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Abstract.

Forest concessions have been the dominant means of allocating harvesting rights for tropical forests in developing countries.  They have also been used to allocate harvesting rights to temperate forests in several developed countries.  While forest concession have been successful in stimulated commercial timber harvesting and encouraging forest based industrial development, these industrial benefits have often come at considerable cost in terms of other forest outputs and other benefits.  Often the economic and financial benefits from these rich tropical forests have been less than expected.

The paper surveys the experience with forest concessions in a number of tropical and temperate forest rich countries around the world.  We examine the concession issues involved, the problems encountered, and what can be learned from the shared experience of these forest countries.  Based on these experiences, the issues and problems identified; steps and procedures are proposed for improvements to concession policies and their incorporation into new and different forest management agreements.  These changes include important alterations in forest concession terms and conditions, changes in the way in which forest concessions are allocated including the introduction of competitive allocation, changes in the forest management requirements, the introduction of incentives for performance, and improved arrangements for monitoring and enforcement of the performance conditions
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Introduction.

Is there a role for forest concessions in sustainable forest management of public forests?  What can be learned from the extensive experience with forest concession in countries around the World, from the failures and few successes?  Forest concessions have been the dominant means of allocating forest harvesting rights in many developing countries and in some developed countries as well.  Forest concessions may have stimulated commercial timber harvesting and generated forest based industrial development forestry.  However, in many cases this has come at considerable cost in terms of other forest outputs and benefits, and in terms of lost potential in forest values, economic benefits, and revenues.  Often the economic and financial benefits from these rich tropical forests have been less than expected.  Utilization in the forest and in processing has not been efficient, economic values have been dissipated, revenues have been less than the potential, and exploitation of the forests has been too rapid (Repetto and Gillis 1988; Grut, Gray and Egli 1991; Gray 1997a).

Just over ten years ago Duncan Poore (Poore et al 1989), in a study of tropical forest management undertaken for the International Tropical Timber Organization, found that less than 1percent of natural tropical forests (under 1 million hectares) were under sustainable forest management.  Over the last ten years there have been substantial efforts to bring forests under sustainable management.  Yet these efforts have not always been successful (Hardner and Rice 1999).

A number of people have challenged the viability of sustainable forest management of tropical, temperate or boreal natural forests.  One argument is that forests can only be conserved in protected areas free from logging (Bowles et al, 1998).  Another view argues that it is not possible to control logging, therefore, under certain circumstances, areas should be set aside after logging and protected from incursion or relogging (Rice et al, 1999). 
However, given pressures for land and resources in most countries, protection alone is likely to be of limited success.  The costs of protection and enforcement, the lack of resources available for protection, and the domestic needs of countries for forest products mean that a policy of protection is unlikely to succeed.  Protection following logging is also likely to be of limited success given the pressures on land in many countries.  Agricultural incursions following logging are common to many tropical countries (Angelsen 1999, Farris 1999, Whitmore 1999).  

For most tropical countries, sustainable forest management, or sustainable forest management in combination with protection, offers the possibility of maintaining forests.  For those countries with substantial public forests, improved forest concession policies are likely to offer the most feasible way of achieving sustainable forest management. 

For many countries the best forest management policies will likely involve a combination of: (1) protected areas of sufficient size to provide habitat protection, and in a contiguous pattern; (2) forest concessions with enforceable performance based management criteria, and including protected areas and other use zones within the concession; (3) forest plantations of higher yield species to provide for domestic forest products needs on a compact land area close to processing plans and markets; (4) community forests and community forest concessions managed by communities and indigenous groups.  The challenge is to undertake the land use planning commitment and implementation to achieve this in the face of pressure from internal and external interests.

Past failures of forest concessions can be overcome through important alterations in forest concessions by the introduction and strengthening of economic and procedural incentives, through:  (1) changes in the terms and conditions,  (2) changes in the way in which forest concessions are allocated,  (3) introduction of competitive allocation,  (4) changes in the forest management requirements, (5) the introduction of performance incentives, and (6) improved arrangements for monitoring and enforcement of the performance conditions.  These can be incorporated into new and different forest management agreements.  

These suggested changes to forest concession terms and conditions and to the forest management arrangements are discussed below.  But first, we review the forest experiences, issues and problems around the World.

Forest Concessions Around the World

West and Central Africa:  Forest concessions of various types are the dominant form of forest tenure in almost all the forest countries of West and Central Africa: Liberia, Côte d'Ivoire, Ghana, Cameroon, Gabon Congo, the Democratic Republic of the Congo, and the Central African Republic (Grut, Gray and Egli, 1991).  In Gabon logging concessions cover 11.9 million hectares, 56 percent of the forest area of the country (World Resources Institute 2000a).  In Cameroon logging concessions cover 17.3 million hectares, 76 percent of the forest area, with over half of the area in abandoned concessions (World Resources Institute 2000b). 

Southeast Asia:  Forest concessions are the dominant forest tenure in Malaysia (Peninsular Malaysia, Sabah and Sarawak), Indonesia, Papua New Guinea, and Cambodia.  In Indonesia the 427 forest concessions active in 1998 covered 52.3 million hectares and logged 15.6 million cubic meters of wood, logs, 53 percent of the total official harvest (World Bank, Operations Evaluation Department 2000b).  Another 34 percent, 10 million cubic meters of the official harvest came from land clearing.  Cambodia has 24 concessions, covering 4.6 million hectares, about 44 percent of Cambodia's 10.5 million hectares of forest (Fraser Thomas Partners and Associates 2000), A further 12 concessions, covering an additional 2.3 million hectares were cancelled in 1999.

