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SECTION I

Introduction
To qualify for urgent financial assistance the World Bank and the International Monetary Fund, countries must agree to a package of policy reforms known as a structural adjustment program (SAP). An SAP consists of a set of conditionalities, the term used for the specific “policies that a country intends to implement in the context of its request for financial support from the IMF” (IMF web 3). Structural adjustment has its critics, and among them, conservationists are concerned about the environmental implications of such conditionalities.

This paper examines the problems in Indonesia’s forestry sector and how they are driven both by domestic policies and by the specific conditionalities attached to Indonesia’s structural adjustment program by the World Bank. Several organizations have studied the general relationship between structural adjustment and the environment for many years (see Section III), and the World Resources Institute (WRI) conducted a case study on Indonesia. The study presented here does not repeat what others have already done, nor does it attempt to evaluate previous studies. Moreover, instead of examining the relationship between the overall adjustment program and forest in Indonesia, this study focuses specifically on the implications of the forest-related conditionalities. Its goals are (1) to define what the World Bank must do to make structural adjustment programs conducive to addressing conservation issues in developing countries in the future and (2) to define what needs to happen in Indonesia to address the current problems in the country’s forestry sector. 

The results of this discussion will be shared with other groups and individuals interested in the conservation of Indonesia’s forests and biodiversity. The primary audiences are the World Bank, the IMF, bilateral donor agencies, the Government of Indonesia, conservation and development NGOs, media, and the general public. Eventually, we hope to mobilize all interested groups and individuals to promote practical actions through the ongoing reform process kicked off by the IMF and World Bank-led structural adjustment program, through the CGI forum, and through national and regional level dialogues with policymakers. Although this paper is critical of the IMF and World Bank policies regarding Indonesia’s forestry sector, we recognize that “proper stewardship and management of the forestry sector is first and foremost the responsibility of the nationals of the country and not that of outsiders” (Uma Lele and Madur Gautam, personal communications, October 25, 2001).

SECTION II

Problems in the Forestry Sector
Loss of biodiversity and other negative ecological consequences of excessive deforestation in Indonesia are of primary concern to conservationists. Deforestation results from a variety of activities such as commercial logging, illegal logging, land conversion for estates and plantations, mineral extraction and associated infrastructure development, human settlement under the transmigration scheme, and agricultural production. These activities are in turn driven by government policies and institutions such as the concession allocation system, export restrictions on logs and other forms of support to the wood-processing industries, the transmigration policy, forestland ownership, and corruption. Because these policies and institutions fundamentally shape the incentive structures, and therefore the behavior, of resource users—logging companies, wood-processing firms, plantation owners, mining industries, and migrant farmers—they are said to account for two-thirds of all deforestation in Indonesia (Barber web). 

The loss of Indonesia’s forest has accelerated in the last 20 years. During 1980–90, the average annual deforestation rate was 0.8% or 995,808 ha. It rose to 1%, or 1,152,130 ha during 1990–95. Total amount of forestland declined from 124,476,000 ha in 1980 to 109,791,000 ha in 1995. That was a loss of almost 14.7 million ha, or an area larger than Nepal over a period of 15 years. By 1996, large and relatively undisturbed frontier forests were only 28% of the original forest, and 53.8% of those were threatened (WRI 1998). In recent years, the annual deforestation rate has gone beyond 1.5 million ha (Gautam et al. 2000: xvi), and possibly over 2 million ha (EIA web 1). By the end of 1999, the total amount of forestland in Indonesia was reduced to 98 million ha (FWI/GFW 2002). Chart 2.1 illustrates the loss of forest from 1980 to 1999. Chart 2.2 shows the portion of the 1980 forest that was lost by the end of 1999. Five major activities—some of which are interrelated—are responsible for Indonesia’s rapid rate of deforestation (see Chart 2.3), and they are discussed in depth below.
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Note: This chart must be read with caution. It only serves to roughly illustrate the relative importance of various human activities that contribute to deforestation. Data are drawn from estimates of different years. Data on commercial logging are based on the annual average between 1950 and 1985, which is roughly 1 million ha per year (Barber web). Conversion refers to that for oil palm plantations only (see Gautam et al. 2000). Transmigration refers to the spontaneous type only (see “Human Settlement,” below), which is estimated to convert 178,500 ha per year. The government-sponsored regular type is assumed to have been closed (see Walton 2000). Data on smallholder agriculture are based on an estimate of 21% of total deforestation, assuming an annual deforestation of 2 million ha (Munasinghe 1996; Barr 2000b) and may overlap significantly with the data on transmigration. The contributions of mining are not covered for lack of readily available data. 

Deforesting Activities

Commercial Logging


To manage areas it has designated for production, Indonesia has developed a system of Forest Concession Rights or HPH (Hak Pengusabaan Hutan), which grants harvesting rights to timbering companies (see “The Concession System,” below). Commercial logging by concessionaires has been a major cause of deforestation in Indonesia (although some argue that most of the pressure on forests now comes from outside the HPH concession areas; see Barr 2000a). By June 1998, commercial logging had degraded 16.57 million ha (Kartodihardjo and Supriono 1998, as cited in Gautman et al. 2000: 39). Officially, in 1999 logging took place in about 429 forest concession estates that cover a total of 42 million ha, and the officially reported annual log production had reached about 15 million cubic meters (see BPS web 1, web 3). Illegal logging alone, however, is believed to have reached 32 million cubic meters annually (Newman 2000). If these numbers are even close to accurate, the annual rate of commercial logging is more than double the sustainable rate of logging—a maximum of 22 million cubic meters per year—as established by the Indonesian Ministry of Forestry (World Bank 1995, cited in Sunderline and Resosudarmo 1996: 11).

Initially, commercial logging primarily supplied logs to Japan. The volume of unprocessed log exports to Japan grew from 6 million cubic meters in 1970 to 11.45 million cubic meters in 1973 and stayed at 8.6 million cubic meters until 1985 (Gautam et al. 2000: 15). Some researchers suggested that between 1950 and 1985, about 33 million ha of forests were logged (Barber 1997, as cited in Gautam et al. 2000: 15).

After a log export ban was imposed in 1985, logging shifted to meet the demand from the forest product processing industry, including sawnwood, plywood, and pulp and paper (Gautam et al. 2000). Charts 2.4 and 2.5 illustrate the changes in the volume of production in these wood-based processing industries from 1990 to 2000/2001. Charts 2.6 and 2.7 illustrate the changes in the importance of these industries in generating export revenue during the same period. Each of these industries is examined in greater detail below. 
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Source: Production data on sawnwood and plywood are taken from FAO (web 1and 2). Data on pulp and paper are taken from Barr (2002).
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Source: Production data on sawnwood and plywood in 2000 are taken from FAO (web 1, web 2). Data on pulp and paper in 2001 are taken from Barr (2002).
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Source: FAO (web 1, web 2). Data for pulp and paper industry include the value of export of paper and paperboard and wood pulp. 


[image: image7.wmf]Chart 2.7: Export earnings by major wood-based industries 2000

12%

39%

49%

Sawnwood

Plywood

Pulp & paper


Source: FAO (web 1, web 2). Data for pulp and paper industry include the value of export of paper and paperboard and wood pulp.
Sawnwood. The expansion of Indonesia’s sawnwood production started in the mid-1970s. Annual production increased steadily from 1.8 million cubic meters in 1974 to 10.36 million cubic meters in 1989. During the economic downturn of the 1990s, however, the sawmill industry slowly declined. In 2000, three years after the outbreak of the financial crisis, the production plummeted by 65%, from 7.2 million cubic meters in 1997 to only 2.4 million cubic meters. 

Sawnwood was previously produced mostly for domestic consumption by the construction industry, and during 1990–97, export of sawnwood accounted for only 5–10% of the total production. After the financial crisis, however, in 1998 and 1999, sawnwood export accounted for 23% of the total production. In 2000, sawnwood export soared to more than 95% of the production, reflecting in part the country’s desperate need for foreign exchange (see Chart 2.8; above data from FAO web 1) ). As of 1998, Indonesia had 1,701 sawmill companies (CNN 1998).
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Source: FAO (web 1)

Plywood. The plywood industry also started its expansion in the mid-1970s and has become a dominant wood-processing industry since the mid-80s (its wood consumption is three times greater than that of the sawmill and molding industries put together; Gautam et al. 2000: 34). Annual production grew from 107,000 cubic meters in 1975 to 9.6 million cubic meters in 1997 before it slowed down to 7.2 million cubic meters in 2000. Now most of the plywood production is for export. The export volume as a proportion of the total production increased from 0.56% in 1975 to 90% or more throughout most of the 1990s (see Chart 2.9). Until 1997, plywood had been the most important foreign-exchange earner of all wood-based products. Total value of plywood export amounted to over $3.4 billion in 1997. After 1997 its importance dropped, relative to that of the pulp and paper industry (Chart 2.7), and in 2000, the value of export dropped to below $2.0 billion. Chart 2.10 illustrates the changes in the value of plywood export between 1990 and 2000. Growing scarcity of logs is said to explain much of the slowdown (Gautam et al. 2000: 34-37). Nevertheless, plywood still remains Indonesia’s third largest non-oil and non-gas foreign-exchange earner after textiles/textile products and pulp and paper products. As of 1998, there were 115 plywood companies in Indonesia (CNN 1998). 
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Source: FAO (web 1)
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Source: FAO (web 1)
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Source: FAO (web 1)
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Source: FAO (web 1)

Pulp and Paper.
 The pulp and paper industry has grown rapidly since 1990 and is now believed to be posing the most significant threat to Indonesia’s natural forests (Gautam et al. 2000: 38). The production of paper and paperboard grew from 1.4 million metric tons in 1990 to nearly 7 million metric tons in 2000. Wood pulp production grew from 0.7 million metric tons in 1990 to 2.9 million metric tons in 1997 before it declined to 1.8 million and 1.6 million metric tons in the two years after the financial crisis, respectively. In 2000, however, the wood pulp production recovered to 3.6 million metric tons. After an initial increase from 1990, the growth of recovered paper became stagnant during 1997–2000, producing a little over 1 million metric tons a year. Chart 2.11 illustrates the production trend of these products. A growing share of the production is for export, particularly wood pulp (see Chart 2.12). The total export value of both paper/paperboard and wood pulp increased from $186 million in 1990 to $1.86 billion in 1998 and almost $2.5 billion in 2000 (see Chart 2.13). As of 1998, Indonesia had six pulp and paper companies, reflecting the high concentration of the industry (CNN 1998). 
Land Conversion for Estates and Plantations

Annual loss of natural forest cover through land conversion for estates and plantations is uncertain. It ranged from 11,400 ha to 274,000 ha according to data a decade ago.
 It is believed that in 2000, over 8 million ha of forests were converted into plantation areas (Down to Earth 2001). Major cash crops on estates are rubber, oil palm, and cocoa (see Chart 2.14). Of these, the expansion of oil palm plantations is the most significant. The estate area under oil palm plantations grew from 569,700 ha in 1989 to more than 1.99 million ha in 1999 (BPS web 1), although those figures may be conservative.
 It is reported that each year 330,000 ha of forest is converted to oil palm plantations (Kartodiharjo and Supriono 1998, as cited in Gautam et al. 2000: 41). According to BPS (web 1) palm oil production increased from about 1.86 metric tons to just over 4.02 million metric tons in 1999
, and palm kernel from 410,400 metric tons to 914,731 metric tons, during the same period (see Chart 2.15). 
Timber plantations are established mainly to meet the needs of the pulp and paper industry and other wood product industries. As of June 1998, 4.7 million ha were allocated to pulpwood plantation concessions, about 22% of which is in primary natural forest (Gautam et al. 2000: 39). The government plan was to establish another 2.3 million ha by 2000 and an additional 10.5 million ha by 2030, although a plantation area of 2 million ha is believed to be sufficient to meet the needs of the pulp and paper industry by 2020 (Sunderline and Resosudarmo 1996: 13). Another problem is that although the pulp and paper industry is legally required to establish pulpwood plantations, few actually plant any trees. Out of the 4.7 million ha allocated to timber plantations, only 1 million ha have been planted, a reflection of the industry’s reliance on illegal sources or clear-cut natural forests or both (Walton 2000). Between 1988 and 1999, only 8% of the wood used by the pulp and paper industry came from pulpwood plantations (Barr 2000a: 3). In 1999, the volume of unsustainably harvested wood for the pulp industry reached 12.5 million cubic meters (Barr 2000b: 7). During 1988 and 1999, about 835,000 ha of deforestation were attributed to the industry’s demand for pulpwood fiber (Barr 2000b: 7). 
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Source: BPS (web 1)
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Source: BPS (web 1)
Human Settlement

Indonesia is the fourth most populous country in the world. Total population in 1998 was about 204 million, of which over 60% lived in rural areas (World Bank 2000a). About 115 million people, or more than half of the total Indonesian population, live on the island of Java, making it one of the most densely populated areas in the world.
 

