
Jakarta, 21 September 2001

The Executive Director

International Tropical Timber Organization

Yokohama, Japan

Dear Sir,
We have the honour and pleasure to submit our report, entitled Achieving Sustainable Forest Management in Indonesia. This report, we believe, fulfills the request of the Government of Indonesia to the International Tropical Timber Council outlined in Decision 12 (XXIX), which was adopted at its 29th session, held in Yokohama, Japan from 30 October to 04 November 2000. This decision called upon the ITTO to organize a Technical Mission to assist the Indonesian government to identify ITTO support, especially in formulating plans and programmes to achieve sustainable forest management. The terms of reference of the Mission specified five important areas, namely, curbing illegal logging, restructuring forest industries, forest plantations for resource creation, recalculating timber value and implementing decentralization of the forestry sector. 

The attached Report was prepared by a team of four international and five national experts led by Dr. B.C.Y. Freezailah over the period 12 March to 6 April and from 10 – 21 September, 2001. The Mission has enjoyed the full cooperation of the Government of Indonesia, and many individuals, groups and institutions representing a broad range of stakeholders and benefited from their valuable contributions. Indeed, the Mission itself was composed of individuals from an equally broad range of perspectives and backgrounds. The attached report is the consensus view of its members. From these recommendations we have drawn up an immediate agenda of action by the Government of Indonesia with the support of the international community

Each of the areas is addressed in a common format, specifically a review of the current situation, a fairly comprehensive discussion of the issues and the recommended measures to address these issues.


In view of the urgency to address the issues involved, we also recommend that “retreats” may be held to intensively discuss the findings and recommendations of the Mission at relevant national levels, with the support of ITTO.

We trust this report will stimulate productive debate and enlist the needed support from the member countries of the ITTC.
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UNCED
United Nations Conference on Environment and Development
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United Nations Environment Programme

UNESCO
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The circumstances that led to this Technical Mission are represented by the worsening situation in Indonesia, following the multidimensional economic crisis of 1997/1998. For more than 30 years, the Government of Indonesia pursued an aggressive and seemingly successful development policy. But the economic crisis wracking the country today is but one signal that much of that success has been achieved through a relentless exploitation and mismanagement of the country’s rich natural resources far beyond their capacity that promise to rapidly deplete them.  


The current state of forests is increasingly disheartening. The most glaring aspect of the present situation of the Indonesian forestry sector is the unsustainable management of forests under the current system of forest land management. This in turn has led to deforestation, environmental degradation, rampant illegal logging, increasing incidence of forest fires, falling productivity and widespread land  conflicts. 


This critical situation is a result of deep-rooted problems that largely emanate from attenuated property rights and weak enforcement of laws and regulations. Accordingly, there is a need for “reforming and strengthening of institutions”. Attempts have been made in that regard by many bilateral and multilateral projects over the past 3 decades without achieving much tangible progress. The economic crisis of 1997/1998 and subsequent rise of a democratically elected government and initiation of decentralization process have raised expectations at all levels of society of an equitable opportunity to improve the situation. However, the process is still evolving.  The uncertainties and ambiguities of decentralization process are producing serious negative impacts on Sustainable Forest Management.

This report addresses five important issues: (i) curbing illegal logging; (ii) restructuring forest industries; (iii) forest plantations for resource creation; (iv) recalculating timber value; and (v) implementing decentralization of the forestry sector.

Indonesian forestry is now at a critical crossroads: the choices are twofold, (1) continue on a path of forest depletion leading to a precipitous decline in its contribution to socio-economic and environmental welfare of the nation or, (2) a shift towards sustainable economic contribution over the longer term. There can be no doubt that the costs to the nation and to the world in the former option are greater than with the second. 

However the sustainable benefits associated with the second option recommended in this report are conditional upon the full support of all stakeholders requiring their attendant obligations. This also calls for the fullest support of the international community.   

EXECUTIVE SUMMARY
Introduction


Decision 12 (XXIX) was adopted at the request of the Minister of Agriculture and Forestry of the Republic of Indonesia during the 29th session of the International Tropical Timber Council (ITTC), held in Yokohama, Japan from 30 October to 04 November 2000. The decision of the ITTC entailed organising a Technical Mission to assist the Indonesian Government to identify ITTO support, especially in formulating plans and programmes to achieve sustainable forest management. Accordingly, the ITTO Technical Mission comprising four international and five Indonesian experts led by Dr. B.C.Y Freezailah undertook its work in Indonesia from 12 March to 6 April, and from 10 September to 21 September, 2001. 

The circumstances that led to this Technical Mission are represented by the worsening situation in Indonesia, following the multidimensional economic crisis of 1997/1998. The country is struggling to manage the complex political, economic and social changes in what is still a fragile recovery from the economic crisis. The worsening situation in the forestry sector is evidenced by the continuing and alarming rate of deforestation and forest degradation, failure of the rule of law, inefficient and inequitable forest utilisation partly due to malpractices, excessive concentration on economic gains from timber management, and lack of co-ordination among relevant institutions. This situation is further compounded by the on-going process of decentralisation without adequate and clear transitional measures.

