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The value of investing in locally-controlled forestry
The economic impacts of scaling up LLS experiences in Africa, Asia & Latin America
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	Why under-valuation is a problem
Forests are a good investment option. In the words of one of the world’s leading international news and business weeklies:
“A growing number of rich individuals, endowments and pension funds are including timber as a “hard asset” in portfolios. No wonder. Average annual returns on timber - meaning managed preserves that are eventually harvested - have outstripped those from leading global stock indices, property, oil and gold for the past decade. Worldwide, timber has attracted more than $20 billion of investment from institutional investors[endnoteRef:2].”  [2:  ‘Branching out: Timber as a growing asset class’. The Economist, Feb 5 2007. http://www.economist.com/node/8653021 ] 

Since the 1980s the forest sector has outperformed the stock market - a diversified timber portfolio would have returned 13.3% annually compared with 11.6% for the S&P 500[endnoteRef:3]. However, while banks and financial institutions have been eager to tap into the market opportunities that managed forestry affords, public sector investors have proved to be much less responsive to the potential of sustainable forest management to contribute towards economic growth. The benefits have tended to be massively under-valued by governments and development assistance donors. [3:  ‘Timber!’ SmartMoney Magazine, October 16 2001. http://www.smartmoney.com/investing/stocks/timber-11903/ ] 

This seeming myopia is particularly apparent in relation to locally-controlled forest management. As defined by the Growing Forest Partnerships, locally-controlled forest management is: “the local right for forest owner families and communities to make decisions on commercial forest management and land use, with secure tenure rights, freedom of association and access to markets and technology”[endnoteRef:4]. It is estimated that approximately US$10 billion of government budgets[endnoteRef:5] and US$2 billion of development assistance are allocated to the forestry sector each year - but only a tiny fraction of this is spent on locally-controlled forestry. Public funding also remains overshadowed by the estimated US$150 billion which is currently injected into the commercial forest sector as part of private funding and mainstream institutional investment[endnoteRef:6]. [4: http://www.growingforestpartnerships.org/locally-controlled-forestry ]  [5:  FAO. 2010. Global Forest Resources Assessment 2005: Main Report. FAO Forestry Paper 163, Food and Agriculture Organisation of the United Nations (FAO), Rome. Excludes transfer payments and spending on REDD.]  [6:  “Banks and financial institutions given the tools to move onto the frontline for battle against deforestation” PriceWaterhouseCoopers media release 26 Feb 2010. http://www.ukmediacentre.pwc.com/News-Releases/Banks-and-financial-institutions-given-the-tools-to-move-onto-the-frontline-for-battle-against-deforestation-e0d.aspx ] 

This omission affects a huge human population, and substantial areas of forests. Much of the world’s forest lies outside formally gazetted or commercially-run areas. It is managed by the people who live in and around it, many of them rural communities in developing countries. Locally-controlled forestry does not only provide an important and cost-effective tool in the global fight against deforestation and forest degradation, but it can also act as a powerful engine for pro-poor economic growth. 
Over the past 5 years, IUCN’s Livelihoods and Landscapes Strategy (LLS) has been demonstrating how management approaches that strengthen community rights and control over forests can leverage real and meaningful improvements in the livelihoods of the rural poor, enhance biodiversity conservation, and ensure the sustainable supply of forest goods and services. While LLS’s successes have mainly been achieved in individual landscapes where key legal, policy and governance barriers have been identified and removed, they have much broader applicability. Many other parts of the world face similar opportunities for catalysing economic growth through the identification and removal of barriers to locally-controlled forestry.
The aim of this paper is to show what might be the economic impacts, were this to happen. Specifically, it reviews existing forest use and management data in order to calculate the value of breaking down barriers to locally-controlled forestry in tropical and developing countries. Examples are provided from the landscapes and countries in which LLS has been working, and these figures are scaled up to provide estimates of the kinds of values that could potentially be generated should such an approach be applied more widely. 
It is worth noting that the quality and accuracy of available data on forest areas, dependency and values vary widely - unfortunately, and as has been pointed out by various other authors, it is a characteristic of many of the global and regional estimates currently in circulation that data sources are not provided, or, where sources are shown they are 'guesstimates' or ‘back-of-the envelope’ calculations[endnoteRef:7]. As interesting (and hopefully useful) as these aggregate numbers are, the reader must always bear in mind that such figures will inevitably mask some important elements of forest values, and over-simplify the complex relationships at play when looking at people’s livelihoods in relation to their access, rights and control over forests[endnoteRef:8]. The figures presented in this paper must be understood subject to these caveats and limitations. [7:  Calibre Consultants and SSC. 2000. Numbers of Forest Dependent People: A Feasibility Study. Research report for project research project ZF0132 of DFID's Forestry Research Programme, Calibre Consultants and The Statistical Services Centre (SSC) of University of Reading, Reading.]  [8:  Byron, N and J.E.M. Arnold. 1997. What Futures for the People of the Tropical Forests? CIFOR Working Paper 19, Centre for International Forestry Research (CIFOR), Bogor; Hobley, M. 2007.] 

