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Policy Issnes and Options Concerning Linkages Between the Tropical Timber Trade
and Sustainable Forest Management

Introduction

The foliowing paper is based on the final report for the Activity (PCM(XD)/4) The Economic
Linkages Between the Inernational Trade in Tropical Timber and the Sustainable
Management of Tropical Forests (Barbier er @¢l. 1993). The report examines the extent to
which the tropical timber trade and policies, compared to other factors, affect tropical
deforestation and timber-related forest degradation. The report also analyzes the potential
role that interventionis in the international tropical timber trade may have in promoting
efficient and sustainable resource use in the famtrjr sector. It is the latier findings that are
the subject of this briefing paper.

Evidence on the linkages between the tropical deforestation, timber production and the timber
trade suggests that the trade is not a major source of tropical deforestation. Not only is the
conversion of forests to other uses such as agriculture a more significant factor, but an
increasing proportion of tropical timber harvested in producer countries is for domestic
consumpiion and does not enter international trade. For example, only 17% of total non-
coniferous tropical roundwood production is used for industrial purposes. Of this, only 31%
is exported in round or product form. Therefore, only 6% of total tropical non-coniferons
roundwood production enters the intermational trade,

Thus the volume of tropical fimber production that actually enters the trade #s small and
declining. As tropical timber resources are depleted and domestic consumption of timber
prodlucts increases in producer countries, log prices are expected to rise and exports fall.
However, increased exploitation of temperate timber zesources, and possibly substitution by
other wood and non-wood products, will keep the prices of tropical hardwood products
down. Profit margins of ropical log processors will be squeezed, and export markets
difficult to expand. Thus the main link between deforestation and the tropical timber trade
may be the impact of increasing scarcity of tmplcal timber resources, and thus tropical
hardwood logs, on production and exports,

Nevertheless, there is genuine cause for concern over the excessive exploitation and rapid
depletion of tropical production forests in many regions, including the indirect impacts of
"unsustainable’ harvesting practices on the ioss of non-fimber forest values and the incentives
to convert forest land to other vuses {e.g. agriculture, livestock ranching). However, a more
significant impact may be the role of "unsustaingble' timber production in opening up forest
areas to subsequent agricultural encroachment and deforestation. These effects do not
necessarily in themselves support strong statements about the relationship between timber
production for the trade and tropical deforestation. As noted above, only a small proportion



of tropical logs produced enters the trade directly, and in the future declining log exports are
expected to be only parfially offset by increased product exports.

On the other hand, the timber trade can lead to greaier net returns for forestry investments
and sustainable management of production forests, making this option more atiractive than
alternative uses of forest land such as agriculture., Unfortunately, in many producer countries
the widespread prevalence of markef and policy failures have distorted the incentives for
sustainable management. Failures in concession and pricing systems have produced counter-
productive incentives that lead 1o the *mining’ of production forests, Domestic market and
policy failures have also had a major influence on the conversion of forest land to-agriculture
and other uses,

Thus the key factor in reducing timber-related tropical deforestation is ensuring proper
economic incentives for efficient and sustainable management of fropical production forests.
Appropriate forest management policies and regulations within producer countries ought to
provide these incentives so that the Jong run ingome-generating potential of harvesting timber
is maximized, and any significant external environmental costs associated with timber
harvesting are *internalized’. The starting point for ITTO’s Target 2000 is therefore to tackle
the problem at its source by urging producer countries o improve forest sector policies.

Current trade policy distortions in producer and ¢onsumer countries have, if anything,
exacerbated the problems created by poor forestry policy and regulations in tropical forest
countries. Although log export restrictions in producer countries have stimulated growth and
empioyment in domestic processing, they have led to serious problems of processing over-
capacity and inefficiency. To the extent that this is the case, log prices are artificially -
depressed and recovery rtates fzll, thus increasing -pressure on timber resources. Although
import tariffs on tropical forest prowducts are generally low and declining in major developed
consumer markets, non-tariff barriers may be significant and increasing. Restrictions on
imports depress the global demand for tropical timber products and can feed back to reduce
stumnpage values in producer countries, thus discouraging the incentives for more efficient
processing and better forest management. Moreover, producer countries will continue to
argue that they need to compensate their domestic processing through subsidies and export
restriciions.

In short, restrictions in trade are not helping to reduce timber-related deforestation in
developing countries. In contrast, by adding value to forestry operations, the trade in
wopical timber products couwld act as an incentive to sustainabie production forest
management - provided that the appropriate domestic forest management policies and
regulations are also implemented by producer countries. Unfortunately, many proposed trade
policy interventions to *save the tropical forests’ - such as bans, taxes and quantitative
restrictions - may actually work to restrict the trade in tropical timber products, Such
interventions may reduce rather than increase the incentives for sustainable timber
management - and may actually increase overall tropical deforestation. A summary of timber




trade policy options, and their advantages and disadvantages in promoting sustainable tropical
forest management is provided in Table 1.

A more detailed assessment of trade policy options i5 summanized in the following sections.
‘The policy options are grouped into three main categories: (i) do nothing; (ii} measures to
alter the pattern of tropical timber trade; and, (ili) measures to raise revenues for sustainable
forest management.

Do Nothing

The option of 'doing nothing’, i.e. allowing existing tropical dmber trade policies to remain
as they are today and not implementing addition policy interventions to affect trade patterns
and/or the incentives for sustainable forest management, should always be considered a
serious policy choice. For example, *doing nothing’ would be the appropriate policy choice
if tropical deforestation was not perceived to be an economic problem. ’Doing nothing’
would also be attractive if other policy options - i.e. *doing something’ - appear ineffective
or undesirable, or if the costs of these options outweigh the benefits.

Another obvious attraction of the "do nothing’ option is that it does not present any
administrative and institutional obstacles for consumer and producer countries, which would
clearly not be the case for any new trade policy initiative. Similarly, no new support
mechanisms, such as certification, enforcement, side payments and sanctions, would have to
be devised.

However, given current trends in timber trade and tropical deforestation, and above all,
given that sustainable management of production forests is still not widespread in tropical
forest countries, *doing nothing® is not considered an attractive policy option. In particular,
this option is unlikely to lead to greater trade-related incentives for sustainable management
of propical production forests. '

Measures to Alter the Pattern of Trade

Policy interventions that would alter the pattern of tropical timber trade significantly include:
i) trade liberalization: ii) trade bans; iii) quantitative resirictions; iv) trade taxes; and, v)
trade subsidies. Each of these policy options are assessed briefly in tuen.

Trade Liberalization
As export restrictions imposed recently by tropical timber producing countries have not
really been adopted to reduce timber-related deforestation, shori-term impacts on

deforestation have been minimal. The expansion in processing capacity and the problems
with inefficiencies and over-capacity may have, if anything, exacerbated timber-related
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deforestation over the medium and long term. However, this does not imply that the
removal of these export restrictions will automatically lead to an increase in the incentives
for sustainable forest management. The available evidence suggests that trade liberalization
could in fact increase the pressure on the resource base, unless well-enforced sustainable
Jorest mamagement policies and regulations are also implemented,

Existing import barriers to tropical timber products in developed market economies do
depress demand for these products somewhat. The main problem appears to be tariff
escalation - the tendency for import tariffs to rise with the degree of processing of the
product. Any tariff reduction by developed market economies would most likely lead to
more trade creation rather than trade diversion, with almost all new trade created for
developing countries involving markets in the EEC, Japan and the United States. However, it
is also not clear that timber-producing countries would be the main beneficiaries from the
additional trade created. Newly industrializing countries (NICs) that have no or negligibie
production forests, such as Taiwan, South Korea and Singapore, currently have a greater
comparative advantage in more advanced processed products, such as plywood and veneer,
Thus carrent tariff barriers may be discriminating more against the NICs rather than the
timber-producing countries.

‘Non-tariff barriers facing tropical timber products in developed market economies are much
more significant than tariff barriers. However, it is very difficult to determine the effects of
non-tariff barriers on the trade, and consequently, what impact their removal imight have,
Similarly, although the Generalized System of Preferences (GSP) may reduce tariffs for
developing countries, the tariff quota‘ceiling system operated by the EEC and Japan
effectively imposes quantitative restrictions on key imported tropical timber products, notabiy
plywood. Removal of this specific quota system, as proposed in the recent GATT -
negotiations, would probably have more of an impact on the trade in tropical timber: products
than a general *trade liberalization' through tariff reduction.

In addition, the tariff and other import barriers in developing countries for timber products
are generally much higher than those in developed market economies. For example, some
major exporting regions (e.g. Indonesia and Peninsular Malaysia} completely ban the import
of timber products. Complete liberalization of the trade would mean the removal of these
import barriers as well, and by no means would it be certain that there would be a net gain
for these exporters.!

As part of the LEEC study, a trade liberalization policy simulation was conducted to examine
the implications of a 10% across the boeard reduction in *transfer costs’, i.e. the difference
between export prices and import prices, as a proxy for the removal of both tariff and non-
tariff barriets to tropical timber products. The simulation also included the complete

! Malaysia and Indonesia have been using their export and import restrictions as 8 means to jncrease their
market power, notably to capture larger shares of the international non-coniferous plywood market. Most
likely, complete trade liberalization would undermine this menopoly position.
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removal of log export bans from Malaysia West (includes Peninsular Malaysia), Indonesiz,
the Philippines, Papua New Guinea and West Africa.” The main results indicate that:

. The reduction of tariffs and the elimination of bans increases global demand for
tropical hardwoods, with significant producer log price increases of about 20%.,

- Consumer countries also benefit, as the increased availability of tropical timber logs
internationally causes a significant decline in the prices of imported logs.

