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Introduction

Background
The needto obtain synerges between trade and environmernt policies isrecognised as one
of the maost urgent, sensitive and complex policy quetions of the day. The forest and
fores produdsseador exemplifiesmany of theseissues, as
o foredsaevita tothe environment,
e thereisavey significant tradein fores produds,
e there are mary externdities and markd digorting features arising notably from
the multiple functions of foreds,
e thereare someinnovative developmernts, notebly the certification of that produas
entering intemationd trade come fromsustainably managed forest, and

e thereisabroad publicinteres in sustaineble fores management and conservaion
as well as an intense internaiona dialogue onforeds.

The ongoing multi-polar discussions relevant to susgainable forestry development and to
trade cdl for exchanges of idess and informaion between the various policy
communities. Togethe, FAO and UNECE have therefore taken the initigtive to organise
an open-ended roundtable on trade and sudanable foret management in order to
facilitate the exchange of views between the different congituencies with an interest in
theissue of trade and sustainable foresry development.

This roundtable is based on ongoing work inthe organisaions:

e The FAO Fored Products Divison has caried out extended research and analysis on
various trade-relded issues impacing on the foredry sector and interlinking forest
productstrade and fores management isthrough itsregular programme. Additionally,
FAO is currently implementing a projedt entitled Impact Assessment of Forest
Products Trade in the Promotion of Sustainable Forest Management financed by the
Government of Jgpan.

e UNECE has organised several special topic discussions at the Timber Committee
aiming to bring together representaives of trade and environment setors as well as
fores sedor specialigs. It alo monitors markets for certified foreg products on a
continuing basis, in the context of its continuing monitoring and analysis of forest
productsmarkets andtrade.

e TheFAO Liaion Officein Genevahas held a seriesof roundtable briefingsfor WT O
delegations from developing countrieson a wide range of topics.

Objective

The objective of this Roundtable isto engage trade policy makers andtrade negotiaors & the
international level, particularly those in WT O negatiaions, in exchanging informaion and
views on outcomes and key issues of the current discussion process on trade and sustainable
fored management in order to enhance the potential of trade for sustainable forest
managemeatt.
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Key Issuesand Key-Note Speakers

Recent T rends and Policy Development

0] Trade Liberalisation and Fored ProductsT rade— David Brooks, UST rade
Representaion

(i) Forest-relaed Multilaeral Environmental Agreements(MEASs) and Current
Policy Debaes
in WTO — Rupert Schlegelmilch, European Commission

(iii) Forest and Foreg Products Certification - NN Malaysia

Impactsof T rade in Forest Products and Services

(i) Trade, Rural Poverty andthe Environment - Owen Cylke, WWF US

(i) Markesfor Fored Environmental Services— Makku Smula, INDUFOR
Finland

(iii)  Privae Sector Paspedives on Developmentsof Trade in Forest Products
and Services— lven Tomaselli, ST CP Brazil

Expected Reaults

Based on the presentaion of key issues, the Roundtable should provide aneutral forum for
discussion on obdacles and limitaions, potentials and ¢epsto betakento achieve the overall
objective to encourage sustainable foret managemet. The Roundtable is expeded to
congitutean opportunity for trade policy makers and trade negotiaorsto address the concerns
of the forestry community tha trade liberalization processes are unaware of the certain
imperaives for sustainable foress management, both for producer and consumer countries
aike.

Condud of the Roundtable

The Roundable will be chaired by a FAO stdf member inviting a key note speaker to address
key issues of concern and moderaing the discusson during the following sessions. T he one-
day meding is organized to save as a neural forum, in an informal sg-up, for an open
exchange of views and policy positions and participants are invited in their personal capecity.

Invitees

The Roundable is intended to bring together some 100 trade policy meakers and trade
negotiaors from governments and inter-governmental organizations like WTO, UNCTAD
and othe's, along with forest sector experts.

Collaboration
The Roundable is organized by the FAO Foreg Products Divison (FOP), the FAO Liaison
Office in Genevaandthe United Nations Economic Commission for Europe (UNECE).

Date and Venue

The Roundtable will take place in Geneva & the Pdlais des Nations, Sdle V, on 9 July
2003 from 10.00 —13.00 and 14.30-17.30. There will be simultaneous interprdaion in
Endish, French, Russian and $anish. The Roundtable will be held adjacent to the
Regular and $ecid Sessions of the Committee on Trade and Environment (CTE) of the
World TradeOrganizaion (WTO).
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2. Provisional Agenda

AM.Sesson-9.30-12.30

Opening Sesson

9:30 Opening Remarks — T. Masuku, Diredor,
FAO Liaison Officein Geneva

Opening Address by the Chair —W. Killmann, Director,
Fores Produds and Economics Division, FAO, Rome

Overvien — C. Cosgrove-Sacks, Diredor,
UNECE TradeDevelopment and Timber Division

Session | — Recent trendsand pdicy deve opment

10:00 Trade Liberdisaion and Forest Produds Trade - David Brooks,
Office of theUSTrade Representaive

11:00 Foret+dated Multilaterd Environmentd Agreements (M EAs) and Current
Policy Debates -Rupert Schlegelmilch, European Commission

12:00 Fores and Fores Praducts Cetificaion - Suboh Mohd Yassin, Deputy Secretary
Generd of theMinistry of Primary IndustriesMalay sia

P:M.Sesson 14.30—-17.45 p.m.

Session |1 —Impactsof Tradein Forest Productsand Servi aes

14:30 Trade, Rura Poverty and the Environment —Owen Cylke, WWFUS
15:30 Markdsfor Forest Environrmentd Sarvices—Markku Smula, INDUFOR Finland

16:30 Privae Sector Pergpectives on Developments of Trade in Forest Produdsand
Services— Ivan Tomaselli, STCP Brazil

17:30 Closing Remarks

Reception (Pd ais desNations, 8" A oor Restaurant)
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3. Introductory Remark sby Themba N. Masuk u

Direcor, FAO Liaison Officein Geneva

Excd lencies, Distinguished Ladies and Gentlemen; Coll eagues

Let metakethis opportunity to extend to you al avery warm word of
welcome to this roundtable on Trade, Environment and Forests. Some of you have by
now become familiar with the FA O organized roundtables to inform negotiators and
policy-makers on important and relevant topics, such as food security and others.
Your comingtoday gves aclear indication to us tha these roundables have been and
are useful, and we are encouraged.

The pag roundables have been asinge undertaking by the FAO aone, and
this time we have joined with the ECE to conduct this roundtable. M eanwhile, | note
that the ECE has, in the past, separately conducted severd specid topic discussions at
the Timber Committee level on re evant issues, and we have found valuein
conducting ajoint roundtable to pursue thesetapics.

We hope that this roundtable will provide agood forum for the exchange of
views, and this way we shdl continueto build capacity — especidly for thoseinvolved
in the negotiations at the WT O on environment and other topics.

Excdlencies, Ladies and Gentlemen, sustainable development isthekey to dl
that we do in development, and as welook back at the World Summit on Sustainable
Development thereis no doubt that we need to increase our understanding of the
chalenges that weface. It is open-ended roundtables like this onethat can provide an
informa environment to discuss and degpen our understanding on the kinds of issues
that we shal be discussingtoday .

We have lined up spesakers to introduce the issues, after which we can dl
express our views in an interactive manner. Excellencies, L adies and Gentlemen, |
shall stop here and introduce my colleague, M r Wulf Killmann, who will chair the
proceedings.
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4. Opening Address by the Chair

Wulf Killmann, Director, Forest Products and Economics Division, FAO

Ladies and Gentlemen, dear Colleagues,

On bendf of the Diredor-Generd of the Food and Agriculture Organizaion
(FAO), | would like to welcomey ou to this Roundtable ertitled Trade, Environment and
Foreds — Working together for Susainable Developmert. This event is ajoint initiative
of the FAO Fores Products and Economics Division in Rome, the UN Economic
Commission for Eurgpe (UNECE) and our FAO Liaison Office herein Geneva. | would
like to take this opportunity to thank Ms Carol Cosgrove-Sacks of UNECE and
Mr Themba Masuku of the FAO Liaison Office and their teams for ther effective
cogperation and for their opening and closing remarks.

The need to achieve synerges between trade and environment policies is
recognised as asensitive and complex policy question of the day. The foret and forest
produds sectar exemplifies many of the issues at dake, as the multiple functions of
foreds arevitd tothe environment andthereis - onthe ather hand - a significant tradein
fores products. There are someinnovaive recent developments, natably the certification
of foress and forest produds entering internaional markes, coming from sugtainably
managed sources. And mogt impartantly, there is a broad public interest in sustainable
forex management and conservaion as well as an intense internaional didogue on
forexs which has an ever-incressing inmpact on fores produds trade and the emergng
markets for environmentd services of foress.

Therefore, the dojective of this Roundtable is to engage trade policy makers and
trade negotigdors a the internaiona leve, particularly those involved in WTO
negotiations, in an exchange of informaion and views on the key issues of trade policy
devdlopment and its interadion with policies in support of suganable forest
management.

This roundtable is based on ongoingwork in FAO and UNECE, namely :

e FAO has carried out extended research and andysis on various trade-relaed
issues impacting on the forestry sector and interlinking fores produds trade and
fores management. Additionaly, FAO is currertly implementing a project
entitled Impact Assessment of Forest Products Trade in the Promotion of
Sustainable Forest Management, financed by the Government of Jgppan. An
interngional expert consultaion on impads and interagions of trade and
suganable fores management was organised earlier thisy ear in Rome.

e UNECE's Timber Committee has held severd discussions amed & bringng
together representatives of trade and environmert sectors, aswell as forest sedor

gecidists.
e TheFAO Liason Office in Geneva has held aseries of roundtable briefings for
WTO delegations from developing courtries on awide range of topics.
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We are ddighted tha six colleagues from acrosstheworld have agreed to be with
us today andto present their views on somekey issues which are of greatest impartance
for thepolicy debate and cooperaion beweenthetrade andthe forestry communities. In
the morningwe shdl discuss “Recent Trends and Policy Development”, inthe aftemoon
the Inpads of Trade in Fores Products and Services.

As outlined in the agenda, each presetaion will be folloved by an gpen
discussion inplenary .

We hopetha this Roundtable will be auseful forum for discussion on obstacles
and limitations, paentias and stgs to be taken to achieve a greater positive inpact of
trade on the developments in sustainable forest management, and the passible need of
increasing the collaboraion beween trade-related policy processes and the processes on
suganable fores management.