The terms of reference of the Mission have specified five important issues to be addressed – i.e., (i) illegal logging (and its impact on the security of forest resources); (ii) restructuring forest-based industries (to rectify the imbalances and inefficiencies in the wood industries sector); (iii) forest plantations (the inadequate efforts on creating high-yielding industrial forest plantations); (iv) recalculation of wood value (the low price/rent being realised for the supply of wood from natural forest); and (v) decentralisation of forest management (the inadequate preparedness for decentralisation in forestry).

80 percent of the primary forests in Indonesia have been logged over. There is a great deal of uncertainty concerning the productivity of the second growth forests which in turn has serious implications for future economic supplies of timber.

The Backdrop


Indonesia is a vast and diverse country of 220 million people, representing some 300 ethnic groups. Forest, accounting for about 60 percent (estimated at about 113 million hectares) of the land area, is Indonesia’s most extensive natural resource, and has major importance for global climate and bio-diversity. Indonesia’s forests represent about 10 percent of the world’s remaining tropical forests. The tropical rain forest of Indonesia is widely acclaimed as one of the most species rich and complex tropical eco-system. Indonesia is one of the 12 mega biodiversity countries in the world.

Indonesia’s forest is home to some 40 million people. Additionally, forestry provides livelihood, directly and indirectly, through its contribution to employment and income, for some 4 million families. But the main benefit from forests accrues to a relatively small group of entrepreneurs who practise unsustainable forest exploitation.

The teak plantations of Java dominated the forestry scene of Indonesia up to the late 1960s. Since then forestry activities in the Outer Islands, including logging in natural mixed hardwood forests for sawlogs and plylogs and processing of timber, have been the main focus.

More than three decades after the policy on Indonesia’s natural forests was set, the state of forests is increasingly disheartening. The most glaring aspect of the present situation of the Indonesian forestry sector is the unsustainable development of forests under the current forest management system, particularly of logging concession system. This in turn has led to deforestation (annual rate of 1.8 million ha.), environmental degradation, illegal activities, and increasing incidence of injurious factors such as forest fires and falling productivity of both natural forests and plantations.

These issues are actually a manifestation of deep-rooted problems that largely emanate from attenuated property rights and weak enforcement of existing laws and regulations. Accordingly, there is a need for “reforming and strengthening of institutions”. Attempts have been made in that regard by many bilateral and multilateral projects over the past 3 decades without achieving much tangible progress. The economic crisis of 1997 and subsequent rise of a democratically elected government and initiation of decentralisation process have raised expectations at all levels of society of an equitable opportunity to improve the situation. However, the issues are still being discussed, and no firm action has been forthcoming. The uncertainties and ambiguities of decentralisation process is producing serious negative impacts instead of serving as a tool to enhance Sustainable Forest Management.

Contextual Aspects


The five inter-related aspects specified in the TOR of the ITTO Mission form the core of the issues tormenting the forestry sector of Indonesia. In that regard, the need for a strong and comprehensive National Forest Policy and an appropriately designed National Forest Programme is specially highlighted. 


The Mission received a large number of suggestions from a wide range of stakeholders, institutional representatives, donors and concerned citizens regarding the reforms needed in the policy front. The Mission also consulted a number of papers and publications related to Indonesian forest policy. In listing some of those suggestions, which are somewhat overlapping, the intention is to boldly underline the urgent need to review and reform the forest policy of the country:

· Review the current forest landuse classification and re-establish new and realistic targets for total Permanent Forest Estate, production forests, plantations, protected area system (parks and nature reserves), community woodlots etc.

· Review the current system of forest production management under logging concessions; diversify production management by introducing new/improved systems.

· All types of forest to be brought under a system of management plan; establish model/demonstration FMUs; adopt the holistic concept of ecosystem management; promote NWFPs and forest (environmental/recreation) services and integrate them in the overall system of forest management.

· Support and promote social forestry, trees outside forest and non-forest sources of wood (such as rubber and coconut plantations).

· Promote reduced impact and waste-free harvesting and utilization of harvest residues.

· Support forest-based rural industrialization and downstream processing for improved value addition; develop efficiency measures for wood processing industries; promote entrepreneurial involvement of private sector in the forestry sector.

· Reform, strengthen and streamline forestry institutions at all levels.

· Provide greater support to forestry research and technology development.

· Improve incentives for sustainable use of timber by: (a) moving log prices to international levels, (b) raising the share of forestry revenues received by the government with the intention of optimising rent capture and (c) reviewing the need for continued subsidies of forest plantations; appropriately link trade policy instruments with incentive policies in forestry.

· Treat indigenous people as social assets and integral elements of Indonesia’s forests; analyse and evaluate forest related rights and privileges and tenurial systems to assess the nature and extent of reforms required and to implement such reforms.

