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FOREWORD

This discussion paper presents the proceedings of a seminar on proposed
farestry legislation held on 28 and 29 November 1988 in Part Maresby,

Representatives from land owners, provincial governments, national
government departments, industry, financiers, and academe participated in the
seminar. It was nct the purpose of the seminar to faorge a concensus of these
diverse points of view; it was merely to bring those paints of view togther in a
single reference. It is understood that the Premiers' Council Warking Group
and the Farest Industries Association are using the seminar as a basis for
preparing specific submissions to government,

The material i5 organised in two parts. The 19 papers submitted to the seminar
are contained in Part B, Part A is in three soctions: the third section
comprises point-farm summaries of the papers in Part B (grepared by the
editer, not the authars); the middle section contains an edited summary of the
discussion; and the first section of Part A provides a krief summary of main
issues which emerged from the seminar,

LN.A. thanks all those who participated, particularly these who prepared and
presented papers. Specific thanks go to Dr, C. Sargent, Directcr, Forestry and
Land Use Programme, International Institute for Environment and Development
based in Londan, to the UNDP/FAQ project team and to Dr. Neil Byron and Ms,
M. A. Quintes in the Australian National University for their kind permission to
reprint their paper in the seminar proceedings.

John Millett
Part Moresbhy
20 December 1988
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SUMMARY OF MAIN ISSUES

General:

Despite the need for refarm evidenced by the two interim reports of the
Commission of Inquiry, and the positive aspects of the proposed reform
legislation, its flaws are of such a fundamental nature that rethinking rather
than amending its provisions offers the better remedial approach. Rethinking
would be most effective in an environment mare conducive, than currently
exists, to consultation with all affected parties and to economic analysis.
Estahlishing this environment may require a more discriminatory assessment by
government of the industry, than appears to have been done, distinguishing the
cooperators from the defectors amongst operators.

Far alternative proposals for the required palicy and legislative review see pages
B17 to B22, B37 and B48.

Rdles: Owner, operator, requlator

Clans own the forests, They engage operatars under contract, mostly foreign, to
develop and use their forest, The use of the forests and making the palicies and
legislation regulating their use must include the owners, Restricting the owners'
use to assigning their forests to the state as managing agent would be
unconstitutional and could result in subsequent disruption to operations.

Government has said often that its rale in the economy should be restricted to
regulation. There is nothing in forestry that would require deviation from this
palicy. O wnership, operational and requlatory roles and responsibilities might
best be performed through registered development agreements between owners
and contractars, complying with clear and comprehensive operational processes,
procedures and perfor mance requirements set out in the legislation,

Proposed additional charges and taxes will come out of owners' remt not
contractors' profit,

Regulatory arganisation:

Ownership of the forest by clans does not bestow upon them rights to
unrestricted use of the forest; nor does it release government from its
responsibilities to safeguard the national interest, Rather, government has
constitutional cbligations to regulate the rate and quality of logging the forest,
both industrial and subsistence. ‘

All forests occur in provinces and all provinces are mestly forested. Farestry is
a concurrent legislative subject. Denying provincial government a rale in
forestry would be unconstitutional. It contradicts general government policies in
national-provincial relations. The minerals sector offers a model for
consideration.
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There is no substantive evidence relating the ills of the sector to inadequate
state powers. Rather, the ills, though manifest in places as poar ar sharp
operational practice, appear to be the resuit of weak regulatary organisation and
misuse of available powers,

Legislation can't fix organisational deficiencies. Without first fixing
organisational deficiencies, legislation, ald ar new, will be ineffective, no matter
how srong it is. A possible means of fixing them lies in the Programme
Management Unit.

Sustained yield management of the forests appears at risk in the light of growth

cbjectives far the sector coupled with weak management, particalarly requlatary
management,

Too little is' known in quantitative terms about sustained vield to feel
comfortable about growth cbiectives for the sector. Yet, sufficient is known
about it to feel uncomfortable about current methods of resource allocation,

Value-adding processing:

There is too much evidence questioning the benefits of prohibiting log exports in
favour of processing to be ignared -~ economic reasoning from a market
perspective rather than a production one, our own experience since the early 70s,
the experience of other countries in the region and the greater difficulty
financing it due to its higher risk,

Second arder conesequences:

Allocating resources on the badis of promises rather than performance could be
the undesirable, unintended result of hlanket processing policies.

Spreading carruption could be the undesirable, unintended result of empowering
field officers with unrestricted access to premises and recards and to impose
severe penalties faor hreach of the requlations.

Effect of delay:

Legislative reform is needed - not primarily to give the state mare powers, but
to up-date it, e.g. to recognise provincial government, to increase the monetary
amounts of penalties, Addressing the issues raised in this seminar would mean
delays in introducing new legislation. Would regulation of the sectar be made
warse by these delays? Revenue callection from the sector is progressing well
under existing legislation,
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Opening Remarks

Hon. Karl Stack, M.P.
Minister for Parests

Thank you Mr. Chairman. Ladies and gentlemen good maorning,

I have tahled a four-page speech and I am sure the LN.A. will give you copies later. T
simply want to ad lib for a short space of time. Ithink I know what the main issues in
your mind are so I will pre~empt them as best I can.

There is the question on why bring in draft legislation at this point in time pror to a
palicy being in place? That's scunds to me like a fairly narmal average academic and
bureaucratic reaction. I say that deliberately because the vast majrity of legislations
in this country are in place with no policy attached to them, That doesn't mean that
we have to fallow that lead but it is a fact, The minerals and energy legislations
which are some of the most impartant in this country were in place long befare there
was any policy on minerals and energy which was put in 1979 by myself. The trade
and industry palicy was put in 1985 by myself, There were many legislations pricr to
that. However, I will. go back one step. There is a forestzy palicy. R has been there
since 1979, In June this vear we circulated a review document con that policy for
public comment - for institutional comment anyway, I am not sure how public it was
since it was priar to my tfime but the Depart ment did circulate it. So let's go back one
step. There is a palicy in 1979 it is up for review and has been since June this year.
So I get a little bit snarly when someone says why are you bringing in draft legislation
before a palicy. The policy is out there; the public comments have been received;
there is still time for more of them; and in February, when the drafting instructions
become legislation, at the same time a palicy will be tabled. Now that I have got that
off my chest I will go to the next area which I believe is in contention.

Why produce a draft legislation prior to the Commission of Inquiry's repart being
finalised? We are a little sceptical, we being politicians, we are little sceptical of any
repatts. In the long run nine-tenths of them are not read. And the ones that are read
are only read by addressees. Very few get wide acknowledgement (and I am =sure
LN.A. can back me up on this,) get wide suppart ar wide acknowledgement. They are
a very necessary thing but they certainly don't mean that governments and machinery
wait., We know most of the findings to date apropos administrative matters in forestry
from informal discussion and public comment that is coming from the Commission of
Inguiry. We don't know specifics, we don't know case histaries; these will come out in
the judge's repart. We do know the administrative problems that have been identified
in the industry already. They have all been addressed in the draft legislation.
Subjects such as our lack of monitoring contrdl in the depart ment and subjects such as
the land tenure problems, obviously price transferring is one, obviously the provincial
government and the national government system where they interlock is another one
and there is ancther four or five that we have gleaned from discussions and from
listening to the public comments on the Commission of Inquiry, There may be case
histaries. Someone may tell me that Angus has done something naughty in specific
details later but far purpases of drafting legislation we think we know most of the
administrative problems that are likely to arise from that report. However, I
emphasise that February is the target date far the legislation and the palicy. By
February we hope to have the Commission of Inquiry Report anyway. Nothing is lost;
it all gels at about the same tHime,
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The other thing is that most of the things you are worried about in the draft
legislation, are all in the regulations section; they are not in the legislation itself. If
there is something contentious in a certain levy, then fine, we can address that issue
at any paint in time with regulations, you don% even have to go to the fioar of
parliament. Ninety-nine per cent of what you say is contentious in the draft
legislation is in the regulation section not the legislation itself. I thought these were
pretty basic things but obviously some people don't understand the system very well
and T have to say them,

The industry is comglaining about, or starting to complain about, the processing levels
that we are setting in that new legislation. I have no sympathy whatscever with the
industry's comglaints, I am quite convinced the industry has been lying its teeth out
for many years. I have been tald that you cannot process and export from this country
because our cost of labour is too high and it is very hard to develop a market for
tropical species of sawn timber or whatever, The arguments have been going on far a
Jong time and we have been accepting them. Ifar one no lenger accept them. Iput
pen to paper 24 hours ago to prove my point and I hold in my hand a signed order for
the next twenty years from one of the higgest operators in Australia for 1,500 cubic
metres per month of sawn tropical timber far building, landed on the coast aof
Queensland at any port for $A370 per cube. Now 1,500 cubic metres a menth for the
next 2U years, just work that out on an annual basis, that alone is about four times the
annual production of the whale industry in this country; so someone is having me on.
Now it only took me twenty—four hours to go to a big organisation in Australia to get
that wrtten signed order for the next twenty years at four times the present
production rates of processed timber, I have been assured that in the next 24 hours 1
will have a second crder in my hand from another arganisation of the same
magnitude. Together these would mean about eight to ten times the present
processing levels with two efforts on my own in a week. So somecne is lying to me -
so I have no sympathy. The processing levels will be set, The markets are there.
Fine, the profit level is not as high but quite frankly that is not my concern.

Reafforestation. The industry has been saying that that is not a very practical
mroposal in the past and there have been problems where to reafforestate and how,
The new legislation is very definitive. We have a levy for reafforestation which we
will callect and we will empiloy the youth groups and we will do the reafforestation but
not on the project area. The project area reafforestation will be done by the company
that has the permit as part of its permit conditions. The levy that we callect will be
for the state to reafforestate in areas outside of the permit area. In other words we
will send youth groups around Hanuabada or the Ramu Valley ar around Garoka where
there aren't any trees and we will plant the trees there. Now with the levy that we
are impesing on the industry in the first year of operation we employ 16,000 youth and
plant three million trees. Of course that will increase as the size of the industry
increases, Our projections for the industry increase are that by 1391 we will have a
K500 million industry revenue-wise. It is now sitting on K118 million,

The other little interesting tithit for you, which is not in the draft legislation but will
be announced today in parliament; in two years time we will cease issuing export
permits for Iog exports. We do not mean that you have to stop exporting, We will just
nat issue permits for any mare log exparts for new projects in two years time. You
have two more years of new permits for log export and in two years time that is it
Existing operators who have a permit with say fifteen years of their operation left,
will continue to run for that period of time, naturally; but any new permit after two
years time will only be for processing.
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Govenment-Industry Relationship

Unless we do something fairly drastic about them (the drafting
instructions) it will be too late and we will have to live with the
consequences.

Proceedings of this seminar will be published and distributed to all
alected representatives, in the LN.A.'s normal manner.

The drafting instructions are perverse - they make no recognition
of those operations which are doing what government wants - they
are a disincentive to carry on.

The Minister did say that he would be pleased to receive the
recommendations of this seminar. Perhaps you might consider
actvating a drafting com mittee,

We are talking to ourselves., The Department of Farests is not well
represented. Perhaps we need some public advertisements,

Was the Farest Industries Council (FIC) formally asked to comment
on the drafting instructions, did it respond and what was the
feedback?

We made a presentation but we have not heard from either the
Minister or the Secretary.

Are there no fly-by-nighters? How does the industry hlackball
them?

1 am sure that there are. But who they are and how they operate T
don't know though T can suspect how.

The Farest Industries Association (FIA) check carefully the bona
fides of applicants for membership., It was the FIA which brought
the mablems in the industry to the attention of the previcus Prime
Minister, The FIA is not aware of any allegations of malpractice
against its members, It does nct know which companies are the
subject of the K20 million tax assessments understood to have been
issued - under existing legislation it should be noted. It is also
worth remembering that existing legislation provides for action to
be taken in the case of breaches of permit conditions, provided
they are monitored by the proper autharities in the way intended.
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So the term "fly-by-nigh " might be applied a bit too generally
to the industry. The proposed new legislation wiil be no more
effective than existing legislation without the political will to
enforce it.

The FIC, I beliave, does have de-ragistration powers. Given that
the FIC is itself a subject of the Commission of Inquiry, yet to be
reparted on, the industry might consider its tactical stance. It
might be better to admit its faults but paint mainly to government
incompetence and the poar structure of the legislation.

The FIA and the FIC are two different bodies. The FIA represents
a section of the industry. An operator is not a welcome member of
the FIA if he carries suspicion of corruption.

The previous FIC board was dismissed for not acting properly in its
rale as State Marketing Autharity.

The impression is projected by the drafting instructons that both
FIC and FIA have been properly tded and found guilky - the
drafting instructions being the sentence - while there is the
presumption of state innccence throughout. The truth is different
- the state itself is defaulting. Qur company finds itself heading
towards technical default because of the inaction of government -
the response vacuum I referred to earlier.

There 5 no paint pretending that there are not bad elements in the
industry. The message to government has got to be that effective
monitoring is a better remedy than increasing the export tax from
10 to 15 per cent, which is a perverse stick likely to beat the good
intc Joining the bad. Of course, in taking this message to
government, the industry would run the risk of suffering a surge of
petty bureaucracy while the serious infringements continue,

Mare important than promoting increased monitoring to the
government is the need for FIA and FIC to be united in their
approaches,

Government believes that the FIC leans towards the industry
because of its numerical representation. Better enforceabls
legislation is what both FIC and FIA wart.

We do have to act together - cur righteous indignation won't be
enough.
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The gap is not between FIC and FIA : it is bet ween government and
the industry, whether you consider the industry to be represented
by FIC or FIA. Government doesn't use the instrument it set up,
the FIC, to meet with industry, Mostly, relatively Junior officers
attend FIC meetings and they cannct answer industry's questions,
These questions have to be put to govenment through
carrespondence which tends not to be answered.

We, too, have difficulty communicating with the Department of
Forests. The department needs the assistance of the Programme
Management Unit (PMU) in the Prime Minister's department to
improve its arganisation, Nevertheless, its draft palicy of June
1988, was a worthwhile document. Unfartunately the Minister's
drafting instructions bear very little relationship to it. The
officers of the Department of Farests don't support the drafting
instructions. This probably explains why the department is nct
better representad here.

My discussions with PMU were not encouraging. They see their b
to assist the provinces whereas Forests appear to want to bring the
best back to headquarters, turning the clock back on national-
provinaial relations.

On neither sustained yield nor processing has the government done
its wark - at least it doesn't show in the drafting instructions. The
industry must do that work if it is to survive. 1 think the
government would be receptive and doesn%t really intend to
attempt to force the legislation through in February, But if the
government isn't qven an alternative it will proceed and the
industry will get something it doesn't want,

The FIA is preparing a response to the drafting instructions for the
Prime Minister by the end of January. However, it is clear that
more is needed. We need to put forward an appropriate forest
policy.

As well, a strenuous effort will be required to prevent the
glimination of the FIC. FIC was effective untl destroyed by a
Minister - not the current cne, The department might be happier
without it, but the industry needs FIC.

The FIC Ilegislation itself i= dated and needs revision. Its
membership needs broadening. However, the concept is sound.
The constitution is quite pluralist and recognises a place for
foreign investment, Modern business and modern government
depend upon consultation. Provincial government and industry are
allies in this issue.
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Macroeconomic Considerations

Your (Tarata) paper seems to have accepted that the industry is
not whally bad, in contrast to the drafting instructons as seen by
the industry and discussed vyesterday., Ancther point made
yesterday is that your department's improved revenue cdllection is
being achieved under existing legislation - the proposed new
legislation is not necessary for that purpose,

Yes, we have been warking on improving our revenue callection for
some time.

I am concerned that the proposed legislation and the forest
development programme are revenue—drven when the
administrative prablems in the department have been so starkly
highlighted. Won'% the situation get warse? Couldn't forestry be
given time to overcome these prablems in light of enhanced
revenues expected from mining?

The long-term strength of Papua New Guinea lies mare in its
renewable resources, including forestry, than in mining. Marecver
it provides mare employment than mining and is better able to
transmit activity in the rest of the economy.

Current relaxed palicies towards log exparts have to be changed
with more emphasis on value-adding. No longer will industry be
able to simply harvest one resource and expect to get ancther. We
gtill need more data on growth rates., In the meantime, we are
insisting on forest working plans, logging plans and environmental
dans before logging commences, This means logging companies
having to establish planning units manned by competent foresters.
Industry should see themselves as the pdicemen not only the
govermment, We are committed to providing resource to

processing.

Our concern as land owners is that while national government
revenue will gain how much will flow back to the resource owner,
We think it will be used to fund projects elsewhere.

That is a fair comment, Lands is the appropriate department to
cover that aspect. I dealt only with macroeconomic
congiderations,

If the forest development programme appears revenue—driven it is
because we want to be fiscally self-sufficient i.e. to not rely on
Australian aid, and all sectaors, not only mining, must contribute.
Import duties do not discriminate against Hmber processing - it is a
standard rate applicable to all machinery,




Gault:

Power:

Donigis

Komtagarea:

Chair man:

-all-

Resource O wnership and Development

Permits are to be issued in the name of the landowner company.
This company may have no financial interest in the venture
whereas the contractcar, developer, or operatar may have, The
latter will require protection against non-compliance of permit
conditions by the former.

Finandial interest is not the only sart of interest in the venture,
The landowner company’s interest in the success of the venture lies
in resguarce depletion and changes to environment and lifestyle.
The way tc minimise the risk of non-compliance by land owners lies
in the effart put into developing the understanding of the land
owners themselves as corparate entities.

There is room for a new system. Do away with timber permits.
Replace them by a process in which an agreement entered into by
the parties is approved and registered.

The forest management agreements, proposed to replace the TRP
and the private dealings system, is designed to avercome the fears
expressed by Mr Gault, These agreements are intended to get the
land owner$ priar agreement to necessary performance covenants,
Only after they agree does the narmal allocation process begin,
Perhaps “company" is the wrong name; perhaps we should call
them, say, land grougs,

Landowner companies in Milne Bay are dismayed at the impact of
the proposed new legislation. But noting the marked absence of
Department of Farests' officials and having heard the Minister this
morning I wonder what has to be done to get the government to
listen, The proposed new legislation risks alienating the real
resource owners, the land owners. The models presented by Mr.
Power and Mr, Crequer are good ones.

I would like to know what concrete steps are gaing to be taken to
protect landowners' companies from the proposed draconian-type

T understand that the Premisrs Council's werking group on forestry
is in attendance and will carry on after this seminar preparing its
submission to NEC.
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National - Pravincial Goveanment Relations

Curtin: The proposed forestry legislation is in striking contrast to what is
happening in the mining sector for which development forums have
been established to involve all parties in evaluating and approving
new projects.

The project path described by Tony Power is well established in the
mining sectar. Following it in forestry should improve the quality
of developer selected and reduce transfer pricing and other
malpractice.

Brunton: Three materialities have caught my attenton, The materiality of
customary property rights and of national-provincial government
relations have been dealt with. But we have also to deal with the
reality of political patronage. This system flourishes under the
colonial pyramidal system, in which the person at the top has all
the authority and is difficult to move, We need a formal, open,
group decision-making process to cater for the diversity of
interests, beginning with a warden's court type hearing on site,
The process must be codified in the legislation. The legislation
must also provide for a system of review which will enable an
aggrieved party to have his grievance dealt with publicly and
Judicially when the bureaucracy proves unresponsive whether for
administrative ar palitical reasons,

Financier's Pexspective
Waite: Could you {Hutchinson) elabarate on your reference to rattan.
Hutchinson: Rattan might become profitable; but at the moment nperataors are

not covering costs and cannot affard a 10 per cent export levv.

Brunton: Wouldn't a single department issuing expaort licences ne better than
the current situation.

Hutchinson: At first glance one would think it should. But in our experience it
is at least possible that it was the Department of Farests bit that
wasn't warking, so giving that Department more t~ do might not

wark.
Brunton: Are you presenting a common view of the banks,
Hutchinson: The banks haven't taken a common view. The banks will probakly

be guided by their major customers.
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Marketing

Do users of tropical hardwoods pay for the cost of growing the
wood as well as the costs of harvesting and transport ar just of
harvesting and transpart? What chance is there far refarestation if
they don't?

I have found the discussion on the cwrent market reality
parsuasive. But I do not necessarily accept that it cught to be as it
is e.g. the Japanese getting the resowrce very cheaply.
Government clearly wants to change the situation, Tt will not be
encugh far the industry to say there is ncthing it can do about it.
The industry must outline to government a staged plan to move to
a better market structure.

Though I agree, it would appear that the Minister does not want a
staged plan; he appears to want to change the situation sooner and
worry about the consequences later,

What are the end-ses of Papua New Guinea timber in Japan,
Kcrea, Taiwan?

In Japan lesser-known species from all sources are podled,
identified, segregated by specie and auctioned to merchants,

Is log sorting feasible in Papua New Guinea before export?

I doubt that it would be practical.

What is your opinion (Eddowes') of the end—use survey ocutlined by
the Secretary of Forests — 80 per cent poar and low-grade veneer
and plywood, 12 per cent packing materials and only 8 per cernt
high quality furniture?

I cannot comment on the specific numbers but the general
propartions sound reasonahble.

Does this reflect the relative quality of our logs?

I dont think so. I believe the Japanese make much better use af
our imber, Tosay ctherwise is a typical buyer's technigque.

Clearly we need to do some research in this area.
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The industry is now contributing substantially to government
revenues; targeting and, if necessary, subsidising a couple of
central processing facilities might be the way to get into
processing.

The concept of fair price is difficult to translate into practice. In
agriculture there isn't a fair price - jet a price determined by
mismatches between supply and demand. Attempts by producer
cartels to raise prices by restricting supply have produced uneven
resulfs, Different supply response in forestry might prov1de an
opportunity for more international callaboration to boost prices to
make reforestation, far example, more economic. Is there an aid
concept warth developing, as can be seen in A merica in coffee for
example?

The International Tropical Timber Organisation (ITTO) supglies
advance market information to producer and consumer countries.
It also has a strong remit to the environment. An idea is being
developed to raise a surcharge on the importation of tropical
timbers into Europe, to be spent by ITTO an sustained management
in producer countries,

Any comment on leasing the resource to industrialised countries as
mentioned briefly by the Minister?

Exploitation of tropical maist forests is becoming an international
issue and we should examine the situation closely, What can we
learn from the pﬁnci.ples and practice of Stabex? An impartant
aspect of managing the tropical forests is submstence agriculture
technalogy.  Slash and burn technigques both far food and cash
cropping accounts for much forest removal. More land—efficient
techniques are needed and technalogy transfer should be part of
the international approach. - We should come up with pesitive
dialogque with government on these emerging developments.

T would like to carrect an impression given by previous speakers.
Log buyers pay a great deal more than the cest of harvesting and
transporting - about twice as much. The surdus goes to
government and the landowners, There is sufficient revenue to
reforest. The cost of reforeslnng the flatter lowlands should be
Jdged against the extra costs in pushing further back into the
mountains. On the matter of environmental damage by loggers, I
think that it is exaggerated; we take only 10 per cent of the
biom ass.

The Tropical Forest Action Plan (TFAP) is a first exp:esswn of the
international concern described by Mr. Power. It is about to reach
Papua New Guinea. It needs a coordinated response from industry,
environmentalists and the community here to facilitate the
preparation of an issues paper,




Curtin:

Higham:

O'"Todle:

Tarata:

Chairman:

Tarata:

-Al5-

Value-adding, Processing

As recently as 1982, Papua New Guinea exported substantial
valumes of sawn products; now they are virtually nil. I don't
believe that either companies or the workforce have become
saddenly less efficient, What has changed, though, is the value of
the kina, particularly in relation to our competitors; and I have a
feeling that its change may have affected the processed product
more than the unprocessed. On the other hand, changes in our
output mix may be a rational response to changes in relative prices
of logs and processed Hmber. Of course these factors are not
independent. They need to be investigated., Meanwhile there is not
much to be gained by coercing exparts of a product that has
become unprofitable, Could you (Krans) comment on the drop in
sawn timber exports since 1979,

Sawmilling in Papua New Guinea is high cost. The exchange rate
makes exporting even more difficult., But increasing domestic
demard has also affected exports,

Previous output mix — higher levels of processed exports - reflected
evailing policy (similar to the one now being propesed) ie. a
processing plant earned the right to expart logs. The higher
processed output wasn't necessarily profitahle.

The Minister would be filling his arder to supply to Queensland for
SA370 c.if. at a mrice well below cur domestic price. The land
owner will be lucky to get his royalty under full processing. The
case needs to be put to the paliticians not to the Minister.

What benefits will be given to scle processars who have no log
exports to subsidise their milling operations? Will processars be
given minimum ten years guaranteed log supply to support
invest ment in processing? Why will processars be asked to pay
higher duties on imparted processing machinery?

They are the sorts of issues we will be addressing ance we have the
full report of the Com mission of Inquiry.

If the proposed legislation goes through in February won't it be too
late to benefit from the Inquiry?

My bureaucratic answer is that I believe relevant agencies have
sought deferral.
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In evaluating the costs and benefits of value-adding it is not
carect to consider only particular species - whale standing forests
must be the basis of the evaluation,

I agree. Remove the high-value species from a log parcel and its
value will drop dramatically. Approaching from the opposite angle,
blanket processing will pase an identification prcblem - we have
difficulty now identifying half a dozen of our best species; we will
have a great deal mare difficulty with those at the bottom of the
range,

The state's stance seems to be based on an obsession rather than on
economic evaluation. Tt is not just company profit that will suffer
- the whale economy induding the landowner will lose. My efforts
to convince the authorities of this fact appear to have been totally
rejected,

A blanket palicy whether on processing or log export is illogical.
Each area of standing forest has to be considered on its own

particular merits - speciss, location, logistics, etc.

Jant seems to be the only swrviving processor. But all logs
exported from this country are processed somewhere, Isn't there
any chance at all of processing here?

Jant, of course, is a salely wood—chip operation. I have warked
ver a long time with many companies exporting sawn timber,
mostly to Australia. At no time have we got a profitable return on
investment. The value of the kina is one consideration. The
species mix is another. Sure, selling some species is no trouble -
but you've got to sell the log. We can't sell whites to Australia
because we can't compete with radiata pine of which there are
bounteous supplies in the wodd. As well, Malaysia, with few
species, well-known, enjys a marketing edge over us with our
great range of less well-known species.

The 1985 Austas Conference projcted large oversupply of radiata
pine in the mid-90s - from Chile, New Zealand, Narth A merica -
which will compete with mixed tropical hardwood.

There i5 a whale body of analysis available to government for
evaluating the processing option., This is the 1977 palicy review.
That review loocked at all of the factars affecting the viability of
grocessing, which dearly had not been working., Rather than
simply assume that it will work now, why not revisit the 1977
review and see what has changed since then?
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It is Papua New Guinea's chaice; but the choice as Isee it is : a bit
of foreign hardward on an isolated port or log export surpluses
invested in agriculture and other rural development. There may be
processing opportunities depending on the outcome of the current
capacity war between Japan and Indonesia, But these opportunities
must be viewed selectively. A hlanket palicy is inappropdate. It
won't be implemented — what it will do is allocate resource on the
basis of promise not performance,

In five years, if proposed processing palicy is implemented now, we
could be at ancther seminar discussing a return to log exports.

Log expart and sawmilling are a natural combination, Markets
must be the starting point in evaluating the economics of
processing., The processars that we would be competing with
(Japan) are located in the middle of massive, fully-developed
markets, They find uses for more of the log than we can.
Exporting the left-overs is prevented by bulk density and transport
considerations. What we can't use, costs us to dispose of .

Sustained Yield Management

Leasing the forest to an external agents

Question:

Where we have a timber operation now wea are able to build other
mojects arcund it., Would the propasal to lease or deed the forest
to an external agent in return for national budget suppart include
the value of those spin-offs.

Yes, When I said the value of the industry in kina terms I meant
enployment, export earnings and the associated spin-off industry.

Throughout the warld we have found that the only way to protect
forests at the village or community level is to give the forests a
value to the community. Leasing or deeding the forest to an
external agent would take the incentive for business management
away from the village communities. If you do this I think a great
deal of though about environmental considerations will be needed.
Would you like to com ment?

I know that if I tell the landowners that they can no longer sell
their timber I will have a moblem for which I have no ready
salution. But generally the govermment would have to ensure that
its lease revenues are spent in the rural areas on roads, schocls, aid

posts, etc,
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k Fallow-up land use:

We are logging on government land. Far five years we have sought
land for forestry purposes. Although only part of the land is
suitable far agriculture, the Department of Agriculture and
Livestock seems to be most reluctant to release any partion of it
far forestry,

I agree that faollow-on land-se needs a Iot of attention. I believe
that a Land-me Development Committee will be instituted next
year to do this.

Land-use potential is derived from considerations of sail, climate
and topographic characteristics as well as factors such as distance
from roads.

Our evaluations are qualitative and the physical evaluation implies
an economic one. However, we do not have the data to give a
quantitative economic evaluation e.g. the difference between
"high" and "moderate” is "x per cent" change in yield.

Dr. Bargent's comparative analysis of the economics of tree
cropping and timber harvesting is the first T have secen. While
income per man day is a relevant consideration, so is total income
per hectare per annum which is very much higher for agricultural
tree crops than for timber. As well we agriculturalists believe that
we practise sustained yield management.

We have not yet been able to get to the economirs of
reforestation.

Do you consider the environmental value of the land in your
evaluation - catchments, need for reforestation, and genetc
conservation which is lost in reforestation and agriculture?

We do consider catchment control and glanting methods and
densities but we don't go further than that.

Ouwr methodalogy for conserving the environment is based largely
o topographical considerations e.g. slopes exceading 15 degrees
are excluded for agriculture,

We discourage big plantations. After logging contractars have
been through we cut only small areas for gantations,

I would like to make a plea for mare discussions for combined
extension effarts between forestry and agriculture,
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Landowners do not wish someone else to plant on their land
because planting is an expression of ownership, as I understand it.
This means that government cannct get land far refarestation to
give to logging companies who therefore cannot fulfil the
reforestation requirements of the logging permit. But is there a
need for reforestation under selactive logging?

The proposed legislation is too optimistic about reforestation. The
land owner won't appreciate large glantations ar commercial
estates. When government officers approach them to secure TRP
areas, the people's principal and first concern is with monetary
benefits; they are not inclined towards talking about follow-up
land-use plans,

The Secretary for Farests' paper said : "As a minimum wood flows
will need to be fully sustainable on a provincial basis”. The
starting point must be provincial farest development plans leading
to negotiations between provincial and naticnal government for
national balance, Far example, as a result of uncontralled
overcutting in New Ireland, that province's plan needs to be very
different from that far Western Province whose resource has
hardly been touched.

Sustained yigld principles:

Rrunton:

Powerx:

From memory, a paper presented by Sagarai Gadaisu to an LN.A.
seminar (in 1982) said their operations were or would be basad on
sustainable forest management.

