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Executive Summary

Private Sector Forestry:
a review of instruments for ensuring
sustainability

Socicty requires a large number of goods and services from forests. The privan:
sector 15 an increasingly dominant player in the production of wood; and the
markeris the main way in which wood products are diswibuted, Yet, for the
other forest goods and services such as non-dmber products, biodiversicy, and
carbon storage, markets are often not effective. Worse, government and policy
failures mean that the private sector’s wood production activities often degrads
the producton base for these non-wood benefits,

The private sector offors many potential advantages in wood production:
production efficiency due to exposure to competition; technological
development and transfer; and the ability to undertake long-term investments.
What are the chaneces of these benefits being turned to the production of forest
goods and services other than merely large quantities of fibre? What regulacory
and market instruments wounld create the right climate for a wholesale move
sway {rom companics stripping away forests’ assers, and towards a longer-term
investment in sustaivable forest management for muliple benefits?

At present, there are few routine systems for assessing forest companies and
their use or abuse of forest assets. Whilst acknowledging this lack of
information, this paper reviews the behavionr of large companies. Such
companies are involved in both deforestation and afforestadon. The paper
suggests that governmentlfpolicy failures lie behind muoch of the poor practice
— stock market and prodoct market fatlores merely reflect these.

There are many cxamples of companies improving their environmental
practice. While this is largely due to companies achieving cost-savings in
environmentally-sensidve practices, it Is also partly due to stakeholder pressare
and discriminating purchaging policies, where products from well-managed
forests are sought by buyers, The recent swing in many countries towards
marker solutions, as opposed to regulation, may thus have had some
environmental benefits, However, both marker faitures and policy failures
remain very pronounced with respect to secial issucs — local people’s rights are
insecure or ineffective, especially in relation 1o those claimed by large
companies, and systems for partcipation are weak. Pressores to improve the
private sector’s social performance have not proven very effective.

In general, both market and palicy failures are such thar the private secror will
infrequently improve its forest management spontancoasly. A mix of
regnlations and incentives will be needed to ensure that the full range of social
and environmental benefits is produced at the same time as fibre. Property
rights for various forest goods and services need to be mors secure, externalities
need to be internalised in companies” decision-making on foresw, competidon
increased, and uncerrainties reduced.

Huow can this be done? This paper reviews varied experiences of privatisation
processes, and recent lessons of regulatory and market instruments that affect
the private sector from both supply-side and demand-side angles. It is clear that
a much more subtle palette of solutions is required — rarely are extremes of
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universzlprivatisation or narionalisaton effective. Many new market
instruments are particalarly promising.

Five key issucs are singled out as significant in defining instruments that result
in sustzinable private sector foresiry:

1

‘The nature of the forest good or service in question — whetheritis a
public ar private good {or something in berween) can be assessed by its
excludability {the ability of an individual to deny its use to another) and
its subcractibility (the amount that its consumption subtracts from its
repeated consumpLion}.

The mateerity of forestry institutions, which enrails the quality of
mformation flows, communicasions between stakeholders, degree of
decentralisation, and administrative capacity of state instirutions, Some
instruments just will not work without sophisacared insrititional
capabilities,

 The level of participation of other stakebolders in the decisions on
. private secror roles and associated instruments. Greater participaton

appears to be justified. Putting comnpanies together with the parties that

- will be affected by-their operations can help to generate innovative

solutions. These solutions incinde markets for non-wood benefits,
markers for damage abatement/compensation, differenciated rights
provisions, and parmnership arrangements,

The motivations, organisation and dynamics of private secror
gnrecnrises, Thess will differ accarding to whether the entexprise is the
owser of the forest respurce, or the sanager of forest operations. It is
more ¢ffective 1o examine motivations and dynamics in terme of boginags
FESPONSCS 10 p'cr-licies forest endowments, and market sitnations, rather
than to assume a “conspiracy theory™, Industry associations will be
increasingly significant in improving private sector performance —
especially if they adopt independent vertficanon.

The costs of any istreement — which should not exceed the benefirs
obtained. This wil always be a difficult calculation as the costs and
benefits of non-wood benefits are not always well-enumeraied or widely

" agreed.

The failure of otherwise pramising insrrtrments may be explained by the kack of
one or more of the above. This paper provides a brief overview of the main
izs0es in improving the sustzinability of private sector {orest monagemeny, and
reflects a range of opinions on these issues. it finishes by summarising a three-
year ED programme, just scarred, which will explors and promote the most
effective instrumenss for sustainable private sector forestry.
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1. Introduction

1.1 Scarcities of forest goods and services

Society as a whole now seeks an enormous range of goods and services from
foreses (Table 1)1 This range is far grearer than the market can coreently deal

with,

Greater or lesser value is placed on specitic goods and services, by different
acrors, at different levels from the honsehold to the inrernarional commuenity,
Some needs may be direcr and urgent e.g. for rural people’s livelihoods. Others
may be more indirect e.g, ensored water supplies for agricultnral development.

Stakeholders have different access o the tneans for expressing their specific
needs. Many have access to the market, which can be a reladvely efficient
means of praducing and distributing some goods and services e.g. timber and
recreation. For other goods and services, such as biodiversity, there are ofren
neither efficient markets nor other effective mechanisms for ensuring their
needs are fuily mer.

In recent years, various forest goods and services have become increasingly
scarce in many regions. A nomber of supply-side strategies have evolved for
dealing with these scarcities: :

- developing a permuanent forest estate {through protection and
afforestation);

. obtaining forest goods and seevices fromnon-forest land (such as farm
trees):

- regulation of forestry management frractices to increasefimprove non-

wood outputs and  pratect the residual stand;

. technological innovation w increase the efficiency of fibre use, e.g.
“engineered” wood panels such as QOSE and MDF;

- insp orting farest goods and services; and

producing substitites for forest goods and services (such as non-wood
fibres, concrete, metal and plastics).

Such strategies have evolved in part through government planning, but also
largely throngh the spontaneons action of stakeholders — often spurred on by
market pressires.

The private secvor has become an increasingly dominant acror in afl of these
strategies, notably for producing wood fibre. Itis driving the expansion of the
forest produces industry into new regions, aided by technelogical developments
which allow the use of a greater range of species and sizes in wood products.
Policies have come to reflect both the imporeance of fibre and the perceived
significance of the private sector in producing ir.

In conrrast, policy and civil society movements are now also making non-
dmber forest products, biodiversity conservarion and cultural benefits a
priority. This is clear from {inter}governmental policy initistives and from civil
society campaigns, The private sector is less routinely involved in producing
these poods and services — to the contrary, its production of woead has often
reduced other smkehalder’s abilities to produce andfor consume these non-fibre
benefits. Policy processes have begun 1o recognize the private sector as a key
stakeholder, bot have yet to create the right signais to encourage the private
sector to provide a broader range of goods and services.



Table 1: Current beneficiaries of goeds and services from the forests
Goods and services from Loeal Natiomgl Global
forest benafits benefits benefits
1. Wood products X
2. Non-wnod produscts X
3. Maintenance of hydrological cycle X X X
4. Soil and water quality conservation X X
5. Wind and noise eqntrol X
6. Landscape amenity X X X
7. Recreation and routism x X
Cualtural and religious services .4 X X
9. Microclimare regulation .

10, Climate moderation . X L X

11. Maintenance of biclogical diversity

12. Scientific research and education X ' x 7 X

2
R
he

Based or: Segrra, O, ef af, 1996,

1.2 Sustainable forest management (SFM)

At the forest level, the ways in which supplies of the varions forest goods and
services can be integrared, and the security of such supplies mainrained over
titne, has come to be called “sustainable forest management” (SEM). In recent
years, thure has been a spate of initiatives to define, or to prescribe, SFM.

The earliest, unilateral initiarives to define SFM e.g. by industey associations,
or by environmental NGOs alone, became misrrusred by other stakeholders,
Hence the current interest in defining SFM through multistakehalder processes.
These processes attempt to forge parterns of forest managemens to meet the
multiple needs of different actors (not only those which can be expressed in the
market place], and ro redress the inequalides between those who bear che costs
of forest explaitation, and those who reap the benefits. These range from the
globalfintergovernmental {notably che TN Forest Frinciples and ITTO
Criterial, to the regional {e.g. the Helsinki Criteria for Europe and the
Taraporo Agresment for the Amazon) and natonal (e g. the UK’s Sustainable
Forestry initiative and national standards), to those defined by civil soctery
groups [e.g. the Farest Seewardship Council’s Principles and Crireria of forest
stewardship),

Such initiatives have come about in response to escalagng clashes of interest
and opinion about how best to overcome the increasing scarcities of particular
forest benefits. The various stakeholders involved have, of course, had their
0w agendas, overt or otherwise. For example, governments have wished to
protect their sovereignty over forests from possible supranatonal coneral,
Pablic interest groups have tried to elevate concerns far biodiversicy, And many
corporations have tried to procect their markets and their access to land and
raw materials, and o aveid increased coses.

HED (1996} analysed 17 initiatives to define SFM and found they all had the
following in common;

- sustaining yields of all farest goods and scrvices;




e  conscrving biodiversicy; and :
. ensuring positive sacial and economic impacts on different groups.

All these initiatives acknowledge that the basic principles of SEM need to be
interpreted locally. Forest ccosystems, and the human systems with which they
interact, are neither identcal nor predicrable in their responses to different uses
of management interventons. Hence most inibatves stress the need for local
interpretation {by more than one stakchalder), and for careful
experimentation, monircring and sdapaton dependent upon the impacts
achieved, whilst employing precautionary principles that acknowledgs the
many uncertainties involved, There is usually an acknowledgment that
management of the forest for specific goods and services will affuct the
availability of other goods and services; but not always a recognition that in
many cases we do not know the optimum production mix. This mix will bea
moving target, defined not only by changing preferences of the various groups,
but by new technolagy.

The practical application of SEM will, thcrcfcrrc, r{:qmrf: OPETINESS 10 Hon-
marker demands, and mechanisms to integrate them with commercial forest
uges. It will demand improved knowledge of local ecosystem responses, It will
alen entail greater attention to the raditional knowledge that has evolved
through observation of forest ecosysterns over many years. It will cortainly not
be abour nniversal solutions on clezr-cur size, chemical applications, ot

1.3 The airh of this paper - scoping private sector
roles in SFM

Thes paper aims to begin to address the questions:

[ How can the private sector continue ro manage forests to prodoce wood
and other market good, whilst improving its delivery of non-market
goods and services? '

. And in what ways can the private sector be enconraged to do the above -
through the market, or through other mechanisms and insrruments pat
in place by government and civil society?

The paper reviews these guestions, offering a preliminary overview of private
sector performance and tactics, a review of the various mechanisms and
instruments, and suggesting promising avenues for research and acton that
will, in future, ensure that the private sector continnes to deliver more than
mery fibre, and docs 50 on the basis of grearer sensitivity to other seakeholders,
and a broader knowledge base, as well as commercial intercses,

IMEDs approach in this paper builds on its observations, made over 25 years,
that progress in the private sector is achieved by leaders edther becoming aware
of some of the businessfenvironment win-win possibilities that lead to
spontanecns improvements, or being pushed by other actors — as long as the
other actors can fashion the right carrots and sdcks to cajole the mainstream
private sector towards best practice. Research should therefore focus on the
roat causes which constrain more widespread adoption of best practice. This
paper is just a beginning in chis respect.

The paper i the fiest product of a three-year IIED research programme,
Instruments for Sustainable Private Seetor Forestry. This will involve
collaborative resarch with six develaping counrries, with other research
bodies, and with selected companies. The Programme is introduoced at the end
of this paper (Box 8}



What the IPF, W/CFSD, and EC say about private sectar foreskry

Thea Interpoverssnental Panel ox Forests (IPE) calls For action to enhance
private sector investment inclading: voluntary codes of conduct especially
of management prachices, technoloey transfer, education and investment:
reinvestment of private secvor revenue back inte SPYi; improving the
policy/regulacory climate in developing countrics to attract private sector
investment and community enterprises in SFM and forest protection; and
loan and investment guarantees from developed conneries for the activities
of their national private companies in developing countries.

Tke World Commission on Forests and Sustaingble Development
{WCESD) emphasiscs a two-pronged approach — both working with the
leaders of the private sector to exatning constraints to hest practice; and
working with governmental and ¢ivil society actors to improve the
incentives and controls they can use for controlling the private sector,
WCFSD calls for a special focus on timber pricing, concession allocanon,
finding the right role for certification, and penabizing “cut-and-get-out™
companies aperating in such countries as Papua MNew Guines (PNG],

' Siberia and the Guyanas {its global Forest Watch propasal is the first step
here), Itis also calling for policy research from OED and others.

Article 4 of the European Commission’s (EC) Protocol 10 on “Sustainable
manggement of forest resonrces” of the Fourth Lomé Convention
highlights the need 1o ensure that trade and revenne generation from
tropical forests is achieved through sustainable forest management, rather
than by forest asset-stripping. I focuses attention on the need to define and
develop certificarion as a particular instrument for achieving this. Article 3
calls for improved research and capacity-bnilding in support of chis.




2 Private sector involvement in
forestry

2.1 Characterising the private sector

What is the *private sector’? We muost acknowledge that there is a broad
spectrum of private sector actors. All of them may be distingnished from
government and civil society in their imperative to make a private profit, where
capiral resources and other property are owned by individoals in isolation,
jointly or in association. This is in contrast to government ecotomic activiny
{public enterprise) or to individual/communiry livelihood activities which aim
at subsistence.

A particular private sector actor might be characterised by reference to a
nurnber of dimensions, for example:

2 Size of operations

b Longeniry

c -Degree of vertical integration

d Degree of horizontal integration

g Forrm of oumerskip (source of capital and debt]

£ Numbers of comntries v whick the company operates

2 Scope of action (mesltiple or single productsfsectors)
h Muotivations other than profit
i Attitude toward risk,

Each of these dimensions may or may not be significant in influencing a
company’s impact on forests and forest stakcholders, There will be other
factors, too, which foture ressarch should devermine. The point here is that
there are muldiple dimensions to the term *privace sector’.

2.2 The extent of private sector involvement in
forestry: why large corporations aresignificant

As there are very different types of private secror enterprise described by the
above dimensions, it is difficult to generalise about the role of the privare sector
in forests, In this paper, we concentrate on larger forestry corporations. This is
becanse of the reladve significance today of large {often foreign-owned) forest
carporations in forest ownership/management, forest product yields,
investment, influences on policy and markets, technological development, and
impacts on environments and societies.

A current phenomenon is the globalisation of SE Asian companies (Tabie 2).
This is taking place in response to huge demand growth for forest products in
SE Asia. In fact, this is the region with fastest demand growth —and itis one
where demands for wood are nor accompanted by demands for berter social
and envirgnmental performance (nnlike in Western Europe). Furthermore, SE
Asian companies are meeting this demand by working in countries with few
effective social and environmental controls.



Table 2: Reasons for globalisation amongst SE Asian forestry companies
Reason Result

Log expart bans and processing Companies requiring logs or material for
incentives in Malaysia/Indonesia.  ¢xpanding processing industries must look to
other countries.

Maore effective law enforcementt  Weak enforcement/tax regimes elsewhere.
rax regatnes in Malzysia/Indonesia.  Fines, revoking of concessions, and scrutiny
' of accounts more common in Malaysia and
Indonesia Companies approach foreign

povernments.
Need to gain eqniry. : Securing more Concessions to improve credit
o ratings. '
Fear of losing market share, - Artemnpts to supply home industry with

. lower-priced logs from abroad.

International rrade accords. Develdpirig countries promoting free trade
: pravide incentives to foreign investors —
reducing the net real investment.

Availability of under-priced wood; Strong incentive to globalise operations.
and low labour costs ouide - :
SE Asia, ok

Sowrce: Sizer and Rice, 1995

Thiz does not mean, however, that ather orivace sector actors are not
significant. Indeed, in many countries, such as the USA, Finland, Sweden, and
somme Pacific island staves, the private forest smaliholder is highly significant, In
others, smail private sector logging companies and individual chainsawyers

.. may be dominant, as in Guyana. Non-forestry companies can also play a
significant role in forests: corporations involved in agricolture, civil
engineering, mining and oil, impace-an the forese: (il companies, in parsicular,
are becoming aware of their potentially adverse impacts om forests and some
have nndertaken great efforts to minimise and mitigare such impacts).

None the less, we focns on the larger privare sector actors in the forestry seccor,
and specifically national or mudti-national forest corporations, for the
following reasons: 1) the concentration of market power in large firms; i) their
cortparative advantage in access to credit, in rechnological innovation, in
developing commeraal planeations, and in cost of prodoction; and 11} becanse
of the scope of mergers and brryouts.

Mariet Power

The largest companies produce an increasing properion-of the world’s traded
wind, The ten largest forestry companies produce 38 per cent of the global
yeatly tornover of all forest products [The Economist 1996). The Inrernational
Paper Company alone has annual sales of $20 billion, exceeding the GDP of 75
countries {Carrere and Lohmann 1996).