· Ensure advance consultation with forest-dwelling communities affected by forest development projects, and put in place mechanisms to ensure equitable participation in the benefits, including possible joint management of regenerating areas based on traditional resource management systems.

· Establish intensive multi-stakeholder consultations as a necessary prerequisite for forestry planning and implementation.

· Institute a regular and mandatory system of forest valuation, rent calculation and forest resource accounting within the overall purview of SNA.

· Develop more effective long-term mechanisms for interagency coordination in forest land conservation and development.

· Wherever a specific aspect of forestry needs elaborate policy attention, formulate “sub-policies” linked organically to the “parent policy” – examples: policy on forest tenures; policy on forest plantations; policy on non-wood forest products; policy on fire management.

Policy aims are achieved through plans and programmes. The concept of National Forest Programme was developed as part of the follow-up of the UNCED decisions by the international forest policy dialogue under the auspices of the UN-CSD. The NFP comprises a broad inter-sectoral approach to forest development at all stages including strategies and plans of action as well as their implementation, monitoring and evaluation. The NFP in Indonesia is envisaged to become a vehicle for a national discussion of what should be done for sustainably managing the forests of the country. The NFP should be prepared through a participatory, interactive and bottom-up process, duly appreciating the ground realities.


Several immediate actions are necessary, such as: establishment of a secretariat for NFP; create a multi-stakeholder forum for discussing the NFP processes; establish partnerships on different levels in order to create synergies; develop standards and criteria for sub-national forest programmes. The NFP system needs to be institutionalized (preferably within a sectoral institution with full access to information), and it will be advisable, initially at least, to undertake the task as a full-fledged project.


Since many of the programmes included in the NFP/RFP are of substantial size and nature, it is often necessary and advisable to prepare separate plans for such programme areas (e.g. Forest Plantations, Forest Industry Development, Research and Technology Development, Non-wood Forest Products, Forest Fire Management, Bio-diversity Conservation, Eco-Tourism). 

Specific Issues


The Mission’s findings and recommendations on the specific issues referred to it are summarized below:

Curbing Illegal Logging

The Mission identified the following as important factors influencing the spread of illegal logging:

· Total breakdown in forest law enforcement.

· Inadequate transitional measures for the decentralization process.

· Serious deficiencies in timber production management, which encourages illegal logging and other forms of irregularities.

· Unregulated expansion of wood processing industries unlinked to sustainable sources of raw material.

· Excessive domestic demand.

· Serious indifference/neglect to the rights and welfare of the local community.

· Lack of employment opportunities.

· Inefficiencies in wood use.

Strict enforcement of law and order including deterrent punishment, in tandem with a program to address corruption within enforcement agencies, is unavoidable if the pervasive nature of illegal logging is to be effectively controlled. 


On the issue of law enforcement in forestry and prevention of illegal logging, the Mission is of the opinion that there are no short cuts to efficient institutional arrangements, with adequate staff and funds, that use “sticks” and “carrots” appropriately. Illegal logging has to be attacked on a war footing. This stern measure should be complemented with policy measures including changes to the existing system of logging concessions, industrial licensing and perverse subsidies. A temporary ban on log exports may also be considered. Once the situation is brought back to a reasonable state of civility, it may then be possible to promote lawful behaviour through a proper system of timber tracking and inspections. Additional measures required include: ensuring rights and welfare of local populations; regulating and reducing demand for wood; implementation of timber certification; auditing of conservation areas; and promotion of overall economic development.

Control of illegal logging is an area where there is need for urgent and vigourous action.

Restructuring Forest Industries


The wood industry sector of Indonesia is characterised by several common features such as over capacity, wood supply deficit, over and unsustainable forest exploitation, low level of capacity utilisation, low efficiency and low competitiveness, increasing use of illegal logs, over capitalization, debt burden, social tension, and lack of reliable and consistent information. Low administered fees for raw material, along with other flaws in the logging concession system, are fuelling these problems.


Interaction of the Mission with stakeholders and other concerned persons have brought out two types of issues linked to restructuring of forest-based industries – policy-related and practice-related. 

Policy-related issues result from inappropriateness and vagueness of policies, and/or conflicts among related policies. Policy-related issues include: conditions and criteria for issuing licences to establish forest-based industries; implications of incentives including concealed and direct subsidies; forms of access to raw material resource (e.g. supply from land clearance); impacts of tariff and non-tariff protection; controls and monitoring; changes in socio-economic roles of industries; and fiscal and financial inefficiencies and/or irregularities. Often, these policy-related issues get reflected practically as impacts of implementational flaws. Some policy-related issues may result in more than one practical issue and/or one practical issue may be attributable to more than one policy issues.


The practice-related or practical issues are linked to the skewed structure of forest industries in Indonesia. These often result from policy failures, and include among others: excess production capacity; lack of sustainable raw material supply; lack of respect for the concept and criteria of AAC; serious lapses in forest management; low profitability of forest plantations; inadequate planting and indifferent performance of plantations; lack of integrated management for wood and non-wood products; lack of transparency in the management of forest industries; unreliability of statistical information; lack of people’s participation and social conflicts; improprieties of financial management, weaknesses of financial intermediation and indebtedness of industrial enterprises / companies.