Thark youfor your dtertion.
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5. Overview by Carol Cosgrove-Sack s

Director, Trade Development and Timber Divison,
UN Economic Commission for Europe

e TheWorld Summit on Sustainable Development (WSSD), Johamneshurg,
September 2002, madethe commitment to enhancethe mutua supportiveness of
trade, environment and develgpment with aview to promating sustaineble
developmert.

e Thereisincreasingintedgoendence inworldtrade, epecidly through
internaional supply chains.

e AsJoseph Siditz (IMF) says, it is nat gobalisation itsef nor the expansion of
world tradewhich istheproblem, asthese megatrends arebroadly irreversible
and generdly positive. Raher, it ishow dgobdisation is implemented and the
legd, institutiona, economic and socia measures which accompary it. Thisis at
the heart of theDohaDevelopment agenda. Thustheinterrdaion beweentrade
and environment and sugtainable development istruly one of the mgjor challenges
of our age, and one that we mug together resolve. | am very hgppy to havethe
combined resources of FAO and UNECE to examine these issuestoday.

e Thefores andtimber sedor is oneof the hot spots inthetrade/environment
discussion, for many reasons:

0 Thereis an acute goba problem —deforestaionwith al the caravan of
economic, socid and environmentd sufferingwhich it brings in itstrain.

0 Asthereis an adivedoba tradeinforest products, and many countries
suffering fromdeforestaion ae aso exorters, many adivids, experts and
governments have enthusiagticaly promoted trade related measures as one
way inwhichtheindugridised curtries caninfluencethetrend: this
aroused concerns about infringement of sovareignty, and the creation of
technical barriers to trade masquerading as environmenta pratedion
measures.

e Key Quedions:
What exactly is*sustainable forest management”?
|s suganable forest management thesame everywhere?

Who decideswha is susainable andwha isnat?

Is acetification sygem, as praposed, initidly by NGOs, compatiblewith
therules-based interndiona trade regme as laid down inthe
GATT/WTO?

O O O O
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Doestradein forest produds encourage sustainable fore management or
the contray ?

How dowe ensuretha certification requirements do nat themselves
become new technicd barrierstotrade?

How totakeproperly into accourt inpolicy and pradtice the many and
widdy varying non-marke benefits of forests, such as conservation of
biologca diversity, soil and waershed pratedion, aesthetic plessure,
carbon sequedraion, or recregion?

| believetha the reponse by the forest and timber sector asawhole tothese
complexisaues over the lag ten or soy ears has been an exampleto other sedors.

Soecid features havebeen:

(0]

Intense dialogue in many fora, with many sakeholders, maintained
despite srong tensions between cartain play ers;

Resped for nationa sovereignty and agreed internaiona trade rules

Innovaiveinitiatives, natably certificaion mechanisms, flexibly goplied
in afree marke context

A cceptance of the complexity of thepolicy issues and desiretofind
consensus solutiors.

Today we ae hostingan gpen forum. Thisisnat aformal intergovernmentad
meeting or a decision-making body : the am isto pronote inproved
underganding. Theaewill be no formal staement & theend. Paticipants
represent only themselves, 0 pleasefed freeto express opinionsand ask
guedions in an open manner.

10
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6. Session 1 - Recent Trends and Policy Development

6.1 TRADE LIBERALISATION AND FOREST PRODUCTS TRADE —
BY: DAVID BROOKS,OFFICEOFTHE US TRADE REPRESENTATIVE

Trade and Forest Management:
Trends and Policy Developments

Dr. David J. Brooks

Office of the United States
Trade Representative

11
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Key Messages
.

Forest products trade has increased in
absolute and relative importance

Trade has reinforced broad-scale trends in
management, production, and consumption

Further gains from trade liberalization and
economic integration are possible

Continuing need for a framework for standards
and protection against forest pests/diseases

Global Context

e Deeper and wider integration supported by
trade and investment liberalization

e Expanding and evolving debate over forest
management practices

e Increasing recognition of non-commodity value
of forests

e High profile resource policy issues with trade
links

Market and Industry Trends

e Short-term market disturbances and mixed
patterns of economic growth

e Structural change, increasing competition in
major markets, and emerging producers

e Consolidation and capacity adjustment
e Increasing importance of direct investment

12
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Market and Industry Trends
. .|

e Short-term market disturbances and mixed
patterns of economic growth

e Structural change, increasing competition in
major markets, and emerging producers

e Consolidation and capacity adjustment

e Increasing importance of direct investment

Management Trends
.

e Greater reliance on managed forests, private
forests, plantations, and recovered fiber

e Increasing share of timber produced in
managed, including intensively-managed
forests

e Increasing importance of investment and
management organizations

e Greater effort to market good management

World Production of Industrial
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Industrial Roundwood Consumption
and World GDP, 1985-2000
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World Timber Production,
1970 to 2000
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Estimated and Projected Sources
of Industrial Wood Fiber
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Summary Points
G

e Further trade liberalization can be consistent
with both development and improved
management of forests

e Some countries will benefit more than others

e The mix of products and location of production
will change

e Importance of trade should not be overstated

Summary Points
-

e Policies other than trade policies are the
primary tools for SFM

e Evidence that market barriers (import or
export) may undermine rather than support
SFM

e Market barriers may shift rather than reduce
environmental effects

Summary Points

e Efforts to liberalize should address both tariff
and non-tariff barriers
e There is a continuing need for
- effective protection against forest pests and
diseases
- a framework for standards

17
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Discusdon

Based on one of the summary points that the current debae and measures ontrade
liberdisation should address import/export tariffs and nontariff barriers dike, it was
notedtha empirical datashow vay complex dy namics. There seemsto be atendency, as
tariffs decline, for non-tariff barriers to become a relaively more important fadtor in
fores produds trade. As aconsequence, it was underlined tha governance issues should
be addressed and ingitutions grengthened before tariffs are reduced, in order to enable
governments to supervise fores management and trade in forest products and to fulfil
their normative fundionswithregard to policies and legslation.

It was aso staed tha trade liberalisation does not necessarily impad positively
on suganable forex management and suganable livelihoads, paticularly of the poor.
However, trangparency, informaion exchange and measures to support informed consent
within a gven society could prabably support effedive policy development for
suganable fores management in a much bdter way than trade policies aming at trade
liberdisation. It was nated tha there should be asound and sugtainable baance beween
information exchange, trangparency and focused policy making— ather thantradepolicies
- toovercometheusua rhetoric in debaeson susanable fored management.

It was aso noted that, besides the “world fores produds economy”, domegic
markets, which are nat subject to internaional trade rules and trade negatiations, continue
to play an important role in fores products trade. Sill, marke access in regond and
paticularly ininternaiona markets is crucia for naiona economic developmert. In the
past, boy catts of tropical timber organised by consume groups and NGOs have inpacted
geatly on market access, paticularly o tropica timber. However, the example of the
Indonesiaa UK bilaterd agreement on “legd timber” imports showstha dready, after the
relatively short time of its existence, there is a natable shift towards less scrupulous
indugtry conduct and an incressing sensitisation of markes on the issue of susanable
fores management.

It was dated tha foret produds are much more “sensitive’ in intemationa
markets, paticularly in Europe and North America, than regular commaodities like coffee.
An goproach such ss* Fair Trade’ in organic agriculture and community -based markeing
might be seen as “preferentid tregment” due to internaiona support to sustainable
livelihoods and rura developmert. But “Fair Trade” was seen & a market-based,
consumer-oriented product promation initiative and it is nat subjed tothe debaein trade
liberdisation. It was underlinedtha this is different from the issue of public procurement
policies which are often contertious because of possible violaions of the non-
discriminatory principle of the WTO rules.

Thepoint was made tha the fores indudtry is cgpacity sensitive. Inthepadt, trade
barriers have induced a large overcepacity in down-stream industry like savmills,
pulp/pegper factories ec. which is of concem to those companies which are exposed to the
increasingy liberalised markets. More products need to be subject to debaes of
import/expert tariff redudion which arestill rather high, paticularly in tariff escaation.
The mgor issue here is the use of various subsidies to proted domesic industries.
Changng market patterns and trade flows in fores produds & the internaiona leve
should nat be counteracted by domestic regponses interms of pratedtionism.

18
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6.2 FOREST-RELATED MULTILATERAL ENVIRONMENTAL
AGREEMENTS (MEAS) AND CURRENT POLICY DEBATES —
BY: RUPERT SCHLEGELMILCH, EUROPEAN COMMISSION

Introduction: asustainable gobalisati on

The Euwropean Union does nat consider trade liberdisdion as an end in itself.
Rather, it is seeking rules-based market gpenings & access to the goba market is an
essertia precondition for economic growth and develgpment. A dgoba economy needs
more intemationa rules and gronger multilatera ingitutions. The WTO is dl abaut the
rule of law in intemationd trade and we haveto updae the rulebook to refled the redlities
of the goba economy. The Doha Development Agenda is essertia to creste the
necessary baance between market access and a rules-based framework.

The battom line is this: gobalisation can be positive for al courtries provided it
is properly harnessed and repeds dl threepillars of sustainable develgpment: economic,
socid and environmental. Through harnessed gobdisation we can ensuretha the gains
from enhanced growth are spread evenly throughout goba society and to ease the plight
of thosetha have to bear the costs of sometimes painful adjugmernts.

This view is reflected by positions or actions taken in nmultilaerd, bilatera fora
and by thesetting up of BU internd regulation.

The BU is working to promate further the contribution of trade liberaisation to
suganable development bath multilaterally within the WTO, but dso within the
framework of fora such a the WSSD, as wdl as in our regond and bilatera trade
reations Thepromotion of sugainable forest management is an important element inthis
work.

The am d this presentaion is to provide a short overview of some of the
activities undertaken and the challenges faced by Eurgpean policy makers to reach this
objective vis-a-vistrade, environment and foreds.

The multilaterd level : negotiationsin the DDA

The BU wantsthe WTO to be visibly moresupportive of sugainable develgpment
and seesthe launch of the DDA as akey opportunity inthis context.

The DDA is the best indrument to improve the paticipaion of developing
countries in the goba economy and to address the impaa of trade liberdisaion on key
non-trade objectives tha our society holds dear: environmertd pratedion, public hedth,
consumer safety and socid develgpment. The BU attaches alat of inportanceto al these
ISSUEs.

