national currento the local

The decline of the use of defur-nature swaps in
the 2000scan be attributed to an overall stronger
world economy and less debt on developing

: _ . _ : countries’ Dbalanee sheet
financing facility EcoFund. This provided-non restructuring and debt forgiveness by the Paris
returnable grants to the implementation of Club Despite in the 1980s and 1998igure2

projects in five key environmental protection
areas: feur, water, nature pollution, climate (that is most developed countries providing
protection, and waste manageméfitBased on credits to emerging countries) have spiked in the

past performancén managing environmental 1980s and 1990s and have fallen off since 2005.
projects, EcoFund has succeeded in attracting co

shows how treatments by the Paris Club countries

“*“Polish EcoFund c®fnneorvsatTieomp | FatiedOEn@D ,"E“ Lessons Learntforr-f rom Exp

Text, Ecannovation Action PlanEuropean Commission, May 11, Environment Swaps i nOEEDR Rapetsmi e s
2008, https://ec.europa.eu/environment/ecoap/abeeto no. 5 (November 14, 2007):45,
innovation/busineséundings/poland/225_en. https://doi.org/10.1787/oecd_paperg7-artl5en.
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Figure2: Evolution of Paris Club Treatments (Cheng;Céssau, Erce, 2018)
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Yet, over the past years, higher infrastructure its “Belt and Road-fortniti
spending and COI® ha changed the situation nature swaps are new territory.

significantly with fast mounting and increasingly
distressed debt in many emerging countries. This
gives renewed opportunity for delbbr-nature
swaps, especially in BRI countries. For China,
which over the past decade has become th
largest creditor for many developing countries in

16 Gong Cheng, JavierB@aas sou, and Aitor Erce, “ Off i a\Mork Dev@loprheritllRNogembeulc t ur i n
2018): 18195, https://doi.org/10.1016/j.worlddev.2018.07.003.
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The USndonesia debt swap agreements signed in 2009 involved four parties: the US
government, the Indonesian government, Conservation International (Cl), and a local Indc
environmental foundation KEHATI. The debt swap inclutetbtiowing step<:

1) Under the TFCA, the US Treasury contributes US$20 million to USAID, the creditor of
Indonesia. Besides, Cl and KEHATI each pay a swap fee of US$1 million to USAID;

2) USAID cancels six debt claims with a nominal value of about US§@0awed by the
Indonesian government;

3) The Indonesian government pays in installments of the nominal value into an HSBC d¢
service account;

4) With the instructions from an oversight committee, HSBC makes transfers regularly in
an FCA Grants Accaumanaged by KEHATI;

5) After approval by the oversight committee, KEHATI transfers grants to eligible NGOs f
environmental projects.

Figure3 Overview of the Uhdonesian Debtor-nature SwapGassimon, Prowse and Esser
2011)8

(1)

CI and @

KEHATI DEBTOR:
CREDITOR: Government of
USAID

Indonesia

us
Treasury

4)

DEBT SERVICE
ACCOUNT
Administrator Depository

Oversight Committee

FCA GRANT
ACCOUNT

Local
NGOs

“Danny Cassi mon, Martin Prowse, Case BbmdEpvgonrgestal Eharge, no' 1TFekruary 1,
Pitfalls and Potential of Debdr-Nature Swps: A USndonesian 2011): 93102, https://doi.org/10.1016/j.gloenvcha.2010.10.001.

18 Cassimon, Prowse, dissers.
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Though debfor-nature swaps seem a winn
strategy for all parties, delfor-nature swaps are
complex in their implementation due tanamber
of reasons:

- High transaction cosfs a debfor-nature -
swap involves transactions among several
groups (e.g., debtor, creditors, donors, NGOs),
its preparation, negotiation, and
implementation make a complex and lengthy
process, taking at least @ 4 year¥.
Disagreements between the stakeholders on
the details might further increase the
transaction costs, making defar-nature
swaps less efficient when compared with
other financial instruments. For example,
Antigua and Bar b udaa
climate adaptation with coastal zone
management swap” with
million in 2012 but the deal did not materialize
due to delays within the Brazilian Parliam&nt.

- Requirements for lonterm financial
commitments The success of defir-nature
swaps depends heavily on whether debtor
countries are fiscally capable of making stable
and longterm commitments to the
conservation programs. However, such
commitments are hard to predict and can be
easily undermined in case of a fiscal or
liquidity crisis, as well governance issues such
as mismanagement and corruption.

- Possibility of inflation or local currency
devaluation in the debtor countrAs one
common provision in dedbr-nature swaps is
the use of local currency to service the SWAP

W i

YOECD, “Lessons Learntfor-from EXxplip
Environment SwapsinEconem8 i n Transition.”
Frances Fuller et al ., “Debt
OQutl ook, ” n.d., 18, R a

https://climateanalytics.org/media/debt_for_climate_swap_impac
t_briefing.pdf.

