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EXECUTIVE SUMMARY

Through its lending portfolio and policy
recommendations, the Inter-American
Develop-ment Bank (IDB) affects forests both
directly and indirectly. For decades, the Bank
has been engaged in lending for afforestation
and reforestation. More recently, it has
included forest-related components in
structural adjustment loans for agriculture
(Honduras, Nicaragua, and Peru). The Bank's
projects for hydroelectric reservoirs, highways,
mineral exploration, and urban expansion
generally involve removing or adding forest
cover. Additionally, the Bank's advisory role
in macroeconomic policymaking affects the
condition of forests through increases or
decreases in public spending, investment,
foreign trade, and other economic shifts.

The Bank and its client governments are
working to develop national capacities to
analyze and debate forest tradeoffs. In
addition, the Bank has the opportunity to work
with national coalitions to transcend symbolic
but ineffective legislative and regulatory forest
instruments. This requires strategies to more
effectively apply land-use zoning, tenure
reform, forest concession contracts, forest
management plans, pricing policies, and taxes
and subsidies.

Understanding the nature and types of policies
that would have a favorable impact on forests
poses a special challenge because of the
characteristics of the resource. Forests have
public good" and externality aspects that are
not necessarily promoted by strengthening the
private sector and liberalizing markets.
Moreover, much forest conversion, especially
on land frontiers, is driven by policies and
actions outside of the forestry sector. Our
understanding of the tradeoffs between the
distributional and environmental consequences
of economic policies on forests is incomplete
and unreliable. The impact of policies on
forestsis difficult to predict sinceit is often
not evident until decades later. Finally, the use
of quantitative analysis to simulate alternative
policy impacts on forests is severely limited by
the weaknesses of existing models.

The IDB can respond by evaluating the quality

1 Public goods are valuable for society as awhole, but do
not yield sufficient profit for private producers to engage
in their provision.

of national planning and monitoring
frameworks for forests. Bank resources can
help fill gapsin forest inventories, valuation
studies, mapping projects, community profiles,
and anayses of land-use tradeoffs.
Depending on context, the Bank may be
justified in asking for acceptable forest
planning and monitoring as a condition for
agricultural and infrastructure lending.
Through loan covenants and grant funds, the
Bank can assist the development and
maturation of intersectoral public/private
coordinating bodies on forests. These can be
a prominent forum where real and potential
land-use conflicts are heard and addressed.
The Bank is well positioned to leverage
backing for national parks, reserves, and other
protected areas. Through support for land-use
planning and the definition of a permanent
forest estate, the Bank can help client
governments define and discuss protection
priorities. Asalending institution, the Bank
has a specia responsibility to assist client
governments to set fees and adjust other
revenue instruments to make protected areas
increasingly self-financing. Moreover, Bank
conditionalities or grants to consolidate
indigenous land claims help retain significant
forest tracts under sustainable management.

The Bank should use its influence with
governments to press for limiting the number
and area of forest concessions to a manageable
quantity, and for awarding concessions
through an open and fair administrative
process. The adequacy of forest management
plans, and compliance with them, should be a
discussion point and possible conditionality of
Bank loans for agriculture and rural
infrastructure. The Bank also has the
opportunity to promote partnerships between
governments and nongovernmental
organizations (NGOSs) regarding oversight of
forest concessions.



The Bank should carefully monitor trends and
developments in Latin Americas recent
experiments with forest privatization. Based
on this experience and attention to general
principles, the Bank could adopt practical
guidelines for supporting or opposing the
privatization of forests. With few exceptions,
the Bank should discourage land titling inside
forest boundaries except where directed
colonization is backed by reliable impact
assessments. Concurrently, the Bank should
make every effort to strengthen land titling in
settled and semi-settled areas.

The repeal of agricultural subsidies that
benefit frontier zones offers a potentially
powerful intervention to slow the conversion
of forests. At the same time, strengthening
agricultural subsidies in settled areas may help
raise output and employment on existing
farms and ranches. The Bank could attach
conditionalities to its agricultural loans to
induce borrowing governments to re-specify
the biogeographical zones and agri-pastoral
activities eligible for government subsidies.

The Bank should argue against outdated
policies that consider forest clearing a land
improvement and the basis for granting land
titles.

Although many governments subsidize tree
planting on private lands with the intent of
providing public benefits, these benefits
should not be assumed. Instead, clear public
benefits must be demonstrated if subsidies are
to be rational.

The Bank should promote policy discussions
of the influence of land taxes on land use. In
principle, the land tax favors forest
conservation if croplands and pastures are
taxed more heavily than forests, if newly
cleared lands are taxed more heavily than
established ones; and so on.

The Bank should monitor the impact of
reduced public spending on the capacity of
forestry agencies to carry out their mandates.
Additionally, the Bank should encourage
public interest groups to observe the effects of
liberalized trade on the environmental aspects
of forest harvesting. Lastly, the Bank should
cooperate with client governments in the
development of investment codes and
incentives to make foreign participation in
forestry consistent with national
socioeconomic and environmental objectives.



INTRODUCTION

Purpose and Context

This paper identifies policy issues that affect
the extent, distribution, and condition of
forests in Latin America. It is intended to
stimulate discussion among government
policymakers, donor agencies, and interest
groups in Latin Americaa The analyss
expands upon existing policy taxonomies and
assessments, including Repetto and Gillis
(1988), Ascher and Healy (1990), Grainger
(1993), and Abt Associates (1992).