Within a given country, a few forestry companies may be predominane in land
ownership, and in influence on policy and practice. In Chile, for example, ten
years of government subsidies resnlted in “just three Chilean corporations
[holding} 70 per cent of the plantng prants, plantation areas and timber
exports” (CODEFF 1991, cited in Sargent and Bass 1992},




The level of profits and export eamnings, of contributions to governmenr rax
revenae, of land-haldings, and of employment, tend to mean that large
companies play a dominant role in the setting of policies and decisions zffecting
forests, In woday’s climatc of increasing scarcity of many forest benefirs, such
dominance is being questoned where corporations appear reluctan ro produce
more than fibre on the lands nnder their contral {see 4.2).

The worst conflicts concerning forests today tend to mvalve large companies
and {often indigenons) peoples” groups e.g. in Canada, Sarawak, Fapua New
Goinea {PNG} and Brazil. Somerimes, this may be because they are prominent
‘argets’, rather than because they are the worst offenders — although numerouys
accusations of very poor pracrice are made apainst large companies {g.g, EIA
199&). In many cases, the smmurory role of governments in resobving conflicts
has not been exercised, perbaps due to excessive private sector influence on the
government (see 4.2}

Comparative Advantage

The larger companies tend to be the lowest-cost producers, They have greater
resources, technology and skilis. The influence of these praduocers crocatcs a
price ceiling which others have to march if they are to retain a market share.
This can be a disincentive for ather prodicers to improve their forestry
practices, if they lack the technology and resonrees to both improve forestry
and compens in Cost tétns,

In the last remaining large areas of narnral forest e.g. Ruossia, Canada, the
Congo Basin, the Amazon and the Guyanag, it is only really the private sccror
which has access to adeguoare capital to crcate the infrastructure required to
open np these areas to logging or forest management. Many observers are
worried about the impacts of snch invesoment on the areas of old-growth forest.
Indeed, few of the planned investinents by such companies appear to be
accompanied by adequate contrals on the part of {weak, cash-starved)
governments (WRI 1997). However, eventoally these large areas will not be as
commercially attractive as plantations, due to their increasing economic
inaceessitnliny.

Large companies are best-placed to use the market to their advantage. Thatis,
they can create or modify demands through the power of advertising and
competition, Sometimes, this appears to be helping forests. Many forestry
companies are creating alliances with large retailers, such as the WWE-
organised timber buyers in western Europe, which promote certified tmber o
the public. At other dmes, it appears o generare demand for *wasteful
consumption’ of forest products, which can mke off where large companies
deliver forest products at very low prices, but do oot include the social and
environmental exrernalities in ther pricing,

The wrend In many countries is towards more private cwnership, or at least
private management of state lands. Much of the privately-held land is under the
control of large corporations. Counsell {1997} estimates that forty corporatons
control over 115 million ha of the world’s forests, through ownership and
leases/licences; and that maost of the 5.9 mallion ha of wapical forest, which
were logged annually during the late 1980s, were harvested by the private
SeCctor.

Corporations have been the main actors invesdng in commercial plantations,
especially in the snbtropics. These plantations will becomu incrcasingly
significant for traded wood volumes, with global demand for industrial wood
expected o grow by nearly 20 per cent in the next fifreen years (IED 19941,
Large companies particularly favour plantations — or highly inrensively-



managed forests with plantation-like characteristics — as they present practical,
logisticel and wenure advantages. They are low-cost, low-risk, high-yield and
with 2 uniform and predictable produce, which can be used for 2 wide range of
finished gands thanks to recent technological developments (Sargenc and Bass
18923,

Mosr of the highesr-yielding forests in the warld today are owned by
corporations, which have access to the genetic resnurces, technology and other
inputs needed to achieve such yields. Flowever, it is notable that moge of these
are intensively-managed forests and planeatons which are devoted aimost
entirely to single/few species for wood, and no other outpurs have as high a
priority a5 wood in management objectives,

Many of the [arger companies have acred quickly in the [ast few years to
improve their environmental performance (see 4.3}, partly due to pressare from
environmentally-aware consumers and NGOs, but also in response o the
growing raft of environmental legislation. Furthermore, companies have
realised that they can rednce costs further by developing and employing
technologies, such as low-impact logging, integrated pest management, and
nutrient monitaring, that protece the resource base and require fewer external
inputs {with their atrendant environmental impacts).

There are diseconomies of scale, however Large companies are vulnerable to
changes in demand in certain sectors. For example, the European forest
industry is highly susceptible to down-turns in the construction industry; and
the global pulp indusery suffers boom-bust cycles resulting in part from the
huoge size of every new pulp mill, which subscantially increases the quantities of
pulp availabie when it comes on stream, with consequent price reductions.

Mergers and Buyouts

Mergers and buy-ouss are continning, and are international in scope. For
example, International Paper of the US has bought control of Carter Holt
Harvey, New Zealand’s biggest timber producer Both International Paper and
New Zealand’s Fletcher Challenge have established operations in Asia and
Latin America, as have Smurfit of Ireland. Enso-Guezeit from Finland has
teamed np with two Indonesian companies to invest $100 million in new
plantations in Borneo, And South African companies are investing in South
America, where coses are lower. With “sonthern™ forestry companies getting
bigger, this has forced mergers within Enropean companies, largely driven by
economies of scale: rwo Finnish companies merged in 1396 to become Europc’s
largest forestry firm, UPM-Kymmene. Similar mergers kave been taking place
within the USA — firms active in the north-west are now buying companies in
the south, where there are accessible forests and fewer environmental
pressures.

The potential gaing of such mergers include lower costs, increased possibilitics
for research and development, and wchnological transfer Mergers cercainly
help companies to cantrol prices and wages, concentrate production in large
‘efficient’ mills, and minimize ek, They also become wore difficule to conrest
by local groups who may be seeking a veto on foresuy operations {The
Economist 1996). Moreover, Korren {1996) contends that buyers of companics
also seek to cut back any environmentzl and social provisions that there might
have been in the companies taken over, although he does not give good
evidence for the forest sector. Buy-outs may be increasing the pressure to high-
prade (if not to assec-strip) forests, in order to service debts. Le Masters et al.
1995 {cited in Counsell 1997} believe that “corporate take-overs and leveraged
buy-outs of the 19805 are sull cansing negative repercussions on private forest
lands fin che JSA)™).



3 Private sector roles in the context
of market and government faifure

Which aspects of SEM are suitable for private secror management? Which —dne
to roarket failure or other reasons — shauld be the responstbility of governrent
or communities? And where are panmership approaches desirabie? In this
gectinn, we outhine some of the theory.

3.1 Potential benefits and problems of private
sector involvement in forestry

The private sector could represent ane of the major agents for change rowards
sustainable development. It provides employment. It creates much of the
wealth in che world. It 1s 2 principal developer of new technology. It has major
influences on the guoality of the enviranment, throogh its use of raw materiais
and the impacrs of production processes. All of these roles can be positive or
negative, What marters is how the private sector behaves, The potential
benefits and problems associated with involverent of karge companics in
forestry are listed in Box 1. They must be berter understood in arder that the
relative roles of gavernment, the private sector and other elements of civil

. society can be negodated, We explore this in more detail in Chapter 4.

Whether the potential benefits outweigh the possible problems will depend
very much on the level of institutional development of 2 particular counery, and
the mechanisms and metruments available vo forest authorities to act as
“carrots and sticks™ for the private secton

Box 1: Patential benefits and problems of invelvermert of large companies
in forestry

Passible benefits of private sectar involvement in foresery, and the characteristics
which contribute to them, include:

A, A powential ability to undertake long-term investments

Bicause of:

. Closc and effective control of assers;

. Financial size, resilience and access to capital;

. Ability to nse rax and financial incendves and subsidies for forestry; and
» Adequate resources to take on the tasks of afforescation and improving

forest management.

B. A potential ability to improve the efficiency of praduction

Becapse of:

» Management know-hows

L] Exposure 1o competition;

. Access to markers and market information;

- Relatdvely attractve employment because of training, staff
remuneration, and advancement potential;
Opportunity to comploment investments in other sectors, such as
agriculturc, forest product industries, recreation, and mining;
. Access to rechnology and research capability; and
- Experience with Qualin/Environmental Management Systems

approaches.

C. A potential ability to organise and self-police cades of practice,
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Possible problems of private sector involvement in forestry includs:

A Neglect of external benefits of forest maintenance, because of:

. srong commercial modvation to reduce costs, which may be
incaonsistent with the increased complexity of SEM; and
. 3 fack of direet commercial motivation to consider other forest

benefits such as soit and warer quality, wildlife, NTFPs, recreation,
and biodiversity.

B Regressive transfer of benefirs:

. from Scuthern to Northern investors;
. from forest-dependent peopies ro {urban) elites; and
. from future generations to current investors {due to the Irre\rﬁmbﬂlt}r

of some forest modifications).

C  Marginalisation of local populations, by:

» reduction of local land use options;
. violadon of local intellectual properey rights; and
. substtution of local workers by expatriate seaff.
B Volatility of capital flows in commodity markets, linked to:
. volatility of commaodity prices; and
. international competition for investment flaws.

E Disproportionate polirical influence of private sectog cesulang in:
- rent-secking: !
. reduction in local control; and
. inequitable policies,

F  Short time horizon of many potenrial investars doe w insecure political
Cnvironment, resuliing i

. a focus on agset stripping rather than investment in SFM;
. lack of long verm commitment to local communities; and
) failure ro develop non-traditional forest produocts.

3.2 Market failure, government failure, and
privatisation

3.2.1 Stakeholdar roles

As 2 means of investigating the role of the private sector in relation to the
public secro, it is uscful to distnguish becween: i) the ownerskip and controf
over forest resources; i) forest managerrent and logging: and iii) the prowision
and production of forest management services. The legal owner of a resource
may or may not exercise effective control over the reseurce. And a forest
manager may or may not be the logger Finally, the provider of forest services
may or may not deliberately produce those services.

Whereas ownership or propriety refers 1o the exclusive right to possess and nse
a resonrce a5 well as the right to deny others use {(Rangan 1997}, the coszrof of
the resonrce refers to the power to regulate activities and access. Today, we
often find that 2 navonal government is the legal owner of forest resonrces that
it has neither the will nor the capacity wo control properly {Richards 1997). The
absence of effective national control over national forest land in many
developing countrics may allow for common property management institugons
o be developed by lecal inhabirants, or alternadvely open access to the

1 Rent-seeking refers to efforts, such as lobbying and bribery, to gain access to economic activities
that produce windfall profies, such as 2 logging concession, or to influenes govanment regukadon of
these activities




resource can lead to poor resonrce management. Conversely, in some
developed counrries, government controis on forestry effectively undermine
{and can devahie) private ownership of forest land, This may resultin an
effective legal appropriarion of the rights to use that land, which may or may
not be recognised of compensated. There is much concern about this in parets of
the TISA. o

Whereas logging refers to felling and cxtracting trees, forest managentent refers
to the comprehensive stewardship of forest resources before and after logging:
operations, with a view o optimising the flows of goods and services over time
from a forest. Forests can be managed for the simple purpose of earning profits
from logging, or they can be managed to produce a range of goods and services,
some for profit and some for the public benefit. Both logging and forest
management catt be coneractusl arrangements with forest owners. A logging
company which has a lease or concession to kand thar is greater than one
harvest ratation will usually have an incentive 1o manage the forest resource —
if the growth rates, harvest costs and produce prices are arteactive. But in cases
of short-term logging concessions, either another institution most accept the
responsibifity for longer-term management concerns, or there must be 4 means
for the company to sell its icence when the concession expires — to act as an
incentive to add value tothe forest over the short time span.

The provision of forest management services is the set of decisions and actions
which makes the services available and provides the necessary resources for
their production?. These services melude:

- forest fire prevention and control;

- research, development, and extension services;
- road and facilides construcrion; and

- control of resontce extraction.

The provision of these services is a subsct of the responsibilities of a forese
manager {who need not necessarily be the forest owner). The frrodssction of
forest management services s the act of executing investiments and generaring
services, Production of infrastrucrure encails boch construction and
maintenance, Often national forest departments have accepted the
responsibility of both provision and production of services. Thus forest
managers maintain road construction units, researchers, forest rangers, and
tonrism operators in their employ. But it#s possible for public forest managers
i provide for a service and arrange for private Sector Contractors to produce
the service, This “contracting out” has been an imperative of many public
sector reform programmes. '

2.2.2 Fublic and private goods — exr_luda}biiit}r and subtractibility

A principal reason why forest resources have been owned and controlled by
national and state governments has been the perception that many forest goods
and services would not be properly produced and allocated under a system of
private ownership and market exchanges. Indeed forests produce:

[ goods that are welf sseted for marker allocation and private
congampiion, such as lamber;

] services that eawmot be radoned by a market system, such as warershed
protection; and

2 hduch of the marerial for this discussion comes from World Bank, 1993
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- services that say or smay not be considered public goods, such as foresc
recreation, biodiversity and carbon storage.

These characteristics should be explared in order to provide insights on
effective management strategy. Two key concepts are very useful in
distinguishing between goods that are best suited for market allocation and
goods which, due to market failure, are often considered to be public goods,

a Excludability refers to the ability of an individual to deny the use of the
good or service to another individual.

b Subtraceibility refers ro the amount that the consumption of a good or
service subtracts from its repeared consumption.

Most consumer goods, like imber, can only be consumed once, Since itis easy
to exclude other individuals from using consumer goods, these goods are best
allocared by the market. Other benefits, like micro-climate maderation, can
often be tepeatedly conswned withous subtracting from repeated cotsamption.
If an individual consnmer does not subtract from the continued consumption of
a good or service, then the price system is not an appropriate rationing system.
And if consumers cannot be excleded from consnmption they may noy feel
obliged to coneibute towards the provision of the service. In short, if goods and
services are characterised by fosw excludability and low subtractibifity, such ag
wattrshed prowectoon, then the pood is comrmemby referred 1o as n public Food.
Since there is little incentive for an individual 1o invest in the provision of such
goods, they will be onder-provided — or not provided — unless a government or
an association accepss the responsibilicy for the provision for the public’s
benefit.

Market failure occurs when the external imnacrs of prodacing 2 eond or gervice
are not accounted for in the producer’s decision-making. For instance, 2 forest
planeation owner may schedunfe harvesting activities 50 a3 to maximize the
revenues from timber, but ignore the plantation’s important watershed
protection and wildlife habitar services., Similarly, an individoal plantation
owner right invest in forest fire protection to reduce damage o hisfher own
land, bur not be cancerned with the more general benefits and murual secarity
from fire prevention,

Another market imperfection that may justify government intervention is when
the provision of certain goods and services requires large fixed-cost investnents
with insignificant marginal costs of production, Services such as logging access
roads and water provision are characterized by bulky fixed-cost investments
andl low costs for additonal univs of conswmption. 1 a private company were
10 invest in an access road it could charge heavy tolls va users, and receive
windfall menopoly profits,

Table 3 lists different forest goods and services as well 23 forest service
actvites. As suggested, different forest goods and services can be best
described as private goods and others as public goods. However, most of these
goods and services fall somewhat in between. Whereas logging is highly
excludable because of the extraction requirements, fuelwood excraction, NTFP
collection, and hunting are exclodable in large forest 2reas only with large
enforcement costs. Sitmilarly, same services, such as forest-hased recreation, are
not directly subtractabie, but they are subject to congestion effects.

Tahle 3 illusrrases that there is not often an obvions and clear-cut case fos
private or pubiic control of specific goods and services. Whether goads can be
considered public or private will depend greatly on the level of institutional
development in 2 country and may change over time, This problem is
exacerbaved by market and governmental failures.




Table 3: Public good characteristics of furest goods, services, and activities

Forest Goods, Services, Exclndability Subtractibility Exrernalicfes and
and Activities Comments
Timber High High Private Good
Forest Managemernt Services:

Rrad Construction High Medinm Spil Erosion

Fire Protection Low Mediam Positive Externalites
Research and Fxtension Low Medium High Fixed Costs
Marketung Services High Medinm

Non-Timber GoodsiServices:

Huntng Medium Medium Congestion Effects
Hiking Medimm Low

Camping Medium Medium

{razing Mediom High

Fuclwood Collecson Medium High

NTFP Callection Medium High

Amenity Uses Low Medium Congestion Effects
Carbon Sequestration Low Low Public Good
Watershed Protection Low Low Pablic Good
Biodiversity Conservation Low Low Public Good
Micro-climate Moderation  Low Low Public Good

3.2.3 Towards decentralisation and market incentives

In the 19705, chere was a proliferation of nadonal and state cantrol over forests
in many countries, largely in response to:

the perception that these whose needs were not well-supplied by markers
conld have their needs met by state provision and producden of services;

a {postcolonial) bias toward large governments and central government
cooirol; and

politeal ideologies favouring public ownership and control of
praductive resonrees.

In the forest secvor, this led to widespread government failure in:

overextended forese deparrments without the resources and cxpertise to
efficiently manage natdonal forest land;

rapid deforestation either as a result of government policy or as a result
of poor control of forest land;

public subsidies of logging operations;

low levels of forest rent capture from concessionsfleases of public forest

"land, often due to corrupuon, resnlting in the transter of public assets to

a favoured few; and

the zbsence of initiative and investment in sustainable forest
management’,

I The effective implementadon of government policies to promate fogging end deforestaton, for
tersons of economic development, rosertlement, or employment peneration cannot be considerad
goverament Bilure, but the ineficdent implementation of thess policies may offen be atribused o

governmenk failure.