On environmenta pratedion, the DDA includes negotiaions on a number of
issues. Three issues in particular should be mertioned in the context of forestry; the
relationship between WTO and MEAs MEA observership to the WTO-negotiations and
environmental goods and services.

The relationship between WTO rules and MEAs

In our view, a clarification on the relationship beween WTO rules andM EAs is
important as the current legd situation is creating uncertainty for trade and business and
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“chilling the develgpment of environmenta policy.

A daification will make multilderaism de facto more dtractive than
unilateraism without changng WTO rules per se and render policy making clearer for
makers of bath trade policy and environmenta policy aike, as wel as supporting
multilatera efforts to tadkle internaional environmenta problems, but opposition is
widespread. A clarificaion would aso be of paticular benefit to smaler and wesker
countries asthey are more likely to be the dojects of (and less able to resigt) unilaera
measures than more economically powerful ertities.

MEA observer status to the WTO-negotiations

Ancather important issue negotiaded withinthe DDA istheissue of M EA observer
staus to the WTO negotidions, as wdl as information exchange between MEAs and
WTO o an effective and adequéae internaiona context. The expertise of UNEP and the
MEAs is needed in the ongoing discussions in the WTO &s these bodies are affeded by
the negotiadions This is an essertia issue of internaiona governance and of WTO-

trangparency .

The BU is therefore pushing hard far a decision dready in Cancun to grant
permanent observer gaus to MEAS and UNEP to the CTE Speciad Session negotiations,
irrepective of the problems to solve the more difficult issue of observer staus in the
WTO as awhole.

Environmental goods and services

A third essertia environment issue in the DDA regards enhanced marke access
for trade in environmenta goods and savices.

The EC has been 2rondy supporting the inclusion of negotigionsonthis issue as
it provides saope for sy nerges between trade liberdisaion and sustainable developmert.
The need to promate trade in environmenta goods was adso emphasised in the 2002
WSSD Plan of Implementation.

The discussions on this part of the DDA mandae has so far raised a number of
issues related natably to definitions of the concepts involved. There is currertly no
universaly accepted definition of environmenta goods and services and views differ
between WTO-members as to what produds should be considered & such. The question
of wheher ar nat to include forest products issued from susainable fores management
(SFM) in this definition has aso beenraised

In this context it should be nated tha the discussion on the inclusion of
suganable fores products in the definition of environmerta goods would be strongy
facilitated if there were & our digposd internaionaly agreed gandards for sustanable
fores management which could be used as atechnical reference intradepolicy .

Raigng trade and sustainable development issues in our bilateral and regional
agreements

Bilateral relations provide aprivileged frame for cregting opportunities to enhancetrade
in foreg produds which areproduced from susainable forest management.
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The Eurgpean Commission is willing to refled further, together with its trading
patners, on how sustainable develgpment could best be favoured using the opportunities
offered through bilatera Association A greements.

Political didogue, cooperaion and trade agreements as such can cortribute to
improvethe contribution of new trade conditions to sustainable development.

These susanable develgpment relaed instruments ae covering trade in forest
produds and should am in paticular & fostering trade in produds secificaly issued
from SFM.

Bilaterd relations are dso a privileged place far acting against illegd loggng
activitieswith exporting countries sharing our concerns on this issue: in the framework of
an actionplanworked out by the European Commission (see below) weproposeto sd up
patnerships in which enhanced technical assisance and tracking sysems ae
implemented while a stricter control procedure makes it possible to address more
effectively trade inwood produdas coming from illegal loggng.

Using oood tod s

The Generdised System of Preferences as a tod for promoting forest sustainable
management

The Generdised Sygem of Preferences (G) is meat to foder sustanable
development by providing additiond trade preferences in paticular with the gecial
incentive for the environment: this arrangement reponds to beneficiary countries’ efforts
to comply with intemationally agreed standards regarding sustainable foret management.

The future revision of the GSP sygem will certainly reinforce its role for
promating trade and sugainable develgpment and in paticular sustainable forest
management.

Devd oping d dogue

Didogue between trading courtries is incresingy importat for trade,
environment and fores issues nat only in multilatera fora WWSD, UNFF) but aso in
bilaterd relations.

This didogue should rai s theinterl oautors’ awareness of each ather’s concerns
and contributeto a better understanding of trade and sustainable devel opment (SD)
issues. This kind of diaogue could cortributeto building more consensud policiestaking
into account the concerns of eachtradepartner.

Recently, the EC prgpaosed such a didogue ontrade and 3 beaween the EU and
M ercosur courtries.

Didogue proposed in multildera fora is dso inpotant to improve our
underganding of issues a stake and exchange points of view onpassible adiors.

Corporate Soda Respongbilities (CSR) activitiesand public private partner ships
Complementary goproaches by private and public seador have to be undertaken

for enhancing the contribution of trade to suganable develgpment. CSR is nat a
substitute, but a complement to hard law. As such it must nat be detrimenta to public
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authorities' task of esablishing binding rules, at domestic and/or at intemationa leve, for
theresped of catain minimum socia and environmenta sandards.

The focus of the debate in this reped has nov moved on from a sinple
dichotomy beween voluntary and binding instruments, towards theoverarching chalenge
of devising rgporting tools and verification mechanismsto ensureproper conpliance with
CSR commitments

The European Commission is fully committed to promating CSR activities in
generd and in particular in the fores sedor: CSR is natably one of the key themes
identified inthe adion plan proposed by the Commissionto comba illegd loggng.

As clearly demongraed during the WSSD, public-privae patnaships are
offering opportunities which should be used for develgping trade in fores produds
produced from sustainably managed foress

Action plan againstillegd loggnag:

Illegd activities in the fores sector have been emergng as a mgor problem in
some develgping or transition countries: this issueis contributing to the unsugainable use
of forest resources andto forest depleion.

To combat illegd loggng and the trade in illegd timber the Eurgpean
Commission is proposing actions around thefollowingthemes:

e Hep for patner countries to build sysgems to verify timber has been harvested
legally;

e |nitigion of a voluntay licensing scheme where patner countries issue a permit
attestingtothe legdity of timber exported tothe BU.

e A public procurement policy where contracting authorities will be guided on how to
dedl with legdity when specify ingtimber in procurement procedures.

e Measurestoprevenrt investment in activitiestha encourageillegal loggng.

e Encouragement of privae sector initiaives for good pratice in the foret sedor,
including the use of voluntary codes of conduct to source only legal timber.

e Actionsto addresstheproblemspaosed by theuse of revenues fromillegaly harvesed
timber to fund and prolong armed conflicts.

Next steps and needs:

Need for internationaly agreed gandards

The non-discriminaory principle enshrined in the WTO has to be repeded by
any tradepolicy measure.

Therefore an gpproach favouring the use of internationa agreed standard
should bepreferred for promating environmentaly or SFM produds

Progressin this areais key: trade policy make need such technical tools to base ther
policy decision on genuine and non controversia standards.

22



Joint UNECE/FAO Roundtable on

Trade, Environment and Forests—Working T ogether for Susta nable Deve opment
Pdais des Nations, 9 Juy 2003

Better asess the impacts:

Impads of trade opening on the forest sedor and on forest management are
mainly related to negotidions taking place in Non-Agriculturad Markd Access and
Agiculture.

Assessing the goba impacts of dl negotiating mandates is very important in
order to foresee cross-cutting effects and to be ableto mitigete any neggtive impacts of
tradepolicy onsocid developmert or environmental resources (in paticular forests).
Snce 1999 the BU Commission has launched a programme of sustanability impact
assessment (SA) whaose god s to:

o Give the informaion to policy makers of inpads o trade negotigions on
suganable develgpment within itsthreepillars (environment, socia, econony)

o deveop complementary tools and measures to mitigate negative impads and
enhanced positiveones.

This SA progamme and SA methodology are work in progress. We recognise
tha there is room for improvement and are working to this end. The broad and open
consultation process built around SIA work plays akey rolefor inprovingthewhole S A
process.

An SIA on forests will be launched after the summe bresk. Far thasewho are
interested in paticipaing or commenting current work, | Srongy recommend to contact
our externa experts (IDPM Manchester hitp://idomman.ac.uk/sia-tradel) who will carry
out this sudy .

Wewelcome any cortribution or suggestions regarding our work inthis field.

DISCUSSION:

Much & the FLEGT process in Asia and Africa is gpreciated by a range of
interes groups, it was nated that the dimension of poverty reduction has not been integra
pat of theinitiative. While geared at compliance with national and intemationa laws and
focused on governance issues, FLEG is nat intended to impose policies and pieces of
legslation onto developing countries. On the contrary, participaoy and partnaship
gpproaches should ensure that a broad range of corstituencies and sakeholders are
involved in setting positive frame conditions to increase awvareness of the relevant
legslation and to achieve increased trangparency of operaions in the foress through
public debate and policy processeswhich ae ogpento socidy .

The Eurgpean Commission (EC) has aways emphasised tha the work on socia
agoects of develgpment are crucid and will deermine success or falure. Building up
corporae socid reporsibility withinthesociety, including the internaiona privae seaor
active in a gven courtry, is amongst the maost important fundions of governmernts.
However, it remains to be agreed upon within the repective naiond cortext, wha the
standards for conmpliance with the law and socia responsibility for the susainable
management of foress are. Existing domestic fora such as processes of nationa forest
programmes and cther policy processes, are nat ye sufficiently used for deermining
these gandards. T he discussion on standards, however, has jus garted and it remainsto
be seenwherethisprocess & the naional, regona and internaiona leve will lead.
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What is certain is tha the next ¢ afte this determinaion would be the
mainstreaming and application of these gandards which, again, can only be achieved
through informed consent within the repedive society. It was noted that the issue of
illegaity in the use of forests and trade in forest produds should aso be addressed in
developed or indudrialised countries

With regard to conpliance with the law and good governance, it was underlined
tha illegdlity inloggng and trade in forest produds is relatively essy to define. However,
existing nationd legslation might na be sufficient and policies nat clear enough to
effectively tacklethe current problems in fores management. Ad-hoc regulations like the
ban of export of logs and square logs from Indonesiato Mdaysia and the corresponding
directive from the Minigry of Primary Indudries of Maaysia are not necessarily a
solution in the long run, depite the fad tha there are controversid views on ther
effectiveness.