The transmigration from Java to outer islands, which was initiated by the Dutch colonial government in the early twentieth century to remove opposition to its land acquisition, has accelerated in recent decades. During 1950–79, the average number of regular transmigrant families—those that receive full government assistance—was 6,570 per year. During 1980–84, this number increased to 73,200 families per year. Between 1974 and 1989, there were 664,000 regular transmigrant families and 455,000 spontaneous transmigrant families—those that receive partial or no government assistance. It was estimated that during 1994–99, there would be another 350,000 regular and 250,000 spontaneous transmigrant families (transmigration data from Sunderline and Resosudarmo 1996: 7–8). Chart 2.16 illustrates the approximate distribution of all transmigrants by destinations during 1989/90–1993/94.

Regular transmigration has two major effects on forest cover. The first is the direct removal of forest cover for settlement and farmland (on average 2–4 ha farmland per family on freshly cleared forests; Think Quest web 1). One estimate claims that regular transmigration in 1979–84 led to the loss of no more than 1% of total forest area (in 1980, total forest area was 124 million ha, so the maximum total conversion during 1979–84 would be approximately 1.24 million ha, or 248,000 ha per year; WRI 1998: 293). Another estimate claims that during 1979–89, deforestation caused by regular transmigration amounted to 78,500 ha per year Sunderline and Resosudarmo 1996: 8). The second major effect is shifting cultivation beyond the designated transmigration sites. In the mid-1980s, 40–80% of transmigrants’ income came from off-farm work (World Bank, as cited in Sunderline and Resosudarmo 1996: 8). Since the early 1980s, however, transmigrants have turned to planting tree crops, such as rubber, coconut, and oil palm, which are considered more profitable than food crops. This change may have alleviated the pressure to farm outside the transmigration sites to a certain extent. 

[image: image14.wmf]Chart 2.16: Distribution of Transmigrants

1989/90-1993/94

53%

23%

13%

9%

2%

Sumatra

Kalimantan

Sulawesi

Irian Jaya & Maluku

Other


Source: Sunderline, W.D., and Resosudarmo, I.A.P. (1996: 8)

The effects of spontaneous transmigrants on forest cover are similar to those of regular transmigrants. They remove forest cover directly for settlement and food production (or rubber planting) and they seek income beyond the transmigration sites. According to Dick (1991, cited in Sunderline and Resosudarmo 1996: 8), these transmigrants clear an average of 4.25 ha per family, resulting in forest loss of 178,500 ha per year. 

Smallholder Agricultural Production

Smallholders are related to changes in forest cover through three major uses of forestlands: agricultural production, production of tree crops, and human settlement. The effects of settlement as part of the transmigration program have been described above. On agriculture, there is a continuum of farming practices, from environmentally benign (such as traditional shifting cultivation with a small human population) to destructive (as the population pressure mounts). The agricultural practice that most seriously contributes to loss of forest cover is the slashing and burning of existing vegetation to create farmlands mainly for the production of cash crops. This practice is called forest pioneer cultivation (perambahan hutan), but the exact extent of its contribution to deforestation has yet to be established. The total contribution of smallholder cultivation to deforestation is estimated to be no more than 21% (Dick 1991, cited in Sunderline and Resosudarmo 1996: 6).

The major products of smallholder tree crops are natural rubber, coffee, cocoa, and coconut/copra. Table 2.1 compares the areas harvested and the production volumes of these products from smallholdings and estates (separate data not available) in 1990 and 1999, showing a large room for improvement in productivity. It is estimated that 75% of natural rubber, 95% of coffee, and almost 100% of coconut/copra are produced by smallholders (various sources cited Sunderline and Resosudarmo 1996: 7). Of these, rubber is the most important agricultural income and its planting has also been used for establishing land rights. Oil palm is not included here; it is largely produced on estates and discussed under “Land Conversion for Estates and Plantations” above. 

Table 2.1: Production of selected tree crops 1990/1999

	Tree Crops
	Area harvested 

(thousands of ha)
	Production 

(thousands of metric tons)

	
	1990
	1999
	1990
	1999

	Natural rubber
	1,866
	2,269
	1,275
	1,564

	Coffee, green
	747
	844
	413
	455

	Cocoa beans
	159
	360
	142
	350

	Coconut
	2,262
	2,553
	12,120
	13,000


Source: FAO (web 1)

.

Policy and Institutional Drivers
The Concession System

The Indonesian government is the legal owner of all forestlands in the country. Under its concession system (Hak Pengusabaan Hutan), the GOI grants timber companies harvesting rights. Deforestation results in part from four major flaws in the structure of Indonesia’s forest concession system:

First, the fees for concession licenses, which are based on the area of the concession, are low and often guarantee a concession for up to 20 years. Royalty payments to the government, based on the volume of extraction rather than the area of the concession for the amount of logs and other forest products harvested are also low. The fee structure thus encourages concessionaires to acquire large areas, often beyond their interest or ability to control encroachment by smallholders. 

A second flaw relates to the inability of the government to “capture rents.” The rent is the amount of profit in excess of the normal profit, or total production costs. The low rate for royalty payments—and loopholes in the accounting system—enables concessionaires to capture a large share of the rents, which can be used to corrupt the law enforcement system. An analysis conducted for 1997 concluded that the GOI only captured 25% of the rents.
 

Third, the 20-year limit on the concession period is short relative to the 35-year rotation. This discourages replanting and encourages the harvesting of immature forest stands. 

A fourth flaw is that provincial governments, which receive only a small share of the already low royalty payments, have an incentive to see forestlands converted into other more profitable uses (World Bank 1995, cited in Sunderline and Resosudarmo 1996: 11). 

Export Restrictions on Logs 

Another driver of deforestation is Indonesia’s de facto subsidization of its domestic wood-processing industry through its restrictions on log exports. Indonesia imposed restrictions on log export in 1980 to promote the expansion of its wood-processing industries. The restrictions started with a system of log export quotas to be followed by a total ban in 1985 (Porter web). In 1992, under international pressure, the government of Indonesia replaced the ban with a 200% export duty on log exports, but in 1998, this prohibitively high export duty was reduced to 30%, as part of the structural adjustment program sponsored by the IMF and the World Bank. The aim was to eventually eliminate the export duty (Gautam et al. 2000: 24). But in 2000, the government of Indonesia pressed the IMF to allow reinstatement of the ban on log exports in order to meet domestic demand for raw lumber (Asrun 2000). 
The log export restrictions, be they in the form of export quotas, total bans, or high export duties, serve to subsidize the domestic wood-processing industry. The ban might have reduced the export of raw timber, but the low log prices in Indonesia (50% of the world market price) as a result of export control had encouraged the rapid expansion of the wood-processing industries (Barbier et al. 1995: 415, cited in Porter web) The number of sawmills and plywood mills more than quadrupled in the early years of the quotas, from 20 in 1980 to 96 in 1984 with another 61 mills in the pipeline. As a result, the annual log harvest was actually 50% more than during the peak of log export only a few years earlier (Bourke 1988: 136; McNeeley 1988: 151–152). By 1990, the annual milling capacity had reached 54.9 million cubic meters, 150% above the 22 million cubic meters considered by the government to be the maximum sustainable timber yield (Porter web). A more recent study by the Indonesia-UK Tropical Forest Management Programme found the annual capacity of the timber processing industries to have reached close to 80 million cubic meters of logs as compared to the officially approved 29.5 million cubic meters (EIA web). The most recent estimate puts the gap between log supply (from natural production forest and forest plantations) and demand (by the wood-based firms) at 40.68 million cubic meters, presumably met through illegal logging (Ministry of Forestry 2001). Because the log prices are low, the processing industries also have little incentive to reforest, placing a lot of pressure on the natural forests (Gautam et al. 2000: 24).

Apart from log export restrictions, the government of Indonesia has also provided direct subsidies to the wood-processing industries, including capital investment subsidies to mills and preferential export tax treatment for plywood and furniture (for more detailed description of the government support to the wood-processing industries, see Barr 2001a).
Forestland Ownership
Conflicts over resource use have also accelerated deforestation. The 1945 Constitution assigned the ownership to all natural forest to the government. “Ownership could be temporarily reassigned in the form of timber concessions, known as Forest Exploitation Rights (Hak Pengusabaan Hutan), or permanently transferred, as in the case of land titles granted to transmigration families” (Library of Congress web). The 1967 Basic Forestry Law reconfirmed the state ownership of forestland, subjecting traditional rights or adat of the forest communities to the government’s transmigration policy and the interests of large timber and plantation concessions (Gautam et al. 2000: 19). Resource-use conflicts have become common among local forest communities, transmigrants, timber concessions, and plantations. Inequitable and insecure forestland ownership has given incentives for rapid extraction of forest resources rights (for examples of land-use conflicts, see Barber 1997). Although in 1999 a new forest law was adopted, conflicts have persisted because the new law failed to address the fundamental issue of adat (Gautam et al. 2000: 19).

Corruption

Corruption in Indonesia’s forestry sector at three levels also has fueled the forestry crisis. Powerful connections between political leaders and business executives helped many companies defy laws and enjoy privileges. Bob Hasan, a close friend of the former president Suharto, controlled 3 million ha of forests (EIA web). In 1996, Suharto took 250 billion rupiah (approximately $100 million) from the reforestation fund and gave it to one of Bob Hasan’s pulp companies, Kiani Kertas (Dauvergne 1997: 7). Prayogo Pangestu, another friend of Suharto and his family, owned the Barito Pacific Timber Group—Asia’s largest forestry company and the world’s largest tropical plywood exporter—and had 5.5 million ha of forest and 55,000 employees under his control. In 1991, Barito Pacific Timber refused to pay a fine of 11 billion rupiah (roughly $4.4 million) for its illegal logging activities and the government “had apparently dropped the matter” (Dauvergne 1997: 7) In the oil palm sector, PT Marison Nusantara—the family company of Jani Akbar Tandjung (Speaker of the House of Representatives and Golkar Party Chairman, who is accused of misusing $4 million in non-budgetary funds of the State Logistics Agency)—has many overlapping shares with several member companies of the oil palm giants Salim and Raja Garuda Mas.
 

A second level of corruption is the direct involvement of the Indonesian military in timber extraction and smuggling groups (Dauvergne 1997: 7). For example, the military used to own 51% of the International Timber Company of Indonesia (with 34% owned by Suharto’s son Bambang Trihatmodjo and the remaining 15% by Bob Hasan). It held the largest forest concession in Indonesia, covering 600,000 ha in East Kalimantan. Another company in East Kalimantan, P. T. Yamaker, is also said to have links with the military. Military trucks are used to smuggle logs to Sabah. 

Finally, corruption among the ranks of forest officers is rampant. Enforcement officials have neither incentives nor capacities to execute forest laws and regulations. “Poorly paid forest officers appear to routinely ignore corporate misconduct in exchange for cash, gifts, or career opportunities. . . . Protected and aided by key political, military, customs, and tax officials, timber companies also forge export, transportation, and the harvest documents to evade royalties, taxes, and reforestation fees” groups (Dauvergne 1997: 7). The average professional staff person is responsible for monitoring 127,100 ha of production and protection forest (except in Java) and 111,000 ha of park and reserve forest (GOI/FAO, cited in Barber web). This limited enforcement capacity leaves a vacuum for corruption. 

Illegal activities in Indonesia’s forestry sector take place in this context of pervasive corruption. The amount of illegally logged timber exceeds that of legal harvest (57.7 million cubic meters vs. 21.45 million cubic meters in 1998; Walton 2000). It is estimated that 52% of the log supply comes from illegal logging of natural forest. In the mid-1990s, 84% of the timber concession holders did not observe the established rules and regulations. In 1997 and 1998, 176 companies (of which 133 were oil palm companies; Wakker 1998, cited in Gautam et al. (2000: 44) set fire to clear land for plantations in Sumatra, Kalimantan, and East Kalimantan (1998), but no one has been charged for causing the disasters, which damaged 5 million ha of forests in Kalimantan alone (Casson 2000).

Summary

Indonesia’s deforestation is a direct consequence of commercial logging (to meet the demand from the domestic sawnwood, plywood, and pulp and paper industries), land conversion for estates and crops, human settlement, and smallholder agricultural production. These human activities are, in turn, driven by a set of government policies and institutions, including the concession system, export restrictions on logs, the transmigration program, land tenure, and corruption, among others. The GOI is ultimately responsible for these problems. 

SECTION III

Structural Adjustment and Forest-Related Conditionalities
Among the groups who have studied the environmental and social impacts of structural adjustment, the World Wide Fund for Nature (WWF) is a pioneer (Reed 1992, 1996). Since 1992, it has organized case studies of 12 countries in different regions of the world.
 The World Resources Institute (WRI), in addition to its case study of the Philippines in 1992, has recently analyzed the particular impacts of structural adjustment on the forestry sector in Papua New Guinea, Cameroon, Indonesia, and Kenya (Cruz and Repetto 1992; Seymour and Dubash 2000). The World Bank itself has carried out an ex post facto cross-country environmental assessment of structural adjustment lending (Munasinghe 1996). In the specific case of Indonesia, the Bank’s Operations Evaluation Department has conducted an assessment of the Bank’s involvement in Indonesia’s forest sector, including the forest-sector reforms proposed by the Bank through the adjustment lending after the 1997 financial crisis (Gautam et al. 2000).