21 Michee | OcchifotNantiu,r e CSewbatp s ”
accessed October 30, 2020,

(Worl d
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(i.e.,the local government pays the trust fund
in local currency), local currency devaluation
or inflation can reduce the real cash value of
conservation commitments. The impact can
also be reversal: the injection of large
guantities of local currency might givise to
inflation in the debtor country.

Challenges in the design and implementation
of conservation projectsAs most debtor-
nature swaps include designs for the
conservation of local resources or biodiversity,
they might conflict with already exisg
conservation programs, including re
settlement of local communities or issues of
land ownership. In the first delfor-nature
swaps in Bolivia, for example, the agreement
to set aside land with development
restrictions was contested by the local

n e g @émmanties, Gs tide lotaticentntunity thought

that the country had relinquished sovereignty

B rtoatte infernatiomal enlirén$ndnal groudp.

Conservation programs also need operational
support such as steady supplies of equipment,
fuel, and trained stadf. Furthermorethe

effects of the conservation programs are often
hard to evaluate or supervise.

. The Relevance of Defiir-nature

Swaps for China in the BRI

The opportunities for debfor-nature swaps in

the BRI have possibly never been greater: on the
one hand, many dhe BRI countries are still
naturerich, while they are increasingly dealing
sks.
role as a lender has increased in these countries

th biodiversity ri

-Ndecanwepts1l worltibAnk.&rg/durated/en/3001814687392539
60/pdf/multiOpage.pdf.

Chmi bbeges i

inforest,h 7 Worl d Resources |

https://www.wri.org/blog/2017/11/4challengedight-save
centralafricasrainforest.

Bank) ,
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with many countries requiring debt restructuring 1 Around 18.5 million hectares of rangelands
after overinvestments andinderperformance in Pakistarat the verge of severe

paired with an economic shock in the COY®D degradation as eesult of the increasing
pandemic. domestic livestock populatiéh

1 Angolais experiencing a dramatic loss of

3.1 Biodiversity in the BRI wildlife as a result of increased illegal

The Belt and Road Initiative (BRI) covers some of poaching and decades of civil war in the

the world’'s mos ¢t Ebuadordi ver seastountri es

Peru, and Venezuela (Latin America and the 1 Countries irthe Great Lakes regipauch

Caribbean), Indonesia, Malaysia, Papua New asCot e dahdDamodraticeRepublic

Guinea and Philippines (East Asia and Pacific), of Congaare suffering from sharp decline

South Africa, and Madagascar (Saharan in the populations of wildlife within natural

Africa). They, together with other neighboring parks and reservés

cou_ntries,. are .faced with increitsing challenges to With the large scale of

their biodiversity and esystert”. For example: investments, the risks of biodiversity loss in some

1 EcuadomndVenezueldave the second BRI countries could accelezaA spatial analysis

and third highest deforestation rate in the of the six major BRI economic corridérshows
world; that BRI corridors overlap with 265 threatened

1 Peruis experiencing an increasing rate of species, over 1700 key environmentally important
deforestation in the Amazon Rainforest in areas, and 46 biodiversity hotsp®tsThough

the past 13 year, largely due to the follow-up analysis is needed on individual
clearing of land for agriculture; projects, these overlaps indicate the significant

9 InIndonesiathe conversion of natural negative ecological impacts of infrastructure
forest (especially tropical lowland development in the BRI.
rainforest) into oil palm phtation is a To reverse the decline in biodiversity by 2030, the
serious threat to biodiversity conservation, financing needs globally range from US$722 to
and inappropriate fishing methods, coral 967 billioneach yea¥, with particular investment
reef mining, and sedimentation have needs in the BRI. Defiir-nature swaps are seen

damaged the coral reefs;

Z*“ Megadi verse Countri &s "DaJNErP t httpsi/hlogBafdb.arg/cimatelsangeajricavhyshould
WCMC, 1988, https://www.biodiversitya biodiversitybe-africa%E2%80%938sp-priority-279.

z.org/content/megadiverseountries. . . . . .
9 9 28 The BRI has six main economic corriddjsthe New Eurasian