Narth Solomons Province has a weall-defined pdlicy, discouraging
land owners from qutting trees after the logging company, and it is
working. National government could learn something from
provincial governments and I think it was quite disrespectful of
national government not to have invalved provincial governments,

Dr. Sargent's method is an excellent way to present information to
village com munities, However, I question her figure (K100 per man
day from 25 year rotational logging on 25 hectares of forest); I
wolld say K25 per man day. Thirty cubic metres of good planks
per hectare from a wokabout sawmill is too high as an average
across the forest.

I agree. with her judgement that we aren%t planning for sustained
forest management, This is the centrepoint of the whale issue.
The only pecple who have a perpetual interest in the ground are the
land owners; unless they are fully integrated into the planning,
sustained forest development simply won't happen.



Jones:

Murray:

Vatasan:

O'Todle:

Vatasan:

-A20-

I wonder whether the large estate required for sustainable forestry
mopesed by Dr. Sargent is compatible with the invalvement of
village people as seen essential by Mr. Power for sustainable
forestry but who could be scared off by large forest estates, I
wonder whether enrichment planting wouldn't be better.

What is required is not a large estate as warked by a logging group,
but a permanent area of land com mitted to long-term sustainahle
management and this can be made up of a number of small areas.
To achieve this we are warking with the land owners, with the
village communities,

Do large Iogging operations chase villagers off the land? What is
the industry's relationship with them ?

The opposite is the case, As we move around our timber area, the
pecple are rght behind us. There is a problem here for us for
sustained forest management. After we have taken a light cut, the
land is cleared by somebody else,

The villagers slash and burn technigque must be taken into account
in evaluating environmental protection.

In West New Britain, the land owners are very happy to see a
Iogging company - it doesn't do much for sustained vield but the
villagers are able to grow cash crops and get them to markets?

A mondlithic structure will require skill in managing the
responsibilities split between national and provincial governments,

I don't see a problem. The hierarchical pyramid system will need
to be well codified, of course. There are many federal countries
with a powerful national forest service. Of course 19 provinces is
a large number in a small country like Papua New Guirttea and this
could complicate matters,

A processar couldn't invest in an operation with only 3,000 hectares
of resource.

The 3,000 cut~out area is the maximum a person can know in detail
and supervise well, The operational unit would comprise a number
of such areas.
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How large an area under sustained yield management is required to
service the invest ment reguired in logging and processing?

We can't answer this question until we know growth rates, and it
will take us a Jong time ~ many years - to find that out.

I think that atter 30 years an area properly maintained and
defended against diversion to other uses would be loggable forest
again, perhaps of a different composition of species, but who knows
what the market will be in 30 years?

I am very interested inh your (Vatasan's) extremely strong
arganisational approach; though I am a hit doubtful about it
working. On regeneration, data from Indonesia and Malaysia
indicate an interval of 50 to 70 years between monocyclic harvests,

It is possible that 30 years is too short; but it is better than
current practice, If we continue without any plan the chances are
that we end up with grasslands, e.g. Markham Valley; 8 per cent of
the total land area is covered by anthropogenic grasslands.

Current harvests around Madang and Vanimeo are thought to be
about 90 years did. I would put the range at 80 to 100 years.

So you divide the forest into 100 units of say 20 blocks (af 3,000
hectares each).

The rule of thumb in Narth Queensland is around 40 years from
pale size, depending on specie and cther variables.

In trying to estimate the minimum economic size for an operation,
knowing the valume of wood is more important than the area of
land.

Assuming a cut of 30 cubic metres per hectare and an annual
production requirement of 120,000 cubic metres, then for a 40 year
cyde, an area of 160,000 hectares wauld be needed,

The proposed legisiation appears to be driven by macroeconomic
growth cb¥ctives. The distinction has been made between non-
renewable minerals and renewable farests. But we have also heard
that forests are renewable only under sustained yield
management. Since we agree that we don't know very well what
that means in a practical sense don't we need a maoratcrium until
we are more sure of what we are doing?

Rrmm e one e e -



Environment:

Nagare :

What additional statfing will be availahle to the Department of
Environment and Conservation to evaluate the mandatory
environmental plans?

How effective is liaison between the Departments of Forests and
Environment?

How long will it take the Department to approve the environmental
plan? It is impartant to minimise this ime because the operataor
can't afford to prepare the plan until after the permit has been
issued, from which time overheads are incurred.

The 1989 budget provides for mare staff. There is at the moment a
lack of cooperation between the two departments e.g. Forests is
the main regulatary agency and sometimes the first we know of a
[oject i8 when the permit is issued. We are warking on the
problem.

We would very much want the permit not to be issued until the
environmental plan is approved and have made that
recom mendation to the Minister.

We heard earlier how land owners following up on logging can
damage the environment, As well, unauthorised company personnel
using company equipment sometimes damage the environment, e.q.
land owners clearing land with a bulldozer, The company should
not be held responsible.
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The Faresity Development Scene in Papua New Guinea
M. Komtagarea

The forest being the central featwre of the environment its development is
constrained by the constitution.

After 3 years of consideration a draft forest palicy was circulated for com ment
in June 1988.

The care features of development policy are —

. 30 per cent processing within 5 years
central marketing autharity,

The drafting instructions fallowed somewhat independently in September 1988.
Principal provisions are -

No mare private dealings and timber rights purchase agreements,
Reforestation will be a must and youth groups will be invalved,
Establishment of a Forest Industry Office (incorporating the FIC).

Export levy will be increased to 15 per cent of f,0.b,

Penalties for hreaches to be increased.

Mare lpcal processing.

Timber royalty deter mination — gross 10 per cent f.0.b. less deductions.
Timber royalty distribution ~ 100 per cent to land owner; provincial
government gets K1 per cuhic metre fallow-up land use fund.

The new levies represent a shift from the current negotiated land owners
premium,

Papua New Guinea's ¢perahls forest resource comprises an estimated 500 million
cubic metres on 15 million hectares; 3.7 million hectares have been aoquired
from land owners and 2.2 million hectares allocated; the remaining 1.5 million
hectares have been assessed far valume at 22 million cubic metres,

Expart perfarmance characterised by —

increasing log exparts
. decreasing sawn exports
. virtual loss of higher-value (e.g. glywood) exports,

Japan takes 61 per cent of cur logs and South Karea 31 per cent, Taiwan and
India the remainder.

In Japan B0 per cent of Papua New Guinea logs go to core and low grade
plywood, 10 per cent packaging and 8 per cent into high-quality end uses e.g.
furniture and face veneer,

In South-East Asia only Papua New Guinea (B per cent), Sabah and Sarawak
(approximately equal shares) export logs,
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Australia and New Zealand take our sawn expoerts in about egual shares,

Our high-value export opportunity lies in Europe, Japan and North America,
currently totally unexploited.

Domestic demand (250,000 cubic metres in 1987) for mocessed Hmber is
expected to grow strongly.

The 1989-93 national forest development programme projects export values
increasing in real terms from K118 million in 1988 to K405 million; new projects
expected are 1988 (23), 1980 (33), 1980 (20), 1991 (18),

The system of allocating resource comprises 10 well-defined and known steps and
all 1988 aliocations have fallowed them.

Sustained yield management explained in subsequent papex.

Potential : large high-quality resource, rapidly decreasing supply in the region,
stable economy, proven government, commitment to sustained yield and
mofessional management, strong domestic demand.

Constraints : multiplicity of species not well-known, poor operational standards
and etficiency, lack of centralised marketing.

Forest Legislation and Land Tenure
A. P. Power

Compulsory acquisition of Himber rights should be resisted by land owners.
Proposed new legislation is a recipe for carruption.,

All projects are in provinces on private land; to be successful the expectations
of all stakeholders must be dearly stated, understood and accepted by each
other as must a single clear project planning and decision-making pathway.

National and provincial governments should enter into a memorandum of
understanding identifying authorised action officers in order to neutralise
attempts to bypass or shart-circuit the system and to maintain a consistent and
unified stand.

Detailed definitions of expectations, specification of pathway and proforma
memcrandum of understanding given in the paper,
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Com mentary on Forestry Legislation
Peter Donigi

There is no legal entity "land owner company®; the term must be defined in the
leqgislation,
The proposed legislation is restrictive and therefore unconstitutional; to be

facilitative rather than restrictive it must provide for agreements between land
owners and investars to be entered into subject to approval of the Minister,

Transfer of shares in land owner companies and sharehalder trust deeds should
require approval of Minister - penalty, cancellation of timber per mit.,

A resident on land may have usury rights but is not necessarily a land owner and
theretore cannat be part of the required 75 per cent approving the land owner
company,

Does "negotiated payment" in respect of glantations include payment other than
royaity?

It is not made clear that royalties will be paid directly to the land owners,
Only one department should be invalved in issuing export Heences.

Could the state seize timber harvested from customary land not subct to a
forest management agreement; who gets the royalty part of the value of seized
logs?

The constitution does not permit the prohibition of cutting, etc. on customary
land.

Definitions of timber, farest produce and trees need clarifying,

Reviewing the Parestry Laws in the Context of Nabonal-Provincial Relations
A. J. Regan

Proposed legislation is flawed in that it seeks to exclude provincial government
from any significant rdle in forestry, which is inconsistent with provineial
governments' responsibility generally for planning and executing development,

Provincial government is not as expensive to operate as is generally thought; it
wauld be paolitically impossible to abolish; it provides significant henefits to
nation-building; it is here to stay, evalving "differentially”, the basis of national
government's management of it.

Forvestry is a concurrent legislative subiect which means legislation is shared
between provincial and national government, the lather being restricted to
matters of "national interest" to the extent that they are of national interest;
Premiers Council has made this point to national govarmment on previous
OCcCasions.

Too much is left to the discretion of the minister, inviting suspicions of
carruption and national-provincial conflict.
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Royalty provisions are inconsistent with such provisions in other sectors and
mean less revenue to provincial government; the ISlands Region proposal should
be considered.

The proposals to retwn forestry staff from provinaal to national contral is
shortsighted and does not take into account all of the reasons far the current
pocr performance.,

Altermative approaches in outline -

. The poesihle role of provincial government forestry legislation must be
considered, particularly the possibility of a differential approach whereby
better managed provincial governments are permitted to deal with matters
of provincial interest in their own laws.

. There should be a much greater rale for provincial governments in the
process of negotiating and permitting forestry projects.

. Clear procedures for the project preparation path for all categories of forest
projects should be carefully adhered to, Such an approach provides certainty
and protection for land owners, all levels of government and for the
industry. Models far such project paths might be found in the mineral
sectar.,

To aveid repetition of present confusions, there should be clear provision as
to the respective responaibilities of national and provingial governments in
all phases of forestry management.

. Clear manuals of procedures should be drawn up for forestry staff covering
all aspects of their roles,

. Rather than resuming contral of provincial forests staff, the national
Department of Forests should follow the pattern promoted by the
Programme Management Unit and enshrined in the Resource Management
System whereby the department provides back-up and technical support to
forestry field staff under provincial contral.

. Any new forests legislation must in part be based upon the existing national
government palicy that the degree of independence and the extent of the
powers of individual provingial governments in relation to any sectar of
government activity should be differentiated depending on the capacities of
those governments.

In general, there must be a much greater degree of cooperation between the
national government and provincial governments in relation to forestry matters
everall and concerning the proposed new legislation in particular. The lack of
conailtation concerning the proposed act and concerning proposals to resume
contral of provincial forestry staff suggests a waorrying trend. Again,
developments 1n the mineral sector may provide a usefill model, Recent national
govern ment initiatives to estahblish a development forum to enable the two levels
of government and the industry to consult on mining projects, in place ar
danned, have been well received by both industry and provincial governments
with mining projects in place or planned. It is an approach far mare in line with
the general improving trend in national-provincial relations than the approach
which appears to underlie the drafting instructions considered in this paper.
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Financier's Perspective
David Hutchinson

How practical is the target 20 per cent of advances outstanding at 31.12.1990 to
be in agriculture and forestry and fishing?

Banks are at risk because -

equipment life is shart and maintenance costs high;
prices are essentially "arm's length" with no scope for forward selling.

Profits of loggers disappeared in 1985; the period 1986-88 has been good, but
may not last; rattan has not got off the ground.

Kina finance harder than ever to find for these reasons -

.

N

cancellation of export licences, ssizure of logs these actions being
prompted by complaints by third parties and often without due investigation;
permits awarded through palitical influence and subsequent diversion of
funds offshare;

production—driven rather than market—driven investment in processing,
leading to dumping, a threat to the viability of the whale sectar:

land owner disputes lsading to damage to assets and viadlence to
management;

arbitrary treat ment by the Department of Farests.

The drafting instructions viewed by a banker -

taxing on logs felled rather than cash availability is WOorrying;
how relevant is the invalvement of youth groups to refarestation?

the commonsense approach to transfer pricing is lacking, i.e. overseas price

monitoring, contral of species being exported and "auctioning” of the logging
and marketing rights;

are penalties deterrants or dangercusly large sums of money which can be
unilaterally demanded?

the legal drafting of performance guarantees by banks as envisaged may
prove too difficult;

processing must be strongly customer—driven; unfeasihle specialist plant in a
remote location is no good to a bank; pressuring loggers into processing in
their first year will deter banks;

what will be the effect in terms of delays to a project of optional
environmental submissions; this aspect needs clarifying;

will transferring responsibility for issuing export licences from Trade and
Industry to Forests make the current paperwaork problem better ar worse?

the operator should make royalty payments direct to land owners with advice
to government;

banks as trustees would dispose of seized logs better than the Department of
Farests.
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The "Proposed Farest Legislation® and Government-Industry Relations
C. R. Higham

Farest Industries Association (FTA) is concerned that in respect of the proposed
new legislation -

. government does not have the capacity to enforce it;
. some of it is ambiguows and hence will be inconsistently applied;
some of it is unreasonable.

Legitimate investors view this circumstance as a probiem whereas lesser-quality
investars will see it as an opportunity to enter the industry on the basis of
promises rather than performance. Therefore the FIA proposes -

.  Impose a moratorium (or at least a substantial slow-down) on the release of
entirely new development areas (e.g. those not required to suppart
established processing operations).

.  Farm a working group (qiven a feasible but reasonably shart Hime to report)
made up of seven members : two representatives each from national
government, provincial government, and the FIA; and (say) an independent
chairman from such a body as IASER). It would be recognised by con mittee
members that the objctive of the warking group would be to formulate
forest policy in the broad national interest.

. This working group would identify in what respects past forest palicies have
failed, and in what respects they have succeeded in contributing to broad
national goals (revenue generation, national ownership, resource
replacement, etc.). (Using the interim report and the final report ot the
"Commission of Inquiry” and all relevant. data available within government
and industry.)

. The warking group would also identify in what respects existing forest
legislation has failed. What does existing legislation not allow to be done
that should be done, and what does existing legislation allow to be done that
should not be done?

. The warking group would invite submissions, information, and proposals from
all sections connected with ar affected by the rorestry industry (including
ideas presented to this LN.A. seminar),

The working group would prepare draft forest palicy proposals far
presentation to the Minister for Forests.

. Normal government procedures would then be used to have these draft
palicies and associated legislation approved and enacted at the same time.

This process might seem a little too involved. But it is an appropriate time for a
supbstantial review of forest policies and legislation, If this is not done in consultation
with industry and provincial governments then little will have been learnt about the
failures and successes of forest palicies in the years since independence.

And any legislation so derived, which should provide a framewoark for forest utilisation
for many years to come, will have its origins in conflict, centralism and instability
which is out of keeping with the spirit of cooperation that is necessary if legislation is
to be effectively implemented. Ineffective implementation of legislation is the main
problem at present. The best parts of the "proposed legislation” will be opposed along
with the worst,

b g A R g St e T T
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Fareign Invest ment in Papua New Guinea
Clris Krans

Why hasn't government through its sharehaldings and board representations in the
industry been able to ao anything about transfer pricing in their invest ments?

The state purchase option exercisea dischminately could counter transfer
pricing; but exercised simply because it exists seems likely to hid prices
downwards,

If investment is sought, more regard must be had for profitability than is
displayed in the drafting instructions ana the Minister's opening remarks; under
the proposed new legislation, shares in Vanimo Farest Products would be an
unattractive investment for land owners; the lpad of government charges, taxes
and levies should be rethought.

Department of Farests is carrently overburdened and many companies operate in
a "response vacuum"; proposed new legislation will make the situation worse.

The proposed new legidlation is mostly about palicing and contrdlling — conjint
development far mutual development would be a better basis,

Penalties are draconian and set the scene for the unscrupulous to bribe
controlling officers into looking the other way.

The land owners, the state and the company all lose by banning exports of Kwila
Iog and enfarcing processing because logs are relatively more valuable than sawn
tdmber to the buyer,

A Statement in Defence of the Farest (Logging) Indestry
P. C. Crequer

Dismayed by charges levied industry-wide viz that all log exporters are vandals,
tax-evaders, transfer-pricing specialists, resistant to processing and oblivious to
needs of land owners,

Government over-values its timber resource; it is economic but no bonanza; it
is difficult : multiplicity of species, low merchantable density, difficult
topography and dlimate, no infrastructure,

Expart loggers remave only 5-10 per cent of the biomass; two years of benign
neglect would remove the visual effect to the uninitiated. Agriculturalists, not
loggers, permanently alter the environment.,

Log exporters pay very high and onerous taxes - what cther industry pays 27.5

per cent of gross receipts, rising to 44 per cent under the proposed new
legislation (based on US$80 f.o.b.).

The proposed new legislation will mean a drop in land owners' returns of 28.5 per
cent- nct the fareign contractor's.
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Japan is the best market, taking “run of bush" for domestic consumption; Korea
and Taiwan provide buying competition provided the United States and the
European Community resale markets are strong; India and Singapare are
species-selective; Papua New Guinea price realisations equate weill with the
MLH grade from Sarawak.

Allegations of transfer pricing cannct be sustained industry wide and a further 5
per cent export tax on honest operators is unfair,

Sawmilling cannct give the returns to government and land owners that log

exparting does; it may be a useful complement to log exporting; but paying the
full oppartunity cost for its log feed, it is distinctly unprofitable.

Selling sawn timber to Australia for $A370 per cubic metre c.i.f. (as menticned
by the Minister in his opening remarks) would just break even using logs at actual
coet ~ no royalties and taxes would be generated.

Government-Industry Relationship
Aaron Nawascn

a list of industry ills from government view and list of constraints from industry
viewpaint (see page B6L).

Draft forestry legislation relies on increased export taxes to counteract transfer
pricing and tough penalties to deter cther farms of malpractices.

Department of Forests headguarter's requests are always given second miority
by provincial forest officers.

Land owners must be identified properly by government, invalved in project
negotiation, invalved in exploitation and follow-up land use, e.g. reforestation,
and paid their xoyalty prompily to aveid disruption to operations.

Farest Industries Association (FIA) cannct be the official mouthpiece of the
industry as proposed in the draft legislation; a neutral forum comprsing, FIa,
land owners and government is required.

Insufficient funding and investment by majr export markets makes Farest
Industries Council's (FIC) job of promcting and diversifying markets for Papua
New Guinea timbers difficult.

Export duties should be payahble on outward not inward customs cdlearance
because only then are exact details of shipment and the exchange rate known.

Department of Farests could improve relationships with the industry by promptly

.  making its recom mendations on export licences to the Department. of Trade
and Industry.

. making royalty payments to land owners.

The functions of the FIC and of the Marketing Section of the Department of
Forests are separate although the two should wark closely together; therefore
the two arganisations should not be combined and absorbed within a farest
industry office as proposed in the draft legislation; instead FIC should be given
mote funding for more manpower,




Sustainahle Yield
A comment from UNDP/FAO Project Team

Logging investigations have shown that —
artical damage at the pole stage is being caused;

. mare land area is being used than necessary for roads, log landings and skid
trails.

Logging compames can be established mare readily than can  well-rained
faresters and loggers.

Sustained yvield management is discouraged by —
. <¢urrent licensing practice;
sporadic payments of royalties to land owners,

Combined variability in the estimates of potentially operable area {a factor of
two} ana of increment (from 0,25 to 2.0 cubic metres per hectare per annum)
saggests caution in accelerating harvesting rates,

Sustainable Development ~ Some International and Local Parspectives
Dr, Cardline Sargent.

As in many other countriss, there is no sustainable management in Papua New
Guinea.

The moncyclic (clear-felling) system, though successful in lowland Malaysia, is
far less successful in mixed and hilly forest (as in Papua New Guinea); it
requires a minimum of 50-70 years between harvests.

Palycyclic (minimum intervention or selective logging) systems are more
flexible,

Conditions essential for sustained forest management —

. a permanent forest estate within the natural farest with a guaranteed long-
term future as part of an overall land-use plan;

. secure conditions for forest managers, govermment, private or community;

. standards for annual allowable cut and harvesting methods;

. adequate contral to assure future crops;

. economic/financial palicies which do not require mare than the forest can
yie.];i sustainably;

. environmental palicies;

. enough information for effective operation of all of the above,

The first two of these conditions are in the hands of land owners.

Rotational forest harvesting provides superior returns per man hour than
agricultural tree crops.
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Land Usage — A Question of Qwnexship and Economic Decision Making
ar Guesswark?
David F. Freyne and Balthazar M. Wayi

Available infarmation on land ownership and economic potential is not being
used.,

Follow-on land use plans and funding should be in glace before logging permits
are issued.

Agriculturalists tend to see clearing the forest as a cost rather than a revenue.
Timber royalties can be used as equity in follow-up projects.
The Land Use Development Committee in the Department of Lands' Land

Mobilisation Project, provided it is allowed to operate on an economic rather
than a pdlitical rationale, should improve overall land use in the future.

Some Technical Farestry Problems Related to legislation
G. 5. Vatasan

Papua New Guinea's forests need to be spatially organised into blocks, units and
conservancies; the block (3,000 hectares) being well-defined both spatially and
administratively concentrating the efforts of monitoring, reforestation or
follow—up operations on a concrete, humarly-sized unit,

Resource inventary should be based on the block; the current system based on
areas ten times the size of the block reinforces the feeling that the forest is
infinite and there is no need to care for it.

Block boundaries can be defined at the same time as the base line and strip lines,
a useful step towards registering customary land.

This spatial crganisation is one of two essential requirements for sustainable
vield; the other is known rotation period or growth rates; neither requirement
exists in Papua New Guinea.

Clear—felling associated with glantations would provide higher growth rates than
selective logging.

While the right of ownership may be guaranteed by law, the use of the forest can
still be made subject to management plans prepared by the autharity; sometimes
people must be defended against themselves; a stage has been reached where
the extent and limit of ownership must be defined - forest legislation must
address the land issue since forests cover B0 per cent of the country.

The forest service should be arganised as an hierarchical ar pyramidal monalith,

High chance of detection is a much better deterrent than high penalties; poorly
paliced enforcement combined with high penalties might lead to the
disillusionment of honest operators, the prdliferation of unscrupulous ones and
wide-gpread corruption.
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. Allocation of harvesting contracts should be based on pure monetary oidding
rather than the current "development proposal" approach.

. The durations of some present operations are wmuch too short to be considered
rational rorestry.

. A sumple clearly codified relationship between the Department or Forests, land
owners and developers is needed.

Sustainahble Yisld in Porestry in Papua New Guinea
M. Komtagarea

. Sustainable yisld probably cannct be detined at present in precise terms; but we
can make a start, and it will be made at the individual operational resource unit.

. The timber rights purchase and Ymber permit systems indude all of the
procedural requirements to allow us to gractise sustained yvield management; but
calculation aof the harvesting rate is not based on sustained yield principles.

. On the ather hand, the private dealings system does not allow the department to
practise sustained yield; though it can get projects gaing much quicker it should
be limited to remote areas,

It operators were concerned about sustained yield management. they would
employ more foresters; inspector's main concerns are environmental matters
f and royaity assessment; operators tend to control the inspection officers rather
: than improving voluntarily the monitoring of aperations the mselves,

Common operational faults : relying on depart mental inventory for production
scheduling; roading with farmal surveys; Ingging without cutting boundaries;
non—directional felling; excessive roading and snig tracks.

. Govarnment could delegate monitoring to the operator ar hire consultants.

Fares: Resource Development in Papua New Guinea:An Environmental Consideration
T. Nagare

. The Department of Environment and Conservation's responsibilities lie in the
fourth naticnal goal of the constitution : Papua New Guinea's natural resources
and environment be conserved and used for the benefit of all and be replenished
for the benefit of future generations,

. The "palluter pays” princigle will guide the depart ment.

Environmental planning, in which social planning is particularly important, must
go hand in hand with economic and engineering planning; it will not be effective
if it faliows feasihility studies; requirements must be met poar to initial
aperations.

. Drafting instructions under mine the Environmental Planning Act; environmental
planning cannct be an opticnal requirement,

. What happens to reforested areas after the 25 years provided faor in the proposed
legislation?
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Macroeconomic Considerations
Eadiari Tarata

problems in Farestry are micro not macro-related; the core ot the problem is
poor management - capacity and inteqrity in industry and supervision in
govearnment.,

Government cbctives include sconomic growth as well as social development;
forestry, a renewable resource (under sustained yield management) is important
in this regard; 7 per cent annual growth is expected over the period to 1995.

Contribution to GDP is low; intermediate consumption aceounts for 80 per cent
of output, the bulk being imparts; as well, high gearing reduces contribution to
GDP.

Processing must ooccur at prevajling wage rates and be internationally
competitive at prevailing exchange rates.

Tnvest ment has been disappointing and employment has declined 18 per cent
since 1978.

Government policies are pro-foreign investment but govesminent is concerned
with quality; procedures for selecting foreign investors will be improved.

Back carparate tax assessment have been issued in 1988 to the value of K25
million; pocr Eorest inspection and accounting and auditing contribute to low tax
yield.

Export taxes and royalties based on turnover, though inefficient, are simple to
collect; in 1987 they generated some K15 million, or 14 per cent of f.0.b, value
of exports; government will continue to rely on them until industry self-
requiation and government. sipervision improve.

"[f the Barnett Inquiry merely sorts out the unwanted elements and in so daing
pits a complete brake on future investment and development then it will have
Failed. The need for us to divarsify our economy away from excess reliance on
the minerals sectar is a very real one and we must get on in the medium term
with appropriate and sustainable development of our forestry sector
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Valve-adding : A case study - Log Expats versus Processing
Peter J, Eddowes

Invest ment will stagnate if all future operations are based sclaly on processing,

Sawnilling is higher-risk than log export.

Banning export of higher~value species makes no economic sense (costed
examples given),

What provision has government made for qualified graders to handle the increase
in sawn production?

What will the domestic market take?

To attack the sawn export market seriously we need standard nomenclature and
grading rulss.

Providing Iog expart quotas as an incentive to increase sawn production will lead
to dumping on both expart and domestic markets, to the detriment of smaller
sawmill-only roducers,

Log Export Restrictions and Farest Inustries Development in Southeast Agia
(1975-1986) : The Case of the Philippines
R. N, Byrun & M. A, Quintos

Too early to draw firm condlusions.

West Malaysia over 20 years has steadily moved towards higher-valued processed
exports,

Indonesia's ol revenue has subsidised the creation of an enormous pywood
industry requiring higher rather than lower logging rates,

Logging rates in the Philippines are declining and the industrial incentives appear
not to have been effective,

Barawak, Papua New Guinea and Sdlomon Islands benefitted in the shart term
through higher log expart prices by not following SEALPA's industrialisation
strateqgy.
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Prepared Papex Tahled at the Seminar

Hon. Karl Stack, M.P.,
Minister for Farests

The farests of our country are arguably the most widespread and the most valuable
kngterm natural asset that the country possesses. They have the unique rale of
providing for the basic needs of the people, protection of the country's sails, water,
fauna and ecosystems and yet under carrect and sound forest management practices
they can provide for a viahle forest industry in perpetuity.

To balance all these uses requires a well-defined and comprehensive forest policy
backed up by strong and definitive legislation and interpreted by an appropriate
national forest development plan, This will be the major thrust of my ministry during
oy term as miruster,

In preparing both palicy and legisiation to ensure the maximum benefit for cur nation
there are a number of factors that must be recognised. I will summarise these briefly
and deal with a number in greater detail later, They are -

. The population of Papua New Guinea is estimated to be about 3,5 million people
increasing at a rate of around 2.5 per cent per year. The increase is high by
world standards.

. The population is srill mainly rural-based with a heavy dependence on the forests
for basic needs.

. Ninety-seven per cent of the land is held under customary land ownership and
this ownership is enshrined in the constitution. Standard western techniques of
cbtaining contractual agreements to develop land over a long-term period for
forestry are inadequate,

. Papua New Guinea standards of living end per capita incomes are increasing
dramatically due to the nation's abundant wealth and this can only lead to a
mirrored increase in demand for wood products,

. Expart demand for Papua New Guinea logs is growing rapidly as supplies from
South Sea and Scuth-East Asian log exporters dwindle, It is important that we
react to the pressure this will bring in a positive manner.

. Despite past efforts the valume of processing has decreased significantly. There
is an urgent need to reverse this trend to allow the nation to share in the
benefits of value-adding.

. There is a major institutional problem in the lack of manpower and finance to
carry out effective monitoring and contral of industry activity,

The forest sector, by way of export-arientated processing, has the potential to make a
significant contribution to the overall development of Papua New Guinea, to generate
mare export revenue, to provide for new employment oppartunities, and to provide far
greater rural infrastructure development by way of roads, bridges, schodls, and
associated small-scale business oppartunities,
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However, of concermn to me is the significant reduction of export processing levels
over the last decade as illustrated below -

Table 1
Processed export valumes
Year Valume (m3)

1982 27,000
1983 26,000
1984 23,000
1985 16,000
1986 7,200
1987 4,000

Processing for expart is now virtually at a standstill and the problem needs to be
serioudly addressed. )

Despite the above, the forest industry, dlbeit a log export-crientated industry,
contributes significantly to the nation's expart income. In 1987 we exported some 1.5
million cubic metres representing a value of K113 million or 10 per cent of the
country's export returns. This year, 1988, that value is expected to increase to K118
million whilst other com modity prices are falling. Forestry shall retain its third spot
as a majar export earner behind the mining and coffee industries,

The potential for forestry industry and associated investment in our country can be
suimmed up as follows —

. A large resource of high-quality hardwoods the potential of which has never been
fully explored by international marketeers.

A rapidly decreasing supply of tropical hardwoods in the competing countries of
South-Fast Asia, the South Pacific, and Australasia,.

. A strong desire by government to develop its forest resources on sustained yield
principles with supply in perpetiuity to potential investars,

. The build=up of a healthy and professional body of national foresters and the
movement of these pecple through into the middle management roles of
government. and industry.

A rapidly developing society requiring an increasing quantity and range of forest
products,

. B hroad forest palicy that recognises the needs of the modern warld yet is
sympathetic to the needs of the environment and the visions and aspirations of
its unigque culture,

The current constraints for forestry investment in Papua New Guinea are —

. an uncertainty about the level of the resource base;

. an uncertainty about continuity of a wood supply to support the high investment
levels required by processing plants;

. the general lack aof support by government of my department's manpower and
expenditure levels resulting in inadeguate monitoring and contral of industry.
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I wish to state at this farum that as minister responsible for oraerly and rational
forestry development I will not accept, or condone, abuse of our forest resources and
of our rural people by oppartumsts and illegal cperators who only wish to rurther their
own selfish interests and are unwilling to contribute to the nation's development.