It was pointed out tha the Congo Basin Patnership which brings together 39
patners (governments, NGOs, the privae sedor) ams & bringng a solution to the
improved conpliance with international and naiona lavs and beter governance very
closetotheforeds and to the management of forests. T his patnership, derivingas aType
Il initigive of WSSD, is an atempt to start working on the supply side of the forest
produdstradepaticularly intropica timber raher than relying onthedemand sidewhich
is active in Europe and in North America In order to support the supply side in
deveoping countries the quetion was raised wheher or na the Wald Trade
Organisation and its trade rules could possibly identify measures of a “privileged
treament” of tropicad timber trade coming from legd sources and sustainable forest
management. It was nated tha cumrently the Committee for Trade and Environment
(CTE) of WTO is addressing issues of market access and the role of Multilaerd
Environmenta Agreements(M EA).
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6.3 “FOREST AND FOREST PRODUCT CERTIFICATION AND ITSIMPACT
ON TRADE AND TRADE POLICIES”
SUBOH MOHD YASSIN, DEPUTY SECRETARY GENERAL, MINISTRY
OF PRIMARY INDUSTRIES MALAYSIA

Introduction

1. Certification has been used to indicate certain standard of achievement. It is
an instrument adopted by many and goplicable to our daily lives. What is important
to note is that through certification the generd public will be able to know that the
holder of the certificateis supposeto have attained certain standards. Inthat regard it
is auseful instrument from bath the management and marketing perspective. This is
aso true of forest and forest produds certification. As a country which is endowed
with rich naturd resources, the Government of M daysia has adopted a policy of
sustainable forest management. This is to ensure that the benefits which be derived
from the rich natura resources can be used to meet current developmenta objective

but aso to ensure such benefit can aso be enjoyed by future generation. As a matter
of fact, the first fores officer was gppointed in 1901. We are happy to nae that
currently more than 62% of our land area is still under natural forest cover and if we
include those areas under tree covers such as rubber forest and pam oil plantations,
then it will become 75%. Thenaturd resources are being harvested and process both
for domestic consumption and export. In 2002 we export about RM 15 billion worth
of timber products. Therefore certification constitutes a very important agect inthe
management of our natura resources.

Impact of Certification On Trade and Trade Policies

2. Timber certification was developed as a market-linked tool to encourage
sustainable forest management (SFM) and the first certification scheme started
operation in 1994. Up to M ay 2003, atota of 152 million hectares of forests have
been certified, but this accounted for only 3.9 % of the world’'s tatd forest area of
3,869 million hectares. This figure is even lower in the case of the tropica forests,
which only accounted for 6 % of the tatal area of certified forest. Therefore currently
timber certification has still not made a significant impact in terms of the area
certified.

3. Although data on the quantity of certified forest-based products being traded
internationally is still quite scanty, it is likdy that this quantity is currently not
significant compared to thetota internationd trade in forest-based products.

4, Nevertheless, for a country such as Madaysia, which has export-oriented
forest-based industries, particularly the wood-based indudries, the inpact of timber
certification is starting to be fet. M daysia exports timber products to more than a
hundred countries throughout the world. Among these destinations, thereis increasing
interest in sourcing certified timber products from the more aff luent and environment-
sensitive markets such as western Europe, USA and Audrdia
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5. In some of these markets, aggressive campaigns have been carried out by the
leading environmenta and socid NGOs to persuade companies deding with timber
products to support certain certification scheme.  As a result, many importers,
retalers and do-it-yoursdf (DI1Y) companies deding with timber products in the
magor developed countries have formed buyers' groups, which gve preference to
suppliers who are able to supply products certified under such scheme.

6. In addition to the actions taken by the buyers' groups, which comprise private
sector companies, some nationd and sub-nationad governments have announced
public procurement policies, which either do not accept tropica timber produds or
only accept them when they are certified under certain scheme.

7. When one taks of certification there are numerous certification scheme. In
Europe, large areas of forests have been certified under the Pan Eurogpean Forest
Certification (PEFC) Scheme, which operates in most of the European countries. In
addition there are NGO sponsored scheme such as the FSC; as well as, there are aso
national timber certification schemes operating in countries such as Canada, USA,
Brazil, Chile, Indonesiaand M day sia

8. From our perspective, we notice that al these schemes are working towards
sustainable forest management. That being the case we of the view tha the most
logical approach would be to pavetheway for closer collaboration. In this manner it
will facilitate toward attaining our common objective of sustainable forest
management. Such cooperation can be in the form of mutua recognition. There is
tremendous scope for bringing about this kind of cooperation into redlity.

0. In Maaysia, the Maaysian Timber Certification Council (MTCC) is an
independent organisation established to develop and operate a voluntary nationa
timber certification scheme.

10. The MTCC timber certification scheme began operaion in October 2001
using a phased approach. As a matter of fad the ITTO at its recent council meeting
recognized this gproach. The dandard currently used for assessing Forest
M anagement Units (FM Us) for the purpose of certification is the Malaysian Criteria,
Indicators, Activities and Standards of Performance for Forest Management
Certification (MC&I) which is based on the 1998 ITTO Criteria and Indicators for
Sustainable Management of Natural Tropical Forests.

11. In responseto the market requirements, for the next phase of its certification
scheme, MTCC will use a new standard that has been developed through multi-
stakeholder consultations, using the Principles and Criteria of the FSC (awel known
NGO sponsored scheme) as thetemplate.

12. In view of the existence of numerous international certification schemes such
as the PEFC, FSC and various nationa schemes, it is fdt vita to work toward mutua
recognition. As had been indicated earlier what isimportant isthat al the scheme are
working towards achieving sustainable forest management and therefore the need for
promoting collabor ation, cooperation, rather than competition.
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Issues of Forest and Forest Products Certification

13.  In discussing forest and forest produds certification, there is a need to
distinguish between two different objectives for interested parties to advance theissue
of product certification. Ontheone hand, it is legtimate for certification to satisfy the
consumer’s demand for more information on the product in order to help him in
making the decision whether or not to purchase a particular produd. On the ather
hand, those with interest in promoting the usage of certification to advance the policy
agenda towards greater pratectionism for the trade agenda is a different matter
dtogether. Therefore the challenge for policy-making and trade policy is to ensure
that certification serves the legtimate objective of informing the consumer and not
alowing the usage of certification as afront for unjustifiable pratectionism purposes
or for unreasonable agenda

14. Discussions at this roundtable could address some of these questions and
issues i.e. how do we negete the likely resort to this indrument for protectionist
purposes? How do we avoid the creation of a monopolistic situation and its atendant
negative implications on trade in forest and fores products? And how do we prevent
abuses of the use of this ingrument for thepromotion of certain policy agenda?

15.  In pursuing the legitimate objective of consumer information, M day sia does
not wart this objective to be abused under the guise of pratectionism. Although,
certification is still voluntary at this stage, neverthe ess it poses concerns especid ly
from developing countries.

16.  Additiondly, certification has other trade implication, as it would be
burdensome and costly egecidly for developing countries to meet additiona
requirements. Based on Maaysids experience, in drawing up the criteria and
indicators for certification, it is not only burdensome but involves additiona expertise
in terms of new technology, manpower, time and cost. Some of these criteria aevery
subjective, leaving room for different interpretations. These obligations would
introduce arbitrary and unjustifiable trade measures more restrictive than necessary.
Hence, these would inevitably constitute and create unnecessary barriers to trade. The
cost of compliance for exporters creates a barrier to trade. Therefore M daysia, and |
am sure that many developing countries in a similar situation as well, would have
serious concerns about the paentid adverse impact of certification on exporters and
tradein general.

17. Furthermore, through timber certification, it is envisaged that consumers
would be able to discriminate between timbers emanating from sustainably managed
sources and those derived from destructive or ‘unsustainable sources. In theory, a
the very least, it would have the advantage that it would provide timber producers
with an incentive to improve fores management practices, comply with agreed
standards, gain certification, and sell products a a premium price, assuming
consumers would be prepared topay ahigher pricefor a* green’ product.

18. In this context, gudies conducted in Eurgpe on willingness to pay a ‘geen’

premium for forest produds emanating from certified forests indicate that consumers
arenot very willingto pay.
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Thisisdso truefor the United Sates where 81 and 70 percent of the companies that
own and manage forest lands and companies that manufacture and sdl certified
products but play no rolein the management of forest lands, respectively, are sceptica
that any premium will emerge. Thisisnot surprisingasit is well-known phenomenon
in marketing that any ‘new produds coming into the market would generaly
command a higher price and once supply moves towards meeting demand, the prices
will drop rather quickly and be stabilized.

19. We ae also of the view tha by providing better market access for such
products would contribute toward avoiding over-exploitation of these natura
resources. Though certification is supposed to be voluntary, market demands by
certain developed countries have made it a requirement for market access. Indeed
certification is now used as a non-tariff barrier by nat only local authorities but even
by nationd governments. Public procurement policies have been promulgated to
restrict the use of tropica timber, which do not come from suganably managed
sources. This certainly goes against the very agreement that many Governments have
made that timber certification is voluntary and tha tariff and non-tariff barriers to
timber trade should be reduced or remov ed.

20.  Indiscussing theimpact of certification on trade, it must also not be forgotten
that for many developing countries, the achievement of S-M, which is the pre-
requisite for acertification scheme, isitsdf ahuge chd lenge.

21. In the developing tropica producer countries, resources are limited and SFM
is not gven such ahigh priority in the national agenda due to other competing and
more pressing socia and economic needs. Consequently the financid and human
resources needed to achieve SFM are not readily available in these countries. Under
such circumstances, there is great difficulty in achieving SFM, and consequently
timber certification cannot beimplemented.

22. It could dso be argued that for many developing countries, meeting the basic
needs of development in order to addresspoverty and theproblem of food security is
anationa priority. The Convention on Biological Diversity inits preamble recognizes
tha Sates have sovereign rights over their own biologca resources and this was
reaffirmed in the World Summit on Sustainable Development in Johannesburg. This
would include the rights on how to develop them in a responsible and sustainable
manner. In many cases, through the development of the naturd resources is the only
means and comparaive advantage developing countries have in securing necessary
forel gn exchange to satisfy this basic need. Imposing higher environmenta standards
through certification requirements or other conditiondities would be chaining these
countries to the shackles of poverty forever. Countries need to determine their
priorities in the context of their nationa objectives, circumstances, legslations and
needs.

23. Instead of impasing further obligations on developing countries, to encourage
industria development and further downstream activity of these natura resources,
market access improvements through tariff reductions and dimination of tariff
escaation on processed products in the forestry sector should be undertaken as a
matter of priority inthe context of the World Trade Organization (WT O) negotiations.
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It is recognized that economic development goes in tandem with higher levels of
achievement in environmenta protection.