13
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Although many government forest departments aceepted new mandates of
muld-use forest management, in practice they continned to focus on logging
operations, This is often because they are obliged to carn revenne, and
institutons have not evolved 10 help them do so in any other way,

In the 1980s and 19903, after long experiences of meflicient government
management, poor delivery of services, increasing public sector debr,
corrnption and rent seeking, and the dominance of cenral governments which
were ot accountable to the ditzenry, the prevailing politics made an about-
turn in favour of privatisarion and deregulanon. In this climate, market failure
has tended to be dismissed as less serious than government or other
insotutonal faibure,

Given the concern about governmeat failure, a new paradigm promoting the
benetits of decentralised management, market incentives, and private sector
expertise has been advanced. This new paradigm has coingided with:

- the transiton of centraily planned economies in Eastern Europe and

Cenrtral Asiz wo market-based soonomies;

. an inr:r_:asa in demacratic rule, notably in Latin America;

' increased globalisation of the world’s economy, with rade and captral
liberalisation and currency reform; and

» a series of stroceural adjesonent programmes promoted by international
lending insticntions, which lead many national governments to reduce
public sector expenditores and price distortions,

As a result of this trend: 1) forest resource ownership has been transferred to
private individuals and corporations; i} the management of state-owned focest
resources has been transferred to the private sector; and i) the production of

‘forest services has been increasingly contraceed ont to non-governmental

bodies. All of these transfers and activites can be considered to be forms of
privatisation,

Very broadly speaking, government failures tend o create insecurity of supplies
of wood; and market/private secror faflures rend to create ingecurity of snpplics
of biodiversity and warershed stabilisadon and ather non-timber forest
benefits, And those goods and services which neither government nor the
private sector seem well-placed to supply (grazing, fuelwood, NTFPs, as noted
in Table 3) may require strengthening of community stewardship rights and
institutions, or partnerships wich the private sector and/or government,

Hence, for example, Panayotou {1993) asserts that no sectors, in developing or
developed countries, face as many market imperfections as they do in the
nagaral resources secvors, But this justifies nzither 3 reduction in the tole of the
toarket nor a wholesale return to government forest managementfownership.
Mingation of market failures, through secoring property rights, internalising
Extﬂmnlities_., incTeasing competiton, and reducing wncertainty wonld render
unnecessary the more ‘combersome and inefficient” gavernment resource
management insacutions. Bot the costs of government intervention must hot
exceed the benefits obtained ~ 2 difficult calentation and a complex poldivical
issue when the benefits in question are not always well-cstablished.
Establishing them is initiaily often 2 marter for stakeholder debate, rather than
technocreatic decision. '

These basic observations would suggest the need for a much mere subtle and
focused set of mechanisms and instruments rather than a blune swing towards
or away from privadsation (although note that there is almose no
nationalization going on at present). The real priority, therefore, shouid be to
reform the State’s role, and not merely cut it back rathlessly.



In spite of a move towards decentralisation and marcker incentives, and a
recognition of the importance of SFM, palicies and instraments on forestry and
forest products wrade have not kepe pace.

There is a growing liccrature that docnments how traditional forest policies
have led to the mismanagement ar inefficient use of forest resources. A
widespread concern relates to forest concession policies and fees on public
lands, and how they are determined. For many vears and in many countries,
timber resources on public lands have been made available to the privare sector
at administratively determined prices, which are generally set far below market
value (Gillis 1922; Grut et @f. 1991; Vincent 1990},

Low concession fecs can have several negadve consequences. Firstly, they resule
im 4 direct logs to the state (as Jand owner), which receives a relatively small
share of the total revenue from dmber extracdon. This in turn implies that less
money will be available for public forest management activides, including
enforcement of forestry regulations. Secondly, low prices for timber undermine
the economic incenrive for private firms wo exrract and use wood efficiently.
This in tizrn can lead ro relarively high rates of waste and damage to the
residus] stand. Finally, low concession fees stimulate private demand for timber
concessions, due to the relacively hich profits available. This leads to wasreful
rent-secking activieies by firms, as well as opening the door to corruption.

A similar argumenc is often advanced with respect o tintber trade policies, in
particular the widespread use of exporr quaras, bans and tases by developing
countries to favour exports of processed wood producrs (Barbier et 2l 1994},
While such policies do appear to have somutated investment and cmployment
in wood processing indusiries in expoteing countries, this has been achieved at
high economic and environmenral cost. In the firse place, there are the
conventicnal arguments about (the lack of} efficiency and the comparadive
advantage of developing counrries in wood processing. More recently, it has
also been argued that restricrions on the export of unprocessed logs or lesser-
processed wood products will redizce the domestic prices of these products
relative to a free-made simuation, This, again, will ondermine incentives for the
efficient nse of omber resonrces. Marcaver, if log exports are subject to a quota
system, there may be prublems of rent-seeking and corruption, as noted above.

Hence it is argued that higher concession fees and free export of wood products
will lead to greater efficicncy of timber harvesting and processing, increased
pubbic revenne for forest management activities, and reduced rent-seeking and
opponunites for corruption. More innovarive approaches 1o instruments for
sustaimablc private sector forestry are reviewed in Chaprer 5.
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How the private sector is
performing in the forest

4.1 Isthe private sector undertaking SFM
spontaneously and on its own?

This gnestion is key, becanse the answer will help s to determine what kind of
policy environmenr supports such spontancous activity towards SFM —or
alternanvely what ingruments arc needed to encourage SEM, if it would
otherwise not take place.

The simple answer is that spontancous improvements have not been frequent,
due to the varied marker, insotudonal and policy failures noted in Chapeer 3.

This brief paper cannot provide a full review of private sector performanes,
This is mainly becaunse there are not yet the rontine, rigorons and transparent
systems reguired to generate and maineain publicly-avalsble records of such
performance, While certification programmes and environmental andits do
offer such analyses on a per-company basis, these approaches have been
applied o few companies and moreover the resalts are ~ for the most part—
canfidential. Reports from companies or trade associations tend o focus
exclusively on positive achievemnents, while those of NGOs generally reflect a
campaigning style which poins principally to bad practice rather than to good
performarnce.

Books such as Bad Harvest by WWF (Dudley et al. 1995), Pulping the South
{Carrere and Lohmann 19%6) and Corporate Power, Corruprtion and the
Destruction of the World's Forests {(EIA 1226} allege many cases of bad private
sector practice (covering social as well ay environmental factors). They
illustrate the impact of different government and other institutional failures
that are made manifest throsgh the actions of the private sector. Some specific
cases will be referred to later

In this section, we highlight some aspects of pwo koy arcas of performance:

] social impacts connected to fbre production, and the production of non-
fibre forest goods and services of high social value; and

. environmental impacts related to fibre production.

4.1.1 Sccial performance

Some companies maintain “social” programmes, which include the provision
of social infragroctere such as schools and clinics, and “ontgrower™ schemes
which involve surrounding communities in the production of fibre on nan-
company lund, Sixty per cent of leading companies, who responded to TTED
survey of forestry companies producing wood pulp, source some of their
produce from outgrowers, or are otherwige invobred in extension of tree-
growing packages to farmers {(IIED 1994).

Yer, in general, IIED {1296} has noted that the social performance of most
major forestry companies is weak, even for those companies which are
otherwise leading in environmentzl aspects. There are sometimes problems for
local people in terms of their gccess to land and forest products; numerous
cases have been cired in e.g. Indonesia, Finland {Sami peaples) and Brazil. Asa
result of the huge demand far land by big companies, land prices have risen
sharply e.g. instances in Chile and New Zealand which can destzbilise focal
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agricaitural businesses. Eseploymens, which may rise initially for e.g, the tasks
of afforestation, soon drops to moch below thar for agriculture e.g. Chile,
Spain. And the social infrastruciere provided often does not match with
¢ommunities’ priority needs, andfor are a response to government requircments
only,

Reasons for poor sacial performance include the following:

. Multple rights, claims, and aspiratons for land held by different groups,
especially by poorer groups with lintde access to legal means, are often
overlooked. Yer these rights may be highly significant, especially for
grazing, firewood, and NTFP collection. Such oversight is usuaily the
result of government failure to affirm and defend existing uses of forest
land by communities. The tenure and other legal ambignities assaciared
with these layers of rights and claims may be exacerbated when a
COMPANY attemprs 1o arrangeé a lease of [arge areas.

- With increasing cenrralization of forestry corporations, and cheir
incorporation into much larger business concerns, there can be a huge
rift between corporate policy-making and local conditions and needs.
Delinking the corporation from local cireumstances and insdtutions can
redoce or yndermine the contribution of large corporations to lncal
sustmingble development.

. Both in legal tenure terms, and in the business philosophy of many
corporations, forests rend to be rreated as “fronders’ and used for
extractive purposes in order to develop enterprise elsewhere. Hence
there is often little concern for the lang-term sustainability of forest-
dependent communities, resnfting in “boom-bust’ scenarios and
cunsiderabie sociai disruption,

#  Thereis a lack of adeguate government incentives to encourage the
private $¢Ctor to engage in consaltation, participation and parmership
arrangements. Furthermore, local groups rarely have a legal veto over
forestry operations, due largely to weak propersy rights, And thereisa
lack of both precedent and methodologies for consnbtation and
participation. This is worsenred in some cases by employing the notion of
“stakeholders™ as equitable bargaining parmers, which obscures real
power imbalances.

Nonetheless, pressnres are developing for improving social performance.
Firstly, market pressure is significant: the market for products from sustainably
managed forests {where social aspects have been considered somewhat
secondary w environmental facrors); and fair trade markets (where social
considerations are paramonnt), The pressure is now on for some foresory
operations operating in environmentally-discriminating markets, i.¢, those
going for certificadon, o add good social credentials. However, the pressures
are o0 recent (o have had much impact as yet. Systems of social audit for
forestry operations are only jnst being developed. Fair trade is emerging guire
rapidly, initially in cash crops such as cocoa and coffee, and then in clothing
and sportswear goods, and can be expected to have an impact on forestry (IED
1997

Sccondly, dhere is growing public intolerance of irresponsible corporate
behaviour in many conntries — as was made clear in the 19%6/7 regional
hearings of the World Commission on Forests and Sustainable Development
{WCESD 19973,




4.1.2 Envirenmental perfoermance

In the absence of stakcholder pressure, effective (nrer)governmental control,
and strong local properry rights, in the 1990s we have witnessed some of the
worst cases of asset-stripping of natural forests, with associated losses of
environmental benefits. Dudley ¢ al. [19925) assert that private sector logging
operanons are the prime canse of #atsiral forest loss in Kalimantan, Central
African Republic, Congo Republic {Zatre}, pares of the Amazon, the Pacitic
North West of North America, and northern Siberia.

IED {1996) conducted a survey of 73 countries to ascertain the types of forest
from which the private sector is obtaining fibre for pulp and paper making. 17
per cent of global wood polp supplies were from ratural forests of primary-
type characteristics: 15 per cent from boreal forests {principally Canada and
RussiafSiberia), with one per cent from each of the tcmperatc and tropical
rainforest (prncipally Indonesia) zones. This suggests that the paper indusery is
relatively more significant for boreal deforestation than for tropical
deforesmtion; while the solid wood industry may be more responsible for
natural forest degradation in the ropics. This may simply reflect the different
raw material requirements. The TTED survey, however, also revealed an
increasing proportion of wood pulp being obtained from plantations (2% per
cent) and from regencranng, intensively-managed forests (37 per cent).

Focusing on the intensively-managed forests and plantations, ITEDY surveyed 18
of the largest pulp producers in the world - together responsible for nearly 4
million ha, This revealed thar these companies were practising a generally high
standard of environmental management and performance (see Box 2} in
intensively-managed forests and plantacons, Some of the improved
management technigues — such as ecological landscape planning as practised by
some Swedish companics — have been developed by corporations, rather than
by government or other actors. The net effect amongst these private sector
leaders is:

a reducton of exploitative logging and forest management based on high
levels of external inputs within rigid, simple stractures. We find an
increase in information-intensive management, based on increasingly
complex, adaptive systems with more diverse cbjectives than in the past
{EDy 199¢).

Many of the companies surveyed cited Environmental Management Systems
{EMSs) and corporate codes of practice as being pariicularly helpful in making
the transition o more sustainable practices.

Most companies have received complaints from NGOs and local groups about
their environmental or social perfarmance. However, the majority of
corporations, incleding the ‘teaders’, are #of subjecting themselves to
independent environmental and social asdits and making the resoles publicly
availahle. Therefore we cannot be sure as to the credibility of their claims. I
may be that some claims reflect recent inrenrions more than any proven results.
A number of critics note that the imdustry has often ravionalised its activities in
such a way as to conclode that it has made deliberate efforts for societal
reasons, whereas the fundamental reason was legs alirnistic. For example,
Dudlcy et al, {19925) commaent on ecological landscape planning — where many
parts of the forcst are set aside ostensibly for biodiversity — noing that the
unharvested arcas are those parts which it is uneconomic to manage for timber
anyway. {To the extent thar this is true, the resulting ‘protected” habitar may he
quite unrepresentative of local forest habirars.)
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Box Z; }m'prcwed corporate hractic_e in plantations and intensively-managed .

forests

HED surveyed asawiple of 18 of the larger producers connecied to the pulp and
paper industry. Together, these controlled 4 million ba of plantations/intensive
forests, i all continents.

Use of the land immediately prior to company operations:

Less than 1% was old-growth forest,

339, was farnlandisecondasy fovess,

64% was grazsland or *depraded’ farmland, and

2-27% of the area controlled by each company was currently nnder
indigenons forest,

Campany environmental practices;

most ¢orporations used reduced-impact machines,

most of those using clonal material had swrict clonal replacement
strategies,

most used few andfor *safe” chemicais,

50% employed s0i} conservation measnres,

70% designed-in wildlife corridoss to link the natural forest parches,
70% monitor the spread of exotic species,

25% produce NTFPs on a commercial basis,

25% use only 1 wee species, and 40% oaly 2 species, and

only 10% monitor soil and water quality.

Sowrce: IIED 1996

4.1.3 Stakeholder pressures are'impnrtant for improving private secior
practice

Privatec sector firms may be induced t0 make environmental and social
improvements by the need ro:

a

Increase fficiency and cut costs, for example by reducing quantities of
chemical inputs;

Rednce enpirommental risks w profitability for example by avoiding
excessive dependence on single clones;

Reduce sociaf risk to proficability from threats of disruption to
production and trade by workers, local communities, and pressure
ETDUDE; :

Secure gocess to miarkets demanding sustainably-produced wood; and

Meer governmental and intergovernmental reguelations, and thereby
obtain/maintain access to land and resources.

There are, therefore, some areas where the private sector can be expected to
make spontaneous contributions ta SFM. The policy environment shonkd
support the extension of information on these possibilities to other
cotporations, in order that the privare sector as a whole, and not just the
leaders, are encovraged to meer best practice.

Overall, however, it seems that pressure from outside - from constmers, other
market players, acavists, and regolators —is needed vo make corporamons
improve their performance. Social and environmental externalites are often
ignored unless a corparation is farced to monitor and attend to them. Once the
corporate sector takes acton, however, it can be guite ¢reative in desigming and
implementing innovative solutions, provided it is accorded flexibility in how it
meets socictal objectives.




How much pressure is felr by an individoal enterprise depends upon four main
Factors {Upton and Bass 1995)

. the: types of product— paper wnds to be particalarly visible a5 a symbol
of ‘wasteful® consnmpron;

[ ] the source of wood — nartiral foreses are prone to excite coraplaine,
especially anywhere perceived to be “old-growth’;

[ ] campany size, finatcial significance, and relative visibilicy; and

- location of head nffice and aperations and the presence of concerned

groops in these locations.

4.2 The policy, market and institutional
environments: their interaction with the private
sector

The publications noted above {Carrere and Lohmann 1996; Dudley et af. 1994
and EIA 1996} imply that the corporation frer se is the cause of the problem.
One might ack if this ic akin to blaming small farmers for deforestarion {as
opposed to land tenore, agricolmral and pricing policies), or to blaming
population growth for resonrce depledon {as opposed to resooree pricing
policy, consumption patrerns and mequalities)?

To some extent, blaming corporations may be equally simphisse, However, the
difference is that small farmers have soe had singular inflnence on policies and
matkets, but — in the case of the largese corporations - the private sector has
often shaped policies and markets, by working — avertly or covertly — with state
anthorities.

Three issttes are worthy of attenton concerning private sector mvolvement in
its operating environment:

- cotruprion and rent-seeking;
" subsidisation; and
- tactics used by the private sector in dealing with other stakeholders,

including involvement In national and internasional policy processes.

These arc dealt with briefly; in turm.

4.2.1 Carrupt practices in the forestry sector

WCESD (1997}, using material developed by ELA and WRI, lise a range of
“corrupt™ practices, These are bound up with governmental and other
institutional faihires. They inchide:

Hlegal logging
. logoing species prohibited by nagonal and internanonal law;
loeging in protected areas, or buying logs obtained from protected areas;

logging outside concession houndaries;

& % #&

logeing in prohibited aress within the concession, snch as steep slopes ar
streamsides;

removing noder-sized and over-sized trees;
extracting more timber than has been anthorised;

logging without authorization; and

*«. * » &

obtaining concessions illcgally.
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Timber seuggling
- export and import of species banned under CITES and national law; and
- contravening national bans on imports and exports.