It has been highlighted by all concerned that the principal reason for the present crisis in Indonesian forestry is the gap between supply and demand for wood. Two aspects, which have precipitated the need for restructuring the forest industries are the financial crisis and the raw material crunch. They have affected the processing units which are under IBRA’s responsibility as well as those outside it. The situation is likely to prevail (and assume larger proportions) in the future, unless realistic action is taken immediately. Inaction will have implications on employment, income, government revenue, trade, operational efficiency, community welfare and environmental conservation.

The main incentives needed to achieve increased efficiency in wood industries are higher log royalties and methods of pricing designed to apply scarcity value of raw material. This can be achieved by reducing log output to sustainable levels.

Policy measures to address the issues affecting the structure of forest industry include, inter alia: structuring specifications and criteria, supply/demand balancing, improved market mechanism, sustainability of forest resources, inter-agency/inter-sectoral co-ordination, checks and balances, balanced incentive system, and investment strategy.

On the practical side some of the important measures required are: detailed review/evaluation of the wood industries and categorization by their state of viability and efficiency; formulating and implementing a master plan for restructuring forest industries; establishing a system of annual survey of industries; streamlining forest management system and rationalizing wood supply arrangements; and reducing demand for wood.

Master plan for restructuring forest industries will specify: the units which are to be closed down or replaced; those which can be repaired and retooled; those which require streamlining of management; and the need for diversifying production and establishing new units. All aspects involved in the wood industry structure, i.e. product combination, size, technology, location, availability of raw material, trade and market characteristics, capital formation, indebtedness, efficiency and so on, are to be periodically reviewed.

The focus on the problem in achieving sustainable forest management in Indonesia has recently shifted from the rent-seeking behavior amongst a few stakeholders to an alarming rate of illegal logging that, inter alia, is considered to be a consequence to excess capacity in the forest industry. The apparent solution, therefore, is to downsize and/or restructure the industry. It is not, however, clear if this is to be a preferred solution as such downsizing/restructuring will have unintended social and economic effects. While such a problem should not materialize in an open competitive economy where price would equate excess demand with available supply, a long history of government subsidies have muted market forces in Indonesia.

The present structure of forest industries, dominated by primary processing units, mainly of sawmilling and plywood and recently of pulp and paper, was influenced by easy availability of cheap raw material and labour at low cost. As the raw material situation changes, as the national policy demands balanced regional development, as domestic demand for processed products in terms of quantity and variety changes, and as the country faces competition in the export markets, it will be necessary to suitably modify the structure, if Indonesia’s forest-based industries are to retain their important role in the future. Wastage of raw material has to be reduced to the minimum and forest industry should be diversified to promote utilization of residues. Also efficiency in forest utilization through diversification of production would make it increasingly necessary to carry out production, to the extent possible, in integrated units.

As Indonesia attempts to expand exports of further-processed products, much greater emphasis will have to be placed on effective marketing activities. This implies a much more detailed understanding of individual markets and market segments, including attention to consumer tastes and preferences, and to product quality, consistency, buyer service, and distribution network. Intersectoral coordination and promotional efforts are also important.

Expanding Forest Plantations

The area under forest plantations are increasing in many countries, because of the failure of natural forest management to supply the right species of wood, in the required amounts and at the right time. Forest plantations at the same time have several favourable attributes: i.e. ideal for concentrated production of raw material for industrial processing; can use degraded lands; allow intensive management at acceptable cost; amenable for manipulating growth and quality through genetic improvement; can be grown as pure or mixed crop; high-input/high-output potential; positive economy of scale; can form a useful part of diverse and synergetic landscape; create employment particularly when associated with value-added processing; provide products for local consumption, relieve pressure on natural forests and help improve land-use through small holder and outgrower planting.


Some of the potential negative aspects of plantations include: heavy investment and infrastructure needs; complexity of cost structure; tendency to rely on restricted species base; pressure of industrial demand may distort priorities; bio-diversity and land rights are likely to be compromised; management lapses can lead to site deterioration and poor growth rates. Unless adequate care is taken, these negative aspects can undermine the effectiveness of plantation programmes.


Reflecting these attributes, the major roles being played by forest plantations include: meeting the timber supply deficit from natural forests; rehabilitation of watersheds that have been extensively degraded; and provision of socio-economic and environmental benefits.


As in other primary production enterprises, advanced technologies play an increasingly important role in plantation forestry. Use of appropriate plantation technology will ensure that the right species are planted on the right site using the right technique and maintained under the right treatment. The broad aspects involved in this regard will cover: soil capability studies; analysis of site factors; site preparation and improvement; preparation of planting materials; control of fires, pests and diseases; plantation silviculture and management systems.