The Bank's most recent lending for forests was
integrated  with  agricultural  structura
adjustment loans (AGSALs) in Honduras,
Nicaragua, and Peru. While this paper
considers policy issues of relevance to the
entire region, examples will be drawn from
these three countries to illustrate issues of
direct relevance to the Bank.

Forest management policies are only one
element in the framework. On lands of low
agronomic productivity and in remote
locations, most forests are aresidual land use.
As a consequence, policies related to
agricultural development and land tenure can
have potentially negative consequences for
forests. Mineral exploration, hydroelectric
reservoirs, highway projects, and urban
expansion aso have impacts on forest
conversion. Finally, macroeconomic policies
affect forests through their impact on
investment, public spending, foreign trade, and
other ~ economic variables that have
conseguences for land use.

Thus, forests and forestry are generally
affected by external factors. This explains
why evaluations of "forestry sector" policies
are inadequate and often misleading. Instead,
an assessment of forest policy must consider a
complex web of intersectoral and cross-cutting
relationships. Previous policy work on forests
(Repetto and Gillis 1988) has established this
fact.

A policy isalaw, guideline, or pronouncement
intended to lead in the direction of particular
explicit or implicit goals. Sometimes these
goals are revealed by inaction and choices not
made rather than by action. Appropriate
natural resources policies seek to identify and

manage tradeoffs among economic, social, and
conservation considerations (DeCamino and
Miller 1993).

The mix of economic policies for forest
management and other land uses should be
guided by strategies that raise national income.
Moreover, the goods, services, and values
produced by forests should increasingly be
distributed to indigenous peoples, low-income
populations, women and children, and other
socially disadvantaged groups. Finally,
policies for the protection and management of
natural resources should make the country at
least as well off in the future as in the present.

These are not the criteria that governed
traditional forestry in previous decades. Their
complexity and tradeoffs pose considerable
difficulties for the development of suitable
policy frameworks and indicators. Moreover,
the pursuit of multiple complex objectivesis
problematic: "Few things are more difficult
for policymakers to do than to pursue multiple
objectives simultaneously."?

A Changing Policy Agenda for
Forests

According to Clawson (1975), the central
policy question about forestsis almost always:
"Forests for whom and for what?® The
guestion is complex because forests produce a
wide range of products and services, many of
which are not marketed and, therefore, are
unpriced. Moreover, many are public goods
or result as externalities of other activities.

Finally, forested land has alternative uses for
cropping, grazing, mineral production,
infrastructure, and urbanization. Hence the
central policy question is answered differently
by timber industries, livestock and agricultural
producers, petroleum and mining companies,

2 William Ascher and Robert Healy, Natural Resource
Policymaking in Developing Countries, Durham: Duke
University Press, 1990, p. 181.

3 Marion Clawson, Forests for Whom and for What?,
Washington, D.C.: Resources for the Future, 1975.



indigenous peoples, environmental groups,
and others. The competing claims on Latin
Americas forests are many and politically
volatile.

Historically, many of Latin America's forests
were treated as "empty lands" to be penetrated
and colonized (Nelson 1973). Although this
legacy persists, often without justification, new
voices call attention to the overlooked or
ignored value of forests. In virtualy every
country, environmental and social activists are
expressing arevised set of priorities for forest
protection and management.  Their ideas
emphasize forest sustainability, the rights of
indigenous peoples to forested homelands, and
forests as suppliers of critical ecological and
environmental services. Traditional pressures
to open and settle forests now coexist, usually
uncomfortably, with this newer collection of
answers to the question of forests for whom
and for what.

For the most part, governments have addressed
these competing clams on forests by
attempting to increase controls and expand
regulations within centralized agencies. This
explains regulated timber concessions on
public lands, mandatory reforestation
requirements, and government controls on
trade in forest products.

Most of the public authority to oversee forests
and forestry rests with Public Forest
Administrations (PFAs). Depending on the
country, PFAs could be forestry agencies or
directorates, departments within ministries of
agriculture, or divisions within institutes of
environment and natural resources. As with
other public bureaucracies in the region, the
performance of Latin Americas PFAs has
suffered from two sorts of failures.

"Failure by commission” isthe government's
production and control of goods and services
which private enterprises are able to supply
more  efficiently  (Krueger  1990).
Traditionally, various PFAs have engaged in
one or more phases of seedling production
and distribution, afforestation and
reforestation, wood  processing, export
marketing, and other activities that overlap
with private activity. *

4 The recent privatization of industrial, commercial, and
financial enterprisesin Latin America was undertaken to

The opposite policy error is "failure by
omission." This occurs when governments do
not provide an adequate legal and institutional
framework (e.g. property rights), public
infrastructure, and public goods (e.g.
information services). Many PFAs have been
unable to enforce the terms of forest
concessions, publish reliable forestry statistics
and analyses, or offer an attractive investment
climate for long-term forest management.
These failures are generally more difficult to
correct than the often simpler matter of
withdrawing government participation in and
control of production.

The new institutional context for forests
increasingly recognizes these issues (Morell
and Anziani 1994). The revised agenda
features changing objectives, organizational
structure, and policy means. For example, the
previous focus on industrial timber is now
joined by two types of pressures. Oneis for
management of natural forests through
approaches consistent with environmental
protection. The other is forest and tree
management by peasant and indigenous
communities (socia forestry), often focused
on nonindustrial objectives and nontimber
outputs.

resolve fiscal and efficiency problems resulting from
state ownership of the means of production (Sanchez and
Corona 1993). Yet privatization and deregulation have
extended well beyond industry to also include agriculture
and forestry. Honduras, Nicaragua, and Peru offer prime
examples, as will be discussed.