¢ However, as the tropical timber producing countries have little comparative advantage
* in processing, they also lose some of their processing capacity to their major
imporiers.

» As a result, there is 3 major shift in the pattern and distribution of tropical timber
~ product exports from the major Asian exporting regions, i.e. more log and less
plywood exports. The exception is Malaysia West, which becomes a substantial iog
importer in order to expand plywood exports.?

Thus the policy scenario suggests that trade liberalization would most likely produce
significant gains for importing countries, particularly those with log processing capacity.
The 1mpacts on tropical timber exporting countries are more mixed. In the policy scenario,
the tise in producer log price increases could act as important incentives for sustainable
timber management - but the scenario assumes that by the year 2005 policies promoting
sustainagble harvest levels are in place in Indonesia and Malaysm Without such policies,
higher pnmes could conceivably lead to increased ’ mmmg of remaining commercial timber .
TESCIVES in those countries,

However, general trade liberalization for tropical timber products may simply not be
politically realistic in the current global trade climate, Getting exporting and importing
countries to agrez to such wide-sweeping reductions in existing tropical timber trade
restrictions would be a very tali order. For example, GATT negotiations for removing just
one import restriction ~ the EEC plywood quota system - failed to obtain agreement on
specific actions. Exporting countries would also be exiremely reluctant to remove export
restrictions on logs, particularly if it would mean loss of processing capacity to importing
countries.

? The policy simulation was conducted using the the Center for International Trade of Forest Products
(CINTRAFOR) Global Trade Madel (CGTM) for forest products, which is mr.ludud in Annex K of Barbier o7
al. (1997},

* This reflects the imminent depletion of commercial inveatory in the region, forcing Malaysia West 1o
import logs to supply its processing industry.



In sum, complete removal of all export and import restrictions on the tropical timber trade is
simply not feasible, and in any case, may not be environmnentally desirable unless
accompanied by improved forestry policies and regulations. For example, the extent of non-
tariff barriers and their impacts on the trade is simply not well understood. However, even
eliminating the more *visible’ quantitative restrictions and tariffs across ail countries is
probably not realistic either. Both importing and exporting conntries will most likely
continue to employ trade restrictions as part of their national strategies for forest-based
industeialization and protection of domestic industries. Thus the *political will' for a general
liberalization of the tropical timber trade may simply not be there.

A more realistic approach would be to promote selective *trade liberalization' steps:

. Encouraging importing countries to revise policies that clearly discriminate against
tropical timber exporters, such as the tariff guota/ceiling system of EEC and Japan for
non-coniferous plywoed exports, For example, exporting countries that show
demonstrable progress towards achieving Target 2000 of sustainable timber
management could be allowed exemption from the quota penalties of such systems.
The same principle could be applied o other tariff and non-tariff barriers operated by
developed market economies on a case by case basis.

. Encouraging exporting countries to review the impacts of their trade restriction
policies on sustainable timber management, in particular the extent to which trade
restrictions exacerbate problems caused by poor domestic forestry regulations and
policies. Such trade restrictions should only be continued if: i) they do not appear to
be contributing to preater timber-related deforestation; and, ij) if the exporting
country demonstrates progress towards achieving Target 2000 of sustainable timber
manggement, most notably by implementing well-enforeed sustainable forest
management policies and regulations.

Pressures from environmental groups and consumer-led boycotts in developed market
economies are leading to seriaus consideration of 4 complete ban on the import or all tropical
fimber products, or at least a selective ban ¢n those products that are not *sustainably
procluced’. However, despite their popular appeal, the use of such bans would not be
appropriate for ercouraging sustainable management in tropical timber exporting countries,
There are several reasons for this.

First, producer countries argue, with some justification, that a ban on tropical timber
products is discriminarory; i.e. similar rules do not apply to the temperate timber trade. It is
unlikely that they would aliow such a policy option o be sanctioned by any multilateral
forum. As will be discussed below, without the cooperation of producer countries, an import
ban would most likely be arbitrary and unworkaeble.



To extend the ban to include both tropical and temperate product trade would be even more
unfeasibje. Those developed market econormies that produce temperate timber also tend o be
the most under pressure from environmental groups to instigate a tropical timber import ban.
Given that the giobal femperate market is much larger and highly competitive, the
governments in these countries would probably resist hurting the prospects of their own
forest industries by extending the ban to cover all timber product trade.

More importantly, there is substantial evidence suggesting that an import ban on tropical

~ timber products would be ingffective in reducing either tropical deforestation or the trade in
"unsustainable’ timber - and may be even counter-productive. Timber production is not the
major cause of tropical deforestation. Not all (and a declining share) of the tropical timber
produced is for export and an increasing share of tropical timber exporis is being absorbed in
South-South trzde. ‘This would snppest that, in TESPONSE 10 2 tropical imber ban imposed by
current importers, major tropical timber exporters {e.g. in Southeast Asia) may be able to
divert some timber supplies to domestic consumption, or to newly emerging export markets,
fairly easily, For those tropical forest countries where timber exports are not significant, and
are not a major factor in deforestation {(e.g. Latin America), a ban may have little impact on
timber management or overall deforestation. .

In fact, to the extent that a tropical timber import ban does affect the export of tmpical
timber products substantially, it would have little impact on the economic incentives for
sustainable management at the concession level, and may actually encourage poor -
management practices, Pomestic and market policy failures in tropical forest countries affect
the ’internalization’ of the user and environmental costs of timber harvesting by
concessionaires, Major policy changes in the forestry sector will be required to address these
issues, yet by imposing trade bans importing countries may reduce their political leverage in
influencing policy makers in producing nations.

Although in the short run a trade ban may reduce pressure on tropical forests through lower
production for the trade, in the medium and long run a ban is likely to have a detrimental
impact. By eliminafing the gaing from trade, a ban on tropical timber imports would
decrease the vaiue derived from timber production and thus actually reduce the incentives for
tropical forest countries to maintain permanent production forests. Faced by declining export
prospects and earnings from tropical timber products, developing countries may decide to
convert more forests to alternative uses, notably agriculture. Thus the effect of the ban may
be to reduce log production and exports, but may actually increase overall tropical
deforestation in the medium and long term.

As part of the LEEC study the effects of a total import ban on a major tropical timber
producer, Indonesia, were simulated.* According to the results of the analysis, an import
ban would have a devastating impact on Indonesia’s forest industry in the short term {see

* 8ee Annex [ in Barbier of ol (1553).



Table 2). Although there wounld be significant diversion of plywood and sawnwood exports
to domestic consumption, this would be insufficient to compensate for the loss of exports.
Net production in both processing industries would fall. Given its export orientation, the
plywood industry would be particularly hurt - reducing its output by over 40%. Net
production losses in the sawnwood industry would be closer to 10%. The overall effect is to
lower domestic log demand in the short term by around 25-30%.

The policy scenario is of course assuming that the import ban is 100% effective. Itis
uniikely that all importers of Indonesia’s tropical imber products - many of which are also
newly industrializing or producer countries with processing capacities - would.go along with
a Westerm-imposed ban. In any case, one would expect that over the longer term there
would be some diversion of Indonesian plywood and sawnwood exports to either new import
markets or existing markets that prove o be less stringent in applying the ban (e.g. other
developing or newly industrializing countries).”

The long-term implications of an import bar: on tropical deforestation are also not
encouraging, Even if the ban is 100% effective in the short term, any reduction in tropical
deforestation resulting from lower levels of timber harvesting is likely to be short-lived. A
total import ban would cause a major diversion of Indonesian timber products to meet
domestic demand. Although in the short term net production of wood praducts, and thus log
demand, would fall, this situation would not necessgarily be sustained over the long mn.
Ever if this is not the case, the ban may be ineffective in permanently reducing tropical
deforestation because: i) fimber production is not the main source of deforestation in.
Indonesiz; and, ii) as the value of holding on (o the forest for timber production decreases
the 1noentwes to convert more of the resource to alternative nses such as agncultum wﬂl
increase.5

Many of the problems associated with a complete import ban on trapical timber producl:s
would also apply to a selective import ban on *unsystainably’ produced timber alone. A
selective import ban would also fail to provide the appropriate economic incentives for
sustainable management at the forest level, and may also be counter-productive, for the
similar reasons outlined above for a complete ban, namety:

. Diversion of trade to other markets (domestic, export markets without bans, etc.), If
these markets are for lower value products, producer countries may need to supply
higher volumes of tropical timber t© generate substantial eanings, thus leading to
more pressute on timber resources.

* These effects cannot be captured explictily in the model.

¢ For further discussion, see Barbier {1993), Constantino (1990), Vincent (1990) and Annex [ in Barbier
al. {1953).