Under-grading, -measuting or -valuing of timber and mis-classification of
species

. declaring lower value for dmber extracted fram concessions in order to
reduce royalty duty and payments.

Corrupt acconnting 1o redeece tax liabilities

. declaring internal ransfer prices and sales below matrket prices to reduce
declared product prices and profits, 2nd hence tax obligations;

. declaring purchases at above market prices to reduce declared profits
and hence tax obligations; and

. manipulating debt cash flows to transfer cash ro offshore and affiliace
Organisations.

Bribing, excessive lobbying, and threatening governnent officials
) mducing officials not to report offences;

. encouraging officials to produce and falsify reports; and

. awarding bribes ra officials for awarding concessions.

Dudley et 4l (1995) list conntries where there have been significant losses of
forest revenue through illegal logging, These include: Kenya, Zaire, Thailand,
the Philippines, Cambuodia, Laos, Viemam, Indonesia, Brazil, Bolivia, Ecuador,
and the Russizn Foderailon, Thnber sinoggiing lus boutne provalent in 5E
Asia, especially in Cambodia and Burma, and in other countries subject to
security problems. Timber is smuggled from Afghanismn to Pakistan, The - -
Barnett inguiry in papua New Guinea {PNG) concluded that undergrading and
undervaluing timber wag normal practce during the late 13805 for just abont
all foreign corporadons operating in the country, Some SE Asian companies
operating in PNG and other parts of the world continue to use improper
acconnting to reduce tax liabilities. Bribery and rent seeking is an endemic
problem in many developing countries as well as in formally centrally-planned
countries. It is clearly not due to the private sector alone; governmental reform
is needed to reduce its prevalence. For example, Malaysia has taken steps to
recapture revenues lost thraugh transfer pricing; in 1995, twenty companies
were assessed for back raxes, with one owing up to $40 million {(Grieg-Gran et
al. 1997).

4.2.2 The climate of subsidy for cammercial forestry

Price (in Harris 1996} offers reasons why the private sector mijpht invest in
tlantations: '

- government subsidy makes it ateractive;

. forestry offers capital growth as well as income;

. control of marginal supplies can enhance the profic of wood-using
industries (especially vo large businesses requiring consistent supplies);
and

. forest ownership also bas intrinsic i.e. non-commerciat value [especially
to small private owners).

He suggests that, for the UK, subsidy is very significant. This is often also the
caze elsewhere.



What is less clear, however, 15 the exrent to which these subsidies really do
enhance — or nndermmine — the non-timber benefies of forests and how they have
been calculated. :

Fiscal incentives — including subsidies for plantation establishment, tax
exemprions, and grants — have been espedally important to companics
involved in developing the comparative advantage for plantations in sub-
tropical countries — notably Argentina (from 1974}, Brazil {1966-87], Chile
{from 1960), Paraguay {198(-4) and Uruguay {12&0-78). In Indonesia, where
70 per cent of the land is under the control of the forest authority, huge areas
have been made available at rares as low as $0.30 per ha per year for
planrations. In both Indonesia and Thailand, reforescation funds, intended to
ensure renewal of namral forest cover afrer logging, have been diverted to
plantation companies. Such effective subsidies are not restricted to developing
coontries. The Alberta government provided C$70 miliion worth of
infrastructure to atract a Japanese company to invese in a pulp mill within a
forest, and a similar amount plus a §275 million income debenture and $79
million annual tmier subsidy to a Japanese-controlled mill {Carrere and
Lohmann 1926).

In pracuce, much large-scale commercial forestry entails efther companies
exploiting under-priced existing forest resources {stumpage prices in some
countries such as Guyana are only a fow porcent of world market prices), or
involves afforestation supported by government incentives “apparently not
directed by conventional investment criteda”™ (Poce in Harris 1294)

Investment criteria would ofren rule ont commercral plantation foresery in
temperate regions because of slow growth rates, logh disconnt rates, low value,
high transport costs, and the impossibility of selling the annual increment nnril
merchantable size is reached, A Great Bricain Foresery Comumission study, for
example, showed that only one per cent of proposed furere plantdng was
expected to exceed a five per cent return, For wopieal phintations, the very high
cost of capital, high infrastrocture costs, and high social and political risks,
often also outweigh the higher growth rates. Price suggests that governments
may be encouraging forestry investment for other rezsons —notably ensuaring
sirategic supplies of wood {in cases of war, etc.}, and for maincaining non-
market benefits such as watershed protection. The result is that governments
worldwide have enticed the private sector to invest in forestry with massive
effective subsidies.

However, an increasing proportion of plantation sabsidies is often now going
to smaller {mosely farm-based) private sector groups e.g, in Argentina, Chile,
Angtrabia, Sonth Africa and, w0 a lesser extent, New Zealand (Soothern
Hemsphers Forest Industry Journal, 1997)

4.3 Tactics used by corporations in responding to
stakeholder pressures

Wt should begin this secton by repeating our assertion in 4.2 that the poicy,
market and institutional environments (although undeniably infhuenced by the
private sector} will in large part determine private sector tactics. Whilst there is
little research in this complex area, there is a small bady of work which
describes private sector tactics {although often without evidence and sometimes
with very strong doses of innuendo). Some of the tactcs of the private sccror
have been noted by IIED (19%8), Sargent and Bass {1992}, Counsell {1997) and
Dadlcy et gl (1995), These mostly concern relations between the private sector
and other actors:
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Exploiting a policy, regulation and enforcement ‘vacuum’ - conducting
operacions in the sbsence of effective anthority which, de facro or
wthurwise, will thett go on to define the government policy. This “wikd
west’ approach is still being attempted by {SE Astan) corporarions in
Sutinam, Goyana, and Cemral Anica.

Finding and explofting loopholes i policies and regulations e.g. the
planing of unc edge of roagh-sawn lumber to get around a prohibition of
exports of non-processed wood from the Philippines; and trearing (low)
fines and reforestation bonds as a routine cast of forest operations, with
no intention to meet the requirements of legislatdon or to reforest {as in
Indonesial,

Forming private sector forestry alliances to lobby national policv-makers
¢.g. the American Forest Resonrce Alliance was set up “in 12389 in
response to mounting pressures to reserve public lands from nmber
production”, and had *five programme areas to foster a favourable
business environment for forestry fioms - litigation, legistative athirs,
communications, techaical support and coalition and grass-roots
labbying™. IS forest products companies have been in dialogee on
legistatian concerning ozone-depleting chemicals, reform of clean air
and water acts, endangered species Jegislation, labour laws, and taxadon
treatment of timber — the principal federal instruments affecting forestry
{Coungell 1997),

Getting mvolved in international policy processes, This has greatly
increascd in recene years, as global forest issues (biodiversity, carbon
storage, etc.) have come o be widely acknowledged as important, and
some stakeholders have been attemnting 1o bring intraceable gational ar

lacal issues ro the atiention of global bodies for soludion. For cxample,

the privare sector has had strong influences on:

- the development of the Forest Stewardship Council {FSC) and
{especially) the SO protocols for forest eertification {Counsell
1996)

. EC ccolabeliing, theough corporare boycatts of applications for
the EC standards for tissue paper - tollowed by strong lobbying
for lower standards for fine paper {Counsell 1997);

. ITTrs decision-making processes (Lec et gl 1997);

negotiations agamst lising of Brazilian mahogany nnder CITES
Appendix II, through the influence of UK and US dmber trade
bodies {Coonscll 15973

. the Intergovernmental Panel on Forests (through an informal
WBCSIVICC session on private sector forestry, and through
leading companies and associations using the sessions to lobby
individual parties); and

» the World Commission on Forests and Sustainable Development
fwhich has heen perhaps the first significant non-industry torest
initiative to examine the potental positive and negative rakes of
the privace secror).

Forming coalitions with intercsts outside the foresiry sector. Connsell
{1997 scts out a number of examples, incloding: the US wood industry
wrirkang in the early years of the century with and-drog interests in
bearing off the hemp paper-manufactering intereses; the American Forest
Resource Alliance working with railroad, cucking and home-building
associations; and the forest industry in PNG being insrumental in
forming landowners associations.



f Butlding and exploiting bigh-level patron-client relations. Daovergne
{19238) points out that systems of authoriry operare more often through
informal channels than through the overt formal mechanisms, especially
in SE Asia where such relations are central to the politics of poor forest
tanagement.

g Party political funding. Counsell {1997} provides evidence that in 1990
it the USA, there were 40 registeted forest produces Political Action
Commitress to channel lunds for enconraging sympathetic responses
from legisiators - and over the preceding seven years, 73 per cent of all
contribations wene to the Republican Party, which has historically been
more sympathetic to business than to environmental interests.

h Using influential consalting companies to bring tagether key actors to
peerseee the corporation’s interests, and to provide a legiimacy to
decisions and investmenrs that are sometimes less than optdmal for
foresms and people. Colchester and Lohmann (1993} and Carrere and
Lohtmann {1924} point often to one of Finland’s largest forestey
congnlting companies as being the catalyst for bringing eogether
influential donors, investors, {(Scandinavian) eguipment manufacturers,
forestry firms and developing country leaders —and thereby “supervising
Eorest plunder” and acting as a2 *pulp mill lubricant®.

i Staff exchanges between the private secror, the pablic sector and other
bodies have also buile networks that can fater be exploited. Counsell
{1997} cites this as significant in the development of forest policies for
British Colombia. '

i Funding research and technical bodies, and possibly monopolising their
work. Counsell {1997} cites Indorayon in Sumsasra, where NGOs have
no independent means o monitor its impacts, as local nniversites and
laboratories are funded by the company.

Carrere and Lohmann (1996) discuss the above factors and suggese that there
are many maore. In discussing the specific case of the pulp and paper indnstry,
they contend that private sector forestry has been able to expand through a
process of *collosion™ between influential insritarions. This serategy is
necessary becanse: *today’s immense mills cannor generate profies without a
large-scale re-engineering of their physical and social surroundings, [and
therefore] the pulp and paper industey relies heavily nearly everywhere on
polincal campaigns to caprure handouots from the state and poblic” {Carrere
and Lohmann 1996). They suggest tha the process involves “deals” berween
influential corporate heads and government officzals, legitimized by
consultants and international development assistance calling for large-scale
paper production as the only efficiont and environmentally-sound way
forward, and funded by the global and national public purse. The key
mechanisms are globalisadon and subsidisation.

They contend that globalisation and subsidisation “advance hand in hand;
none can succeed withowur the other”. Boch Carrere and Lohmann {19946} and
ILIED (1996} acknowledge that there are seany alternatives o large-scale
forestry available — small-scale production, ostgrowers, local marketing, small
tmills, use of non-wood fibre — that can support a sustainabie polp and paper
indusery. The former anthors are more polemical, however, on why such
alternarives do not take ofk: “they are noe particularly friendly to the
institutional cultures involved Jand therefore] have been neglecred”, In offering
selutions to the problem, the authors call for nothing less than “paopular
movements” to challenge the “excessive power of the Institntions™ which bave
fucled the growth of commercial plantations. They suggest that actempts to
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generate policy recommendations {on how to improve private sector forestry)
will not lead anywhere, because the state, international and privare institutions
thatare assumed to act on them are notin a position to de so, or do not wish to
do so. In other words, they imply that institutional failure is practically
cormnplete and corruption endemic.

An alvernative way of looking at this situation is that the smaller-scaic
alternatives to large-scale forestry are less prevalent because they are less
efficient, currently more environmentally-damaging per unit of output, and
hence mare costly and uncompetitive {IIED, 199&). If they might have e.g.
social valoe by virtoe of {inefficient) high employment rates, then public
support corld be warranted. But the absence of such public support can only
partly be said to be due to corporations themselves.

The most concrete thing that one can infer is thar anthors such as Carrere and
Lohmann {1996) find modern-day business stroctures and tactics to be
inimicable to susrainable development {indeed, they only cite negative ones).
These tactics often amount to the exclusion of other stakeholders from
involvement in forest management, or the creation of divisions between such
stakeholders. Carrere and Lohmann's descriptions of these sactics include:

i Waging “economic or cultural war” on pockets of resisters until they
give np a strogele, example noted: @ MNC attempting to establish
plantations i Thailand;

i “Buying off” poential sceptics or resisters with maoney, land, goods, jobs
Of status, exdrple noted: 7 large company in Alberta;

i Artempting to “demonstrate to opponents how their concerns can be
met within the industrial system” instead of by opposing it, exammle
noted: contrict farming and omtgrowers in Thailand:

iv. Helping o see o it that resisters are “crushed by force”, usually by the
zathorities rather than directly by the companies, example noted: puip
operations on Indonesia’s outer islands;

¥ Acquiescing to certain demands, especially where this is not difficult vo
do and pravides the corporation with ‘green’ kudos, example noted:
corporations using more recycled material in paper production;

¥ Moving out of an area where local resistance is considered intractable,
especially if there are other compelling reasons to investin a new area,
and the ability to do so throngh a company’s internatonal status,
example noted: Japanese paper companies getting out of North Ametica,
where the environmental pressure 3s bigh, and looking at SE Asiz and
Stberia;

vii  Hiring public relations firms and employing advertising to generate an
acceptable image, as well as to publicize commitment or progress. NB.
The average of 18 large comparnies surveyed by HED spends $500,000
per year on preblic relations (IIED 1996);

viii “Coopting’ environmental and research groups, creating nominally
‘independent’ NG0s and other forms of “enginecring consent” -
inclnding countering the information put out by environmental gronps;
and

% Using language not ntelligible to local communiries, or relevant o their
arguments, No examples are given by Carrere and Lohmann, but some
of the supposed language is cited. The contenton is that corporations
confine language to words associared with global or national values
rather than local values, and thereby gain the sympathy of governments
and NGOs concerned with these non-focal matters,



Rcading through the “tactics” listed a-j and 1 eo ix in above, it is all too easy to
infer that there is a grear conspiracy on the part of business. It may be more
uscful, however, to presenr the rationgle behind bresiess bebaviour —in other
words, there are rarional business responses to policy, market or instimdonal
situations. Such responses may, in fact, lead to positive policy changes (such as
where corporarions are ingent upon influeneing the policy environment to
obtain longer-term tenure of forest resources). Other rational responses may
result in the corporation wishing to free itself from the restrictions imposed by
regulations concerning forest nse, and obligations e ather stakeholders. Some
of these will have negative social or environmental impacts, intended or
ntherwise, depending on the solution, Further rescarch on corporate responses
o different policy, market and institutional sicuations is needed, to help to ser
up a framework for understanding how the private secror views and uses
foreses berrer, and for suggesting improvements. There are no nniversal laws.
For example, Asian companies may respond differcntly vo British ones doe to
cultural reasons, family ownership and other factors.

A preliminary categorisation of business responses mighr be:

Forming relationskips

» finding and maintaining supplicrs and customers;

(] creating allies:

. compensating business parmers for services rendered;

» excluding, pacifying or compensating opponents/competitors;
» seeking good poubhcity and avoiding bad publicity; and

- creadng a stable business envircnment,
Managing risk and increasing control

- redocing risk: commercialfinancial/business cycles, environmental,
social, political;

- increasing controd andfor simplifying operatinms; and

» developing, acquiring, monopolising new technology.

Creating and maintaining markets

- developing, prometing and protecting “ pnique selling poines” (UsP);
- influcncing public undersranding;

. influencing demand for products;

L diversifying and keeping options open; and

. increasing the trade base and removing barriers to trade.

Cuetting costs and increasing values

- increasing sfficiency and redocing costs;
- securing land, capttal, labous, information, and other resources; and
- MEAKITHISINE return on equnity andfor share prices.

4.4 Tactics used by NGOs and grassroots
erganizations in dealing with corporations

We shonld nor assume that the use of the ractics mentioned above will resultin
oIniporent corporatons against which other groups are powerless, Carrere
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and Lohmann {1996) cotrectly cantion against doing this, and citea number of
examples of grassroots movements “fghting back™ effectively.

We can note a number of tactes:
. media lobbying;

- forming international alliances with other groups and NGOs;

. lobbying politicians and government officialg;

. direct {and often illegal} action against forest clearance, afforestation,
and logging, including seizing company eqoipment znd assets and
desrroying plants;

. disobeying company rules againgt traditional land uses;

. picketing forest company’s and other business’s offices; and

. legal action.