24, In addition, the management of tropica forests is much more complex
compared to the temperate and bored forests. Considerable resources are needed
especidly by the developing tropicd timber producer countries to inprove forest
management practices to thelevel required for forest management certification, where
the economic, environmenta and socid aspects of fores management must be taken
into consideration in abalanced manner.

25.  Thesedifficulties arefurther compounded by unredistic demands from certain
quarters, both within and outside the countries concerned, when the standards for
forest management certification arebeingdeveloped. There seems to be a tendency to
expect adl the problems related to forest management will be solved through timber
certification, when it is clear to us that some of these problems are cross sectord in
nature.

26. The difficulties faced by deveoping countries in implementing timber
certification or in getting their certification schemes recognized by the international
market are therefore of great concern and must be taken into account when discussing
theimpact of certification on trade.

27.  Furthermore, no green premium is pad by the market for certification and
Third World countries have to bear the additiona costs. Indeed, with few developed
countries delivering their commitments on new and additiona financial resources to
assist developing countries to implement SFM, it is tantamount to poor courtries
having to bear the burden of implementing SFM, the benefits of which are global in
nature and accrueto therich as well.

28. Further we are dso of the view that if our partnersin the developed courtries
are sincere in wanting to assig Third World countries to achieve sustainable forest
management then they should na be loading additiond conditiondities for Third
World forest products to conply with, as it will only make it unsustainable for
developing countries to even implement the basic dements of SFM. Indeed in
handling such issues, dangling the carrot would be the better approach than wielding
the stick.

29. Mdaysia would dso like to support full cost interndization of forest
management. The non-monetary and non-marketable outputs and benefits of the
forests should be vaued and compensated for by consumers. Presently the market
paysonly relatively low prices for forest products without any compensaion for non-
timber functions that foress provideto the world in terms of its biodiversity, carbon
seguestration and clean air. Nor does the market place pay for the cos of sugainable
forest management. Full cost interndization will reflect the true vaue of forests and
its multiple functions and contribution to mankind. It is therefore justified that the
goba community, paticularly the rich developed but forest-poor courntries should
compensate forest-rich countries in the developing world for providing those
functions.
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Conclusion

30. Hencetheissue of certification requirement should be tackled together, as part of
a whole package, and nat in isoléion but linked with adeguate compensaion for non-
timber functions as well as aher issues of markd access mutua recognition of
certification bodies, cgacity-building and technology transfer. By adoptingan integrated
gpproach in aholistic manner, only then can we hgpe to minimize the negative impact of
fores and forest product certificaion on internaiona trade. Thus the dhalenge lies for
policy makers to balance the need to satisfy consumer information and how to prevent
abuses through the usage of certification to promote the advancement of certain policy
agenda of interesed groups.

Discusson:

It was nated tha forest produds certification does nat pay! Niche markes for
goecific products are available to a much lesser extert than articipaed. Howvever, forest
produds certification has along standing higory in gandard seting for suganable forest
management and can be looked at as an effective ingrumernt to support C& | processes
and governmental policy makingin involving a broader set of sakeholders in the debate.
However, with regard to markd access, paticularly for tropicd timber and plantaion
wood, domegtic public policies and institution building are geared a emergng nationa
certification schemes.

To date, forest produds cettification has in effed nat greatly influenced markes
for forest products and trade dynamics, even though carpaigns have been sensitising
consumers. Surveys show, however, tha consumers ae gill nat in a posttion to
distinguish between the various certification schemes and their labels, even though the
overdl objective of al schemes namely SFM, issupported by most.

Environmental NGOs greatly gopreciate forest cettification as atool to introduce
ecologca and socid standards in forex management gpproaches and fores indudries
condud and practices; however, proliferation of certification schemes and their [abels is
not the mgor problem today, but the compeition beween the different schemes in the
market place for fores products. Since forest certification and chain-of-custody
verification is supposad to be a market-based ingrumernt, it gopears as if this goproach is
not subjed to WT O negotiations gven the fadt tha fores certification is voluntary and
labels should nat be governmert induced or based on any domegtic legd provision. On
the ather hand, the currently discussed “legdity certificate” for forest produds which is
meant to be issued by governmenta authorities is of increasing concern to producer
countries, particularly in thetropics. It is seen by some governments aspart of thefuture
gpproach to fores certification and chain-of-cugtody verification possibly congtituting an
important  non-tariff barrier which decreases markd access and decresses the
opportunitiesto achieve sustainable forest management.

With reference to the CTE Report to WT O Ministerid Conference in Cancun, it
was outlined tha degpitethe fact tha forest cetification is designed as a market-based
instrument, many governmerts regard the goproach as a non-tariff barrier in forest
produds trade aming a internaional dandads raher than a loose sa of
recommendations for SFM. However, voluntary certification in forestry is per se nat an
issue of concernto WTO. Public procuremernt policies, technica barriers to trade (TBT)
etc. should be clearly diginguished from current forest cetificaion.
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7. Session || —Impacts of Trade in Forest Products and
Services

7.1 TRADE, RURAL POVERTY AND THE ENVIRONMENT —
BY: OWEN CYLKE, WWF US

Trade Liberalization, Rural Poverty,

LR T g~

TradeLiberalization, Rural Poverty
and the Environment

Joint UNECE/FA O Roundtable
Geneva, 2003
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Trade Liberalization, Rural Poverty,

ﬂ' and the En

Rural Poverty and Forests
Conceptual Rationale

&

Cause of the problem:
“downward spiral”

Solution to the problem:
“synergy” between economic developmert,
poverty reduction and forest conditi ons

YV =l{el] MACROECONOMICS FOR SU STAINABL E D EVELOPMENT PROGRAM OFF ICE 3
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Rural Poverty and Forests
Pragmatic Rationale

 without the connection to rural peoples, poverty
reduction becomes rati onale for deforestation

* without the connection to rural peoples,
protection of forests probably not sustai nable

* without the connection to rural peoples, unlikely
buy-in from the South
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Rural Poverty and Forests
Ghost Trade

* on-farm and local benefits

* regional and national benefits
* global benefits

* “ghost trade’

* legitimizing the trade in forest services

[YYZYTe]) VACROECONOMCS FOR SU STAINABL E D EVELOPMENT PROGRAM OFFICE
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TradelL iberalization

Conventional Wisdom The Record
North South
eeconomic benefits eincome distribution
edevelopment benefits and equity
sinvestment
etrade oecidli zation
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Why then the emphasison trade?

&

» Havana Charter
» Monterey and Johannesburg
» Washi ngton Consensus

* WTO - Beyond Borders
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oy Trade Liberalization, Rural Poverty
& _w and the mw
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TheReal Trade Agenda

* development and sustainability objectives (national)
* politica economy (national)
» trade policy (national)
* traderul es (international)
* new trade agenda
(competitiveness, investment, technol ogy)

Y V42/ Ol \ACR OECONOM CS FOR SUSTAINABLE DE VELOPMENT PROGRAM OFFICE 9

oy Trade Liberalization, Rural Poverty
& _w and the mw
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Pr oblems with the WTO Agenda

* the process - backwards (rules, policy, objectives)
» a mer cantilist culture (finance over economics

and ecol ogy)
« absence of safety nets (Washington Consensus)

* “gpacesfor development policy” (ICTSD)
* governance (“by invitation only”)

Y V42/ Ol \ACR OECONOM CS FOR SUSTAINABLE DE VELOPMENT PROGRAM OFFICE 0
= Trade Liberalization, Rural Poverty,
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WA "
o |

What 'Roor'ﬁ for the Market?

« ecol ogy and economi cs (different worl ds)

« certification - water pricing
(promising synergy)

* governance
(making trade-offs explicit)

[N V42 el VACR OECONOM CS FOR SUSTAINABLE DE VELOPMEN T PRO GRAM OFFICE n
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DISCUSSION:

In the brief discussion, it wes outlined that the debae around trade liberdisaion
does nat leave enough room for develgpment policy meking Liberdised trade and
economic growth dominate the intemational agenda and development under certain
circumstances, paticularly inthe developing world becomes environmentally destructive.
Trade liberdisaion is nether the answer to develgpment problems nor is it to seen as a
“gand-adone’ policy issue while environmenta concerns are addressed unde a different
set of policies and other legslative provisions. The interadions and impad beween trade
(liberdisation) and sugainable developmert, natably sugtainable forest management,
should be further analy sed.

Even though foreign direct invesment (FDI) hasbeen risingin certain pats of the
developing world, trade liberdisation is nat likely to hgppen in those countries without
the support of overseas develgpmernt assistance (ODA). It was reiteraed tha WT O never
had a devdopment agenda, but member saes agreed tha liberdised trade would be
generdly supportive of development issues Trade rules are therefore nat made for the
protedion or suganable use of the environment and naural resources.

It was dressed, however, tha WTO negotiations have cometo apoint wherethe
distindion between the current developments in liberalised trade and gpproaches to
address environmenta concerns, including thesugainable use of naturd resources can no
longer be upheld. The current discussion in the Committee on Trade and Environment
(CTE) of WTO on the issue d influence of multilaerd environmental agreements
(without containing obvious “ gpecid trade obligations” (ST O) like CITES) shows quite
clearly that thereis agrowing awareness inthe internaiiona community of environmental
and socid concerns bey ond the issue of non-tariff barriers which could be ereded based
on issues unsolved in sustainable development which is meart to be economicaly viable,
but aso environmentally sound and socidly gpropriate.

35



Joint UNECE/FAO Roundtable on
Trade, Environment and Forests—Working T ogether for Susta nable Deve opment
Pdais des Nations, 9 Juy 2003

7.2 MARKETS FOR FOREST ENVIRONMENTAL SERVICES —
BY: MARKKU SIMULA, INDUFOR FINLAND
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Markets for Environmental Services —
Impacts on Trade in Forest Products and
Potentials for Sustainable Forest
Management

Markku Simula
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www .indufor . fi

© Indufor Oy 2003

36



Joint UNECE/FAO Roundtable on
Trade, Environment and Forests—Working T ogether for Susta nable Deve opment
Pdais des Nations, 9 Juy 2003

I"}S'{/& Main Environmental Services of
== Forests
m Services

— biodiversity
— carbon sequestration
— watershed protection

— forest landscape beauty

= Major opportunities to promote sustainable
development through trade

= Implications need to be clarified and
stakeholder concerns addressed

© Inddor Oy 2003

e rath R Linkages With Trade Negotiations

m definition of environmental services

m implications for sustainability

potential conflict between CDM and WTO
subsidy issue

© Indufor Oy 2003

\%
N, Market F K
LU L arke ramewor
Forest Resource Management for Provision of Environmental Servicesand Goods
(public and private forest owners and resource managers)
Payments
for services I I I I
Biodiversity Watershed Carbon Landscape Other
service service sequestra- beauty service
supply supply tion supply supply supply

Commoditisation/creation of bundled forest environmental services

Market transactions using differentmechanisms/ price formation (incl. transaction costs)

Biodiversity Watershed Carbon Landscape Other
service service sequestrati beauty service
demand demand on demand demand demand

General public, tourists, environmentally consdous investors, pharmaceutical
companies, water utilities, energy producers, carbon-emitting industries,
intermediaries, tour operators, etc.