The major conclusion from the World Bank’s assessment is that adjustment programs generally contribute to both economic and environmental gains; unintended adverse environmental side-effects occur not because of the adjustment programs per se, but because of the persisting market, policy, and institutional failures (Munasinghe et al. 1996). The implication is that we need not question the adjustment programs; we only need to devise additional, complementary measures to mitigate potential environmental impacts (Sheng 1997).

The WWF’s recent study examined the broad sustainability implications of adjustment programs, and its analysis points to three broad conclusions (Reed 1996): 

1. Adjustment programs have shifted the control over natural resources from the government to the private sector and international markets. They have brought national economies further into the global marketplace and have accelerated the liquidation of natural capital and environmental services. The weakening of environmental institutions responsible for managing the countries’ natural resources has reinforced this trend. 

2. The opening up of markets has mainly benefited large and medium-sized commercial farmers; the majority of small farmers have not been able to respond to changed market conditions except by overtaxing the productivity of natural capital for survival. 

3. The implementation of adjustment programs has been accompanied by declining capacity and influence of national governments. The expected correction of national-level market, policy, and institutional failures has failed to take place. As natural resources around the world are being increasingly embraced by international markets and in the absence of effective national actions, the cumulative effects of adjustment programs on the global environment can be significant.

The WRI’s recent work examined the World Bank’s experience in the use of adjustment programs specifically to change forest policy in borrowing countries, focusing on the process by which adjustment programs are designed and implemented. Its overall conclusion was that if there is a strong supportive constituency in borrowing countries, if no major institutional changes are required to implement the reform measures, and if the World Bank’s own commitment to reforms is firm and its engagement with major stakeholders effective, then adjustment programs can work for the benefit of forest conservation. Absent these conditions, reforms can be easily stalled. WRI also determined that adjustment programs have been less effective in addressing deep-rooted institutional constraints in the forestry sector (Seymour and Dubash 2000). 

WRI’s case study of Indonesia focused on the process in which forest-related conditionalities were incorporated into IMF and World Bank structural adjustment programs for Indonesia after the financial crisis that broke out in 1997. The study reached five conclusions (Seymour and Dubash 2000: 105–106):

1. The forest reform policies included in the initial financial package were inconsistent and incomplete, partly because of the World Bank’s hasty preparation of related conditionalities and partly because of the Bank’s absence from the Indonesian forest scene for four years prior to the financial crisis.

2. The initial forest-related conditionalities emphasized specific measures with unrealistic deadlines as opposed to expected outcomes, which created a situation where measures were taken without generating the expected outcomes. 

3. The initial focus of the forest policy reforms was on efficiency improvement; the issue of social justice in the government’s forest management was not addressed explicitly, undermining the initial ownership of the reform program among important stakeholders. 

4. The World Bank’s emphasis on governance issues, including transparency and stakeholder consultation, is critical for generating popular support for reform. 

5. Structural adjustment programs can address forest policy issues only to an extent; institutional constraints may remain as stubborn obstacles to fundamental changes. 

This section discusses the conditionalities attached to the IMF and World Bank structural adjustment lending to Indonesia after the outbreak of the 1997 financial crisis, with a focus on those that would have direct implications for the forestry sector. 
Financial Crisis and Structural Adjustment

The 15–20% devaluation of the Thai baht on July 2, 1997, triggered the East Asian financial crisis, which quickly spread from Thailand to Malaysia, the Philippines, South Korea, and Indonesia, among others. Of these, Indonesia was hit the hardest (Akella 1999: 21). The value of the Indonesian rupiah fell by 10.7% in July, 25.7% in August, 39.8% in September, and 55.6% in October and November before it dropped further by 109.6% in December 1997 (World Bank 1998: 1.3–1.4; for a description of the different schools of thought on the causes of the East Asian financial crisis, see Akella 1999: 12–20). The rapid devaluation of the rupiah was a sign of capital flight, i.e., the loss of investors’ confidence in the economy. The resulting accumulation of foreign debt, the depletion of working capital, and high interest rates drove many Indonesian corporations and financial institutions out of business, further propelling the capital flight. On October 8, 1997, the GOI resorted to the IMF for urgent financial assistance (World Bank web 1).

Three weeks later, on October 31, 1997, the IMF responded to the GOI’s request by announcing a three-year financing package worth $23 billion, of which $10 billion would be made available from the IMF stand-by arrangement, $4.5 billion from the World Bank, $3.5 billion from the Asian Development Bank, and the rest to be expected from Indonesia’s own external assets and from Australia, China, Hong Kong, Japan, Malaysia, Singapore, and the United States, should the need arise (IMF web 1). On November 5, 1997, the IMF’s Executive Board approved the $10 billion stand-by arrangement, of which $3 billion was immediately available to the GOI and another $3 billion would be available (under certain conditions, see below) after March 15, 1998 (IMF web 5). 

This financing package and the disbursement of its various tranches over the three-year period were made conditional upon IMF’s acceptance of a series of Letters of Intent (LOI) and Memoranda of Economic and Financial Policies (MEFP) that supposedly would be prepared by the GOI. (In practice, however, it is often the IMF staff that help draft these LOI and MEFP.) The LOI and MEFP laid out the conditionalities that were part of Indonesia’s structural adjustment program. 

The first such LOI (attached with an MEFP) underpinning the financing package was signed by the Indonesian Minister of Finance and the Governor of the Central Bank on October 31, 1997.
 It triggered a structural adjustment process, which is still going on today. By the end of 2000, a total of 12 LOI and 14 MEFP had been prepared. Each of the MEFPs reconfirmed or revised numerous existing conditionalities or included additional ones. The MEFP dated January 20, 2000, for example, included over 100 old and new conditionalities—far too many (IMF web 16). Table 3.1 illustrates the broad categories of these conditionalities and the respective responsibilities of the IMF, the World Bank, and the Asian Development Bank (AsDB) in Indonesia’s structural adjustment program.

Table 3.1: Categories of Conditionalities and Institutional Responsibilities 

	Categories of Conditionalities 
	IMF
	WB
	AsDB
	WB/IMF
	IMF/WB/

AsDB
	WB/AsDB

	Monetary & exchange rate policy
	X
	
	
	
	
	

	Fiscal policy
	X
	
	
	
	
	

	Bank restructuring
	
	
	
	
	X
	

	Corporate debt restructuring
	
	
	
	X
	
	

	Trade policy & trade financing
	
	X
	
	
	
	

	Real sector structural reforms, privatization, & environment 
	
	
	
	
	
	X

	Social safety net
	
	
	
	
	
	X

	Food security
	
	X
	
	
	
	

	Small & medium-sized enterprises
	
	
	X
	
	
	

	Audits of state enterprises 
	
	X
	
	
	
	


Source: IMF (web 12)

Forest-Related Conditionalities

In 1993 the World Bank issued a forestry sector report stemming from its previous Economic and Sector Work (ESW) on Indonesia (Gautam et al. 2000: 74–75; for a discussion of the IMF’s contributions to deforestation, see Mainhardt 2001). The report called for a comprehensive set of reforms, including enforcement of existing rules and regulations, demarcation of different types of forests, equitable distribution of forest benefits, fiscal decentralization, and stakeholder involvement, among others (Gautam et al. 2000: 69) Those proposed reforms clearly included a number of positive elements beyond economic approaches. According to the World Bank, however, the GOI, and in particular the Ministry of Forestry and Estate Crops (MOFEC), did not like these comprehensive recommendations and decided to end their lending relationship with the Bank in the forestry sector.
 Strong vested interests in Indonesia prevented the Bank from promoting a comprehensive reform of the forestry sector. Since 1993, the Bank has not undertaken any formal ESW on Indonesia’s forestry sector; the Bank’s advice was presented in informal discussion notes (Gautam et al. 2000: 69). Major policy recommendations were summarized in a 1995 working paper (see Table 3.2).

Table 3.2: The World Bank Forest Policy Recommendations in 1995

	The Forest Concession 

System
	· Remove links between logging concessions & processing plant capacity

· Offer longer concession leases

· Permit transferability of concession rights

· Stop approval of conversion until forest classification is improved

· Introduce log sales by area

· Implement performance bonds

· Introduce an independent inspection system

· Protect regenerating forests

· Involve local communities in leasing decisions and project activities

· Phase in auctions of timber concession rights

	Export Taxes on Logs & 

Sawn Timber
	· Progressively replace log export taxes with higher royalties 

· Comprehensively review export taxes on sawn timber

	Marketing of Timber 

Products
	Eliminate the plywood marketing cartel & promote competition

	Decentralization
	Increase the share of revenues going to the provincial and local

governments, conditioned on their performance in managing and

regenerating areas and protected forests.

	Other
	Change the Forestry Act and other regulations to facilitate award of

concessions or share in concessions to forest-dwelling or forest 

adjacent communities. 


Source: Gautam et al. (2001: 71–72)

The Bank’s forest-related policy advice, however, did not make its way into the first MEFP. Apparently, when the IMF was putting together the financial package for Indonesia in October 1997, it understandably considered the forestry sector and the environment in general anything but major priorities (for a discussion of the IMF’s contribution to Indonesia’s deforestation, see Mainhardt 2001). Initially, the IMF did seek a two-pager from the Bank on environmental issues, but the Bank was subsequently asked to reduce the two-pager to a one-pager, which subsequently became one paragraph, and eventually one point, which reads:

Realignment of key resource prices and usage charges, especially for forestry and water use, would yield substantial revenue and at the same time promote important environmental objectives. The government has undertaken to review the administration and allocation of forestry concessions, with a view to significantly raising stumpage fees in 1998/99, and has committed to use the proceeds of the Reforestation Fund solely for sustainable management of forestry resources” (Seymour and Dubash 2000: 110; IMF web 4).

While preparing the second MEFP (to be dated January 15, 1998), the IMF staff invited their Bank counterparts to provide texts on conditionalities concerning structural reforms, which would include forest policy reforms. The Bank staff, on short notice, took out the list of forestry sector policy recommendations developed for the GOI before 1995 and checked off some of the items on the list for inclusion in the second MEFP (Seymour and Dubash 2000: 91). As will be discussed later, the ones that were selected for inclusion in the second and the subsequent MEFPs appeared—as a whole—primarily to serve the needs of IMF’s fiscal priorities for Indonesia as opposed to addressing forest-related conservation issues.

From all the LOIs and MEFPs since 1997, we can identify seven areas of forest-related conditionalities. They are: (1) the forest concession system; (2) export taxes on logs and sawn timber; (3) marketing of timber products; (4) oil palm; (5) taxes on plantations and forestry properties; (6) the Reforestation Fund; and (7) fiscal decentralization. Table 3.3 lists the specific conditionalities in these areas. Appendix A traces their evolution and the state of implementation since October 31, 1997, when the first LOI and MEFP were concluded. 

Table 3.3: Forest-Related Conditionalities in IMF’s Package

	The Forest Concession System
	· Raise stumpage fees

· Auction concessions

· Lengthen concession period


· Allow transferability

· Implement performance bonds

· Reduce conversion targets

· De-link new concessions’ ownership from that of processing        facilities

· Observe a moratorium on new conversions of forestland

· Take actions against illegal loggers

	Export Taxes on Logs & Sawn Timber
	· Phase out export taxes 

· Phase in forest resource royalty

	Marketing of Timber Products
	Break monopoly on marketing of paper & plywood

	Oil Palm 
	· Remove restrictions on foreign investment in oil palm plantations

· Remove ban on palm oil exports & replace ban with export tax

· Reduce export tax over time to a maximum of 10%

· Privatize state oil palm plantations

· Audit plantation companies

	Property Taxes on Plantations & 

Forestry Properties
	Increase the taxes to 40% of market value

	The Reforestation Fund
	· Ensure exclusive use of the funds

· Integrate the Fund into budget

· Audit the Fund

· Take remedial actions based on results of audits

	Decentralization
	· Yield 80% of forestry revenues to the regional governments.

· Yield 40% of reforestation funds to regional governments


Source: IMF (web 1–16)

The World Bank reinforced these forest-related conditionalities by attaching additional or more specific ones to its two Policy Reform Support Loans (PRSL) for Indonesia.
 The Bank summarized the key elements of these conditionalities attached to the two PRSLs as the following (Gautam et al. 2000: 76). 

· Linkage of forest royalties to world prices

· Reduction of export taxes on forest products

· Introduction of an independent system of monitoring of forest resources and management of operations on all forest lands, encouraging participation of local communities and protection of indigenous forest dwellers

· In consultation with stakeholders, develop an improved methodology for allocating forest land

· Complete an updated map showing correct outer forest boundary

· Moratorium on new licenses and permits until these new measures are in place

· Development of sustainable forestry management targets.