Latin America:  Forest concessions are a dominant forest tenure in Suriname, Guyana, Venezuela, Bolivia, and Nicaragua.  In Suriname for example the 32 concessions cover 712,000 hectares, expired concessions 560,000 hectares, Incidental Cutting Licences (shorter-term concessions that do not require a management plan) 567,000 hectares, and exploration licences for potential licences a further 1.3milion hectares, a total of 3.2 million hectares, 22 percent of the total forest area of Suriname (Sizer and Rice 1995, Mitchell 1998).  

Other Latin American countries have also had experience with forest concessions.  Guatemala has established 13 community and 2 industrial forest concessions in the Petén region (Carrera, Morales and Gálvez 2000).  Peru has developed forest concession procedures and is planning to auction over 20 concessions in the Biabo Forest in the Amazon (Toledo 2000).  Brazil is moving towards adoption of a forest concession system and learning from the experience of other countries.  Brazil recently experimented with auctioning a first concession in the Tapajós region of the Amazon.

North America:  Canada has a variety of types of forest concessions, area based and volume based, tree farm licences and other licences, short and long term timber sales (Haley and Luckert 1990, Ross 1995, World Resources Institute 2000c).  These forest tenures differ among the 10 provinces and two territories (Nunavut Territory is non-forested), each of which has its own forest legislation and administration, providing a diverse portfolio of forest management experiences.  These tenures cover 220 million hectares, 77 percent of the commercial forest area (World Resource Institute 2000c), They represent an annual allowable cut of approximately 180,000 cubic meters per year, 83 percent in long term tenures (Haley and Luckert 1990).

Europe:  Although public forest lands are managed under a variety of tenure arrangements, forest concessions are not common.  Russia has established the policy basis for forest concessions in the 1997 Forest Code (World Bank 1997). However, additional legislation is required to implement forest concession policies.

Key Issues from Experience Around the World.

Many of the issues in management and operation of forest concessions stem from the complex nature of the forests.  Other concession issues are social, institutional and administrative.  These issues are shared among a large number of tropical forest developing countries, as well as with a number of forested temperate developed countries.  The specifics of problems, of course, vary among countries, but the basic issues and problems are common.  Thus opportunities exist for countries to learn from their shared experiences. 

Concession problems common to a number of developing counties involve biological issues related to the nature of the forests; environmental issues related to the non-timber outputs and environmental impacts of logging and forest management; social issues related to local community use, impacts and benefits; and administrative issues related to the supervision and control of logging and forest activities, setting forest fees and revenue collection.

Issue 1:  Public or Private Forest Ownership and Management

For many countries a key issue is whether forests should be publicly or privately owned and managed.  Forests and concessions are, by nature, in remote areas.  Supervision and monitoring of concessions by government forest services is difficult, and in many countries has not been successful.  Faced with these problems, many people have argued for cancelling concessions and closing down logging operations.  With cutbacks of the government sector others have argued for deregulation of forestry and the transfer of tenure and forestry responsibilities to private sector concessionaires.  Neither is likely to be successful.

Closing down of logging activities and cancelling of concessions would preserve the forest from encroachment by logging and logging roads, but it could leave forest areas unprotected and open to claim for conversion to other uses, principally farming, and by illegal logging.  Unused land does not stay unclaimed for long in most developing countries.  In addition, with no revenue from forests, governments will have little inclination to protect them. Logging bans in Thailand and Ecuador have not slowed deforestation.

Privatization of tropical forests or forest lands is not likely to be successful either.  For slow growing natural forests there are too many non-market, environmental, and non-timber public benefits for privatization to be an efficient solution.  Private owners would not be able to capture and collect revenue from the non-timber and environmental benefits.  Private owners would therefore not have any incentives to mange forests for these non-timber and environmental values.  Privatization is therefore only appropriate for fast growing tropical forest plantations in which non-timber and environmental values are minimal, or a by-product of timber values.

Response:   For natural tropical forests there are, instead, opportunities to strengthen forest concession contracts and procedures, to support forest management with economic incentives, to encourage or require concessionaires to undertake forest management activities, and to put forest management and concession management on a more businesslike footing.  Proposed improvements are presented below, under later sections.  

There are also ways to maintain public control of forest concessions, but to contract out to the private sector certain forestry activities; harvesting operations as well as regulatory functions, or services such as forest inventory, scaling and grading, inspection of concessions, forest nursery operations, tree planting, and other forest management operations.  Activities privatized or contracted out will still need to be supervised and monitored for performance.  Concession performance can be audited by independent organizations or autonomous inspection services.  Greater use can be made of performance incentives, both positive and negative, including such things as, for example, refundable performance bonds, refundable at the end of each management plan upon demonstration of satisfactory performance. 

Issue 2:  Non-Timber and Environmental Values.

Natural forests, both tropical and temperate produce a diverse set of outputs and values: (1) non-timber products like fuelwood, rubber, fruits, game, nuts, herbs, medicines, fodder gathered by forest dwellers and people from communities in or adjacent to the forest; (2) forest outputs such as recreation and tourism which provide benefits to individuals, but these forest values are not reflected in the marketplace, and (3) forest outputs such as watershed benefits (water supply, erosion control, flood control, and water quality), biodiversity, climate effects, and carbon sequestering, which generate public or collective benefits locally, regionally, nationally, or internationally.  These outputs and benefits are even more challenging to measure and to value.

Non-timber values vary greatly by forest type and location.  Unlike timber values, which are realized only at harvest time, non-timber values are annual and continuing.  Non-timber values can often equal or exceed timber values.  Non-timber benefits add to the value of the forest, making it easier to justify forest management, but they make forest management for multiple outputs complex.

Forest concession legislation and concession agreements in most countries, tropical and temperate, are based on timber production, and concession agreements are operated primarily for timber production.  