As we have said in 4.1.3, this pressure has been acknowledged by many
companies as critical in causing them to change practices,

4.5 The case for multistakeholder processes to
improve the environment for private sector SFM

From the argoments presented in chis chaprer, we may conclude that the private
secioT is nnlikely wo pursee STM in the absence of a policy, marker, or
instituticnal environment which encourages them to do so. Grieg-Gran et 4/,
{1997} note that a convergence of good financial performance and SFM wiil
not emerge spontaneously in the near future. But it can be expected when or if:

. SFM does not represent a significant increase in cost over conventional
forestry; or

. consumers are willing to pay a premium for wood from sustainably
managed forests; or

. there are aspects of SEM which will bring other financial benefits such as
reduced liability or improved labour relations; and

» mechanisms are put in place to internalise environmental and social
benefits. '

The WCFSDYs hearings usefully included private sector representation. They
suggest that the private sector perceives several constraints to imiproving its
performance, These relate to market, institutional, and policy failure and
inclade:

S inahility vo obtain financial compensation for providing non-marker
envirgnmental and social benefits;

. refatively high costs of intreducing environmentally and socially
preferred practices;

difficuldes of dealing with weak governmenr institutions; and

. pervasive policy failures and nnstable policy environments (WCFSD
19571,

Both better organisation of industry, and exvernal incentives and controls, may
be needed. There are some observers, sympathetic 1o induostry, who note that
forestry companies depend too much on short-térm tactics, and have very weak
long-term strategies — especially of cooperation amongst themselves and with




ather stakeholders. Whilst this also tends to be the narore of many industrics in
other sectors, there is nonetheless a marked mismacch between the short-term
tactics of those corporations which are secking lowest-cost wood and the long-
term demands of Gvil society for other forest benefits.

Those who wish to improve private sector performance must therefore involve
other forest stakeholders and government decision-makers in order to
implement policies and instruments that provide incentives for improved

private sector straregies and present barriers o the pegative ractics noted in 4.3,

Working with the private sector alone may be cffective for encouraging certain
[eading firms, but not for the majority of carporations,

Insritutions external to the privace sector will need to be stronges, in order to
counteract excessive private sector influences on institntions and markets, and
to help other stakeholders work better with the private sector.

Ag with policy improvements for forestry gencrally, the ingeiturion of these
prerequisires shouid be based on discussions that are not confined to
government and rhe private sector alons {(WCFSD, 1597). They shoold involve
multistaleholder processes, which are nevertheless able to give weight to
certain stakeholders according to their:

- dependence on forests for their livelthonds or welfare;

- proximity t¢ foreses;

- cultural links to forests; and

. command of technology and sdentific knowledge of farests.

What precedent is there for this happening? Which mechanisms or instruments
might best improve the policy, marcket or mstitutional environment, so that the
private sector has the right incentives to practice SFM?

29



0




5 Mechanisms and instruments for
encouraging private sector SFM

We have noted {3.2.3) that both extremes of nationalisation and unfettered free
markets are both unlikely to produce the range of forest goods and services that
are needed by society. Today, a finely-tuned set of instruments is needed o
encourage the private sector to produce environmental and social benefics —or
at feast not to harm the possibilities for other stakeholders to do so. In this
section, we review rocent experience of mechanising and instruments aimed at
the private sector, with an emphasis on more recent, innovative approaches.
Twe caveats are in order, however. '

Firstly, it is tempting to establish caeesal links between specific instruments and
observed private sector tactics and resulting performance. Buc ar this stage, all
we can do is suggest certain correlations, This is partly becanse many
instruments are new and unproven, partly because there is a lack of
information, and also becanse of the difficultics of separating effects. Secondly,
we are not suggesting that apparently successful instroments should be
universally applied. They must, obviously, suit local conditions; most
especially, they need to suit institurional capabilitics — some instruments are
usable anly when information, skills and resources are adequate.

5.1 Privatisation processes

Decentralisation and, more specifically, privarization are pushed by
governments and international agencies, ostensibly for dealing with
ineffciencics and with che need (veluntarily or enforced) to down-size cash-
strapped state bodies and to rid them of commercial objectives, obligations and
risks. '

The trend of decentralisation incorporates three dimensions {Banuri 1996):

. deconcentration of administradve powers, Le. spreading government
anthority closer to *grass roots”;

- devolstion of political powers .. sharing decision-making with other
{more logal) groups; and

. defegation of marker powers.

In turn, delegation can be subdivided into a spectrum of approaches {Ferguson

1996):

- from expusing state-owrned forestry bodies to commercial pressares; to

» corporatising government forestry bodies, e.g. parastatals, which are
freer than government bodies to act in the ways they deem suitable; to

» completely privatising the operarions by transferring them, through

competitive bidding or other mechanisms, o the private sector.

For the purposes of this review, Box 3 lists cransfers that are potentially
considered to be privatisation. Each of the transfers listed can be berween
national governments and private individuals or firms, between national
governments and parastatal corporations, or berween parastatal corporations
and private entities. Whereas direcr transfers of resources from the public to the
private sector are considered to be classic cases of privatisaton, indirect
transiers through parastatals, public halding companies, and semi-astonomous
institutions can also be considered to be forms of privatisadan.
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Box 3: Activities potentially considered to be privatisation

1.
2.
3.
4,
5.
&.
7.
2.
9.

10.
i1.
12.
13.
14.
15.

Transfer of forest land rwnership

Transfer of management of forest land

Transfer of consumptive use rights (timber, foelwoed, NTFDs, water, wildlife}
Transfer of non-consumprive use rights {recreation, photography, water)
Qut-sonrcing of rangering and fire protection services

Qut-sourcing of forest roads and infrascrucere

Guvmmcing of replanting and wearmoent seTvices

Qut-sourcing of research and extension services

Qut-sourcing of production of recreation facilities

Que-sourcing of management of recreation facilities

Out-sourcing of exportng and marketing services

Reduced power of government exporting and markenng services
Transfer of ownership of processing plants

Transfer of management of processing plants

Recognition and enforcement of rights previcnsly ignored e.g. NTFP
extracuon by communities.

We concentrate on the transfer of ownership asd management of forest
resources, and the transfer of the provision and producton of forest services
that significantly affect forest management, Such transfers are commonly made
to large corporations, The transfer of marketing and processing facilides may
also affect incentves stractures sufficiently o alter forest management
decisions.

Whereas the transfer of conrrol and management are the most sigeificant
changes in terms of economic, etivironmeneal, and social impacss, the transfer
of ownership also has ramifications in terms of legal regimes and the securiry
and permanence of management, OF particular interest are cases where a
nafion maintains propriety of forest resources in order to protecr irs public
good characteristics, such as watershed protection, whils transferring the
management of consumptive use of forest resonrces to the privare secton

Box 4: Preliminary definition of privatisation in the forest sector

Privatisation 15 the transfer of the ownership and/or management of forest

resources, andfar the transfer of the provisicn and production of forest services,
from the public sector to private entities, either directly or through parastaral

institutcos.

Two contrasting examples are given of privatisation processes in forestry, They
cover Great Britain, where the state cends ro run commercial planrations and
relies on incentives to encourage the private sector to manage natutal foreses
for non-timber henefits (Box 5) and New Zealand, where the seate runs the
biodiversity reserves and allows a fairly lafssez-fafre approach o private
plantations (Box &). For a brief literature review of these and other cotntry
examples, see OFLIED (15597},




Privarisation is the prevailing paradigm in economies in transitton. In many
cases in ceniral and eastern Europe, privatisation programmes are virtually
completc, Qwnership changes in the Baltic states have coincided with more
than a seven-fold increase in tmber volumes harvested berween 1993 and
1994, In Lacvia, for example, it is planned to return at least half the forestarea
toy previons pwners or their families. [n the Czech Republic, there are more than
144,000 new private forest owners, with a small average area of 2 ha. In
Raomania, 400,000 ha of former state forests are being handed to a million
peasant families {Dadley ez al. 1993). The new owners tend to be families
(often cash-poor) rather than large corporations, and increased catring is
currently for domestic use rather than export. Nevertheless, there is increasing
corporare interest in these forests — particularly by Scandinavian companies in
the Baltic. Many Baltic forests are coming under pressure o be managed to the
same high standards as are forests in Scandinavia, particularly where many
Scandinavian forestry companies have now decided to be certified butare also
buying wood from the Baltic. Although some of this foreign influence may
prove good for the forests, the collapse of many forest and export authorities in
the former Soviet bloc has led many to worry about possible predavory interests
of certain foreign companies, especially in the large natral forests of Siberia.

I countries with immature social safery nets, the employment and price effects
of privatisation can be damaging and therefore mitigation needs to be part of
the privatisation process {Mabey 1998). Alavalapati et al, 11997 showed
negative impacts for Briish Columbia, although this was confined mainiy to
middle-income groups.

The challenge to policy-makers is to improve forest management by
incorporating private scetor incentives while reducing the risks of single-
purpose management, uninternalised externalities, and the marginalisation of
local peoples. In order to meet this challenge, policy-makers can improve
public sector management of forests by incorporating private sectar incentives
{e.g. corporatisation) in government cperanons, andfor they can promere
improved private sector management through regulation or incentves.

Forest land may he classified into its suitability for management by different
groups, according to externalities. Forest lands with insignificant externalities
can be allocated o the private sector. Those with local externalides, such as
small watersheds, may be most appropriately communal property, provided
there are community rules for such, or private property sabject to local
regulation e.g. zoning. Forest land with regional or national externalities, such
as large watersheds or areas of nationally-impartant biodiversity, may he best
maineained in state ownership — but regulations or incentives could be used to
obtain public benefits from private owners, as we explore later. Lands with
multiple claims on them, for varied goods and services, might bu made the
snbject of various forms of partnership, with overlapping property rights. The
most persistently difficult issne to resclve is forest land with global or
international externalities. Supra-national control of forests has been almost
universally rejected. There are conventions e.g. on biodiversity and climate
change which deal with these externalities, but they are not yet connecred vo
effective international paymenticompensadon prowocaks which wounld
encourage the land owners {whether public or private) to maintain the global
benefit in queston. {Section 5.11 examinegs the emerging market for carbon
StOTage/Enuesttaiion.]

One obvious mechanism that may meet this challenge is partial privatisation.
Property rights can be defined so as to allow for private exploitation of specitied
goods and services, and protection of other forest services for the public good.
Independently defined and overlapping property rights or weser permits can be

23



Box 5: Forest privatisation in Great Britain

Privatisation in Great Britain has resulted in the unusnal simadon where many
commercial assets {associated with conifer plantations) are in state hands, and
many of the non-market vahies (associated with broadleaved natural woodlands)
are in private hands., This has aroused controversy.

Ten per cent of the government's forest land bas been sold since 1981. This was
mosivated by the public sector cost-saving imperatives of the Thatcher '
government, and by che politically-mativated generation of epportunities for the
private sector. The holdings that were sold were mainly the small, less
comemercially-valuable, broadleaved assets - precisely those which are valued
most for non-timber benefits. Incentive payments to private sector forestry
opefations are considered particularly necessary because Bricain has over 20 per
cent of irs semi-natural or broadleaved woodlands (the type that produce mast of
the non-market benefits} in private ownership- Such woodlands are slow-

-growing, and are difficulr to operate on a commercial basis for-timber production
alome. These incentive payrents — recently re-designed to stress the non-market
benefits — are increasing in volume and cornplexity, and are becoming difficult to
secure and administer. For some forests, intended mainly for recteation and
landscape near conurbagons {*Community Forests™), the total sum of
government payments available is over £7,500 per ha.

Some consequent actions by the private sector have been controversial. Even though
the government's own plantations clearly demonsrare thar production can be
integrated with recreation, there was a significant loss of recreational access on newly-
purchased, ex-state land, Privare investors felled trees within only a few years of
purchase, Despite the high incentives, there was a low upmbe of grants by the privare
sector doine observers believe that the incentives required o encourage the privace
sector t produce the recreation and iandscape benefits of so-called “Corumunisy
Forgstry™ will become so high thar they would be politically unacceptable.

This hasled to complaints that the government has lost conerol of the future
management of the non-market benefits of locally-important woodlands, while
retaining (unneccesarily} the most commercially-viable forests, principally in
large tracts in Scotland. Consequently, Pryor (see Harris 1996) proposes the
transfer of up to half the government’s commercially-vizble plantations, whilst
safeguarding public access and environmental services — probably throogh 3 form
of conditdonal lease,

The 1293/4 Government Foresery Review considered more radical options for
privatisation of forest inglnding:

o  wholesale trade sales of whole forests or regions by render or negotiation;
&  government forest enterprise incorporadon or stock marker Aotaton; and
» accelerated piecemeal disposals,

However, these have not been explored further — the notion being that state
forests are not yet ready for wholesale privadsation “at this scage in their
development” . Instead, 2 government Forest Enterprise was launched in 1996 to
manage the most commercially anractive parcels. The net effect of all the flux in
the Forestry Cororniesion and amongst private indusery is a sense of uncertaingy
about the future, which is making investment difficult; everyone is putting off
mzking decisions, expecting the goalposts to keep changing.

Sowrce: Pryor in Harris {1994)




Box 6: Forest privatisation in Mew Zealand

There is gencral agreement amongst New Zealand’s stakeholders that the
government did the right thing in institudng a privatisation process, o
concentrate ownership of natural forests within government, and o reduce
pressure on these biodiversity-rich forests by privatising plantations. As a resuit
there is now a clear zonation — of § million ha of publicly-owned natoral forest
reserves and more than 1.3 million ba of privately-owned plantatons. Such
zonation may b more feasible in sparsdy-setded, well-forested countries such as
New Zealand; multiple usefrights approaches will more frequently be needed in
other countries.

In 1983, 550,000 ha (approximately half of che planted forests) was owned by the

MNew Zealand {NZ) government and managed by the NZ Forest Service. In that

year, however, the Forest Service was disesrablished and its planwations transferred

e the state-owned NZ Forestry Corporation in an attenpt to create a maore
commercial environment and so to improve management efficiency. This
parastatal was considered to be an interim step in the privatisation process. In
1987 the NZ government announced a sale of some assets, including these

plantations, to reduce national debt. Mast of the state plantation asset was sold to
rwo NZ forestry companics — which together controlled 41 per cent of productive

forest by 1987, In 1996, much of the remaining 120,000 ha of plantations were

sold o 2 NZAChinese consortinm for NZ§$ 2. billion. There are few restrictions an

harvestng.

The sale has helped to achivve the government’s aim of clearing its debt and has
targely removed the srate from the commercial forestey secror. A remaining

problem is the Maori claim to several forest areas. This is unresolved, even thaugh
some attempts were made to address the land tenure problems prior to the sale of
the plantation resource. Some abservers snggest that the sale was politically — and

not economically — driven, with the shott-term objective of debt repayment
driving the process. k remains to be seen if the process will result in a more
efficicnt forestry sector. ‘The still-unresolved Maori land claims may now be even
more difficnlt to deaf with, as the government no longer has direct control of the
plantation land, which is under lease to private companies. There is also some

uncase thar 25 per cent of NZ' plantaton resonrce is owned by a single company,

and that it has been easy for foreign companies to control both kand and milks -
some companies are branches of overseas consortia and not NZ-owned.

Sotirce: DENIIED 1997

granted for: 1) the exploitation of dmber, minerals, watet, wildlife, fuelwood, and
NTFPs; ii} livestock grazing; i) hiking, camping, fishing, hunting, and cycling;
and iv} aleernative land uscs, i.¢. development rights. These property rights and

user permits may be freely traded in order to ensure thar these rights are
dedicatcd fo the most efficient nsers. Specific protecton for public goods e.g.
biadiversity, can be written into the property rights.

Systems of well-defined use rights and permits can allow for individual and

privarte initiative, while maintaining public sovereignty over the resource. They

can also allow for simultaneous exploitadon of different forest goods and

services by different individuals. Thus the public can maintain a legal power to
pratect public goods while allowing for private exploitation, And, by granting

predefined property rights, the government ean facilitate the regulatory

process®. Thus, watcerstied protecrion can be ensured by defining logging rights

to exclude sensitive areas. Public access ro recreation or amenity sites can be
ensured by maintaining these as public properry.

* Par example, in the United States, the reguladon of private propetey has been interpreted to be the

taking of 4 property right, which in gome circumstances requires comperiton.
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A system of property rights does have the potendal to present numerous
conflicts, which calls for a system for resolution. Resolving conflicts between
rights-holders, users, and the public can be a potentially difficylt and expensive
process’. Expenses can increase when conflict resolution reqaires litgation in
specialized courts with specialist lawyers.

One mechanism that may be complementary to averlapping property rights is
1o grant specific management contracts or long-term concessions {see 5.2).
Logging concessions can be granted for long periods of dme, greacer than one
harvesting romtion, which may give the concesstonaire the incentive to accept
management responsibility, but which maintaing public ownership of the
property. Or managzement 2antacts can be granted w private Hems for
multipurpose forest management. The contractors can accept the responsibility
for maintzining public good benefits of forests whilst undertaking revenne-
generating actvites such as logging, recrearon, and NTFP harvesting, They
may be allowed to subcontract some activities to e.g. local gronps or to do this
through parmerships.

A World Bank research report on privatisation has identfied three types of
contractual arrangements designed to provide private sector incentives while
maintaining public ownership {(Warld Banl 1995), These are:

. performance contracts, designed to provide pubhc SECTOr managers with
Pl’IV‘EtE sector lﬂCEﬂﬂ‘U’ﬁS

. management contracts, which ::lefine the relationship between private
sector managernent and governments; and

. regulatory contracts, which define the reladonship berween a
government and a regulared menonolvs,

The World Bank stndy concluded that performance contracts had “little
positive impact” on total factor productivity”. However management contracts
were found to improve performance, especially in those secrors where
technology i3 not changing rapidly, such as agriculture. The experience of the
sample analysed suggests that management contracts waork best where: i} the
contract is compentively bid; ii) the contractor has the financial incentive and
the autonomy to implement improvements; and iii) both partes face risk.
Further exploration of thisis required for forestry contexts.