These and other conditionalities were expressed through the GOI’s Statement of Development Policy (SDP), the World Bank’s equivalent of the IMF’s MEFP. The SDP dated April 8, 1998, repeated the IMF conditionalities on reducing export taxes on logs and sawn timber and imposing resource royalties; replacing quantitative restriction on the export of palm oil with an export tax; and removing restriction on foreign investment in palm oil plantations. More substantive deliberations on forest policies are presented in two paragraphs reproduced in Box 3.1. The SDP dated April 21, 1999, reported on the progress in implementing some of the reforms (Reforestation Fund brought into the budget, a system of resource royalties introduced, export taxes on logs and sawn timber reduced, quantitative restrictions on export of palm oil replaced with a declining export tax, restrictions on foreign investment in oil palm removed, etc.) and elaborated forest-related conditionalities by attaching a Matrix of Policy Actions (see Appendix B for the forest-related segments of the matrix) (World Band web 3).

The Process of Formulating the Forest-Related Conditionalities

The forest-conditionalities that were included in the MEFP of January 1998, which were taken from the World Bank’s Economic Sector Work (ESW) prior to 1995, did not have a supporting constituency. The World Bank’s Operation Evaluation Department is critical of such a failure:

“Up to the financial crisis, the Bank made little effort to promote broader stakeholder ownership, nor did it proactively seek to leverage its policy dialogue by engaging donor agencies active in the forestry sector. Many in the donor community feel that the Bank has worked in isolation in dealing with forest-related reform, without adequate consultation or coordination. There were no attempts to engage civil society, local communities, or academics and researchers in discussion or formulations of a reform agenda. The Bank also failed to publicize its sector work, which would have won some support from local civil society groups” (Gautam et al. 2000: 76). 

After the outbreak of the financial crisis in 1997 and when the IMF requested the Bank to submit forest-related conditionalities for inclusion in its fast-disbursing financing package, the Bank had little time to respond, conduct public consultation, and update its analysis. In fact, neither the Bank nor the IMF had even consulted with the Indonesian Ministry of Forestry and Estate Crops concerning the forest-related conditionalities (Walton 2000: 14). The Bank simply gave the IMF parts of its 1995 list of forest policy reforms. Some prominent NGOs did initially support these reforms, but more for political reasons than for the substance of the reforms. The International NGO Forum on Indonesian Development (INFID), for example, supported all the structural adjustment conditionalities during the initial years of the financial crisis, because at that time, it “would join any group that could exert the pressure on the government” (Bini Bochori, INFID, personal interview, Jakarta, Nov. 16, 2000). About a year later, the Bank started a series of public consultation on forest issues (World Bank web 5). The results of the consultation were incorporated into the forest policy reform agenda after April 1999, when the GOI submitted its SDP associated with the Bank’s PRSL II for Indonesia (World Bank web 4). 
Apart from the failure to build a supporting constituency for the reform of the forestry sector, the Bank has also failed to engage experts to provide quality inputs to the formulation of the reform agenda. This failure is manifested in two ways. One is the lack of qualified and experienced Bank staff working on forest issues.
 The other is the failure to invite experts outside the Bank to participate in the design of the reform agenda (Jim Cannon, Conservation International, interview, Washington D.C., Aug. 12, 2001). In recent years, the Bank has become much more active in promoting public participation and consultation in the reform of Indonesia’s forestry sector. Involving outside experts (in addition to the general public) should further help improve the quality of the Bank’s policy advice. 
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The Problems of the Forest-Related Conditionalities

The inadequate public consultation and lack of expert involvement have affected not only the formation of a supporting constituency, but also the quality of the forest-related conditionalities. In what follows, we identify three failures in the formulation of these conditionalities: (1) failure to establish the conservation objectives of the forest-related conditionalities; (2) failure to consider the impacts of the conditionalities on forest; and (3) failure to address fundamental issues in the forestry sector. These failures reflect a fundamental flaw in the approach of the Bank and the IMF to economic reforms—they continue to build their policy advice primarily on the basis of neoclassical economics. In dealing with issues in extractive sectors, at best, they apply some of the principles of environmental economics that are in conformity with neoclassical economics (i.e., removing government’s price and market interventions). Concepts such as biodiversity and ecosystem functions still remain outside of the mainstream economic consideration. The Bank and the IMF have yet to learn how they could help countries stabilize and develop their economies without taxing their natural environments. 

This discussion is not intended to assign to any external organization the responsibility for Indonesia's forest problems or the lack of progress in solving them, but rather to determine whether there is a theoretical flaw in the design of the forest reform package and if so, how the design might be improved. Although the forest-related conditionalities may have helped to put forest issues on the table, it is important to reach an understanding of what could be done better in the future if conditionalities related to natural resources are included in adjustment programs.

Failure to Establish Conservation Objectives

Most of the forest-related conditionalities have no specific conservation objectives; they focus on the macroeconomic functions of the forests. The increase in the stumpage fees as suggested in the October 1997 MEFP, for example, aims to “yield substantial revenue and at the same time promote important environmental objectives (IMF web 4). Raising revenue is a legitimate macroeconomic objective of the government and this objective is quite explicit (although it would be more useful to project the amount of the revenues to be raised through the increase in stumpage fees so that one can compare the actual performance with the objective). But “important environmental objectives” are not specified. It is not clear how the increase in stumpage fees will lead to those environmental objectives. If the mechanism is the earmarking of the Reforestation Fund for sustainable forestry management (SFM), as indicated by the MEFP, it is not clear what is meant by the SFM in this case (i.e., what are the indicators) and how the earmarking of the Reforestation Fund will make the SMF happen (IMF web 4). Regional interviews conducted by Indonesia’s Institutional Task Force for Forestry sector Decentralization in 1999–2000 concluded that: “There is no consensus on the goals and objectives of sustainable forest management…Most believe sustainable forest management is primarily determined [by] economic production rather than ecological function (MOFEC 2000: 15).”
The comprehensive set of the forest-related conditionalities attached to the January 1998 MEFP also fails to include explicit conservation objectives. The plan to increase the property taxes on plantations and forestry property, for example, is designed purely for raising the government revenues. Moving the Reforestation Fund into the central government budget—perhaps a correct move in its own right, given all the misuses associated with its being in the off-budget status—is a fiscal measure in the first instance; specific reforestation objectives are absent. The reduction of export taxes on logs and sawn timber and the eventual replacement of the export taxes by forest resource royalty represent an effort to encourage the export of timber resources, “given the country’s now-pressing need to augment its inflows of foreign exchange” (IMF web 6) But it is not clear how this switch from the prohibitively high export taxes to normal-level forest resource royalties would affect the forests. Wood-processing companies that control their own supply of logs would have two options: They could either (1)sell the logs to international markets to take advantage of the higher international prices or (2) continue using the logs for their own wood-processing purposes, albeit at a higher opportunity costs. The large installed processing capacity of many of these firms would place constraints on the adoption of the first option; international prices of logs would have to be significantly high to enable these firms to recover the heavy investments in the processing capacity and to compete with those in the processing industry, which produce value-added products. For stand-alone logging concessionaires, replacing the prohibitively high export taxes with normal-level resource royalty would open up a whole new external market with all its demand and production implications. At the same time, higher international prices of timber would drive the wood-processing industries further into illegal logging and sourcing of timber. Clearly, these implications were not thought through in the stipulation of the policy on the switch from export taxes to resource royalty. 

There are a few more examples from different areas. The liberalization of palm oil export and foreign investment in oil palm plantations is driven by macroeconomic objectives with little consideration of the impacts such liberalization may have on the forest. The dismantling of the paper and plywood monopoly is deigned to “promote domestic competition and expand the scope of the private sector” (IMF web 6). Although most stakeholder groups do seem to have supported such a measure—for a variety of motivations—it is not clear how this change would in practice affect the forest. Common sense will predict that with the removal of monopoly, total production tends to expand as more firms enter into the market. 

Even the conditionalities that are placed under the “environment” section of the January 1998 MEFP do not have specific conservation objectives, with one exception. Raising stumpage fees, auctioning concessions, lengthening the concession period, allowing transferability, and requiring performance bonds all aim to “strengthen overall environmental sustainability” (IMF web 6). But how these measures of the conventional wisdom would work for conservation in practice in the context of Indonesia is not clear. The one exceptional conditionality that has a more explicit conservation orientation is the reduction of land conversion targets to environmentally sustainable levels, a conditionality that had by March 1999 evolved into a temporary moratorium on new forestland conversions pending the establishment of transparent and rule-based procedures. But even here, the attainment of the intended objective may be subject to questions. As Heike Mainhardt of WWF’s Macroeconomics Program Office points out (personal communication, January 22, 2002), the moratorium did not apply to conversion permits already issued but not yet used, which involved 5.8 million ha of forests. Furthermore, she believed that given the numerous problems in the land-use classification schemes, bogus land-use permits may render the moratorium totally ineffective. 

It was not until May 2000 that the MEFP started describing the objectives of the conditionalities, but the objectives of the forest-related conditionalities are rather general (the agenda of the forestry sector reform seemed to have been transferred to the World Bank’s PRSL by then). Take the budgetary integration of the Reforestation Fund, for example. Its 2000–2002 strategic objective is to “improve fiscal measurement and governance” and the main objective for 2000 is to “identify/start to consolidate off budget and bank accounts” (IMF web 17). Broad objectives such as “reform forestry management” and “develop national forestry program” have been set for measures such as consultation with stakeholders, actions against illegal logging, approval of new resource royalties, and government regulation on the use of the Reforestation Fund (IMF web 17). Most of these measures are commendable, but their conservation objectives—the objectively measurable ones- could have been specified.

The objectives of the forest-related conditionalities are much more systematically presented in the April 1999 SDP associated with the World Bank’s PRSL II, but some of them still remain largely economically focused. The conditionalities requiring the introduction of resource royalties and reduction of export taxes on logs, sawn timber, rattan, and palm oil are designed to “remove export impediments to improve export competitiveness” (World Bank web 3). Similarly, the conditionality that requires the removal of restrictions on foreign investment in oil palm aims to “relax investment restrictions to encourage investment” (World Bank web 3). The budgetary integration of the Reforestation Fund is intended to “increase transparency and efficiency of the budget” (World Bank web 3). This may be a desirable objective in its own right, but the earmarked use of the fund for reforestation activities should have been stipulated explicitly. 

A lot of conditionalities are lumped under the general objective to “initiate improved protection of forest cover and strengthen forest management and protection,” but it is not clear how an objective such as this one is to be achieved, what are the indicators to measure the achievement, and what are the assumptions. These conditionalities include the de-linking the ownership of new concessions from that of processing facilities; transferability of the concessions; the lengthening of the concession period; a performance bonding system; an area-based revenue system; reduction of the export taxes on logs, sawn timber, and rattan; increased rent capture through the refinement of the resource rent royalty rate; and the reform of the Reforestation Fund. 

Several conservation-minded new conditionalities were added to the SDP of April 1999. They include the requirement for the revision of the forest legislation that “defines a transparent and consultative process for changing the status of forest land” and “accommodates rights and responsibilities for adat areas which include forest areas” (World Bank web 3) They also include the requirement for forest mapping and its dissemination, designation and demarcation of priority conservation areas, and moratoriums on the conversion of state forest areas and on alteration of major land-use patterns within state forest areas (World Bank web 3). Again, specific and measurable conservation objectives could have been assigned to these commendable conditionalities. One good exception is the new conditionality on community participation. It requires a consultative process to “draft a community forest participation regulation, defining clear and transparent processes which: (1) establish equitable representative organizations; (2) establish terms and conditions for community participation in benefits from, and management of, the forests; and (3) protect the interests of local communities in forest use programs” (World Bank web 3) The objective is clearer than for most other conditionalities: to “initiate provisions for improved participation by local communities in forest use and management” (World Bank web 3). 

Failure to Consider the Impacts on Forest
The forest-related conditionalities not only fail to establish conservation objectives for the most part, but also fail to consider the impacts of the conditionalities on Indonesia’s forest. As alluded to earlier, these conditionalities as a whole focus on correcting policy failures—removing price distortions and improving efficiency in the forestry sector—and they are presented as the major tools for bringing about sustainability in the forestry sector. The underlying “win-win” theory presupposes that getting the prices right (in a general sense) is good for both the economy and the environment. If the implicit assumption of a well-functioning market with effective institutions were valid, “getting the prices right” might indeed be consistent with environmental sustainability. But in the case of Indonesia, where market and institutional imperfections are so staggering, “getting the prices right” alone is not likely to deliver any theoretically assumed conservation results. On the contrary, it is very likely to promote economic efficiency at the expense of conservation. As Chris Barr of the Center for International Forestry Research (CIFOR) points out, for example, the introduction of the efficient small-spindle rotaries has “enabled producers both to peel logs from younger trees and to process a variety of timber species that were previously considered to be marginal” (Barr 2000c: 16). In the absence of effective control over the aggregate timber harvest, efficiency improvement induced by price correction could contribute to deforestation in a more efficient manner. 
Similarly, the increase of stumpage fees, requirement of performance bonds, and extension of concession periods from 20 to 35 years—the theoretically sound environmental economics approach to conservation—may inadvertently encourage illegal logging in the context of Indonesia. These conditionalities overlook the variation in the profitability of logging operations among companies and the decline in overall profitability of the existing concessions (Scotland 1998, cited by Barr 2000c). Chris Barr argued that “smaller, less productive, and/or remote concessions have been operating much closer to the margins of profitability” and that these concessions are unlikely to be able to legally sustain their operations under the new uniform fee structure (Barr 2000c). An increasing number of the wood-processing companies may thus switch to illegal sources. Many concessions in the outer islands are coming to the end of their first 35-year rotation with few valuable stems left. The incentive to re-log a regenerating stand prematurely (for having a concession area reclassified as a conversion forest afterwards, for example) and the pressure to encroach logged-over areas appear to outweigh the incentive for conservation that was intended by extending the concession period (Barr 2000c). 