1do wish, however, to assure you all that as readily as I will take action against errant
companies I will uphald the rights and privileges of timber companies operating within
the authorities granted by national and provincial governments and, within our
pricrities, encourage companie=s to contribute on a mutual benefit basis to the real
development of our timber industry.

Fa the above reasons I have recently had drawn up and circulated "Drarting
Instructions far the Review of the Forest Legislation and Regulations”,

The Secretary of Farests will deal with this legislation in greater detail but very
broadly it is designed to strengthen forestry development in this country and to
encompass a change in develppment emphasis and direction.

My department now has a five-year forest development programme in which a
specified number of projects are to be completed sach year and for which we reguire
investment, e.g. in 1989 we expect to complete 23 projects, 1990 (20), 1991 (18).
Valumes to be harvested assuming the full national forest development plan are shown
in the paper presented by the Secretary.

As well as considering the environment of Papua New Guinea as of prime impartance
| in the process of developing our forest resources I am also mindful of Papua New
i Guinea's environmental responsibility on the warld stage. There is ne doubt that the
! tropical forests and woodlands are essential to the economic and social well-being of
rural pecple in developing tropical countries yet they are being degraded and
destroyed at an increasing and alarming rate,

The various models on how nsing sea levels will affect populations show that, in our
own region of South-Bast Asia and the South Pacific with its many islands and low-
lying atalls, there is the potential for catastrophic change.

Cur nation has a large, highly-significant tract of unmodified tropical forest and as
such we have an international responsihility to ensure that these forests remain in
perpetuity and to demonstrate to others the techniques and systems of managemert
that ensure this,

Owr farest policy and draft legislation recognises the global importance of Papua New
Guinea's forests and is putting into place forms of management which will conserve
the resource in perpetuity for the benefit of all.

In summing up I believe that the government is in a peosition to adopt and pursue
dynamic, long-term forestry palicy in the interest of the pecple of today for
generations to come. However, it will require strong and sustained support and
commitment from all sectars. No-one pretends that this com mitment and sapport will
be easy but while the cost and effart will be high, the cost of inaction alone will be
infinitely greater in the long term,




The Farestry Development Scene in Papua New Guinea

M. Komtagarea
Secretary for Forests

Preamble

I thank you for the opportunity to present a paper at this seminar and to tell you
something of the way my Department sees its role in providing for farestry and
forestry development in Papua New Guinea,

The arganisers of the seminar have asked me to report on four specific areas of forest
development., This T will do in detail but T would also like to take the opportunity to
present a much hroader picture of the forestry scene as I and my Department see it,
firstly to bring some perspective to subsequent discussions and secondly to give some
background as to why procedural changes are nevessary. The Erst part of my paper
will deal with this broader look.

Trtroduction

Papua New Guinea consists of the eastern part of the large tropical island of New
Guinea and a spread of smaller islands to the north and northeast. The total land area
of 46 million hectares is largely covered with forest but because of the mountainous
topography only a relatively small propartion of the forest cover is merchantable.

The population is estimated to be about 3.5 million people increasing at a rate of
around 2,5 per cent per annum which is high by warld standards. Port Moresby and the
National Capital District had a propulation of 170,000 in 1987 with a high rate of
urban drift as did the other majyr towns and cities of the nineteen self-governing
[ovinces.

Papua New Guinea standards of living and per capita incomes are increasing
dramatically due to the nations abundant natural wealth, particuarly in the mineral
and agriculture industries, and this can only lead to a mirrored increase in per capita
demand for wood products.

Responsihility for imple menting government policy, research and training in forestry
is wvested with the national Department of Forests. Provincial forest officers,
responsible to their respective provincial governments, carry the mandate for the day
to day activities in each province, There is a major institutional prablem in the lack
of manpower and finance to carry out moenitaring and control of industry activity,

Over the last thirty years Papua New Guinea has developed a substantial export trade,
primarily of logs, to Japan and other South-East Asian markets. Log exports from
private companies in 1987 exceeded 1.5 million cubic metres, plus some sawnwood and
woodchips, with a combined export value of K113 million. The domestic demand is
around 250,000 cubic metres of mainly rough sawn timber and some plywodd.
Development of logging has brought employment and infrastructure to many rural
areas.




Ninety-seven per cent of the land is held under customary land ownership and this
ownership is enshrined in the constitution. Standard western technigues of obtaining
contractual agreements to develop land over a long time for forestry purposes are
inadequate, Far this reason the forest cutover to date is largely unmanaged and few
areas of forest plantation have been established.

Under the right conditions there is considerable potential far sustained yield
management of high-quality hardwoods to supply a viable, expart—orented, processing
industry. Similarly there is considerable potential to develop plantations to supply
utility dmber to specified industries, both domestic and export.

Papua New Guinea's forest pclicy was last revised in 1979 and the White Paper issued
then focused, by default, on: the forest industry and related matters. It was recognised
in the middle 1980s that the White Paper was inadequate and there was a need to
aldress total forest management and to relate it to industrial development, Mare
recently the Commission of Inquiry has highlighted many of these inadequacies.

Falowing some three years of consideration, a draft forest palicy was circulated for
comment in June 1988. This was followed somewhat independently by the Drafting
Instructions Far The Review of Farest Legislation in September 1988,

The Constitution of the Independent State of Papua New Guinea is the vehicle that
guides the aspirations and vision of the peogle of Papua New Guinea,

The draft forest palicy interprets the needs of the constitution with dojectives that
respect customary practices and beliefs and which are appropriate to national
aspirations.

The principles of forestry that are recognised in meeting the aims of the constitution
are -

. Farest development is constrained by the need for protection of soils, water,
fauna and ecosystems and by the need to suppily the basic needs of the people for
fuel, food, water and shelter.

. Farest development will be guided by sustained yield management principles,
Resource replacement and regeneration of high-value indigencus species will be
supple mented by forest plantations in specified demand or industrial areas.

. Farest develcpment will promote the invalvement and participation of land
owners and cther Papua New Guinean citizens in the development of the forest
resources.

The principles of forest industry development are —

Onshare processing to be at a level of 30 per cent by input valuime within a five
year pericd. This will be achieved by a majpr effort in seeking out new markets
and by raising the standards of product presentation and processing efficiency to
cater for an ever-increasing sophistication in the international product market,

. The setting up of central market authority to search out quality and presentation
needs and to contral and monitor the quality standards established.




_Bs..

Drafting instructions for new forest legislation are now being circulated for comment
and discussion and highlighted below are some of the major new initiatives and ideas n
the drafting instructions and the reasons for their introduction.

No mare Private Dealings (LFA) and Timber Rights Purchase (TRP) Agreements

The above two systems of acquiring timber resource have been removed in the
proposed legislation.

The new system combines the best aspects of both under a Farest Management
Agreement, This agreement authorises the state to manage the land owners forest
resource under specitied constraints.

The system will be faster than the present TRP system yet will give land owners a
degree of protection which is missing under private dealings legislation.

Reforestation will be a must and youth groups will be involved

Certain areas in Farest Management Agreements will be dedicated far refarestation
purposes with levies on developers to fund planting.

Organised and registered youth groups in or around the reforestation areas will be
contracted to undertake planting of specified areas.

Estabishment of a Farest Industry Office

To closely monitor marketing practices a Farest Industry Orfice within the
Department of Forests is being established, combining the Forest Industries Council
(FIC) and the monitoring and marketing functions of the Department of Farests.

A levy will be chargd to forest developers to run the office. With funds becoming

available more effective monitoring of logging operations and marketing practices is

Export levy will be increased to 15 per cent of f.0.b.

With all the provisions in the proposed legiglation to minimise transfer pricing some
investars will still find ways o loophaoles to d&o it. The increase in export levy is to
recover some of the lost revenues due to transfer pricing.

Penalties for breaches to be increased

Penalties for breach of regulations are being drastically increased in an attempt to
deter companies from breaching the laws and statutes of Papua New Guinea,

More local processing

only project moposals with suitable processing will be considered in future
development areas and processing will start early in the project life.
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Timber royalty determination

Timber royalties will be based on 10 per cent of f.o.b. or market value rates less
deductions according to cost of production.

Timber royalty distribution

One hundred per cent of the royalty payment will be made to land owners. To replace
its current 25 per cent of royalty the provincial government will get a "follow up land
use fund"”.

In addition to the above a series of new levies are proposed. These levies represent a
shift from a previously negotiated "land owners premium® to statutary charges and as
such will have little effect on mrofit levels despite some misgivings from current
industry.

As stated previously forest industry initiatives will require onshare processing to be at
alevel of 30 per cent by valume input within a five year pericd., Accompanying this
will be a percentage reduction in Iog expart levels. New mrojects negotiated after
1993 will be processing only and increasing levels of processing will be required on all
new projects between now and 1993,

Exparts and the expart market

By South-East Asian standards and certainly by Scuth Pacific standards, Papua New
Guinea has a large closed forest area suitable far forest development,

Of Papua New Guinea's 46 million hectares some 15 million hectares, carrying an
estimated wvalume of 500 million cubic metres, are considered suitable for
development.,

The demand for resources is expected to grow rapidly as supplies from other South-
East Asian and South Pacific countries dwindle and this feature will give Papua New
Guinea considerable bargaining power in the future,

The exports of farest products for the years 1982 to 1987 are listed in Table 1. In
relation to processing three significant points emerge as fallows —

. The extremely low level of sawn timber exparts for a country with a total log
harvest of two million cubic metres;

. The significant decline of sawn timber exparts from a 1982 level of 21,000 cubic
metres to a 1987 level of 4,000 cubic metres. This from a peak of 63,000 cubic
metres in 1979,

. The non-existence of any high-level processed wood products, Yet in 1974 some
16,000 cubic metres of plywood were exparted.
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Tahle 1
Papua New Guinea exports of forest products
{000s cubic metres) and (millions kina)

1982 1983 1984 1985 1986 1987
Logs 1063 1019 1283 1158 1314 1442
Sawn timber 21 20 18 15 7 4
Plywood 6 6 5 i3 2 .02
Woodchips 148 100 103 B2 6l 66
Tokal 1238 1145 1409 1256 1382 1512
Value 53 56 82 67 T 113

Note: weodchips in BDUS

Log exparts by value and by valume have rsen steadily since 1980 in marked contrast
to the rapid decrease of sawn timoer and plywood valumes, the latter despite
considerable invest ment in sawmilling in the mid-1970s,

Omtxxe;ru:esingfurﬂeamtmarkd:ismkamanyatas;mmﬂlandﬂﬁsisa
majx concern to gwernment.

Over the last decade the timber industry has been geared to generate revenue and
infrastructure for the development of rural areas in Papua New Guinea. This has
meant the development of export markets to take up the supply in excess of domestic
consumption needs. Unfortunately in latter years the export market has become a kog
expart market only.

Of this log export market Japan is currently the largest imparter of Papua New
Guinean logs with 61 per cent of the market. South Karea takes some 32 per cent and
other buyers are Taiwan and India.

An analysis of the end uses of our logs reveal some startling facts, Of the total logs
exported in 1987 some 80 per cent ended up as care and low—grade plywood. Some 10
per cent because packaging materials and only 8 per cent went into high-quality end
uses such as furniture and quality face veneer.

This is the current fate of the high—quality hardwood logs of Papua New Guinea.

Progressive falls over the past decade in the vdlumes of logs exported by the
Philippines and Indonesia are a result of deliberate pdlicies by those governments to
increase domestic processing. Currently only Sarawak and Sabah in the South—East
Asian orbit, along with Papua New Guinea, allow log exports. Of the log exports from
these three countries Papua New Guinea exports the least with about 8 per cent of the
trade. Sabah and Sarawak expart about equal amounts of the remainder. As such the
Papua New Guinean trade is dictated by, and largely at the mercy of, the cther two
sappliers.

Supplies in both the above countries are relatively limited compared to Papua New
Guinean resources. This means that over the next decade the value of Papna New
Guinean logs will increase dramatically. Already there has been a rapid increase in
demand for development areas and timber concessions from companies within the
Asian arbit.




I is fair to say that the massive increase in plywood processing in Indonesia and the
resultant oversupply of plywood products to Papua New Guinea's traditional markets
has caused the downswing in exports of these products and it is unlikely that Papua
New Guinea can compete effectively in these markets in the immediate future.

A similar scenario can be applied, although to a lesser extent, to our sawn market
export. trade. The problems of the latter are more fundamental and fortunately more
solvable,

Of the processed products the meager 4,000 cubic metres of saw timber exports are
shared equally by Australia and New Zealand.

The potentially lucrative high—quality markets ob Europe, Japan, and Narth America
are non-participants. It is here that the potentials exist firstly because the markets
for high-gquality timbers are large; secondly they are areas with a traditional
appreciation of the intrinsic value of wood products; and thirdly they have per capita
Incomes that can afford high—quality wood products.

The essential character of these markets however lies in their extremely discerning
buyers, Products must be presented at the quality demanded, with the continuity of
supply demanded and with guality marketing backup and promotion. Herein lies the
challenge.,

The domestic market

The domestic market is naturally a processed product market. The demand and supply
patterns for sawn timber, plywood and cother timber products are difficult to quantify;
but the potential is easy to recognise. A rough estimate in 1985 by relating total
harvest to total expart gave domestic figures of around 170,000 cubic metres sawn. A
similar calculation in 1987 gave a figure of 250,000 cubic metres sawn.

These figures are large and there is an urgent need to anticipate the patterns of supply
and demand into the twenty-first century.

The potential demand figures have to be put in context with the following -

. At current growth rates the population of Papua New Guinea will have increased
by 40 per cent by the year 2000.

. The per capita income of Papua New Guineans is increasing at an unprecedented
rate due to the natural wealth of the country.

. The rapid increase of urbanisation and increasing materialistic sophistication of
the population.

I is clear that the domestic supply is already an important part of the forest
Industry, Tt is equally clear that taking the above factors into consideration there will
be a rapid escalation of domestic needs over the next decade. Mare impartantly the
increasing sophistication of the consumer will demand products of the right quality
and at the right price and with consistent standards,
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Competition in the market and resultant economic forces will require the present
inefticient and largely archaic sawmilling industry to raise its standards in order to
survive,

There will be many opportunities over the next decade for efficient and dynamic
operators to establish themselves in the domestic supply market.,

Industry and invest ment potential
The potentials of Papua New Guinea forest industry can be sammed up as fallows ~

. 4 large resource of high—quality hardwoods the potential of which has never been
fully explored by international marketeers,

. A rapidly decreasing supply of tropical hardwoods in the market competing
countries of South-East Asia, the South Pacific and Australasia.

. A stable economy and a proven system of government in a country which reached
independence only twelve years ago.

. A desire by government to develop its forest resources on sustained yield
principles with supply in perpetnity to potential investors.

. The build-up of a professional body of national foresters and the movement of
these people through into middle management rales of industry and government.,

. A rapidly developing soclety requiring an increasing quantity and range of forest
products.

Balanced against these potentials are a number of constraints all of which are
currently being addressed by government., They are -

. The lack of knowlaedge by the international community of the timbers of Papua
New Guinea,

. The multiplicity of merchantable species throughout most forest types saitable
for development,

. The general lack of internal standards imposed by current industry and its
resaltant inefficiency.

. The lack of any central marketing contrdl to co—ardinate supply and maintain
product. standards,

The national forest development programme {NFDP)

The government has recently completed a five—year forest development programme
which defines the development projects to be completed annually and for which
investment is required, e.g. in 1988 the target is to complete 23 proects, 1989 (23),
1990 (20}, 1991 (18),
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The programme is a dynamic, or rdlling one to be reviewed on an annual basis,
Vdumes o be harvested assuming a full NFDP will be:

Table 2
Production
{in millions cubic metres)

1989 1990 1991 1962 1993
Export logs 2.12 3.08 4,00 4,32 4,00
Processed exports 0.10 0.20 0.30 0.40 .50
Domestic consamption G.34 (.36 0.40 0.44 0.50

This will represent a total expart value at current day prices of:
{in millions of kina)
176 266 355 402 405

Projects will be subPct to negaotiation hence internal financial returns are difficult to
asess at this stage, However, it can be expected that an additional valume of 1,2
million cubic metres over 1988 harvest figures will be added in 1989. Of this about
900,000 cubic metres will be exported in log farm. Using cwrent f.o.b. prices of
around USS 75 per cubic metre these exports should generate additional revenue of
around —

. K63 million in foreign exchange (gross)
. K6.3 million in expart duties
. K3.5 million in timber royalties
. K10.5 million in wages
employment of at least 2,000 peogple.

As well there will be varous cther infrastructure developments in roads, bridges,
schoals, health centres, wharfs, airstrips and follow-up business oppartunities all of
which are hard to quantify in money terms.

In cash terms foreign exchange earnings in 1987 were K113 million (groes) This year it
is expected to reach K118 million and in 198% K176 million given the staffing levels
the depart ment requires.

Some 3.7 million hectares of farest have been negotiated with land owners since the
1950s and of these 2.2 million hectares have been allocated to companies or land
owner groups. The balance of 1.5 million hectares has all been assessed for valume
and contains an estimated 22 million cubic metres of growing stock. It should be
noted that, due to the hroad development concept of TRP areas, substantial areas
within each TRP are unmerchantable in terms of timber valume although not so in
terms of cther development.

The new investment projects are detailed in the National Farest Development
Program me (1987-1991) which has been approved by the Naticnal Executive Council.
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A copy of this is summarised in the Medium Term Development. Strategy Plan coples
of which are available at the department.

Caoncept of qustained yield management

Sustained yisld management is the basis on which forestry development will proceed in
Papua New Guinea. There are many misconceptions about its meaning and 1 would like
to spend some time in defining the depart ment's use of the term.

Eurcpean literature claims that the principle of sustained yield originated in Central
Europe early in the 18th century. At the time there was concerm that indiscriminate
harvesting had resulted in a serious timber shortage and there was a need to prevent
over-exploitation of existing ti mber resources.

A succinct definition of sustained yield is given in a glossary of terms in Indian
Farestry (1928) as -

"the material that a farest can yield annually (ar periodically) in perpetuity”,
The principles of sustained yield management in a practical sense can be defined as -
"what you take you cause to be replaced”.

The original principle of sustained yield management in forestry related to timber
valumes. In mare recent times the concept has been expanded and, particularly in
tropical forests, has come to indiude other values derived from the forests as well.

Warld-wide concern for the conservation of tropical forests has highlighted the need
to sustain forest values which, in the short. term at least, might be less tangibie than
timber production. The former Warld Wildlife Fund put it as fallows:

"The utilisation of tropical farests can only be considered sustainable if it
maintains the levels of production, not only of timber but of all other goods,
services and resources provided by the forests for local, distant and future
users, This requires the maintenance of the full range of biclogical diversity and
ecclogical. interactions, indluding those which serve to maintain sail structure
and retain nutrients within the ecesystem and maintain hydrological cycies."

The above is illustrating that forest management dbjectives cannct be caught in some
simple equation. Even if we wanted to our scant knowledge of the dynamics of natural
tropical forest and its response to human interference would not allow this. Owr
response in Papua New Guinea to the complexity of the above is fourfald as fallows -

Recognising that forest development can conly proceed within the constraints of
protection of the environment and the need to supply people's basic needs.

Maintaining a flow of goods and services from the farests whilst recognising that
there is a level of cut above which harvest valumes cannct be maintained in
perpetuity.,

. Continuing basic research into the dynamics of tropical forest.




Ensuring, through company management plan control, that logging is done with
mimmal damage to regeneration, advance growth, and non-merchantable
vegetation.

There is 3 need to sustain a wood flow of high—value hardwoods in perpetuity, It
makes sense environmentally, socially and economically., Some Hmber projects may
nat be large encugh to allow zero years between the logging of first and second crops
since development needs a certain level of harvest to be viable, However, these areas
will still be logged in a way which will allow logging of subsegquent crops at some
future time, i.e. logging according to sustained yisld management principiles,

Asa minimum, wood Hows will need to be fully sustainabie on a provincial basis

Some provinces, e.g. New Treland, are already past the point of zero years between the
first and second crops based on current cutting rates. In these areas a refarestation
pogramme may be a viable option far maintaining current industry or it may be
necessary to retrench industry to supplying domestic markets only. In the extreme
case, sectar planning might reguire a prowince to become largely an importer of
timber supplies. All these options will be explored during the planning process.,

System of tendering and resource allocation

There has been some confusion and recent speculation over the way in which the
department has been handling development proposals. For your information the
folowing is the current system of tendering and resource allocation from initial
advertisement to the negotiation phase. All of the 1988 projects have been and are
being handled by this system.

. Seek interest from potential investars by way of local, and in some cases,
international advertisement.

. Prepare project guidelines invalving consultation with provinces and land owners
on the development needs in the project area. The guidelines must satisfy
government palicy and must also have provincial executive council suppart and
approval.

. Guidelines sent out to potental investors including a copy of the Proposal
Content and Format Specifications.

Farmation of an evaluation and negotiating team composed of land owners,
ovincal representatives, national representatives,

Evaluation of all submitted proposals based on an established checklist including
viability of the company and its financial backing, company's ability to manage
the moject, forestry experience, fdlow-up land use proposals, processing
component, understanding of markets, environmental aspects, infrastructure
mopesals, localisation program mes, land owner premiums, validity of cashflows,

. Shartlisting of companies who meet above critera. The shart list is endorsed by
the Minister for Farests,
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. Interview of short-listed companies to further clarity their proposals and to
allow companies a chance to expand on their proposals. By this stage financial
analysis of the proposal has been carried out by the department and any finance
ar cashflow anomalies have shown up.

The negotiating and evaluation team makes a summary to the secretary and the
minister of each company’s standing and also recom mend a company £o negotiate
with. This recom mendation is backed up with detailed economic evaluation and
documentation of the company's background and structure, tinancial standing,
and finance sources.

The Minister of Forests decides which company (or companies) the negotiating
team will negotiate with.

. The negotiating team sets the parameters to which negotiation can go taking
into account the protitability of the proposal and the infrastructure needs and
negotiates to certain profitability limits.

Following the successful completion of the above, Timber Permits and any other
required documents are drawn Up incarporating the negotiated conditions.

The system as presented above is direct, logical and fair to potential developers, land
owner companies and government alike with com munication channels kept cpen at all
times. The ground rules are becoming well known by potential developers.

I hope that this has given you some insight to the functions, problems and systems of
my Department.
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Farest Legislation and Land Tetre

A. P. Power
First Assistant Secretary, Office of Economic Services
East Sepik Provincial Government

Summary: This paper presents the view that forest legislation must be based on land
tenre. In Papua New Guinea forests are privately owned. This means that
ecalogically scund sustainable forest industries can only come about by detailed
Hanning far and with the land owners. Mareover resource owners must be mabilised
with the resources.

This type of planning can only come about by full invalvement of all the
stakehclders. Stakehclder interests and a planning and decision—making pathway are
resented in table form.

Finally a series of heads of agreement are presented as negotiating points for the land
owners in such a process.

In many parts of the world forest legislation has had to adapt to different types of
land tenure in arder to manage and maintain sustainahle forest industries. Where the
Sate owns the forest, it is harvested by contract in which the permit sets everything
from rovalty rate to cutting rate and environmental contral, etc. Where forests are
mivately owned, the state sets a variety of conditions within which owners and
contractors must work in expioiting the resource.

Nowhere in the developed world does the state compulsorily acquire private Hmber
Hghts as a step in forest development, In Papua New Guinea cdlonial legislation did
require the rights to be transferred to the state, If the legislation says "may" without
providing ar allowing any cther option then it is saying "must".

Clearly in Papua New Guinea today, in a so—called free and democratic society, the
state must be very well justified in applying a compulsory acquisition type measure as
a condition far rescurce development. This argument has been developed at length by
Peter Donigi, Just as dearly from the point of view of the rescurce owners,
compilsory acyuisition of timber rights is against their best interests and should be
resisted in every way possible.

In Papua New Guinea the Private Dealings Act was brought in by Sir Julivs Chan to
facilitate direct participation by landowners in the development of their resource. In
this respect the legislation was enlightened.

The Barnett Inquiry has already shown that the forest industry was replete with
carruption and this this was the case whether the development was under Ch. 216 with
gtate acquisition or Ch.217 by direct dealing. Though it is impossible to legislate
carrupton away, it is impeortant to have sufficient checks and balances to minimise

the cpportunities, In this regard the recently proposed forest drafting instructions are
a recipe for corruption. Surely the purpose of the Barnett Inquiry was to discover
ways and means to minimise corruption in the industry across the board not just
carruption by foreigners.
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In my view the approach to be taken must be to minimise the opportunities for
corruption since it is not possikle to compel people to be honest. This can be done by
setting out very clear conditions for involvement of all the stakehalders in forest
project development so that all are required to be in ¢lear communication with each
other each step of the way. Exercise of ministerial or bureaucratic powers must be
clearly guided by contrals within the act to allow for swift remedies at law in the
event of corrupt deals.

However, the main thrust of forest legislation must be to establish procedures to
accomplish good forestry in a way that carruption and remedies at law are the
exception not the rule, The only way to do this is to have a very clearly defined
proect development pathway with the rights, expectations, and dbligations of the
stakehdlders set out at each step of the way. Only in this way can forest projects
fully invalve the landowners and develop them with the resource.

The fallowing section sets out an approach that will best ensure participation of
landowners as the most affected stakehalder.

Natonal-provincial forest project development

The fallowing com ments are prefaced by certain assumptions -

. All projects are in provinces so it shoald be obvious that close cocperation
between the central and provincial governments must be the bagis for mojkect
planning, as reguired by Organic Law on Provincial Government,

all projects are on someone's land, usually customary landowners i.e. privately
owned, so their interest and invalvement is paramount. They must be planned
into the project not out of it, i.e. outright sale of land and tdmber rights is NOT
normally a step in project development,

For any project to be planned properly two basic requirements must be in place -

. The expectations of the stakehclders must be clearly stated, understood and
accepted by all participants.

One single clear project planning pathway and decision-making pathway must be
stated and accepted by all parties.

In the case of jpint national-provincial projects (i.e. all majpr projects) there must be
a Memarandum of Understanding drawn up to assist officers concerned to maintain a
consistent and unified stand in dealing with other stakehdders,

In particular the actual committees and action officers must be identified to maintain
continuity and to neutralise salf-interested attempts to bypass or short-circuit the
system.

Stakehdlders in a forest project could include some ar 2ll of national and movincial
governments (induding local governments) an investar o developer and the
landowners {(resource owners).

In the provinces planning begins with the landowners so some major expectations could
be listed as fallows. Expectations of other stakehdlders faollow on and must integrate
with the primary conceins of the resource owners.




Table 1

Expectations of Stakehclders
1. Landowners
Expectations How achieved

Ownership no loss of contral of timber rights
employment of stumpage concept in
negotiations
TRP exercised only on condition that
permit goes to LANCO

Participation corporate strategy will ensure active
participation by landowners in any forest
enterprise, e.g. LANCO by jint venture,
contractaors, etc.

Contrcl allocation of specific resource by clan by
clan contract
unhindered access to forest to explait
related business opportunities and
subsistence activities,

Swvival/conservation contralled rate of resource deplation
related to adaptation of lifestyle and
development of, replacement of, o
alternate to, resource i.e. sustainable
forestry industry.
clear identification of adequate reserves to
safequard water supplies and micro-
climate.

Cash income direct clan payments "royalties"? far trees,
gravel, etc,
dividends to  individuat and dlan
sharehalders
wages
side business oppartunities,

Reinvest ment use of tax incentives by LANCO to refarest

and develop tree crop plantations.
access to best advice from business
accounting and advisary firms.




2. Developer
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Expectations

How achieved

Guarantead access to
resource for long-term
planning far extraction
and replacement

Unhindered management

Adequate return

resource inventory data supplied or
gathered.

resource mobilised by government with full
and peaceful participatwon by clan owners,

clear acceptance of Jjuint responsihility
(with landowners) far follow up
development e.g., ongoang environmental
impact concerns, landuse planning, etc,

constant and full-time liaison with clan
representatives

employment of owners where practicable.

Eoject implementation must employ best
available technical and managerial skills
free of day to day interference by
landowners or politicians whose input is
maintained at board level.

return must be in proportion to effart, risk,
and productivity.

no noh-farest burdens must be placed on JV
partner o JV itself without adequate
compensation, note: maximum returns are
to go to Papua New Guinea partners and
public  infrastructure is  government
responsibility.




3, Provincial govermment
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Expectations

How achieved

Full invalvement in
mokect development

Monitoring of project

Recurrent cost increase

Revenue

Employment of provincial development
palicies and planning and decision-making
processes.

full recognition by all stakehoiders of
provincial policy on resources

. acceptance of ultimate responsibility far
representation of interest of landowners in
final negotiations

. full responsihility for resource mobilization
in cooperation with resource owners,

. farestry and land mobilization officers will
play active and continuous rale in projpct
area

as board member (where relevant)
provincial government will have complete
access o all project financial
docu mentation

independent initiatives to rule cut any
possibility of transfer pricing.

increase in services egspecially social e.g.
aid posts, schodls.

Inability to tax venture leads to negotiated

share of profits and/or royalties.

. all levies paid in province and monitored in
province and remitted to Pat Maresby
where relevant

. increase in sales tax.




4. National government
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Expectations

How achieved

Full involvement in
project development

Monitaring of project

. employment of national development and
planning palicies

full consultation with initiating province to
develpp an agreei project development
scenario (MOU).

. vetting all potential investars by
Department of Forests and NIDA prior to
detailed negotiations in the province, Al
infarmation to be shared with the province.

. approval of final project agreements e.g.
logging plans and environmental impact and
redevelopment plans by Department of
Farests, DEC, etc.

statutory responsibility e.g. Depart ment of

imple mentation Farests, Customs, Farest Industries
Council, Taxation Office.
Revenue . company and income tax, log export levy,
Farest Industries Council levy, ete.
Table 2
Propct [ianmng pathway
(decision~making pathway)
Activity Details Agents
1. Xdentification of Various resources can be Government ar
resource identified from existing private enter—
data base e.g. maps, mise including
prior studies, first landowners,

hand knowledge etc,
Process is cumulative,
data is mulbi-disciplinary.




Expression of
interest

Carporate
reqistration

Provincial
govarmment
contact

Resource owner
contact

Resource

Prefeasibility

Project appraisal
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Contact between any ar
all interested parties.
Interest can refer to
expleration qr survey

or intention to conduct
prefeasihbility study.

Registration of detailed
corparate profile with
national and provincial
govemment, e.g. farestry
pre-registration infarm-
ation must be automatically
sent to relevant province.

Interested parties hald
briefing with provincial
government to ascertain
how and if possible
project fits in with
development strategies.