Additionally, pressures for decentralized and
participatory  policymaking have  been
building steadily in several countries. Many
critics want the PFASs transformed from closed,
centralized bureaucracies to open, responsive
organizations in touch with local problems.
Implied is greater decentralization. Greater
openness to consultations and partnerships
between PFAs and grassroots socidl,
environmental, and business groups are aso
desired. Contacts among these groups are
presently few and often antagonistic.

Finally, the current ideological trend is towards
privatization of production, with governments
acting as facilitator rather than producer. Yet
because forests (particularly natural forests)
provide important externalities and public
goods, forest ownership and management
cannot be left entirely to the will of the private
owner. Thedivision and control of forests and
forest industries between private and public
hands is understandably one of the most
controversial of all policy issues for forests.

I nstitutional Constraints

Because much of the impetus for change did
not originate within the PFASs, the transition
from the old to the new agenda cannot move
far or fast until policy shifts are internalized.

Forest policy commands attention precisely
because of contrasting hope and skepticism
over whether the PFAs will succeed in
internalizing the new prescriptions. Several
years ago, Llaurado and Speidel (1981)
identified numerous administrative obstaclesin
the way of PFA effectiveness. Many of these
obstacles persist (Box 1).

Many PFAs continue to experience inadequate
institutional capacity, often despite many years
of efforts to strengthen them. Most have been
the object of frequent and sweeping
reorganizations, partly in response to changing
ideas of the correct relationship of forestry to
agriculture, the environment, and other natural
resources (wildlife, watershed management,
and others). In summary, the identification of
leading policy issues affecting forests must
simultaneously consider how governments will
implement them.

Scope of the Analysis
This paper identifies key issues affecting

Box 1: Obstaclesto the Effectiveness of
PFAs

e Isolation of PFA directors and
from top executive and legidlative decisionmal
and from key ministries in charge of fine
budgeting, and economic planning.

e Control of policy issues
powerful and influential special interests (compa
in wood products, petroleum and mining,
agribusiness).

e Functional overloading of |
authorities with ineffective regulatory duties
excessive paperwork.

e PFA policies that conflict
policies in other units of government (
colonization, agriculture, minerals and petrole
roads and public works, energy).

e Insufficient number of PFA
with education and skills in the resource manager
disciplines, management sciences, and social scier

e Unredigtic forestry li
regulations, and mission statements that are
accompanied by operational plans and budgets.

e Too much PFA emphasis
implementing reforestation and other governr
projects rather than building a national pc
consensus and facilitating the activities and goal
its various constituencies (stakeholders).

e Deficient data on forest invento
production, environmental indicators, etc., and
capacity to collect and manage information.

e Poor conditions  of f
employment (low salaries, small operational bud
negative image of forestry) that contribute to
morale among PFA staff.



forests, starting from the published literature
and drawing on internal Bank reports.
Although the configuration of these problems
is unique in each setting, the paper attempts to
point out cross-cutting relationships where
they seem to berelatively clear.

Policy choices typically produce tradeoffs
between distributional and environmental
objectives.  Also, short-term and long-term
interests conflict when forests are exploited
heavily in the present, leaving behind a
changed (and often inferior) asset for the
future.  Sustainability issues are especialy
difficult to discuss in view of the various
potential future directions for Latin American
forests and forestry.

In the discussions of sustainability, some words
have extraordinary power. "Deforestation,” for
example, is anegative or even derisive term,

implying unquestioned loss or sacrifice. The
term "forest conversion" is more neutral,
implying change or transformation. In several
forested subregions of Latin America, some
amount of forest conversion is considered a
legitimate and desirable goal, especially on a
regional and local perspective. A dynamic
and growing society cannot be expected to live
with a datic land-use pattern. "Forest
degradation” implies destruction, even though
some species of birds and wildlife respond
favorably to various kinds of forest
disturbances (forest alteration). Finally, the
point has been made many times that
"sustainability” isnot a useful term until we
know more about what it implies (see Johnson
and Cabarle 1993).

MANAGEMENT OF FORESTS AND WILDLANDS

The distribution of Latin America's forestsis
highly uneven between and within countries
(McGaughey and Gregersen 1983). They
span an enormous variation in elevation and
climate, from sea level to the Andean
highlands, and from thorny woodlands to rain

forests. The range of climatic conditions, soil
types, and past and present human impacts
account for the huge diversity of forest
conditions. The context of forest management
is very much determined by these variations.

Imposed on this biogeographic mosaic are



varying cultural, economic, and political
responses to the question of "forests for whom
and for what." Despite this heterogeneity,
forest policy concerns are common to many
settings.

Forest Concessions

In most Latin American countries, forests are
largely or even exclusively in state ownership
(dejure property rights). In many of these
forests, indigenous groups and other loca
residents earn all or part of their livelihood
through the exercise of customary use rights
(de facto property rights). The PFAs are
under considerable pressure to define and
coordinate policies to protect and manage state
forests for economic development (that is, to
serve as a source of new jobs and income) and
environmental services (genetic resources,
carbon storage, watershed protection, wildlife
habitat, and many others). At the same time,
the PFAs are expected to establish a policy
framework that more broadly respects and
protects customary use rights and the
sociocultural values of local populations.