The data present a clear message. Locally-controlled forest management is a highly profitable public investment and development assistance option, as it can secure values that are essential to more equitable and sustained economic growth at local, national and even global levels. In contrast, failing to do so may ultimately undermine many of the goals that so many public funds, efforts and time are being channelled into: reducing poverty, and providing cost-effective, equitable and sustainable development for all.


Who and what is affected?





For more information on the IUCN Livelihoods and Landscapes Strategy: http://www.iucn.org/forest/lls
Or contact Stephen Kelleher, Deputy Head, Forest Conservation Programme: stephen.kelleher@iucn.org
A first important set of questions to ask is: what area of forest is (or could be) under locally-controlled forest management, how much is being affected by legal, policy and governance barriers, and how many people are involved? 

Last year’s Global Forest Resources Assessment indicated that ownership and management of forests by communities, individuals and private companies is on the rise[endnoteRef:9]. More than 400 million hectares of forest and woodland in the developing world[endnoteRef:10] is now believed to be owned, administered or actively managed by communities[endnoteRef:11], comprising around 25% of total forestland in those countries. Progress in transferring these rights is however slow. Only about 47% of the legal rights over forests that are owned by or reserved for communities and indigenous groups have been transferred and formally placed under their management[endnoteRef:12].  [9:  FAO 2010 op. cit.]  [10:  “Developing countries” are defined according to the World Bank classification of low and middle income countries, i.e. those with a 2008 GNI per capita of less than US$11,905.]  [11:  Scherr, S.J., White, A. and D. Kaimowitz. 2003. A New Agenda for Forest Conservation and Poverty Reduction: Making Markets Work for Low Income Producers. Forest Trends, Washington DC; Sunderlin, W.D., Hatcher J. and M. Liddle. 2008. From Exclusion to Ownership? Challenges and Opportunities in Advancing Forest Tenure Reform. Rights and Resources Initiative, Washington DC; Molnar, A., Scherr S.J and A. Khare. 2004 Who Conserves the World’s Forests? Community-Driven Strategies to Protect Forests & Respect Rights. Forest Trends, Washington DC; Molnar, A., Liddle, M., Bracer, C., Khare, A., White A. and J. Bull. 2007. Community-based forest enterprises in tropical forest countries: status and potential. ITTO Technical Series #28, ITTO, Rights and Resources Initiative and Forest Trends.]  [12:  White, A. and A. Martin. 2002. Who Owns the World’s Forests? Forest Tenure and Public Forests in Transition. Forest Trends and Center for International Environmental Law, Washington, DC. ] 