The gradual replacement of the export taxes on logs, sawn timber, and rattan with forest resource royalty has the potential to raise the prices of these raw materials closer to international levels and to remove the implicit subsidy (embodied in the depressed domestic prices of logs) enjoyed by the wood-processing industry. Higher prices are expected to encourage timber concessionaires to conserve their forest assets and reduce waste in their logging operations. Higher prices are also expected to encourage wood-processing industries to improve efficiency in the use of raw materials. The advocate of this policy, however, fails to consider the additional pressure such a trade liberalization measure could exert on Indonesia’s forests. As discussed above, higher international prices for timber (relative to domestic prices) imply a larger consumer base and additional demand for Indonesia’s logs, a scenario that played out during the first years of the financial crisis, from 1997 to 2000. For example, although Indonesia’s total roundwood production fell slightly from 140 cubic meters to 120 million cubic meters, both the quantity and value of roundwood export increased from 45,100 cubic meters to 1,503,800 cubic meters and from $5 million to over $376 million, respectively (FAO web 2). Given the state of law enforcement in Indonesia, such rapid expansion of log export is believed to further encourage illegal logging (FAO web 2). 

The removal of the ban on palm oil export and replacing it with an export tax, which is to be reduced over time, coupled with liberalization of foreign investment in the palm oil sector could also contribute to an increased pressure to convert natural forests into oil palm plantations (see Casson 2000 for a discussion of factors stimulating expansion of oil palm plantations). Most of the pressure is likely to be felt in Sumatra, which has the climate, soils, infrastructure, and labor force ideal for oil palm plantation. The 1999 forest fires in Sumatra, for example, represented an effort on the part of the oil palm companies to clear forestlands for the expansion of their plantations. Foreign investors, particularly from Malaysia, have also sought to invest in oil palm plantations in Sumatra. Much of Sumatra, however, is already experiencing conversion forest deficits. Further expansion of oil palm plantations is to come at the expense of protection forest, limited production forest, and protected forest areas. 

Apart from Sumatra, the pressure is also going to be felt in Kalimantan and Irian Jaya (Casson 2000). In 1998, for example, the GOI approved the applications of 28 companies to set up oil palm plantations in Irian Jaya and five of them are already in operation. The GOI also planned to allocate 1 million ha to oil palm plantations in East Kalimantan in the Kutai, Pasir, and Bulungan regencies. In West Kalimantan, 1.5 million ha has been allocated to oil palm companies. It is suspected, however, that due to the ethnic unrest and poor infrastructure, “these companies are more interested in exploiting the timber from allocated concessions than in establishing oil palm plantations” (Casson 2000). In Central Kalimantan, East Kalimantan, and Irian Jaya, although large areas of conversion forest exist, it is the production forest that has been allocated to oil palm plantations. In many cases, “logging companies are clear cutting their concessions in order to make way for oil palm plantations” (Casson 2000). 

The World Bank’s assumption is that new oil palm expansion will take place only in degraded forestland. They fail to realize that “most of the attractive conversion areas are already planted and there is a deficit between planned and available conversion land” (Gautam et al. 2000: 81): Moreover, the poor governance in plantation management and unclear demarcation of concession areas are poised to ensure the negative impacts of liberalizing the palm oil sector. Even if the Bank’s assumption holds, for local communities new palm oil plantations will “mark the dispossession of their land and provide fewer alternatives for income generation” (Potter and Lee 1998, cited in Gautam et al. 2000: 78). The World Bank’s OED report rightfully concludes that “in the presence of market failures, as is the case with forests and their non-valued public goods and services, appropriate consideration of the impact of an unfettered goods market and commerce on forests needs special attention” (Gautam et al. 2000: 81). 

Failure to Address Fundamental Issues in the Forestry Sector

The forest-related conditionalities fail to address—for the most part—several issues that have critical bearings both on the economic viability of the forestry sector and on forest conservation. They include, among others, the excessive capacity of the wood-processing industry relative to the availability of domestic timber supply; the mounting financial risks associated with a few major wood-processing firms; the decline of timber production from existing concessions and the sourcing of timber supply from new large-scale concession areas and from legal or illegal clear-cutting associated with forest conversion; the local community’s rights to forestlands; and the weak enforcement. The conditionalities largely focus on the economic rationalization of the timber concession system; they fail to see the problems beyond the timber concessions. 

Excessive Capacity. According to Chris Barr, “the installed production capacities of the nation’s sawnwood, plywood, and pulp industries have created a demand for logs and fiber that substantially exceeds the supply capacity of Indonesia’s formal timber production apparatus” (Barr 2000c: 5). In 1997, for example, the sawnwood and molding industry, the plywood industry, and the pulp industry together consumed 55 million cubic meters of roundwood, 30 million cubic meters in excess of the government’s own annual sustainable logging target (Barr 2000c: 5).( This phenomenon has come to be known as “structural timber deficit”—the gap between the timber demand of the wood-processing industry and the availability of timber from the official timber concessions.) According to another estimate from the Indonesia-UK Tropical Forest Management Program, “the combined log consumption capacity of the plywood, sawn wood, and pulp and paper industries is currently on the order of 75 million cubic meters (m3) per year,” but “the official harvest averaged just under 25 million m3 per annum over the last few years” (Purnomo 2000). Box 3.2 illustrates the problem in the pulp and paper industry. This information indicates that between one-half and two-thirds of the logs consumed by the wood-processing industry come from sources outside of the timber concession areas. Unfortunately, the conditionalities fail to address this critical issue. “Whatever the merits of these policies [i.e., conditionalities], they do little to rectify the fundamental imbalance between the demand for logs on the part of Indonesia’s wood-processing industries and the nation’s legal and sustainable log supply. Ultimately, the problem of overcapacity requires nothing less than a substantial downsizing of the country’s wood-based industries” (Purnomo 2000). 
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Forestry Sector’s Corporate Debt. According to Agus Purnomo, Executive Director of WWF Indonesia, the excessive capacity of the wood-processing industries is associated with the lack of financial discipline on the part of the industries, the government, and the creditors (Purnomo 2000). Investment in capacity expansion has been supported by subsidies, including raw materials provided by the government at below market prices, allocations from the Reforestation Fund, subsidized loans from state banks, and illegal lending practices of private banks affiliated with the wood-processing industries. There has been little incentive to ensure the financial sustainability of forestry operations. After the onset of the financial crisis, the forestry industries have found themselves heavily indebted. As of 2000, the forest and estate crop sector owed $4.1 billion to the Indonesian Bank Restructuring Agency (IBRA), of which $2.7 billion was considered non-performing (Purnomo 2000). “In addition, forest and estate crop conglomerates are carrying $2.4 billion in domestic non-performing loans related to investments in non-forestry sectors, and at least $15 billion in outstanding offshore loans to foreign creditors” (Purnomo 2000). At present, it is suspected that IBRA—which was established amidst the financial crisis and operates under the guidance of the IMF and the World Bank—will write off $1.9 billion in bad debt in the forest and estate crop sector; if the sector’s non-forest loans were included, the write-off would amount to $3.6 billion (Purnomo 2000). “In effect, debt write-off or markdown on this scale will amount to yet another heavy subsidy to Indonesia’s timber, wood-processing, pulp and paper, and palm oil companies. In each of these industries, such a subsidy is likely to encourage further capital investments in illegal, environmentally unsustainable, and socially damaging projects” (Purnomo 2000). The conditionalities fail to touch on this issue; the general corporate debt restructuring fails to address the debt-overcapacity linkage in the forestry sector. Moreover, the bailout of the wood-processing industries tends to perpetuate the overcapacity problem.

New Sources of Timber Supply. Barr (2000c) challenges the relevance of the conditionalities that focus almost exclusively on the reform of the timber concession system; log production from the existing timber concessions at the national level has declined by 37.5% since 1990, the government’s opening up new sources of timber supply has more than compensated for this decline (Barr 2000c: 7). These sources principally include new large concession areas allocated in Irian Jaya for large-scale logging (40 concessions covering almost 10 million ha were allocated between 1989 and 1997) and clear cutting associated with forest conversion to other uses (timber produced through forest conversion grew from 4.2 million cubic meters in 1994/95 to over 10 million cubic meters in 1997/98) (Barr 2000c: 8–9). The focus of the conditionalities on the reform of the timber concession system, therefore, is a misplaced one; it has missed a large part of the total deforestation picture. 

Community Rights to Forestlands. The conditionalities fail to address the problem of forestland ownership. As pointed out in Section II, inequitable and insecure forestland ownership provides an incentive for rapid extraction of forest resources. But none of the LOIs and MEFPs from October 1997 to September 2000 mentions this admittedly complex and difficult problem. The Bank’s Matrix of Policy Actions covers the problem only indirectly, by aiming to “initiate provisions for improved participation by local communities in forest use and management” (World Bank web 4; see Appendix B). The SDP of April 1999 touches lightly on the problem by requiring a change in the forest legislation that “accommodates rights and responsibilities for adat areas which include forest areas,” among other things (World Bank web 3). But as the World Bank’s OED report recognizes, “little real progress has been achieved so far, with the new forestry law, ratified in September 1999, still failing to recognize the rights of forest dwelling people” (Gautam et al. 2000: 31).

Weak Enforcement. The conditionalities also fail to address the problem of law enforcement in the forestry sector. Barr (2000c) has identified four sets of capacity that are weak or nonexistent: (1) to monitor and enforce sustainability practices of 400 concession holders; (2) to enforce the boundaries of concession areas over a total of 50 million ha; (3) to prevent logging in non-designated areas; and (4) to control domestic timber trade and log exports. Neither the LOI/MEFP nor the Matrix of Policy Action (see Appendix B) explicitly deals with these issues. A major manifestation of the problem—the rampant illegal logging—was not even mentioned in the conditionalities until the May 2000 MEFP, which merely reported that corrective actions against illegal loggers were initiated as part of the proposed National Forestry Program (IMF web 17). This problem of law enforcement is expected to get worse as the decentralization program is implemented. The provincial and district governments have even less enforcement capacity, but the pressure to generate locally based revenues is mounting. Moreover, under decentralization, the military and national police are also expected to increase their reliance on illegal logging to make up for the shortfalls in formal budgetary allocations. The proposed establishment of an independent inspection system as part of the performance bonding conditionality may be exceedingly difficult to put into practice under such pressures. 

Summary

When the financial crisis broke out in 1997, the GOI requested urgent financial assistance from the IMF for meeting its immediate needs of external payments. To receive the financial assistance, the GOI was required to implement a wide range of economic reforms, including changes in forest policy. The forest-related conditionalities cover the reform of the concession system, replacement of export taxes on logs and sawn wood with higher royalties, dismantling of monopoly in the marketing of timber products, liberalization of foreign investment and trade in the palm oil sector, increased property tax on plantations and forestry properties, proper use of the Reforestation Fund, and increased share of revenues from resource extraction for regional governments. Most of these conditionalities are drawn from the World Bank’s ESW prior to 1995, when the dialogue on forest issues between the World Bank and GOI broke down. The financial crisis and the ensuing IMF-led structural adjustment program have provided an opportunity for the World Bank to re-engage the GOI in the reform of the forestry sector.

But the Bank has failed to build a constituency in support of the reform in the forestry sector. Moreover, it has failed to involve experts in the formulation of these conditionalities. These failures have resulted not only in the lack of local ownership of the forest reform program, but also in low-quality policy advice to the reform agenda. Apart from these process-related issues, the Bank has also failed to set conservation (as opposed to economic) objectives for most of its proposed new forest policies, to consider the impacts of these policies on the forests, and to address some of the most critical problems in the forestry sector. Problems still ignored include including the excessive capacity of the wood-processing industries, the supply of timber from outside of the existing concession areas, the debt problem of the forestry firms, local community’s rights to forestlands, and the weak enforcement of forest laws and regulations. 