Table 2. Indonesia - Timber Trade and Tropical Deforestation Simulation Model

Policy Scenario - Import Ban and Revenue Raising Taxes (% Change over Base Case)

1% Revenue [5% Revenue

Raising Import |Raising Import |
Tax b/ 5

ey bles

1. Prices (Rp/or)

Log border-eguivalent price (unit vakue)
Sawnwood export price (unit value)
Piywood export price (unit value)

2. Quantities 004 m?)

Log production - 2833% | 0.04% - 0.19%
Log domestic consumption - 21.371% | 0.04% - 0.18%
Sawnwood production - 1064% |- 0.03% - 0.14%
Sawnwood exports - 100.00% |- 0.23% - 1,12%
Sawnwood domestic consumption 30.01% 0.06% 0.30%
Plywood production - 43.84% |- 0.04% - 0.22%
Plywood exporis - 100000% |- 0.10% - 0.51%
Plywood domestic consumption 214.51% 0.23% . 1.12%

3. Deforestation (km?)

Total forest area . - 0.00% ¢of 0.01%
Annual rate of deforestation - - 0.41% 0.72%

Notas: &/ Larpe price changes were nsad deliberately to constrain sawnwood and plywood exparts to zero in
this gitmtletion snd therefore are no longsy endogencasly generated by the model. Also, the functional
form of the deforestation equation and its estimation using regional panel dats imply that the largs
changes in log production associated with the import ban scenario cannot be usad 1o predict reliablely
the effects on forest cover and deforestation. Thus both price and deforestation effects are climinated
from this policy scenario simulaticn.

b/ A total of US$23.1 million (1980 prices} in reveaue would be mised, with US$5,8 illion and
1J8$17.3 million from Indonesian sawnwood and plywood exports respectively.

e/ A negligible increase over the base case forest cover of 33 sq km.

d/ A tote] of US$113.9 million (1980 prices) in revenue would be raised, with US$28.5 million and
1I8$85.4 million from Indonesian sawnwood and plywood exports respectively,

Source: Annex I in Barbier er ol (1993).




. Lower political leverage of importing cowntries to influence forestry policies in
producer countries,

. Little positive reinforcement of the incenrives for sustainable managemeny, Selective
bans would have an immediate impact on a country’s ability to derive value from
timber production, and would act 28 a disincentive in the medium and long term to
maintaining tropical forests for timber production, as opposed to conversion to
agriculture and other uses.

. Generate incentives 0 circumvens the ban. There is generally high elasticity of
substtotion for topicat tmber products from different sources of origin, particolarly
for higher valued products such as piywood.” Thus producer countries would gain
significantly if they could ‘pass off’ their *unsustainably’ produced timber as

"sustainably’ produced.

Moreover, selective bang have the additional complication of the need for a ron-arbirrgry and
workable international certification process to distinguish ‘sustainably’ versus "unsustainably’
produced. tropical timber products.® Given the Iack of data on forest inventories and offtake
levels, such certification would be extremely difficuilt to establish in the near future without
the cooperation of producer couniries. However, there s little incentive for producer
countries to participate in this process if it leads to an import bar on their products. Without
this data, a selective ban could not possibly succeed. In addition, an effective monitoring
and evaluation system would be required to enforce a selective import ban. No such
mechanism currently exists or is likely to be implemented it the next few years. Again,
cooperation by producer countries, which wouid be fundamental to the success of the
verification system, is unlikely to be forthcoming. Finally, a selective tfade ban is unlikely
to be acceptable in the international political arena - particnlarly as producer countries will
dismiss it as discriminatory.

itativ: jction

To some extent quantitative restrictions are similar 1o trade bans, but usually take a less

severe form. However, a 100% restriction oo the quantity of trade is effectively the same as
a complete ban on all international trade in tropical timber. Thus, to a large extent, many of
the problems associated with tropical timber trade bans also apply to quantitative restrictions.

Two gquantitative restrictions are waorth briefly examiming: i) quotas 1argeted 1o specific

product categories, such as timber products derived from endangered species; and, ii) quotas
conditional on the level of sustainable offtake of specific species.

L

7 Bvidence on these elasticities is presented in Section 4 of Burbiss & al. (1993).

¢ As a number of trade policy options require a similar process in order to be effectively 1mplemnnl:e=d we
the issue of cervification is discussed separately below.
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At the 8th Conference of Parties to the Convention on International Trade in Endangered
Species (CITES), several tropical timber species were proposed for the Appendix I and IT List
of CITES (ITTC 1992b). Species given an Appendix I listing are effectively baaned from
commercial trade, or only anthorized "in exceptional circumstances”. Species listed on
Appendix II are subject to strict regulation ™in order to avoid utilization incompatible with
their survival®. Of the species proposed for listing at the meeting, Intsia spp (mersbu),
Gonystylus bancanus (ramin), Swietenia spp (mahogany) and Pericopsis elatg {aformosa) are
internationally traded in significant volumes, including by producer countries that are
members of ITTO. Not surprisingly, these proposals - which were put forward mainly by
representatives of developed market economies at the Conference ~ were strongly opposed by
the producer countries affected,

Studies of previous attempts by CITES w use quantitative resirictions and bans to regulate
the trade in endangered species suggest that this approach has not been an effective means of
control to date (Barbier ez af, 1990; Burgess 1992). Problems of monitoring and
enforcement are exacerbated when the producer countries affected either oppose this
approach or do not receive adequate incentive (i.e. compensation) to participate. For
example, at the 8th CITES Conference, Ghana and Cameroon opposed the proposed
Appendix II listing of aformosia, and subsequently informed the Conference that the timber
trade was outside the scope of their countries’ CITES managing authorities (FFTC 1992b).
The lack of compliance by producer countries undermmes the effectiveness of such policy
options.

Similar problems. of incentives for management, enforcement and monitoring will exist for
any import quotas based on the level of ’sustainable’ offtake of specific species that are
imposed without the cooperation of tropical timber producing countries. For such a policy to
be workable from the outset, cooperation from producer countries in determining the
 scientific and trade data necessary for establishing quotas for sustainable offtake and exports
will be essential.

It might be possible to establish a more comprehensive trade mechanism that establishes
sustainable offtake export quotas for those species that are endangered, thus offering an
incentive to both consumers and producers o accept a controlled legal trade and to enforce
it. A properly constructed frade mechanism for each endangered species, using economic
mstruments such taxes and subsidies to manage trade where appropriate, coutd be designed to
enzble sufficient profits from the trade to be channelled back into producer states 1o
encourage management efforts, and to support improved monitoring of harvesting and export
activities (Burgess 1992). However, full acceptance of and adberence to any such
mechanism by affecied producer countries are essential to its success in terms of promoting
comphiance with export regulations and on cooperation between exporters and regulating
agencies.

In sum, the use of Quantitative restrictions to regulate the trade in tropical timber products
can suffer many of the same problems associated with complete and selective trade bans.
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Although banning or controlling the trade in specific imber species may be a necessary short
term response if the species are endangered, more effective and innovative long terms
solution for management of the trade are required. A more comprehensive trade mechanism
that establishes sustainable offtake export guotas for endangered tropical timber species
would offer a better incentive to both importers and exporters 10 accept a controlled legal
trade and to enforce it.*

Trade Taxes

An international trade tax would be a powerful means of increasing the costs associated with
trading tropical timber products. Such a tax could be implemented at either the exporting or
the importing end of the international tropical timber trade. In order for this tax to be
effective in achieving a reduction in the amount of tropical timber products traded, it would
have 10 be sufficiendy high encugh to stimulate producers and consomers W change their
patterns of resource use. However, where the tax is implemented will effect the extent to
which the costs of the tax is passed on to the producers or the consumers.

An international trade tax on tropical timber products suffers from the same sort of probiems
of implementation and effectiveness as faced by trade bans and quantitarive restrictions (see
above).

First, it is unlikely that tropical timber exporting countries would endorse an international tax
that would discriminate against tropical timber products. As noted, that these countries have
employed their own export taxes on selective products {2.g. log exports, and more recently
sawnwood exporis). However, the main purpose of such policies has not been to reduce the
gverall trade in trapical timber products, or for that matter timber-related tropical
deforestation, but to change the partern of their tropical timber exports 1o higher valied
preducts - thus stimulating wood-based processing industties.

Second, a tropicat timber trade tax would in any case probably be ineffective in reducing
timber-related tropical deforestation - for the same reasons outlined above in the discussion
of trade bans. In the short run, producer countries may increase their volumes of exports to
maintain their level of foreign exchange earnings, Most likely, an overall frade tax might
reduce the incentives for sustainable timber management, as the tax would lower the net
returns from production and trade. As a result, the tax may actually prove to be counter-
Pproductive by encouraging the conversion of permanent production forests and any remaining
*virgin' forest areas to alternative uses in the long run,

It is often argued that some of these problems associated with an indiscriminately applied tax
on all tropical timber products could be avoided by a tax imposed selectively on
*unsustainably® produced tropical timber products. For example, selective import duties or

9 As an ancouraging siga, at the 8th Conference, the ITFQ representative noted and weleomed the call made
vy several (povernuent) Pariies for incrensed cotperatiom between CITES and TTTO (ITTC 19924,
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. tropical timber products could be applied, but sustainably produced timber could be allowed
in importing markets duty free. However, as argued in the case of selective bans and
guantitative resirictions, there are obvious problems of cersfication, monitoring ang
enforcement that need to be sorted out - along with the political feasibility of such an
approach. The issue of certification is an important one, and is discussed in more detail
below,

The economic impact of an import tax on tropical timber was analyzed in a policy simulation
for the LEEC study (see Annex K in Barbier er al. 1993). The policy scenario simulates the
tax by assuming a 10% increase in the transfer cost® of products reaching destination
countries., ‘The results supgest that:

» Some product exports are expected to be driven out by competition with domestic
supplies.