It is also important to note that this figure undoubtedly under-estimates greatly the amount of forest land which, actually or potentially, could be under locally-controlled management. There are large areas of land which are recorded as being under state jurisdiction or as leased to the private sector for which customary property rights have not actually been formally extinguished, or where customary rights have not been recognised[endnoteRef:13]. It is suggested that a more realistic figure for the maximum global extent of communal forestry and woodland assets may be something in the region of 3.3 billion hectares[endnoteRef:14]. Not all of these “commons”, are, however, community-owned. [13:  Alden Wily, L. 2010. Whose Land Are You Giving Away, Mr. President? Paper presented to the Annual World Bank Land Policy & Administration Conference, Washington.]  [14:  Alden Wily, L. 2011. The tragedy of public lands: The fate of the commons under global commercial pressure. International Land Coalition, Rome.] 


In addition, there are vast areas of currently deforested or degraded landscapes which offer opportunities for forest landscape restoration. Many of these are hindered by a lack of investment funds or by unclear rights for local land and resource users to benefit. Of a total of 1.5 billion hectares of potentially restorable forest landscapes, almost 90% or 1.35 billion hectares comprise areas which also include other land uses such as agriculture, and are considered suitable for mosaic restoration, potentially by local communities and landowners[endnoteRef:15]. The value of these lands for climate change adaptation and mitigation cannot be understated. [15:  Laestadius, L., Saint-Laurent, C., Minnemeyer, S. and P. Potapov. 2010. A World of Opportunity: the World’s Forests from a Restoration Perspective. Global Partnership on Forest Landscape Restoration.] 


A very large human population relies on forest goods and services for their livelihoods, and yet lacks adequate access, rights and control over the forests that are local to them[endnoteRef:16]. The most comprehensive and widely-accepted estimates suggest that in total more than 1.6 billion people depend in some way on forests for their livelihoods[endnoteRef:17]. [16:  There are also an estimated 25 million forest owners in North America, Australia and Europe who fit the description of locally controlled forestry (from IFFA, cited in Elson, D. 2010. Background Paper. The Forests Dialogue, Investing in Locally Controlled Forestry: Reviewing the Issues from a Financial Investment Perspective, London).]  [17:  World Bank. 2004. Sustaining Forests: A Development Strategy. World Bank, Washington DC.] 


The majority of forest-dependent people live in the developing world, including 1.4 billion poor (of whom almost 1 billion who live in extreme poverty[endnoteRef:18]), between 60-100 million members of indigenous groups who are almost wholly reliant on forests[endnoteRef:19], up to 500 million rural villagers who live within or adjacent to forests and have a high degree of dependence on them[endnoteRef:20], and more than 1 billion people who utilise agroforestry farming systems or remnant forests to contribute towards their subsistence and income needs[endnoteRef:21].  [18:  World Bank 2004 op. cit.]  [19:  World Bank 2004 op. cit.]  [20:  Scherr et al 2003 op. cit., White and Martin 2002 op. cit., World Bank 2004 op. cit.]  [21:  Scherr et al 2003 op. cit., World Bank 2004 op. cit.] 


Clearly, a considerable area of forest and a significant human population stand to be affected by investments which overcome the barriers to locally-controlled forest management. According to the figures cited above, more than 400 million hectares of existing forests and at least 1.5 billion people are already impacted in some way. Investing in the restoration of 1.35 billion hectares of landscapes that are currently deforested and degraded could more than quadruple this area, and increase still further the number of people who benefit directly from locally-controlled forest management.


[bookmark: _Toc280937936]What does this contribute to poor people’s livelihoods?

Next, it is useful to consider what kinds of livelihood gains can be generated for the people who are involved in locally-controlled forest management.