Productivity of forest plantations of all categories in Indonesia, including that of most HTIs, is considerably lower than the achievable optimum. This is essentially due to the deficiencies in management: inadequate attention to nursery practices; lack of care in site-species matching; inappropriate technological inputs; lack of maintenance; lack of protection from pests, diseases and fire; insufficiency of skilled human resource; poor infrastructural facilities, and so on.


Slow progress in achieving targets, low profitability of plantation enterprises and imbalances in the implementation of HTI programme are major issues. Some of the reasons attributed for the situation are the following:

· Since alternative source of cheaper raw material is being made available, the companies benefit by not planting, and private investors have no incentive to produce.

· Tenure issues and land conflicts.


· Inappropriate selection of species, provenances and sites.

· Lack of plantation performance audit.

· Inadequate access to credit  due to high risks and low profitability.



Other related issues to be addressed include: lack of a production objective for rehabilitation plantations; various types of investment risks, and lack of a clear policy for forest plantations. 


While some issues originate from the conceptual positions taken in favour of or against plantation forestry, most issues are policy-related and institutional in nature. An example is the maneuvering on the part of Industrial Timber Estate (HTI) concession holders in Indonesia to obtain secondary forests with valuable timber growth tagged as “logged over and degraded” in order to earn a “profit before investment”. This practice – the unwarranted increase in the cost of an investment project - allows producers to secure much larger amounts of financing than needed. This in turn contributes to an increase in activities unrelated to reforestation.


The Mission received strong messages from those who were interviewed that it is pivotal to reassess the policies (and considerations) governing forest plantation programme, including those on the use of Reforestation Fund (DR) for HTIs. Many operators of HTI lose their interest to plant once the payment from the Government has been received. In some other countries, such financial contributions are made available only post factum, after the work (or defined stages of the work) has been completed, so that there will be no “profit before investment”.

The following measures have been proposed by the Mission to address the above issues: conduct an inventory and evaluation of plantations in Indonesia to assess their condition and management needs; enhance productivity of forest plantations; encourage and establish a system of stakeholder consultation and participation in plantation development; undertake research and technology development on different aspects of plantations; formulate and implement a clear and comprehensive policy on forest plantations; prepare and implement a plantation master plan; strengthen institutional support for forest plantations (including a Forest Trust to administer the funds for plantation development); and promote non-forest sources of wood to supplement the supply of wood from forest sources.

It is further suggested that high yielding tree plantations should be given priority because of their positive environmental and economic contributions. Reasonably good and suitable land should be allocated for production plantations. Such lands, for clearfelling and planting, can be found in the areas classified as conversion forests and some of the degraded production forests. 

Industrial plantations with the right mix of species (e.g. fast growing general purpose species and valuable species such as teak, Agathis, and mahogany) can support the development of a wood panel industry providing both cheaper core and expensive face veneer. These plantations can also supply part of the sawlog needs. Plantation, in combination with tropical hardwood from natural forests, could meet the range of market demand for different types of wood products.  For reasons of economy, pulpwood requirements will have to be met largely by raising fast-growing tree plantations.

Recalculating Timber Value


In the system of forest resource use being practised in Indonesia, based on forest concessions awarded to private entrepreneurs, the value due to the resource or rent is captured in the form of royalty and charges. In the existing structure of the forest revenue system in Indonesia, there are some 13 different charges of which royalty and reforestation fee account for almost 96 percent. 

Rent is the surplus available after all factors of production have secured the minimum return needed to keep them engaged in the activity in question. Rent capture is effected through the revenue system of the Government. The rent capture coefficient is an indication of the efficiency in managing logging concessions by the government for the benefit of the Nation. In that regard, calculation of real value of timber assumes significance as a factor in improving rent capture.

A study commissioned for the Mission by ITTO found that in 1997-98 rent capture in logging concessions was between 24 and 36 percent (average 30 percent) leaving a windfall of 64 to 76 percent to concessionaires.  However, the Mission is unable to obtain more recent data reflecting the current situation.

Apart from the lack of an effective fiscal mechanism to capture rent due from timber resources, and the losses occuring through illegal logging, there are also other limitations in the forest revenue system of Indonesia. Two of the important deficiencies are: weaknesses in revenue collection (ranging from flaws in assessment of production to lapses in collection) and absence of a compensatory mechanism against inflation. Some of the issues discussed earlier under illegal logging, forest-based industries and forest plantations have their origins in the weaknesses found in timber pricing and related policies. These, inter alia, include the following:


· adverse impact of raw material pricing on: efficiency of industries, investment in plantation forestry and entry by potentially more efficient users of the resource;

· industry policy based on inefficient export taxes, and official sanction of cartels controlling exports of processed products;


· lack of effective measure to encourage community participation in forest management and protection.


The inappropriateness and inadequacy of royalties and charges lead to undesirable impacts, manifested in different ways:

· There is no element of competition in awarding logging concessions.


· The low level of charges encourages concessionaires to hold large tracts of forests without having to pay a proper price for that privilege.


· The charges are so low that they do not reflect the scarcity situation.


· There are no clear mandatory provision for review of royalty and charges, for periodically adjusting to the level of inflation.