Resource owhers are
contacted to brief them
and arrange to enter
their land. Land
mobilization rocess
begins,

Detailed survey of
project area to ascertain
feasibility of projects
eg.petralaum or mineral,
exploration, sail survey
and land use studies,
farest inventory survey.

Approved interested
parties put together an
indicative proposal and
submit to provincial
government and relevant
national department.,

Frefeasibility studies
are assessed to ascertain
basis for further
aQegotiations.

Initiatives can
come from
national govern—
ment depart ments,
paliticians,
entrepreneurs, or
landowners.

Entreprensurs,
Department of
Farests, NIDA.

Entrepreneurs
and national
government
representatives

Provingial land
macbilization
officers,
farestry ar DPI
afficers

Government
agencies ar
approved
entrepreneurs,

Government
agencises, ar
approved
entreprenewrs,

National and
provincial
governments,
landowners.




9, Preliminary
appraisal

10. Cost and design
study

11. Resource owner
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Detailed negotiations
to further consider
accom medation of

development regquirements,

Detailed project cost
and design studies

called for in response

to provincial government
and national government.
development strategiss.

Resource owhers are

Entrepreneur
and national
provincial
government
agencies,

Project promoter
ar preferably
technical assist-
ance contract on
behalf of
LANCQO.

Provancial govern-

mobilisation mobilised far access ment ofricers and
to the resource and resource owners
participation in the plus private enter-
venture. pise develop
LANCO carpcrate
strategy.
12. Final Negotiations leading Provincial and
negotiations to signing of agree- national govern—
ment contracts etc., ment, entre—
preneurs'/funding
agencies and
resource owners,
13, statutary Finalise statutory Promoters and
requirements requirements ready government
for project agencies ana all
commencement, venture partners,
14. Implementation Project implementation, Entrepreneurs and
venture partners,
15. Monitoring Project monitoring. Government
agencies,
Heads of agrecment.

Coarparate strategies far land owners

Any corporate emtity involved in forest development MUST include a land owner |
corporation (LANCO). NO permit must be given out to any corporate entity unless |
LANCO is a partner or permits will only go to LANCO and then the joint venture
partner or contractor must enswe that permit is implemented under contractual
arrangements with LANCO.
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Projects must be able to provide plans far sustainable fallow~-up development NOT just
pous wishes, Techmcal assistance is readily available for such work so that the
dbiection that. land owners don't have the cash is not applicable., ONLY such studies
will be honestly done in the best interests of the land owners. Developers even with
good will are not the best people to do this because ~

. Conflict af interests.

. Heavy expenditure is not forthcoming unless permits are already granted.
Department of Forests and province must take leading role in project formulation
but this does not exclude invalvement of potential developers who are prepared to
risk capital,

Maobilisation of rescurce owners

Land owners must be mobilised., Cwrent practice is too superficial and'capahle of
eliciting support. for projects that can destroy the land owners, too ill-farmed to take
peventative action.

In absence of land registration (i.e. all provinces except the East Sepik) the following
steps should be taken —

. I-and investigation by provincial officers from Lands, Provincial Affairs, Forests
and the Department of Primary Industry to prepare —

. clan genealogies and census; and
. clan boundaries.

. Each land group so identifiad shouid develop their own canstitution, identify their
own committee and register as an Incarporated Land Group, This will prepare the
clan {land group) far important decisions regarding ~

. allocation of communally-ownad resources;
. sharing of income from such resources,

At the same time this incorporation will give legal power to the group to effectively

and expeditiously make decisions and participate in any proposed corporate strategies
(LANCO),

These conditions are the minimum required to assist resource owners to patticipate
meaningfully in resource development, Anything else will shunt them aside, fail to
develop their human resources, and lead to eventual frustration and sanctions.

Moreover and most importantly, this is the only approach that can get through to the
land owners to ensure their full support for, and invalvement in, sustainahle fallow—up
development incduding permanent forests and forest plantations,

Refarestation by land owners

The landowners have most to gain by reforestation and meost to lose by land
degradation. Proper project planning should identify areas for redevelopment indluding
forest plantation. These lands could be leased from the respective clans by LANCO
a joint venture with LANCO. The joint venture and LANCO can then benefit from
levies and tax concessions to redevelop these lands as permanent assets of the
enterprise,
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There is NO need far the state to assume control of the forest if the economics are
right, and the state's taxing powers can make it right.

Stumpage not royalties

Stumpage not royalties must be the basis for determination of land owner participation
in any forest harveting scenario. Estmates far cost of roading, cutting, loading,
salling, and administration, can be made accarding to a range of scales of operaticn in
the particular location., Levies and clan payments and profit ar investment can be
deducted and related to f.o.b. price in a sensitivity analysis.

The land owners are going to suffer a severe environmental and social impact if a
froject goes ahead. The return they get on stumpage will give them a basis on which to
decide whether the resource depletion is woarthwhile or not. ¥N.B.: Some potential
rojects should NOT go ahead!

Tt may be noted in passing that the new drafting instructions perpetuate the nonsense of
royalfies being discounted in the same way as stumpage value i.e. for distance, terrain,
etc, It is typical that this part of the stumpage concept was employed to discount
royalties to the disadvantage of land owners whilst the true concept which would have
been to their advantage was not used,

Term of venture

Since the basic aim of any forest enterprise must be to create permanent rural
employment in forest extraction, management, repiacement, and follow-up
development it fallows that the term of ventures must be indefinite or permanent if
possible,

The term of the venture thus relates to the rate of resource depletion and/or
replacement and/ar fallow-up development. One of the parties to the venture, the land
owners, has a permanent stake in the area so he must seek to use the venture to
promote sustained development of some kind. If that cannct be anticipated and planned
for from the outset then the venture should not go ahead.

Far a variety of reasons ventures should be planned for the longer term rather than
shart-term mining-type exercises.

Reasons incdlude the folowing -

. Employment of land owners is an immediate tangible benefit, ie. it should
continue;

Fdlow-sp development will take from five to ten years to show significant
alternative returns to land owners;

. Forest replacement will take much longer but employment in this activity can be
significant from year cne;

. Effective participation by land owners in the venture at higher levels of
management may take a decade.
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. Venture partner has a longer term to recoup investment and pay off loans and this
should reduce pressure to maximise retnms at any cost over the short term.

. Land owners have a longer period to adapt to non-subsistence lifestyle,

Foarm of venture agreements

The land owners and outside developer can wark together using juint venture, contract
or management, relationships. There are advantages and disadvantages in each of
these. A lot depends on the advice available to land owners,

A Jpint venture has many advantages since it can accommodate within it a management
agreement. for a specified time. Separate taxation responsibilities for the partners is
very much to the advantage of the LANCO who have every incentive to develop their
land with assistance of tax concessions.

Buy-cut options can be agreed upon at the cutset even if they are not exercised for ten
years or mare.

The share of the cost of refarestation barne by the foreign venture partner is also taken
into account in the event of buy—out option being exercised,

Scope of venture agreement

Scope of the venture should be confined to the forest business in the first instance, The
alm is to maximise returns to the venture partners i.e. the ventire should bear costs of
all. activities directly leading to earning of income to the partners. This includes roads
and reforestation and environmental amelioration,

The cost of non-farestry infrastructure should be examined very carefully so that costs
and benefits are distributed fairly.

N.B.: This is based on the premise that the land owners are partners. The rdle of the
state must be also monitored carefully. Social and physical infrastructure assets
constructed by the venture will belong to the state and the state will also derive benefit
in the way of taxes and expenditure savings, These benefits must be allowed for in
calculation of future tax cbligations of the venture partners.

Additional agreement between LANCO and the foreign venture partner ar between
individudl clans and LANCO o the jpint venture can be negobated for whatever
purpcse at any time as long as they are consistent with and not detrimental to the
ariginal agreement, e.g. any land allocated to permanent forest development and
reforested by the venture partners shauld be leased to the venture. Likewise individual
clans can enter agreements for agricultural developments., Clans owning road-making
materials could develop roading business interests,

Scale of operaticn

There is a cluster of aspects of faorestry that relate in such a way that once certain
choices are made all the rest ar none of the rest can follow. These relate to extraction
technalogy, rate of cut, or scale of cperation, processing and marketing strategies,
These in tun relate to environmental impact and ability to manage logged-over land.
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Conventional logging operavions require more than K1 million investment cnce 3,000 m3
per month are targeted for export. Most of that K1 million is spent cffshore faor
machines and more is spent offshare each month for fuel, interest and repatriation of
grofits. This means that once a dedision is made to scale up an operation to interest
fareign investors at least one hectare in three is cut just to service the invest ment,

Alternative technologies exist centred on the twin-edge saw concept allowing low
impact, decentralised, in-torest milling with centralised processing and marketing, The
critical paint for an investment in an economically viable extraction scenario based on
this technology is about one-tenth of that required for the smallest economic log export
operation,

Environmental consderation

The social and physical impact of a farest project is very much related to scale of
operation. The practice of aggregating the landholdings of a large number of land
groups into a "moject area" - a timber rights purchase ar a local farest area or the now
proposed forest management agreement encourages the industry to disregard the
impact a project may have on any one land group. Individual land groups must plan for |
their own land and their own future just as individual land owners would do in Australia
o Amerira.

This means that each clan (land group) needs to be able to assess the impact a tumber
extraction will have on its landhaldings. What effect it will have on their hunting and
gathering areas, etc.,

When taken together all the groups need to know what the impact will be on weather
(rainfall), scil/water, erosion, stream flow, etc. i.e, issues much larger than individual
land owners. |

Will the farest extraction model allow for reforestation cr managed rehabilitation or
other follow-up developments? What areas of the farest will survive?

Will there be any permanency in forest-based rural employment to allow for a future
far land owners in the industry?

Thus it is clear that much more planning is required on a group by group basis for land
owners to ensure their active, peaceful, and fruitful cooperation. It is also clear that
this level of planning is lacking in most projects approved by the Department of
Forests,

Similar considerations apply to designing and siting of logging camps, roads, etc. These
will have, aor can have, a permanent positive effect on the environment if they are
planned well., Poarly planned installations will soon be abandoned as they will not
articulate with ongcing logging ar permanent development,

Conclusion

Planning a timber ar any resource—based moject from the paint of view of Jand owners
places very severe requirements on the other stakehdlders that have not been met up
11 now in most existing projects.

If the future of land owners is paramount in forestry then this planning must be done,
Likewise if there is a genuine commit ment to sustainable forestry this level of planning
is required.
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Com mentary on Farestry Legislation

Petor D. Donigi
Lawyer

Inroduction

Ihave prepared this com mentary on the drafting instructions for the national forestry
legislation on whether or not the drafting instructions as set out would meet the
discrepancies outlined in my paper on property rghts, Accardingly T am not gaing to
comment on other aspects of the drafting instructions.

land owner company

The moposed legislation envisages that the Minister may enter into a forest
management agreement with a land owner company whe owns the forest area
identified for forest development. This envisages that the shareholders of the land
owner company are entitled to exclusive passession/ownership of the land upon which
the farest is located. In my view there is no legal entity known as "land owner
company” in our legal system. There can be a company limited by shares, a company
limited by guarantee, a proprietary company and a no liability company. Other known
legal entities are business groups and land groups which were created by specific
legislations. It is assumed that a "land owner company” will be defined in a manner so
& to take into account ownership of land rather than in a manner which will introduce
a new legal entity into the legal system of Papua New Guinea. I will explain this in
greater detail at the meeting.

Parties to forest management agreement

The drafting instructions also envisage that there can only be one method of
harvesting the forest. That is by way of entering into a forest management agreement
with the state. There is no room for the land owner company or groups to enter into a
forest management agreement ar forest development agreement with any investor
directly. This is contrary to my paper. In my view, in arder to comply with the
constitution, the forestry legislation must create a mechanism for a forest
management development agreement to be entered into by the state, the land groups
and the investar ar must provide for the agreements to be entered into between the
land owner and the investar subject to the approval of the Minister far Farests, Rt is
anly in this way that it could be interpreted to be facilitory rather than restrictive.
Any legislation which is restrictive in nature will be unconstitutional.

Share in land owner companies

The drafting instructions did not touch upon the issue of contral of sharehalding in
land owner companies. In my view land owner companies must be required to notify
the Minister if the ownership is changed in sach a way that non-land owners become
beneficiaries of the shares in the company, Transfers of shares should nct be allowed
without approval. The penalty should be the cancellation of the timber permit, The
legislation should also reguire the disclosure of any trustee sharehclders by the
moduction of trust deeds for approval.
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Residency

The drafting instructions also stated that proot must be provided to the Minister that
at least 75 per cent if not all land owners who are "resident™ on the land at the time of
the signing supparts the land owner company to enter into the forest management
agreement, It is clear in Papua New Guinea culture that being a resident on the land
may not necessarily mean that, that person is the land owner. A parson with a usury
right to the land is not the land owner. A land owner is a person who has the exclusive
right to use and to possess the land as against any other person,

Agro-forestry pay ment to landowners

The drafting instructions also provided that the state will be given the right to plant,
manage and harvest timber on certain dedicated land with a negotiated payment to
landowuers on arginal and successive crops. It is not clear as to whether "negotiated
payment" indude pay ment. other than royalty payments.

Rovalties

The drafting instructions provide that the royalty is payable by the halder of a dmber
permit. Royalties by definition implies ownership, It is assumed that the royalties
will be paid directly to the landowners, Iam unable to find any direct reference in the
drafting instructions to that etfect.

Exparts (Valuation & Corral) Act

Tt should be noted that the Minister for Trade and Industry is responsihle for the
implementation of the above act. That act is a fiscal legislation. It is not a resource
Jegislation as such. The drafting instructions, however, provide that the Minister for
Forest shall not issue a permit to export logs unless he is satisfied that the export
price of logs is fair and reflects the market situation. In the interest of almplicity and
derequlation the government should consider seriously this guestion of duplication of
authorsation for exports and determine once and for all which ministry would have
the Wltimate say in the grant of export permits for logs.

Presumption as to ownership

The drafting instrucrions as to this issue states "presumptions as to ownership in the
state ar customary landowners®. This is not very clear. It is either incomplete ar the
instructors are leaving it up to the legislative draftsmen to insert whatever their
whims direct.

Recovery of money

Paragraph 91 of the drafting instructions states that royalties and other money that
are payable to the state is a debt due to the state. Paragraph 94 provided that
proceeds from any sale of seized logs shall be paid into consclidated ravenue from
Hmber cut from government land and forest management agreement land. It is not
dlear as to who would be entitled to receive the royalty payment. There will be a
jurisdictional issue as to whether or not the state would have the power to seize
Hmber harvested from customary land which is not subject to a forest management
agreement,
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Unlawful harvesting

" Paragraph 97 prohihits the cutting, removing, damaging or destroying timber on
. Qustomary land except in certain situations, My paper on Property Rights made it

dear that a prohibition of any sort is unconstitutional.

In my paper on property rights, I also raised the question of definitions of timber,
forest produce and trees. These terms are used inter—changeably or without a sense of
purpcse and direction in the drafting instructions. An example is found in paragraphs
2and 3. Whilst paragraph 2 autharises the state and persons claiming under it to fell,
aut, remove and dispose of all forest produce in a forest area, paragraph 3 only grants
the right to enter on the land for the purpose of felling, cutting, removing and

disposing of timber.

Reviewing the Farestry Laws in the Cantext of
National-Provincial Relations

A. J. Regan
Senicr Research Fellow
Papua New Guinea Institute of Apgied Social and Economic Research

In the light of the turmadil in the forests industry in recent years, the question of the
relationship between the national government and provincial governments may not
seem to be the most important of the issues raised by the QOctober 1988 drafting
instructions for the proposed new national government legislation on farestry. But far
anumber of reasons, the relat.\onshi;s of considerable relevance to the management
of forest resources. The present dispute between the national government and the
Manus Provincial Government over the declaration of Local Farest Aress in Manus - a
dispute which has resulted in the provincial government obtaining an injunction
regtraining the national Minister for Forests from declaring Local Forest Areas in
Mams - illustrates the need far the relationship to be clear,

The main parpose of this paper is to outline aspects of the relationship which have
impact upon the management of Papua New Guinea's farests and in that light to
consider what appear to be some fundamental flaws in the resent proposals.

The basic arqument advanced is that the drafting instructions are flawed in that they
seek largely to excdlude provincial governments from any gignificant rcle in the
forestry sectar, That approach is wrong because of the impartance of farestry to
provincial planning and because the exclusion of provincial governments is contrary to
gwernment policy generally. In recent years the national government has developed a
“differential” approach to the provincial government system. This approach
recognises that several provincial governments are perfarming well, and that the
efforts of these provinces should be recognised through increased powers and
autonomy. In the cases of the less well managed provincial governments, national
government is increasing contrals and monitoring and is providing technical suppart. in
arder to improve their performance, The same general approach should be evident in
the forestry sector.
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The fubire of national-provincial relations

Before focusing on forestry issues, it is helpful to consider briefly the naticnal=-
provincial relationship in a more general sense. Private enterprise circles - which are
heavily represented at a seminar such as this ~ are not alone in generally expressing
views about the provincial government system which are, at best, mildly negative,
One hears fairly constant complains about the inefficiency, expense, camapticn,
divisiveness and sheer "bloody mindedness® of provincial governments. There is still
talk about the system being inapgropriate for Papua New Guinea and the need for its
abalition if the country is to get ahead. .

It may be useful, then, to consider some of the positive paints of the system - paints
which are not always taken into account but which shauld be given considerable weight
when assessing the system as a whale,

As a preliminary paint, I must again emphasise that whilst it is true that many
provincial governments are not operating well, that is not the full picture. Some
provincial governments are performing very well and should be given every credit for
so daing. But more general advantages of the existence of the system as a whale must
also be noted.

First, it is a system that opens up new arenas for palitical competition, thereby
relieving what could be intolerable pressure on one ceniralised arena for political
competition, given the regional and other pressure groups present in Papua New
Guinea palitics, In the same context, it makes government resources available for
distribution at a lower level thereby reducing the impartance of capturing national
institutions - and the need for tribal or regional groupings to capture central
institutions and resources has been a major factar in the destruction of many a post-
independence state in other parts of the world.

The decentralised system in Papua New Guinea creates new centres of palitical power
which can act as checks and balances on the national government. As the national
parliament does not always critically evaluate the actions of government in the way
the parliament is expected to do in the Westminster system, provincial governments
can play an impartant role. The Islands Region premiers' outspoken criticisms of the
proposed media hill in early 1988 is a good example of the constructive role that can
be played by the provinces on the national stage, With growing competition for power
and instability in politics at the national level we may all come to appreciate the
counterbalance provided by the provincial system.

The provincial government system has probably assisted the growth of a national
identity, It is often forgotten that prior to independence, nationalism was a very
small vaice in Papua New Guinea. In only one o two provinces was there a reascnable
level of palitical sophistication. There was some concern as to whether it wauld be
pcssible to weald the multitude of racial, language and tribal groupings into one
nation. R was thought that for many, the jump from identifying with traditional
groupings to identifying with a grouping of three million would be difficult. The
Constinirrional Planning Committee (CPC) envisaged provincial govermnments helping to
dmpeanaﬁmalidmﬁtybyacﬁngasabddgebetwemtradiﬁmalg:urgﬁngsmﬂtm
nation. Whatever the problems of today's Papua New Guinea, it is evident that most
peogle feel a strong sense of identity with both provincial and national groupings. Tt
geems that the CPC was probahbly carect in some of its expectations,




In relation to cormiption, it is arguable that the existence of the provincial
government system may actually reduce the scale of caruption which would ctherwise
ocar in a fully-centralised system. With a centralised system, all resources are
cancentrated and accessible at the national level. If the central government becomes
generally corrupt everything is "up far grabs". With a decentralised system, resources
are allocated through many different centres. Both levels of government then have an
interest in keeping the other honest, In any event when corruption does occur at the
lower level it tends to be on a smaller scale and mare cbvious, for smaller scale
governments are generally more transparent,

Given these and other benefits of the system, it can be argued that the extra cost of
the system is not excessive, In fact much mis-infarmation exists on the question of
the cost of the system. Research conducted for TASER by Professar Andrew Axline in
1984 and in 1988 suggests that the cost is mare reasonable than many pecple realise.
In this context it must be remembered that provincial governments are carrying out
gignificant government activities such as health and education. If the whole system
were to be abalished, most of the funds now allocated to the provinces would still have
to be spent in prowiding the same services,

What Axline has shown is that the total extra cost of the provincial government
system over and above the cost of the govarnment activities they tock over from the
national government was about K10 million in 1984 and about K14 million in 1988.
That total extra cost included the costs of salaries, allowances, travel expenses and so
on of not only provincial assembly members but also their personal staff. Ir also
induded the costs of provincial government palicy, planning and coordination units -
coets that were included on the basis that no such units existed befare the provincial
system was established, Nevertheless they now play important roles in most provinces
and would probably continue in some farm even if the system were to be abalished.
Hence we can say that the real extra cost is considerably less - perhaps something
doser to K10 million in 1988. Thus even though some savings could undoubtedly be
made, it can be argued strongly that the benefits of the system far outweigh the costs.

In any event it seems fairly clear that the system is in fact here to stay. Even putting
to one side the positive aspects of the system the fact is that it would almost
certainly be too difficult to do away with the system. It would be difficult both in
palitical terms and in practical terms. The political difficulties are probably the
mapr protection far the system; for provincial governments can rally considerahle
palitical muscle when threatened. There are ever-growing inter-linkings between
national and provincial levels, even to the extent of some provincial governments
endarsing lists of candidates for national elections, some with considerable success.
Anyone who doubts the effectivenss of such links should remember that when he
retipned to Parliament in 1983 the late Sir Iambakey Okuk had been transformed from
the fiarcest opponent of the provincial government system to a muted supparter. The
reason was that a major factar in his retum to Parliament was the strong public
suppart of the then Eastern Highlands Premier, James Yanepa.

Despite the continued occasgional call for the abaolition of the system, there is a clear
and growing trend towards acceptance of its likely long-term existence, This
acceptance is evident amongst slowly growing, and to some extent reluctant, numbers
of members of national parliament, But the trend is most strikingly evident amongst
middle and senior level bureaucrats. Whereas four ¢r five years ago it was very
difficult to find a bureaucrat at that level with a good ward to say about the
provineial government system, today the emphasis is upcn development of measures
intended to improve the operations of provincial governments and in particular on
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encouragement of national departments to cooperate more effectively with provincial
governments, The fedling is that even if it is not the system the bureaucrats would
have chosen ideally, it seems to be here to stay and so it is better to work with it and
improve it than to curse it or ignare it.

Both the Department of Finance and Planning and the Programme Management Unit,
which is currently part of the Department of Prime Minister, have had majx rales in
achieving this change in attitudes. 'The Department of Finance and Planning has for
some time been developing financial management and control systems far the
povinces and providing training and back-up to provincial staff. The Programme
Management Unit has been working with four provincial governments and with some of
the national departments whose functions were transferred to the provinces, a majr
aim being to improve cooperation and coordination between the levels of
government. National departments are being encouraged to see one of their main
roles as providers of technical backup, training and quality contrel to their provincdal
counterparts. :

In general, under the Rescurce Management System - a new approach to planning and
implementation of new projects recently approved by the National Executive Council
(NEC) - provincial governments are to have their capacities built up to the paint
where almost all new projects funded under the Public Investment Programme will be
jointly planned between national and provincial governments but implementation will
be handled by the provices with technical backup etc. provided by relevant national
departmernts, The Resource Management System clearly involves a radical departure
from previous national government atttndes to the invalvement of provincial
governments in national planning.

A final general point must be made concerning the extremely variable capacities of
provincial governments, Indeed, it is a major mistake to treat provincial governments
as equal members of one group. There are perhaps three main groupings — three ar
four provincial governments that are managing and planning quite well, ancther eight
ar nine that may be struggling but are trying hard with limited resources and the final
group that are having majxr problems either through gross inefficiency,
mismanagement o corruption, or a mixtwre of those factors, Whilst the provincial
government System was established on a uniferm basis, it was soon realised that a
mistake had been made in that regard, and various infarmal means of differentiating
between the provinces were introduced, including the arrangements for full financial
respongibility. In the past two ar three years, the differential approach has become
mare firmly established as official palicy, and it seems clearly accepted that the
vesting of powers or functions in one or two provinces does not require that it happen
with all provincial governments. The best example of this development has been the
delegation of land functons to the Fast Sepik and East New Brtain provincial
governments. Amongst the many advantages of the differential approach is that it
encourages efficiency in that it leaves well managed arganisations free to get on with
their wark leaving national departments firee to concentrate their technical assistance
capacity where it is mcst needed. In addition it provides incentives to the less well
managed to improve their perfarmance.

whilst the above may sound ncthing more than an apdogia for the provincial
government. system with little relevance to the proposed new forestry legislation, I
would suggest that it is in fact of oconsiderable relevance. Far if the prowvincial
govamment system is really here to stay, and if the overall trend in naticnal-
provincial relations is towards a greater rde for provincial governments and for
national departments to act more as technical advisory services to their provincial
counterparts, then there is much about the approach of the proposals far the farestry
legislation and forestry management which must be critically questioned.
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' Powincial government rales in forestry matters

I et e

Befare commenting on the proposed legislation, it is impoartant to bear in mind the

| varous ways that provincial governments are involved with or interested in forestry

natters.

- Mest obviously, provincial governments are the bodies primarily responsible for overall

planning of the development of each mrovince. Whilst different governments discharge

- - this responaibility with varying degrees of capability, the fact is that they have that

rae and that the pace at which and the way in which the forestry resource of a
province is developed has a major impact on provincial planning. In the extreme case
o Manus, the entire development plan far the province, carefully developed over five
years to 1983 and in the process of implementation since 1984, depends upen the pace
ad manner of development of the forest resource. Whilst not as fundamentally
important as in Manus, the impact of forest projects in other provinces is nevertheless
moet important. Large forestry projects not only bring infrastructure development in
terms of roads and cther services, but they also create demands for other kinds of
infrastructure and services, and can cha.nge the pattern of demand for government
services such as schodls and health services. Roads, bridges, aid posts and cther
infrastructure put in by forestry companies must be maintained once they are built,

and maintenance bills for provincial governments are already very high. The
 importance of the proper management of the forest resource is well recognised by

many provinces, several of which have developed ar are in the process of developing
provincial farest plans,

Provincial governments clearly need to be very closely invalved in the planning and
implementation of farestry projects if they are to have any hope of planning raticnally
for overall provincial development.

But at present their invalvemerit is limited largely to the rdle that provincial forestry
officers have in monitoring projects. The better organised provincial governments try
hard to have a major rale in the planning, tendering and granting of licences in

- relation to new projects. But they have no formal role under the present outdated

forestry laws, and can easily be ighared by an uncooperative Minister for Farests, The
pattern over recent years has been far the provinces to be relegated to a minar role in
relation to project development, It is not surprising then to 8nd much concern about
farestry amongst the provincial governments and 0 see majwr controversies develop,
aich as the present crisis over LFAs in Manus,

In general, there is a lack of cliear roles far the provincial governments under the
resent act, particularly in the negotiation of new forestry projects. All legal
responsiblities are vested in the national government, and although the Qrganic Law
on Provincial Government vequires that there must be consultation by the national
government with any provincial government likely to be affected by a majx resource
development, no clear rules on what is required for valid consultation are laid down in
the act or in administrative procedures. Proper consultation does not always ocour,

A further problem in national-provincial relations on forestry matters concerns the
respaﬂbﬂmfsaxﬂcontxolofptwmmalforestxystaﬁf Atpraentprovmcnal
gwernment staff are directly involved in monitoring operations of farestry
companies. When the provincial government system was first established, the former
extension officers of the then Office of Farests were transferred to provincial
govarnments along with public servants carrying out many other government
finctions. Like many cther national government arganisations, the Office — now
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Department - of Farests never came to terms with the realitiess of the
decentralisation process. The loss of direct control of provincially-based staff was
deeply resented, This was not an uncom mon experience — the Depart ment of Health so
resented the 1977 NEC decisions directing the transter to the provinces of provincial
hospitals and other functions that it deliberately ignored the directive until 1982 when
at last the gross inefficiency of the centralised national depart ment forced provincial
aealth cfficers to pressure the national government to arder the transfers of functions
be made. The provincial officers acted not because they believed in the lofty
philoecphical underpinnings of decentralisation but rather because of the practical
moblems of operating a centralised department in today’s Papua New Guinea.

The resentment about the loss of contral of provincial forestry officers continues
today, and as part of his planned reorganisation of the indistry to be made in the
process of passing the new act, the present Minister far Forests apparently wishes to
regain contral of the provincial officers, He argues that they are inefficient and
undisciplined and that unless they are part of his depart ment they cannot be properly
directed and controlled. I shall return to that issue when criticising the proposals far
the new act, far the Minister's proposals appear to be contrary to the overall trend in
government palicy towards the provinces in other sectars.,

The final general aspect of provincial invdlvement in forestry that I shall mention
befare looking at the proposed act is the fact that "forestry" is a concurrent
legislative sabject under the Organic Law on Prowvincial Government. The natire of
the concurrent subjects is not well understood, even in government circles. It seems it
is often thought that it means a shared function. Thus, in the drafting instructions far
the proposed new act there is talk of some functions under the act being concurrently
hardled by national and provincial governments, But a concurrent legislative subject
is not one far which administration is shared. Rather it is one for which there is
supposed to be both naticnal and provincial government legislation covering various
aspects of it. In fact the Organic Law on Provincial Government restricts national
government laws on concurrent subjects - they are only allowed to cover matters of
"national interest” and to the extent that those matters are of "national interest".
Individual provincial governments can reguire the NEC to take all action in its power
to repeal national laws on particular concurrent subjects to the extent that they do
not cover matters of national interest. Failure by the NEC to take such action could
be the subject of court action by a provincial government,

The nature of concurrent legislative subjects is clearly something which should be
borne in mind when planning new national government legislation on a concurrent
subject such as forestry,

The proposed new Farestry Act —some provincial perspectives

The most obvicus preliminary criticism of the drafting instructions is that they were
prepared without consultation with the provinces - ar, for that matter, the industry.
The Organic Law on Provincial Government envisages both notice to all provincial
govermments of any proposed law on a concurrent subject and consultation on such
laws with any provincial gowernment that requests it. The intention is to ensure that
the leqitimate interests of provincial governments are taken into account in the
naticnal laws, a process which should ensure that national laws do not cover matters
of provincial interest, Ieaving such matters free far provincial laws.

In the present case — as will become evident from the fallowing discussion - the failure
by the Minister to consult with the provinces has resulted in the drafting instructions
failing completely to take into account legitimate matters of provincial interest. In
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fact, the Minister was — apparently - initially prepared to push the new act through the
November 1988 sitting of parliament without consultation. It seems the Minister may
not have been aware that the Organic Law on Provincial Government contains
mafequards against such actions which threaten harmonicus national-provincial
 relations. The proposed Act could have been struck down as unconstitutional if at
. least one month's notice had not been given to each provincial government of the
. proposed law. It is doubtful whether notice of drafting instructions alone would
- satisfy the requirements of the Organic Law - a point that should be barne in mind by
| the national government when planning its legislative programme once the propesed
- act is finally drafted. But constitutional battles between the levels of government
¢ over notice provisions are of little positive value except as final attempts to protect
- grovincial interests when all else has failed. Hence it is a step forward to find that
- the Minister is now showing a willingness to consult.