. Log prices in consumer countries rise but fall in producer countries. As a
consequence, most consumer countries reduce their imports of tropical timber logs.

* With such a large impact on log imports for their processing industries, consuming
country demand for processed products results in a small increase in tropical plywood
exports, at least initially. However, as this import demand slackens and as log
scarcity in producer countries becomes binding, tropical plywood exports fall
significantly after 1995.

. All tropical hardwood suppliers suffer a decline in production, at least initially,
Indonesian production declines up to 2 mn ™ compared to base case projections.
However, the declines are not permanent in all regions. For example, Malaysia East
(includes Sabah and Sarawak) experiences an initial decline of 4 mn m?, but its log
production generally exceeds the base case scenario after 1995,

. The net effect of log production declines in producing countries, distortions in trade
patterns and falling producer prices for tropical timber harvesting will be Iess
motivation to manage production forests sustainahly, as well reduced revenue to
finance these investments.

In sum, a trade tax on tropical timber products would not be an effective means of
encouraging sustainable production forest management, and may even be a disincentive for
sustainable management.

Trade Subsidies
Unlike a tax, a trade subsidy essentially reduces the costs associated with the trade and

“encourages higher levels of trade in tropical timber products. It is argued that a subsidy
could be used on differentiated products that are traded internationally to alter patterns of
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trade. For example, a subsidy could be levied on *sustainably produced’ tropical timber in
order to encourage the trade in products produced from this timber than from unsustainably

managed tropical forests.

The rationale for a trade subsidy applied to sustainably ma.nagﬁd fimber usua\ll;!.r rests on the
arguments that:

* sustajnahle management of productian forests will in most instances add to the cost of
logging; and,

. prices at the consumer end of the trade chain are not be high enough to create enough
value at the forest end of the chain to create the incentives for sustainable
management, or if prices are high enough at the consumer end then the international
distribution system of the net retumns leaves too Listle at the forest level to encourage
susiainable forest management.

These issues were recently discussed at an ITTO workshop on trade-related incentives held in
Melbourne (ITTC 1992d). The report of the Melboume Workshop argued that only "if the
trade is not and cannot be capable of financing sustainable management in both the revenue
generation and distribution aspects should the matter of incentives based on subsidization
come into the reckoning”., However, the Workshop also concluded that there is currently
very little empirical verification that the above arguments are correct. The only indisputable
fact is that "for industrial timber production fo be sustainable, harvesting must have a very
Iow impact™.

For the LEEC study, the implications of sustainable management restrictions were examined,
using the policy simulation model of Indonesia (see Annex I in Barbier ef al. 1993). A
surprising result of the analysis is that, even if increases in logging costs of 25 and 50% are
assumed, the resufting impacts on the rest of Indonesia’s forestry sector, including its
processing industries and production, seem to be much less (see Table 3). In particular,
Indonesia’s sawnwood and plywood exports appear to be the least affected by the increased
harvest costs, which would suggest that externg] demand factors exert an important counter-
acting influence. The impacts of the increased harvesting costs would presumably be less
severe if sustainable management is “phased in* over 2 number of years. In contrast, there
appears to be some direct reduction in mber-related deforestation, but even this may be
outweighed by the improvement in forest management and protection resulting from
qualitative changes in timber stand management practices and ownership. The Indonesian
example would suggest that the need for a trade subsidy is less serious than many believe.

A major probiem is that a subsidy for *sustainably’ produced timber exports could easily
become a disguised means of trade promotion. International competitors would insist on
verification that this policy is subsidizing sustainably managed timber only and that the
additional costs of producing this timber justifies such a subsidy. This would again require
careful and internationally agreed monitoring, enforcement and certification procedures. In
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Table 3. Indonesia - Timber Trade and Tropical Deforestation Simulation Model

Policy Scenario - Sustainable Timber Management (% Change over Base Case)

Key Variables

1. Prices (Rp/m”)

Log border-equivalent price (unit value)
Sawnwood export price (unit value)
Piywood export price (unit valne)

2. Quantities 000 m’)

Log production - 0.94% - 1.87%
Log domestic consmmnption - L37% - 2.73%
Sawvnwood production - 1.39% - 31%
Sawnwood exports - 1.03% - 2.05%
Sawnwood domestic consumption - 2.28% - 4.55%
Plywowt production - (0.87% - 1.73%
Plywood exports - 0.38% - 0.75%
Plywood domestic consurnption O 312% - 6.24%

" 3, Deforestation (km?)

Total forest area 0.02% t 0.04%
Annual rate of deforestation o 2.28% - 4.23%

Source: Annex I in Barbier er gl (1993).



addition, as the Indonesian example illustrates, it is not all that ciear that increased harvesting
costs put exporting fnber-processing industries at a competitive disadvantage. Thus simply
because harvesting costs may increase as a result of sustainable management practices does
not necessarily justify the use of trade subsidies for exported tropical imber products. In
addition, trade subsidies may in fact encourage inefficient resource use and have a
detrimental impact on the forest base.

In sum, trade subsidies ought to be a last resort, and in any case, are "no substitute for
forest-related incentives” (ITTC 1992d). If the problem is one of increasing the net relums
and incentives at the forest management level for sustainable production, then priority should
be piven to correcting domestic market and policy failures in producer countyies that
discriminate against such management practices. Existing trade policies in those countries
that exacerbate *unsustainabie’ and inefficient management should also be reviewed and
corrected. Progress toward sustainable management should come first before any
consideration of trade or production subsidies be entertained.

However, (o the extent that additional revenue needs to gained from the fropical tmber trade
or through non-trade related sources to improve the incentives for sustainable management of
production forests, then mechanisms to raise this revenue ought to be explored. This issue is
discussed next, focussing on the extent to which each revenue-raising measure car be used to
complement the forest-related incentives for sustainable management,

Measures to Raise Revenues for Sustainable Forest Management

The main rationale for providing financing for assisting tropical forest countries in moving
towards sustainable forest management is that there is an important principle of irternational
compensarion at stake. There are essentially three reasons for this argument;

. Ii is often claimed that timber exporting countries réceive an insufficient share of the
returns from tropical timber product exports - at least o incur the additional
harvesting costs and other economic impacts of sustainable timber management.

* Implementation of the foresiry policies and regulations required to ensure the proper
enforcement and monitoring of sustainable management of production forests will
impose substantial additional costs on producer countries that they will find difficult to
afford.

»  To the extent that all nations benefit from the giobal external benefits resulting from
sustainable management of large tracts of tropical forest lands, then the international
community should compensate producing nations for the loss of potential income that
they would incur by reducing tropical deforestation, timber sales and conversion of
forest land to other unses,
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As noted in the discussion of trade subsidies, the first point is difficult to substantiate, As
will be discussed further below, the issue may be less wo do with whether the unegual
distribution of revenues aiong the chain of trade reduces the incentives for sustainable
management of the forest level but whether any éxcess revenues along the chain can be
tapped for addirional fimds to assist sustainable management of tropical production forests.

The second and third points are much more relevant to the argument for international
compensation. Itis now generally accepied, as well as enshrined in the Forest Principles of
the 1952 UNCED Conference, that compensating tropical forest countries for their role in
maintaining a resource that has value on a global Jevel is a fundamental basis for multilateral
policy action. However, the second and third points also suggest that compensation is
needed by tropical timber producing countries for the income they may forego in protecting
their forests and for the additional costs incurred in implementing sustainable management
practices for their production forests. This has to be demonstrated empirically.

A policy simulation for the LEEC study was conducted to indicate the additional economic
impacts to tropical forest countries of “setting aside’ some of their forest resource base (see
Annex K in Barbier ef al. 1993). Essentially, this was simulated by a reduced timber supply
scenario where the inventory of commercial tropical hardwood resources is reduced by 10%
- which is aqmvalmt to land being taken out of product forests and permanently protected.
The result is that severe shortages in fog production and higher sawlog prices are experienced
in tropical forest regions, notably in Malaysia and Indonesia. The model indicates that such
reductions in supply would result in a loss of wealth for tropical Ember producing countries.
Over the long run, permanent set asides would mean that the remaining production forest
inventory could not support as high a level of sustamabla harvest as under base case
projections,

There are also indications that the additional costs required to implement sustainable forestry
management policies and regulations are significant. Drawing on the work by Poore et i,
(1989), a rough assessment of the resources needed by producer countries to attain
sustainability by the year 2000 was conducted on bekalf of ITTO (Ferguson and Mufioz-
Reyes Navarro 1992), The estimates are shown in Table 4. Although preliminary and very
approximate, they show that an additional US$ 330.1 mn is required each year in order to
assist producer countries of ITTO in attaining the Year 2000 Target. Moreover, at best the
estimates are an indication of only the minimom financing required.