© Indufor Oy 2003
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Market Mechanisms for Trading
Environmental Services of Forests

Iz
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N

UH
1

over Other mechanisms:
the- g
counter — investment funds
trades a
1698 — venture capital
Inter- . L b
.- e — intra-corporation trading
e N Mo — joint ventures
o B — clearinghouse
transactions
! — auctions
Direct N
nego- — retail trade
tiations o
22% — commodity exchange
— etc.
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Market Creation Factors
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demand and supply potential

m value and significance of the service

m geographic location of the market

m commoditisation potential

m easiness of defining and enforcing property rights

m degree of excludability and rivalry of the service
provided

m transaction costs
m scientific uncertainty and verification possibilities

m risks

© Indufor Oy 2003
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AN fIRET Carbon Sink Projects in 2003
Region Project type Total
Afforestation Combin ed Forest
and pr otection,
refa estation case vation
and
management
1000 ha

Latin America 1806 5904 3407.9 41790
Africa 434 . 47.0 5194
Oceania 1665 " 5 166.58
Europe 393 241 6.5 635
Asa 2.4 140 2.0 184
North Ameica 5% 05 S 62
|ntemaii oral o 3 & B
Taal 4380 629.0 398.4 49529

% of prg ects 413 174 4.3 100.0
Pr ojeds 45 19 45 109

% of totd area 8.8 12.7 n.7 100.0

K The figures are based on data provided by prgects and may not dways be accurae For some
pojects no area data wasavailab e

© Indufor Oy 2003
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A}:* Biodiversity

m no statistics on the existing volume and value of the
markets for forest biodiversity services

m proliferation of market-based schemes suggest markets
have grown rapidly

m powerful demand drivers (increasing public awareness,
economic growth, increasing scarcity of biodiversity,

limited resources of governments, and increasing
private investment)

m supply drivers (innovative mechanisms for
commoditising biodiversity and development of new
payment mechanisms that reduce transaction costs)

m supply outstrips the willingness to pay for conservation
and competition in supply dampens payments for
conservation

© Indufor Oy2003
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=SS

m upstream action generates downstream benefits that
the beneficiaries pay for

m existing markets are modest and local

m payment schemes are confined within national
boundaries

m market development is subject to many uncertainties

m demand drivers (failure of regulatory measures and
continued degradation of watersheds)

® main demand constraintis lack of scientific evidence on
the contribution of forests to watershed services

n theworld s watersheds cover large areas but only a
fraction could become part of service arrangements

© Indufor Oy2008
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‘N\\ 4 Landscape Beauty

—
m markets are linked with amenity values and
development of tourism and recreation

m value of broader landscapes for local people
and tourism has been recognised

m nature-based tourism will provide increased
financing to protected area management, but
government will remain the main source

m market for landscape beauty is large and
expanding

m problem lies less in market creation than in
ensuring that protected areas are able to
capture a fair share of the benefits

© Indufor Oy2003
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Verification of Environmental Services

m marketswill require verification of environmental
services to achieve credibility

m third-party certification would garner public
confidence and credibility

m payments for services call for transparency and
accountability

m \erification/certification would add to the
transaction costs

m certification of bundled services (joint production
of different environmental services) could reduce
transaction cost as linking service verification with
SRM certification

© Indufor Oy 2003

Impacts of Trade and Sustainable
Forest Management
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m markets for forest environmental services are
nascent

m carbon offsets from forests have the largest
potential to become a globally traded
environmental service

m incremental impacts of other environmental
service marketson wood supply and prices, and
thus on international trade flows, are likely to be
insignificant

m government interventions are needed through an
appropriate balance between regeneration and
market forces

m benefits should flow to producers of services

© Indufor Oy 2003
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Policy Issues
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m definition of forest environmental services under the
WTO agreements

m payments for trade or subsidies

m national trade policy and market development to
promote environmental services

m trade in forest products and environmental services
m promotion of SFM through sustainable development
m  mitigation of the sovereign risk

m clarification of environmental services in international
trade statistics

m measures to support capacity building of developing
countries

© Indufor Oy 2003
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FAO Round Table
Trade, Environment and Forests Working Together for Sustainable Deve opment
Geneva, Switzrland, 9 July 2003

MARKETS FOR ENVIRONMENTAL SERVICES -
IMPACTS ON TRADE IN FOREST PRODUCTS AND
POTENTIALS FORSUSTAINABLE FOREST MANAGEMENT

Markku Simula
Indufor Oy

INTRODUCTION

Sustainability of fored management involves additional cods to duly addressthe
reated environmenta and socid impacts but convertiona markets for timber and non-
timber fores produds have been resigant topay for such cogs As foretsprovide a full
range of environmental sevices corsiderable epectaions have emerged tha these
services could make susanable fores management (S°M) financialy viable.

Markds do nat exist for these sevices as they have been public goods with
significant elements of non-rivary and non-excludability. Environmental services have
been considered extemalitieswhich are not duly taken into account in resource alocation.
Such market falures have resulted in under-production of watershed and biodiversity
services or carbon sequedraion. Trade— if markels can be developed for environmental
services — could address these problems while more revenue would flow to landowners
and communities inrurd areas cortributing to poverty redudion.

Liberdisation of trade in environmental goods and services can be seen as an
opportunity to promate susainable developmert. On the ather hand, the inplications of
the trade have to be darified and legitimate sakeholder concerns have to be addressed
beforethisbecomes aredity .

What are forest-based environmental services

In addition to a broad range of various goods, foress provide many ecosystem
services which are categorised & environmentd services. They can be reaed to
regeneration of naurd resources dabilisaion processes and life-fulfilling functions.
Fromthetrade' s point of vien we can bresk down theseservicesinto four maintypes:

biodiversity
carbon seguedraion
watershedpratedion

fores landscgpe beauty

41



Joint UNECE/FAO Roundtable on
Trade, Environment and Forests—Working T ogether for Susta nable Deve opment
Pdais des Nations, 9 Juy 2003

Linkages with trade negotiations

The WTO agreements, including GATT and GAT S donat define” environmentd
goods” and the definition of “ environmenta services” is limited to end-ofpipe activities,
not explicitly covering susanable management of naurd resources The coverage of
trade negotiaions remains uncertain inthis reped. Definitions will have implications for
the conpditive advantage of environmental goods and services, naiona sovereignty in
regulating environmenta service and good delivery (sugainable develgpmert), and the
nature and level of service provision (e.g, marketing of shade-grown coffee or eco-
labelled forest products). Definitionsmay aso influence the conpéitiveness of individual
countries intheprodudion of wood and non-woaod produds.

The end-use gproach, using OECD ddinitions, includes susanable foredry,
ecotourism and paable waer & sgaate service categories. A broader goproach to
include goods made in an environmentally sound manner has been advocaed by some
paties. Countries and gakeholders have differing views on how environmenta goods and
services should be defined in the WTO context.

Carbon, biodiversity and water services of forests may besignificantly affected by
the Doha Round. As regards carbon, the main issue is the patertia conflict between the
still-evolving rules for CDM-based emission trade under the Kyato Pratocol and the
WTO, paticularly GATS How this potentia conflict is addressed could have mgor
implications for how CDM projeds are inplemented. The potertia impads of including
the protedion of biodiversity and landscgpe as environmerta services in the WTO
definitions are nat yd adequaely known and sakeholders have different views on them.
In the area of wder, the key issue has been gpening service ddivery to intemationa
compéition. Defining water resource as an environmenta service would broaden the
view making waershad management an environmerta service subject to GATS
regulations.

Mary definitiona proposads ae vague and do nat alow aready assessment of
their relevance for markets for forest-basal environmenta services and sugainable forest
management. M ost of the debate has focussed on services associated with successful
ddivery of environmenta goods, e.g., design, consultancy or research servicesto support
invesments in ewironmentaly friendly technology. A broader intepreadion of
environmenta serviceswould gpen saope for ather concerns and further studieswould be
needed to properly understand the potertia implications of various options of defining
and classifying environmental goods and services related to natura resource management.

Finally, there is the issue of whether paymerts for environmenta services made
by thepublicsector should be considered subsidies.

Potential for International Trade and Market Development in Forest-
based Environmental Services

MARKET MECHANISMS
Markds are bringng togethe a buyer ad sdler so tha they can trade
commodities, bethey services or goods. Direct transadtions are obviously quite different

from ather market-based mechanisms such as taxation or subsidy schemes. The basic
requirements for environmental services markdsto develop aretha demand ether exists
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or can be creatad, aprice or value can be esablished for afores ecosysem service, and
tha suppliers (landowners, resource managers, etc.) are able to produce and sdl this
service to buyers. In addition, a link between buyer ad sdler is required to alow
exchange of information and drawving on various sources of funding. M arkes can be
defined & loca, regona or internaiond level which has inplications for how market
falures can be rectified. Environmenta services can be traded individudly or as a
bundled commodity. A whole range of mechanisms exigds for marke -based transations
but it is dovious that makets are nat the sole solution for susganable delivery of forest
environmenta services.

A large number of different marke-based mechanisms or have been promated for
trading environmental services of forests. They reflect differences in the nature of
environmenta services or goods and the level of marke sophigtication.

Accordingtotherecert gudy by I1ED, various intermediary mechanismsthrough
NGOs, trug funds, etc. are dominating (35% of al the cases reviewed), followed by
direct negatiations between seller and buy e (17%), pooled transadtions (12%) and over-
the counter trades (12%). Other options include invegment fund/venture cepitd, joint
ventures, clearing house transadtions, auctions, conmodity exchange etc. As awhole,
market mechanisms for forest environmental services are not yd well-developed.
Govemmernts, NGOs and various funds, such as GEF, arestill playing a centra role in
intermediary and dired negotiation-based transactions, and sportaneous (free) market
formation is less common.