· The policy of log export ban and other forms of protection results in reduced price for domestic log supply and makes it difficult to have a realistic estimation of potential rent.

· The system of low rent has a strong element of concealed subsidy, distorting priorities away from efficiency and competitiveness.


· It prevents expected paradigm shifts from timber orientation to sustainable ecosystem management and from profit maximisation to social welfare mission.

· The system components are not properly linked so that it is easy to evade payment of some charges; and such evasions have been happening. 

Based on analysis of the situation, the Mission proposes the following measures:

· increase rent capture;

· streamline the concession system;

· streamline and simplify timber revenue collection;

· establish a natural resource accounting system;

· introduce a compensatory mechanism against inflation;

· reduce the number of collection points;

· conduct trials with other system to assess comparative merits with reference to the current concession system;


Major constraints in implementing sustainable forest management is not a lack of technology, but the short term perceptions and time preferences of the private investors. The right balance of incentives and controls, though a difficult recipe, appears to be the most important factor. Experience has shown that underestimating the value of the resource is a disincentive for better utilization and promotes wasteful use. It has been estimated that logging residues amounting to about 40 to 50 percent of the standing volume are left in the forest. Residue utilization, as a measure of efficiency in resource use and resource conservation, needs to be specially emphasized. This is extremely significant, considering that the rent capture from the logs removed is only about 30 percent of the potential. The present rates and charges can, therefore, be considerably increased. 

Rates and charges on forest resource, through their appropriate adjustments, can be powerful tools to ensure proper management.

A consolidated single point revenue collection (or collecting revenue by grouping all land-area-based and timber-volume-based charges into two separate groups) with defined allocation criteria can meet the main considerations of cost of collection, distributional criteria and policy objectives. The purpose ultimately is to reduce windfall profits, as it adversely affects efficiency and the urge for value-addition.

Decentralising Forestry Activities


Decentralisation generally refers to the transfer of political, fiscal and administrative powers from national to subnational units of government. It shifts responsibility and accountability from the central government to the regions, and is linked usually to some kind of an election process. 


In terms of legislation, the spirit of decentralisation in Indonesia is captured in Law No. 22/1999 (UU 22/1999 on Regional Governance) and Law No. 25/1999 (UU 25/1999 on Fiscal Balance Between the Centre and Regions). Government Regulation No. 25/2000 (PP 25/2000 on government authority and provincial authority as an autonomous region) provides elaboration/clarification on allocation of functions to central and provincial governments. These laws dramatically changed the nature of governance and public administration in Indonesia.


UU 22/1999 defines regional autonomy on the basis of five fundamentals: democracy, people’s participation and empowerment, equity and justice, recognition of the potential and diversity of regions, and the need to strengthen the regional legislatures. The law stipulates that the district level (Kabupaten/Kota) be the main functional level of the decentralised local government, which is to have wide ranging autonomy. 


Following the promulgation of UU 22/1999 and UU 25/1999, authority and responsibility for forest management have been decentralized to local level of government, mainly to Kabupaten level. Lands, including state forestlands, are to be under local government administration. All forestry activities with certain exceptions fall under local government management. The extent of forestlands in each Kabupaten varies widely.  The local governments have to equip themselves to manage the forests scientifically if they are to derive the potential benefits of this valuable resource. Presently, most Kabupatens are not adequately prepared to carry out the decentralised responsibilities. 


There is an urgent need for the government (MOF) to develop regulations for implementing the decentralization laws in the forestry sector to avoid misinterpretations and resulting confusion among provincial and district governments. There is also need for developing uniform criteria and indicators of SFM on a priority basis to prevent the district governments from developing and adopting their own. Some district governments have already done so, exacerbating the present problems.


Decentralisation in forestry covers three major aspects: forest production in public as well as private forest lands; service to the people in forestry business/processing activities linked to production; and protection of forests dedicated to conservation and ecosystem protection. 


While UU 22/1999 and UU 25/1999 provide the prime legislative means of implementing decentralisation, the scenario is made ambiguous by a series of conflicting, confusing and contradictory regulations, without clear indication as to which supercedes what. UU 41/1999 on Basic Forestry Law has not helped the situation either. The confusing situation has encouraged an unholy alliance of brokers, capital owners (timber buyers) and village elites (who obtains licence from district authorities) operating locally issued timber exploitation licences with an organised chain leading up to export of logs or supply of logs for processing.


The extent of area over which, and the circumstances under which, concession rights and cutting permits can be issued by various authorities (district, provincial and central) is still unclear. Accordingly, there have been cases where (overlapping) cutting permits have been issued covering the same area by different authorities to different parties. This creates conflicts, environmental damage, and economic injustice. In addition, the Mission was informed of some 4,000 land claims by local communities. 


Decentralization has direct implications on resource ownership and control, resource management, institutions and instruments, and finance. Each of these have transitional and longer term aspects/implications, in terms of mechanisms and institutional structures influencing the stability of forestlands, forest management practices, forest policy development, forests and industry linkages, public management system of forestry activities, and human resource management.