Sizable though this figure may seem, it is less than the estimated amount required for
sustainzble management of gl tropical forest resources. For example, Agenda 21 of the UN
Conference on Environment and Development (UNCED) has estimated that international
financing of over US$ 1.5 bn annually will be required by tropical forest countries to reduce
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Table 4
Sustainability by the Year 2000

Policy Actions Needed

Estimates of the Resources Needed by Producer Countries to Attain

| Securing the Permanent Fﬂlﬁt Estate
| Mapping

Inventories

Production and consumption

Land use planning

Policy and | legislation

Implementing Sustainable Forest Management
Demonstration forests
Iplemenon {mid-range)

Improving Resource Utilization
Tnals and nussmns

Improving ﬂ'le Sucla] and Political Env:mnment
| Social sciences
Political and consumer awareness

| Strategy Plans and Prugrm Reports

Addltmual
60.2 191.3
0.0 6.0
7.3 28.2
2.1 5.0
0.8 19.3
5[} 0 32 8
84.0 108.5
4.0 26.0
80.0 82.5
1.0 13.0
1.0 13.0
0.0 5.1
0.0 4.4
0.0 3.7
| 40 9,2
149.2 | 330.1

4.4

|37
T o |

479.3

* Existing resources are estimates of preducer country expenditures based

on the current status of activities undertaken, including those using external

funding.

Source:

ITTC (1992) based on Ferguson and Mufioz-Reyes Navaro (1992).



deforestation (ITTC 1992c).”® Using these two estirnates as the broad 'bounds’ on the type
of financing required, we sugpest that additional funds required by producer countries to
implement sustainable management of their tropical forest resource 0 be in the range of US$
0.3 10 1.5 bn annually.

Although these figures would suggest the need for additional financial assistance for producer
countries, the real issue is whether the financing ought to be raised from the tropical timber
trade or from other sources. There are essentially three policy options available: i) re-
direction of existing revenue from the tracde; ii) appropriation of additional revenue from the
trade; and iii) additional funding from sources external to the trade. Although these policy
options are not necessarily mutually exclusive, they will be assessed in turn,

A recent study for ITTO conducted by the Oxford Forestry Institute ({OFT) has argued the
case for a fax rmmgfer of revenue from the trade between consumer and producer countries
(OF1 1991). The main rationale behind the transfer is that:

. Revenues from stumpage (xoyaliies) and other faxes accming o producer country
govemments from tropical timber production and trade are often low in relation to the
eonsumer value of products; i.e., producer country governments capture a low
propoertion of the total economic rent earned through the trade,

. Revenues from taxes ont imported tropical timber products accruing to consurmer
govemments, such as value-added tax (VAT), are relatively larpe.

. Consequently, a relatively modest reduction in the rate of taxation at the consumer
end of the chain would allow a reasonably large increase in the stumpage value of the
resource withowt affecting the end price of the resource.

Table § jllustrates how the tax transfer might work. In the current scenario, producer
country governments are assumed to colfect a royalty of USS$ 9 per m®, and consumer
country governments impose a VAT on final products of 15%. However, in the tax transfer
scenario, VAT could be reduced 10 7.5% and the royalty increased to USS 30 per m’ - and-
the final price would be left unchanged. Depending on the product, tax revenues of the
consumer couniry povermnments wnuld fall by 13-18%. These losses are offset by important
incentives:

¥ The proposed international financing is for, specificafly, sustaining the multiple roles and fuactions of all
types of forests, forest lands and woodlands (US$ 860 mn p.a.) enhancement of the protection, sustainable
managemt Srd conservation of all farests, the greening of degraded areas through forest rehabilitation,
afforestation, veforestation and other rehabilitation measures (US$ 460 mn p.a.); and prorooting efficient
utilization and azsessment to recover e full valuation of the goods and services provided by forests, forast
lands and woodlands {(US$ 230 mn p.a.)
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Table 5 Affects of a Tax Transfer on the Distribution of Value Added in the Timber Trade

LOG EXPORTS af

Producer country
operating cost
profits
gov't revenue

Consumer country
operating cost
profits
gov't revenue

Totals

TIMBER EXPORTS b/

Praducer country
operating cost
profits
gov't revenue

Cansumer country
aperating cost
profits
gov't revenue

Totals

PRODUCT EXPORTS b/

Producer country
operating cost
profits
gov't revenue

Consurner country
cperating cost

- profits
gov't revenue
Totals

Motas:

SHARE OF TOTAL VALUE (%)

Current

8.2%
B.7%
0.9%
' 2.8%
80.8%
40.1%
26.2%
24.5%
100.0%
100.0%

Current

i0.5%
7.5%
1.0%
2.0%

89.5%
40.4%
24.1%
25.1%

100.0%
100.0%

Current

35.3%
20.1%
8.4%
6.%%

64.7%

©19.3%
22.2%
23.2%

100.0%
100.1%

in consumer countries,

b/ Primary processing of timber in producer countries and secondary processing in

" CcONsuMmer countries.
cf Export of final product with all processing done in the producer country.

Source:

Tox transfer

11.1%
5.8%
1.1%
. 4.2%

88.9%
41.3%
27.5%
20.1%

100.0%
100.0%

Tax transfer

12.6%
7.7%
1.2%
3.6%

87.4%
41.5%
25.1%
20.8%

100.0%
100.0%

Tax transfer

37.1%
19.3%
9.0%
B.8%

62.9%
19.8%
22.8%
20.2%

100.0%
100.0%

Based on Figures 4.1, 4.2 and 4.3 in OFI {19921},

Change relative to
current share {94}

21%
3%
12%
58%

-2%
3%
5%
-18%

Change relative to
current share (%)

18%
3%
20%
B2%

-2%
3%
4%
-17%

Change relative to

. eurrent share {%)

5%
-4%
T %
29%

-3%
2%
. 3%
-13%

a/ Tropicatl logs exported by producer countries and all processing



. Due to the increased royalties, producer country govemnment revenues rise
dramatically, by 29-82%, which would provide additional resources for sustainable
management expenditures (see Table 4).

. The increased royalty would also raise the sale price of logs within producer
countries, which couid help to control over-exploitation of timber and inefficient use
of logs in processing.

. Despiie the increase in the price of logs, within the forestry sector of producer
countries profits would still rise modestly. A slight rise in profits from the trade
would also occur in the consumer countries,

In short, the main implications of & tax transfer would be to change significantly the
distribution of economic rents from the timber trade as an incentive for sustainable
management in producer countries. The main advantage would be that additional funds for
this purpose could be raised with Hrle or no effect on final product prices, As indicated in
Table 6, just under US$ 1.5 bn in additional funds could be raised by producer countries
through this means - closer to the "upper bound’ of the estimate financing for sustainable
management required by these countries.

However, consumer countries are likely to be concerned about the fiscal and political
implications of a tax transfer scheme. First, as Table 6 shows, consumer country
governments would have to forego over USS 3.6 b in wx revenues from the teade - more
than 2.5 times what producer country gpovernments gain in increased revenues, This implies
a substantial net Joss in revenue ‘captured” from the trade, Second, exempting tropical
timber products from VAT or other taxes could prove politically problematic in that it could
set the precedent for other goods being exempted from taxes on “environmental’ grounds.
Forest indusiries in temperate forest countries and their governments could also press for
similar treatment on the same prounds - the need for additional investment for sustainable
management or for compensation for past investment, '

Finally, consumer countries would insist on an internationally agreed monitoring and
enforcement system that would ensure that: i) producer countries did respond by raising
royalty fees; and i) the additional revenue raised was spent on sostainable forest management
expenditures. Cn the other hand, producer countries would consider too much external
supervision to be 'interference’ with their internal affairs and sovereign rights over their
resource base. Carefully negotiated bilateral and multilateral agreements would be necessary
to avoid confrontations and to make the system workable.

One possible variant on the tax transfer scheme would be a revenue transfer scheme, Rather
than lower their VAT or other taxes on the tropical timber trade, consumer country
governments could instead transfer directly some propartion, or all, of the revenue raised
through these taxes to producer countries. Although the consumer country governments
would still forego substantial revenues, they could ensure more direct control, and thus

17




Table 6 Revenue Transfers Available from Value Added in the Tropical Timber Trade, 1990
{US$ mn)

Processed

Log Sawnwood Product
Exports Exports Exports Total

FOB Export Value a/ 2,280 2.150 4,150 8,580
Final End Use Value b/ 46,588 29,189 12,858 88,635
Tax Transfer Scenario ¢/

Consurmer Country '
Currant govermment revenue 11,414 7,326 2,983 21,724

Post-transfer revenus - 9,364 - 6,071 2,587 18,033

Revenue lostitransferred 2,050 1,255 386 3,601
Producer Coungry _

Current govermnment revenue 1.211 584 887 2,682

Post-transfer revenue 1,957 1,081 1,132 4,130

ARevenue gained/transferred 745 467 244 1.457

Notes: af/ Based on Bourke {1992).
b/ Based an ratios of FOB value to final product value in OF (1921).
¢f Based on Table 5



leverage, over the allocation of funds to sustainable management. In addition, consumer
couniry governments would most likely have to forego less revenue if it were directly
transferred to producer countries to help them meet their US$ .3-1.5 bn target then under
the tax transfer scheme (see Table 6). As indicaled in the table, due to *leakages’ to other
sectors in the tropical timber trade, a tax transfer scheme would require consumer country
governments to forego around 2.5 times more tax revenue in order to allow producer country
governments to achieve their target.