24 Biodiversity challenges in specific countries are referenced from  Land Bridge; (2) the ChiGentral AsidVest Asia Corridor; (3) the

the UNDP the Biodiversity Finana#iative at ChinaPakistan Corridor; (4) the Banglad&itina Myanmar
http://www.biodiversityfinance.org/index.php/histognd Corridor; (5) the ChinlongoliaRussia Corridor; (6) the China
Convention on Biological Diversityhéps://www.cbd.int/ Indochina Peninsula Corridor.
%Rabiya Jaffery, “Pakistan’s Bi®tiTher8ety hsdDRsappéartngii Bet
One Seemsto NoticeT he Di pl omat,” The Di pSpatiahAngl,s i Becembarefli,ng Paper ( WWF,
2018, https://thediplomat.com/2018/12/pakistafdBsodiversityis- http://awsassets.panda.org/downloads/the_belt_and_road_initiati
disappearingut-no-one-seemsto-notice/. ve___ wwf_recommendations_and_spatial_analysis___may_2017.
%Vanessa Fal kowski, “Contributi %dg to the Conservation of
Angol an Biodiversity and Promot PAgdlkiefwe Demntlzamrd, alUN V&l mmanee m:
March 1, 2019, https://www.unv.org/Succestsries/Contributing Biodiversity Financing Gap” (Th
conservatiorAngolanbiodiversityand-promotinglife-land. Conservancy, and the Cornell Atkinson Center for Sustainability,
2l AkHamndou Dosu ma, “ Why Shoul d Bi odi ivgéor)g%tt%sr.///v)\llww&aeuIsoxlpsrtltlﬁtecrgékeyén|t|at|ves/f|nan(:|ng
Top Priority?” African Devel opment %ahk Group, June 5, 2020,
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as one important way to mobilize capital for

protecting biodiversityTable2).

Table2 Example Sources of Biodiversity Finaite (ittle Biodiversity Finance Book 2012)

Category SubCategory

Direct i

Indirect -

Other Market

Non-Market -

3.2 Debt in the BRI

Direct ecosystem service fees
Direct biodiversity fees

Offset markets
Bio-prospecting

Greencommodities
Auctioning of allowances

Domestic budget allocation
Agricultural subsidy reform
ODA

Debtfor-nature
philanthropy

public external debt outstanding to GNI
ratio. This ratio can be as high as 58% for

China has become the major lender for many Lao PDR, 62 % for Djibouti, and 60% for
countries in the Belt and Road Initiative. Republic of the Congo. Other countries,
Accelerated by the Covit® pandemic, many of such as Samoa and Mombique have
these countries have seen their sovereign debt moderate levels of debt owed to China,
increasingly unsustainable. Basedimmanalysis but their overall external debt levels are

of debt (both owed to offial and norofficial high compared with GNI, which might lead
Chinese lenders) in 52 Selected BRI countries from to similar cases as Republic of the Congo
2014 to 2019, we found that or Zambia with debt defaults likely;

{ as Chinese debt accumulated from 2014 to 1 atthe end of 2019, among 52 selected BRI
2019, some countries had increased countries, some countries with the most
burden of fulfilling debt obligations to outstanding debt owed to China are:
China. At the end of 201Republic of the Pakistan, Angola, Kenya, Ethiopia and Lao
Congo’s public debt to ®RRnese | enders as

a share of GNI was 39%; for Djibouti, it
increased to 35%; for Angola, it increased

to 18% Figured).

1 particularly worrying for their risk of
default are countries that have a high
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Figured4 Debt Outstanding to China as a Share of GNI in 2019

Chinese debt to GNI ratio
(including official and non-official)

e
Kyrgyz Republm—\ Mongolla /
23%
@m %

-

L Bangladesh
PS-kJSta O
ﬁnmar Lao PDR
Dominica 30%
S%G
{\vugqabna Maldives Cambodla
{8 22% 15%
Papua New Guinea
365, "

Vanuatu S ~ Samoa
14% lp 189%

Accordingly, several countries, such as Zimbabwe, leveraging public and private funding for

Angola and Pakistan have called for China to biodiversity conservation.

renegotiate its debt. Wi th China’s promise to
an important partner for BRI countries in the peost 3.3 China’s Experienc
COVID recovery, it needs consider how to better ~ Protection at Home and Abroad

b
€

deal with these requests. As one of the top 12 most biodiverse countries in
Contrary to some calls for defar-equity and the world, China has developed several strategies
debt-for-resource swaps to reduce debt service to protect biodiversity at home. In 2010, China
burden, we do not agree to either measuneder launched the Edogical Conservation Red Line
most circumstances: both pathways risk reducing ~ (ECRL) initiative to put certain lands under
domestic resources for future economic growth. protection or sustainable management. By 2019,
Rather, we suggest for China to engage in-debt China planned to put 25% of its land under
for-nature swaps to create triplein scenarios. preservatiod’. In 2016, the status of the giant

. , L panda was wupgraded from
For China, the largest bilateral creditor in many “wlnerabl e as a result