Response:   The challenge is to redesign concession agreements to incorporate non-timber forest products and environmental values, to require concessionaires to manage the forest for non-timber and environmental values, and to provide incentives (both positive and negative) for concessionaires to manage the forest for these values.  Suggestions for the redesign of concession agreements, forest management requirements and procedures, performance incentives, penalties, supervision and inspection procedures are presented in later sections.

Issue 3:  Local Community Forest Use and Benefits.

Forest communities and forest dwellers are primary producers and users of non-timber forest products such as fuelwood, foods, medicinal plants, bamboos, rattans, etc.  They are also primary users and beneficiaries of many environmental services such as wildlife, watershed benefits, biodiversity, etc.    The issues in community forest parallel those of non-timber and environmental values. 

Because most forest concession agreements in the past have focussed on timber production, forest uses by forest dwellers and forest communities have been ignored.  As a result, concessionaires have had little incentive to manage forests to benefits local communities or forest dwellers.  In addition, forest communities often derive little benefit, employment, or revenues from forest concessions.  

Response:   It is possible to redesign concession agreements, the forest management requirements and procedures to incorporate community forest uses and increase community benefits from forest concessions.  There are also opportunities for community forest concessions, producing timber, non-timber forest products and other forest outputs, including ecotourism, and for co-management of forest concessions (Latin American examples and experiences with community forest concessions and co-management are examined in a number of the other papers from the Symposium).

Issue 4:  Length of the Concession Agreement.

It is commonly argued that longer, more secure concession tenures would provide the required incentive for sustainable forest management.  However, long-term leases may not be the answer for slow growing tropical forests producing non-market benefits.  Under long-term tenures, or privatization of slow growing tropical forests, concessionaires may continue to liquidate, rather than manage the forest (Vincent 1990,Walker and Smith 1993, Gray 1994, Boscolo and Vincent 2000).

Where growth rates of tropical forests (in volume and value) are low, below rates of return on other investments, concessionaires will have no incentive to manage the forests, even under long term, secure tenure.  Concessionaires will continue to liquidate the forests and invest the proceeds elsewhere at a higher rate of return.  In an empirical test simulating concessionaire behaviour Boscolo and Vincent (2000) demonstrate that under longer concessions loggers have little incentive to adopt reduced-impact logging, or to comply with minimum-diameter cutting limits.

Response:   Short-term concessions that are renewable based on demonstrated forest management performance may provide stronger incentives for sustainable forestry than longer term concessions.  There is some evidence from Indonesia that short term tenures, renewable upon forest management performance, have provided a much stronger incentive for forest management than have long-term tenures (Gray and Hadi 1989, Gray and Hadi 1990).  Boscolo and Vincent (2000) demonstrate that performance based renewal conditions provide a powerful incentive for reduced impact logging, compliance with minimum-diameter cutting limits and better forest management, even under short-term concession agreements. 

Issue 5: Concession Size.  

Forest concessions can vary enormously in size among countries as well as varying greatly in size within countries, from a few hundred to tens of thousands of hectares (Grut, Gray and Egli 1991).  In some countries concessions are too small to support viable silviculture, logging and transport units.  More often concessions are too large, often well beyond the needs of concessionaires.  In Cameroon the ten largest concession owners held 50 percent of the area, the 25 largest held 75 percent of the area. The largest concession holding was 650,000 hectares (World Resources Institute 2000b).  In Gabon the 12 largest concession owners, 5 percent of the owners, held half of the concession area, equal to 21 percent of Gabon's total forest cover.  The remaining 209 concession owners held the rest. The largest holding was 699,000 hectares (World Resources Institute 2000a).  In Indonesia, in 1989, with 557 concessions covering 58.8 million hectares, the top 4 concession owners held 9.87 million hectares, 17 percent of the total concession area, a high degree of concentration (Gray and Hadi 1989).  In Canada, in British Columbia, the biggest forest province, the top 10 forest companies hold 59 percent of the annual allowable cut, a volume of 41.8 million cubic metres per year (World Resources Institute 2000c).

Concessionaires may often acquire large forest areas, more for future "insurance" purposes, or speculation, leaving large areas of forest locked-up and public forest resources idle.  Large concessions with excess timber supply have little incentive to utilize the timber efficiently, or to practice more intensive forest management.  High-grading and wasteful logging is encouraged.  In addition, with excess forest area, concessionaires have little incentive to control agricultural or other types of encroachment. 

The size of concessions should be related to the per hectare yield, annual growth rates, rotation or cutting cycle, and the size of the efficient annual cutting area. 

Response:  The acquisition of large concessions, beyond a company's needs, is encouraged by low forest fees, and particularly by low or negligible area based fees on concessions.  In many countries annual area based fees on forest concessions are low, negligible, or non-existent.  As a result there is little or no cost to the industry acquiring and holding large concession areas and little or no incentive to relinquish excess area.  Low or non-existent area based concession fees provide the wrong incentives.  Instead annual area based fees at a significant level can provide incentives to utilize and manage concession areas more efficiently.  Annual area fees can encourage concessionaires to relinquish excess forest area for allocation to protection, conservation, or other uses, or for reallocation as other concessions.  In addition, as mentioned below, annual area fees are easier to collect and less subject to evasion and abuse than forest fees based on the volume of timber cut. 

Issue 6: Forest Fees and Forest Revenues on Concessions.