However, a revenue transfer scheme would still require an internationally agreed monitoring
and enforcement system. Producer country governments would probably be more concerned
about the direct control and conditions that consumer country governments could assert over
a revenue transfer scheme. Producers would insist on full involvement in the establishment,
implementation and monitoring of any such scheme.

in sum, both revenue and tax transfer schemes are similar means of appropriating existing
funds from the tropical timber trade for sustinable management, Both have the atiraction
that they would allow substantial funds to be raised for producer country investments in
sustainable forest management withow affecting product prices significantly, However,
consumer countries are more likely to favour a revenue transfer scheme, whereas producers
may prefer the tax transfer scheme, Both would require international cooperation and
agreement over monitoring and enforcement procedures.

In recent years there has been renewed interest in the use of trade instruments in
appropriating additional tax revenue from the trade for sustainable forest management. One
study by the Netherlands Economic Institute (NEI) has indicated that a 1-3% surcharge on
the tropical timber imports of the EEC, Japan and USA would raise approximately US$ 31.4
to 94,1 mn with little additional distortionary effects (NEI 1989). If endorsed by a
multilateral forur such as the T1FO, the impori surcharge wounld be within GATT rules
through sub-article X3{(h}. A differentiated surcharge could also be imposed so that imports
of processed tropical hardwood products face less discrimination than logs, thus reducing
existing distortions from escalating tariffs, ‘The funds ratsed would most likely be transferred
to the ITTO for distribution, pessibly through specific projects and programmes, Other
forms of collecting additional funds were found by the study to be Iess desirable.

For example, imposition of an export levy by producing countries themselves has the
advantage of directly addressing the forest management systems of those countries, but
presents obvious problems of monitoring and evaluating success in achieving sustainable
management, If the funds were transferred to ITTO, transaction costs could be high, the
same rate would need to be implemented in all producer countries simultaneously, and less
funds would be mised than through ar impori surcharpe. A parafiscal tax on all timber sold
in consumer couniries has the advantages of taxing all kinds of timber equally, including
non-tropical products, and of generating large revenues at a low rate of taxation, However,
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such a tax has complications for extemnal trade policies (e.g. temperate forest countries could
claim unfair discrimination) and 'harmonization' of internal tax rates within trading blocs
(e.g. the EEC’s Internal Market Strategy). Finally, a voluntary surcharge collected by the
tropical timber tragde itself could raise funds transferrable to ITTO without requiring
additional national legislation. Unforfunately, compliance and effectiveness may be
diminished because of the current overcapacity and low net profit margins faced by many
international traders and wood processing industries; the lack of effective control measures to
ensure collection with equal efficiency in all consumer countries; and, the possibility of entry
and exit by traders in the industry to avoid payment (NEI 1989).

Buongiome and Manurung (1992) also examine the scope for 2 §% revenue-raising import
levy on tropicat tirnber by the Union pour le Commerce des Bois Tropicaux (UCBT) of the
EEC. The resuits indicate that tropical timber exporters would lose around US$ 44.8 mn in
trade earnings, with Indonesia and Malaysia suffering the worst, but importing countries
would earn US$ 87.7 mn in additional revenues. Thus, if the funds raised by the tax were
rebated to exporting countries, they could be made better off by over US$ 40 mn.
Moreover, a fax by UCBT countries would have little effect on total worid trade of tropical
timber products. The model shows that tropical timber exporting countries would
compensate for any declines in imports by UCBT countries through increasing exports to
non-UCBT countries.

One of the major concems of producer couniries is that any revenue-raising import
surcharge, even at very low levels, would be distortionary. In particuiar, if the tax was
levied by all importers, then there could be a more significant impact on total world trade of
tropical timber products. Moreover, such a tax would provide unfair protection to temperate
forest based industries of the developed market economies. For example, Buengiorno and
Manurung suggest that producer countries may prefer a tax on exports rather than an import -
surcharge by UCBT countries. This would give producers more direct control over the
proceeds of the tax. In addition, an export tax would affect all import market rather than
just one, thus spreading the costs of sustainable management to all producers and consumers.

To examine the impacts of an import surcharge on the export markets of a producer country,
the .EEC study conducted two policy scenarios involving a 1 and 5% surcharge respectively
on Indonesia’s timber trade (see Table 2, second and third columns). In the case of a 1%
surcharge, a total of US$ 23.1 mn (1980 prices) in revenue would be raised, with US$ 5.8
mn and US$ [7.3 mn from Indonesian sawnwood and plywood exports respectively, For fhe
5% surcharge, a tofal of US$ 113.9 mn (1980 prices) in revenue would be raised, with US$
28.5 mn and US$ 854 mn from Indonesian sawnwood and plywood exporis respectively.
When cumpared to the revenue estimates from the NEI (£989) study, the above figures -
suggest that, in the case of Indonesia, applying the import surcharge to plywood would
significantly raise the total amount of financing appropriated.

The resulis from the policy simulation also confirm that a small import surcharge would have
very litdle distortionary effects on Indonesia’s (tmber product flows and prices. There would
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also be a negligible direct impact on deforestation, However, around the 5% level, the
impacts of the sorcharge on exponts in particular would become more noticeable. Thus from
the standpoint of minimizing additional distortionary effects, the policy scenario confirms that
an import surcharge of less than 5% would be optimal.

A more pertinent issue is whether it is worth imposing an import surcharpe to raise revenue
for sustainable management of tropical forests. In the simulation model, the same result,
and thus the same amount of revenue, could be achieved if Indonesiz raised the money for its
own "sustainable management” initiatives by imposing a revenue-raising export surcharge of
1-5%.

In sum, the imposition of an export levy by producing counties themselves has the advantape
of directly addressing the forest management systems of these countries, as well as avoiding
the transaction ¢osts involved in international transfers, but prevents obvious prablems of
monitoring and evaluating success in achieving sustainable management. The countar-
argument is that an import surcharge not only has problems of transaction costs and
administration, but that it is also possibly discriminatory if it is limited only to the fropical
timber trade, Moreover, the import surcharge-cum-international transfer mechanism would
still require the cooperation of producer countries, as well as raise similar problems of
monitoring and evaluation of progress towards sustainable management and expenditures,

Finally, there is the issue of whether the amount of funds raised through any trade surcharge
would be adequate for the task, and whether it would be more appropriate avenue for raising
additional large-scaie funding ousside the timber trade altogether. ‘The studies undertaken so
far suggest that the amount of zer funds raised from a trade surcharge of 1-5% may fall short
of the approximate target of US$ 0,3-1.5 bn required annually by producer countries as
additional resources for sustainable management of their forest resousces,

iional Funding § External to the Trad

There is also a strong raticnale for additional funds to be made available to producer
countries for sustainable forest management from sources outside of the tropical timber trade.
Comprehensive international agreements, targeted financizl aid flows and compenszation
mechanisms to deal with the overall problem of tropical deforestation may ultimately
eliminate the need to consider intervention in the timber trade. Given that commercial
logging is not the primary cause of tropical deforestation, such approaches would avoid
unoegessary, and possibly inappropriate, discrimination against the timber trade. On the
other hand, a comprehensive tropical forest agreement seems much more difficult to
negotiate and raises its own problems of workability and effectiveness,”

I See Barrett (1990) for & general discussion of the difficolties involved in securing intérnational
eavironmental agysetnents.
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It is unlikely in this economic climate that a concerted international effort to increase
substantially bilateral or multilateral aid flows for sustainable production forest management
would be successful, given the rapidly diminishing aid budgets of the developed economies.
Nevertheless, there stifl remains the possibility of designing new sources of financizl
assistance that are separate from existing developing country aid budgets. The Forestry
Principles are effectively a stepping stone in that direction, and international commitments
through the Tropical Forestry Action Plan (TFAP) and Global Environmentat Fagility (GEF)
continue to reinforce the global interest in forestry and biodiversity protection. The case
cotld be made for more comprehensive intemmational agreements to raise revenues for
sustainable management of tropical forests, including production forests. The main focal
points of such agreements should be the development of alternative revenue-raising
mechanisms other than trade interventions or reliance on existing aid budgets.

For example, Amelung (1991) argues the case for the establishment of an international rain
forest fund, as proposed by UNEP, in order to avoid free-riding among non-tropical
countries. Similar arguments are put forward by Sedjo, Bowes and Wiseman (1991),
although their preference is for the establishment of a global system of marketable forest
protection and management obligations (FPMOs). Over the long term, intemational
negotiations leading towards an agreement for new revenue-taising mechanisms for

- sustainable management of tropical forests, including production forests, could be the most -
effective and equitable means for reducing global tropical deforestation. Although soch
negotiations are difficult and arduous, they may be the best hope of ensuring a global
commitment to contref tropical deforestation, as well as the sustainable management of
production forests,

Certification

Many of the trade policy options discussed above were concerned with using some form of
certification as a means to distinguish between ’sustainably’ and *unsustainably’ produced
fropical timber products. A comprehensive and internationally apreed certification scheme
therefore seems to be a necessary complement to trade policy options for sustainable forest
management,

However, the term certification has been used variously to mean;

" Product labelling - 1abelling all producis that include tropical wood with a label
indicating whether or not it is sustainably produced.

- Concession cenification - certifying all the timber produced by a specific ¢concession
to be *sustainably produced’.”