These are typically substantial. For example, in the Congo Basin (one of the landscapes that LLS has been working in) up to 80% of the animal protein consumed each year comes from wild bushmeat[endnoteRef:22] and in the Democratic Republic of Congo forest foods comprise around one third of household production[endnoteRef:23]; around 80% of Cameroonians use wild medicinal plants to cater to all or part of their healthcare needs and more than 90% in the Democratic Republic of Congo[endnoteRef:24].  [22:  Biodiversity Support Program & Bushmeat Crisis Taskforce. 2001. Bushmeat Crisis Causes, Consequences and Controls. Issues Brief #23, Congo Basin Information Series, Central African Regional Program for the Environment (CARPE), Kinshasa.]  [23:  De Merode, E., Homewood, K. and G. Cowlishaw, 2003, Wild resources and livelihoods of poor households in Democratic Republic of Congo. Wildlife Policy Briefing Paper No. 1, Overseas Development Institute, London.]  [24:  Ingram, V. 2009. The hidden costs and values of NTFP exploitation in the Congo Basin. Paper presented at XIII World Forestry Congress, Buenos Aires.] 


Forest-based sources of income and subsistence tend to be particularly important for the poor and vulnerable. In Lao PDR (also a LLS site), not only do more than 80% of the population depend on forests for their daily food, fuel, medicines and construction materials, but the relative contribution of forest products to livelihoods is almost one and a half times higher for poor households as compared to others[endnoteRef:25]. In Mtanza Msona village in Tanzania (another LLS landscape), woodland products are worth almost eight times as much as all other sources of farm and off-farm production for the poorest households: the value of plant-based medicines is almost 15 times as high as that of purchased drugs, and the wild foods harvested are worth more than 14 times as much as annual expenditures on food from the market[endnoteRef:26]. [25:  Emerton, L., 2005, Making the Economic Links Between Biodiversity and Poverty Reduction: The Case of Lao PDR, IUCN — The World Conservation Union, Ecosystems and Livelihoods Group Asia, Colombo.]  [26:  Kasthala, G., Hepelwa, A., Hamiss, H., Kwayu, E., Emerton, L., Springate-Baginski, O., Allen, D., and W. Darwall (2008) An integrated assessment of the biodiversity, livelihood and economic value of wetlands in Mtanza-Msona Village, Tanzania. Tanzania Country Office, International Union for Conservation of Nature, Dar es Salaam.] 


Scaling up these kinds of figures indicates that the livelihood values generated by locally-controlled forestry are immense. In total, more than one billion people in developing countries are thought to generate income or other sources of livelihood from non-timber forest products[endnoteRef:27], and about the same number depend on forests for their fuel[endnoteRef:28] and medicinal[endnoteRef:29] needs. On average this contributes around a quarter[endnoteRef:30] - and in many cases far more – of income for forest-adjacent communities.  [27:  Sampson, R.N. 2005. Timber, Fuel, and Fiber. Chapter 9 in Millennium Ecosystem Assessment. Ecosystems and Human Well-being: Current State and Trends. Millennium Ecosystem Assessment Series Vol. 1., Island Press, Washington DC.]  [28:  White, A. and A. Martin. 2002. Strategies for strengthening community property rights over forests: lessons and opportunities for practitioners. Forest Trends, Washington DC.]  [29:  World Bank 2004 op. cit.]  [30:  Scherr et al 2003 op. cit.] 


Mean household-level “environmental income” (value-added through the consumption, barter or sale of forest goods) has been found to be almost US $700 a year[endnoteRef:31]. While the monetary values are lower for poor and very poor households, the relative contribution to household subsistence and livelihoods tends to be far higher than for other members of the community. Applying these values to the households in developing countries who depend on forests in some way suggests that locally-controlled forestry provides them with livelihood benefits worth some US $130 billion a year. [31:  Vedeld, P., Angelsen, A., Sjaastad, E. And G.K. Berg. 2004. Counting on the Environment Forest Incomes and the Rural Poor. Environment Department, Environmental Economics Series No. 98, World Bank, Washington DC. Includes wild foods, fuelwood, fodder, timber, grass and thatch, wild medicine and other wood and non-wood products; we have excluded figures on gold-panning which are included in the original study.] 