5.2 Concession allocation, pricing and enforcement
instruments

In developing countries, most nacoral forest falls under stare jurisdiction,
althongh there are key exceptions such as many Pacific islands, State forest
utilisation is conducted through concessions, allocared to private companies for
the righr to harvest within 3 defined ares and penod. A concession is a specific
type of management contract, where the concessionaire is granted access tw
exploit cereain financial opportunities and is usually expected to make the
negessary capital investments, snch as machinery and logging roads.
Concession conditions are generally defined to ensure sustained yield, but may
also include certain management and protecrion rights and obligations. When
logging concessions are for short periods, the concessionaire has litde incentive

3 ot imstance, effores to teeolve conflicts berween [oggers and preservationists in the torthwestern
Unired States included Prasidential intervention.

© This may be Jess applicable to foress management than theother owo.

7 The authors are careful ve warn that the sample of performance contracts analysed was small and
nacrandesm,




o manage the forest sustainably unless there is a mechanism for selling the
licence at the end of the concession. When lopging concessions extend beyond a
single harvesting ratation, the concessionaire may have a greater incentive to
manage sustainably — if growth rates are good and extraction costs lower than
expected prices. Even so, since the period of 2 harvesting rotation is often
longer than the expected duration of a polirical regime, long-term concessions
can be nisky. '

Today, concessions are frequently allocated by direct negotiations between
goverament forest authorities {or sometimes as in e.g. Pakistan, their polirical
masters} and concessionaires, and licenses are given for the nominal fees on the
statute baoks. Nepotiations are oftcn covert, and the results of the concession
approach are consequenty disappointing in terms of public benefits. The
inadeguate revenue generation for governments, and the frequendy high
environmental and social costs, have prompted a number of improvemenis for
better controlling the private sector {Speechly in Harris 1998). These
improvements include:

. increasing forest royaity fees; _

. use of competitive allocadon mechamsms, notably aucton;

#  creating nationally-owned corporations to manage forest areas; and
- awarding concessions to communities who live in the area.

Rovalty fees which reflect the econpmic value of the resource encourage

efficient harvesting practices and the reduction of waste; hence should be based

on standing volume and stumpage value appraisal rather than volume

extracted, as they encourage the user to internalise the full value of the

resonrce. They raise government revenue, buc they also need to be

accompanied by incentives to maintain long-term productivicy, or the

concessionaire may treat the forest like 2 non-renewable resource, In “forest STE L ua
mining operations”, exeraction levels of profitable species are maxdmised while e
harvesting costs are minimised and post-harvest obligations arc ignored. This

counld be avoided with effective government monitoring, protection, and

management. However, timber royalties tend at present not to be ploughed

back into government monitoring and management.

Comipietitive bidding has been heavily promoted in the last decade, but it is
rarely practised. Covert relations berween government bodies and certain
private scctor groups can maintain the states guo of underpriced forest -
resowrces with lirtle transparency. Yet, where counrries have moved 1o more
open procusses, with fall informsation and several qualified pardcipants (pre-
requisites for successful auctioning) bencfics have increased. Cameroon has
been receiving between three and ten times the revenue per hectare since 1995,
when auctions began (WCFSD 1927). A varianon of concession anctions 15
competitive bidding for an annual rental of the forest, which has been proposed
for privatisation of some state forests in West Alrica, and bidding for a
performance bond attached to forest reneal {see below).

Nationally-owned corporations, in theory, can take a longee-term view than
privately-owned corporations, which are obliged to make short-term profits.
Many developing countrics have tried to manage forests through nationally-
owned corporations, but this has rarély provided economic efficiency or the
desired environmental and social benefits. Many such countries are attempting
0 retueh to privatised operations.

Aswarding concessions to local commmnities is an approach which artempts to
employ raditional resource management rules and skills, and to ensure the
production of multiple benefits, under the assumption that communities tend to
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want many goods and services, In addition, some such concessions are meant o
redress past imbalances between corporadons and disenfranchised local
peaple, Whees communior arpanisanions and ekills are goad, and can keep up
with modern marketing demands, the approach has been successfui. But,
otherwise, local elites, often in collusion with [arger private sector or
government bodies, have coopted the process. Furthermore, thers is no intrinsic
reason why community priovitics may coincide with all societal demands on
forests e.g. for biodiversity. '

Speechly (in Harris 1996) draws attenrion 1o an alternative to the current
concession system, which may overcome the inherent problems of short-rerm
exploitarion. This Is private ownership, or long-term private rental, of forest
land with government zoning controls to ensure the production of
environmental and social services. This has been arrempred on a pilot seale in
the Fhilippines (Box 7).

Box 7: Philippines Industrial Forest Management Agreement

The notion of the Philippines Industrial Forest Management Agreement was to
lease forest land to forest managers, not merely to loggers, with no tisne limit and
with minirial royalties. Management plans based on zones for biodiversity set-
aside, community benefits, warershed protection, etc, would be approved by
govemnment prior to 2llocation. The lessee’s commitment to the zoning and other
conditions would be backed by a returnable performance bond deposited with the
government - the amount of the performance bond being determined by
competitive bidding open to competent arganigations wishing vo harvest the
timber. The amaunt of the bid would therefore reflect expected future harvest
vaiues o the tidder as weil as his expecied maintenancs and protection costs
under the zoning guidelines specified in the agreement, Pre-gualification to bid
would be based on a track recard of good management. Good management cauld
be rewarded by the return of the bond with inserest. The lessee could sell his rights
at any time, which ~ with good managemenr, stick and infrasmecture
improvements — can appreciate in value. In the case of violation of the zoned
managetment plan, the lessee would forfeit at least part of the bond to the
gOVErnnent.

The full porential of this approach has yet to be realised in the Philippines. The
constitution limits land rental ro 30 years (the cotting cycle is generally 50 years).
There was a paucity of information on the quality of each forest area prior to
bidding, The government raised royalties by 2500%. And there is not yet the
possibility of returning royalties to government zoning, monitoring, and andit of
IFMA performance, ; '

Soeerce: Speechly (in H.;m‘is 1894),

A number of other ideas have been por forward to extend the concession
approach to the other goods and services chat are now in strong demand:
concessions for carbon storage {5.11), for ecotourism, and for bioprospecting
{Aylward et al, 1524; Barbier and Aylward forthcoming). The advantage of
these approaches is potentially that the concession holder can realise the value
of non-timber resources as cash flow, assuming that boyers can be found.




5.3 Forest management regulations

Given the many pusitive and negative externalities of forest explaration,
governments havc abundant reasons to ensure the proper regulation of private
forest management. Regolatory insteuments can: i) reduce sedimentaton and
erosion; 1i) preserve critical fish and wildlife habitat; §ii} protect river and
stream integrity; and iv) maintain amenity uses, while allowing for profitable
logging and recreation nses.

Figure 1: Efficient levels of damage abatement

Cost Marginal Macginal
of Damage 4 Environmental Abatement
and Abatement Damage Cost

: »

E Levels of Abatement Effort

Regulation entails: i} analysis and consaltation on the mssues; i1} role-making;
iii} monitoring and enforcement; and iv) imposing required sanctions, The
information and effort required for efficient regulation can be burdensame for
many governments, and each of these scages can be facilitated by the
cooperation of the regulated parties. Privace sector managers may choose to
cooperats with regulators in order o avoid sanctions, or they can challenge
regulators by withholding information and fighting enforcement. Regulatory
contracts are designed to rednce any incentives that firms may have to withhold
information from regualarors.

There is currently a spate of governmental codes of forest management and
harvesting practice, These include FAO gnidelines, and management guidelines
developed by the forest departments of countries as diverse as the UK, Guyana,
Ghana, and Laos. The indications are that these will be more effective where
various stakeholders bave helped to develop them, since they will understand
them and be more committed 1o their implementarion.

Cereainly stakeholder involvement should include representation of those that
are to be regulated and those that arc to be protected. This can be demonstrated
aunite effectively in Fignre 1. Where negative externalities are imporrant,
charges can be levied to reflect the damage done, Economic theory suggests
that the efficient level of effort to rednce environmental damage, E', accors
when the marginal cost of additional effore at damage abatement cquals the
marginal cost of additional damage. Thus a regnlator, who as a representanve
of socicty as a whole balances the interests of the regulated firm as well as the
interests of the damaged pardes, needs information on both the cost of damage
abatement as well as the cost of the damage. Since the regulated firm
commands the abatement cost mformation and the damaged partics deternune
the damage cost function, both of these parties need to be involved in the
regulatory process. For instance, a regulator in the process of determining the
efficient width of buFer strips around waterways o reduce soil erosion and
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flooding in 2 logging concession would require information on the lost valge of
timber in the buffer zone as well as the damages averted from buffer scrips.

n vhe case where a clear individoad or community 15 affecred, the use of a
market soletion may be preferable to a regulation. Rather than the government
setting the efficient level of abatement administratively, it may assign a
property right w0 the damaged parry. The company creating the damape must
then compensate the damaged party by an amount which the latter is willing to
accept.

5.4 Finance and tax instruments .

Subsidisation has been discussed in section 4.2, A number of commentators
guestion the case for subsidies for commercial plantations, fur example:

Economic theory vells us thar it’s all right 1o subsidise education becanse
it benefits the whole sociery. But while cucalyptos and pulp and paper
industries earn profits for some, they cause problems for society.
Therefore, economic theory tells us, they should be taxed. But instead
the government does the opposite, This Is a matter of influence and

. power {(Pasuk 1995 cited in Carrere and Lohmann 1996).

LED {1996) contends thar, at least at the global level, the commercial potential
for plantations over the next 25 years is so good that there is 10 strong case for
snbsidy — except perhaps occasionally o subsidise significant environmental
and socizl goods and services from plantations where these cannot be
adeguately produced by the sarrounding landscape.

I emmrenge oo the subaidy of commeicial activities in many developing
comntries, in western Europs, subsidies to the private forest owner are
increasingly intended to encourage the maintenance of forests for public goods
and services such as landscapes, wildlife and recreational apportunities
{Grayson 12%3). For example, the main reason for woodland grants in the UK
now is for landscape and associated reasons; prants are ted to 2 sec of
prescribed planting and maragement operations which are closely-monitared
by povernment (Box 5).

Indeed, Price {in Harris 1996) calculates that for temperarte conditions at least,
*plantations... would [not] be expecred to attract private investment funding
0N 3 scaie commensurate with naticnal or global objectives — nnless large and
assured government subsidy is provided. Which leads to the question of
whether new foreses are a very snitable subject for privareinvestment”, He
mmplies that carbon storage conld recify this, provided glabal payment
protocals are estzblished.

Price’s main suggestion is that the state should continné vo own certain forests
to promuote public benefic, and private investors should underrake management
work for the state, thereby “achieving for themselves a rapid réturn on
machinery, and for the national finances the oft-argued efficiency gains of
market competition”.

In 3 similar vein, Mansley {in Harrig 1996} also suggests that a clear disdoction
needs to be made between owo disdnet forestry activities when targeting fiscal
and financial incentives;

. forestyy investment — the long-term ownership and maintenance of forest
agpes; and

. forest operations — harvesting, replanting, and other operations.



He nates the confusion between these two roles in many instances e.g. logging
CoOmpanies oWl cOncessions, but not for long encugh a term; and they run
commercial operations, geared to very short-term profit, which makes
sustainable forestry difficult over the short verm. I forestry is to becoms
sustainable, the incentves fadng both activities need o change; and they
should usnally be different incentves.

5.5 The stock market and investment instruments

There is a trend for the targer local forestry companies o become listed on the
stock exchanpe, to acquire listed subsidiaries, or to be closely connected to
listed companies. In this way, companies gain betrer access to finance for
developing new operadons, and/or they benefit from tax concessions, Since:
1592, the number of timber companies listed on the Knala Lumpur stock
exchange, for example, has nzarly donbled, with market capitalisation
increasing by over 1300 per cont {Grieg-Gran ez af, 1297).

The stock exchange permits wholesale movement of capital in response vo daily
valuations of companies. At ity worst, Korten {1996) suppest that this
encourages shorr-term profit generadon throngh extracion or speculation —
rather than the productive invesiment that requires longer ime frames, and
espocially investments which includs social and environmental provisions. He
nates that companics subjoct to take-overs often have such provisions cut back,
10 “externali[se] every possible cose™. However, his case may be over-staged.

Mansley explains the chain of facrors which resulr in svock markers not yet
being conducive vo SFM (in Harris 19246), This stems from government policy
failure, which the stock market hag (so far) been nnable wo correct.

1 The pricing of forest assets by public authorides rarely reflecws ther true
value (as lintle as $1-10 per ha, against a twae market value of several
hundred dollacs), This is due to a jack of information and to callusion
between the private sector and public anthorities. It leads to windfall
gains by certain international logging companies, But the exact amount
being given away is hidden from scrutiny.

2 Financial practices encourage poor forest management. The emphasis on
windfall gains leads to a focus an acguiring cheap forest assers — rather
than on investing in plantadons and best-practice management. Valoe is
gained only throngh deforestaticn, rather than by managoment of the cur
and regrowth balance. Often accounting systems fail to account for
reforestadion obligadons or the full value assodated with growing stock,
and they overstate financial performance.

3 As a consequence of the underlying policy faillure to valuc forcst assees
preperly, logging companics arg overrewarded. Investors may assome
that the activities of the logging companies are sustainable, whereas in
reality they are not. The U5 Securides Exchange Commission, howeyer,
does inclnde requirements for disclosure of environmental liabilities
{Grieg-Gran et af. 1997).

4 Poor government centrol of concessions and of the companies to which
‘they are allocated, allows for improper or mx-avolding transfer pricing
and other illicit praciices.

The recent increase in the access of such companies to intemational finance in
the absence of sacial and enviranmentzal condinoens attached to this finance is
¢ause for concern, Corporadons can capitalise cheir futore income, and recetve
an immnediate reward for imenseainable behavioue Int comparison, the entey
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costs of SFM appear too high and the benefits too long-termn 2nd uncertain {in
part becanse of the advocacy of some groups which put wood pmdur:ts in a bad
light compared to aleernatives).

There is another area that leads wo instabilivy, The wood indwsvry vwnds o be
cyclical. This leads to sudden surges and dechnes in involvement of investors.
For example, in the last three years, ther¢ has been a reduction of investment in
Malaysian forestry, Grieg-Gran et 4f, {1957} summarises the reasons given by
inwestors and analysts for this recent downtarn:

. small amount of stocks and lack of fiquidiey;

low timber prices and sustainability of income streams;
Iow expected retuens and high volarility;

lack of reliable informartion on dmber compantes;

lack of credible management of some timber companies; and

"'I'I'Ili

lack of independent verification of concession values.

Thc introduction of a futures market in sustainably-produced timber, or puip,
might help to increase wansparency and stability in pricing. Futures are
standardised, openly-traded contracts to deliver a fixed amount of
commodities. They would make it mauch easter for investors to be certain of
potential future returns, and wo realise the value of susiainable forestry
pracuges,

Certification may also help to generate a stable market in snsrainably-produced
forest products; and it copld improve performance acconntability to the finance
sector in terms other than mere revenue. For example, stock markets might be
encouraged to develop company rating systéms that include social and
environmental factors, and cortification o other means of audit could provide
the evidence required for ranng®.

However, neither futares nor certification provide any actual investment.
Mansley's suggestion is that fixed rare sustainable forestry bonds may provide
af appropriate instrument for long-term investment in forest cwrership. Value
could be added if ways are found to realise the value of external benefirs such
as biodiversity and carben storage. Equity investment may be more snitable for
investment in day-ro-day forest operatiosrs.

Ethical investment funds currently account for & minore fraction of ail private
invesunent {Grieg-Gran et al. 1997}, Few funds are involved in forestry, and
some deliberarely avoid tropical forestry. However, a few attempts have
recently beeo made to set np echical invesement funds for sugtainable forestry.
But they have found it difficult to find investnents which are capable of
producing a high return as well as fully meeting high standards, such as those of
the FSC. One of the newest ethical investment fund initatives proposes tiered
ratings, with FSC cergfication being the highest.

Grieg-Gran et al. {1997) suggests three non-exclusive approaches regarding
investment:

L) restrictions on investenent in unsustainable forestry;
™ promotion of investment in SFM; and
o the establishment of coalidons of sharehalders or pension scheme

members to influence companies to subject themselves o audir.

The first approach is difficelt because of: possible trade comeerns; the difficulty

¥ There are moves to do this ouzside the foresry sectat,




of establishing criteria relevant to the producing counery; and the expense of
routine audits. {t would have t be a voluneary approach. The second is
constrained by a [ack of informaton an good myestment opportunities; high
barriers to entry and innovation; and 2 kack of wulored forestry financing,
vehicles {Rachel Crossley, personal communication 1987). It reqnires
governmental suppart to be cffectve, such as mx concessions, and also regnires
auditing. The third is being considered by groups sach as WWE but is
complicated by the fact that many companies only have part of their interests in
forestry.

In general, this is an arez where becter informarion would help both the finance
houses and individual and corporate investors. There is a growing awareness
thar most ansustainable foresiry is not a good long-teem bet; and thar
accounting rules and company ratings should beter reflecr the real valoes of a
company’s forest assets and its socialfenvironmental risks and liahilities. The
preferences of investors also need to be better investigared.