During the meetings and interviews on issues of decentralisation with persons of various backgrounds, the Mission received several opinions and suggestions:

· It is not possible to reverse the process of decentralisation



· Decentralisation of forestry to some 400 district entities will be unmanageable; carry out decentralisation only up to the provincial level (numbering 33), with the centre providing crucial policy support and guidance and co-ordination.

· It is necessary to re-evaluate the condition of forest resources: to prepare for forestry decentralization; to provide background material for preparing National Forest Programme; and to develop indicators of forest sustainability for evaluation of the local government’s performance.


There is need for: restructuring of the MOF at the centre and to strengthen forestry institutions at the provincial and regional levels; defining roles, responsibilities and powers of all institutional components; sharing and transferring of all related resources (material, financial and human) and records. Decentralisation in forestry assumes new dimensions, considering that the forest resource has trans-generational importance.

As part of the decentralisation process it is necessary to remove the legal anomalies and settle disputes regarding land rights and other injustices, which have occurred as a result of centralized governance. The presence and power of the security sector (the Military and the Police) over the  public forest administration should be weaned away.

Some of the constraints to be considered in this regard are: non-homogenous nature of decentralised units; lack of technical capability; inadequate revenue source; institutional inadequacy; fragmented forests; gaps in rules and regulations; imbalances in spatial planning. 

However, implementation of decentralization in Indonesia has been facing various issues – legal, institutional, financial and others. The agonies and cascading impacts of decentralisation, often, originate from misperceptions (about decentralisation) on the part of the different stakeholders and other related issues, such as lack of financial discipline, anomalies in revenue sharing, lack of resource security, inadequate policy support, and gaps in technological and planning capability.

Decentralisation in the forestry sector is a means of achieving sustainable forest management. For a smooth implementation of decentralized forest management, some important factors, among others, have to be taken into account: laws and policies have to be clearly defined, organizational structures and mechanisms have to be established and, human resource, infrastructure and budget have to be provided. An urgent need is to critically review the roles, functions, organizations and capabilities of Government agencies (and Government-owned enterprises) in the continued development of the forestry sector, and to redefine and restructure these roles, functions and organizations to provide the capability to meet the growing and changing demands of the sector, and more importantly to ensure the long-term sustainability of the forest resources and the forestry sector in the country.

It is the proposal of the Mission that decentralisation in forestry be undertaken within the framework of a sequenced strategy reflecting the on-ground situation (covering national forest policy, rules and regulations, human resources development and deployment, institutional restructuring at various levels, bureaucratic re-orientation, financial discipline and control, people’s participation, a national level body for guiding and overseeing forestry development, etc). There is need for extreme care to avoid the pitfalls of ‘trial and error’ approaches and to evaluate the merits of alternative models through well designed pilot trials. This and other important issues may be discussed and co-ordinated by a high-powered consultative and deliberative body comprising members from the central and provincial/district governments. 

Conclusions


The regions in the Outer Islands will continue to be important for Indonesia’s forestry development. However, its forestry and forest industry will undergo structural changes brought about by a decrease in forest area and an increase in demand for forest goods and services.


Plantation wood and small dimensioned materials will gain in importance as raw materials. Wood from non-traditional/non-forest sources will also be used, in larger quantities for industrial purposes. Solid wood will be increasingly replaced by re-constituted wood in end-uses, a sizeable proportion of it being ‘alternate panel products’.


Environmental conservation and rehabilitation will be an important preoccupation due to its long-range implications on quality of life and welfare of the people. Man-made forests (as a means to rapidly increase timber supplies and to relieve pressure on dwindling natural forests), non-wood forest products (for community welfare and to reduce damage to the environment), manpower development (for ensuring implementation of sound forestry programmes) and research (to progressively improve the technology component of forestry development) will need to receive considerable attention.


Clearance of forests for agricultural development and other non-forestry purposes is inevitable. But this process must be strictly controlled. There is need to establish the extent of permanent forest estate as a percentage of the total land area.

Special and urgent attention will be needed for the conservation of genetic resources and bio-diversity. A system of protected areas, and controlled management of vulnerable forests for non-damaging or less damaging uses such as sustainable collection of non-wood forest products and eco-tourism are very relevant in this connection. 

In view of the dynamic changes, technology and markets will adjust to the emerging situation, if guided by appropriate policy. Thus, while several of the forestry problems can be remedied by technological adjustments and improvements, lasting solutions can be brought about only through appropriate policies and strategies and institutional strengthening.

Sustained yield management is an ideal to be aimed at; its major constraint is not lack of technology, but the short term perceptions and time preferences of the investors, and inadequate concern on the part of policy makers and forest managers.