Various mechanisms rely on different degrees of privae sedor involvemert. In
the one end of the marke continuum, there are private deals, which require only alimited
amourt of public sedor involvemert. In the ather end, public, non-market transfer
payments for environmenta services are gpplied. In between, one can find forma public-
private sector arrangements or open privae trading based on governmert-organised
markets driven by marke regulations (eg. setting of cgps).

MARKET CREATION

The patertid of various environmenta services for marke developmernt varies
considerably, because some services lend themselves beter for trade, whereas in some
cases supply can be best ensured through insruments such as taxation and government
regulation. M any fators influence marke creation far environmenta services such as (i)
demand and supply patertid, (ii) vaue and significance of the service, (iii) geographic
location of the marke, (iv) commoditision paentid, (v) essiness of defining and
enforcingaproperty right, (vi) degree of excludability and rivalry of the serviceprovided,
(vii) transaction cods, (viii) scientific uncertainty and verification possibilities, and (ix)
risks. The length of the lig and the naure of the themes suggest that marke cregtion for
environmenta services is a complex process.

CARBON

Under the UNFCCC and the Kyoto Pratoool, a considerable effort has been made
to define provisions for carbon sequesraion in naional GHG accouting. However, the
rules under the CDM are Hill to be agreed upon. Trade developmernt in the forest based
carbon services has therefore suffered from significant uncertanties and remaned
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limited. Nevertheless there are about 110 projects covering atatd of aout 5 million
hectares of which most are related forest conservation, which is nat an digble activity
during the fired commitment period. Anather observaion to be made is that 85% of the
areacovered by carbon sequedraion projectsis found in Lain America. The situgion is
expectedto change and carbon sequedraionwill prabably be the mogt significant fores-
based environmentd service in terms of intemationa trade. New projects would be
focussed onthetwo digble activities, i.e. affaresation and reforestaion.

S0 cdled LULUCEF (land use, land use change and foresry) activities properly
planned and under right conditions, can both Sore amospheric carbon and provide ather
environmenta benefits, such a biodiversity conservaion and watershed protedion.
Cabon market oould thus indirecly cortribute to the promation of SFM, based on
multiple fores services. However, under the current rules, theKyoto Pratocol “ misses” an
opportunity to contribute subgartialy to the pratection of biodiversity and watershed
vaues associated with naurd foress in the developing countries, because they are
excluded from an intemationa carbon saquedraion marke. At the same time, an
opportunity to provide financia incentives for adopting SFM pradisesto provide multiple
environmentd services is nat fully utilised.

BIODIVERSITY

There are no quartitative gatigics on the exiging volume and vaue of the
markets for fores biodiversity services and only some indications of the inportance of
goecific markets can be provided. Theproliferaion of marke-based schemes and dataon
increased privae sector financing for delivery of biodiversity services suggest tha these
markets have grown very rgpidly recently and tha this trend is likely to continue. There
are powerful demand driversin play tha support this conclusion:

e incressing public avareness about the importance of biodivasity will enhance
peopléswillingnesstopay for conservation,

e economic gowth and increasing income levels (mainly in develgped countries)
contributing to thewillingnessto pay for biodiversity services

e increasingscarcity of biodiversity dueto deforesation and forest degradaion

e |imited resources of governments address biodiversity problens,

e incressing privatesector invesmert into biodiversity for avariety of ressors.

The man spply drivers are innovaive efforts amed & commoditising
biodiversity and development of new pay ment mechanisms tha reduce transaction cods.
As awhole, the supply of conservaion opportunities gill far outstrips the willingness to
pay for conservaion. High levels of compeition in supply, i.e. beween projects available
for funding, and relaively low compéeition in demand, tend to push the paymerts for
conservaion low, barely above the gpportunity cost of land. This suggests tha more
emphasis mug be pad to messures tha strengthen the demand-side to enhance
compéeition and willingnessto pay for biodiversity .

WATER

Watershed services ae one of the firgd forex environmenta services that were
seen to have potentia for marke-based transadtions. The basic nation, where upstream
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action generates benefits downgream, andthe beneficiariespay for the service, is easy to
undergand and can be readily accepted. The existing markes for watershed services are,
however, modes and locd, often involving waershedstha supply nearby urban o rurd
settlemernts. Typicdly, pay ment schemes are confined within nationa boundaries.

The future devedopment of markds for forest-based waershed sewvices is
subject to many uncertainties. Currertly, the main drivers behind demand arethefailure
of regulatory measures to acconmplish adequate pratection of waersheds, and continued
degradation of watersheds, which is incressing their scarcity . It istherefore likely the the
market expansion will corntinue.

A number of fadors are condraining demand, in paticular lack of sciertific
evidence on the contribution of foreds to waershed services. While the peception that
forets have anumber of positive impacts on waershed pratedtion iswidepread, thereis
limited sciertific evidenceto support it.

Whilethetatd areaof theworld’ swatersheds is large, only afraction of them
could become part of environmental service arrangements. If the current projections of
increased scarcity maeridise, waershed services will gain subgartialy in vaue and gve
aboog tothedevelgpment of marke -based watershed mechanisis.

LANDSCAPE BEAUTY

Markes for landscgoe beauty have exiged for alongtime, andthey are intimately
linked with amenity values and development of tourism and recregtion. Inthe pagt the
focus was on landscgpe objects but more recently, the value of broader landscapes for
loca people ad tourism has been recognised, and these vaues ae being brought under
protedion Thereis clearly anincreasing demand insome of the wedthier courtries.

The overdl growth of nature-based tourism will provide increased financing to
proteded area management, but the present trends suggest that government budgets will
remain the main source of revenue, & leas inthe short and mediumterm. However, the
market for landscgpe bealty is large and expanding. Given the rgid growth of naure-
based tourism, theproblem lies less in market cregtion than in ensuringtha protedion or
conservaion aress are able to cagpture a fair share of the benefits associated with this
developmert.

The supply of landscgpe beauty through subsidy sy gems similar to those goplied
in Europeissubject to controversy and may be restricted in the future. This issuehas been
raised in the current round of WTO negotidions and some members have chalenged
them suggesting tha such pay ments are an indirect subsidy to agriculture.
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VERIFICATION OF ENVIRONMENTAL SERVICES

The epansion of makes for ather enwironmenta services will require
verification to achieve adequae credibility of the service ddivery. Indgpendent third-
paty cetificationwould help land managers garnering public confidence and credibility,
and also pay ments for services call for trangparency and accountability . Private investors
or other beneficiaries will wart to know tha they get what they pay for. On the other
hand, verification/catification would add to the transaction codts, and consequertly
reduce the marke: opportunities.

Certification of environmental services would make sense, expecidly when
bundled services are provided, i.e. in the case of joint production of different
environmenta services from foress. T his would reducetransaction cogs and, at thesame
time, facilitate markeing of multiple services. Linking verification of environmertal
serviceswith SFM cetification is ancther gption to reducetransaction coss.

Impacts of Environmental Services on Forest Products Trade and Susta nable
Forest Management.

Markds for fores environmenta services are gill rdatively nascent <o the leve
of impads on fores produds trade (e.g. plantations for carbon sequestraion) will be a
factor affectingwhethe any of these marketstake off on alarge scae.

Carbon offses from foress have the bet patentia to become a gobaly traded
environmenta service. With regard to impacts on trade in forest produds, reforestaion
and afforesaion projects will expand the timber supply, mainly in tropica countries, and
to a lesser extent, the energy cog effead will influence the location of processing
indugtries. Use of bio energy promated by theprovisions of the UNFCCC and the Ky ato
Pratocol will increase wood demand for this pupaose gving a boost to efficient use of
fores harvest and processing residues.

The incrementa inpacts of ather environmenta service markets (biodiversity,
landscape beauty, and waershed management) on wood supply and prices, and thus on
internaional trade flows, are likely to be insignificant. However, loca impads can be
important, including closing of produdion facilities becauseof reduced wood supply . The
emergng markets for foresx environmentd services will offer an opportunity for low-
income fores owners and managers to benefit economicaly from good husbandry or
steavardship of their forest resources.

Markds cannat develop and gpeate without government interventions. In fact,
interndional environmenta agreements/regulations have a srong paentia to increase
demand for services generated by sudanable forex management. Markds and date
regulation are both needed; the question is about the balance between the two, and about
the grengths and weaknesses of the marke: mechanism Unless marke creation for forest
environmenta services succeeds in generating more revenue than thetata marke cods,
and this “profit” is channdled equitably tothe land gevards the incertives for SFM will
not be created.
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Policy Issues

The following key issues should be addressed to make MES work effectively towards
suganable development in rurd aress.

(i)

(ii)

(iii)

(iv)
(v)
(vi)

(vii)
(viii)

How should fores environmenta services be defined under the WTO agreements
as this will have impads on demand for services and thereby for their property
and userights. Thekey issueisthepotentid confliad beéweentheinterests of loca
stakenolders and those of externa investors and beneficiaries.

Are paymerts made by the public sector for environmenta services (eg for
biodiversity or landscgoe) considered subsidies (falling under the WTO Subsidies
Agreement), or remuneation for verifiable servicesproduced by landowvners.
What kind of naiond trade policy and markd development could pronote
environmentd services, ether as individual commaodities or through a bundled
concept.

How couldtrade infores products and environmenta sevices promate SFM (e.g.
through certification and labdling).

Should the provision of fores environmentd services be subjected to susainable
developmert, and if so, how this could be gperationdised.

How could the sovereign risk in markets for fores environmental services be
reduced e.g. by clarifying and agreeing on the basic rules for trade, including the
messurement and verification meahods and tregment of additiondities and
basdlines, leakage and permanence.

How should environmentd services, epecidly different types of carbon offset
credits, be classified in internaional trade g&igics.

What measures should betakento suppart the cgpacity of developing countriesto
promate fores-based environmentd services
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Disaussion:

It was naoted tha the maoddlities for carbon sequedraion as an environmenta
service of forests gill needs find regulation under the FCCC and it remainsto be seen
wha the agreement of the CaP in November 2003 will be. While other environmenta
services likewaer and biodivesity are clearly defined as objectives and a cortributionto
suganable fores management, the * landscgpe beauty” was clarified as a service aming
a recreation or eco-tourism and landscgpe rehabilitaion. Reference was made to the
financing system of CogaRica, where landscepe beauty aso fegures as the conservaion
of the naiond heritage of natura resources.