The forest revenue system, forest fees on timber, and fees on concessions can have significant incentive or disincentive effects on forest management and the performance of forest concessions.  In many developing countries forest fees are low well below the value of the timber (Repetto and Gillis 1988; Gillis 1992; World Commission on Forests and Sustainable Development, 1999).  There are few countries in which forests are properly priced and economic incentives used to encourage efficient utilization and sustainable forest management

Low forest fees on timber and concessions provide the wrong incentives, signalling abundance rather than scarcity.  Low forest fees on timber make commercial logging and processing profitable and attractive for entry and expansion, encouraging entry, wastage of valuable timber, over-cutting and depletion of the forest (Karsenty 2000).  Low concession fees make forest concessions profitable and attractive and encourage over-expansion of forest concessions, and into areas that may be more appropriate for non-timber uses or as protection forests.

Low forest revenues can result from low forest fees, set at levels well below the value of the timber, or from low collection rates, the result of weak and inefficient collection systems, bridery corruption or illegal logging.  In many countries forest fees were set years ago and are fixed in legislation that is not easily changed.  In Gabon, for example, forest fees have not been changed for 25 years (World Resources Institute 2000a).
Stumpage fees and other volume based forest fees are the major forest revenue source in most countries.  They are difficult to administer and collect, subject to widespread evasion and abuse through corruption, side payments and illegal logging.  As a result of low forest fees and evasion these potential forest policy tools are lost.  Timber is cheap and is wasted.  There is little incentive to harvest timber efficiently, or use the forest sustainably (Gray 1983, Repetto and Gillis 1988, Grut, Gray and Egli 1991; Gray 1996; Karsenty 2000).

Area based fees on forest concessions and other forest tenures are easier to administer and less subject to avoidance and abuse.  However, they are not widely used, or are at very low rates, and thus generate little forest revenue, only 1 or 2 percent of total forest revenues in most countries (Grut, Gray and Egli 1991).  There is scope for greater use of area based fees on forest concessions and other forest tenures.  

Response:   Forest fees on the timber cut along with fees on forest concessions -- set at levels that reflect the value of the timber and of concessions can provide incentives for efficient utilization and management.  They can:  (1) deter over-exploitation of tropical forests,  (2) encourage sustainable management of tropical forests and more efficient utilization of tropical timber, and  (3) generate the revenues to finance forest management and regeneration, making tropical forestry both financially and economically sustainable.

A more significant share of forest revenues could be collected through easier to collect concession fees.  Concession fees could include: (1) an initial concession licence fee; (2) an annual concession fee based on the concession area, on the inventory volume, or on the annual allowable cut; or (3) bonus bids on concessions, where concessions are allocated by competitive application and through oral auction, or sealed tender.  

Concession fees, properly designed, can serve a number of forest policy objectives. First, concession fees are much easier to collect than stumpage fees on timber.  Concession fees based, for example, on the area or productivity of the concession are a fixed annual fee, are easier to collect, and are not subject to abuse.

Second, concession fees can serve to reflect the security value of timber supply provided by the concession.  This security value is an important and real value to concession holders, the insurance value of a guaranteed timber supply.  Concession fees can also discourage non-productive efforts (lobbying, persuasion, influence, or bribery) "invested" in obtaining a concession ("rent seeking," as it is termed).

Third, concession fees can encourage better management of concessions, more intensive forest management within concessions, and reduce speculative acquisition of concessions.  Concession fees set at a significant level will discourage the acquisition of excess concession area, and encourage more efficient use and utilization of the forest.

Issue 7: Bidding on Concessions and Transparency in Concession Allocation.

In most countries, concessions are allocated administratively in a process, with many administrative hurdles that invite “facilitation payment”, bribery, and corruption.  In such cases the value of the concession and of the timber on it is dissipated in inefficiencies and unproductive “rent seeking” activities of individuals and companies seeking concessions.  Persons with little knowledge of the forest industry, or no intention of entering it, are sometimes awarded concessions that they then sell or contract out (World Resources Institute 2000a).  

Response:   If there is adequate competition, concessions should preferably be allocated through bidding.  Concessions sold by bidding can also provide an indication of what should be charged on concessions where competition is not possible (Gray 1983, Gray and Hadi 1989).  Competitive allocation has advantages.  It avoids administrative decisions to choose among competing applicants and reduces the potential for bribery and corruption.  It allocates concession areas to those processors to whom they are most productive and valuable.  Finally, it generates revenue to the forest owners, be they governments or local communities.  

Bidding has other advantages.  The prices bid for concessions provides a market based indicator of whether forest fees on the timber harvested are at the right level.  If forest fees are low, profits from harvesting timber will be large, concessions financially attractive, and the "bonus prices" bid for new concession will be high.  On the other hand, if forest fees fully reflect the value of the standing timber on concessions, then the bids for concessions will reflect only the security of timber supply value of concessions.

It is recommended that competitive allocation of concessions by sealed tender be applied first to new concessions in areas of the country where competition can be expected.  Competitive bidding could also be used in reallocating concessions returned, expired and not renewed, or cancelled for non-performance, perhaps with existing holders being given the option of matching the winning bids. 

There has been increasing interest in introducing competitive allocation of concessions (Laarman 1999; World Commission on Forests and Sustainable Development. 1999, Karsentry 2000, Klein 1998).  A few countries in West and Central Africa, Latin America and South East Asia have used competitive auctions, experimented with bidding for concessions, introduced auctions, or are planning to do so (Grut, Gray and Egli 1991, Landell-Mills and Ford 1999, Fofung 1998, World Resources Institute 200d).  Auctions and sealed tenders have been used to varying degrees in allocating forest concessions in Venezuela, a number of peninsular Malaysian states, as well as in Sabah and Sarawak, Ghana, Côte d' Ivoire, and the Congo (Gillis 1992: Grut, Gray and Egli 1991).  Honduras has used auctions in the sale of pine timber under short term timber sales (Ryburn 1997, Gray and Hägerby 1997).