Regarding the production objective, the
government has three alternatives. First, forest
resources  (logs,  nontimber products,
ecotourism dgtes, etc.) may be used by the
government itself in parastatal operations.
Second, it may transfer property rights to
forests and their resources to private or
communal owners through sales or grants.
Third, the government may issue forest
concessions retaining ownership of the land,
but allowing specified individuals the right (or
privilege) to obtain specified forest resources
through utilization contracts (FAO 1971).

The terms of aforest concession spell out its
duration, harvest amounts and methods,
responsibilities for forest protection and
management, and payments for use rights. A
large body of evidence indicates that policies
on forest concessions require far-reaching
reforms (Repetto and Gillis 1988; Johnson and
Cabarle 1993). This paper recognizes three
principal policy areas; namely, answering
wisely the "forests for whom and for what"
guestion, controlling forest damage and
encouraging active forest management, and
assessing and collecting revenues.

For Whom and for What

Forest concessions are a source of new jobs,
thus raising national income. However, they
also risk imposing social, environmental, and
political costs on society. Some concessions
have been allocated on lands otherwise
occupied or used by indigenous and other
local residents (social costs). Improper road
construction and forest harvesting can damage
residual forests and leave them vulnerable to
post-extraction degradation (environmental
costs). The awarding of forest concessions
opens a government to accusations of
favoritism and corrupt behavior if the
concessions are obtained by mainly powerful
and wealthy interests (political costs).

As a result, policy should try to define
concession types and locations that favor local
populations, minimize risks of environmental
disturbances, and are awarded through open
(transparent) administrative processes in
accord with well-established criteria. These are
not separate issues, but have to be considered
jointly. Inrecent years, several governments
(among them the governments of Boalivia,
Costa Rica, Honduras, and Guatemala) have
declared temporary moratoriums on timber
cutting. While this is highly disruptive to
industries that require a steady supply of forest
raw materials, it provides a potentially valuable
opportunity to review and debate pertinent
issues.

Locating concessions only where no prior
claims on the land exist is a passive and naive
strategy that may be impossible to effectuate if
most desirable lands are claimed by one or
more de facto user groups. A more active
approach is when governments transfer an
increasing share of forest property rights to
indigenous and local users (Clay 1988). In
some countries, there may be increasing social
and political support to legally recognize all
indigenous homelands and areas of customary
forest use prior to the issuance or renewal of
concessions. Implied is an enormous political
battle demanding exceptional cooperation
among diverse partners (Poole 1989).

The contemporary socid and political
foundations for community-based forestry
date from the late 1970s (FAO 1978). The
interest in community-based management is
paralleled by interest in nontimber forest
products. Proponents explicitly or implicitly
assert that the harvesting of nontimber



products is less environmentally disruptive,
and hence more sustainable than logging
(Fearnside 1989; Peters et. al. 1989).
Moreover, it is assumed that harvesting
nontimber products provides more jobs and
income for local communities than the more
capital-intensive timber harvesting.

Y et, some recent critics challenge these ideas
(Browder 1992; Richards 1993). Biologica
sustainability comes into question if thereisa
sudden surge in the demand for nontimber
products that are produced in low volumes.
Frequently, the infrastructure for nontimber
products (mainly transportation services) is
poor. Sellers of nontimber products are
vulnerable to buyer manipulation when
markets are specialized, small, and volatile.
Individuals who earn their livelihood from
nontimber products are often among the
poorest of the rural poor, so that it may be
difficult to argue that nontimber products lift
the economic status of those engaged init. To
alow loca people harvesting rights to
nontimber products but not to timber,
minerals, and other key resources may deny
them opportunities for development and
wedth (Dove 1993). With reference to
Amazonia, Browder (1992) contends that
policymakers must encourage tenure and
land-use strategies that integrate nontimber
forest products with commercial activities on
farms, ranches, and in timber harvesting.

For PFAS, policy questions begin with defining
the criteria and administrative process for
allocating forest concessions to communities
versus other (industrial) contractual users.

Related questions concern the share of PFA
resources committed in support of assisting
community-based concessions, and whether
and how production will be subsidized. For
example, should community concessions pay
fees equivalent to those required of large
industrial concessions? Additionally,
community concessions are no different from
others in that agreements must specify
extraction quantities and methods, controls to
lessen forest damage, and terms of forest
management and regeneration. Especially for
nontimber products, much of the silvicultural
knowledge for sustainable management is still
lacking.  Finally, it must be determined
whether community forest concessions require
new contract formats, or whether they should
be issued under existing lega and

administrative arrangements.
I ncentives and Controls

Global interest in  sustainable forest
management has generated several sets of
guidelines for defining a permanent forest
estate, awarding and supervising forest
concessions, maintaining biological diversity,
and certifying "good performance" (Johnson
and Cabarle 1993). The various strategies
depend on sound policies for forest
management in an integrated framework
(Dourojeanni 1993). Leading issues such as
the duration of concessions, the award process,
forest management plans, and the regulatory
approach are defined in Box 2.