SECTION IV

Moving Forward
Current Forest Reform Agenda and Existing Recommendations

Let us first take a look at the forestry sector reform agenda, which now appears to have been transferred from the structural adjustment program of the IMF and the World Bank to a forum of the donor community—the Consultative Group on Indonesia (CGI). The forest issues first appeared on CGI’s agenda when the group met in Paris in July 1999 (European Commission 2001). At a later CGI meeting, on February 1–2, 2000, the GOI decided to set up an Interdepartmental Committee on Forestry (IDCF) and made eight commitments concerning the forestry sector (Kartodiharjo 2000): 

1. Take measures against illegal logging

2. Complete forest resource assessment

3. Evaluate policy on conversion forest and put a moratorium on all natural forest conversion until the National Forest Program (NFP) is agreed upon

4. Downsize and restructure wood-based industry and increase its competitiveness

5. Close heavily-indebted wood-based industries and link proposed debt write-off to capacity reduction

6. Connect the reforestation program with existing forest industries and those under construction

7. Recalculate the real value of timber

8. Use the decentralization process to enhance sustainable forest management

In late 2000, the ICDF prepared an action plan and added four more commitments concerning forest fires, the NFP, tenure issues, and the Forest Management System (Ministry of Forestry 2001; European Commission 2001). Subsequently, the Coordinating Minister for Economic Affairs proposed to focus on four most critical issues: illegal logging, forest fires, indebted wood-based industries, and forest inventory and mapping. Donors agreed to this prioritization but asked that the other commitments be kept and that indicators be developed to measure progress (European Commission 2001). At the CGI meeting in April 2001, the Ministry of Forestry presented 7 sets of indicators covering: illegal logging, forest fires, restructuring of indebted wood-based industries, forest inventory and mapping, moratorium on new conversion, the NFP, and tenure issues (see Appendix C) (Ministry of Forestry 2001).

Priorities were revamped again on September 1, 2001, when President Megawati highlighted five points concerning the forestry sector: (1) control of illegal logging, which “has spread to national parks and protected areas”; (2) systematic treatment of forest fires; (3) reforestation; (4) careful management of the decentralization process in the forestry sector so as to “avoid a negative impact upon the forestry sector”; and (5) the restructuring of the timber industry so that no factory would be closed but the industry would “have to adapt itself to different amounts of timber processing” (Jakarta Post 2001). These five issues appear to represent the government’s latest priorities in the reform of the forestry sector. 

Now let us take a look at the existing recommendations, which are many. At a workshop organized by CI in Bogor on November 4–6, 2001, for example, eight sets of recommendations (roughly corresponding to the government’s eight commitments to the CGI) from five earlier workshops (all within three months time) were summarized to shed light for the future of forest policy reforms (see Table 4.1). The Bogor workshop itself generated further recommendations at regional and national levels (see Tables 4.2 and 4.3). A glance over these recommendations suggests that participants must have exhausted the scope of forest policy reforms in Indonesia. It may make little sense, therefore, to try to invent newer recommendations. A more useful thing to do is perhaps to take a step back, ask some basic questions, and identify a few essential and practical steps that will lead the way toward substantive reforms in Indonesia’s forestry sector.

Table 4.1. Recent Recommendations 

	Fields of recommendations
	Recommended actions

	1. Moratorium on natural forest conversion
	Build consensus on definition of natural-forest conversion and consult 

with regional stakeholders as conversion moratorium will impinge on the need of the autonomous regions to restructure spatial plans.

	2. Closing down heavily 

        indebted industry
	Develop and build consensus on evaluation criteria and impose 

environmental due diligence.

	3. Combating illegal 

logging
	For short term, do shock therapy for logging in national parks, over-

cutting by concessionaires, and cross-border logging and smuggling with

 ad hoc court made up of various institutions from law enforcement and 

an independent legal council. For medium and long run, wood-based industry restructuring, and restructuring of access and rights to forests.

	4. Wood industry restructuring
	Use law enforcement, administrative sanction, technical efficiency improvement, incentive mechanisms, and environmental due diligence.

	5. Reforestation and industrial capacity
	Ensure tenurial rights on forest lands and monitor and enforce planting schedules promised by industry.

	6. Recalculating value of forest resources
	Conduct physical and economic assessment to explore the market

potentials to benefit from non-tangible products.

	7. Decentralization of forestry affairs
	Speed up decentralization to promote sustainable forestry management, recognize community’s rights to forest resources, and induce the 

formation of multi-stakeholder institutions in the region to strengthen forest- related policy and management.

	8. National Forestry Program (NFP)
	Build the NFP from the bottom (kabupaten level), implement a

transitional justice program, and ensure effective public consultation in

the process.


Source: M. Ahmad (2001) in C. Anggraeni (2001)

Table 4.2. Regional-level recommendations from the Bogor Workshop, November 4–6, 2001

	Region
	Recommended actions
	Actors

	Java
	Establish a consultative forum on forest conservation
	Latin, RMI, Telapak, UI

	Kalimantan
	· Give full authority to the bupatis (local district leaders) with 

the support of regulation and proportional financial sharing 

between central and district governments 

· Give support to local communities’ initiatives
	LP3R, NGOs Alliance of Tenggarong, POKJA 30, 

Sanggau and Kutai 

Forestry Services, Alas 

Kusuma Group, PLASMA, KKPKD

	Irian Jaya
	Control the permission of KOPERMAS (indigenous peoples’ cooperative), review sustainable forest management, and give 

inputs
	Irian Jaya Forestry 

Services, University of 

Papua, WWF, CI, FWI, 

Telapak

	Sumatra
	Reduce deforestation by:

· reducing industrial capacity 

· eliminating illegal sawmills and chainsaws 

· conducting a campaign on conservation education

· promoting alternative economic strategies such as

“conservation concessions” and ecotourism 
	WWF, CI, Bupati, 

Governor, FWI, local 

NGOs, BirdLife, AMAN

	Sulawesi
	Identify and collate data on ecological, cultural, and natural-

resource conflicts, and explore the roles of conservation and 

policy to create development strategies based on regional 

ecology and culture
	CI, TNC, Local NGOs, 

CARE, AMAN, FWI, 

WFEP


Source: C. Anggraeni (2001). Policy Memo: Recommendations from the workshop “Integrating Forest Conservation and Economic Recovery in Indonesia,” Bogor, September 4–6, 2001, Conservation International 

Table 4.3 National-level recommendations from the Bogor Workshop, November 4–6, 2001

	Fields of recommendations
	Recommended actions

	Formation of a technical working 

group on the economy and 

conservation
	· Make recommendations to the IMF/World Bank

· Make recommendations to the Government of Indonesia 

· Enhance NGOs’ awareness of economic and conservation issues

· Consolidate NGOs’ concerns over the national agenda

	Recommendations to the 

IMF/World Bank


	· Enhance the implementation of the bankruptcy law

· Introduce a policy on national debt write-off 

· Publish audit results (IMF ) of the DR (Reforestation Fund)

	Recommendations to the GOI


	· Place a moratorium on new investment in pulp and paper industries

   until legal wood sources have been identified and social and 

   environmental compliance demonstrated

· Implement a log audit

· Issue regulations and policies for IBRA to do proper financial and environmental due diligence, debt write-off, and selling of forestry 

   assets

· Prepare government-to-government agreement to prevent illegal 

   logging and smuggling

· Establish a monitoring system for the DAU (General Allocation 

   Fund) and DR (Reforestation Fund)

· Reduce the military’s roles in forestry businesses



	Recommendations to NGOs


	· Form an NGO forum for making recommendations to the IMF/World Bank

· Disseminateof information to regional NGOs




Source: C. Anggraeni (2001). Policy Memo: Recommendations from the workshop “Integrating Forest Conservation and Economic Recovery in Indonesia,” Bogor, September 4–6, 2001, Conservation International

Adopting Two Parallel Strategies

Many good commitments and recommendations have been made, but progress has been negligible. Why? There must exist strong barriers, legitimate or otherwise, to substantive reforms in the forestry sector. Some, such as lax law enforcement and corruption, have political root causes, which are unlikely to be addressed in the short term. Also, many commitments and recommendations are geared toward national-level policymaking, but the ongoing decentralization is drastically reducing the central government’s capacity and incentive to fulfill commitments and implement recommendations. In the meantime, forest is disappearing at an alarming rate. 

What can be done in the short term, in the context of decentralization? One strategy is to seek quick-success opportunities. Rather than attempting a systemic treatment across the board, which is likely to take effect only after much land and biodiversity are lost, conservationists and their partners should consider focusing their efforts on a limited number of protected areas “where there is a good reason to believe the most powerful local individuals can be persuaded to support effective conservation” (J. Cannon, personal communication, December 19, 2001). If successes can be demonstrated in some areas in the short term, other places may follow suit. 

What needs to happen if conservationists adopt this strategy? First, they need to identify the limited number of protected areas to work. Second, they need to get the support of the Ministry of Forestry. Third, they need to bring the most powerful local individuals (the district head, local heads of the military and police, and business owners, etc.) to the table to negotiate a site-specific solution with the involvement of less powerful but equally important individuals (heads of local communities, managers of kopermas, adat leaders, and protected areas authorities, etc.). A typical solution is likely to cover the issues of illegal activities, social conflicts, viable alternative land-use options, and associated implications, among others. The central government could support this approach by preferentially allocating development funds to the participating. 

The existing commitments made by the GOI and recommendations for reform proposed by a variety of stakeholders against this strategy yield several insights. First, illegal logging may be more effectively controlled in the short term through local specific solutions, which should provide adequate incentives either for not engaging in illegal logging or for preventing others from engaging in such activities. Second, a moratorium on natural-forest conversion may be easier to implement in selected areas, where “a conservation deal” is negotiated and the constraints on local spatial planning openly discussed among the major parties, than would be the case across the country. Third, “debt for capacity reduction” deals could have more targeted conservation results in selected areas. Fourth, as an added incentive, public or international funding for reforestation programs could be better targeted to create jobs and support conservation efforts in these areas.

The Bogor workshop generated a few recommendations that, if followed, can directly support the proposed “quick-success” strategy (see Tables 4.2 and 4.3). The Java working group, for example, highlighted the establishment of a consultative forum on forest conservation as the most important priority. Such a forum could enable the most important stakeholders to negotiate specific local solutions concerning the status of existing protected areas in Java. At the national level, participants proposed establishing a technical working group and an NGO forum for making recommendations and disseminating information. Although many such forums and technical working groups may already exist, a new task is to formulate realistic short-term site-specific solutions such as the one proposed here and to present them to the NGO community, governments at various levels, and the international donor community for their support. 

In parallel to this site-specific “quick-success” strategy, the central government, donors, and NGOs should consider adopting an industrial “capacity adjustment” strategy. This strategy has appeared among the many existing commitments and recommendations, but this one is perhaps more promising because there are relatively only a few strings to pull to make things happen. The government could stop issuing new licenses for any increase in wood-processing capacity and withdraw licenses for any existing capacity for which there is no sustainable supply (William Sunderlin, personal communication, February 14, 2002). The donors and NGOs can work to influence a few major international financiers not to provide capital for any such capacity expansion. At the same time, the central government with the support from the IMF, the World Bank and the CGI, could instruct the IBRA to decommission the existing capacity of the bankrupt wood-processing firms. Donor agencies and conservation organizations could work together to tie debt write-off to the decommissioning of capacity. At the same time, they could also work together to devise the Keynesian type of employment schemes to absorb the workers exiting from the forestry sector. 

What Can the World Bank Do Better? 

The Bank has earnestly tried to address the problems in Indonesia’s forestry sector. In the past, it has focused primarily on improving the efficiency and competitiveness of the forestry sector, an approach criticized in this paper. In recent years, the Bank has covered a broader set of issues, including forestry law enforcement, valuation of forestry resources, capacity building, and facilitation of stakeholder consultations. These recent changes are all important for the reform of the forestry sector in the medium and long term. In the short term, however, the Bank could make a real difference if it adopted the parallel strategies outlined in this paper. Specifically, the Bank’s Indonesian Country Program could work with a few major conservation NGOs to identify two or three protected areas and facilitate the negotiation of local solutions. In addition, it would take the lead to facilitate the implementation of the “capacity adjustment” strategy. 

What could the Bank do better in the future when other extractive economies are hit by financial crisis and resort to the IMF and the Bank for assistance? The lessons learned from the Indonesian experience indicate that the Bank could do better by (1) carrying out economically and ecologically integrated anticipatory analyses for countries that are heavily dependent on extractive industries and are hosting mega-biodiversity; (2) making prophylactic investments in these countries to strengthen government institutions, civil society capacity, and information systems for medium- and long-term benefits; (3) focusing on short-term realistic measures in key extractive sectors at a time of crisis; (4) subjecting structural adjustment lending to a rapid environmental impact assessment; and (5) involving outside experts in policy analysis and formulation. These suggestions are elaborated below.

Anticipatory Analyses. Take a mega-biodiversity country, such as Brazil, Papua New Guinea, or Madagascar. The anticipatory analysis is to examine the existing policies inside and outside particular extractive sectors and define what types of policy reforms would be needed for what purposes, regardless of structural adjustment. In the case of particular extractive industries, policy reforms should specify both socioeconomic and conservation objectives as well as the means to attain them. If the required policy reforms would affect conservation negatively, such impacts and their mitigation measures should be made explicit. But more importantly, long- and short-term policy reforms should be differentiated. In a non-crisis scenario, ongoing dialogues with the government should focus on long-term systemic issues. If a crisis hits and a structural adjustment opportunity presents itself, the Bank should focus on realistic short-term measures in the early stages of the crisis so as not to overburden the overall adjustment process. More systemic reforms could be introduced later on in the adjustment process, if appropriate.