. On a mare substantive note, the most immediate criticism is that the drafting
© instructions fail to recognise that “forestry" is a concurrent legislative subject. No
- provision at all is made far provincial laws on thase aspects of forestry matters which
. do not invalve matters of national interest. It is arguable that a new national
- gvernment law on forestry which attempts to cover the whdle field without leaving
- room for provincial laws offends the Organic Law on Provincial Government and is
thereby unconstitutional. This paint has been made to the national government by the
i Premiers Council on many occasions, and aften in relation to forestry laws. It seems
that the paint has not been understood,

The paint must be made cdlear that we are nct talking about each province having its
- own distinct and over-arching forestry law thereby making rational management of

the industry on a country-wide basis impossible for both the national government and
the industry itself., Rather, we are talking about the constitutional requirement that
the national government, in consulration with provincial governments, should turn its
" mind to the appropriate division of legislative powers and responaibilities bet ween the
' levels of government in relation to farestry, T may well be that in relation to
- forestry, as opposed to many other concurrent subjects, that most of the subject area
. B legitimately a matter for national legislation. It may be, for examgle, that
- provincial governments should only have power to make regulations on some aspects of
the subject. Alternatively, it may be that the national laws can differentiate between
the few provinces that have the capacity to pass and adequately enfarce farestry laws
and the majority that clearly cannct. The former provinces may be left room to pass
their own laws dealing with establishment and management of smaller forest projects
- Le, those without major national signifirance. Less capahble provinces may be vested
with much reduced powers.

Cleally there is a wide range of options for the division of powers and
" responsibilities, What is required is proper consideration of thase options, something
which has not been done when preparing the present drafting instructions.

A further basic criticism of the proposals is that they give very little credence to the
legitimate interests of provincial governments in the planning of the development of
forest resources. Despite the huge potential impact of forest projects for provineial
gvanments, they are given no quaranteed role in the tendering process and in the
process of establishing the conditions to be met by any particular project.

A further problem with the proposals is that like the present act, far too much is left
to the discretion of the national minister, He or she can even dispense with the
requirement that the issue of timber permits and Hoences be put out to tender, This

e e e
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provision is an open invitation to the suspicion of corruption and for national-
provincial conflict.

Turning to timber royalties, the proposal is that instead of being calculated at varying
rates for particular species they should in future be calculated on the basis of 10 per
cent of f.0.b. value of timber exparts and that 100 per cent of the royalties callected
should be paid to the resource owners, In place of their present share of royalties,
rovincial governments are to receive the proceeds of a levy on logs felled. Not only
would such a proposal have a substantial negative long-term impact on prowingial
revenue, but it also flies in the face of proposals on royalties which have been pat
farward by varicus provincial governments over a number of years.

Perhaps the most constructive proposals have come from the five islands region
provincial governments which have suggested that rather than all royalties being paid
direct to landowners, with the accompanying risk that the money will give rise to no
long—term benefits, they should be split into several specific—purpese funds. Part
should go to land owners, part to a trust fund for "development" mrojects in the
development area, part to a reforestation fund far the whole of the province and part
to be available for general provincial purposes. The main aim of the proposal is to
ensure a spread of benefits, at least some of them likely to be long-term. The
istification for provincial governments receiving a share of the royalties is that they
are usually called upon to provide increased services in timber development areas,
often whilst the project is operating but certainly after the project ceases, when costs
of maintaining infrastructure and providing basic services initdally provided by the
developer must be picked up by the provincial govemment. Vadations of these
proposals could be put farward, but the paint is that proposals to ensure that there are
long-term benefits from rovalties should be carefully examined. But as is the case
with most matters of legiimate provincial interest, the question appears to have been
totally ignored in the preparation of the drafting instructions.

In relation to provincial forestry staff, the proposal that provincial forestry staff
should be removed from provincial contral gives cause for considerable concern.
While there is certainly cause far concern about the perfarmance of some provincial
forests staff, it must be remembered that there are many reasons for this problem.
The Minister's proposals assume that the only way those prdblems can be dealt with is
by centralising contral. But amongst the causes of the staff problems is the fact that
those staff at present receive virtually no back-up suppart and training on a regular
bagis from the only technical parent depart ment available to them. Tt is also true that
the checking, monitaring and enforcement procedures supposed to be enforced by
provincial forest cofficers are inadequate and uncertain, and that the provincial
officers are so few, have inadeguate resources and are often so poarly trained as to be
unahle to operate effectively. There is virtually no monitoring of their activities by
their "expert” parent department. In relation in particular to enfarcement of licence
conditions and general compliance with the act, offices lack proper powers, personnel
to carry out professional investigations and the legal resources to carry out successful
prosecutions,

If the Forests Department were to resume direct contral of those staff, it would have
no capacity to manage them. Tt would have to build new capacity to contral and
monitcr them, Tt is by no means certain that centralised administration by a
department in the state of crisis being experienced by the present department would
be any improvement on the present position — it may well be far warse, As what the
Minister propases runs very much counter to the positive trends in relations between
naticnal departments and provincial governments which the Programme Management
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Unit and other national government agencies have been working so hard to foster,
whale guestion should be re~examined,

Some alternative approaches — an outline

From the above discussicn it should be clear that in the context of national-provincial
relations there are substantial defects in the present drafting instructions, The
fallowing points summarise the alternative approaches that should be considered:

. The possible role of provincial government forestry legislation must be
considered, particularly the possibility of a differential approach whereby better
managed provincial governments are permitted to deal with matters of
mrovingial interest in their own laws.

. There should be a much greater rale for provincial governments in the process of
negotiating and permitting forestry projects.

. Clear procedures for the project preparation path for all categories of forest
projects should be carefully adhered to, Such an approach provides certainty and
motection for land owners, all levels of government and for the industry. Modéels
fer such project paths might be found in the mineral sectar,

. To avoid repetition of present confusions, there should be clear provision as to
the respective responsibilities of national and provincial governments in all
phases of forestry management.

. Clear manuals of procedures should be drawn up for farestry staff covering all
aspects of their roles,

Rather than resuming contral of provingial forests sraff, the national
Department of Forests should follow the pattern promoted by the Programme
Management Unit and enshrined in the Rescurce Management System whereby
the department provides back-up and technical support to forestry field staff
under provincial contrdl.

. Any new forests legislation must in part based upon the existing national
government palicy that the degree of independence and the extent of the powers
of individual provincial governments in relation to any sector of government
activity should be differentiated depending on the capacities of those
governments,

In general, there must be a much greater degree of cooperatdon between the national
government and provincial governments in relation to forestry matters overall and
concerning the proposed new legislation in particular. The lack of consultation
concerning the proposed act and concerning proposals to resame contral of provincial
farestry staff suggests a warrying trend. Again, developments in the mineral sector
may provide a useful model. Recent national government initiatives to establish a
development farum to enable the two levels of govarnment and the industry to consult
on mining projects, in place or planned, have been well received by both industry and
provincial governments. It is an approach far mare in line with the general improving
trend in nationsl-provincial relations than the approach which appears to underlie the
drafting instructions considered in this paper.



- B38 -

David Hutchinson
Managing Director and General Manager,
Niugini-Lloyds International Bank Lid.

The Bank of Papua New Guinea Lending Directives of December 1987 state
"commercial banks must give high pricrity to advances and loans to the agricultural,
forestry and fishing sectors : by 31.12.90, 20 per cent of advances outstanding must be
to those sectors”.,

The numbers are, say, 20 per cent of K850 million = K170 million. An average
forestry operation will produce say 6,000 cubic metres a month of export logs and
needs to spend on infrastructure and equipment, some K1.5 million to K2.0 million, If
total loans in Papua New Guinea can only increase 8 per cent in 1989 ie. K68 millicn,
can the kina market cover all new farestry and agricultural projects? What will be the
need for offshore barrowing and to what extent is it available to Papua New Guinea?
The above figures are oversimplified but illustrative. Is forestry gaing to be squeezed
out perhaps?

Obviously, the banks are primarily interested in the service of their debt. They expect
to be paid each month interest and principal. They are at risk for the short
mechanical life of the equipment used and high maintenance costs., They are at risk
far prices of logs, since it is impossible to sell forward and the market is essentially
"arm's]ength".

The financing is basically split between -
Equity; provided in cash and equipment by the foreign contractor, No money is
put up by the land owners not the Papua New Guinea Governmernt,

Leasing and hire purchase: finance companies are ahle to advance a partion of
the value of equipment,

Banks: are able to provide some working capital finance against export crders or
sacured on some of the other assets of the contracting company or foreign
guarantees. It is seldom that overseas buyers will put up money before shipment
(i.e. red clause Letter of Credit advances).

Banks are aware that the profits of loggers disappeared in 1985 and although
1986-1988 has been a good period, it may not last, Rattan cane is another
matter and has not got off the ground even yet and certainly does not need a 10

pexr cent export levy.

The points of agreement between banks and the government would have to be that the
expart of timber is an importnt source of foreign exchange far Papua New Guinea,
that the land owners must be happy and remunerated, that an overall environmental
palicy for the long-term survival of tropical rainfarests must be operating and that
some scarce domestic currency lending should be used to finance logging {for example,
it is not used in mining).
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The banks would have no cause for complaint if everything went smoothly and the only
lbsses suffered were through the commercial failure of the loggers themselves. Banks
must take precautions to have enough security that can be realised to cover the debt,
ar arilly deal with loggers of proven international reputation,

Very basic paints which the banks look for are -

. Good relationship with the local land owners, (It has to be accepted that there
will always be cne ar two troublemakers who feel excluded).

. Induhitable, clear, irrevocable approvals from the Papua New Guinea
Government, i.e. from the Minister for Forests,

Good choice of equipment and a good maintenance mechanic, or service
agreement with supplier.

. A forest resources survey indicating species, volume and topographical and
climatic factors (roads, rainfall, tetrain, loading paint to ship),

. A cash-flow projection and marketing plan. Will they sell to India or Japan or
Karea?

. Competence and track record and numbers of staff. We are dealing with
Australians, New GZealanders, Canadians, Malaysians and Filipinos. ALl with
considerable skills and physical endurance but with differing styles.

The experience of the banks and finance companies has not been smocth, Tt is fair to
say that the lenders have become very cautiocus and it is harder than ever to find kina
finance. Why? And does this matter to Papua New Guinea and its export receipts?

Some problems have been -
. Cancellation of export licences and, in extreme cases, seizure of cut logs.

It is fair to say that the reasons for such action by the government have been
difficult for the lenders to understand and prompted by complaints by third
parties, often without due investigation. Often, the prablem lies in disputes
about the paperwork invalved in getting government permits ar making royalty
payments. It is not acceptable for the Department of Forests to say, when a
logger who has been receiving export licences for some months is suddenly
denied one, that the banks are at fault for lack of care in verifying the basic
permit documentation and legality.

. Permits awarded to contractors who have diverted funds offshore and used
palitical influence (these two behaviours often go together).

Injdicious investment in sawmilling, wocdchipping, veneer manufacture o
furniture factories. The government is attracted to adding value to log exparts
but too often, this is production-driven not market—driven. Any dumping of such
products by comparnies whose main profit-flow is from log exports threatens the
viability of the whale sector. Any unreliahility of supply damages the reputation
of Pappa New Guinea as a supplier market.
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. Land owner disputes, in some cases leading to damage to assets secured by the
banks and physical viclence to management.

. Lack of communications between Department of Forests and the banking
sectar, Letters from the department are usually orders, describing a "“fait
accompli”. Requests from banks are not deait with promptly ar by meetings and
the banks are written off as "having an interest in the matter",

What can a banker discover in the September 1988 Drafting Instructions (which had
not been discussed with the bankers)? Obviously, a banker would be disposed to
believe that the Minister was doing the right thing by improving the law.

. "Refarestation” is stressed, but the methods to promote it are superficiaily
treated. The invclvement of youth groups looks like a political gimmick and
irrelevant to the impartance of the concept. The raising of money from the
logging industry based on cubic metres cut rather than final cash availability
must worry a banker. Proper long-term funding is not properly discussed,

. "Transfer pricing" is not as important a concern to a banker as it is to
government provided cash flows are sufficient but one must be warried about
increasing levies on the grounds that "they all cheat and they can affard #" o
using the penaities of closure and/or imprisonment and fines to combat . In
fact, these two approaches are mutually inconsistent. The banker must feel that
consistent cash flow is the important thing (so indeed will the land owners), A
lighter touch is preferable to "a piece of four-by-two" to use the immortal
phrase. The commonsense approach is overseas rice monitoring, control of
species being exparted and "auctioning” - call it by any name you want - of the
logging and marketing rights. Not by draconian, unilateral and post-facto
penaltiss. And once a project has started, it should not be stopped dead but kept
gaing on a supervised basis.

. "Penalties" in general are probably seen by the government as deterrents but by
our side as dangerously large sums of money which can be unilaterally
demanded. I also remark that the introduction of bank guarantees to cover
certain obligations to be a wrong step. Indeed, I do not believe that banks will be
willing to offer them nor indeed that an acceptable legal document reflecting
such a perfarmance quarantee can be drawn up adequately to protect the
investar and banks.

. "Processing”. I have come to believe that logging and processing are separate
matters. Processing must be strongly customer—driven to be successful. If
Australia or Califamnia or Italy want our laminates ar veneer or top grade white
rattan, then a bank will want evidence that buyers exist for the vdume and
pericd involved, that the product is competitive in price, quality, design and
reliability of supply with competitor countries such as Indonesia, and many more
factors. Processing in fact invdlves considerations closer to project financing as
a bank discipline. There is nothing mare warthless to a bank than an unfeasible
specialist plant in an out of the way location and thus timber processing is high
risk to a bank. There are one ar two investors in Papua New Guinea who are
very aware of the problems and warking constructively at them. I am suspicicus
of any attempt to pressure loggers to start "processing™ in their first year,
There is bound to be deceit, poar marketing research and dumping. It would
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appear that the Ministry of Trade and Industry should be the dominant party in
value-added timber project promoticn.

. The drafting instructions are not clear to me on the subject of “opticnal
requirements” and, in particular, on the question of submission of environmental
plans. The existence of a full Ministry of the Environment and the delays caused
by submitting each timber rights purchase to him must be discussed. One could
conclude that. the whale matter together with the subject of refarestation should
be covered by an overall national farestry plan, probahbly drawn up in
consaliation with the World Bank and United Nations; however, I see from the
agenda at this seminar that such wark is already underway and so I am optimistic
far the future.

T am unclear as to the proposal for export licences, which were previously issued
by the Ministry of Trade and Industry. Is it right to concentrate all controls in
the one Ministry of Forests? Are we not already experiencing delays and
demurrage due to paperwark problems?

I take this opportunity to suggest that the Department of Farests should not be
overloaded and should not be put in a position where it is a cause of delay and
cost to investars, For example, payments by loggers to land owners; should they
not be made direct with only information being sent to the government?
Ancther example, seizure of logs usually means that the department is unready
to sell them guickly and at the right price. The bank would do it better under a
trustee arrangement with the department.

At this stage, I shoauld prefer to stop rather than go into details which are beyond the
competence of a mere financier. My paint 15 rather that the banks and finance
companies have learned a Iot by bitter experience. This is a high-risk sector with
problems of price, rainfall, equipment and tearain and, for the banks, ot the difficulty
of recovery if operations cease. We are already being tald by our customers that the
propoesed higher levies and retentions threaten their margins, especially those who do
nct do everything themselves but have to subcontract to loggers, barge and tug
gperatars, ete,

Conclusion

It must be obvious that, at this stage, the banks are far from having their problems
salved., We shall be extremely interested to see further wark done on customer—driven
value-added investments and on a national reforestation plan. But on expart logging,
we shauld like the risks of the lenders to be mitigated by better communication with
the Department of Forests, perhaps invalving the Department of Finance, rather than
ever greater demands.

I is clear from my first paragraph that the previous government wanted private
secter finance directed to forestry/fishing/agriculture. If this is to happen, the
experience of the banks is gaing to be the determining factar and cannct be shrugged
off,

TR et L S X L T T
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The "Proposed Farest Legislation® and Government-Industry Relations

C. R, Higham
Consultant, Parest Industries Association

The Forest Industries Association {FIA) has asked me to assist in an examination of
"The Drafting Instructions for the Review of Forest Legislation and Regulations"
prepared by the Ministry of Farests. My input will be part of a more detailed response
to an invitation by the Prime Minister, to the FIA, to comment in writing on the
"roposed legislation™ by the end of January. The following was prepared to meet a
deadline for this LN.A. seminar, It is initial comment only. It is incomplete. Parts
may be altered. It does not have official FIA endorsement. (Although much of it is
cbviously based on discussions with FIA members.)

COn the basis of this initial examination of the poposed legislation I see parts that are
constructive and practical. I see parts that are impractical or ambiguous, But this is
not the foarum for a point by paint examination of the proposed legislation. The FIA
does not want to have its main paints lost in a mass of detail. I will refer to parts of
the draft proposals only as (incomplete) examples of FIA concern. These are the main
paints I wish to make at present,

. The FIA wants reasonable, cdlear and unamhbiquous legislation which the
gwernment has the capacity to enfarce, rather than complex, impractical and
contusing legislation which is not enforced or s inconsistently apglied.

. Legislation provides the link between palicies and practice, If it does not stem
from clearly defined forest palicy it will be inconsistently apglied.

If it does not recognise commercial reality and efficient practice, experience
suggests that it will be circumvented by both private industry and government,

. Any revised farest palicy and associated legislation should leam from experience
in the farest sector since independence. Both the failures and the successes.
The losses and the gains. This requires effective consultation with

provincial governments - who will implement many of the provisions;
the forest industry ~ which is (obviously) most directly affected.

"Top down" legislation drafted from a desk in Part Maresby will fail.

In summary the FIA had hoped far a clear set of enforceable ground rules which
encouraged long-term stable investment, and discouraged tendering on the bass of
promises not perfarmance, It does not belisve that the proposed legislation gives
support to that section of the industry which goes about its task in a constructive
manner away from media headlines. Or to put it another way, the FIA has a three-
point proposal -

. first be reasonahie, then be firm;
define policies first;

consuit.

These proposals will be discussed one at a time,
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First be reasonable, then be firm

The largest part of the timber industry is concerned at the proposed legislation. Tt is
concerned that the government has not got the capacity to enfarce some of the mare
complex provisions, It is concerned that other provisions are ambiguous (ar
conflicting) and will be inconsistently applied, It is concerned that some provisions
are unreasonable,

A smaller section, and some potential entrants, will be less concerned. They agree
that parts of the legislation will be difficult to enfarce and this will be to their gain,
If legislation is not enforced, and if permits issuedt under that legislation are nct
enforced then promises become the key to entering the industry, not intended
performance.

Where legislation is cumbersome, imprecise or impractical the faliowing sequence is
possible ~

Cumbersome, imprecise, or impractical procedures and provisions

mean that -

. Ambiguous provisions are inconsistently applied.
. Intentions of legislation are distorted.

. Cumbersome provisions are circumvented.

. Impractical provisions are ignared.

It fallows that -

. Ministerial discretion may be increasingly necessary, and increasingly used.
. The minister becomes invalved less in palicy directives and more in functional,
departmental matters,

and so -

. Depart mental officers are seen as chstructionist or bureaucratic.

. Depart mental officers are ignared. ("Go straight to the top").

. Departmental officers are demcralised (by accusations of obstruction from
industry and lack of suppart from the top).

. Low-level corruption is passible (to "speed things up™).

. High-level carruption is possible (to "speed things up” even more).

. Minar permit conditions are not enforced,

. Impeortant conditions are not enforced.

. Genuine, stable investors are disadvantaged in their operations as their costs are
higher than thase who bend or bireak the rules,

. Genuine, stable investors are disadvantaged in the tender process.

. Promises become mare important than likely performance,

. The "investment climate" is unstable.

. Investment risk increases, Time horizons sharten. Regquired rates of return
increase,

' Lack of performance is "exposed®.

. Carruption is "exposed".
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. All timber operators are perceived to be "part of the game”.

. Dialogue with such an inaustry is not encouraged.

. The government "gets even tougher" (at least on paper).

. Invest ment stalls.

. Pressure buiids up trom land owners, from provinces, from within government,
and from the opposition far "some action®.

. Changes to palicies and leqgislation are difficult and time-consuming. So they are
ignored ("detacto palicies™).

And s0 on. Nothing changes. Tt just gets warse.

The paint that the FIA wishes to make is not that all of the above steps will occur, nar
that legislation should be weakened, but that the "toughest* legislation is not
necessarily the most effective legislation : it must be practical and enforcible.

Here are some examples of our concexmn,

{a) The overall procedural steps that are required between the identitication of a
potential resource and the commencement of operations seem somewhat complex.

The "critical path” diagram attached (Diagram 1) attempts to interpret the steps that
are necessary, under the proposed legislation, (the regquirements of other government
departments are not included), befare any substantial timber aperation can get under
way. Some ot these individual steps are fraught with difficulties, e.g.

what are the effects on subsequent timber operations if up to 25 per cent of
resident land owners do not suppart the forest management agreement.

The value of reforestation projects are very sensitive to haulage distance,
terrain, plct size, soil productivity, etc. The 20 per cent of land dedicated to
the state in every area need not recognise this problem. Scarce resources
may be tied up in many little refarestation projects, scattered throughout the
provinces and the nation, These may prove of little economic value to “futire
generations" because of poor access, etc. The fourth goal of the constitution
is not satisfied. Farest resources must not only be replenished, they must be
"replenished to the benefit of future generations",

. the way of setting log expart/processing leveis based on calculations (Scheduls
3) of the amount of log exparts (devoid of mare favourable species?)
"necessary to suppart infrastructure® and using "current economic techniques®
to determine processing levels, divarced of any company structure, finance, or
marketing arrangements, etc. will reduce the number of genuine tenderers.

(b) Some of the suggested steps seem to be approprate in present
drcumstances. But some are procedural matters which may be made mare efficient
with experience (and dialogue with provincial governments and industry), The
questions are -

“hould ail these steps be committed to legislation, which has proven to be very
difficult to alter?
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iIf they are appropriate matters for legislation is the process the most efficient one?
(From the viewpoints of the naticnal government, the provincial government and the
industry).

{c) Seme provisions seem ridiculously tough, e.9.

. a fine of K100,000 for failure to produce a copy of the operating authaority on
demand by a forest officer,

. a fine of K100,000 for “practising logging activities which is not narmally
acceptable to the depart ment"?

(d Some provisions are ambigucus, contradictory ar have discretionary powers
with little guidelines to ministerial decision., They will be inconsistently interpreted
and inconsistently applied -

. In what circumstances would concession areas not be submitted for tender
(5.24).

. What happens if the permit is issued to a party cther than the land owner
company (LOC) (5.17) and this party does not have the suppart of the LOC (or
the provincial government)?

{e) Some provisions will have a marked impact on the mrofitability of timber
operations, (now and in the future), and these have been farmulated without reference
to the industry they so much affect,

Diagram 2 shows the increases in charges propesed. The companies most adversely
affected will be those that have agreed to onerous permit conditions and are abiding
by those conditions. Less affected will be companies who have taken a short cut to a
concession area (e.g. a "private dealings" axrrangement), and/ar who are not complying
with agreed conditions, (What is the expected reaction from a company who is nat
transfer—pricing to be tald that export taxes are being increased from 10 per cent
f.ob. price to 15 per cent on the basis that some other company is transfer pricing but
has nct been caught. This is unjust. The prablem is one of monitoring ar spot auditing
and should be addressed as such).

() Several provisions affect the division of rights and responsibilities between
customary owners, provincial governments, and the national government and the funds
nade available to each of these groups. For example the proportion of charges gaing
to consalidated revenue compared to that gaing to the provinces (the "Fallow up Land
Use Levy") has apparently increased, But this is a paper by itself,

There are many other concerns, These matters are cbviously the province of
government. Tt will not affect most existing timber cperators if the rate of startup of
new prodects slows down, This is probably sensible in current circumstances.

What does affect industry is where the government becomes frustrated by its own
policies and lagislation and -

R T
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. does not enforce, circumvents, or inconsistently applies this legislation (see
earlier);

. selects successful tenderers on promises not proven perfarmance record (see
earlier);

becomes concerned at the effects of s own legislation eg. if "the
Refarestation Levy" proves to be inadequate to administer and effectively
undertake many scattered reforestation plots the response may not be to
correct inefficiencies, but to ask for more. Let us take an example of a
potential future problem, Refarestation is stated to be a majr cbjpctive of
government. The reforestation levy is K1 per ¢.m. on log exports. This must
pay far ad ministration of reforestation and imglementation, But the levy is to
come from log exparts which are intended to be phased down. Areas planted
in year 1 will require tending in year 2 and so on. The call on furkis will
increase. The proportional contxibutions will decline, Who will pick up the
balance if gemuine economic reforestation plantations are to be estahlished
and maintained?

. adopts a “stop - go" approach to rescurce development and creatss an unstable
industry invest ment environment;

takes action which markedly affects profitahility without consulting industry
and determining the likely effect on each of the very diverse elements of the
industry.

Define palicies first

Legislation defines the link between palicies and practice. This relationship affects
the logical seguence of events through time,

Legislation should support carefully formulated and clearly stated forest palicy. The
government has budgeted for a review of forest palicy in 1989, im mediately after the
proposed enactment of revised forest legislation,

There is little doubt that the findings of the "Commission of Inquiry into Aspects of
the Forestry Industry" will affect the proposed forest policy review. But these
findings have not been available far the drafting instructions for legislation.

This timing is not logical, Yet the FIA can sympathise with the Minister for Farests'
sense of urgency. Revisions to the "ccalonial” forest legislation have been a matter of
urgency since the early 1970s. There is no doubt that the current legislation needs
revision, But the FIA suggests -

. that new legislaion will not, by itself, solve the problems of the forest
industry;

. that inappropriate legislation will aggravate these mroblems,
Where problems exist in the industry, (and the *Commission of Inquiry” paints to many)

they almost invariably derive from inconsistent application of pdlicy over several
years, nan—enforcement of existing legislation, ar inconsistent interpretation of
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existing legislation. They do not narmally derive from inadequate powers under
existing lagiclation (forestry and cther gavernment legislation), The "transfer—pricing”
issue is one illustration of failure to use powers, nct the need for greater powers,
Government powers were available to uncover transfer pricing and recover monies.
They had nct been used.

An lllustration of inconsistent apglication of palicies and failure to use existing powers
relates to the current dispute in Manus. Farest palicy, in so far as it can be gleaned
from the various statements and the proposed legislation, implies that it is in the
"naticnal interest" to require ar support —

. consultation with provincial govern ments;

. a rate of logging low encugh to allow resource replacement (this policy is
directed by the constitution);

. resource support far processing operations;

. competitive tendering for forest resources;

' that a company's past perfarmance be taken into account when allocating new
concessions;

. the arderly release of new farest concessions in accord with an overall
national plan.

The Farestry (Private Dealings) Act provides powers to refuse a Local Forest Area
declaration under the Act where it is against the national interest. A proposed
operation which would log an area at such a high rate as to make resource
replacement imposaible, which is opposed by a provincial governmernt, which does not
fit in to any national gan, which is not allocated by competitive tender, which
competes far a resource with a proposed processing facility would not seem to
conform to the national interest. Yet such a proposal, may from press reparts, have
ministerial suppart, against the wishes of a provincial government of an island
province whose single most valuahle natural rescurce is its forests. If these forests
are logged out and not replaced then this province will in future become dependent on
handouts from Part Maresby. This would seem to be resource exploitation of the
waorst kind.

This seems to be a case where legislative powers are availakle but not consistently
applied in accordance with any clear palicy, It is not legislation that seems to be
lacking but government will,

In summary the FIA agrees that a review of farest legislation is urgent., Even more
uwgent is a formulation of a national forest palicy. And even mare urgent still is a
demonstration by government that forest palicy will be consistently apdied so as to
encourage profitable, long term, stable investment; performance nat promises; good
legislation not rushed legislation.

Coneult

As was stated at the ocutset, revisions to forest palicy and associated legislation should
leam from experience in the total farest sectar over the years since independence.
The national government has no monopoly on this experience., The provincial
governments have learnt a few things, The industry which actually cuts the trees has

. learnt a few things. Much could be gleaned from this experience : by constructive

consultation with provincial governments and with that large section of the timber
industry which has a stake in long-term stability.
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The FIA is not propesing yet another fact-finding mission acting under vague terms of
reference to be carried out by someone who thought Papua New Guinea was part of
Africa two weeks before arriving. Rt is proposing that policy formulation, as a basis
for legislation, go somewhat along the following lines -

. Impcse a maratorium (or at least a substantial slow—down) on the release of
entirely new development areas (e.g. those not required to support established
processing operations).

. Farm a working group {given a feasihle but reasonahly shart time to repct)
made up of seven members : two representatives each from national
government, provincial government, and the FIA; and (say) an independent
chairman from such a body as TASER). It would be recognised by committee
members that the objective of the warking group would be to formulate forest
palicy in the broad national interest,

. This working group would identify in what respects past forest palicies have
failed, and in what respects they have succeeded in contributing to broad
national goals (revehue generatrion, natonal ownership, resource replacement,
etc.). (Using the interim repart and the final repart of the "Commission of
Inquiry™ and all relevant data available within government and industry.)

The working group would also identify in what respects existing forest
lequslation has failed. What does existing legislation not allow to be done that
should be done, and what does existing legislation allow to be done that should
not be done?

The warking group would invite submissions, information, and proposals from
all sections connected with or affected by the farestry industry {including
ideas presented to this LN.A, seminar).

. The warking group would prepare draft forest pelicy proposals for
presentation to the Minister for Farests.

. Normal government procedures would then be used to have these draft
palicies and associated legislation approved and enacted at the same ime.

This process mlght seem a little too invalved. But it is an aoprcrpx:iate time for a
substantial review of forest policies and legislation. If this is not done in consultation
with industry and provincial governments then little will have been learnt about the
failures and successes of forest policies in the years since independence,

And any legisiation so derived, which should prov1c1e a framewark for forest utilisation
far many years to come, will have its arigins in conflict, centralism and mstabﬂaty
which is out of keeping with the spirit of cooperation that is necessary if leglsla'aon is
to be effectively implemented. Ineffective implementation of legislation is the main
problem at resent. The best parts of the "proposed legislation” will be opposed along
with the warst.
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Foreign Investment. in Papua New Guinea

Chris Krans
Director, Vanimo Forest Products Pty. Lid.

Foreign invest ment eassentially seeks four things -

. a stable environment in which to invest;
an environment of least visk;

. an environment of minimal uncertainty;

. a suitable retarn on investment.

T will consider these in the light of the draft legislation proposals.