In most practical cases, extending the
concession duration is a necessary but not
sufficient condition for concession holders to
engage in forest management. Extending the
length of the concession is unlikely to have a
positive influence on forest management if
entrepreneurial behavior

is governed chiefly by rent seeking. To the
extent that resource rents (pure profits) are
high, short-term profiteers compete with
companies and communities that take long-
term management more seriously.” Moreover,
insecurity of tenure is explained at least as
much by political vagaries as by concession
length. Investment in forest management is
discouraged wherever it is perceived that
government policies on forests are volatile or
unpredictable (Giroldo 1987; Deacon 1994).

5 Profiteers are the subset of concession holders who
risk penalties and concession cancellation by ignoring
their  contractual obligations regarding forest
management. They regard these risks as worth taking if
the public sector's monitoring and enforcement are
ineffective, penalties are light, or government officials
can be bribed to ignore infractions. These conditions
exist in anumber of casesin Latin America.



Open bidding for forest concessions, such as
through auctions, may be attractive to the
extent that PFAs can administer it
competently. The am is to increase
transparency so that concessions are awarded
according to well-defined criteria. A second
objective is to increase revenues for public
treasuries by allocating forest commodities to
users able to pay the most for them. In
principle, this favors bidders positioned to
obtain the highest and best use of the raw
materials (because of location, value-added,
and other economic factors).’ However,
potential problems may arise and should be
addressed. At issue is whether community-
based entities should bid in competition with
industrial timber companies which are
generally assumed to enjoy financial and other
advantages. Overcoming collusion among
bidders should also be considered, given that
the number of competing buyers for forest
commodities easily reduces to an oligopsony.’

In theory, the formulation and application of
forest management plans leads to sound
silvicultural and harvesting activities. In
practice, many of these plans are poorly
prepared (inadequate inventory data and
unrealistic  regeneration  assumptions).
Moreover, many are poorly monitored and
enforced by the PFAs.  Potential policy
corrections include limiting the size and
number of concessions to the supervisory
capacity of the PFA, and opening the process
of plan submission and approval to public
review and comment.

The ability of a PFA to monitor and enforce
forest concessionsis determined by its field
presence and supporting infrastructure
(vehicles and boats, travel budgets, legal staff
and counsel). Some governments have
assigned many more concessions than they

6 Thisis an important cross-policy link with resource
pricing (see pricing discussion that follows).

7 Thisis explained by barriers to entry (capitalization
and regulatory), the wide dispersion of commercially
valuable forest resources, and high unit transportation
costs of forest commodities. These conditions limit the
commercial enterprises competing for the extractable
resources in agiven forest tract. However, the extent of
actual and potential oligopsony in Latin America's forest
industries has not been sufficiently investigated.

can redigtically monitor and enforce. ®

Oversight of concessions is particularly
problematic where structural adjustments have

Box 2: Leading Issuesin Incentives and
Control

Concession Duration:  The length of time for
which a concession is awarded should be
sufficiently long to interest concession holders
in forest regeneration, proper road planning, and
other investments for the future.

Award Process. To counteract corruption and
specia influences, forest concessions should be
dlocated through open and transparent
administrative procedures, including
competitive bidding.

Forest Management Plans The quality and
realism of management plans ned
improvement, and PFAs must have the capacity
to monitor and supervise them. Administrative
processes to terminate or sanction concession
holders who violate forest management criteria
must be open and fair.

Regulatory  Approach: Governments ae
encouraged to review the effectiveness of their
regulatory strategies. Traditional command and
control policies should be reconsidered.

reduced PFA staff and operating budgets.
This suggests that revised policies should
consider new approaches in which PFAs seek
NGO partners and community-based reporting
systems to assist with concession oversight.

The opening of concession management plans
to public review is consistent with the larger
tendency towards democratic and participatory
decisionmaking (Bradford 1994). The main

8 Suriname has 150 concessions over two million
hectares of production forest. In Bolivia, 21 million
hectares under forest concessions overlap lands titled
under colonization projects.



issue is the extent of informed, pluralistic, and
balanced comment that can be obtained and
used. As noted previously, the subject of
forests (particularly tropical forests) stirs deep
emotional responses. Often, afew vocal and
highly influential environmentalists confront
equally few but influential industrialists for the
attention of the PFA, news media, and top
political leaders. The PFA is charged with
making public review workable in a polarized
setting of afew strong voices and personalities.
At present, most PFAs apparently do not have
the skills and capacity to do this.

Pricing and Revenues

Governments assess fees and collect revenues
from concession holders. These revenues
derive from a variety of actual and potential
license fees, charges on commodities harvested
(post-harvest), charges on resources in the
forest (pre-harvest), area fees (per hectare of
concession), profit-based royalties, export
taxes, and others (Gray 1983). In principle,
policies on fees and charges should strive to
generate adequate revenue, promote sound
forest management, and contribute to social
equity. In practice, it is not clear that PFAs
adhere to this framework, or that they
understand the implications of the fees they
administer. Thisis particularly evident where
governments apply several types of charges
simultaneously.

Low fees and royalties reduce government
revenues to the benefit of concession holders.
This is neither just nor efficient, and it
exacerbates speculative behavior.
Furthermore, low charges for forest
commodities extracted from public lands
reduce incentives to manage trees and forests
on private lands, at least in the short run. For
these reasons, a few widely cited analyses
(Repetto and Gillis 1988) argue that the prices
charged for publicly-owned forest resources
should reflect true resource rents (i.e. market
selling prices minus private costs of
production, adjusted for environmental and
other social costs).