Cameroon has had a varied success with auctioning concessions starting in 1996 (World Bank Operations Evaluation Department 2000b).  The uneven success was mainly the result of uncertainty and confusion of the sale conditions, an uncertain commitment by the government to the auction process, and not having fully specified the procedures and conditions (World Resources Institute 2000d).  Changes have been made, procedures tightened, an independent observer appointed, all of which improved transparency and accountability (World Resources Institute 2000d).  Cameroon's auction experience provides useful lessons for other counties in improving forest concession allocation.

Brazil recently auctioned a first concession in the Amazon on a second attempt.  Largely as a result of the newness of the process and uncertainty on the part of potential bidders there was only one bidder and the bid was low.  Nevertheless Brazil gained experience in the process, and perhaps the advantages of proceeding slowly.

Peru is planning the auction of managed forest concessions in the Biabo Permanent Forest in the Peruvian Amazon under the auspices of the World Bank and World Wide Fund Forest for Nature Forest Alliance.  The Biabo Forest project will bring 2.18 million hectares under management, over 1 million hectares as protected forest, and 631,000 hectares managed under the proposed forest concession system.  The project includes the design of the proposed bidding and auction system, forest management supervision, inspections and monitoring procedures and capacities, management of protected areas and community participation in forest management and monitoring.  

In 1999 Indonesia announced its intention to auction 3 million ha of expired concessions (Reuters Jan. 29, 1999).  However, this would require the procedures and conditions for auctions, performance bonds, etc. be put in place (World Resources Institute 2000d). 

As is apparent from the country experiences, bidding procedures need to be under tight control to ensure that bidding is competitive and that concessions are awarded impartially and to the highest bidder.  To ensure impartial independence the auction process might be carried out or supervised by an independent organization as auctioneer.  

Auctioning of concessions should be applied first in areas of the country where competition can be expected.  Where competition is not adequate, administratively set concession fees can then be based on the concession fees established elsewhere through auction bidding.
Bidding conditions can be tailored to the country's industrial strategy.  For example, to prevent large companies from acquiring large areas, concessions could be auctioned in small but manageable units, and small companies without concessions given bidding preferences.  To ensure independence, concession allocation procedures might be entrusted to an independent auctioneer and monitored. 

Issue 8: Concession Management Incentives and Performance Incentives.

In most countries concession agreements do not provide sufficient incentives for forest management, nor do they include measurable performance requirements.  Incentives can be used to support the regulation and management of concessions.  These can be positive incentives, payments or reduced fees based on performance, or negative, penalties or loss of deposits for non-performance.  Some examples are mentioned below. 

Response:  The granting of interim concession licenses that are converted to an operating license upon demonstrated performance provides another incentive.  It puts the onus on the concessionaire to demonstrate forest management performance, rather than requiring the forestry department to be continually checking performance.  

Concession management can include greater use of guarantee performance deposits and refunds upon performance.  Performance bonds can serve as a strong incentive for compliance with concession terms and requirements, for performances in concession management, and for adoption of low impact logging (Boscolo and Vincent 2000).  Performance deposits can be required at various stages in the concession application, approval and granting.  However, concessionaires would need to be confident of the return of their deposits if deposits and prepayments are to provide incentives for forest management.  

The concession renewal provisions at 5 to 10 year intervals, mentioned above, are another example.  Performance based renewal conditions can provide a strong incentive for compliance (Boscolo and Vincent 2000). 

The level and structure of forest fees can have important incentive effects on concession performance, logging methods, adoption of low impact logging, compliance with diameter limits, utilization of species, etc. (Gray 1983; Grut, Gray and Egli 1991; Boscolo and Vincent 2000; Karsenty 2000).  

Prepayment of forest fees will ensure that concessionaires are up-to-date with payment of their fees.  

Issue 9: Inspection, Monitoring and Audit of Forest Management.

In most countries arrangements for supervision and monitoring of concessions are weak, often close to non-existent (Grut, Gray and Egli 1991; Gray and Hägerby 1997; World Bank Operations Evaluation Department 2000a; World Bank Operations Evaluation Department 2000b; World Resources Institute. 2000d).

Forestry departments and ministries are often under funded and ill equipped to supervise and monitor logging activities and forest management on forest concessions, with little field capability for on-the-ground inspection and monitoring (Grut, Gray and Egli 1991; Hardner and Rice 1999).

Forestry agencies commonly do not have the vehicles or fuel to allow staff to go into the field.  As a result, personnel are often dependent on concessionaires for transport, accommodation and support, jeopardising their ability to supervise and monitor concession operations and independence.  In the late 1980's the Cameroon Ministry of Environment and Forests was forced to sell most of its vehicles as a result of the economic crisis.  In 1998 the Ministry acquired new vehicles, but now has only five four-wheel-drive vehicles (one in each region), and 28 motorbikes, for 793 "field agents" assigned to "forestry monitoring and enforcement", most of whom remain "office bound" (World Resources Institute 2000b).  Maintenance of vehicles and fuel further limits field operations.  In Gabon, the Ministry of Water and Forests now has nearly 100 vehicles, a substantial increase from 19 in 1997, but two-thirds of them are in the capital.  Only 34 vehicles are available for provincial inspectors (World Resources Institute 2000a).

Forestry staff often has little or no incentive to go the field.  In some cases daily subsistence allowances are not sufficient to cover even the cost of food and accommodation, expenses may not be fully reimbursed, re-payment may be delayed, or never materialize.  At the other extreme, travel allowances may be paid whether the person visits the field or not, again providing little incentive to go into the field.  

Forestry staff in many countries are under-trained, and under-paid.  Salaries are commonly so low that people must work at other jobs to survive.  Salaries are viewed as retainers rather than as payment for performance.  Under such circumstances, staff are vulnerable to bribery to approve logging plans, certify logging or forest management performance, or approve scaling records and timber volumes without field inspection.