The existing legislation insofar as if. has affected us and we have observed its
operation, has been ineffective in many areas. This is of course acknowladged by the

state and so manifested by their drafting instructions for new legislation. But we
canhat logically conclude therefore that the present legislation is not good.

Conzder the state option to purchase, which all companies are opliged to grant..
This was brought in with the intent of contralling transfer pricing. T believe it has
never succeeded because the provisions were never applied properly.

If, for example, the export returns of a company consistently show lower-than—
expected prices for no apparent. cogent. reason, then the state could apgly the
provisions. If, in so daing, the state demonstrates that under the same market
conditions and for the same logs a higher price can be obtained, then that in itselt is
aubstantial evidence that transfer pricing may be being practised. aAppropriate further
action may then be taken,

I am led to believe that there have been instances of established transfer pricing to
which the state, through its shareheldings and directorships of the companies invelved,
has been a party. I find this most interesting. Perhaps that is by the by, but it
reinfarces the idea that it is not the legislation but the application of it which is
ineffective. Notwithstanding that, the very existence of the state option to parchase
seems to have led, in recent years, to a pelief in government circles that the state
option must be exercised because it is there. This in tum has led to a further belief
that the state is able to market products successfully and in turn to a belief in the
need for government marcketing units,

Now, I have with me a long list of government marketing units in a large number of
countries. Most of these units have been abect failures. All have succeeded in
negatively affecting the markets in which they operated, often to the benefit. of
buyears - the very oppasite effect which they set out to achieve,

But back to the state purchase option.

There is a further effect of the state exercising the option in crcumstances other
than for which it is designed. This is that when a lot is put on the market under
narmal conditions, the state and its employeses may be so deter mined to sell that. the
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price will in effect be bin downwards. Buyers absdlutely love this situation - it gives
them cheaper supplies, This is the principal reason why so many state marketing units
in other countries have had the effect of depressing prices, an effect which has
inevitably led to the failure or the marketing unit with the usual detrimental economic
effects to both the company and country concerned. Papua New Guinea would do well
to discuss this with its banking and financlal consultants and consider the matter
further. In the meantme it is simply not logical to make leqgislative provisions for
state marketing.

On return on invest ment.

I was interested, with everyone glse this morning, to note a rather cavalier attitude on
the part of the Minister to the subject of profitability, This is sad, Tt is the prospect
of profit which leads investors into investing in Papua New Guinea in the first
instance.

Our company Vanimo Farest Products has made a profit every year since it was
started. We have not repatriated any profits to Australia. The protits have been
reinvested here in Papua New Guinea. T have been working for some time on a share
scheme whereby the land owners in the Vanimo timber area, the pecple who own the
trees notwithstanding that the state has the timber rights, can get a slice of the
action. However, the proposals put before us now by way of drafting instructions,
when applied to our capital and cash flows to date show the company well and truly in
the red. That leaves me with no shares worth selling. It would be unfair and dishonest
at me to sell a non-event to the owners of our resource.

The land owner is therefare the loser, the company is the loser, the economy is a loser
and the country is a loser. I therefore wyge the Minister to think more seriously about
the effect of profitability,

The indicated load of government charges, taxes and levies should be rethought. To
get that return on investment we must have profitability. Without it, sources of
capital for tfurther development will dry up, Banks, finance houses and potential
sharehalders will turn their backs on Papua New Guinea, The very thing which we all
together are setting out to achieve — mare development - will not come to pass,

On the matter of uncertainty

The drafting instructions provide for the establishment of an incredibly iarge
bureaucracy. Even under the existing legislation our Secretary for Forests is over-
burdened and has too few qualified staff. Our company and many others here operate
in a response vacuum because of it. We try to get things done but mare often than not
things just sit still because we get no response, Ow company operates under an
agreement with the state. Few people in govarnment have read it, or understand it.
Action is usually on the basis of part clauses often taken out of context, This pats a
great degree of uncertainty into our future. Such uncertainty will increase with the
mroposals before us and make investment in Papua New Guinea less attractive.

On the stahle environment in which to invest
Three things come to mind im mediately -
1.  The mropcsals befora us have added to them as an apparent afterthought,

socmething about the benefits to the industry. The rest of the document is
largely about palicing and contrcl. Nowhere does the document embody the
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approach of conjpint development for mutual benefit. T sugyest that such an
apgroach can be achieved if the state and the industry sit down together, start
with a definition of the prablems which are to be addressed in the lagislation ard
pintly work out practical ways in which this can be achisved. The rush to get
legislation through parliamernt as soon as ia intended does not make this approach

readily achievable and is to my mind a manifestation of our unstable invest ment
environment.

2. One speaker mentioned earlier today that he thought the proposals a recipe for

corruption. I would like to reinforce that. It should be noted that the penalties

far defaul:, both the minar and majpr, are draconian. This, 1 believe, simply sets

the scene far the unscrupulous to bribe contralling officers into looking the other

way. History has many examples and T suggest that this aspect be rethought, and
remoulded into a positive approach.

3. Whereas all of us in industry have been branded as something not very nice, 1
suggest that there isa i y unappealing streak of greed in government.
This manifests itself in the way the state tries to change the ground rules as soon
as it sees someone else is onto a good thing. vanimo Forest Products devaloped
a market for Kwila logs in India. The state in the light of its policy of
encouraging mare processing im mediately attempts to ban Kwila log sales. Now,
it is a fact that while we can obtain excellent prices for K wila logs, the market
far Kwila sawn timber is very ordinary indeed. The state makes no consideration
of the economic efficiency of its proposals, enforces the apparently ideal and
again the landowner, the economy, the company and the state are the losers.

1n conclusion, a little whimsy. In the US.A. they complain about foreign investment,
in Australia and Japan they do the same. Perhaps it is Papua New Guinea's turm to not
complain but instead to invest in those countries in furm. Tt is possible.

A Statement in Defane(fthchxest(Logging)thry

P, C. Crequer
Chairman, Groome {Milne Bay) Ltd.

Introduction

1 am prompted in this respect to promote this defence by the constant vilification of
our industry by almost any person who has access to a public platform or media
outlet. I state my credentials beiow not as some type of ego trip but to illistrate that
some companias do behave in a manner that the Government of Papua New Guinea
sates is its wish, i.e. we work for land owners, we export 1og, run saw mills and retail
yards and are engaged in significant refarestation.

1 am chairman of directors for Groome (Milne Bay) 1td, who are the managing and
marketing agents far -

tjlabc Timber Company Ltd.

Log exporters Gamadoudou, Milne Bay Province
Log exparters Fergusson Isiard, Milne Bay Province
Saw millers Gamadoudou, Milne Bay Province

Reaffaresters Gamadoudou, Milne Bay Province




Bougainville Forest Enterprises

Log exparters Banui Bay, Narth Sdeomons Province
Log exporters Cape Mabird, North Salomons Province
Saw millers Ramazon, Narth Sdlomons Province
Saw millars Aropa, Narth Salomons Province

Iam also govermng director for Groome (PNG) Limited.

Log exparters Lossuk, New Treland Province
Sawmillers Panamana, New Ireland Province
Retail yard operatars Kavieng, New Ireland Province
Reafforestors Laponga, New Ireland Province

Neither of these companies was mentioned in Mr. Justice Barnett's com mission of
enquiry; nar were our assoclated landowning companies. Our reputation for behaving
in a legal and ethical manner is unguestioned. So it was with consiaerable dismay that
Tread in "Tne Times" of 24 November 1988 the following -

"..othe whale timber indastry is still in turmoil and the raping of the
forest rescurces is still in rull swing by torexgn "fy by mght" cperators
with very little or no notice taken by the foreign timber and logging
thieves ot any guidelines given by the National Forest Office on behalf of
the government; nar are they taking any notice of the rights of the
people to thelr farest resourcss.”

The author of this piece was sadly Sir John Guise who has generally acquired a
reputation for greater accuracy than he displayed here, He was in fact reterring to a
ministenal decision on Manus Island rescurces which had no relevance to actions taken
by the forest industry.

It is topical to think of these persons, companies, eto, nvalved in the timber industry
{read log exportars) within Papua New Guinea as ~

. vandals - they desecrate the forest
. tax evaders
. transfer—pricing specialists
. resistant to processing
oblivious to the neads of the land owners.

I shall attempt to refute these allegations but only in a general way, but again based
on my not inconsiderable experience.

Vandalism : Destruction of the resource

When reterence is made in public to the Papua New Guinea forest rescurce by
paliticians and other interested persons, it is usually referred to in glowing terms with
the adPectives "mriceless®, "great", "wondertul" coming readily to mind. This
assessment is incorrect and a mare accurate description would be "difficult" in that :

. Tt comprises a multiplicity of species.

. Merchantable valume per hectare is low.
Areas made available far development are usually in locations of difficult
topography couplad with adverse climatic conditions,

. Operaticnal sites are narmally totally devaid of infrastructure,
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Tn essence it is a resource that ¢an be successfully developed in an eConomic sense,
but it is certainly no bonanza. Whilst it is natural for the standing forest to be
regarded as development capital by the land owners {when felled and sold) it is mare
normally viewed as an impediment to agricultural development, Papua New Guinea is
not. unique in that forests have been traditionally felled and burnt to aliow planting of
crops or the sowing of grass. It has been, and is, an international practice. Usually it
is excused on the basis of lack of Fortiliser (shifting agriculture) or lack of markets.
However, even today, here in Papua New Guinea and glsewhere, the agricultural
developer resists e € mptive logging like the plague on the grounds of soil
disturbance and compaction.

It is the agnculturist who permanently alters the environment from a forest one to
agriculture. The logger removes but a minor portion, 5-10 per cent, of the existing
hiomass and unless one is intimate with forest practice the visual impact of the logger
disappears in two years and water and soil retention properties are enhanced, certainly
not. destroyed.

Tax avoidance/evasion

Tt is an oft-repeated theme that export loggers pay no tax and are conseguently
following a course of tax evasion. This is incorrect. Taxes are, in fact, paid up front
in the form of royalties, levies, etc. If we assume an expart receipt of US$80.00 cubic
metres, £.0.b., the prepay ments demanded are -

Export tax 10 per cent Uss 6.00
Royalties Us$ 6.00
Penal roading Uss 5.00
FIC levy Uss$ 0.20
Permit stipulations Uss$ 3.00
Tctal 05$22.20

ax 27.5 per cent of gross receipts. What other industry is taxed this way?

An even more extreme example can be given, taking intc account. the proposed Review
of Farest Legislation and Regulations. Currently our firm is preparing a submission
"pevelopment Proposals for Arawe TRP" on behalf of a client, In daing this we have
prepared the following case study, assuming an f.o.b. price of USS 80.00 m3.

It appears from the "Guideline to Development Proposals" that we pay inte a
development fund at the rate of (approx) - Uss 11,70 m3

From the cabinet submission "Drafting Ingtruction for the Review of the Forest
Legislation and Regulations" Part (VHD Clause T6, we will further be required to pay -

Royalties to land owners 10 per cent Uss 8.00
Forest Development Fund (K1.00) Uss 1.17
Farest Industry Office Fund (K1.00) Uss$ 1.17
Fallow-up Land Use Fund (K1.00) Us$ 1.17
Export tax (15 per cent) Us$12.00
Total (incl. US$11.70 m3 above) Uss3s.21

or 44 pex cent of gross receipts. This is plainly untenable,

This leaves $44.79 to carry out all production functons, which will ensure that land
awners will receive no monies other than total royalties which is a much lower level of
income than they now enjpy.




Log marketing

Tradimonally we have sald iogs to key importers in Japan and Korea., Japan is our
preferred marget because their purchases are designed tor internal use and they
proscrioe no spp - they purchase "run of push”. Karea and Taiwan purchase similarly
but for processing and resale to external markets. When the U.S, (Korea) and, to a
degree, the EC (Taiwan) economies slump, Karea and Taiwan cease to stand in the
market and without that wvital competitive clement Japanese prices come down
markedly and rapidly. Other log markets (India and Singapore come to mind) are
species-selective to the top end of the species range, and do not offer com mensurately
better prices.

But Japan takes 1t all and prices appear fair. Current prices of US8$90.00 per cubic
metre may not be a very good price for Taun and Pencil Cedar, but is excellent for the
Ficus, Malas, Alstonia segment of the cargo. Papua New Guinea realisations equate
well with thase for the MLH grade from Sarawak, etc,

Still there is no room for complacency. Published figures show that since 1980,
average log prices in Papua New Guinea (in US$) have risen 250 per cent while in
Japan (expressed in yen) they have dropped over the same period by 33 per cent.
There is room for improvement in our marketing but returns do adequately cover
Qosts,

Transfer pricing

There appears to be a fixation within official and academic drcles that transfer
pricing is rife. Officialdom is so concerned on this matter that the reason given for
the proposed increase in the export tax from 10 to 15 per cent, is to compensate for
the revenue they "know" is slipping away from them. If there is any fair basis for this
lne of thinking, it must surely be found in fact and should be acted upon and these
facts should be publicised. However, the group of companies within which I have
equity and managemernt invalvemant have never been invalved in transfer pdcing and
no "deals" have ever been offered,

Generally we offer to Japanese or Korean buyers and even in dmes of fisrce
competition (usually in four yearly cycles) no sweeteners have ever been offered. We
offer all loys for sale regularly to Mr Amin (State Marketing Authority) and
differences and variances in prices gained have never been of significance in our
case. Also sporadic offers emanating from India and other nations - narmally seeking
a supply of a restricted range of species, are usually lower ar similar to those offered
by our bulk purchaser.

Surely if transfer pricing was taking place it would need to equal K 8-10 a cubic metre
to make it worthwhile and some rival buyer would appear on the scene prepared to
"split the difference” but they do not do so. Tt may be naivete on our company's part
but we consider that the allegations of transfer pricing cannot be sustained and that a
turther 5 per cent levy on honest operators is unfair,

Processing
The Review of the Farest Legislation and Regulations states that a higher level of

processing will be enfarced with 50 per cent of throughput being mentioned as a ball-
park figure.
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National government. authorities shoud re-think this processing pressure as it will be
+p the cost of the two most important parties invalved, i.e. the national govern ment
and the land owners, who will lose a considerable amount. of income to which they
have become accustomed. In our operational sphere it has become fashion for land-
owner companies to be formed to hald the timber permir, The land owners then hire a
management contractor £o execute the terms of the permit. This system of opetating
is most attractive to the land owners and is profitable to the managers.

The standard contract {Logging and Marketing Agreement) which is written by the
Depart ment. of Parests and approved by the Depart ments af Justice and Finance and
Planning, usually gives the land owners a graduated series of payments, KB.00 at an
f.0.b. price of €55.00 being realised. AL receipts above that. benchmark level are split
50 : 50 between land owner and contractcr. An example of a sale of expart logs at
K75.00 per cubic metre f.ob. gives shared returns as follows -

central government (export tax 10 per cent) K 7.5v
Royalties K 5.00
Land owners K18.00
Forest Industries Council levy K 0.20
penal roading K 4,00
Contractar K40.30

K75.00

This is attractive to the land ownex, who, with 75 per cent share of royalty stands to
gain KZ21.,25 tar each cubic metre exported of 28 per cent of total receipts (see
diagram appended).

If this system is altered to make reforestation, agriculrural development and general
infrastructure a charge on the f.olb., these costs can only be paid for by the land
owner and/or the national government because they are the only parfles with
uncom mitted funds, They do not become a charge on the Foreign devil.

Should the proposals suggested in "The Review of the Farest Legislation and
Regulations” become law, the tollowing will ocour —

Assume again export receipts of K75.00 m3 f.0.b., the fallowing breakdown will apply -

Fxport tax K11.25
Royalty K 7.50
QOther levies K 3.00
Penal roading K 4.00
Contractar costs K 40.00

Sub~total K66.75
Land owners receipts K 8.25

Total K75.00
1,and owners receipts K 8.25
Full royalty K 7.50

Total K15.75

A drop of K5.50 cr 25,8 per cent in land owners' returns.

1 will be difficult to convince the land owners that this lessening of their
discretionary spending powWer is a good thing.
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Saw milling

In 2 move Lo processing, sawnilling is usually given prominence. It is cur experience
that sawmills are profitable in direct relationship to the cost of log input or how the
Ing input is valued. Sawmills can be most valuable (even if in accountancy terms they
run at a loss) in that they can accept logs at the bottom end of the minimum export
poce range, export rejects that would be otherwise unmerchantable and can
contribute much revenue to the loyging prof_it centre that would otherwise be lost.
The saw mill does increase the value glso, in these circumstances, of the resource rump
that is intendea for export in log form by removing Group ITI species.

In New Ireland Province, Groome (PNG) Limited have attempted to run a stand-alone
sawmill far some years at Kaut and Panamana but have found it initially to be
uneconomic and have been forced into a parallel log export operation for two reasons,
namely -

To reduce our saw log Cost to an econcmic level.
. Pressure from the permit halder who was dissatisfied with returns received from
sawlogs against export logs, e.g. K6.00 compared with K20.00.

The returns the land owners required had to be sufficient for them to purchase a large
copra plantation and the sawmill did not generate that return, either on a unit or gross
throughput basis, Land owners do not like sawmills because of lack of return to
themselves as permit. holders, There is a similar lack of return to all parties.

If sawmill log furnish is export reject:
Costed negatively (disposal cost) the sawmill is quite profitable.

If the furnish is at straight logging cost it will be profitable but little return will be
made to interested parties, l.e. government and land owners.

If sawmiil logs are costed into mill at actual cost of production (K»35.00 m3) the
equaticon becomes

K 35,00 X 106
0.4 io0

K92.75

This is acceptable and some profit can be made.

At oppartunity cost {the log expart price equivalent) the sawmill will be distinctly
unprofitable.

i.e. Opportunity cost of logs = K 75.00 m3

Conversion cost 40 per cent = K75.00 = K1u7.50
0.4

At 6 per cent far loss through degrade, theft, etc.

= K187.50 x 106 = K198.75
100

This cost of log furnish is on its own closetot‘he current sale price af green rough
sawn untreated lumber ex yard.
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By this example T am rying to show that sawmilling cannot give the returns to the
government and land owners that expart logging does. The examgle given at the start
of this seminar of large sales to Australia of sawn timber at $A 370 per cubic metre
cif. could only break even it logs were fed 1nto the mill at bare cast with royalties,
tax and protit to any parties being forfeited.

Summary

| reiterate - loggers do not damage the lorest in as far as it is used by land owners.
Loggers provide access and only remove the large steins which are an impediment to
village agriculture. Water and soil retention qualinies are not affected by loggqung and
if two years of benign neglect is allowed there is no signiticant. rasidual visual cther

than to forestry intimates.

Transter pricing is not a tact and certainly no excuse for creasing the expoct levy to
15 per cent.,

Log production costs are approximately 50 per cent of gross export. receipts lzaving
congderable funds far discretionary gpending by government. and land owners,

This ability to spend with discretion is lost with total processing although it does give
added cash tlow.
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Government. - Tndustry relationship

Aaron Nawasol,
Chair man, Farest Tndustries Council

Tt is the view ot the government that the ndustry 15 -

unresponsive to new markat opportuntias;

. nat. geared to market diversification;

. is ot at all operating at optimurm capability ar capacity;

. generally slling below market prices;

B knowingly under measuring logs, downgrading logs, misinentit ying species,
atc, ete.

. 1§ focussed on exporting 1ogs;

. not. serious in implementing the cbligations stpulatad in the timber
permits and project agree ments;

. in some instances attempting to dictate to the government what the
farest palicy should be;
transter pricing through inter mediaries resuifang in -

. 1085 of foreign exchange tor the countryi

. 1oes of income for the resource QwWners;
loss of revenues {(ewpart levies and corporate taxes) Lor the
government.

net attempting to sell 1logs above the Minimum Export Prce set by the
government.

Taking all that into account the draft forestry legislation allows increased export
taxes to counteract transfer pricing and tough penalties to deter other forms of
malpractices.

Over the years the number of Himber industries have increased dramatically wiile the
jevel of manpower resources has remained static, The number of Hmber operations in
some provinces are high compared to the number of government officers who are
actually invalved in the monitoring of timber operations. The government has been
doing all it can to monitor and guide the timber industry with the li mited manpower it
has.

n Fact the monitoring of the timber industry has been left to the provincial farestry
officers (PFQ) who are responsible to the provincial governments so the Department
of Forests’ headquarter's requests are always given second priarity by the PFOs. In
fact in most provinces the functions of the Department of Farests are under the
Department of Pimary Industry.

The constraints experienced by the industry are =

. poar characteristics and great mixture of Papua New Guinea timber
species so that buyers use this as an excuse to depress prices;

- high operational costs;

. pocr quality of forest stands;
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. Intlesible official attitudes;

. lana disputas;

. uncertainty in the continuiry of log supply so that investors are cautlous
in pouring money towards processing;

. high internal treight rates;

. lack of import protection;

. the strong kina which makes timber exparts ook relatvely expensive;

. grading ot logs 15 a waste or fime ana etfort because the buyers'
specifications only refer to diameter classes, species mixture and volume
of carygo,

Organisations involved in the tmber industry

The land owners: The farest resources of Papua New Guinea are owned by the people
and not the state as 15 the case in, say, Malaysia. It is the view of the government
that the people must participate meaningtully in the exploitation of their forest
resources and receive a fair share of the revenue earned from the sales of the forest
products.

To assist the forest ndustry the government must clearly identify, without doubt,
resource owners and devise a system 1o -

. involve these land owners in the expioitation of their forest resources and
follow—-up land use e.g. reforestation;

. make Gmely royalty payment and distribution to avaid undue disruption to
Company operations;

invalve land owners in the timber project negotuations.

The Forest Industries Association (FIA): The FIA represents the callective interest of
those angaged in loggmg, milling, manufacturing, merchandising, exporting, utilisation
and associated servicing and support industries directly or otherwise dealing with the
Papua New Guinea forest rescurces. Tt has been said that the FIA membership does
nct represent the wide and diverse range of operators. Attempts are now being made
to carrect that. situation,

It should be noted that the intention of the draft legislation is to make FIA an official
mouthpiece of the Industry. This arrangement is not proper as not all forest product
operators are members of the FIA. There must be a neutral forum composed of
representatives from the FIA, the government and the land owners to address all
Issues affecting the forest industry.

The Forest Industries Council (FIC): The Farest Industries Council was formed in 1973
to develop and promote the timber industry particularly in the overseas markets
because Papua New Guinea has a large forest resource comparad to the population. Tt
is responsible to the Minister for Forests and has no statutary powers other than the
fght to cdllect lavies from the industry to finance its activities and to register major
farest product operators.
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The Council is composed of Seven Mmemoers representing the FIA (ong of whom
represent. the small producers) salected from a panel of namas submitted by the FIA
plus those other members who are government repregentatives. Thaose are currently
the Secratary for Farests, Secretary for Trade and Industry and a reprasentative of
Coopers & Lybrand which is not a government department. The chairman of the
Council is elected by the members of the Councii.

Officially, the FIC's general powers and functions are -

. promating of forest industries;

3 stimulating the use of Papua New Guinea major forest products;

B formulating, in conjunction with the Department of Forests, standards and
grading rales;
carrying out enguiries into any aspects of the industry, as found
necessary;

. acting as industrys' lobby to government;

. direct marketing and technical assistance to industry;
providing market and statistical infor mation.

The promotional work of FIC cannot be truly effective in its present farm because -

. There are insufficient funds made available to FIC, and consequently it cannot
employ sufficient technical manpower.

. Dominance by majr export markets with substantial degree of contral of Papua
New Guinea logging and timber operations so that no attempts are made to tap
inti new market outlets and to diversify product range for export.,

The promotional work is at times done in conjunction with the Department of Forests
and the Department of Trade and Industry if funds are made available throagh the
Department of Trade and Industry by overseas funding agencies such as the Eurcpean
Economic Community (EECH

widening of executive functions of FIC to include marketing and greater provision for
quality contral will no doubt give FIC mare purpose, direction and contral and
substantially improve assistance to the industry.

Consideration must be given to the Minister far Forests being invited to ail Council
meetings as this opportunity will allow the ministar to participate meaningtully in the
affairs of FIC and make it convenient for questions etc. relating to government
palicies from the timber industry to be answered on the spot or taken up at the
ministerial level by the chairman,

There should be a fair representation of government and industry in the Council and
making provision in the FIC Act for observers. The departments to be considered far
membership are =

. Finance and Planning:
To represent the Department on financial matters {e.g. prices).

Environment and Conservation:
To represent the Department on environment. and conservation issues
affecting the industry {e.q. rehabilitation).
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Provincial Affaus:
To represent the Department on matters relating to decentralisation and
provincial affairs (e.g. royalties).

Works and Supgaly:
To represent the views of the Depart ment particularly in relation to usage
of timber e.g. treat ment of timber sizes, ete,

This will make possthle industry dialogue with most relevant government departments
and in due course improve relations, currently poor,

The FIC ourrently represents the inaustry in the fallowing committees and
associations -

. Standards Com mittee:
FIC is a member of the Papua New Guinea Standards Council and plays an
important rale, especially in relation to standards on timber and timber
preservation,

Board of Governors of:

. The Timber Industry Training Callege (TITC) in Lae, Maorobe
Provinces

. The Papua New Guinea Farestry Cdlege in Bulclo, Marcbe
Province.

The South-East Asia Lumber Producers' Association (SEALPA):

The FIC is a member and is the country secretariate of SEALPA. The
SEALPA Articles of Agreement accepts only trade arganisations like FIC
to be members of that association.

SEALPA has become a useful regional timber forum incorporating not
only the producing member countries but also national organisation
members from the consuming countries of Japan, South Karea and
Taiwan. SEALFA has in recent years spread outside the South~-East Asian
region to include Papua New Guinea and Fij. At the last meeting the
Council allowed Solomon Islands and Vanuatu cbeerver status at the next
SEALPA meeting. This organisation is recognised as an international
forum where matters pertaining to the regional and global timber industry
are discussed and analysed, Impartant matters arising from the discussion
and analysis are then translated into resdlutions and recom mendations
which are then channelled through the respective government agencies ar
: regionally recognised warking group like the WGRAF (under the Asian
! Chamber of Commerce and Industry) for their actions,

The Minimum Expart Guideline Price (MEP) far Logs:
There is a MEP Com mittee composed of representatives from -

the Depart ment of Trade and Industry
. the Department of Forests
The FIC.
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The FIC represents the timber industry. The Committee meets every
month to review the minimum export price in accordance with the general
South—-Sea Log Market Situation.

The FIC cdllects views from the timber industry and its market
intelligence sources overseas and presents a repart. to the Commnmittee for
consideration befare a decision is reached. FIC has good office facilities
and infor mation received is reliable.

The FIC was instrumental in pushing for the imple mentation of the
SEALPA Log Grading Rules and fer the attach ment of a logyging trainer at
the TITC to conduct in-company training with a wew to improving logging
technicques and presentation of logs.

FIC also employed a professional dmber grader trained to the Malaysian
Timber Grading Rules to conduct shart courses at TITC and do in-
company grading service free of charge. These were all done to assist the
industry.

Bureau of Customs and Excise, Department of Finance and Planning: The Bureau of
Customs 15 solely responsible far the callection  of revenue in respect of
import/export/excise goods as well as application of legal provisions passed by the
national parliament through various enactments.

The Customs Act Chapter 101 stipulates that the export duty on all export
com modities must be paid when the goods are entered for expart. In the case of log
exparts, the duty will be calculated on the volume stated in the export licence
application and paid upon inward clearance of log vessel.

The FIC believes that the sections of the Customs Act Chapter 101 relating to expart
duty payment should be amended to allow log expart duties to be paid upon cutward
clearance of vessals for these reasons.

Papua New Guinea logs are sald by species, grade and valume. Whilst the
negotiated sale vdlume and price are known at inward clearance, the exact
species, grade and volume are not known until the last log is loaded.

. Because vessels do not tie up at a wharf but anchar in some convenient. harbour
(sometimes, a very poar harbour exposed to rough seas) logs must be towed In
rafts, if flvaters, or on barges ar pontoons, if sinkers, and some losses do oCcCl.

. Log sales are made in United States ddllars whilst export duty is required in
pPapua New Guinea kina, and the exchange rate used is that applicable on the day
af outward clearance and negotiation of the Letter of Credit (sometimes, done
the following marning if clearance is in the afternconl.

Some companies are owed thousands of kina in the form of excess log expart
duties by the Department of Finance and Planning and this is straining
relationships.




The Department of Forests: The Department of Forests issues timber permits,

mohitors timber operations, check-grades logs and recom mends log expart licences
and permits,

Relations with the industry have been strained by -

. Delay in recom merding export licences to be issued by the Department of Trade
and Industry, Some of the reasons for the delayed recom mendation are improper
grading by companiss, companies Failing to meet timber permit conditions and
pressure from the Department of Farests on companies to negotiate for better
prices-and at times in such cases there have been cases of conflict over grades

o

between PFOs and graders from headquarters, causing confusion.

The operations of the State Purchase Option (SPO). It is not that the industry is
against 5PO; rather, the cperational aspects of it were never understood by the
industry until FIC brought the matter up with the Depart ment and a circular was
produced to that effect and drculated to the industry. The situation is clear
now,

Delay in the payment of royalties by the Department of Farests to land owners,
causing disruption to company operations,

The Department of Trade and Tndustry (DTI): The DTT issues log export licences under
the Export (Control and Valuation) Act upon recom mendation by the Department of
Forests, The expart licensing officer is usually under severe pressure if there is a
delay in recommending the issuance of the expart licence by the Department of
Farests leading to strained relationships.

It is claimed that the FIC is duplicating the wark of the Marketing Section of the
Department of Farests; as a result the draft: legislation it proposes that FIC functions
be absorbed by the Forest Industry Office (FIO) within the Department of Farests,
Obvigusly there is not nuch truth in the claims and to prove that one has only to refer
to FIC functions menticned earlier.

In fact the FIC marketing and promction function is a service done for the timber
industry because they do not have the time to do it themselves. The Marketing
Section of the Department of Forests should of course work closely with the FTC but
should concentrate on monitoring and checking such things as expart prices of forest
products, trade agreements between our trading partners, market studies into minar
forest products, etc. ete.

Conclision

To improve and strengthen the relationship between the Papua New Guinea timber
industry, the government and the land owners, the FIC Act needs to be reviewed and
FIC levy and level of manpower be increased for FIC to be mare responsive and
contribute effectively and meaningfully towards the development of ouwr forest
resources,




- B67 -
Sustainable Yield

A comment from UNDPB/FAQ Projct Team

Sustainable yield is a concept of an ideal situation and there may be a varlety of
approaches and options to achieve this goal, Tt is an dbjective of development plans,
Forest management plans, practices and research., Two essential questions COnCerning
the sustainable yield are -

How is the yield deter minea and with what precision ot estimate; and
. How is it sustained?

As a first step it is necessary to obtain a rough idea of the potential valume available
by conducting forest inventories and adequately designed inventories will allow
reliable minimum estimates to be made. Preliminary estimates of the productive area
of loggable forest in Papua New Guinea have already been made, part of this area has
been inventoried and timber right purchase agreements made with the owners. The
following actions are now being taken to =

. Tmprove the esti mation of the area

. Improve the estimation ot valume

. Deter mine the increment and gilvicuitural
requirements to sustain this increment.