The revision of revenue systems to assess
resource rent ("stumpage pricing") implies
substantial budgets and skills for forest
inventory and appraisal. This conflicts with
pricing simplification. In light of the
limitations of PFA budgets and technical

capacity, some proposals to capture full
resource rent are academic and unrealistic.

Thus, Richardson (1992) advocates greater use
of areafees ("ground rents") because they are
easy to compute, difficult to avoid, and highly
transparent. Ground rents may aso
discourage companies from trying to obtain
concessions on huge forest tracts, since
concession holders make annual payments on
every  hectare. Without too much
administrative cost, area fees can be set to
reflect broad variations in forest accessibility,
stocks, and markets.

Y et, while the area fee is easy to administer, it
cannot provide the pricing differentiation
resulting from stand-level forest appraisal.
Hence difficult tradeoffs are inherent in the
choice of approaches. The needed conceptual
framework is maximization of social net
revenue, where transaction costs are subtracted
from the additional rent gains resulting from
the increasing sophistication of resource
appraisal.

A controversial question is whether PFAs
should retain the forest revenues they collect,
and allocate them to forest management.
There are two main arguments against this.
First, it pressures PFAsto focus heavily on
revenue generation, perhaps to the detriment
of forest protection. Second, it hurts less
forested areas to the extent that revenues are
retained by or returned to those areas that
generate  them. More broadly, the
redistribution of forest revenuesis anissuein
countries where governments are moving
towards greater decentralization.

Public and Private Owner ship

Since the early 1980s, the trend toward
reducing the size of the public sector in favor
of private ownership and management has
recast the development strategies and policy
assumptions of past decades. Privatizationis
widely seen as the main strategy to reduce
government participation and control. The
most important forms of privatization for the
purposes of the present study are the sale or
transfer of government assets to private
interests, liberalization of regulatory controls
over the activities of private enterprises, and
competitive tendering of services to private
contractors.



PFAs typically are expected to meet extra-
enterprise objectives, even if these objectives
lessen financial and economic performance.

Ramanadham (1991) enumerates severd
extra-enterprise objectives, including some that
are critical for forests and forest industries.

The most important are environmental
protection, favoring of socialy meritorious
groups in  forest concessions, PFA
employment, and retaining central control
over the type and amount of foreign
investment in natural resources. In this
framework, some national objectives are traded
off against others because socia efficiencies
are more encompassing than financial ones.

Forest Industries

State-owned forest industries which have been
closed or divested include Demerara Woods in
Guyana, Celulosa Arauco y Constitucion in
Chile, and CORFINO and five other companies
in Honduras. Additionally, the governments of
Guyana and Honduras have disbanded the
marketing boards for the export of wood
products.

The Honduran experience is a classic
illustration of divestiture to cut unresolvable
financial losses (Box 3). This contrasts with
Arauco in Chile, which was sold primarily to
generate revenue. Not researched is the
number, size, and financial condition of state-
owned forest products companies, tree
nurseries, and other enterprises that continue
to operate in Latin America.

The analytical framework for policy
discussions of privatization options should
rigorously take into account the precise nature
of privatization, exposure to market forces,
incentives for managerial performance, and
whether or not owner control will be directed
toward financial objectives (Ramanadham
1991). These are briefly discussed below:

Precise Purposes of Privatization: This is a
fundamental question. Policymakers should
clearly understand the reasons for undertaking
aprivatization. Such purposes could include:
to raise revenues, reduce fiscal losses, avoid
political embarrassment, reduce government
payrolls, create ideological symbols, resolve a
labor dispute, or increase exports.

Box 3: Government Divestiturein
Honduras

Honduras established a public forest
administration (COHDEFOR) in 1974, and
gave the agency a manufacturing role as well as
avirtual monopoly over marketing and exports.
COHDEFOR's manufacturing losses have been
large. The public companies (CORFINO,
Cadsa, Fiafsa, Locomapa, Semsa, ad
Promagua) lost 50 million lempiras charged
against accounts receivable in 1990 alone. In
addition, they lost another 19 million lempiras
charged against the asset value of investments.
By 1991, the accumulated losses of CORFINO
aone were 122 million lempiras. Debt
servicing may be about four million lempiras
per year. These figures may understate the real
situation, since the auditor refused to approve
COHDEFOR's financial statements because of
inadequate data and inappropriate accounting
methods. As of 1992, these public companies
ceased to operate and are being sold or closed.

Source: IDB internal documents

Exposure to Market Forces: Will privatization
stimulate market competition, or merely shift
ownership of a monopoly enterprise from the
public to the private sector?

Incentives for Managerial Performance: What
are the determinants of higher managerial
performance after an enterprise is privatized?
Two areas to be examined are higher
compensation, and freedom from government
controls. Yet even private companies will be
regulated, and some governments pay
compensation incentives similar to those paid
by private companies.

Owner Control Directed Towards Financial
Objectives: Will privatization be of the kind in
which owners keep management alert to
profitable operation? A focus on financia
returns is not necessarily paramount if an
enterprise's managers and workers are among
its principal owners.

Because of the foregoing, most studies



Box 4: Forest Privatization in
Honduras

The circumstances of forest privatization in
Honduras illustrate a number of practical issues.
In 1974, the Honduran government
nationalized forests on private lands (free-hold
title), which make up an estimated half of the
country's pine forests and a tenth of its
broadleaf forests. In 1992, the Agricultura
M odernization and Development Law reinstated
private property rightsin these forests. The
objective is to alow private landowners to
obtain higher prices for their forest
commodities, and to allow and encourage them
to practice forest management. For the
communal groups living in or near the forests,
the overiding issue is retaining customary
tenure or obtaining formal tenure in the face of
privatization.