Response:  To improve concession management, logging and forest management on concessions, it is important to strengthen the field capability of forestry agencies, provide incentives and training to staff for field work, and take steps to strengthen their independence so that they are less vulnerable to bribery.  An increase in forest fees or an improvement in revenue collection can help to finance the strengthening of field capacity, especially if a proportion of the forest revenues are allocated to a fund to finance field operations and inspections.  

Contracting out of monitoring and supervision to independent (public or private) organizations is an alternative.  Independent auditing of concession management, logging performance, and forest management is proposed to strengthen performance incentives for concessionaires, and to provide performance incentives for forest agencies. 

Making Forest Concessions Economically and Environmentally Sustainable.

There are opportunities to make forest concession management more effective and more sustainable as suggested above in the review of concession issues and experience around the world.  We outline steps for the allocation, supervision and monitoring to improve forest concessions, along with suggestions for strengthening the forest revenue system on concessions.  The key to success is introducing the proper incentives into the concessions agreements and forest management requirements.

Most of the countries already have concession procedures, although in many cases the procedures focus more on process rather than demonstratable and measurable performance.  The concession procedures proposed here are intended to strengthen and extend the existing procedures, to focus on their implementation, and on performance, as well as on concession supervision and monitoring.  

The forest concession procedures proposed involve first the allocation of concession contracts by bidding or other competitive allocation, followed by the management of the concession by the concessionaire, and supervision, monitoring, and auditing of concession operations by the government, or by an independent organization. 

To implement a policy of allocating lands to forest management concessions, countries will still need to build the capacity to carry out the concession policies proposed:  to evaluate potential concessionaires, carry out auctions of concessions, negotiate with powerful and experienced forest companies, and carry out the monitoring and supervision of forestry and logging activities on concessions, or delegate monitoring and supervision to an independent organization

The concession allocation and management procedures described below draw on several sources: the ITTO Guidelines ("Guidelines for the Sustainable Management of Natural Tropical Forests" and "Guidelines for the Establishment and Sustainable Management of Planted Tropical Forests"); the experience and publications of the Food and Agriculture Organization; the recent and extensive work on criteria and indicators of forest management, and forest certification, the experiences and problems faced by Côte d'Ivoire, Ghana, Cameroon, Gabon and the Congo countries in West and Central Africa, by Indonesia, Malaysia, Papua New Guinea, and Cambodia in South East Asia, by Honduras, Nicaragua, Guyana and Suriname, Bolivia, Brazil, and Peru in Latin America, and among developed countries, the experience of Canadian provinces with forest concessions and short term timber sales (Armitage 1998; Gray 1983; FAO 1992; FAO 1997a; FAO 1997b;FAO 1998a: FAO 1998b;Grut, Gray and Egli 1991; Gray and Hadi 1989; Gray and Hadi 1990; Gray and Hägerby 1997 ;ITTO 1992a; ITTO 1993; Sizer 1996; Sizer and Rice 1995 and other refernces). 

The specific procedures, outlined below, are broken down into four sets of specific steps and procedures: (1) concession allocation steps and procedures; (2) forest concession contract conditions, steps and staged approvals; (3) supervision, monitoring and audit operations, and (4) contract review and extension.  Each set is discussed in turn.  These steps and procedures are designed as practical means to strengthen the protection of the forest estate and to achieve sustainable forest management.  Once implemented, they can provide the basis for certification of forest management and of forest products.

Each step should be established with "time limits" specifying maximum or minimum times for completion and procedures to be followed if the time limits cannot be met.  These procedures are designed for application to public lands.  The conditions and procedures, with some modification could be used by communities, or by groups of private forest owners, for forest management concessions on community or private lands.

The forest management pilot project in Peru provides an example that is close to the steps and procedures proposed here.  Peru is planning a new forest management regime in the Amazon that would bring 25 percent of the current uncontrolled national forest under management and permanent forest production.  The Biabo Forest is established as a pilot project with the assistance of the World Bank - World Wide Fund for Nature Global Alliance for Forest Conservation and Sustainable Use. 

The Biabo Project covers 2.18 million hectares, of which 631,200 hectares will be managed under the proposed forest concession system.  Much of the remaining 1.5 million hectares will be managed as protected forests.

The forest concessions will be allocated by auction, with bidding by sealed tender.  The forest has been inventoried.  Auction arrangements and bidding procedures have been developed.  Expressions of interest have been invited and solicited, and tenders will be called.  Guidelines for forest management plans and for annual operating plans have been developed, and criteria and indicators drafted.  Procedures for implementation of the concession supervision and control system have been drafted.

Communities in the area have been surveyed, community forest use surveyed, non-timber forest products production studied.  The potential for community involvement in forest concession activities, concession supervision and inspections, community forest management and community management of the protected areas are being considered.

The planning process has been comprehensive and, given the complexity of the undertaking, is essentially complete.  However, the success of the Biabo project will hinge on the implementation of the process and procedures, and on the effectiveness of the supervision, monitoring and control of forest concessions and of the protected areas.  The effectiveness of supervision and monitoring is the weak link in the implementation process.  It will be key to the success or failure of the project.

Concession Allocation Steps and Procedures.

Step 1  -- Ensure the Area is Not Encumbered by Other Land Ownership or Land Use Restrictions: An important first step is to ensure that land claims are settled and that tenure rights to both the land and the timber are clear before proceeding.

Step 2  -- Land Use Planning and Selection of Areas for Concessions:  The selection of the areas for allocation to forest management concessions should be based on land use planning rather than responding to requests from potential concessionaires.

Step 3  -- Initiation of Proposed Forest Management Concession: It is preferable that the concession allocation process be initiated by the Government, or by the government agency responsible for administration of state forest lands rather than concession applicants.