BRI t_:ounr_les and the host of the 2021 UN measures in Chif?
Biodiversity Conference, defur-nature swaps

add value to some of its loans which mlght Internationa"y, China has also committed to
otherwise never been repaid and provide an support biodiversity conservation and the Green
Opportunity for Ch|na to take the |ead in Development GU|dance fOI‘ BRI pl‘OjeCtS pUb“Shed
LY xi Gao, “How &uiamra eWi lolf Rrtost &&mrdDt're Mal |l apaty, “China Takes
Nature569, no. 7757 (May 21, 2019): 48B7, Bi odi v e r Natute378, Rou759b (Fébruary 2020): 345,
https://doi.org/10.1038/d41586019-015632. https://doi.org/10.1038/d4158820-003624.
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in December 2028 has provided some conceet 2. Second, this agency should develop a
guidelines for including biodiversity considerations comprehensive bilateral debt conversion

in Chinese overseas investment. Yet, in practice, program with clear aluses on the eligibility of
most Chinese financial institutions including the debt type, selection criteria, and requirements
insurance companies providing funding for BRI for conservation projects. In particular, the
projects, lag behind their international program should identify the eligibility of debts
counterpartsm establishing environment and owed to different lenders (such as policy
biodiversity standards and riskanagement banks, commercial banks, etc.). It sholta
systems. include the priority use of swap proceeds,

The application of deHbr-nature swaps would SPCh_ as f_or climate, envanrpent, or )
be a new chapter in Chin ab'og've[s\s_'?’pa? v&eléaé ﬁrlte&lagolr Se'BCEIO.” | di
a green Belt and Road Initiative. and mpnl orlr?g for projects '”_dek_’tor
countries. This recommendation is also
beneficial for reducing transaction costs and
4. Policy Recommendations avoiding duplicate work.
3. Third, while a baseline framework is essential,
it is important to develop dekbr-nature
swap agreements that are in line with the
debtor country’s conse

To apply debfor-nature swaps in the Belt and
Road Initiative, we recommend that Chinese
stakeholder engage in the following areas:

1. First, to address the challenge of letegm agency could work closely with international
commitments in debfor-nature swaps, a conservation organization with experience in
specific policymaking agency in charge of the the debtor countries, or former participants in
design, implementation, and supervision of debt-for-nature swaps, to ensure that the
such swaps should be set up. It would be designed scheme is realistic and targets the
ideally in the Ministry of Finance (MOF) and high-priority regions. One option is to support
supported by the Ministry of Ecology and existing national initiativee | | ke Mal ay
Environment (MEE) and the China Banking and Central Forest Spirfé.

Insurance Regulatory Commission (CBIRC). 4. Fourth, the agency together with the creditors
This dedicated agency would lead the and debtor countries should acquire
negotiations with the debtor governments, additional funding for the deHbr-nature
conservation organizations, and Chinese swaps from Chinese domestic and

lenders (policy banks in particular), facilitate international sources. One way to attract
better governance in debtor countries and private finarce is to provide market incentives,
initiate pilot swaps in BRI countries with high such as carbon emissions trading cretfits.
climate vulnerability, high indebtedness, rich Conservation funding could also be delivered
biodiversity, and good creditworthiness, or through a conservation trust fund with

those with previous success in similar debt measures taken to hedge currency risk.

conversion practices.

8“ Green Development Guidance fo€ChBR& ®r B¢kttt datBaRadogykErolui@ino.dty i v
Report, " 20 Sebies Beijing: BRI Int&rhatioday Green 3 (March 2018): 409, https://doi.org/10.1038/s4155917-0452
Development Coalition, December 2020), 8.

http://en.brigc.net/Reports/Report_Download/202012/P02020120

35 “ i
1717466274510.pdf. Seel e and Patel, Tackling the

Address Debt, Climate and Nature Loss-E&VIEL 9 .

34 Alex Mark Lechner, Faith Ka Shun ChanAhidsa Campes

Arcei z, “Biodiversity Conservation Should Be a Core Value of
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5. Accordingly, the agency should engage with
the PariClub and other relevant stakeholders
in government, finance and NGOs (e.g., TNC,
WWEF) to build its internal capacity and to
coordinate international efforts on defbor-
nature swaps.

6. China should use the dehdr-nature swaps as
an important tool for furtler outreach of its
ambitions in building a green BRI.

7. In addition to expost debt conversion
programs, it is equally important to improve
the debt sustainability of BRI countries
through stricter requirements for future BRI
projects. Specifically, finaatregulators could

36 Eric Olander, “China - Africa: Top 10 Issues Going into 2021,”
The Africa Report, January 4, 2021,
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urge Chinese banks and insurance companies
to better evaluate environmental and
biodiversity risks for new projects, by applying
spati al pl anning or <cr
areas”, a concept si mi
Conservation &l Line initiative at home.

We believe that with strong resolve from the
Chinese side, the framey
ambitions for debffor-nature swaps could be
announced during the Forum on China Africa
Cooperation (FOCAC), which is planned to take
place laer in 2026,

https://www.theafricareport.com/57044/china-africa-top-10-
issues-going-into-2021/.
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