5.6 Trade laws

There have been recent advances in incentives for sustainable forestry, notably
certification and fair trade movements, which may be rendered impotent by
current trade 1aws. Trade Jaws do not, in fact, strictly apply to voluntary _
certification programmes. Bur they are supposed to be implmented in countries
which have pledged themselves to the WTO Code of Good Practice on
Techrical Barrers vo Trade (TBT) Serict implementation of trade accords may
soon result in certification programmes being held to be illegitimate. This is
patticularly because of the social standards in certification programmes, and
especially in fair trade. These standards may appear 1o limit the depres ro
which a company can employ c.g, low—ost labour. And many conntries will
constree environmental discriminaton as unwarranted protectionism. It is
expected that WTO Panel decisions in this area will have significan:
ramifications. Korten {1993} is pessimistic about how far trade laws can help
social and environmental concerns. He claims that trade laws have become a
“casnalty of globalisation™, and are no longer abie to protece the public from
nnaceonntable corporations.

5.7 Private sector self-regulation and accountability

As noted in Chapter 4, there are many industry leaders who are improving their
environmental performance, in response to rising stakeholder pressures and
perceptions of environmental risk. At the enterprisc level, the taol mose
commenly used by these businesses is the environmental mandgement system
{EMS). An EMS helps an enterprise to define its own environmental
performance mergets — based on its own environmental policy commitments,
the environmental aspects of its acrivites, regulatory requirements, and the
views of interested partics — and then to monitor and condnually improve both
targets and performance. EMSs have been used rouenely by larpe companies in
procissing operations, but onty vory recently for forestry. ISO maintaing a
standard for the design and operation of EMSs (TSO14001), which is beginning
to be used in the conrexe of forest certificanon {5.8).

EMSz have offered a nseful means of monitoring and learning. They wark by
enabling managers and workers to define individoal arezs of concern and then
t¢ close the ‘foop’. The snccessful achievement of one objective helps to create
the capability and boost morale for further improvements.
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The continual improvement philosophy is compatible with SFM {Chapter 1) —
goud foresery performance can be defined and achieved only through an
organised process. EMS can help by providing this process. However, the other
side of the SFM coin - achieving certain levels of performance —is very much
left up o the enterprise, and may not immediately mect stakeholder needs.
And, even though condnually impraving, performance may at any one time be
 low standards. Other criticisms are that it is difficult to integrate social
standards into EMSs (it really is a tool that was established for dealing with
environmental aspects of industrial operations); and that it puts the enterprise
too much ag the cenmtre of decision-making, Some observers worry chat the
15014001 standard for EMS will achieve an unassatiable stanus (I50 standards
are compatible with free trade in the eyes of GATF/WTO), and will enable
corporaiions 1o undermine the substance of environmental debate, and thereby
‘stymie real innovation {Krot and Gleckman forthcoming),

The main approach to public accountability has been the company
environmental report {CER}. In Britain, 79 of the FTSE 100 companies now
produce a CER, althongh only one in ten has such repors independently

- andited {(KPMG 1997 quoted in The Times 1997). The rate of andit iz moch
higher — 43 per cent — in the US, In the forest sector, most of the largest
companies produce a CER, especially in Canada and Scandinavia, but they
often use idiosyncratic criteria, obfuscate the difference between aspirations
and actpal achievements, and few reports are audited. As such, it is difficult to
compare companies: In general, most companies appear still o use the CER as
a public relations vehicle rather than as a means of accountabilicy.

EM35s and CERs apply at the individual enterprise level. In recent years, groups
of forest producers have formed industry associations, which have promulgared
forestry codes of practice. These include the American Forest and Paper
Agsociaton’s ‘Sustainable Forestry Initiadve’ [ AFBcPA’s SFL), the Alberr Forest
Products Association’s ‘ForestCare’, and, in 1997, the ‘Sustainable Forestry
Vision and Elements’ drafted by ar international meeting in Chtle of national
private sector forest product associations.

The AF&PXs SFI comprises principles and guidelines with performance
reguirements for individual members. It is subject to an annual coungy-wide
‘review of experts’, but only with first-party reporting. The SFI has been
awarded a Certificare of Appreciation by the Burean of Land Management,
which believes that the initative “exemplifies the spirit of public-private
.cooperation™. In contrast, Bill Mankin, on behalf of the Global Forest Policy
Project {a coalition of chree US NGOs) concludes that the SFT is “z completely
useless public relations ploy because it has very weak “standards’ and no ahility
for anyone 1o independently determine whether any AFBPA member company
has improved its performance in any individual forest” (Mankin 1297, cited in
Counscll 1997},

In spite of claims that 24 members of {the appresamately 250 members of) the
AFSCPA resigned becanse they felt they could or should not meet the standards,
and a farther 17 being dismissed for failure to confirm their participation, these
measures are essenaatly defensive. At best, they may facilitate a learning
approach. At worst, they conld be misleading, Most obscrvers outside the
private sector ¢onsider that codes such as the AFBCPAS SFI will be less effective
in improving private sector behaviour than government organised codes of
management, and less effective still than certification standards. This is becanse
the private sector requires wansparency and stakeholder pressure 1o improve
their performance {4.1) and independent audit and public reporting appear to
do this better than self-regulation.



Indusery cades have been developed in a climate where the private sector
anticipares that more demanding external standards may be developed and
become, effectively, mandatory. These external standards are, most nowably, the
certification programmes, but tax systems, imsurance policies, and regulatory
agencies will also produce standards. Private sector assoctations often srate that
their codes are more ‘appropriate’ to their condinons. This may indeed be the
case, and it substantates the need for improved mulo-stakeholder dialogoe in
developing certification programmes that more truly reflect local conditions. A
comparison of the AF&CPA SFI standard with FSC’s Principles and Criteria
shows that the AF&PA SFI is not much less rigorous. Rather, the conditions
attached to it are less onerous in terms of who will andit; but che standards are
also much vagoer, allowing local {and presumably faveurable) interpreation.
IF the AF&PA moves to include independent verification, FSC will have serious
competition in the USA.

Indusery codes of practice are thus a good first step for an industry to work
together to begin to improve environmencal and social practice on 2 basis of
cooperaton — towards evervday good hoosekeeping — rather than on a basis of
competition. They help businesses to learn their way inte the issucs and o
share experiences. But they are no substitute for independent anditand
publication, especially where businesses have responsibility for key puhl.u:
assets such as areas of watershed and biodiversity value.

Industry assccianions have started to form around the subject of SEM ar
sustainable development, parily so that the privace sector can play a
coordinated roie in key discussions. At che global level, the World Business
Conncil for Sustainable Development is still “on honeymoon™ with
intergovernmental bodies and cerrain MGOs. {The original BCSD was formed
to represent the private sector at the biggest conference ever — the 1992 Rie
Earth Sommit - from which organised private sector representation wounld
otherwise have been absent). Its unifying concept is thar of eco-efficency —
prodicing more with less — and it has sponsored some key smdies on the paper
induostry (IED 1994} and on dealing with market externalities. It has a foresiry
working group, including some of the biggest forestry corporations —many of
which are leaders in terms of economic and environmental performance (if not
gocial performance). Yet ir still has no strict criteria for membership and for
rledging w specific actions.

The WBCSD provides a good consaltation forum for the leaders in indnstry,
bat hag yer to miake geviong commitments o other stakeholders and to
governments, None the less, its global and volontary narure make it a very
promising change agent.

In concluston, the private sector bas moved fraom ignoring environmental and
social aspects, to a range of strategies:

. from defensive reactions to complaings shont its performance; to

» reducing environmeneal risks that directly affecr its own economic
performance

. self-assessment of performance; ro

- forming codes of pracoce and other tnitatives to facilitate response to

environmental and social concerns; to
. public pledpes, third party verification, and transparency.

Marker and regulatory pressure have been key in encouraging movements
towards the more ambitious strategies, with environmenea]l NGOs having a
strong catalyoe effec.
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5.8 Certification

Forest management certification is an established and recognised procedure, by
which a third party gives a written assurance that the quality of forest
management conforms to specified environmeneal and social seandards,
Certificarion links market demands for sustainably-produced forest products
with producers who can meet those demands (Bass 1997),

Certification is perhaps the most powerful “soft’ forest policy instrument to be
designed and implemented cutside government. The key actors have been
NGOs and the private sector. Certificadon appears to be having at least as
much impact on private sector forestry in some conntries as, for example,
legislative changes in forestry, The private sector’s involvement may partly be
explained by their derermination ro avoid possibly very severe approaches such
as boycotes by consumers {and even by governments of importing countries).

Certification thereby provides an incentive for forests to be well-managed. At
present, the Forest Stewwardstipy Council (FSC) and its accrediced cerdfiers
operate the only established international sysrem of forest management
certification, FSC was established precisely for the purpose of forest
certification, It operaces a complete package: a forest management standard, an
international accreditadon programme for cerrifiers, a trademark which can be
used in labeling products from certified forests, and a communications/
advocacy programme. Several buyers’ groups, notably in western Europe, have
been set up —including some very large retailers — and have committed
themselves ro obtaining farest products from FSC-certified forests only.

The International Drganisation for Standardization (150), through its ISO
14000 series, offers a framework for the certification of environmental
management systems {EMSs). This covers similar ground to forest management
certification, exceps thar it does not specify forest management performance
standards, and does not permit a label vo be attached to products. The EMS is
certified, rather than the forest. Although not strictly a forest certificadon
programme, the IS0 approach ofiers much potental for assessing the
environmental quality of forest mznagement. An IS0 Technical Committes
Working Gronp is preparing an information document on the various forest
performance standards available, to help enterprises incorporate relevant
standards into their EMS. It is notable that there are no buyers’ groups
favouring an ISO approach to cerdficarion.

The larger privace secror actors have tended to promote the 150 ‘management
system’ approach vo certification, because: it cncourages the development of
internal management capacity; the standards are set by the company and not by
outsiders, and therefore there is greater freedom e.g. to take local conditions
inte account; industry has been using ISO srandards in other operations such as
processing; and it is usvally cheaper than FSC certification. In contrast, many
NGOs (and certain retailers who advertise their green credentzls to
consnmers} have promoted the FSC *high performance standards® approach,
because they have a gnaranteed impace on the forest (rather than an #mpact in
terms of continual improvement of the corporation’s management capacity),

The ivony is that FSC was really set up for improving forest management, and
yet F5C's label is probably best placed to help marketing, with buyers’ groups
promoting it. In contrasr, the ISO 140071 forestry initiative was set np o defend

markets (although it doesn’t even allow a label); yet ISO 14001 offers, in the
long run, an excellent tool to improve forest management capabilicy,

Almost all the certified operations to date are private secror foresiry
enterprises. Moreover, most of these enterprises are in Northern countries,



There are, however, a large namber of exceptions, including community-based
enterprises in Mexico, Honduras, Bolivia, and Papua New Guinea, as well as
sorme Polish government-managed foreses. And the relatively small number of
certified operations is the *tip of the iceberg’. Many more enterprises have been
through initial audits prior to certification.

The queston is: have any of these enterprises been encouraged by the
certification ‘incentive’ to move from clearly unsustainable forestry to SFM?
The answer ac present 1s probably ‘no’, Most cerpfied operations are those
which have been practicing adequate forestey for some time. Cerdficaoon is
having the cffcct of recognising the good producers and rewarding their
performance by enabling them o maintaim, or w reclaim or improve, their
market share. In other words, certification at present is more of a marketing
tool, that can apply only to well-managed forest operations, than itisan
instrument for encouraging isproved forest management — although nlumately
the two are connected, since altered demand will drive suppiies. As
certification becomes more widespread — encouraged by the (Northern) buyers
groups which are commirted to trading only in products from certified forests
—then sither;

. so many forest enterprises will be shut out of environmentally
discriminating markets that they will have to improve their forest
management to enter such markets; or

. forestry corporations that do not see themselves as capable of being
certified, for reasons of cost or of skill deficit, may divert their produces
to undiscriminating markets such as those of Asia.

To increase the positive effects on forest management of cerdfication, Le. o ger
it to apply to more forests than those which are already well-managed and wo
minimise the costs, there needs to be:

a An amaigamation of both process and performance standards - thisis
happening in the new national certification programmes evolving for
e.g. Canada, Finland, Norway, and Ghana;

b Development of further national and local standards which are
meaningful for local forest conditions, through natonal working groups
with broad stakeholder representaton;

Development of mutnal recognidon between such programmes;

d A means to ensure that multi-natioral companies, and other operatons
having significant impacts on forests, are held more strongly accountable
for their actions than small, local groops which may only cccasionally
cut timber and are motivated by broader livelihood concerns (whilse
avoiding the creation of “loopholes™;

e More attention to monitoring the impacts of certification on forests, on

management capacity, and on trade and stakeholder relations;

3 Development of buyers groups in markets for which currently most
supplies emanate from unsustainable forestry ~ such as in seuthern
Europe and especially East Asta {especially as this is where demand tor
forest products is expecred to increase most); and

g Resolution of ISO's labelling rules, and associated nanonal legislation -
to cut out possibilites for “greenwash™,

In addition, the lessons of certification may help in the development of simpler

# The new Bolivian Forese law scandards permizehis,
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and cheaper means of andit - which could be applicd to more forests than just
those which are exporting to ¢nvironmentally-discriminadng markerts. Impacts
on the quality of forest management may be achieved by three strategics, each
mutoatty reinforcing, The Drstvwo are: ingproving policy and law ard
improving management systems, These are of almast universal applicability,
ierespective of whether products are marketed (in discriminadng markets). The
third strategy, verification of performance, may be juscfiable financially in
certain cases, especially if paid for by some markets, But verification of the first
two would also be valoable for keeping track of broader {private sector) action.

5.9 Other market mechanisms: fair trade, buyers’
groups, and procurement policies '

1ED (1997) argues that the “fair trade™ movement — which permits consumers
to discriminate in favour of goods produced and traded in a way which
maximises the proportion of benefits going to the workers involved —is
heginning to deliver genuine social, environmental, and economic benefits
locally, The movement began with cash crops such as coffee and tes, and is
expected to have an effect of the production of clothing and sports gaods in
developing countiies,

While timber and other forest products may casily meet the requirements of the
developing fair wade markets {Barrarr Brown 19%3), there hag been linde
apphicaton of the fair wwade approach 1o date. However, a few prodocis of
certified forests such as those of the Bainings Community in PNG and SWIFT
in the Solomons are promoted as being soctally sound. In theory, fair trade may
present potential for improving the wansparency and equity of certain elements
of the private sector involved i foresery. In reality, it is more likely to involve
the cntry of new players {in particular, community enterprises) and the exit of
certain middlemen. It may well be an easier set of ‘hoops” for community
enterprises to jump through’ than cerrification. Fair trade criteria may,
however, need modifying to ensore long-term goals such as environmeneal
proteceion are inctuded; they do nor provide sufficient gnarantee of 5FM ac
present.

Nevertheless, there is much to be gained from an investigation of the
opportunides for extending fair erade approaches in forestry, as well asa
thittugh analysis of the distrivodon of costs and benefivs,

Crcher market strategies inclode: buyers® groups, such as WWFs 1925 Plus
Group of approximately 80 UK cotnpanies committed to purchasing products
from FSCrcertified forests only and procurament strategics thae are similar in
effect to the above, except that they ron their own systems for checking the
quality of forest management, and as such are snitable only for very large
buyers such as government agencies and local authories,

5.10 Partnerships between the private sector and
local groups
Large forestry corporations are not always interested in, nor are especially

COHTPEIET B4, producing goods and servces other than fibre, and will make no
exera ¢ffort to produce them unless there are incentives to do so. However,

1 & dazen mare such national buyers groups are alpeady established or are in the process of
formuladan




there arc apparent advantages in putting the private sector together with other
actors. Commenites, for ¢xample, seck bath fibre and other goads and services
important for livelihaods, Bat often the private sector controls large areas of
forest and, as a consequence, communides” accrss 1o forest resourees 1% limived,

The most common partiership between companies and communities is the
outgrower approach, where companies enter into agreements with farmers to
sharc the costs, benefits and risks of fibre growing. For example, often the
company witl provide plants and inputs, and will gnarancee the purchase of
resnlting wood.

IIED {1594, from investiganons in Brazil, India and the Philippines, notesa
number of motivations for large companies o obtain fibre from small private
OULErowers:

- other wood sources may not be .avajiable, ot rmay be expensive;
- social risk is reduced by involviog local groups; and

. company costs and financial risks assodated with land-helding and
fibre-growing can be reduced,

For farmers to benefit from outgrower schemes, certain conditions appear to be
necessary;

. secore land wenore and nghts to the trees being grown;

" access to financial support o1 sources of income while the (rees marure;

. higher ner returns from trees than from alternatve activities, such as
agricnlrare;

- secure markets for the wood - bt nota company monopsony; and

- good means of participation with the privare secror, and teansparency of
operations.

Furthermore, the better organised that farmers are, the beteer their chance of
stirtking good deals with the forestry company. These prerequisites were not
always present in the parmership schemes studied by IED. Consequently, the
partnerships were hindered by perceived inequalities and the adoption of the
schemes was limired.