Step 4  -- Advertise the Areas and Invite Expressions of Interest:  If the land and forest tenure rights are settled, and the area defined, the next step is to invite expressions of interest from potential concessionaires.  Concession conditions, rights and obligations would be specified.

Step 5  -- Pre-Qualification of Bidders:  Companies interested in the concession area would be asked to submit materials to pre-qualify.  The conditions for pre-qualification should be stated in the application package.

Step 6  -- Approval of Qualified Bidders:  The agency responsible for forest administration would have a limited time to evaluate the pre-qualification materials and notify qualified bidders.

Step 7  - Time for Bidders to Evaluate the Area and Timber, and Prepare Proposals:  Qualified bidders would be eligible to inspect the area and undertake a reconnaissance inventory.  Bidders would be required to submit the details of their inventory methods and results along with their bids.  Alternatively, the government might undertake the inventory and make it available to bidders as part of the bidding package.

Step 8  -- Submission of Bids: It is suggested that concession bidding be by sealed tender.  The deadline for receiving bids would have to be strictly observed to avoid any legal challenges later. 

Step 9  -- Selection of the Winning Bid:  For transparency, tenders should be opened publicly.  It is suggested that bidding be based on bonus bids.  Bonuses would be in addition to the normal stumpage prices, area fees and other charges.  The recommended form of the bonus bids would consist of: (1) an annual bonus payments per hectare on the concession, and  (2) a lump sum bonus paid upon signing the contract.  With pre-qualification of bidders, all bidders should have the necessary experience and abilities to carry out the concession management obligation.

Step 10  -- Concession Contract and Signing:  The forest management concession contract would cover the concessionaires rights and obligations; along with the conditions for the management and operation of the commercial forest lands within the concession, and for the protection and management of non-timber producing areas within the concession.  The contract conditions should follow a standardized form applicable to all concessions, with special conditions, rights and obligations that apply to the area in question in a separate annex.

The Forest Concession Contract: Forest Management Conditions, Steps and Staged Approvals.

To be effective, the forest management concession contract must provide certainty of rights and obligations for the concession holder.  The contract performance conditions need to be specified with clear steps and staged, and include strong incentives for compliance with the management obligations by the concessionaire.

Contract conditions should focus on and emphasize "on-the-ground" performance and the design of conditions that can be monitored and verified, rather than emphasizing on "paper plans", that are often only that – plans that are only on paper!  The suggested key contract performance steps are: 

Step 1  -- Boundary Marking:  Clear and permanent definition of the concession boundary is a first and important practical first step to forest management. 

Step 2  -- Mapping of the Concession Area:  Mapping of the concession area is a closely related second step.  It is an important pre-requisite for a reliable forest inventory, reliable forest management planning, and well designed, efficient, and environmentally appropriate logging planning and road system.

Step 3  -- Access Control:  The concession holder would be required to control access.   Access control is important in maintaining the integrity of the forest estate and preventing incursions and the conversion of productive forest land into marginal agricultural and grazing land. 

Step 4  -- Forest Inventory and Environmental Inventory:  The forest inventory would be completed and approved before full scale harvesting is allowed.

Step 5  -- Forest Management Plan and Environmental Management Plan:  Tropical forests provide a range of forest products (logs, fuelwood, foods and fruits, medicinal plants, wildlife) and a diversity of non-timber and environmental benefits.  For this reason both a Forest Management Plan and an Environmental Management Plan are called for.  The Environmental Management Plan would parallel the Forest Management Plan and follow a similar pattern.  The management plan and environmental management plan should be brief, focussed on implementation, and be verifiable on the ground rather than being voluminous paper plans.  Step 6  -- Road Plan:  The initial road plan would provide the location of the main road system and the planned location of major branch roads, accompanied by an overall map and detailed maps showing the location of main roads and major branch roads.  The road plan should likewise be focussed on implementation, and be verifiable on the ground.  

Road planning and on the ground layout can save on road construction by reducing expensive equipment time in road construction, save on maintenance costs, and result in better road alignment and reduced grades, which in turn will reduce log transportation costs.  Road planning and on the ground layout will also reduce environmental impacts , erosion and stream damge.

Step 7  -- Forest Utilization Plan:  For each processing plant, the forest utilization's plan should specify the location, capacity, description on equipment, employment, etc. Any changes in the location, nature or size of the processing facilities should require approval.  The utilization plan should be based on the forest inventory and forest management plan, the species composition, sizes, and quality (including defect) of the timber supply.

Step 8  -- Social and Community Development Plan:  The community and social development plan should document commitments on the part of the concession owner to community and social development.

Step 9  -- Annual Operating Plan and Logging Plan:  The silvicultural systems and logging systems, including low impact logging methods to be used should be specified.  These too need to be specified in verifiable terms.  The initial operating area plan should include the following steps:  

(1)  Logging plan layout on the ground.  The roads, landings, and skid roads should be marked out on the ground to guide construction prior to the start of logging;  

(2)  Marking of trees.  It is recommended that the concession owner, rather than the concession administration agency, be responsible for marking the trees to be cut.  

Logging plan layout and the marking of the trees to be cut prior to logging can, reduce logging costs by saving on expensive machine time, increase logging productivity and daily output, reduce breakage and improve utilization of timber; as well as reducing damage to the residual stand and damage to the soil.  Logging plan layout and the marking of trees are key components of low impact logging. They have been shown to reduce logging cost by 15 percent (Zweede and Pereira 2000).  

Logging plan layout and the marking would be inspected and checked by the forest agency before logging commenced, or by an independent inspection agency.  This can be done relatively easily with the roads and landing in place.

Supervision, Monitoring and Audit of Concession Operations.