12 A cloze alternative to concession certificztion would be company certification.
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. Country censification - certifying all timber products from a country that can prove it
has begun complying with ITTO’s Year 2000 Target and its sustainable management
guidelines,

Mandatory product labelling - even if it is internationally agreed - is the most difficult of the
certification procedures to implement and verify. Given the vast array of tropical timber

- products traded, and the degree of processing involved in producing final products, it will be
extremely difficult to set up a workable product labelling scheme that will be internationally
verifiable. It is made more problematic by the fact that the end uses of tropical timber are
often not discrete products, but components of products and composites, as well as basic
structures, fixtures and fittings. The real danger is that any such scheme of product labelling
will essentially work as a powerful non-tariff barrier to discriminate against the import of
tropical timber in general. This will particularly be the case if it is implemented unilateraily
or on a piecemeal basis, i.e. by individual importers or by selective trading blocs, As
argued above, further restrictions on the trade in tropical timber products witl not be
effective in reducing tropical deforestation, and in fact may accelerate it.

Concession certification essentially involves: i) assessment of a forest concession in terms of
compliance with sustainable management guidelines; ii) monitoring of actual forestry
practices in the concession, including volumes sold and destination, up to the retail level;
and, 1ii} ensuring that each product produced with timber from that concession has
appropriate certification to verify its origin, In theory, the concession certification approach
appears to offer the best means of guaranteeing that the tropicat timber trade is commitied to
securing timber from only "sustainably’ managed sources. It has the possible attraction to
traders and timber companies of earning *brand recognition’ for buying timber supplies from
sustainably managed concessions. Promotion of this.fact could be an important *selling
point’ as part of the promotion of tropical timber products in consumer markets - much like
current campaigns to sell "organically grown'and ‘environmentally friendly’ products,
These positive features of concession (or company) certification suggest that there are
excellent incentives for *sustainably managed® concessions and companies to promote their
products through a voluntary labelling scheme. A group of countries, and even their host
producer countries, may even develop a common voluntary’ labelling scheme. Such efforts
are essentially elements of a good marketing and export promotion strategy. However, in
contrast, it will be difficult to make a comprehensive and internationally agreed concession
certification scheme, that is mandasorily imposed on all concessionaires of a producer
country, workable and effective.

First, there are extremely high costs of monitoring, enforcement and verification. Such a
scheme would therefore require substantial funding on an international level. More
importantly, concession certification would add substantially to the additional financing
already required to implement sustainable forest management. As discussed above, the
questions of who pays these additional costs, how the money ought to be raised, and how to
impiement such a mechanism are not easy to resolve - especially when not all concessionaires
in- producer countrics may be willing to aceept a mandatory scheme.
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Second, producer countries and companies may object to detailed monitoring of all aspects of
their forest industry production, from harvesting to processing to trade. 1t is unlikely that a
team of visiting imernational inspectors would be able to monitor the *wood chain® starting at
the concession level in all preducer countries on their own. In-country inspectors (such as in
the CITES system) would probably be also required, but there will inevitably be conflicts
over their Ievel and source of funding and over their degree of autonomy,

Third, concession or company certification in itself does not involve support for forest
management administration and services of producer countries. If anything, a comprehensive
mandatory scheme may impose additional costs on forest departments. Unless adequate
compensation is provided, the incentives to support or enforce the scheme by forest
personnel may be lacking.

Fourth, concesston-level monitoring also requires close monitoring of products at the retail
end of the trade, For consumer products made solely from one type of wood from a single
source, verification would be fairly straightforward. However, for composite products,
products containing one or more different tropical timber components, or for tropical timber
used as part of basic structures, fixtures and fittings, the process will be more difficult, The
additional costs incuzred in acquiring tropical timber with the appropriate certification may
make discourage its use compared to alternative materials in end use markets, Again, it is
possible that such a certification scheme will: i) act as a restriction on trade and use of
tropical timber for many final end uses; and &) increase the incentives to find "loopholes* or
cheat the scheme (e.g. obtaining similar timber from *unverified’ sources it the same
country; concessions re-selling’ timber from other sources; forging of certificates).:.

Given the difficulties with product labelling and concession certification, the most appropriate -
scheme at least initially would be country certificarion. The main point of such a scheme
would be to ensure that a producer country is implementing policies, regulations and
management plans that ensure substantial progress towards the Year 2000 Target. In return,
the tropical fimber products of that country will be certified as coming from a "Target 2000’
country, which should give them easier access to import markets in developed economies
{GHK/HDH/VDH 1992).

There are several reasons wiy country certification may be more effective and workable:
. Certification at the country level will be less costly and more éasy to implement
compared to other certification schemes. Periodic inspection tours by an

internationally certified teams, monitoring at custom pozts, reviews of forest policy
and management plans would probably be sufficient for such a scheme to be effective.

. Producer countries would find country certification more politically acceptable,
provided that:
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1)

i)

iii)

iv)

v}

vi)

under international auspices producer countries could belp determine the
certification scheme as well as any verification process;

the certificate of origin could then be issned by the exporting country, or
companies authorized by that country;

as it is effectively a narional sustainable management plan that is being
certified, it would be up to the producer country to address adequately the
problems posed by production from conversion forests, plantations, re-
afforestation and so forth, but once this plan is internationally verified, aff
timber products from alf types of forests in the country would be certified;

development of a national sustainable management forest policy and land use
plan would in turn support efforts by companies and concessionaires to
develop more sustainabie forest management practices, which they may then
chose to promote voluntarily through product labelling;

it would be up to producer country to ensure compliance with the sustainable
management plan, and in cooperation with *independent inspection’, the
relevant forest anthorities would have primary responsibility for monitoring
operations at the concession and industry level; and,

in exchange for adopting the scheme and being certified, an exporting country
would hope to receive improved access to international markets for their
"sustainably managed’ products, and hopefully, internatonal financial
assistance to implement their sustainable manapement plans. This would
provide an incentive for producer countries to adopt this policy approach.

Consumer countries may also find country certification more feasible to implement as:

i)

it)

iii)

under international auspices, such as ITTQ, consumer countries could help
determime the cerfification scheme as well as any verification process;

" individual timber trade products would not have to be certified - all trade

products from a certified country could be safely imporied, and any inspection
could be conducted as routine port of entry (i.e. customs) procedures;

consumer countries would be assured that country certification would require a
policy commitment by producer country povernments 10 manage their
production forests sustainably under the ITTO guidelines and Target 2000,
viable national plans to implement this policy, and a mandate to correct
domestic market and policy faitures that eacourage timber-related
deforestation: and,




fii) it would be easier to target bilateral and maltilateral financial assistance for
sustainable forest management - i.e. such flows could now be conditional on
producer countries complying with the certification scheme.

In sum, an internatiopally agreed certification scheme ought o be used as a means to
facilitate trade in sustainably produced tropical imber - not as a means 1o restrict trade,
Mandatory product lzbelling and concession certification are too cumbersome and restrictive
to assist trade-related incentives for sustainable management, and may also fail to gain
adequate producer country ¢opoperation. On the other hand, country certification would
require the active participation and verification of producer countries. Moreover, a couniry
~ certification, scheme may also support efforts by companies and concessionaires to develop
more sustainable forest management practices, which they may then chose i promote
voluntarily through product Iabelling, In exchange, producer countries could qualify for
additional financial assistance t implement sustainable management plans, as well as be
assured of better market access for their exponis.

Conclusions

This paper has provided a brief assessment of the vadous irade policy options analyzed in the
LEEC study {Barbier e ¢l 1993). A summary of the timber trade policy options, and their
advantapes and disadvantages in promofing sustainable tropical forest management, is
provided in Table 1.

The general conclusion is that additionai tropical timber trade policies do have a role in
fostering trade-relared incentives for sustainable management. Trade policies will be the
moyt effective ift -

a they are employed in conjunction with and complement improved domestic policies
and regulations for sustainable forest management within producer countries;

» they improve rather than restrict access to import markets for tropical imber preducts
~ 50 as o ensure maximum value added for sustainably produced tropical timber
exports; and,

. they assist'pmdum countries in obtaining the additional financial resources required
to implement comprehensive national pians for sustainable management of tropical
producticn forests.

More specifically, the main conciusions of the assessment of trade policy options are:

* There is very litile evidence to suggest that the option of *doing nothing” will
encourage greater trade-related incentives for susiinable management of tropical
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production forests, or is the appropriate response given curent trends in tropical
deforestation and rade,

The problem with restrictive trade policy interventions, such as bans, taxes and
quantitative restrictions, is that if they are applied indiscriminately across all tropical
tmber products, they will reduce rather than increase the incentives for sustainable
timber management - and may prove actually to increase overall topicat
deforestation. ’Selective’ interventions, such as those that distinguish between
"sustainably’ and 'unsustainably’ produced timber, would also work to restrict trade
and thus should also be avoided.,

Banning or controlling the trade in specific timber species may be a necessary short
term response if the species are endangered, but more effective and innovative long
terms solution for management of the trade are required. A more comprehensive
trade mechanism that establishes sustainable offtake export quotas for endangered
tropical timber species would offer a better incentive to both importers and exporters
to accept a controlled legal trade and to enforce it.

Trade subsidies to support sustainable management goals would also probably be
distortionary and could lead to problems of disguised protectionism and encourage
inefficiency in the forest sector. Progress toward sustainable management in producer
countries should come first hefore any consideration of trade or production subsidies.