Qurgrower schemes are very much focused on fibre rather than other goods
and services; and they were principally instgared by industry to meet its needs.
However, Clarke and Foy {1997) cite a number of examples of partnerships
between large South African forestry companies and local commpmives. From
the commuomnity’s point of view, these partaershups were nor generally based on
commercizl fibre production along, as in the usnal outgrower scheme, bur often
on goads and services of {somenmes pon-commercial) livelihood importance.
Partnerships cover:

. land sharmg (with enmmuonity rales wo protect the company's forest
PERCUrEE);

L] access agreements for grazing and firewood;

» joint ventures in wood and frait production; and

- comrmunities holding equity in the company.

[n the new political climate of South Africa, some very large companies have
had to come to terms with working in very poor rural environmenes. Clarke
and Foy note that, while promising, these schemes are the exceprions to the
‘rule’ of conflict between corporations and communides; and they eall for
incressing the frequency and quality of these forms of partoership, Other
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observers go further and call for parmerships as a cordition of government
sanction of commercial forestry operations, in areas where peaple havea
strong, dependence on Jand for reducing their poverty (IED 1234),

One potential for the futnre is to develop partnerships berween companies and
witl-gtganised Jocal resoarce wset growps. Thereis far more experience of this,
and in outgrower schemes generally, in agricalture than in forescry; and
research is warranted in extending the iessons of agriculture. One of the
approaches which may help (o improve the corporation’s market benefits from
parmerships is fair trade; this, of course, is also designed to increase local social
and environmental benefits {see 5.9}

5.11 International mechanisms: joint implementation

So far, we have been addressing whether the privaze sector ¢an deliver social
and environrnenral services at local and national levels. One of the key areas
where insecurity of forest services may be felt, however, is carbon-fixing and
storage at the global level.

The Joint Implementation’ (J1) schemes have attempted o exploit the private
sector's greater willingness to invest in good forestry if some of the externalities
{in thi case, carbon benefits) are paid for. They have been esrablizhing a
bilareral market in global benefits, Plantatons have been established in
Guaremala, Ecuador, Polivia, Peru, Costa Rica, and Brazil, principally as deals
berwesn northern electricity generating companies and forest fonndatons and
bodies in the afforesting countries. Nacural forest conservation, enrichment
plandng and reduced-impact logging have been paid for in 2 similar way in
Sabal (oUgh agrecments DITWEEN LU and Maiaysian corparacons. frivate
sector forest conservation and sustainable forestry JI projects are also under
way in Belize and Cosra Rica.

The motivation of the electricity companies involved in many of these projects
has been a mix of public relations and, possibly, antcipation of legislation
setting out mandatory carbon emission targets. The cost of reducing emissions
in the electricity and cement manufactore indostries, for example, conld be
several hundred dollars per tonne of carbon dioxide avoided, whereas the cost
of carbon sequestration through forest rehabilitation in some developing
countries has been estimated o be less than one dollar per tonne (Stoart and
Moura-Costa 1297),

. Price {Harris 1996) notes that carbon fixing offers potenrtials that can

counteract some of the problems of forestry which corrently limic its
atl:ractivaness asa cnmmexcial CONCern:

- benefit arises the mameant net photosynthesis beging — defeating the
“bogey of compound interest™;

- carbon fixing has value irrespective of the dimensions or quality of srem,
branches, roots, et

- transport of carbon dioxide benefits is costless - forest locadon does not
matter; atd

- product {removal of carbon dioxide} and capital (fixed carbon) represent
immediate and compatible benefits.

He notes, however, that it will take some time befor¢ international legisiation
and payment protocols for carbon storagefsequestration compensation are
eseablished, Clearly, they should be based on close observation of the current
bilareral markets. UNCTAD {1995} suggests that, once operational, the



international market for carbon-reduction projects could be worth tens of
billions of dollars each year.

Some obscrvers are worried about the guality of the ensuing forcsiry, and the
distribution of costs and benefits — it is all too easy for 4 conntey ar local forest
company/fonndadon to ‘sell’ its forest’s carbon-sequestration setvices o the
cost of local people who seek other goods and services, Moreover, athers worry
that Jomnt Implementation acs as a disincentive for Northern companies to
improve their pollodon control — claiming ivis another fecm of “waste
dumping’ in the South, And it is undeniably in the North where the barden of
major changes to alicviate climatic dewrioration shounld lie, Nonetheless, the
largr: areas of exasting forest and the high growth races of forest in the South
provide a remendous comparative advantage for the South; furthermore, there
should be no harmiful effects of such “waste dumping™.

Whilst JT initiatives to date have becn instigated by northern investors, some
developing countries now have a more proactive approach. For example, the
Sri Lankan JI pilot programme offers a huge range of porential investments,
including reforestation, plantation management to optimise sequestration, and
conservatdon of mamral forest soils. {It also inclndes emission-reduction
programmes). The Costa Rican government is beginning to regalace JI. [ts
office of ]I has a portfolic of forest conservation and afforestation projects (the
production costs of which are contidentizl}, and sells certittcates of carbon
offsets internationally. With the suppore of the Earth Council and the World
Banl, it is lannching these “Certificates of Tradable OHsets” onto the Chicago
Board of Trade (Stuart and Moura-Costa 19971,

As Stuart and Moura-Costa (1997} point our;

*as carbon offsets move from being a series of good deeds with PR value
to being kinancial hedges with bottom line values, the temptations to
engage in marginal practices will become more apparent. It is vitaf that
the regolatory systems which have emerged aver the past five years be
maintained and enhanced to ensore thay potentially abusive projects are
not allowed to profit from partcipaton on the commercial system,
Independent third party verifiers,.....will also support this need”,
iIndeed, SGS has begun a carbon offsec certification system).

5.12 International mechanisms: development
assistance to the private sector

Az carly as 1975, Jack Westoby of FAQ was expressing worries that
muinlateral aid had merely been identifying forest resources for exploitation by
the private sector, and notably by foreign capital, Later he described how:

In not a few cases [invernatonal aid] has compiled the data, and helped
provide the justificadon, for internatonal Enandng agenciss wo provide
lnats to create some of che infrastruccure needed to assist the penetration
of foreign capital. It has helped to train some of the manpower to be
placed at the service of foreign enterprises |and] assisted some
irresponsible governmenrs o alienate substantial parts of their forest
resource endowment... The intersational financing agencies knew whar
foreign investars wanted, and the melrilateral and bilateral agencies fell
into line {Westoby 1987

A number of other commentators have noted how support to the TFAP process
has benefited both foreign and (more often) local private sector actors by
removing constraints to their access to forest resonrces, but withos redressing
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the policy and instrutional failures that allow an asset-stripping approach (e.g,.
Carrere and Lohmann 1926 in the case of FINNID A's support to MFAPS/FSMPs
in Thailand, Philippines, Nepal, St Lanka, Tinzania, Zambia, and Kenya).

Most development assistance agencies are now aiming to balance their support
te governments with a judicious promotion of the private sector, so that the
laster can undertake production and service provision roles in forestry. This
support, of course will also have to address the policy and instimtional faitares
m order to be successful. It will also have to be *faster on its feet™ to deal with
market dynamics.

DFID's policy on the private sector ackawledges that “the private sector is the
main engine of growth in our partner countries™; and describes how there are

many different scrands to support the local private sector, ranging from
macroeconomic reform {including technical advice for difficult
privatisation and marker reform programmes) to promation of small
and micro business [throngh business infrastructure development,
individoal enterprise restructuring, and invesmmen: promonion], to
investments in the health and education of the wark force {QDA
Technical Note 11 no date).

However, there is a DFID guidance note (ODA 1997) on using UK, business as
partners in development, which snggests that much of the support to the local
private sector will be undercaken through UK businesses: “the goal of [this}
initiative is to increase the resources behind aur development effort™. This nate
pays special avtention w0 partnershipe between UK and developing country
businesses that will have a “positive impact on society™, such as: demonstrating
ethical buginess management; dealing with issues of social andit, child labour,
worker healeh and environmentai prorecrion; ensuring business increases
livelihood oppormnities to smaller communities; and linking up with UK
importers of environmentally/socially sound products.

DFID is alse currently reviewing approaches to public sector forestry, which
{sheuld} include ways in which the public sector and civil society initiatives
snch as certification set the policies and inswumencs for private sector roles. As
we have stressed, 2 strong Institutional environment is essential for many
instruments, and development assistance for institutional strengthening can be
a good contribution,

A nomber of the development assistance agencies are also supporting the
development and application of specific instruments — notably certification, as
a catalyst for SFM, DFID has supported the Soil Association’s Wood Mark
scheme, and consideration of certification by Ghanaian stakeholders. The EC is
developing an extensive certification support stratepy, with emphases on the
Congo Basin and improving information flows.

UNDP is looking at develaping different public-private sector faresery
partnerships. This theme is common in development assistance, bat it appears
the rationale is as much to increase the financial leverage of aid as to helping
renegoviate local roles in forestry.

In general, development assistance agencies have far stronger scratepies for

" engaging with governments and communities than they do for engaging with

the other ‘apex’ of the ‘sustainable developmens triad’ — the private sector. This
isan area for considerable research and development; some agencies that are
beginning this, such as DFID, have the right approach - addressing the privaw
sector with and through the other stakeholders, as well as directly, ks
certainly critical to build a potential host country’s capacicy to assess forsign
investors as to their qualification to bid, as DFID is antemptng o do in
Guyana.




WCESI {1997) notes the power of the development banks, and calls for grearer
exertion of their influence on governments to control wans-national company
behavionr. The case of the World Bank cancelling PNG’s structural adjustment
loan, because of weak government contral over privare sector foresiry, is cited.
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6 Preliminary conclusions on
mechanisms and instruments for-
sustainability

Many promising instruments are not vet effective in practice. Comtnon
constraints to many of them are institutional weakness and a lack of good
information. Certain instruments cannot be effective without a minimum of
instiruticnal capabiliries. Analytical and administratve capabilities are key.
Specific instroments have their gwn partdenlar reasons for not vet being
effective:

a

h

Some, such as self-reguiatory approaches, cannot tackle the roor causes
of unsnstainable privare sector behaviour;

Some are widely promated, but in practice are of only marrow
applicability. These inclnde ceroficadon programmes, which depend
upon the existence of an environmentally discriminadng market;

Some, such as ethical investment vehicles, sill not be effective levers for
5FM until basic forest policies and regulations are improved;

Orthers, such as commumityfbusiness parmerships and improved
concession enforcement, require much swonger imstitutional conditions
and local capacities to work well;

Some, such as current certificarion schemes, are bigh-cost;

Some run the risk of falling foul of current trade barrier neles e.g. buyers’
groups, fair rrade, labelling and certification

Some, such as competitive concession allocation, will be side-lined by
covert relations, between the privane seccor and friendly officials, which
seek to maintain the statos quo; and

Others, such as certain privatisation processes, are subjedt to political
mishandling and shore-term policy reversals.

The basic steps to improve instrnments that will encourage private sector
contributions to SFM are:

a

For specific forest goods and serviees, develop a clear understanding of
which forest goods and services shoeld be in statc bands as opposed to
private hands and which are suited o 4 mixture ¢,g. through defining
specific praperty rights, This may be based on an analysis of the
excludability and subtractibility of goods and services sought from the
forest, as discossed in 3.2, '

For those goods and services that should be in state hands, develop
controls 1o close off epportunities for the private sector to indulge in
Hlegal pracices, strengthen state institutions, and create sysrems of
incentives for private managers and compensation for privare land
owners whore necessary.

For those goods and services thar shounld be in privare hands, a secure
and cransparent business environment for producing social and
¢nvironmental benefits will be needed. This will in large part be created
by mechanisms and instruments that tackle the root canses of forest
problems — namely market fallure and associated government and
institntional failures, as well as mechanisms to encourage local
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stakeholder involvement. The nsttntional faileres of the private sector
itself will need particalar atrention.

Worls with the private sector to examine more closely the impact of
current instruments and the insrientional and other consgraings 1o fuether
progress, This shoold starr wirh companies and associations thar hawe
proven their ability to improve environmental and social performance
and their commirment ta further action, The WCFSD and the WBCSD
both propose oy da chis.

Disringuish between instruments aimed at forest land owners from those
aimed at managers of {forest operadons, For owners of forestland, the
long-term value af SFM needs to at least match the asset-stripping value
{nsnally implying the need for an incentive). For managers of forestry
operations, responding ta the needs of SFM for muldple valnes wil?
initfally cost more, but may ultimately produce more benefits, as mare
goads and services may be marketable. Incentives may be neaded wo
generate such markets. Social and environmenta] benefits requirs
measurement in order to establish the level of incentives.

What is often perceived as the “threat” of private forestry companies is, in fact,
more a function of the valnerability of government and other local institutions
and the lack of cffective instruments that can be used by these insartons —
especially those in poor countries. Based on the preliminary review in
preceding sections, the prowising instrraments are governmental,
intergovernmental and civil sociery-based. Some of the governmeontal
instruments are almost prereguisices for the others to work — but the poine is
that they are unkhkely vo cmerge satdsfactorily withont civil society pressure.
Henee the need fror a marallel track anproach, involving:

. a) Governmertal and intergovernmental mechanisms and instruments

for influencing the private sector

Privatisadon processes should encourage a locally-meaningful and eqoitable
distinction berween private and public forest assets, and target forest awners
and managers with the following instruments:

L ]

Property tights regimes that allow a distinction between users of
different goods and services on the same piece of land, bt encourage
compatible management regimes;

Corcession allocation and market instruments for leasing defined nse
rights to public forest lands ac prices which reflect the full value of the
resource, and cover the costs of government monitoting and control;
together with incentves to improve farest assets;

Saebsidies restricted to the productionfpravision of social and
environmental benefits, and commensarate with their value;

Joint implesmentation for carbon sequestration, bodiversicy
cotservation, and ather public benefits, subject to protection of local
interests, and allicd to efforts wo improve (international) legislation on
mandatory targets;

Nationgf systems of transparent forest information, which are open m
government and civil society actors, and which account for the exeent,
condition, tenure, manapgement and wse of forest management umits'y
and

W ITTi, DRI, WEMC and [IED are promoting the Forest Resource Accounting methadalogy for
thas purpose,




. {Inter)national systems of transparent information on the performance
of companiss; perbaps together with an fnternational agreement on
controlling international private sector involversent in forestry —aimed
primarily at the asset-steippers, but also developing minimum seandards
for all investment™.

b) Civil society mechanisms and instruments for influencing the private
sector

These civil society mechanisms which should be analysed and promoted where
they are found to be worthy include;

. Partuership models, building on both formal and informal mechanisms
which have involved the private sector and local communities;

. Third party certification and other audit initiatives that are simpler and
lower-cost, and not necessarily ved to environmentally-discriminating
markets; {for ather recommendations see 5.3}

- Eair trade initiatives;

. Dnvresttent velicles that discriminate in favour of sustainable and
productive foresty;

. Vialuation protocols for forest businesses, which give a realistic pictore of
their stocksfflowsigrowth rate balances and sodial and environmental
liabilitics; and

. Sharebolder associations to influence companies to pracoce SEM and o
subject themselves to audic.

This brief paper has managed only to toch on some of the key issnes, Iris an
opening issues paper and not, by any means, the ‘last word'. IIED and its
partners intend to conduct research to enable the farther analysis, sffective
develapment and implementation of the above instruments, in the contexe of
differcat insdnmrional environments {Box 31,

[IEDs research will cover global developments, country conditons {country
case studies) and mdividual corporate conditions (company case studhies), An
itnmediate priority will be to establish what works bestin conntries with
poorly-developed institurions and weak informadon flows. T will also be
valnable to examine cost-effective instruments for countries with more
sophisticated institurions. Recommendations would thereby cover insdmitional
development and insrruments rogether

These concerns are very significant for the beginning of the next century, IED
and its partners can begin to open up the debare, by generadng improved
information and analyses, Other research bodies are encouraged to collaborate.
Politically significant initiagves such as the Intergovernmental Fornm on
Forests, the WRCSD and the WCEFSD are called on o help move us from better
understanding, to pledging improvements, to widespread action that will help
forests and people.

12 The idea of an independent ‘ForestWatch” arpanisation ot necsork is being promoted by WCERSDL
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Box B Notes on lIED research project for 1998 to 2000
Instruments for sestainable private secror forestry
1. The projects aim:

To identify effective market and regulatory instruments for enguring that the
private sector produces social and environmental benefits from forest
management; and to promeote these instruments.

2. The approach:

Based on collaborarive research with local, mulﬁ~disciplinar}r teams in six focal
countries, and on assessing key experience elsewhere,

The work witl cover:

Research on best practice meckanismsfinstraments; on bow to improve then; dnd
on bow 1o apply them, espacially in weak institutional environments:

1 privatisation processes

2 partnerships berween corporations and communities
3 certification and audir
4

other innovative instrutments affecting public and private lands
{roncession allogation and pricing, investment vehicles, etc}

Research on companies: potentials and constraints facing selected companies

Research om comentries: processes in six developing countries to develop optiuns
for instrurnenes and the institubonal/policy environment for private sector
foresery

Workshopsidissemination: feeding findings and recommendations into
internatiomal fora, as well as into national processes in the six focal countries

Design of pHot activities: 1o develop/test instruments and to improve capacities,
focusing on the six countries

An Advisory Groeep will be appointed, to ensure that work coordinaces with other
key inftatives
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