The new policy raises several issues, including
the following: (1) Compensating or
assimilating persons who had been engaged in
resin collection and pitsawing on private lands.
(2) Winning the support of displaced persons
and other community groups by increasing their
opportunities to earn income from forests on
public lands. (3) Preventing land grabbing
because of the poor cadastral system and unclear
landownership. (4) Granting land titles to all
forest occupants on public lands, if that should
become necessary to head off social unrest. (5)
Controlling the public costs of relocating forest
occupants. (6) Implementing a system of forest
management plans to induce private forest
owners to retain forest cover. (7) Controlling
the negative environmental impacts of forest
harvesting by attempting to balance incentives
and sanctions.

P S R Y N S R VR

conclude that the form of ownership is
insufficient to explain financial or economic
efficiency. Market structure (competition)
and managerial freedom (discretion in
decisionmaking) are at least as important
(Hartley and Parker 1991). On this point, the
forest products industries should be no
different from others.
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Forests

A very large share of Latin America’s forests,
particularly its natural forests, are nominally
state-owned (de jure basis). Thisis consistent
with the pattern of forest ownership in most of
the world. Public ownership of forests is
generally justified on the basis of the failure of
markets to achieve social efficiency in forest
allocation and production. With few
exceptions, markets do not effectively allocate
or lead to investment in the production of
biological diversity, carbon fixation, wildlife
habitat, watershed protection, opportunities for
science and education, and other unpriced
forest outputs (Loomis 1993). Moreover,
many of these goods and services are
generated as spillovers, or positive and
negative externalities not incident upon forest
owners (Hyde and Newman 1991).

In the absence of other incentives or controls,
the actions of private holders are governed by
profit motives. The private holder of a
forested tract has reasons to guard it against
encroachment from the outside, and may be
more effective at policing than the public
sector. However, thisis not the same as acting
in the public interest. In responding to market
signals, the private owner rationally maximizes
the net present value of the asset. Where
future financial returns from the forest are
unprofitable or uncertain, deforestation
without investment in  future forest
management may ensue. |n addition, such a
situation could also result in practices that
control only private costs, ignoring public
costs. From the private owner's perspective,
the principal factor in forest management is
profitability rather than property rights.

However, political conservatives argue that
market failure is not a satisfactory justification
for government ownership and management
(Baden and Stroup 1981; Anderson and Leal
1991). The arguments for transferring forests
from public to private owners are severd.
Researchers have noted the difficulties in
carrying out the analytical tasks required, the
existence of perverse incentives, and unlimited
specia interests, as well as cross-country
experiences and issues of multiple use.



Impossible Analytical Tasks: Even if
nonmarket values and social (distributive)
weights could be fully identified and
quantified, it cannot be assumed that a PFA or
other public agency can effectively use the
information for decisionmaking. Even the
world's most sophisticated and expensive
models to quantify forest tradeoffs have been
found inadequate (for a critique of the USA's
FORPLAN model, see O'Toole 1988).

Perverse Incentives. PFAs, like other
bureaucracies, are vulnerable to politica
interference, patronage, and ambiguous and
contradictory objectives (Cook and
Kirkpatrick 1988).

Unlimited Special Interests: Forest products
companies, environmental NGOs, social NGOs,
peasant associations, indigenous groups, and
international agencies are among the special
interests that place expectations and demands
on PFAs. These expectations and demands are
unlimited and often internally inconsistent.

Collective action to address conflicts is not
always in the interest of the PFA. Instead,
individuals who control public agencies
manipulate competing claims in order to
appropriate favors for themselves. Wealthy
and powerful interests have the advantage in
the competition for attention. Thus, public
control of contested resources such as state-
owned forests does not reduce socid
inequities, but actually reinforces them (Brett
1988).

Cross-Country Experiences. Worldwide data
on public and private forests should be
reviewed for lessons on actual performance.
New Zealand recently sold off extensive state
forest holdings, mainly plantations, premised
on the superior efficiency of private
management (Kirkland 1988). In Latin
America, there are examples of the successful
private operation of a variety of nature
reserves, ecotourism sSites, and forests for
science and education (Alderman 1990;
Castner 1990). Deforestation and forest
degradation in boreal regions (Barr and
Braden 1988) and the tropics (Stewart 1985)
have been linked to state ownership. Thereis
thus considerable support for the argument
that private ownership is not necessarily
predatory, nor public ownership aways
protective.
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Box 5: Property Rightsto Forestsin
Peru

Bank analysis of an agricultural sector loan for
Peru reflects competing proposals to establish
revised property rights to forests. Among the
debated approaches are forest management
contracts, the outright sale of forests and
wildlife areas to private owners, extension of
forest concessions to 60 years, and sale of state-
owned forest commodities through auctions.
Accompanying the debate are contested issues
regarding  aternative types of  forest
management plans, recognition of the property
rights of native and campesino communities,
the ability to transfer forest property rights, and
strategies for public oversight of private
ownership.