General liberalization of the trade in tropical timber producis is probably not feasible.
However, producer countries that show demonstrable progress towards achieving
Target 2000 could be allowed better access 10 importing markets through the removal
of specific tariff and non-tariff barriers on a case-by-case basis, Similarly, in
demonstrating compliance with Target 2000, producer countries should be asked to
review the implications of their own tropical timber export policies and restrictions
for both timber-related tropical deforestation and international markets.

However, there is evidence that producer countries will require additional financing of
around US$ 0.3 to 1.5 bn annually to implement sustainable management plans for
.their tropical forests, including production forests. Moreover, the international
community led by the developed market economies ought to provide this assistance,
given the global values attributed to tropical forests. In the current economic and
political climate, new forms of assistance other than traditicnzl bilateral and
multilateral aid flows will probably be required.

A revenue-raising surcharge could be levied at either the exporting or importing end
of the trade. Trade distortions would be minimized if the surcharge was kept to
under 5% of the value of the trade. Unfortunately, the net funds raised may be well
below the annual target of US$ 0.3-1.5 bn. However, the trade shoufd not be




'expested to pick up the total t2b for financing sustainable management of tropical
forests, but rather make a contribution towards it.

If additional revenue were to be mised from the trade, the distribution of existing
funds appropriated by consumer country governments, either through a rax or revenue
transfer, would be feasible. Consumer countries would probably prefer the latter, and
producer countries the former.

In the medium and long term, more comprehensive mechanisms and international
agreements for raising revenue external to the trade to combat the overal! problem of
tropical deforestation will have to be examined. Possible mechanisms include the
establishment of a tropical forest fund or a global system of marketable forest
protection and management obligations.

Finally, any promotion of trade-related incentives for systainable management will
have to consider an appropriate certification scheme. Product labeiling and concession
or company certification are too cumbersome and restrictive to assist trade-related
incentives for sustainable managerment, and may aiso il to gain adequate producer
country cooperation. On the other hand, country certification would require the
active participation and verification of producer countries and satisfy consumer
demand for a sustainably managed supply of timber producis. In exchange, producer
countries could qualify for additional financial assistance to implement sustainable
management plans, as well as be assured of better market access for their exports.
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Bruce A. Aylward and Edwarnd B. Barbier
What is Biodiversity Worth to a Devehoping Country? Capturing the Pharmacentical
Value of Species Information

Edward B Barbier, Joanne C Burgess, Nancy Bockstael and Ivar Strand
The Timber Trade and Tropical Deforestation in Indonesia

Edward B Barbier

Policy Issues and Qptions Concerning Linkages Between the Tropical Timber Trade
and Sustainable Forest Management



LONDON ENVIRONMENTAIL ECONOMICS CENTRE

GATEKEEPER SERIES

The LEEC Gatekeeper Series highlights key topics in the field of environmental and resource
economics, Each paper reviews a selected issue of contemporary importance and draws
preliminary conclusions of refevance to development activities, References are provided to
important sources and background materials. The Swedish International Development
Authority (SIDA) funds the series, which is aimed especially at the field staff, researchers
and decision-makers of SIDA and other development agencies. All Gatekeepers are priced

£2.50 unless otherwise stated.

GK 39-01 David W, Pearce

Jupe 1989 Sustpinable Development: an Econgimic Perspective

GK Be-02 Edward B. Barbier

August 1989 The Economic ¥alue of Ecosystems: 1 - Tropical Wetlands

G 82-03 David W. Pearce

Cictober 1930 The Polluter Pays Principle

GE 89.04 Joaone C. Burgess

November 1939 Economicy of Controlling the Trade in Endsmpered Species: The African Elephant

GE 50-01 Edward B. Barbier

March 1990 Natural Resource Degradation Policy, Economics and Management

GK 9101 Edward B, Barbier

Janpary 1991 The Economic Yahue of Ecosystems: 2 - Trapical Forests

GEK 21-02 Joshun Bishop, Bruce A. Aylward and Bdward B. Barbier,

May 1991 Guidelines for Applying Environmental Economics in Developing Countries

GK 21-03 Bruce A. Aylward )

Tune 199] The Economic ¥aloe of Ecosystems: 3 - Blological Diversity

GK 9104 Dovid W, Paarce

May 1991 Afforestation and the Greenhouse Effect: The Economics of Fixing Carbon by
Growing Trees

GK %201 Joshua Bizhop

March 1992 Economic Analysis of Soil Degradation

GR b2-02 Edward B. Barbier

Septsraber 1992 The Nature of Economic Instruments: A Briel Overview

GK 92-03 James P, G, Spurgeon and Bruce A- Aylward

October 1982 The Econvmic Yalue of Ecosystems: 4 - Coral Reefs

GK ¢2.04 ~ Douglas Southgsate

December 1992 The Rationnlity of Land Degradation in Latin America: Some Lessops from the

Ecuedorian Andes
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BOOKS

Edward B. Barbier
Economics, Natural-Resource Scarcity and Development: Conventional and Alternatwe
Views, Earthscan, London, 1989 (paperback £17.50)

The history of environmental and resource economics is reviewed; then using insights from
environmentalism, ecology and thermodynamics, Barbier begins the construction of a new
gconomic approach to the use of natural resources, particuiarly to the problem of
environmental degradation. With examples from the global greenhouse effect, Amazonian
deforestation and upland degradation on Java, Barbier develops a major theoretical advance
and shows how it can be applied. This book breaks new ground in the search for an
economics of sustainable development,

David W. Pearce, Anil Markandya and Edward B, Barbier
Blueprint for a Green Economy, Earthscan, London, 1989 (paperback £8.95)

This book was inittally prepared as a report to the Department of Environment, as pa.rt of
the response by the government of the United Kingdom to the Brundtland Repori, Our
Common Future. The government stated that: °...the UK fully intends to continue building
on this approach (gnvironmental itnprovement) and further to develop policies consistent with
the concept of sustainable development.” The book attempts to assist that process.

Edward B. Barbier, Joanne C. Burgess, Timothy M. Swanson and David W. Pearce
Elephants, Economics and Ivory, Earthscan, London, 1990 (paperback £10.95)

The dramatic decline in elephant numbers in most of Africa has been kargely attributed o the
illegal harvesting of ivory. The recent decision to ban al! trade in ivory is intended to save
the elephant, This book examines the ivory trade, its regulation and its implications for
€lephant management from an economic perspective. The authors’ preferred option is for
a very limited trade in ivory, designed to maintain the incentive for sustainable management
in the southern African countries and to encourage other countries to follow suit.
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Gordon R. Conway and Edward B. Barbier
After the Green Revolufion: Sustaingble Agriculfure for Development, Earthscan Pub,
Lud., London, 1990 (paperback £10.95)

The Green Revolution has successfully improved agricultural productivity in many parts of
the developing world. But these successes may be limited to specific favourable agro-
ecological and economic conditions. This book discusses how more sustainable and equitable
forms of agricultural development need o be promoted. The key is developing appropriate
techniques and participatory approaches at the local level, advocating complementary policy
reforms at the national level and working within the constraints imposed by the international
EConomic System.

David W. Pearce, Edward B. Barbier and Anil Markandya
Sustainable Development: Economics and Environment in the Third World, London and
Earthscan Pub. Ltd., London, 1990 (paperback £11,99)

The authors elzborate on the concept of sustainable development and iHustrate how
environmental economics can be applied to the developing world. Beginning with an
overview of the concept of sustainable development, the authors indicate its implications for
discounting and economic appraisal. Case studies on natural resource economics and
management issues are drawn from Indonesia, Sudan, Botswana, Nepal and the Amazon.

David W. Pearce, Edward B. Barbier, Anil Markandya, Scott Barrett, R. Kerry Turner and
Timothy M. Swanson

Blueprint 2: Greening the World Economy, Earthscan Pub. Ltd., London, 1991
(paperback £8.95)

Following the success of Blueprint for a Green Economy, LEEC has turned its attention to
global environmental threats. The book reviews the role of economics in analyzing global
resources such as climate, ozone and biodiversity, and considers ecanamic policy options to
address such problems as global climate change, ozone depletion and tropical deforestation.

E.B. Barbier and T.M Swanson {eds.)
Economics for the Wilds: Wildlife Wildlands, Diversity and Development, Earthscan Pub.
Lid., London, 1992 {paperback £12.95),

This collection of essays addresses the key issues of the economic role of natural habitat and
wildlife utilization in development. The book argues that this role is significant, and
composes such benefiis as wildlife and wildland products, ecotourism, community-based
wildlife development, environmental services and the conservation of biodiversity. -
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LONDON ENYIRONMENTAL ECONOMICS CENTRE

Fhe London Environmental Economics Centre {LEEC) was established in
1935 and operates as the economics programme of the International Institute
for Environment and Development (IIEDY, LEEC's aim is the furtherance of
palicy relevant rescarch in the [ield of environmental and natwral resource
economics, particularly mn the context of developing countites.

LEEC has as its main objectives:

® Rescarchinto problems of environment and development from an
ecenomic standpoind;

& Dizsemination of research and state of the et enviconmental scononaics
through publication. public and professional address and specialist

conferences:

® Advice and consultancy on specific issues of environmental policy.

3 Endsleigh Street, London WCIH 0DD, UK, tel: 071~388 2117