If countries are to achieve sustainable forest management on forest concessions or on other forest lands a way must be found to fund and implement on the ground inspection and supervision of concession.  It is proposed that a portion of the forest fees collected be allocated to a fund to finance on the ground inspection and supervision of forest concessions.  Unless field inspection capabilities are strengthened granting further concessions would be dangerous.

On the ground supervision and monitoring of performance of these concession management steps is essential to achieve sustainable management on forest concessions and other forest lands.  Regular reporting by concessionaires on implementation of each of the concession management steps above is the first stage in supervision and monitoring of forest management on concessions. 

A practical approach to monitoring is regular monitoring of key operational indicators.  For example, control of logging activities is often the key to minimizing logging damage in the sustainable management of tropical forests managed under uneven aged silviculture and selective logging.  On the ground inspection of forest boundaries, proper layout of roads and inspection of road plans, on-the-ground inspection of logging plan layout and marking of trees, and on-the-ground inspection of logged areas following logging are key monitoring indicators.

Walker and Smith (1993) used representative data from Indonesia and a decision model of logger or concessionaire behaviour to analyse the effect of different levels of inspection and detection probabilities on contract performance.  With the logging costs, prices, revenues and forest conditions used, they show that with zero probabilities of detection, "...loggers are always motivated to employ liquidation harvesting...and to employ liquidation harvesting practices throughout the entire length of the contract."  This is exactly what one would expect, both from experience and from observation.  However, they also demonstrate that "...partial inspection policies...may in many cases be quite cost effective."  For low discount rates (interest costs paid or rates of return earned by the loggers' on investments elsewhere) detection rates of 3 to 6 percent can be sufficient to deter liquidation logging.  At a higher discount rate of 15 percent, detection probabilities would need to exceed 20 percent to deter liquidation logging.  Thus the intensity of inspection and detection needs to rise as the logger's discount rate (interest costs paid or rates of return earned on investments elsewhere) increases.

If the agency is not equipped, staffed and financed to carry out on-the-ground inspection of concessions, the alternative is to contract out the on-the-ground inspections to private sector firms of reliable reputation and impartiality, and with the ability and trained staff to carry out the work accurately and conscientiously.  It may be necessary or appropriate to contract internationally with forestry inspections firms.

Review and Extension of the Concession License.

As demonstrated above, long term secure tenure is not sufficient to provide an incentive for managing the concession sustainably.  Long term tenure (or privatization of forests) would likely result in "high grading" and "mining" the forest, leading to rapid depletion and abandonment of forest lands (Boscolo and Vincent 2000).  Boscolo and Vincent also demonstrate the performance based renewal conditions provide a strong incentive for loggers to comply with performance conditions.  Combined with performance bonds renewal conditions provide very powerful performance incentives. 

It is recommended that the concession term be relatively short, perhaps 10 to 12 years.  In addition, an interim review might be considered, perhaps in the fifth or sixth year, with a full performance review in the tenth year, two years before the final year (year 12).  To ensure an unbiased and independent review, it is suggested that the performance evaluation (or audit) be carried out by an external, internationally recognized consulting firm or forestry organization.

Forest Pricing Policies.
The forest pricing policies and forest fees suggested below are intended to improve forest concession performance, improve sustainable management of forests on concessions, and increase the financial viability of forest management by:  (1) raising fees to reflect the value of the forest,  (2) structuring fees to provide incentives for improved utilization and forest management, and  (3) providing the revenue to finance improved forest management and making forest management a worthwhile investment for governments.  The proposals include five elements:

1. Annual Concession Fees.
· Area based annual concession fees are recommended at rates that generate a significant proportion of forest revenues and provide incentives for forest management.  Annual concession fees should become a major revenue source and supplement, or partly replace difficult to collect volume based stumpage prices and export taxes.

2.  Initial Concession Fees.
· A modest Initial Concession Fee is recommended, designed to generate sufficient revenues to cover administrative costs in granting concessions, and to discourage frivolous or speculative concession applications or acquisition of concessions. 

3.  Bidding on Concessions.
· Where competition can be achieved, it is recommended that concessions be allocated by bidding (preferably by sealed-tender) based on bonus bids, under a carefully designed impartially administered auction process.  To ensure success, bidding should be initially introduced on a limited basis in situations where there will be competition.  Bonus bids would reflect and capture the "security value" of the secure timber supply provided by the concession, and, in addition, a share of the stumpage values of timber not reflected in other forest fees.  

4.  Minimum Volume-Based Stumpage Prices. 

· Minimum volume-based stumpage prices are recommended.  These should be high enough to reflect:  (a) the administrative costs of supervision, inspection, forest renewal and forest management, scaling and collection of revenues, and  (b) the environmental and other non-market values, the "opportunity cost" values that are precluded by harvesting the timber.  Minimum volume-based fees can prevent "below cost" or "below opportunity cost" harvesting and thus improve the overall efficiency of forestry.  

5.  Minimum Area-Based Forest Concession Fees.

· Minimum area-based forest concession fees are recommended to reflect the environmental and non-market "opportunity cost" values of alternative forest land uses that are involved in the allocation of tropical forest areas to timber production.

6.  A Fund to Finance Forest Management, Supervision and Monitoring of Concessions.
· It is recommended that a substantial proportion of the forest revenues from concessions be allocated to a forest management fund and used to finance the supervision and monitoring of logging and forest management activities on concessions. 

Notes.

The paper is drawn on a forthcoming World Bank study, tentatively titled “Forest Concession and Revenue Systems: Country Experience, Problems and Policy Options for Improvement”  It also draws on a report on strengthening concession procedures in Nicaragua (Gray and Hägerby 1997), and a workshop paper presented in Rio de Janeiro (Gray 1997b).
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