Sustainable forest management involves a package of inter-related components: appropriate forest land allocation including sufficient extent of protected areas; management of natural forests under sound silvicultural principles, and multiple use concepts; control of deforestation; increased afforestation/reforestation to reduce pressure on natural forests; efficient and waste-free utilisation of forest resources and promotion of lesser-used species; promotion of employment in forest based activities; rationalization of shifting cultivation; increase in added value and retained value through policies related to industrial processing and trade; peoples participation, proper administrative arrangements and institutional instruments; and a realistic plan of investment. In view of the close linkages between these components, it is difficult to set strict priority among them. A balanced development of these components is needed.

The private sector plays an important role in managing the forests of Indonesia. To ensure good performance by the private sector in the State forests, the resources should be properly priced, continuity of tenure should be ensured, and agreed conditions and regulations should be strictly enforced. To this end, a system of performance bond should be introduced.

Producing forest goods for an expanding market from a decreasing resource is a difficult task. Research support is essential for developing intensive and environmentally-sound practices of forest management. Another vital factor is adequately skilled manpower to plan, implement, monitor and evaluate the programmes and projects. 

Recommendations


The Mission Report deals with major issues affecting the forestry sector and provides detailed recommendations. In summary the recommendations are:

· Address illegal logging and other related illegal activities in forestry by appropriately invoking the provisions of laws and regulations supported and complimented by policy interventions and balanced incentives. Special measures should be introduced to protect conservation areas. A temporary ban on log exports (as a measure to curtail illegal export, if found necessary, and up to a maximum of three years), timber certification, and log audit are other measures which merit consideration. Recognition of community rights to forest resources is another important factor.

· Rationalise and reform the structure and functioning of forest industries (including closures where necessary): covering size, products, location, efficiency, and ownership; limiting to sustainable availability of raw material from stable sources, whether public or private; and removing perverse subsidies which encourages malpractices and financial improprieties.

· Develop/expand high yielding and efficiently managed forest plantations as the major source of industrial raw material, emphasizing on: suitable species and sites; economics of production and return on investment; appropriate incentives; community benefits and involvement; increased environmental values; control of potential malpractices in the use of land and loans such that the plantation programme supports sustainable forestry development; measures to rescue the troubled joint-venture HTIs, as appropriate; and establishment of a Forest Trust to support plantation development.

· Simplify and streamline valuation/pricing of natural forest timber (and other natural forest products) with a view to improve the capture of economic rent, to remove concealed subsidies, to limit windfall profits and to induce efficiency in forest resource use. Rent rate for natural pulpwood (IPK) should be increased significantly.

· Decentralise the forestry sector, within the broad provisions of the decentralisation laws, appropriate to the sectoral needs and special characteristics, and based on a well thought-out decentralisation plan – involving stakeholder participation and consultations; division and transfer of powers and responsibilities; formulation of clear and adequate rules and regulations and guidelines and norms for SFM; designing and installing of institutions with required skills and capability; an agreed system of allocation of revenues and revenue sources; co-ordination mechanisms and a system of monitoring and control. The Mission considers that, at this stage, decentralization should be to the provincial rather than to the district level.  This can be done by invoking the provisions in the decentralization laws, which provides the mandate for macro-planning to the central government.

· Undertake appropriate measures/actions to address the issues linked to the contextual aspects in forestry, namely:

· formulate and enforce a reformed National Forest Policy;


· install appropriate and properly structured institutions to enforce the policies;


· establish a mechanism for resolving land conflicts affecting SFM through legal means.

· build skills and capability in forestry at local level and establish suitable human resource development programme(s);

· improve forestry research facilities to support technology development, particularly the management of logged over forests.

· formulate and implement a National Forest Programme with regional components (regional forest programmes) and detailed programme plans (e.g. forest plantations, forest industries, etc.);

· undertake measures to mobilize funds for sustainable forestry development;

· review the opportunities for incremental income and employment gains through capturing the non-market public values in the permanent forest estate.

· develop special measures for dealing with: promotion of NWFPs, rationalizing of shifting cultivation, and forest fire management;

· establish forest resource accounting system and rectify the existing accounting distortions;

· institute co-ordination and monitoring mechanisms. 

· Establish a high level National Forestry Council to function as a policy guiding, consultative and supervisory body.

Project Ideas


The Mission recommends several project ideas for international assistance in support of SFM in Indonesia.  These have been explained to in the respective sections.

1. Policy studies and strengthening of policy analysis and planning capability in the forestry sector institutions in Indonesia.



2.
Support for establishing a functioning process and framework for a national forest programming system (including regional forest programmes) in Indonesia.


3.
Development and implementation of guidelines to control illegal logging in Riau and West Kalimantan.



4.
Application of forest cover density monitoring – satellite imagery to verify illegal logging.


5.
Preparation of a restructuring plan for forest industries in Indonesia.


6.
Preparation of a plantation master plan for Indonesia.


7.
A framework system for forest resource accounting in Indonesia.

8. Demonstration of decentralised and multi-stakeholder forest management models in selected regions of Indonesia.

A Word of Caution: 

None of the recommendations would produce the desired result unless they are nourished by political will and leadership commitment and responsible action by all concerned, driven by a clear vision and proper mission. 
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