.
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Following on from this, it is also important to understand which kinds of economic benefits locally-controlled forestry generates for other sectors and at broader levels of scale.

Locally-controlled forestry has an economic footprint which extend far beyond the livelihoods of adjacent communities. It secures flows of income, products and services for many other sectors and populations. Recent, global-level, estimates suggest that the monetary value of the products and raw materials that are harvested from tropical forests is something between US$26 and US$9,400/hectare/year[endnoteRef:32]. Forest-based employment is thought to account for something between 40 million[endnoteRef:33] and 80 million[endnoteRef:34] full-time job equivalents[endnoteRef:35], including approximately 160 million people who work in small and medium-scale enterprises[endnoteRef:36]. [32:  de Groot, R., Kumar, P., van der Ploeg S. and P. Sukhdev. 2010. Estimates of Monetary Values of Ecosystem Services. Report prepared for TEEB 2.]  [33:  Shvidenko, A., Barber, C.V. and R. Persson. 2005. Forest and Woodland Systems. Chapter 21 in Millennium Ecosystem Assessment. Ecosystems and Human Well-being: Current State and Trends. Millennium Ecosystem Assessment Series Vol. 1., Island Press, Washington DC; World Bank 2004 op. cit.]  [34:  Sampson 2005 op. cit.]  [35:  Globally, forest-based employment is thought to account for something between 50 million and 100 million full-time job equivalents. It is estimated that eighty percent of these jobs are in the developing world Sampson 2005 op. cit.]  [36:  Mayers, J. 2006. Small and medium-sized forestry enterprises: Are they the best bet for reducing poverty and sustaining forests? ITTO Tropical Forest Update 16(2): 10-12.] 


These values are, in turn, manifested in the indicators that are used to gauge economic performance and growth. Unfortunately, official statistics rarely reflect the value of locally-controlled forestry, because so many of the goods and services it provides never enter into formal markets. 

In Lao PDR, for example, the value-added from household-level non-timber forest product collection is thought to be almost four times as high as the recorded gross revenues from commercial round log harvesting. Overall, forest goods and services have been shown to contribute three quarters of per capita GDP, more than 90% of employment, almost 60% of exports and foreign exchange earnings, just under a third of government revenues, nearly half of foreign direct investment inflows and around two thirds of donor assistance[endnoteRef:37]. Similarly, official data show that forests contribute only 1% to 2% of GDP in Indonesia (also a LLS country), whereas the World Bank estimates that their potential value to the economy is closer to 15% or 20%[endnoteRef:38].  [37:  Emerton, L., Bouttavong, S., Kettavong, L., Manivong, S. and Sivannavong, S., 2002, Lao PDR Biodiversity: Economic Assessment, Science, Technology and Environment Agency, Vientiane.]  [38:  OECD, 2008, Pro-Poor Growth and Natural Resources: the Economics and Politics. Development Cooperation Directorate, Development Assistance Committee, Organisation for Economic Cooperation and Development, Paris.] 


Locally-controlled forestry also adds other values to national and global economies. The forests of China’s Miyun watershed (another LLS pilot site), for example, generate water benefits worth just under US$ 2 billion a year for city-dwellers in downstream Beijing[endnoteRef:39]. Meanwhile, the global value of the carbon stock sequestered in the Amazon rainforests (where LLS is also working) is estimated at between $1.5‑3 trillion[endnoteRef:40].  [39:  Wu, S., Hou, Y. and G. Yuan. 2010. Valuation of forest ecosystem goods and services and forest natural capital of the Beijing municipality, China. Unasylva 234/235(6): 28-36.]  [40:  de Groot. 2010. Integrating the ecological and economic dimensions in biodiversity and ecosystem service valuation. Report prepared for TEEB 2.] 