Preventive Investments. In targeted mega-biodiversity countries, this type of investment would lay the groundwork for systemic reforms in the extractive sectors. The groundwork includes a basic information system that keeps tracks of the stocks and flows in these sectors in both temporal and spatial terms, the capacity of particular government departments and ministries to plan and regulate these sectors, and the capacity of the civil society groups (including the local media) to monitor the performance of these sectors, among others. Of these, priority should be given to the establishment of a resource information system to enable government planners, regulators, and civil society groups to perform their respective functions. 

Short-Term Measure in Times of Crisis. When a crisis first hits, it is difficult to engage the national policymakers in earnest discussions of long-term systematic reforms in extractive sectors. Short-term measures would be more in tune with the nature of the fast-disbursing structural adjustment loans, at least in the early stages of the crisis. The types of short-term measures appropriate for particular countries would have to be determined on a country-by-country basis through the anticipatory analyses proposed earlier. But in general, such measures should have a good chance of being effectively implemented under the existing institutional constraints. Examples include temporary moratoriums on forestland conversion in specific locations, incentives for foreign investments in non-extractive sectors in exchange for reduction of any excessive extractive capacity, and publicly financed job-creating schemes including down-scaled infrastructure projects. 

Rapid Environmental Impact Assessments (EIAs). The Bank (and the IMF) should consider applying a rapid EIA procedure to structural adjustment lending and including at least one resource economist on the adjustment team.
 This is particularly important for those adjustment programs that carry conditionalities affecting major environmental and natural resource sectors, such as the forest-related conditionalities in the case of Indonesia. But even if an adjustment program contains only hard-core macroeconomic conditionalities such as monetary, exchange rate, and fiscal policies, it should not be automatically exempt from such a procedure. Conditionalities that may appear unrelated to the environment often affect the environment and natural resource management in a fundamental way, as has been documented in several global case studies (Reed 1992, 1996). The Bank and the IMF may cite the urgency for loan approvals in a crisis situation as being a constraint on the application of EIAs, but if they adopt the recommendation for anticipatory analyses, rapid EIAs are more likely to be feasible.

Involvement of Outside Experts. In implementing these activities, the Bank would benefit from the opinions and analyses from outside experts, not only those specialized in conservation issues or particular extractive industries, but also those who may have non-conventional views of the macroeconomic fundamentals in particular countries. These experts can be found in other donor agencies, international and local NGOs, government departments, and research institutes. The involvement of outside experts could help ensure that policy recommendations are up to date, balanced between economic and conservation objectives, and internally consistent. This is different from the broad participatory approach or stakeholder consultation that the Bank has already practiced in recent years, which is important for the so-called local ownership of adjustment programs. Getting technical inputs from outside experts and incorporating them into the Bank’s own analysis would serve to improve the quality of participatory stakeholder consultations and strengthen the analytical basis for local ownership. 

Appendix A: Evolution of Forest-related Conditionalities (1997–2000) 

	Date of 

LOI/MEFP
	Forest Concessions
	Export Taxes on Logs & Sawn Timber
	Marketing of 

Timber 

Products
	Oil Palm 
	Property

Tax on Plantations & Forestry

Property
	Use of Reforestation Fund (RF)
	Environmental 

Policy & 

Decentralization

	Oct 31, 97

LOI & MEFP
	Review administration & allocation of concessions with a view to raising stumpage fees in 98/99.
	
	
	
	Shortly 

increase the 

tax to 40%.
	Ensure funds are 

used solely for intended purposes—SFM.
	

	Jan 15, 97

MEFP
	By Jun 98 review & raise stumpage fees, auction concessions, lengthen concession period, & allow transferability. 

By end-98, implement performance 

bonds & reduce land conversion targets 

to environmentally sustainable levels.
	By Mar 98 reduce export

taxes to a max. 10% ad valorem, & impose appropriate resource rent

taxes to offset the export 

tax reduction.
	Resolve restrictive marketing 

arrangements for 

paper & plywood.
	Remove restrictions on foreign investment in oil palm plantations as of Feb 

1, 98.
	Same as above.
	Same as above.


	By Mar 98, draft & establish implementation rules for the new environmental law. 

	Apr 10, 98

MEFP
	Same as above plus de-link new concessions’ ownership from processing by Jun 30, 98. All under preparation 

except for performance bonds & conversion targets.
	Reduce export taxes to a 

max of 30% by Apr 15, 98 

(1st step), 20% by end-Dec-

98, 15% by end-Dec 99, & 10% by end-Dec  00. 

Phase in resource rent taxes—1st step by Apr 22, 98. 
	Plywood joint 

marketing body dismantled as of Feb 1, 98.
	Foreign-investment restrictions were being removed (Feb 1, 98).

Remove ban on palm oil exports & replace by

export tax of 40% by Apr 

22, 98—agreed, 10% by 

end-Dec 99.


	Target date 

Mar 31, 98—done.
	Incorporate the RF 

into budget—target

 date FY98/99—done.

Ensuring exclusive 

use in FY98/99—ongoing.
	New target date for the above 

Dec 31, 98—under preparation.

	Jun 24, 98

MEFP
	Review & raise stumpage fees—done. Auction concessions—delayed. Transferability & de-linking expected to 

be done as planned. Performance bonds 

& conversion targets—nothing to report 


	Same as above, 1st steps 

done.
	
	Both were done (1st step 

for palm oil export). Environmental guidelines issued on investment in oil palm plantations.
	
	Same as above.
	Same as above.

	Jul 29, 98 

LOI & MEFP
	Auction concessions & lengthen concession period—target date Jun 30, 

98 but still under preparation. De-linking done. Transferability expected end-Aug, 98. Performance bonds & conversion targets—nothing to report.
	Same as above.
	
	Ban on palm oil exports removed. Export tax raised to 60% in Jul-98.
	
	RF in budget—same 

as above but no 

amount transferred 

yet. Exclusive use of funds—ongoing. International 

Standard audit by 

Dec 31, 98. 
	 Same as above.

	Sep 11, 98

LOI & s-MEFP
	Auction & concession periods under review by WB. Transferability & de-linking done. Performance bonds & conversion targets—nothing to report.
	Same as above.
	
	Same as above plus preparation for privatization of oil palm plantations.
	
	Complete audit by 

Dec 31, 98.
	Same as above.

	Oct 19, 98

LOI & 

s-MEFP
	Auction & concession period—not 

agreed by WB. Transferability & de-linking—under review by WB. Performance bonds & conversion targets

—nothing to report.


	Same as above.
	
	Same as above plus trying 

to sell the largest oil palm plantation.
	
	Same as above.
	Same as above.

	Nov 13, 98

LOI & 

s-MEFP
	Same as above.

 
	Same as above.
	
	Same as above plus sell the largest palm oil plantation

by end-Mar 99.
	
	Will release financial info on the RF. Complete special audit by end-Jun 99.
	Same as above. 

	Mar 16, 99

LOI & s-MEFP
	New forest regulation signed by 

President Jan 27, 99, authorizing 

auctions, transferability, de-linking, 

longer concession period, & performance bonds (implementing regulations being developed with WB). MOFEC observing a moratorium on forestland conversions while new land allocation procedures & conversion targets are being developed.
	Reduce export taxes to 20% by end-Dec-98 not accomplished, but now 

being implemented. Formula for forest resource rent tax will be reviewed & revised 

(if necessary) with WB. 
	
	Palm oil export tax down from 35–60% to 15–40% 

as of Feb 1, 99.
	
	Special audit by 

99. Future role of RF under review, to be determined with WB. 
	Implementing regulations for the Environmental Mgt. Law 

drafted covering air pollution, hazardous waste mgt., and EIA. 

The environmental protection program being further developed with WB. Fiscal decentralization legislation coordinated with the WB.

	May 14, 99

LOI & 

s-MEFP
	Nothing to report.
	Nothing to report.
	
	Privatize a large oil palm plantation & additional plantations in 99. 
	
	Audit delayed till Aug 30, 99 as more time 

was needed to appoint international auditors.
	Plans on decentralization in 00/01 (with IMF, WB, AsDB). Oil &

 gas revenue go to central 

budget; endowed regions get 15% (for oil) and 30% (for gas) of government’s share in after-tax revenue. Regions also get 80% of non-tax revenue from mining, logging, & fisheries & 40% from reforestation fund. 

	Jul 22, 99

LOI & 

s-MEFP
	Nothing to report.
	Reduce export taxes to 15% by end-Dec 99. Will issue decree to raise forest 

resource royalty rate to 10% shortly.
	
	Same as above plus export tax on crude palm oil reduced to 10%.
	
	Audit will be

 completed in Aug 99; results to be published 

in Oct 99 after gov’t review. Corrective actions to be taken as needed.
	

	Jan 20, 00

LOI
	On Nov 9, 99 MOFEC started a planning & consultative process to set up a 

National Forest Program, supported by Consultative Group on Indonesian Forestry—preliminary proposal expected end-Feb 00. High-level meeting on Jan 

26, 00 to set up a ministerial group. Updated maps of forest cover completed for Kalimantan, Sumatra, & Sulawesi. Maps & statistics for Kalimantan & Sumatra available on MOFEC website 

(for Sulawesi by Dec 31, 99 & for other provinces as they are completed). Continued MOFEC moratorium on new forest conversion licenses until 

transparent & rule-based procedures are developed. 


	Export taxes reduced to 15% by end-Dec 99.

Review of forestry sector taxation policy with WB 

from Jan 00. 

Ensure PSDH (forest 

resource royalty rate) 

captures min. 60% rent 

from logs. By end-00 eliminate all other export restrictions on logs & wood products (subject to the MFA).
	
	Special audits for major plantation companies by 

Jun 00.
	
	Program of remedial actions for the RF to 

be drawn up by Jan 00, implemented by mid-

00. RF to be used only for maintaining natural forests & reforestation. Criteria & procedures

to be developed by Ministry of Forestry & MOF with WB, implementation from Apr 1, 00. 
	Environment made part of the medium-term economic strategy: stakeholder participation in decision-making with expanded & improved environmental monitoring, getting prices right, 

& SFM. Decentralization frame-

work: regions get 15% (for oil) & 30% (for gas) of onshore non-tax revenue, 80% forestry revenue. Accelerate implementation of the Environmental Mgt. Law. 

	May 17, 00

LOI & 

MEFP
	Develop National Forestry Program to reform forestry mgt.—completed consultations with stakeholders & 

initiated corrective actions against illegal loggers. 


	New resource royalty rate expected to be approved 

end-Jun 00. 
	
	Special audit for a state plantation company to be completed and publicized end-00.
	
	Started remedial 

actions for the RF. Publish progress 

report & finalize regulation on the RF 

by end-Jun

00.


	

	Jul 31, 00

LOI & 

MEFP
	Nothing to report.
	New resource royalty rate approved. Prepare an area-based system for assessment of PSDH & reforestation 

fund levies in Aug–Sep 00.
	
	Special audit for a state plantation company being launched.
	
	Regulation on use of funds finalized. The 

RF fully transferred to 

a special state revenue account on Jul 4, 00, to be fully integrated in 

01 budget.


	

	Sep 07, 00

LOI & 

s-MEFP
	Nothing to report.
	
	
	
	
	Same as above. 
	


Appendix B: Matrix of World Bank’s Policy Actions

	Objective
	Before end-December 

1998
	Quarter 1, 1999
	Quarter 2, 1999
	After June, 1999

	Initiate improved protection of forest 

cover and strengthen forest management and protection


	
	Issued a concession management regulation covering operations in 

permanent production forest and applying to all legal entities engaged in forest production, which:

(1) de- links concession holding from requirement to own processing

 facilities; (2) allows transfer of concession rights by sale; (3) lengthens concession periods to 20 years plus the regeneration rotation length (usually 

35 years, for a total of 55 years); and (4) requires establishment of an acceptable performance 

bonding system.


	Complete analysis and draft design of an area-based revenue collection system for concession operations. 
	Subject to the outcome of analysis and consultations, finalize and implement 

an area-based revenue system.



	
	
	Prepared draft implementing regulations for the performance bonding system, submitted them to review by the multi-stakeholder consultation process 

described below, and initiated revisions in view of feedback.


	Establish a system for the operation and 

transparent reporting of independent

forest operation inspection teams in 

concession areas. 

Establish practical outcome-based criteria 

and implementing regulations for 

performance bonding.
	Implement independent inspection

of concession operations as part of

the performance bond system.



	
	
	Reduced the export tax on logs, sawn timber, and rattan to a maximum of 

20%


	
	

	
	
	Review and refine the resource rent royalty rate to ensure that it captures at least 60%of economic rent.
	