Discussions circled around the development of markets. While the presentaion
had focused primarily on interndiona maket development, it was underlined that
nationa and sub-naiona markets play the mogt prominent role for example for water.
Watershed management has been high on the agenda of the foretry sedor since the
begnning of regulated forest management and policies in this regard have been
developed in amog dl countries. Carbon sequedtraion, however, will be subject to
interndiona marke develgpmert.

With regard tothe creation of markets, for example for biodiversity conservaion,
the situaion is quite complicated. The service of biodiversity conservation in protected
areas and aso in production forets does nat suffer fromplentiful supply, but is limited
internaionally and naionaly by the demand. Therefore, market cregtion for biodiversity
services is difficult to predict. This serviceis regarded as a public good for which market
forces and price development are presertly nat gplying gven the fact tha thereis no
baance of supply and demand. However, mgor invetments by governments and NGOs
into this service show different types of mechanisms and dy namics. Consaguertly, the
definition of a“ marke for biodiversity conservaion” and its develgomert should be seen
in thelight of the overal “ development market place’.

The presentaion clearly showed tha the internaisaion of so-called externaities
like environmenta services, ther supply and demand as wel as the deveogpment of
markets and prices still need a lot of development until environmental services become
tradable commodities. It remains to be seen whether or nat individua environmental
services will find markes or whethe or nat so-caled bundled services can be offered in
order to increase the benefits of forest production beyond timber and non-wood forest
produds.
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7.2 PRIVATE SECTOR PERSPECTIVES ON DEVELOPMENTS OF TRADEIN
FOREST PRODUCTS AND SERVICES
BY: IVAN TOMASELLI, STCP BRAZIL
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Trends in the Forestry Sector

v LIST CAN BE EXTENSIVE
= DECREASING TRADE BARRIERS
= CONVERGENCE OF WOOD PRICES
= INVESTMENTS IN PLANTATIONS

= IMPROVED CONVERSION AND FI BRE
RECOVERY

= INCREASING INDUSTRIAL CONSOLIDATION
= CONCENTRATION OF MARKET POWER

= CONTINUING DEFORESTATION IN THE
TROPICS

« NEW MARKET FOR SERVICES
= INCREASE IN FDI

= OTHERS

Trends in the Forestry Sector

v LINKAGES ARE NEED TO BE UNDERSTOOD

= CONVERGENCE OF PRICES

PROMOTED BY:
— - INDUSTRIAL CONSOL IDATION
FOREIGN DIRECT INVESTMENTS
CONCENTRATION OF MARKET POWER
DECREASING TRADE BARRIERS

< INVESTMENT IN PLANTATIONS
PROMOTED BY:

L INDUSTRIAL TECHNOLOG Y

e DEVELOPMENTS (FIBRE FORANY
PRODUCT)

- INCREASING COMPARAT IVE
ADVANTAGE IN FIBRE SUPPLY

ENVIRONMENT APPEAL/ IMAGE

Trends in the Forestry Sector

v IMPLICATIONS NEED TO BE ASSESSED

= SOME POSSIBLE IMPLICATIONS

- SHARE IN THE INTERNAT IONAL TRADE OF
DEVELOPING COUNTRIES WILL FURTHER
RED UCE

- TROPICAL FOREST DEVELOPMENT
POTENTIAL WILL BELOST

= FOR CERTAIN REGIONS
ALTERNATIVES NEED TO
BE FOUND TO AVOID
FURTHER:
- DEFORESTATION

- INCREASE IN POVERTY
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Trends in the Forestry Sector

v SEARCHING ALTERNATIVES
CONFLICTS:
= WITHIN THE PRIVATE SECTOR
- COMPANIES AND SEGMENTS

= AMO NG ECONOMIC SECTORS
- POLICY ORIENTATION

- CAPITAL FLOW

= AMONG COUNTRIES/ ECONOMIC BLOCKS
- TORESPOND SOCIETY DEMA NDS

Current Situation

\4

v SOCIETY DEMANDS

< PRESSURE GROUPS ARE NOW
- BETTER ORGANIZED
- LARGER NUMBER

- INTERFERING IN NATIONAL AND
INTERNATIONAL POLICIES

= PRIVATE SECTOR
(FORESTRY)
- LASTTOJOINT
- SEGMENTED

Current Situation
A

v ENVIRONMENT REGULATIONS

- INCREASING COMPLEXITY
- DIFFERENT ST AND ARDS AND
REQUIREMENTS AMONG
- COUNTRIES
- FOREST TYPES
v DEVELOPED MARKET REQUIREMENTS
- NEW APPROACHE S ADOPETED
- EX.WOOD PANELS
JAS FORMALDEHYDE (1/7/03)
CE MARKING (14/2004)

|— = RESULTS

- INCREASE IN COSTS

- SECTOR IMAGE 1S DAMAGED (NON
COMPLIANCE)

- FURTHER CONCENTRATION OF TRADE

- MARKET SIZE IS REDUCED

- COMPETING PRODUCTS ARE
FAVOURED
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Current Situation

>

v  RESULTS
ALL FORESTRY SECTOR IS NEGATIVELY AFFECTED

- BUT

- PRIVATE SECTOR IN DEVELOPING COUNTRIES
HAS SUFFERED MORE.

RANDON LENGTHS (JUNE 25, 2003)

= “ THE MAIN BENEFICIARIES OF THENEW RULES (JAS
FORMALDEHY DE) WILL BE JAPAN™S DOMESTIC
PLYWOOD PRODUCERS...”

= “ NORTH AMER ICAN EXPORTERS OF PLYWOOD AND
OSB ALSO VIEW THENEW REGULATION ASA BOOM,
BECAUSE THEY COULD PICK UP MARKET SHARE...”

Current Situation

>

* SOCIETY PRESSURE GROUPS
- ECONOMIC AGENTS
- ORGANIZATIONS
GO VERNMENT
NO N GOVERNMENT
- CIVIL SOCIETY (CONSUMERS)
- ACADEMIA

= GOVERNMENT REACTION

- LOCAL MARKET
REGULATIONS

- INFLUENCEOVER OTHER
COUNTRIES

IMAGINARY COUNTRY
- CASE STUDY -

Imaginary Country
- Ca_se Study -

= STATEMENT

FURTHER TRADE LIBERIZATION WILL
IMPACT SUSTAINABLE FOREST
MANAGEMENT

= QUESTION

IS TRADE LIBERIZATION TAKING PLACE
IN FOREST PRODUCTS AND SERVICES?

- CASE STUDY -

IMAGINARY COUNTRY I
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Imaginary Country
- Case Study -

v FINDING

THE COUNTRY NEEDS SUPPORT TO IMPLEMENT
SUSTAINABLE FOREST MANAGEMENT
- ACTIONS
- INTERNATIONAL SUPPORT IS OFFERED
- A PROGRAM IS DESIGNED
- CONDITIONALITIES ARE CREATED

- PROJECTS AND ACTIVITIES ARE IMPLEMENTED
- NEW PERSPECTIVES ARE OFEN

- REGULATIONS ARE REVIEWED AND IMPROVED
- INSTITUTIONS ARE STRENGTHENED

Imaginary Country
- Case Study -

v RESULTS AND CONSEQUENCES

= HIGH REGULATORY STANDARDS ARE
ACHIEVED

= COMPLEX REGULATIONS ARE ADOPTED
= IMPLEMENTATION IS DIFFICULT

= MONITORING AND CONTROL ARE NOT
EFFECTIVE

SEARCH FOR NEW MECHANISMS TO IMPROVE
MONITORING AND CONTROL STARTS

Imaginary Country
- Case Study -

v INTERNATIONAL SUPPORT IS PROVIDED TO
IMPROVE MONITORING AND CONTROL

MODEL IS UP GRADED STEP BY STEP:
- STEP1
- MINISTRY OF ENVIRONMENT
- STEP2

- OTHER GOVERNMENT BODIES (ARMY, ETC) AND
CIVIL SOCIETY PARTICIPATE

= STEP3

- ACADEMIA/ PRESSURE GROUPS ARE INVOLVED
- STEP 4

- SERVICES ARE OUTSOURCED
= STEPS5

- MARKET TOOL IS INTRODUCED (CERTIFICATION)
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Imaginary Country
- Case Study - -

v IMPACTS
= COSTS ARE INTERNALISED

- PRIVATE SECTOR PAYS EXTRA US $60 FOR EACH
me EXPORTED.

* MARKET PREMIUM DOES NOT EXISTS
« COMPETITIVENESS IS LOST

= FORMAL SECTOR SUFFERS

* INFORMAL PRODUCTIONS SOARS

= FORESTS ARE DEPLETED
= POVERTY CONTINUES

Imaginary Country
- Case Stde -

>

THE IMAGINARY

COUNTRY EXITS!

IT SEEMS THAT CURRENT
MODEL IS NOT WORKING

Solution

>

v CONCERTED EFFORT TO:

= REMOVE INEFFICIENT REGULATIONS

= IMPROVE GOVERNMENTS EFFICIENCY

= EFFECTIVELY LIBERATE TRADE

< REMOVE MARKET BARRIERS AND
IMPEDIMENTS
= ENCOURAGE THE INVOLVEMENT OF THE

PRIVATE SECTOR IN POLICY FORMULATION

= REORIENT INTERNATIONAL COOPERATION
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THANK YOU'!

STCP Engenharia de Projetos Ltda

www.stcp.com.br

Disaussion:

At the end of the day and given the clarity of this presentaion, thediscussionwas
brief, focusing mainly on a redudion of govemmentd intavertions into market
developmert. It was underlined that acode of conduct for forest industries, self-regulation
and sdf-auditing was the dojective of the privae sectar based on common policies with
regard to the esablishment of fores resources and their management. Compéditivenessin
the sedor would pasitively influence the goproaches to sugainable forest management.
On the ather hand, it was nated tha non-markd intervertions by governments are
actudly the basis for saving forests from overexploitation and degeneration through
anthrgpogenic interventions.

With regard to forest plantaions and planted forests, it was discussed whether or
not SFM is redly the concept since plantaions do nat provide dl the produds and
paticularly the services of naturd foregs. It was mertioned that the forestry community
needs to look & “forests” in a different way by integrating natura forests and forest
plantaions into one concept rather than looking at the forest plantaions in isolation. It
was nated tha paticularly tropicd forets will nat be saved and managed sugainably in
the future, if the current model of dichotomy of natura foress versus plantaions
continuesto begplied.
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