Source: Internal IDB documents.
]

Multiple Use Through Dominant Uses. True
multiple-use forest management on every
hectare is virtually impossible from a technical
standpoint. Instead, public forests usually are
zoned into production and protection areas of
various classes and sizes. In theory, the same
result may be achieved, with greater potential
for enforcement of property rights, if forests
are transferred to a mix of private and
communal owners. The new owners need not
be solely private timber companies, but may
also comprise indigenous groups, peasant
associations, environmental NGOs, and other
entities. Within the privatization framework,
the PFA retains responsibility for a permanent
forest estate scaled down to a size compatible
with its management capacity. Other
forestlands are transferred to private and
communal owners in phased steps backed by
land-use mapping, forest inventories, socia
surveys, and other supporting information.

These arguments, however, do not address all
the issues.  Practical questions on forest
privatization are complex (Boxes 4 and 5)
beginning with defining which forests to
divest, and for what reason(s). The criteriafor
considering the mix of forest buyers and
grantees are contentious because PFAs may try
to favor or exclude groups because of foreign



capital, ethnicity, and other reasons. The
timing and sequence of divestiture, and the
valuation and pricing of forest assets, can be
expected to attract political attention. Finally,
a government must have a sound policy and
workable strategy to compensate individuals
and groups who perceive that they incur losses
because of privatization.

The observations advanced here lead to the
conclusion that forest privatization should not
to be entered into lightly. It has substantial
budgetary implications; its economic benefits
are mainly distant and uncertain rather than
immediate and concrete; and it may entail
significant political costs. Private ownershipis
unable to produce the socially desired amount
of nonmarket goods and services from forests
except through the government's regulatory
and fiscal interventions (Loomis 1993), but
these interventions are sadly ineffective in
Latin America (e.g., Guess 1991; Gottfried et.
al. 1994). Hence forest privatization policy
should not be rushed. The process should
entall a high degree of consultation, and
should focus continuously on the question
"Forests for whom and for what?"

Public Assistance for Private Forests

Private forests in Latin America encompass
industrial  plantations, and farm and
community trees on private, ¢jidal, and
communal lands. Latin Americas industrial
tree plantations include some of the world's
most productive planted forests (Zobel et. al.
1987). Trees on farms and on communal
lands furnish a wide range of market and
nonmarket goods and services (Tschinkel
1987).

Government policy on private forestry is
currently in transition. In part, this reflects
considerable criticism of past efforts. Several
Latin American governments have granted
large financial subsidies to industria
plantations, but often without a satisfactory ex
ante or ex post accounting of benefits and
costs. Government assistance for farm and
community forestry has been far less
generous, but is similarly short on program
evaluation. Various NGOs, environmental
groups, and biologists urge greater attention to
planting with native species. They aso
endorse government assistance for natural
forest management, not just tree planting. Y et
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this is only beginning to find its way into
policy. Finally, governments can easily over-
regulate private forests;, and possible
corrections are needed in this area.

Industrial and Farm Forestry®

Progress in plantation forestry in various Latin
American countries has been considerable,
especially since the late 1960s. For the region
as a whole, tree planting (by area and
expenditure) is dominated by medium and
large private companies. However, private tree
planting requires the indirect, and often direct,
policy support of public authorities. Several
governments have provided subsidies for
reforestation in the form of tax incentives, cost
reimbursements, and other mechanisms.
Subsidized private reforestation has been
considered in virtually al countries in the
region, and put into practice in Brazil, Chile,
Colombia, Ecuador, and Costa Rica.

Indeed, the reforestation and afforestation of
large areas in Latin America has been made
possible by the availability of public financial
incentives. Government subsidies for planting
trees make sense if they benefit others as well
as the landowners receiving the subsidies.
Examples of such benefits are improved water
quality through sedimentation control, the
preservation or expansion of wildlife habitat,
improved subsistence gathering for non-
landowners, improved air quality, and the
provision of amenities and aesthetic benefits.
Some of these are public goods (non-rival in
consumption). In addition, the plantations
serve as a source of new employment. The
provision of plantation-related employment is
possibly an external economy if social gains
from this extend beyond private wages and
saaries.

In the orthodox framework of market
imperfections, each of these contributions may
qualify as a positive externality under the right
circumstances. Y et they must be demonstrated
to exist in each case, not merely assumed just
because spillovers are plausible. Critics argue
that forest plantations often decrease rather
than increase environmental amenities
(Sargent and Bass 1992), implying that

9 See: Inter-American Development Bank, SDS/ENV.
Proceedings of the Workshop on Financial Incentives
for Industrial Forest Plantations.



governments should tax rather than subsidize
them. Moreover, social efficiency requires
that public payments to landowners not simply
substitute for private capital that would
otherwise be invested. The substitution
guestion has been examined in North America
(Mills 1976), but apparently not in Latin
America

In Brazil, and more recently in Costa Rica,
numerous reforestation projects have been
motivated more by tax considerations than by
future long-term return on investment.
Consequently, the public objectives of
subsidization have been compromised by
suboptimal planting practices, unfavorable
plantation locations, and other technical
deficiencies (Gottfried et. a. 1994). Early
studiesindicate that private financial returns
from these programs are exceptionally
attractive, even if social returns (i.e. over the
sum of public and private inputs) are not
(Beattie and Ferreira 1978; Berger 1980). In
comparison, some observers believe that
Chile's public-private cost sharing has been
successful from both the private and social
perspective (McGaughey and Gregersen 1983;
Amacher et. al. 1994).

Given these results, governments are advised to
prudently consider whether and how to
subsidize tree planting. To date, key questions
remain unanswered, including the following:

« Which government programs to subsidize
tree planting are supported with acceptable
information regard