	
	Ensured that the reforestation

fund (Dana Reboisasi ) is

transparent and restricted for use

in reforestation and closely

related activities


	In cooperation with the Bank, analyze and determine financial and institutional arrangements to utilize the Dana 

Reboisasi and other Government funds. The findings of the independent audit of the Dana Reboisasi will be used to 

improve the system of Dana Reboisasi collection and allocation.


	

	
	
	Initiated a multi- stakeholder consultative process by which all proposed 

regulations and legislation will be publicly reviewed and discussed up to the

final drafting stage.
	
	

	
	
	Using the above consultative process, prepare and revise draft forest legislation (and submit to Parliament) that:

(1) defines a transparent and consultative process for changing the status of forest land; (2) accommodates rights and responsibilities for adat areas that include 

forest areas



	
	
	Prepared a model map to show the boundaries of existing forest cover to a 

1: 500,000 scale, acceptable to the Bank. This is to be used as a model to

prepare maps of forest cover for all provinces in Indonesia.


	
	Complete the mapping of all 

remaining natural forest cover 

throughout Indonesia.

Implement a mechanism for regularly 

updating these maps.



	
	
	Use the above model to prepare maps of all forest areas in Sumatra, Kalimantan, Sulawesi, Maluku and Irian Jaya having 

1996 or more recent satellite imagery (MOFEC already has such imagery for at least 50% of this area).

Make these maps publicly available (e.g., on public display at the MOFEC) as they are completed.


	

	
	
	Locate on the above maps as they become available, the 80 priority conservation forest areas identified in the Biodiversity Action Plan and all other conservation 

areas. Also locate the boundaries of protection forest (hutan lindung ) and production forest.

Provide an acceptable workplan and time frame for completing designation and gazetting of these areas.



	
	
	Until the maps referred to above are in place, implement and maintain a moratorium on:

1. conversion of state forest areas; and

2. alteration of main land use patterns within state forest areas.

Any future conversion or change in land use status is to be reviewed through a transparent and consultative process that involves both non-government stakeholders

and inter- departmental dialogue within Government. To avoid unduly penalizing those with conversion applications presently in process, the Government will 

publish a list of all such applications and subject them to public review prior to final approval.



	
	
	
	
	Implement a mechanism for 

rationalizing state forest boundaries, 

taking into account existing forest 

cover.

Revise concession boundaries in 

accordance with the new permanent 

production forest boundaries and 

regulatory requirements.

	Initiate provisions for

improved participation 

by local communities in forest use and management


	
	Using the stakeholder consultative process defined above, draft a community forest participation regulation, defining clear and transparent processes that:

1. establish equitable representative organizations;

2  establish terms and conditions for community participation in benefits from, and management of, the forests;

3. protect the interests of local communities in forest use programs.
	Implement new community 

participation arrangements for forests.




Source: World Bank (web 4).

Appendix C: Indicators of Progress 

	Major commitments
	Components
	Achieved or not achieved as of April 2001

	1. Control of illegal logging
	· Political statement
	No

	
	· Legal actions
	Yes

	
	· Investigation of patterns of illegal operations
	No

	
	· Media disclosure 
	Yes

	
	· Making IDCF effective
	Yes

	
	· Monitoring foreign investors and timber buyers
	No

	
	· Equipping enforcement teams in border areas
	Not clear

	
	· Empowering the judicial system 
	No

	
	· Anti-illegal logging campaigns
	Yes

	
	· Development of a detection and monitoring system
	No

	
	· Setting up an ad hoc court for processing illegal-logging cases
	No

	
	· Utilizing CITES
	Yes

	2. Control of forest fires
	· National law for forest fires
	Yes

	
	· Relevant regulations
	Yes

	3. Restructuring of forest 

    industries
	· Publicizing information on timber supply and industrial demand for 

timber
	Yes

	
	· Detailed data on wood-based and forestry sector companies
	Yes

	
	· An accountability system
	Yes

	
	· Action to close down wood-based companies that are unable to 

demonstrate procurement of legal and sustainable timber and fiber 
	No

	
	· Debt restructuring for those able to demonstrate production and/or 

procurement of legal and sustainable timber and fiber resources
	Yes

	
	· Policy paper on the future of wood-based industry
	Yes

	
	· A plan to downsize wood-processing industry
	Yes

	4.  Forest resource 

     assessment
	· Identification of forest land 
	Yes

	
	· Availability of essential forest maps
	Yes

	
	· Laws, regulations, and enforcement institutions 
	Yes

	
	· Adequate frequency of updating forest maps
	Yes

	
	· Central/provincial/district coordination in forest resource assessment
	No

	5.  Moratorium on forest 

     conversion
	· Legal basis
	Yes

	
	· Socialization 
	Yes

	
	· No new licenses for forest conversion since the moratorium came into 

effect
	Yes

	
	· Existing conversion licenses revoked and conversion activities 

stopped
	Yes

	
	· Field-level enforcement to stop conversion of natural forest
	No

	
	· Prosecution of illegal conversion as per the moratorium 
	Yes

	6. National Forest Program
	· Criteria and indicators for effectiveness 
	No

	
	· Consultative mechanisms 
	Yes at decentralized levels

	
	· Sensitization process
	No

	
	· Consistency with IPF/IFF Proposal for Actions
	Yes

	
	· Major elements of the NFP
	Mixed

	
	· Support from specialized units
	No

	
	· Adequate resources expended by specialized units in support of the 

BFP
	No

	
	· Development of partnership
	No

	
	· Establishment of linkage of forest-related activities and international 

agreements with a coordinating body 
	No

	7. Land tenure
	· Legal recognition of local peoples’ land rights and forest management 

systems, including adat
	Yes

	
	· Establishment of multi-stakeholder working group
	No

	
	· Identification of local & adat community forest management areas 

through systematic survey
	Yes

	
	· Multi-stakeholder workshops and public consultations
	No

	
	· Research and studies on land tenure issues and forest management
	Yes

	
	· Logical framework and cross-sectoral program of activities to 

address land tenure issues
	No


Source: Ministry of Forestry (2001).
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Box 3.1: Forest in the Statement of Development Policy


50. A resource royalty will be introduced for forestry products when export taxes are reduced (i.e., by April 15, 1998) to prevent over-exploitation of natural forest resources and capture a high portion of resource rent as public revenues. The total forestry resource rent tax may include both current log royalty and reforestation levy charges. It will be based on a formula which will relate unit revenues directly to f.o.b. values of logs, and independently estimated efficient cost of their extraction and delivery. Allowances will be incorporated for species, quality and location differentials, on the basis of classifications in existing government regulations governing revenues from logs. This will make the system of fees charged for the use of forestry resources much more like that applying to revenue sharing from oil and gas production. These resource royalties will depend on best estimates of f.o.b. values and operational costs, and be the same for all buyers. The cost and price data, and the resulting royalties figures will be re-estimated at intervals no greater than six months. Moreover, the Government will develop and implement a reliable system for monitoring the collection of these fees. 


51. To further improve forest resource management, the Government will, by June 30, 1998: lengthen substantially the period of new logging concessions, enact regulations to allow for the sale of concession rights, enact regulations defining a transparent process for concession award, and remove the current requirement that a company must possess a wood processing facility in order to qualify for a concession. Finally, by the end of 1998, the Government, in consultation with other levels of government and other stakeholders, develop an improved methodology for allocating forest land for logging, plantation forestry, or conversion for agriculture, mining, or other uses based on suitability and carrying capacity; complete an updated map showing the correct outer forest boundary; reform the concession system so that forest land is properly valued; develop an effective and independent system for monitoring, controlling and reporting on the management of operations on all forest land, with specific time bound targets for implementation, and with provisions to encourage participation by local communities, and protection of indigenous forest dwellers. The Government will not issue any new licenses and permits for forest land conversion until the system just described is implemented. 


Source: World Bank (web 2)





Box 3.2: Overcapacity in the Pulp and Paper Industries





Since 1987, the pulp and paper industries have invested $8 billion and expanded by 750 percent. The pulp industry has the capacity to produce 4.6 million tons of pulp each year, which requires the consumption of 22.5 million cubic meters of roundwood. The growth of this capacity has overtaken the development of pulpwood plantations. Since 1987, the pulp industry has consumed 100 million cubic meters of wood. Of this amount, only less than 5 percent has been sourced from the pulpwood plantations. More than 95 percent of the wood supply has come from clear cutting of natural forests, contributing to the loss of 800,000 ha of forests. Although Indonesia’s largest producers are now making efforts to develop pulpwood plantations, the areas actually planted are so limited that they are highly unlikely to satisfy the growing capacity of these industries in the coming decade.





Source: Purnomo, A. (2000).
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( The author is grateful to Jim Cannon for guidance. The paper also benefits from interviews with, or comments from, the following people: Arif Aliadi, Mustafa Alwi, Dessy Anggraeni, Sugeng Bahagijo, Chris Barr, Jake Bruner, Bini Buchori, Jim Cannon, Mafa Chipeta, Yance De Fretes, Madhur Gautam, Longgena Ginting Mainhardt, Heike, Silver Hutabarat, Untung Iskandar, David Kaimowitz, Hariadi Kartodihardjo, Eugene Lee, Uma Lele, Dwi Rahmad Muhtaman, Ian Purbasari, Agus Purnomo, Ir. Rukmantara, Agus Setyarso, John David Shilling, William Sunderlin, J. Supariatna, Jim Tarrant, Darmawan Triwibowo, Tom Walton, Wahjudi Wardojo, and Wiratno. Thanks for editorial support from Natasha Atkins. Any inaccuracies remain the responsibility of the author. The opinions expressed in this paper do not necessarily represent the views of Conservation International. 





� Some put the number in the upward of 3,000, whereas the Indonesian official statistics considered only those establishments that hire more than five people each—for 1996 the official figure was 670. See Gautam et al. (2000:34). 


� For a comprehensive discussion of Indonesia’s pulp and paper sector, see Barr (2001a). 


� Low estimates from Transmigration Advisory Group (1991) and Dick, J. (1991) as cited in Sunderline, W.D. and Resosudarmo, I.A.P. (1996: 12). High estimates from FAO (1991) in World Bank (1994) as cited in Sunderline, W.D. and Resosudarmo, I.A.P. (1996: 12). 


� Casson (2000), using statistics from Departmemen Pertanian Direktorat Jenderal Perkebunan, gives estimates for area under oil palm of 973,528 ha in 1989 to 2,957,079 ha in 1999. 


�Casson (2000: 40), using statistics from Departmemen Pertanian Direktorat Jenderal Perkebunan, gives higher estimates for palm oil production: 1,964,954 metric tons in 1989 to 5,659,010 tons in 1999. 


� The island of Java consists of the capital city Jakarta, special region of Yogyakarta, and the provinces of East Java, Central Java, and West Java. Population density in each of these areas was: Jakarta 13,786/sq. km, Yogyakarta 920/sq. km, East Java 706/sq. km, Central Java 867/sq. km, and West Java 848/sq. km. The country’s average population density was 101/sq. km. Data was valid as of 1995. See BPS (web 3, web 4). 


� A. Fraser in Perverse Subsidies, Their Nature, Scale and Impacts, report to the MacArthur Foundation. Cited in Contreras-Hermosilla (2000: 12). 


� Personal correspondence from Heike Mainhardt, WWF Macroeconomics Program Office, Washington, D.C., January 22, 2002.


� Cote d’Ivoire, Mexico, Thailand in the 1992 study, and Cameroon, El Salvador, Jamaica, Mali, Pakistan, Tanzania, Venezuela, Vietnam, and Zambia in the 1996 study.


� The then Indonesian Minister of Finance was Mar’ie Muhammad and the Central Bank Governor J. Soedradjad Djiwandono. The LOI cans be viewed at IMF (web 4).


� The Bank first got involved in Indonesia’s forestry sector in 1988 when it approved a Forestry Institutions and Conservation Project (FICP I) worth $63 million, of which the Bank would fund $34 million. The project focused on “institutional strengthening through sectoral and policy studies, information generation, and research” and “ conservation by rehabilitating terraced lands and associated conservation structures, planting trees on private lands and, conservation of forests on state lands and management of five existing nature conservation areas.” Two years later, this project was followed by FICP II totaling $33.1 million, of which the Bank committed $20 million. FICP II focused on natural forest management, plantation planning, research planning & development, and conservation of forest environment. With the ending of the lending relationship with the Bank in the forestry sector, the GOI cancelled a substantial part ($10.54 million) of the FICP II and terminated the preparation of a third FICP. Ibid (58–59, 70).


� PRSL I totaling $1 billion was approved on July 2, 1998 and PRSL II totaling $500 million on May 20,1999. See World Bank (web 2).


�Shilling (2001). When commenting on the decline in the quality and quantity of the Bank’s ESW generally, Shilling noted that: “Fewer resources have been allocated to ESW in the face of budget pressures, and the number of qualified and experienced sector staff has declined. One of the impacts of the [Bank’s] shift from project to programmatic lending is that there is less detailed project work in each sector, and that is a primary source of knowledge for good ESW.” 


� WWF’s Macroeconomics for Sustainable Development Program Office has a publication on “Environmental Impact Assessment for Macroeconomic Reform Programs.” 
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