Current estimates of potentially productive area may vary in practice by as much as a
5 times factor and the increment is expectad to vary from U.25 - 2.0 cubic metres per
hectare per annum, With the combined variability of these two it is essential to be
cautious in harvesting the forest resource and to take whatever preliminary
precautions are necessary to, at least, limit this variation within its estimated range
Lntil such time that mare precise infarm ation is available,

Protection of the future resource is essential if a sustained yield of torest products is
to be achieved. Results of logging investigations have already shown that critical
damage is being caused at the pale stage of tree and stand development and this is the
section of the stand which will be available far harvesting in the third cycle of
Iogging, some 40 - 60 years after the first logging. The area of forest currentiy
cleared for forest roads, skid trails and log landings can amount. to over 30 per cent of
the land surface and the forest, which could be reduced to less than 15 per cent and a
resultant saving of trees which will be available for logging in the next and future
harvests.

A supply of benefits from the forests, besides log valume, has to be maintained.
Estmates of the future demand for industrial materials must be made if industries are
to be developed and maintained. Plans for 1and development have to be formulated
and since the land owners also own the forest resources their aspirations and
preferences have to be taken into consideration. Palitical demands by central and
local governments, who view the forests as a source of revenue as well as a resource
base for industrial development and employment, have also to be taken into account
when determining the area which will be needed for sustained yield management of
the forests.
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If forests are tc be managed effectively there must be a cadre of well-trained
foresters and loggers, Whilst logging companies can be readily established, many are
inexperienced in sound logging practices and provide little or no adequate training for
their employees. The forest services in Papua New Guinea have a ceiling on their
establishment of professional and technical staff and budgetary constraints lmit the
availability of vocaticnal staff, labour and transport. Current licensing practices do
not facilitate sustained yield management and the sparadic payments of royalties to
land owners certainly is not a very great incentive to them to consider forestry as a
long-term business, in particular management of the natural forest. Few land owners
are aware that forests can provide a sustained income and be competitive with other
farms of land use.

Sustainahle Devalopment -
Some International and Local Perspectives

Dr. Caraline Sargent
Directar, Farestry and Land Use Program me
International Institute for Environment and Development

The Internaticnal Institute for Environment and Development is a non-governmental
organisation with a remit to promote development through scund environmental
practice, The faorestry and land use programme aims to encourage appropriate forest
use through palicy review and reform, scientific research, technology and information
transfer and suppert of local non-governmental organisations,

During the past few months we have been warking in Papua New Guinea on behalf of
the South Pacific Appropriate Technology Foundation (SPATF) and the International
Tropical Timber Organisation (ITTQ)., We expect to be making a contribution to the
Tropical Farest Action Plan with funding from the Asian Development Bank,

In this paper T am gaing to talk about bath the TTTO and the SPATF projects, because I
think that, at very different scales, they may shed a little light on the discussion on
forest palicy.

The ITTO project looked at the extent to which the management of tropical maoist
farest (TMF - ar bush as you may prefer to call it) is at present sustainable within the
18 (19 if you include Australia) timber+woducing countries signatory to the
International Tropical Timber Agreement (ITTA). These countries produce more than
97 per cent of the weorld's tropical timber exparts,

Effectively we asked:

"Over what areas is natural forest managed for the sustainable production
of timber.

Where such management has been undertaken successfully, what are the
conditions that have made this possible?

Where such management. has not proved pcssihle, or has failed, what have
been the constraints that have made it impossible or difficult to apply?

Whal action should be taken?"
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The resilts were presented by my calleague, Dr. Duncan poore, at the ITTO council
meeting in Yokohama earlier this month. They are extremely warrying. Less than
0.02 per cent of all the TMF which is under current management is being worked in a
sustainable way. There is no, or negligible, sustainable management in Papia New
Guinea (and indeed in a large number of other countries).

what is meant by sustainable management? I have heard a variety of descrptions
here — however the prize must be given to a concessinnaire at a recent conference I
attended who, in all seriousness, stated that “it is the maintenance of sufficient stocks
to last until the end of the concession agreemen "

We define sustainable management with an obective, The most impartant condition
to be met for sustainable production for timber is that nothing should be done which
will irreversihly reduce the potential of the forest to produce marketable timber
(Pocre 1988). It is, of cause, possible to manage for many different dojectives :
genetic consexvation, for example, in which event it would probably be most
appropriate to simply secure the farest. 1In practice it is usually best to find a
compromise which will provide environmental protection, whilst promoting timber
production.  Unless TMF has an economic value it is very unlikely to survive.
Conversely such a value can, and does, destroy it.

The Forest Minister spoke about the possibility of Papua New Guinea forests being
deedadleased to the European Economic Commurnity (EEC) or the United Natons, We
are all bacoming increasingly aware that there is very great economic value {which 15
beginning to be quantified) in the environmental "goods and services” provided by the
TMF. This is almost certainly part of the motivation behind such a move. Sustainable
management can provide both timber and environmental benefits - although scome

disturbances will always occur, and it is essential also to preserve certain forest areas.

Tn its sl mplest form, sustainable management can mean dlear-felling a tarest, and then
closing it and leaving it to regenerate naturaily. guch a monocyclic system has been
suceessful in the lowland Dipterocarp forests of Malaysia. However, it has been ghown
to be far less successful in mixed and hilly forest (Thang 1988), where it produces a
wide, and often unpredictakle, range of responses, The canopy which develops is
usually dominated by a few fast-growing light—demanding species, To work the
method successfully requires considerable local data on regeneration and germination
rates, on seed viability, competition and yield.

Tt has the particular disadvantage of needing a minimum of about 50-~70 years between
harvests for most systems, It also assumes that the future market will demand these
"fast-growing trees".

Environmental disturbance may be unacceptable if the system is operated at a large
scale - although there are those who suggest that this merely mimics natural disasters
- cyclone or fire damage for example.

A dlightly more complex, although certainly mare predictable system is sometimes
referred to as "minimum intervention”. It is palycyclic : that is not all trees are felled
at the same time; trees below a determined diameter being retained carefully to
provide the second harvest, and to lend an appropriate shade for growth of poles into
third cycle trees.

Tf one takes a cycle of, say, 30 years, three harvests will be present at some stage of
development prior to the first cut, and the species composition of the second harvest
(dbh between about 30-50 cms at onset) can be predicted fairly accurately (Thang
1988, de Graff 1986, Wyatt-Smith 1987
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Again, in the absence of good data, it is essential to maintain monitoring plots. But
the system is more flexdhle than a monocyclic approach and changes - reducing
rotation length - far example can be made within the cycle.

The particular value of such a polycyclic method is that the ime between harvests is
significantly reduced, and the farest retains genetic variability and potential to
accom modate future market demands. (Ten years ago no-one would have considered
Octomeles a commercial speciss,) Further the canopy is permanently maintained, and
the system is almest certainly a better compromise between logging and
environmental cbjectives.

Padycyclic methads may lead to smaller harvests (although mare freqguent) but can, as
can monocyclic methods, be improved by silvicultural interventions. Elaborations on
these two fundamental systems account for the variety of sustainable TMF
managment practices available,

Although experimental work has begun in Papua New Guinea (P. Srvastava, personal
communication) and elsewhere, none of these approaches is being effectively planned
and operated in more than a very minar way - particularly now that the well-
documented system in Queensland is to be discontinued. There is some successful
work in Peninsula Malaysia and scattered elsewhere — but the figure of less than one-
eighth of one per cent stands,

During the study far the TPTO, conditions that were found to be essential for
sustainable forest management (proceeding into the second ar third cycle operations)
were identified as fallows -

A permanent forest estate within the natural forest with a quaranteed long-term
future as part of an overall land-use plan.

. Secure conditions for forest managers, government, private ar com munity.

. Standards for annual allowable cut and harvesting methods.

. Adequate control to assure future crops.

. Economic/financial palicies which do nct require mare than the forest can yield
sustainahly.

. Environmental palicies,

. Encugh information for effective operation of all of the above,
(after Poare 1988),

Clearly some of these conditions cannct be met in Papua New Guinea at present. In
particular, there is no adequate estate, except in the hands of the land owners,
Comparably the main group with secure conditions for forest management are land
owners,

IED has therefore been warking with SPATF on a programme to provide sustainable
management techniques to village/landowner saw mill cperating groups,

A warkshop was held in Lae between November 21-25 for pecple invalved with all
aspects of villager sawmilling. This provided a fallow up to a technical repart on
enwvircnmental and socic-economic impacts of such operations (Sargent and Burgess
1988). The workshop, much of which was heid in the farest, introduced a simplified
minimum intervention technique, based on a rotation cycle of 25-30 years.
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The landowners: demarcate the area o be managed (a minimum of 25-30 hectarss is
recommended; enumerate trees above 15 cms dbh by species and dia meter class
oroducing a simple stock map; civide the area into 25-30 blocks for annual
harvesting; and mark the first cycle cut for directional telling, and the second cycle
cut for protection. At all fimes the 1mportance of caring tor the next {second) cycle
crop was stressed,

Workshop members appreciated the value of the techngue very readily, and found no
technical difficulty with the method (a training manual is being prepared). 0ot
particular interest were the discussions on socio-economic benefit, and on what
approach would make the permanent setting aside of an area at land acceptable to the
com murnity.

1t is stressed that this is a technique which is being made availakle to villagers for
their own develppment — although there are clearly very valuable environmental spin-
offs — for example, the protection of an area of land from slash and burn.

Because it is "their" development it is likely that the land owners/villagers will
develpp their own approach to coardinating village interests. We have, howevel,
briefly examinad the economics of such an approach. In Table 1, data kindly made
available by the Department of Agriculture and Livestock is compared with data on
13 okabout. Somils" from village equipment suppliers,

The "sustainahle forest" budget deducts capital and operating costs {based on a two-
year life for the wokabout somil}, together with a conversion factor of about 55 per
cent.

The environmental benefits are net. calculated, but at the end of 25 years there is still
a complete forest cover. The future of cocoa and copra is 1ess predictable.

1 am not alone in feeling certain that such village activities will continue to expand
ana develop at an increasing rate. At the beginning of 1988 there were fewer than 200
small-scale sawmils in operacion. By the end, there will be 300.

1t is hoped that land owner education of the kind that is beginning will contribute to
safequarding the forests as well as to development. With one or two sawmills in an
area there is little impact, with many the torests could become depleted fast.
Legislation may become necessary — although this would be cumbersome and difficult
to enforce.

Rather, there is considerable potential for development of forestry - department

extension work. The needs of the land owner 1n this and the wider context should be
addressed and more attention paid to them in the £orthcoming legislation and palicy.

It might also be wise o define what is meant by sustainable management for timber
groduction more closely in these documents. At present there is a very wide general
interpretation of the phrase which could divert attention from its scientific meaning,
and could be used as a veil to cover 1eas than apgropriate practices toward renewing
the forest resource.
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Table 1

Comparative analysis land useage (Based on utilising 25 hectare block,/1987 prices)

N e e = > { 2 K 4 5 & 7 B Q 10 1S 20 25  |Total /HalTotal /2SHa| Return/Labour
COFFEE

ncame o] O 296 S350 841 1143] 1337 1493 1414; 132Z0| 1443 144F| 1443

Costs 741 91 20 27e 338 422 443 443 443 443 443] 4432 443

iNett Ingeme -4t - S5 272y 485 T2 914 el 97! 877| 1000; 1000| tQO0f 19291 482275

Man-Days 05 59 143 141 195! 213 234 234| 224 234 224; 234 234 5518 137950 B.30 /Man-day
COPRA

Inonae a a g D Z 182 384 S8 Sé4 550 478 47Bf 478

Custs 181 101 g5 129 140; 116 121 tz24] 124 124 124 iz24 124

Helt Income =181 ~101 =86 -13%| -10t 1 263 412 440 426! 354| 3I54] 354 6457 161425

Man-Daye 152 S0 29 3G 48 47 50 64 67 &7 67 67 &7 1578 39450 4.09 /Man-day
CNCOA

Income ] Oy 30| 451y 837 w21 919 748 8&16; 854 659 395

Costs 246 S4 81 151 21 93 35 91 91 o1 86 g1

Nett fncorme -246 -54; 229 Z40] 496 B26 824 657 725 Te3| 573 14 10220 255500

Man-Days 180 i 56 41 4z 48 43 43 43 43 39 35 1046 26150 9.77 /Man~day
COCOA/COPRA :

Income o 0 0] =202t S38] €99 1032 1106| B8SO| 862 780 S44

Coste 143 236 148 192| 256] 126 126 127 131 131 t29 124

MNett Incarre -143] -236| -148 10| 282 572 g96| 969 T18| T 631 420 950E 237650

Man-Days 1360 34000 &.99 /Man-day
SUS FORESTRY [25Ha Retational Harvesting 1Ha pal

lncome TT00{ 7300 7I0P| 7I0C| VYSOQ[ 7SO0 7SCA| 7I00| VSO0| TSOO) YS0Q| TS00] YSag

Costs 1500| 15001 1900 15001 15C00| 1S00] 1S00| 1300 1300] 1500 1500 1S00j 1S00

Mett Ircome €0001 6000] 6000| eQ00| &000| 6000| 6000f &000f 6€000( &000| 6000( e000D| €000 150000

Man-Days 60 650 &0 60 60 &0 50 €0 &0 €0 6 60 60 1500(100.00 /Man—day
CLEAR CUT [25Ha in 1 felling]

Income 10000 10000

Costs 2500 2500

hett Income 7500 7500 187500

Man-Days 100 100 2500| 75.00 /Man-day
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Land Usage — A Question of Ownership and
Foonomic Decision Making Guesswark?

David F. Freyne,
Director, Export Crops Invest ment Branch
and

Balthazar M. Wayi,
Chief Land Utlisation Officer
Department. of Agriculbure and Livestock

vqraditional scciety in Papua New Guinea, and indeed in the whale of
Melanesin and Micronesia, is a complex evalving organism. Nowhere is
the complexity more apparent than in the Fields of land tenure and land
usage rights, Land tenure and disputes relating to land usage have
through their effects on agricultural devalopment, emerged as major
proplems facing Papua New Guinea." (Aland 1977)

Introduction

papua New Guinea decigion-makers have available to them an ever-increasing store of
information on the status of land ownership and a more rapidly increasing deluge of
papers from consultants and advisers on how to resdlve perceived "mroblems" with
ownership.  Regrettably, however, the country lacks a clear palicy and set of
guidelines as to how we should operate within the current. situation so as to ensate
continuad development. This paper (roposes a close working relationship between the
Department of Agriculture and Livestock, the Department of Farests ana the timber
extraction industry as a vehicle by which both agriculture and forestry can both move
ferward on a better-plannad pathway.
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Land tenure

Bankers, other lending mstitutions and wnvestors generally, reguire clear title to a
piece of land before committing their meney to long-tarm developments. A brief
review ot the current status of lana ownarship foliows.

Customary ownership, Aland (1977) gives a factual description of the overall situation
with regard to land ownership ana the administration's/government's invalvement in
land ahenation and registration. More detailed studies of selected smallhclder areas
have been reported by several warkers, the most notable being the study by Brookfisld
and Brown (1963) in the Chimbu province. This study gives an insight into the complex
system of "land tides" and the transfer of land between groups through gifts,
intertribal warfare and a host of other dealings. The reader is referred to these
papers for further infarmation,

Problems of land ownership and availability for development have been recognised for
many years. The Australian Administration com missicned 8. Rowton Simpscn {1969)
to report on the Land Tides Commission's functions and procedures far land
registration and subsequently largely ignored his recom mendations. Sack et al (1974)
discussed most of the existing and anticipated problems concerning land tenure and
conciuded that these "are primarily problems of political cheaice”. More recently as
part of the Administration Improvement Programme the Public Services Commission
employed the services of a consortium of consultants led by Coopers and Lybrand
Asmociates (1982) to undertake a "Lands Administration and Urban Co-ardination
Study". The findings and recom mendations of the group are still being examined.

The conclusion of Aland (1977) that "the resalution of these problems lie with the
Nationai Parliament" is still true today.

State owned land. The Australian Admunistration in its general approach to land
palicy adopted the view that land "belonged to the people”. However, areas of land
which were sparsely populated and generally not used for gardening were described as
"no-mans" land and appropriated as govarmment land. Regrettably adeguate
demarcation of the boundaries of many of these waste and vacant declarations was not
undertaken and has since given rise to many disputes, In addition to these waste and
vacant declarations cther land required for government purposes ar for deveiopment
was purchased from clan groups or individuals. Table 1 gives an approximation of the
extent of land alienation on a mrovincial basis, The accuracy of these figures is
questionable and the sad facts are that the Department of Lands cannct provide more
accurate statistics, Customarily-owned land registered under the Land Tenure
Conversion Scheme is not included here,

Leased land, Of the approxdmately 1.3 million hectares of land alienated some
547,212 hectares are leased for agricultural or pastaral purposes. Table 2 gives a
treakdown of these by province and by size.

By far the greatest propartion of leases are in the 5-20 hectare categary these being
on Land Settlement Schemes with West New Brtain having over half, Allowing for
absenteeism  and a percentage of block-halders who have not achieved full
development, we can assume that the leases in this category have achieved the
greatest degree of development. On the cther hand there is no data available as to
the proportion of leases in the 5 and 20 hectare cateqgaries which have been devalopad
and what level of development has been achieved. There is an urgent need to assess
and document the status of these leases.
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Table 1

Area of alienated land by province

ALIENATED ALIENATED
PRQV INCE AREA LAND LAND
] (Ha.) o (Ba) | R )
Central 3,020,000 408,533 13.53
Gulf 3,508,700 | 25,100 |  0.72 |
| wilne By 1,450,000} 84,365 | 6.51
_ Nerthera | 2,220,000 112,303 5.09
Southern Highlands 2,190,000 7,66{‘_ 0.35
sestern _ |10.800,000] 19,735 | 0.13
| Bougainville 956,000 | 40,872 1 4.29
[ Chimpw | 656,000 2,001 0.31
Eastern Highlands 1,114,000 16,002 1.49 |
—;adang 2,894,000 48,315~_ 4#__1 67
Manus I 2_12& 11,842 0 5.58 |
worobe | 3,480,000 | 106,316 | 5.06
Yew Eritain, Fast 1,498,00u | 125,735 1 B.39 |
New Britain, West 2,345,000 136,422__7___ 6.67
_;;w Ireland 7 E@EEQQE_ 74_§4!}92 . 5.52 |
_Sq;—’x Fast | 4,426,000 38,841 0.8
QEp;\Test - 3,730,000 8,993 BLELEN
Hestc;n Hiéhlandé ﬁAE;fEE;E?;:::: EE:EED ——T 2;65 _
TOTAL | 47,615,700 | 1,322,828 1 27|

(after Aland (L977}.

Enga Province).

Note Western Highlands includes




Table 2
Agricultural and pastexral lease statistics as of 3 Qctober 1984

-9.d -~

_ AGRICULTURAL  LEASES DPASTORAL  LEASES
_ - % ha 5 - 20 ha 20 ha 4+ Tolal C - 5 ha 5 - 20 ha 20 ha + Total
FWWLHIDI_.E.P zOrMm iww“m.ﬂ..uw Wo ofl Total No of] Total Wo of | Total Wo of | Tatal  |We of] Totai No of| Total
Province Leaszy Area hal |Leasedareadha) |Lease|Arcadhal [Lease:] Avea/ha® lLcases| Arcafza) | Leased Areafhal)| Leasey Arca thall Leased Arca D._m&
Western W ol 0.0 10.1 g B 79%.0 G u. 0 0 7 .0 0 c.0 g 0.0
Gull i O ([N} 45 EY 33 JFus1i2 84 A503.7 1 P04 , 0 _ 3.0 a 0.0 1 0.4
Central , mow ) SEH] £232.6 2.2 1 48446.¢6 8§80 54825.0 ] o 0.0 3 T1Q8.7 8 7168, 7
Milne Bay Now 57.5 60 697.3 1.9 118738.5 209 [i74usd i O s.0 ! 1 15,46 4 176. 4 5 196.1
Northern | 2 17.6 E3vy T099.8 55 | 14597.2 SG66 PL714.7 U 0.0 o | oo i ¢ G G o 5.0
Spouthern Highlands _ qm 2.8 & 111.4 19 4BL2. 7 36 | 47244 o] 0.0 0 u. 0 _ G 0.0 2 0.0
Western Highlands bgug 1638.6 ;.  el| 5531.1 9g '1siqe.a €32 73406 ¢ 2 g.1 0 0.u L] a1so.0 b3 8190.1
Chimbu h Hu 3.2 a7 G 5131 L1 555, o 0.0 1] 0.0 J _ 0.0 1}
Eastern Highlands 2y 17-3 210 22905 112 WHqHﬁu.u 166 17422.1 0 6.0 5 It m 0.0 0
Horobo [ : 1na ifsGA 100 | 14d:191.0 eIy _mcwmo. G i a.u 0 0.0 6 o411,z 14
Madang 63 Lab.3 27 284.3 Ge |12231.7 152 12672.4 ER s 0.0 1 aisle 5
East Sepik m”“ i0.3 quw 165G.7 m 43 q628.7 115 | 6295.8 G _ u. 0 o : Q. 1 696.0 1
West Sepik 10 8.3 qnﬂ 781.1 b 161.0 B2 890.5 8} 0.4o ¥ 1 [ 0.0 V] 0.0
Manug 13 26,8 _.qu 1671.0 9 Y42, 179 2642.8 & 0.0 ] 0 0 0.0 1 0 0.0
New Ireland 67 70.5 0 2/8.1 144 | 17366.14 237313173501 U q.0 G 0.0 m . o] 6.0 ! g 0.0
Hest ilzw Britain 43 24,9 2773121148.5 46 | 12307 .4 2862 |33480. 9% 0 0.0 1 7.6 _ ,U 0.0 1 7.6
East New Britain 71 17.9 423 4256.1 110 | 14812.3 604 119186, 4 0 0.0 o] 0.0 0 G.0 0 G.0
Tourainville _ 8 7.1 31 34l.3 54 5350.1 91| sofo.l ) u. D ol ag.0 o] a.1 o] 0.0
Enga 4 9.2 G 5.0 11 464, 1 21 558.4 0 GG ] 0.0 I G.0 0 0.0
National Camital .M.||-:.www. ‘\\‘wac .ww,m!: w- :.mwo,m . 19 | 4914 o 0.0 g 6.0 2 59.6 59.6
- _ | o W Ty
National Tatals 2218.7 5440 46046, 3 1245 [208880.2 7752 [2590L05.2 m o 0.2 z 3 “ 23 28793.7 41 .vmrmwv....
H i i | N . 1_
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Further more, in view of the problems assodlated with acguiring custom ary-ownxt land
tor development, government snould give atftention to the 0.8 milllon hectaces
currently allenated but not leased. At the outset the development potential of this
land has to be assessexd; plans to undertake this work have already been formulated
and funding approved in 1984, However, due to problems associated with recriitment
no progress has been made to date.

Land resource assessmeitt

General. Land evaluation is defined as estimating the potential or assessing the
parformance of land when used For a specific purpose, This invalves Lhe execution and
subsequent  interpretation of basic natural rescurce surveys which should include
climate, scils, topography and vegetation and their inter-relationshigs.  Such
funda mental information in association with economic and social considerations must
congtitute the basis of sensible area, regional or national devalopment. glanning.

Table 3 sers out the various phases in development planning and the scale of surveymng
required at each stage. Tt is a well-known fact that many developments are allowed to
proceed without sufficient attention having been paid to an economic analysis of the
various alternative uses possible, This economic evaluation should be a basic
preraquisite of national planners before land leases are granted.

Table 3
The place of land evaluation in an idealised sequence of
development planning (arter Young 1976)

Purpose of survey Phase
Rescurce inventory/ 1. Rescurce furveys, reconnaissance scaie;
project location including scil-landform ar land system map.

2. Tand evaluation : qualitative suizability for
mafr kinds of land use.
3. Preparaticn of reqional plan; identificarion of

possible projycts
Feasibility survey ot 1. Rasource surveys, semi—cetailed scale;
possaible project(s) including sail map.

2. Land evaluation: (1) quantitative physacal
suitability For lana utilisation types;
(il) economic analysis.

3. gelection of project; funding and decision to

proceed.
Development survey 1. Resource surveys, detailed scale, ar
af project supple mentary to those of feasibility survey.

2. Land evaluation : saitability for defined lana
itilisation types in economic terms.
3. Preparation of project plan.
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Existing land resource intocmation

CSIRQ 1:1,U0U,000 map. Bleeker (1475) extrapolated the results of tourteen reglonal
reconnaissance surveys oy CSIRO across the remainder or the country to produce a
map at the scale or 1:1,000,000 entatled "Land Limicaticon and Agricultuaral Land Use
Potenrial Map of Papua New Guinea". This map is still the best complete coverage of
the whale country available aixd ib properly nterpreted is reasonably accurate, For
examplz, an examination of the map shows that large areas of the highlands are rated
as having "nil potential for agnculture", areas which we know are producing large
amounts of cotfee, This does nobt mean that the nap 13 naccarate but that at that
scal mountain valleys surreunded by staeg stopes could not he mapped out indiviaually
gince, the smallest size of 3 mapping uni. on 4 eap 4t 131,000,000 is approximat=ly
4mm”, wiich means that areas of e thian 1,600 hectanss cannot e shown.,

A aummary of the potential of Lhe country is given 11 Table 4,

Papua New Guinea Resource Informabion System (PNGRIS). The Papua New Guinea
Resource Information System (PNGRIS) is a microco mpater-based imple mentation of &
geagraphic intormation system (GIS) for rural land use plannming. Operating at both
national and provincial levels, PNG RIS has baeaen designea to be of use in a wids range
of planmng activities, 'wu wmater appications of such a spatially—ariented system ar?

enririocation of arcas of country which, given cartain oriterna, would be sutable
[ particular bypos of rural development, and

vt a specilic area, deermination of the mest suibable Lype/s of land use for

AL LT

PN A coneans detatwd Dformation on the natuwral  resources,  population
distAbukion, rural land use, smallhalder economic activity ana land use potential of
apyropa matly 5,000 "resoarce mapging umis” wnich coviar the entire land area of
Papia Now Suinea (Table %) Mapping has been undertaken at a scale of 1:500,000 on
a jprovincial basis. The systen has been establishen on IBM—compatible micro-
computers using the Knowlsdgeman Data Base Management System and is usar-
friendly and interactive, Spaecific gquerlas can be formJalated and entered directly via a
menu—drive inierface, Reports can be produced in various standard formats and a
facility @+ also being devaloped to display the resulrs ot user interrogations in map
tarm to ald in visual mierpretation,

PNG RIS 13 particularly usefal in that it oomhines land type with population density and
intensity of cwrent land use (Table 6) thareby enabling planners to focus on areas
currently under—utilisexd, Regretiably no information on natural farest exploitation
potential has been includod in PNGRTS. Howevear, it is planned to correct this
omizsion i1 the near future.
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Tablz 5
Fesour s Meatpang Unne {18V 1) desoeriptaon 57 1
Zouts ' LAT. 7 deg 31 min s
1 Kikeri RMU No. 27 LCNG. 145 deg 37 min €
_ EREA 437 =g km
NATURAL RESOURCES SOILS
LARDFCRM  Mungrove sWerps S0IL 1 Hydraguents
STONINESS Mot stony/rocky [<1%)
DEPTH Leep {>1m)
RLIK TYPE sotuarime depasits DRAINAGE Water- [ogged (swompy)
REACTICN  Strongly alkaline AVAIL WATER CAPACITY
SALINITY Hoderste to strong U-2% cm Low
<2 ALTITU2E Q-600 m CATICH EXCH Hish {(»25 meg¥) 0-52 cm Hederate
HAX TEMP 22-30 degC BASE SAT'M lligh (>60%) 0-100 em High
segligible <10 m MIN TEMP 23-19 dagC % NITROGEN Moderate (0.2-0.5M) MIN RESERVE High
AVAIL P High (>20 ppm) TEXTURE TOP Very fine
ExCH X High (>0.6 megh) TEXTURE SUB Very fine
SOTH-F00D ERDOIBILITY Moderate ANICN FIX'H Ho problem
'Lty ALL manths »200 mm
Gafisit Sare, minimsl deficit, large water surplus SOIL 2 Sulfaguents
STONTHESS  Hot stony/rocky (<iX%)
PCNTATICY Tidal floading DEPTH Deep {>1m)
Zatert =80T DRATNAGE Water-logged {(skanpy)
REACTION Strongly alkaline AVAIL WATER CAPACITY
[ ants SALINITY Moderate to strong 0-25 cm Lou
anently saturated, undifferentiated soils CATION EXCH High (»25 megi) 0-50 cm Hoderate
wRies are suft underfoot and meinly fine textured BASE SAT'N High {>E0%) 0-100 em High
% HITROSEN Moderate (0.2-0.,5%) MIH RESZIRVE High
LERTE AVAIL P High {>20 ppn} TEXTURE TOP Medium
ag ntly satirrated, undifferentiated soils EXCH K High (0.6 meg¥) TEXTURE SU3 Very fine
when beoome strongly seidified upon aeraticn ERODIBILITY Hoderate ANION FIX'H No problem
hats SOIL 3 Tropohemists
. half decorpased, organfe soils often with STONINESS  Not stony/rocky (<1%)
interoedded mineral layers DEPTH beep (>1m)
DRATNAGE Water-ltogged (swampy)
VESETAT I0H ~laagrove REACTICH Alkaline AVATL VATER CAPACITY
SALINITY Hoderate to strong 0-25 cm Low
CATION EXCH High {>25 meg¥%} 0-50 om Moderate
BASE SAT'N Low (<203 0-100 em Very high
v % NITROCEN High ¢>0.5%) MIN RESERVE High
| AVAIL P Moderate (10-20 ppm) TEXTURE TOP Peats
| undated srea EXCH K High (0.5 meqk) TEXTURE SLR Peals
| Aich rainfait EROOIBILITY Very low ARION FIX'H High
| strengly saling waterlogged snil |
e +
LAND USE RURAL POPULATION AND VILLAGES
"USED ! AREA 1 sgkm = CX of totdl area Males Females Taotal
Total Population 1035 960 1995
POPULATLION DENSITY
Tatal Populaticn 1995 Dist 1 KIKCRI Divsn 7 GOPE
vensity on Tetal Area 5 persons/sq km 2 GIPI HEAGOMA 245 224 489
tensity on 'Used' Area 1995 persens/sq km 3 HOMOBAVI 77 78 155
4 BURI 55 45 100
LAND USE INTENSITY sq km & TOVEI &8 65 133
very low 1 7 MINDGDIRAVE 106 8s 191
10 vsoy 117 91 208
RE?RC‘UTH Dist 1 KIXORI Divsn 8 URAMA
Mixture of tall amd short wocdy 1 1 AIBIGAI 48 52 100
5 KINOMERE 71 0 152
WOH-SUBSTSTINCE USE & XIvauHal 1 &4 54 120
7 XIVAUMAL 2 87 &5 175
SMALLHZLDER ECONCMIC ACTIVITY 8 LARIMIA 73 &2 135
Tetol Heuscholds 436 Total villages 12 12 OMAUMERE 24 33 s57
Households Households
Aotivity No XTotal Activity Ho  %Total
coffee 3 1 spices 5 1
Tea 9 0 food:rops 53 0
CoCod 0 0 fish 184 42
risher 4 1 eatrle 0
clnut/copra 49 10 pigs 144 33
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Table 5
ResourTa Mapping Ume (R M 1) description 57, 1
PROVINCE 2 Gulf LAT. 7 deg 33 mfn s
PISTRICT 1 Kikeri RMU No. 27 LONG. 1454 deg 37 min E