The costs of losing these valuable ecosystem services is almost unthinkable: if current trends of tropical natural forest degradation and deforestation continue, the global welfare losses from now until 2050 have been projected to average over US$ 100 billion a year[endnoteRef:41]. Recent estimates indicate that the regulating services provided by tropical forests can be worth anything between US$ 60 and US$ 7000/hectare/year, habitat services between US$ 5 and US$ 5000, and cultural services between US$ 2 and US$1400[endnoteRef:42]. Averaged across all tropical forest countries, a meta-analysis of available data proposes that the total annual values generated from tropical forests is as high as US$ 2000 per hectare or US$ 3.8 trillion in total[endnoteRef:43]. [41:  L. Braat & P. ten Brink (eds.) 2008. The Cost of Policy Inaction: the case of not meeting the 2010 biodiversity target, Markandya, A., Chiabai, A., Ding, H., Nunes P. and C. Travisi (2008) Economic Valuation of Forest Ecosystem Services: Methodology and Monetary Estimates.]  [42:  de Groot et al 2010 op. cit.]  [43:  Includes key provisioning, regulating, supporting and cultural services; taken from Costanza, R., R. d'Arge, R. de Groot, S. Farber, M. Grasso, B. Hannon, K. Limburg, S. Naeem, R.V. O’Neill, J. Paruelo, R.G. Raskin, P. Sutton and M. van den Belt. 1997. The value of the world's ecosystem services and natural capital. Nature 387: 253-260.] 


Extrapolating these data suggests that the 400 million or so hectares of tropical forest under local management may, in addition to the livelihood values described in the previous section, generate services to a value of almost US$ 720 billion a year for national and global economies. 


So what is the value of investing in locally-controlled forestry?

This paper set out to show the economic impacts of breaking down barriers to locally-controlled forestry in tropical and developing countries.

Even the rudimentary analysis that has been carried out yields some quite staggering figures. At a very conservative estimate, at least 400 million hectares of forest landscapes and 1.5 billion people are involved. To put these figures in context, locally-controlled forest management already involves an area which is at a minimum roughly the same size as the European Union, and a human population that is larger than that of China.

This generates direct livelihood values worth an estimated US$ 130 billion a year (worth more than France’s and Switzerland’s gold reserves combined). The value of ecosystem services which accrue more broadly, to national and even global economies, is in excess of US$ 720 billion a year (only a little less than the GDP of the Netherlands). 
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What needs to change if we are to secure these economic gains?

However high the value of locally-controlled forestry is demonstrated to be in theory, this has little meaning unless it actually translates into changes in real-world policy and practice. This means taking action to dismantle the barriers that currently exist to locally-controlled forest management, and to these values being realised.

One set of barriers concerns the unsupportive or weakly enforced legal, administrative and governance conditions that persist in many countries, and which prevent local communities from taking control both of the forests that surround them, and the benefits that these yield. Another key constraint is the currently low investment that is being made in locally-controlled forestry, and in overcoming these barriers. 

As the experiences of LLS have shown, a relatively small investment in breaking down a barrier to locally-controlled forest management often acts as a catalyst for capturing a much greater economic contribution from forest resources, across many different sectors and levels of scale. There is much that can be done now to foster the better application of policies, markets and administrative arrangements that are currently acting as barriers to locally-controlled forest management. 

Perhaps foremost among these is investing sufficient public resources in supporting locally-controlled forest management processes. This does not just involve “hard” cash injections. It also includes “soft” forms of investment, such as building capacity, developing business skills and supporting the securing of tenure rights over forest land and resources[endnoteRef:44].  [44:  Elson 2010 op. cit.] 


There are clearly substantial payoffs to breaking down these barriers. Given the local, national and even global economic values that are generated and economic costs that are saved through locally-controlled forest management, it is time to consider whether, in fact, governments and development donors can afford not to invest in it. Failing to do so may, ultimately, undermine many of the goals that so many public funds, efforts and time are being channelled into: reducing poverty, and providing cost-effective, equitable and sustainable development for all.
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