AREA__ 432 sg km

NATURAL RESOURCES

LANDFCRM Mangreove swamos

ROCK TYPE Estuarine deposits

SLOPE <2 degrees ALTITUDE 0-600 m
MAX TEMP 32-30 degt
RELIEF Regligible <t0m MIN TEMP 23-19 degC
RAINFALL
Annual  5000-7000 rm

Seas' Lty Atl months >200 m
beficit Rare, minimal deficit, large water surplus

THUNSATICN Tidal fleoding
Extent ~80%

S0IL  Bydraguents
Permanently satirated, undifferentiated soils
which are soft underfoot and mainly fine textured

sulfaquents
Permanently saturated, undifferentiated soils
which become strongly scidified upon aeration

Trepohoemists
Swarpy, half decomposed, organic soils often with
interbedded mineral layers

VECETATION Hangrove

| PCSSIBLE CONSTRAINTS |
Inurated area
High rainfail
Strongly saline waterlogged so

t

LAND USE

'USER' AREA 185q km = OX of totdl area
POPULATIQH DENSITY

Total Population 1995

sensity on Total Area 5 persons/sq km

Density on 'Used' Area 1995 persons/sq km

LAMD USE INTENSITY sq km
Very low 1
REGROWTH

Mixture of tall and short woody 1

KON -SUBSISTENCE USE

SHMALLHEOLDER ECONOMIC ACTIVITY

Total Households 436 Total Villages 12

Heuseholds Househalds
Activity Ho HTotal Activity No ATotal
coffee 3 1 spices 5 1
tea 0 o focderops a4 20
cocoa Q 0 fish 184 42
rubber 4 1 cattle 0 0
c'nut/eopra 44 10 pigs 146 33

SOILS

SOIL 1 Hydraquents

STOMINESS  Not stony/rocky {(<1%)

DEPTH Deep (>m)

DRAIRAGE Water-logged (swampy)

REACTICH strongly alkaline AVAIL VATER CAPACITY
SALINLTY Moderate to strong 0-25 em Low

0-50 cm Moderate
0-100 cm Migh
MIN RESERVE High
TEXTURE TOP Yery fine
TEXTURE SUB Very fine
ANION FIX'N Ho problem

CATION EXCH High (225 meqX)
BASE SAT'H High (>40%)

% NITROGEN Moderate {0.2-0.5%)
AVAIL P High (»20 ppm)
EXCH ¥ Righ {>0.6 meck)
ERODIBILITY Moderate

SOTL 2 Sulfaquents

STONINESS  Hot stony/racky («<1%3

DEPTH Deep (>im)

DRAINAGE Water- logged {swWampy)

REACTION Strongly alkaline AVAIL WATER CAPACITY
SALINITY Moderate to strong 0-25 em Low

0-50 cm Moderate
0-100 cm High
MIN RESERVE High
YEXTURE TOP Medium
TEXTURE SU3 Very finme
ANION FIX'H No preblem

CATICH EXCH Righ (»25 meqh)
BASE SAT'N Righ  (»60%)

% RITROGEN Moderate (0.2-0.5%)
AVATL P Kigh (>20 ppm)
EXEH K High (0.6 megk)
ERODISILITY Moderate

SOIL 3 Tropohemists

STOMINESS Mot story/rocky (<12

DEPTH beep (>1m)

DRATHAGE Water-logged (swampy)

REACTIOR Alkaline AVAIL WATER CAPACITY
SALINITY Hoderate to strong 025 em Low

0-50 cm Meodarate

0-100 cm Very high
MIN RESERVE High
TEXTURE TOP Feats
TEXTURE SUB Peats
ANION F1X'H Kigh

CATION EXCH High (>25 meg%)
BASE SAT'N LoM { <20%)

% MITROGEN High (>0.5%)

AVAIL P Mederate (10-20 ppmd
EXCH K Kigh (>0.6 megil)
ERDDIBILITY Very low

RURAL POPULATION AND VILLAGES

Males Females Total

Tatal Population 1035 P60 1995

Dist 1 KIKORT Divsn 7 GOPE
2 GIPI HEAGOMA 245 224 469
3 HOHOBAVI 7 78 155
4 BURI 55 45 100
6 TOVE] [2:3 &5 133
7 HINOGOIRAVI 106 BS 191
10 usou 17 91 208

Dist 1 XIKCRI Divsn B URAMA
1 AIBIGAL 48 52 100
5 KINDWERE 71 81 152
& XIVAUMAT 1 G4 56 120
7 KIVAUMAL 2 &7 &3 175
B LARIMIA 73 &2 135
2 OMAUMERE 24 33 57
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Table 6
Intensity of land use by environmental type

] 1 LAND USE INTENSITY
ENVIRONMENT TYPE | POP J AREA-l LU0 LW LUz LU3 Lua Lus LU6 G W UNUSED
Mangrove Swamps 78531 5698 3 0 1 12 120 85 4 4 10 4 H%
Estuaries & Coastal
Plains 18885 2444 26 0 0 29 157 0 49 3 8 2 190
Beach Ridges & Plains| 41907 1831 66 0 D 13 36 279 5 N 20 7 104
Raised Coral Reefs 162033 7570 619 0 28 514 1618 1412 1252 298 5 0 183
Recent Alluvial ‘
Plains 108273 20082 a5 98 39 313 1339 2678 1407 502 997 11 1En
Relict Alluvial
Plains 22914 59814 42 0 0 135 653 671 2137 315 D 660 54165
Alluvial Flood Plains | 74906 27445 60 0 3 7 1042 1456 524 148 1752 44 22009
Swanps 48972 35248 _34 0 0 26 21 1323 |G N7 44760 79 280%
Alluvial Fans 216658 15856 358 04 5N 508 1300 1449 TIE85 3765 350 86 5660
Karst 68116 25463 4 4 283 8% 981 g8 1278 1@ 0 0219
Hills & Ranges 1229897 219345 387 123 3835 .. 10191 22389 12003 15920 5292 136 1550 141436
Volicanic Plains &
Fans 329280 25331 N 0 163 2876 3150 2187 1456 459 61 0 13579
Yolcanic Steeplands 47878 11403 127 0 24 371 88 383 557 43 2 68 858
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Reconnaissance surveys. During the pericd 1952 to 1973 CSIRO, Division of Land Use
Research carried out fourteen regional surveys. The locations of these areas are
shown in Figure 1. The scale of mapping employed for these reports vaned from
1:500,000 to 1:250,000 whilst the primary mapping unit is the land system, defined as

an area with recurring pattern of topography, soils and vegetation™ {Christian and
Stewart 1953).

Figure 1
Reconnaissance surveys carried out by CSIRC
1952-1973
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Figure 1 - Areas covered by surveys of Division of Land Use Research, CSIRO,
a, Vanimo; b, Aitape-Ambunti; c, Wewak-Lower Sepik; d, Ramu-Madang;

e, Goroka-Mount. Hagen; £. Wabag-Tari; g, Marehead-Kiunga; h, Kerema-Vailala;
i, Port Moresby-Kairuku; j. Eastern Papua; k. Buna-Kokoda; 1, Safia—Pongani;

m, Wanigela-Cape Vogel; n, Bougainville and Buka Islands.

Interpretation of these land systems maps also requires care. Anexample of the type
of information in the description of each one is given in Figure 2, Generally, each
mapping unit is a compesite of several land form types, each with several scil types.
Converting this type of data into land capability classes requires expertise and
experience.
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Figure 2
An 2xample of 4 land system description

(1%) Taiga Land System (140 sg. miles)

Rolling to low hilly volcanic ash plains.

Gealnygy. — Pleistocens andesitic valcanic ash, locally underlain by agdglo nerate and
lava.

Physical Featires. - Undulating ash piain, largely transtor med ito low rounded hills
by modeorate to intensive stream dissection; comimon Aumps on hil slopes;  Gensz,
dendritic arainage pattem of narrowly incised streams; celief ap to 300 £t altitutae
SU0U-8500 tr.

population and Land Dse. - 26,300 peoghe wwmng 13U sq miles; 21 per cent intensavely,
65 per cont moderately, 14 per cent Lghtly.

Tmale

1
Arsa }
Unit (sg miles) .
il

|
I

k! \ 28 ]Low hills: 30-150 f1 high;

‘ Soils and

£znd Forms Drainage Siatus Vegpctation

Sword grass and shrub re- d Wles

growth: gardens and garden | winor

1 -
3] i Slumped hilks: 100-300 It high: | Humic brown clay soils (Ogelbene.
irregular slumped slopes, 10— lo¢atly Daulo on feal Jdopes), Well

25°: rounded cTests drained; smull imperfecily drained | rewsowing small urews el § 11-1Hie;
' depressions semnant forest {oak) (ild

. ) elle:

Sulating, 3-10°; closely wpaced | Davlo}: aiping humus soils (Temba, | growth; dreas of mired lower | VIVl

1

|

moentane  forest 3t higher ‘
ahitude, with much Popieas
cedrrs 0 oexirems wesl |

sieep disseciion slopes, 20-15> | Pompameiri) at hagher altitude, Well
drained

Humic brown clay soils {Ogelbeng);

c Cupiliipedinm grassland. sword ! Wle:
locally brann and red Inosols 1Singa,

prass, and shrub regrowth; b less 1ie

1
l -t —

i Dissccted slopes: lonp, une Humic brown clay seils (Opelbeng, '1 Sword yrass and shrub se-
|
!
mastly smooth conrex slopes, :
i
|

19-307; rounded Crests Hidniminj. Well drained stream-bank vegeation; 1o
l ally gardens  and  garden |
regrowch
|
10 100 yd wide: including humic brown clay soils (I2avlo) and sword grass and shrub re- minor 1¥s0,

colluvial basins. up 10 £00 yd | ateritic and gleved tatozols (Minj). growth; sticam-bank  vege-

4 i T Valley Aoors and terraces: Up Dark colluvial soils (deep); some Gardens and garden regrowihy ird:
l wide Imperiettly drained Lation

semi~detailed and detailed studies. Tne r,and Utilisation Section of the Department of
Bgriculture and Tivestock is responsibie for undertaking semi-detalled and detailed
qurveys of well-defined smaller areas priar to project. planning. The CSIRO reports
were used when available to demarcate bhese areas thought to have potential pricr to
these intenmve studies, To date, in the 30 plus years of the section's existence, some
510 such detailen surveys have been carded out with mapping scales varying from
1:50,000 to 1:10,600. Systems of sail and 1and capability classification have been
refined gver the years and are continuously being updated as the soil requirements and
management of the range of crops grown in the country are betrer understood.
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A list of the more detailea and oo mprehensive studies carned out by the Land
Utilisation Section in addition to miscellaneous papers on sclected topics is available
trom the NDepartment of Agriculture and Livestock,

Development flanning — forestry and agriculture

1t is clear that a vast amount of information is already available, both in terms of
ownership and potential, but the means by which this data might best be used 15 not s0
well defined, Conseguently, too often we find government departments in contlict as
to the most sconomic wse of land when one or other party, o both, have nct
andertaken the basic analysis reqaired for national decision—m aking.

In contrast to the extractive industries (such as mining) both agriculture and forestry
are swustainable uses for land, provided of course sengible management practices are
adopiad.  Therefors, it is essential that pdoc to any invest.ment taking place all
options should be avaluated both on technical and ecanomic grounds.

faefore the issuing ot lngging per mits by government, detatied plans for follow-on land
Jse shouid be formulated and approved and funding committesd far the agreed plan.

This will enable the locating df roads and associated infrastructure required during
logging to also take account of subseguent deyvelopment.

Sunilarly, where majpt agriculture  developments such as nucleus estates and
settle ments schemes, are being planned the extraction ot timber prior to planting of
crops should be co—ardinated and planned. Bere-to-fore, agriculturabsts tended to
consider clearing of the existing timber stand as a problem rather than as a potential
aource of revenue.  Concurrently, timber royaliies could be channeled by the
traditional land ownens as equity in development and thereby probably reduce or
alleviate problams with resource ownership.

Tt is envisaged that the Land Mobilisation Project, currently being imple mented by the
Department of Lands, will go a long way rowards institutionalising procedures whereby
land For development in the agriculture and forestry industries will be more readily
available and . will establish procedures for direct invclvement of the traditional
ownaers. To this end a Land Use Development Committee has been established
comprising secretaries of the majpr departments invalved in development to
srreamline decisions as to the most appropriate use of the country's land resources.
This con mittee is envisaged as a working groug, supported by suitable technical back—
up from within the various depart ments, with power to reach decisions on a wide range
of issues concerned with land use planning.

Conclusions

We believe that for the long—term future of rural development in Papua New Guinea a
more co-ordinated and positive approach to agriculture and forestry planning must be
adoptad as a matter of urgency.

Therefore, it is imperative that the Land Use Development Com mittee functions as an
active planning group basing its decisions on the wealth of existing knowledge of the
country's resource potential and not on palitical ar sectional favouritism. In any case
the least desirable outcome would be yet another com mittee to add to an already
pureaucratic jangle.

Finally, any revised forestry legislation must take into account sustained economic use
of 1and and recognise the com patibility of jeint agricultural or forestry ventures.,
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Some Technical Farestry Problems Related to Legislation

G. S. Vatasan,
Department of Forestry,
Papua New Guinea University of Techndogy

Introduction

Farestry, meaning the conscious actwity of looking after the forest with the aim of
getting products or other benefits from it, in the past was, and still is governed by
complex and often draconian legislation. This is so because it. was early recognised
that forests, more than any other environment, invite abuse and destruction by giving
at first sight a teeling of dominance over humans and that they stretch to the end of
the world, From the dawn of its aalture, man has managed to reduce the extent of
forests, be it for defense ar to improve hunting, later to gain agriculrural or pastoral
land and timbex.

1t is interesting to note that the Furcpean colenists have not brought with them the
strict laws protecting the forest in their homeland to the new countries they
occupied. If anything, they reverted rapidly to the early stages of civilisation, of
clearing as much forest and as quickly as possible. Few, if any, former calonies have
overcome this handicap. However, there is no doubt in the authar's mind that
forestry, preserving and using rationally the country's forests, requires well-thought
and technically sound legislation, able to cope with the complex issues invalved in the
ad ministration of a very extensive asset.

This statement should not be seen as criticism of achievements, but rather as a
warning that the issues are complex and that there is a need to consult as large a field
of peogle with interests and expertise in forestry as possible, Hence the author
considers this seminar mest welcome.
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The observations presented in this paper refer to the administration and management
of the country's forests as a renewable resource for multiple use and with allowances
for the development needs.

Spaﬁalaganisation(ffaeasin Papua New Guinea

The implementation of a forest management plan requires a spatial framewark, the
farest area of the country, province, district, etc. being subdivided in smaller and
smaller units, so that at the bottom of the ascale are units managed by one persa,
ranger, guard, whatever the designation. On government-owned forests the pyramid
should be complete from top to bottom. On privately-owned land the lower lgvel in
the hierarchy could be left in charge of the owners and their representatives. This
structure is generally the nile in countries with forestry tradition. It is unfortunately
not so in Papua New Guinea, where the farest. is a quilted pattern of identified timber
rights purchases, timber areas and local Forest areas, dispersed in an amarphous
expanse of land, vaguely defined by clan ownership. At present it does not seem
possible to arganise a hierarchical subdivision of the farests in Papua New Guinea
which the author considers essential for rational management. It is possible though, to
make a start and expand a system of crganised subdivision of forests in management
units with the help of forest inventcries. The authar has made such a proposal in a
discussion paper submitted to the Department of Farests (Vatasan 1987).

The fallowing structure is proposed for the forests in Papua New Guinea —

RBlock. Up to 3,000 hectares in area, the smallest unit on which planning is
based, to be opened up and logged over in a single, uninterrupted operation.
Limited by natural boundaries and within one clan ownership.

. Unit. Composed of a number of blocks, included in a natural Hmber catchment,
1o be considered as a single negotiable Hmber rights purchase, timber permit or
local forest area. Bach Munit" would have its individual working/management
plan.

Corservancy. The group of forests in a province ar district which could be
ad ministered and monitared together, with common access and geographical
location.

The main component of the system moposed would be the (Farest) Block, a well-
defined unmt bcth spatially and administratively, concentrating the efforts of
monitoring, reforestation ar fallow-up operations on a concrete, humarly-sized unit,

cuch a block can be logged over in a few months, the amount of logs coming out of it
can be monitored, and that amount can then be carrelated with the estimated volume
at the time of the inventory. More important though, a person can be in charge of it,
a supervisar can be put in charge over a mumber of blocks and so on. In this way an
effective pyramidal structure can be built up to provincial or national headquarters.

At the same Hme, extension wark on forest management could start with the land
owners, identifying areas to be retained as forest and encouraging them to implement
sustained yield farestry.
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Logging companies can be asked to follow the division in blixcks in the preparation of
their warking plans and in their imple mentation, And gurely it will pe casier t help
the land owners ard the companies to manage the logged—over [orest following plans
based on the same blocks, The environ mental impact of logging and subsequent land
use could also be assessed and monitored more effectively on smaller, bettor detined
areas. In time, most of the forests ot Papua New Guinea coull be included in such &
scheme.

Once the concept of spatial arganisation of the forest land is accepted and lagislated
far, one relatively easy way to start implementing it under the realities of Papua Naw
Guinea would be through the resource Inventories urdertaken by the Department of
Forests.

The idea is to reorganize the way in which resource inventories are undertaken; from
covering 30 to 40 thousand hectares in one go, to cover "blocks" of no more than 3 to
4,000 hectares each, exceptionally 10,000 hectaces. The initial resource inventory
pecomes the todl defining a manageable area of forest. This area can subsaguently be
made the responsihility of a particular person, and that person can be made
answarable for the activities in the block. The huge areas covered at present by
inventories bave the effect of reinforcing the fealing that forests in Papua New
Guinea are infinite and there is no need to care for them.

There is a majr incentive to use the resource inventories as the initiator of
aubdividing the forest in smaller manage ment units. By considering a "plock” the area
covered by a base-line and irs strip-lines, a “"structure” is created within the block, a
ind of backbone. The block boundaries can be defined at the same time as the base-
Jine and the strip-lines, as much as possible fallowing natural ground features (ridges,
streams). Fven if the woundaries are not reached by the strip-lines, the blook is
derined and can be identified at any time in the future, during the logging operations
and sven later,

The same "hierarchical™ division of forests will fit very well in the "Papua New Guinea
Resource Inventary Scheme" devised by CSIRO and will provide At any time an
averview of the forest resources, potential, etc. in the country.

There is no difficulty in combining the results of a number of block inventories to
provide an assessment for a larger area, without losing sight of the fact that it 5
made up of these blocks.

Basad on many years experience in forestry, the author dees not see insur mountable
obstacles in implementing such a scheme, with the aim to provide a management
framewark far the forests in Papua New Guinea. The essential thing is to start wilh a
Clear view of the dbjectives, a set of dlear, comprehensive instructions and
procedures, field-books, torms, computer programs and the will to do it, Right now,
the situation appears propitious, as there are no up-to-date instructions and
regulations, maxing rearientation easier.

Tt must be clear that such a recrganisation of the forests in Papua New Guinea if
implemented on a large scale, through administrative changes, would require the
legislation to address it in all its complexity. Implemented solaly by ad ministrative
measures, it will also require a long time to take affect. It is conzidered possible,
given the palicy and legal fra mework, to achieve the proposed structure in stages, by
designing the forest inventories so as to areate blocks and units and sections through
their lay-out.
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To bz concept s acceptad, although the process might be slow, 1L has the advantajge
rnar. 1t will artect e new arsas bang devaloped and provide the indipensable
strlctare For racional imanage ment,

WloUL SADacLmE researciy, 1S Linpossible to pradict with any certainty the reaction
ot the land owners o the 1mplementation of such a scheme, but the authar is
contldant that they would welcome it as a concrete step toward the registration of
thetr land. There 1s litcle doult thal poth the land owners and the other departments
nvaivad i land aevelopment atter logginy would like to have some kind of land
dvisions on e map to facilirate futiare management decisions, even i the boundaries
are not precisely defined; ab least areas and locaddons couldt be identified. It must be
pointed oub thal such 4 system is incladed in the proposed Forest policy for the Narth
Salomons Provinee (Tisseverasinghe 19881,

Com mit ment to sustained yield

Ancther unfortunate consaguence of the colonial past i the lack of understanding and
commitment to sustained yield Forestry in many countries outside Europe. Essentially,
Forests constibite "renewahle resources” oniy if managed on a sustained yield basis,
which means, in simple terms, that they produce in perpetuity the same (ar an
increasing) guantity of Hmber and other products or benefits, This ability of the
forest to produce for ever has been recognised singe antiquity and the first mention of
conserving forest for future production is found in a decree by King Nabuchodonezar
of Babylon regarding the Cedars of Lebanon.

The First—known forest wanagement plan dates from the 15th century and refers to the
farests From around Salzburg in Austria, supplying firewood to crystallise salt from
brine (Zaisberger 1979). The motto of the management plan was "no wood, no sal",
hence the need to supply wood for ever. I must be mentioned that there is plenty of
commercially-usea forest around Salzbury today, simply because it was exploited
com mercially,

In its simplest form, sustained yield management is achieved by dividing the farest
area concerned into a number of equal-sized compartments. The number of
compartments is chosen to cawncide with the "rotation period”, that is the number of
years it takes the forest to regenerate and grow to the exploitable age. In most real
life situations the management s much mare complex, having to make allowances for
the differences in the rate of growth in various compartments, the age and valume of
timber in each compart ment and the desired aize of trees at the time of harvesting.

Two essential requirements resalt from the above statements, neither of them,
unfortunately, being fulfilled in Papua New Guinea -

. A well-established spatial structure of the forest, divided in blocks and
compartments, identifiabie in the field and with responsible persons in charge,
dowr: to the smallest unit, again identifiable in relation to their responsibility.

. Known rotation period for the kind of forest invalved or, at least, reliable
information on the rates of growth,

A third requirement is fulfilled very well here, and that is the need to chop down the
trees. Tt might come as a surprise to people outside the forestry profession to learn
that the forest does not grow unless it is cut (ar damaged by natural disaster). Most
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farests reach a more ar less climactic situation, a steady state where the production
of wood ig nil overall, the growth ot some young trees being balanced by the decay of
adlder trees. Only if all or most of the dlder trees have been extracted wiil the forest
consist of a majrty of young, growing trees, adding on timber at a fast rate and,
incidentally, absarbing carbon dioxide and producing mare oxygen than they conaume.
However, to achieve higher rates of growth, it might be necessary £ change the basis
on which the forest harvesting is done in Papua New Guinea, that is "selective
lgging®, in favour of mare radical clear felling and reglacing scme natural forest with
plantations. This will relieve the pressure from the remaining natural forests, some of
which could be preserved for postedty and, at the same time, reisasing land for
agriculture, In other words, allowing {us) to have the cake and eat it too!

Land, as everyone is aware, i& a very difficult topic in Papua New Guinea. Based on
experience in a different part of the warld {Romania) the authar thinks that there are
some aspects which should be taken into account by farestry legislation here. As in
Papua New Guinea, in some East European countries traditional cdllective land
ownership, particularly forests and pastures, was quite common before the second
warld war. Usually the whale village owned a relatively large piece of forest, with
every family entitled to make use of i. However, while the right of ownership was
quaranteed by law, the use of the forest had to conform to the management plan
prepared by the authoritiss. The aim of this management plan was to implement
sustained yield and to prevent the reduction of the forest patrimony. In other wards,
the right of use of their own forest was subect to very stringent rules.

In fact it is the author's firm belief that farests have survived and prospered in Europe
to a large extent due to the fact that the rights of individuals have been strongly
restricted when it came to the use of forests. Very often the people living next. to the
forest have shart—term interests not compatible with long-term plans. However, even
in the tropics, forestry 1 always a long-term activity. Under such circumstances,
some legisiation might appear to be undemocratic if & imposes restrictions on what
people might want to do with their own land, reducing i to desert for instance, but it

A stage has been reached where the extent and the limits of ownership must be
defined if the country is to develop and prosper. any forest legislation must address
the land problems, after all forests cover 80 per cent of the country.

Parest administration problems

One of the peculiarities of farest administration is that it contains a large component
of palicing the activities of both forest. owners and operators, to conform with the
rather unpalatable long—term palicies and management obictives and operational and
financial requirements. Far various reasons, owners and operators alike tend to resent
and break the operational rules imposed upon them. Probably the most important
reason is that the forest always appears to stretch beyond the horizon, no matter how
much or how badly you cut, it does not. seem to make any ditference, Hence the need
to police and enforce the management. dbjectives and rules.
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To achieve this, the Forest Service in countries with successrul long-term forestry is
invariably crganised as a hisrarchical monalith, a pyramid, covering the whale forest
patdimony of the country. The responsibilities are precisely set out, both with regard
o the area of land covered by each staff and the person to whom he reports.

There appears to be no substitute for a relatively large, hierarchical and territorial
responsible forest service iff the intenton is to enfarce and palice an etffective forest
palicy in the country.

No matter how draconian the law and harsh the penalties, there will always be
numerous law breakers if the policing is sporadic and the chances of being detected
small. In fact, poarly policed enforcement combined with high penalties might iead to
the disillusionment of mare honest operators, the proliferation of unscrupulous ones
and wide-spread carruption. High chance of detection is a much better deterrent than
high penalties.

Tt must also be pointed out that staff fitting into a hierarchical system, with precise
1ine of command and duties, are usually happier in their work, more likely to do it with
dedication.

Timber harvesting arganisation

Tt is relatively easy to predict that, for some time to come, the main activity in Papua
New Guinea fForestry will be concentrated on harvesting the mature, natural forests.
The author sees nothing wrong with this in principle, as rather intensive but well~
alanned harvesting is an essential condition for increasing the growth of timber. What

needs improving is the system of planning and managing the resource as well as the
way in which harvesting contracts are allocatad.

Starting with the allocation of contracts, the author feals that the often not well-
defined requirements for infrastnicture building as part. of a "development proposal”
should be replaced with a unifarm, comparable bidding for the resource in monetary
terms only, part of which coud be used to build the infrastructure exactly as
required. Both the Department of Forests and the developers would know precisely
where they stand at any stage of the cperation.

However, the fragmentation of operations and the frequent lack of a management
dbiective for providing timber in perpetuity from a given project is considered much
mare important. At this point, the spatial organisation of farests becomes, in our
opinion, essential. The umit mentioned before should be seen and managed s0 as to
produce timber farever, by planning the harvesting operation so as to last a rctation
cycle and to be ready to start again afterward. The developer woald be com mitted far
a long-term operation, would have incentive to invest and, more impartant, the system
waild deter outfits chasing the quick buck. On the basis of long-term timber
availability from one (ar more) "units", planning far further processing and increased
value—added waald become a reality.

By contrast, the duration of some present operations are much too shart to be
considered rational forestry. It was distressing for the author to visit such an
operation in which what could be considered a mnit® was logged in just over three
years, resalting in a gap of twenty to farty years till a new crop might become
available again (Vatasan 1988). It must be mentioned that it was not the logger's
fault, it is the narmal procedure.
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Conclusions

There i5 no doubt that many flaws in the utilisation and development of torsst
resources common to mast developing countries are present in Papua New Guinea.
However, the country is fortunate in that it has many tavourable factors missing
alsewhere. The counlry is rich in many other resources, the pomilation pressure i3
generally low and the political system 15 democratic and stable.

What the aathor would Uke to suggest is that some of the mdeas puk forward in this
paper be given consideraiion and that the tollowing aspects be implemaented through
the new lagislation -

A wtrong, woll-manned torest service, capable ot aftectively monitoring all
ap=rations continually and in detail throughout the country.

Pira comaitment tn sustained yisld management and the implementation of a
spatially strucitiared Forest land policy.

A simuler, dearly codified relationship between the Departinent of Farests, land
awners and devalopers, ensuring long-term  stability to  attract meaningful
mvestment and parnit the implementation of realistic forast managamant
abjctives.

Finally, the author wishes to draw attention o the Fact that the Unlveorsity of
Technakxgy in Lae has a department of forestry mannad by statt with long rizld
experience who are willing and capable to help all partias invalvad with sound advize,
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Sustainable Yield in Forestry in Papua New Guinea

M. Komtagarea
Secretary, Depart ment of Forests

Introduction

One of the most publicised toplos gunng the last few weeks has been forestry.
Parhaps it 18 one of the mast misndersiood depart ments, espedially to those who are
ot the department. The activinies ob the department have been taken so bghtly
aspecially by the industry who have allaged that the depart ment Is not functioning.

My toplc today is a timely presentation of one of the mapr changes in forestry in
Papua New Guinea. For the tust time, Tam discussing a tople which is not com monly
anuerstond by a layman of even a manager, unkess he is a forester. T have been asked
several times during meetings with industry what sustainec yisld management is all
about. T have been confronted by managers and asked why "sustained yield
management" has not been gazetted. I am pleased therefore to present in simple
rarms the changes we in the department are initiating to correct the wrongs that have
transpirad in the past. T am referring to the management of the forest resources of
the counlry.

"Sustainable yisld" probably cannot be defined at present because of the lack of
accurate information on the growth of the forest trees, and information on the valume
we are talking about. Tn a macro sense it is really an endless debate when we talk
aboat sustained yield, Some proponents, even within my department, waouid like once
and tor all to assess all the torest resources as a means of defining sustained yield
policy. Once again we lack infermation on how Fast our natural trees grow. Thus, the
achate will go on and kKeep gaing on for as long as we do not understand what we are
going to sustain, In a broad sense the term means "What you take you cause to be
replaced”.

Despite this, we have, for the frst time, identified where we should start the
sustained yield program. The sustained yleld approach we are thinking about and
implementing is nok a macro one; it i micro. That is, it refers to the individual forest
resources allocated to the timber industry for development.

My departinent is an economic organisation responsible for a resource that is
replaceable and manageable. Unlike other depart ments, Forests will be here forever,
for as lony as the resource remains economic; so will the industry and the fiow of
economic benefits., This means that we have to manage the forest resources we are
dealing with to yield the same or more valume or value of harvest in the future. We
do not believe that sustained yield in forestry will indlude agricultural perennial Crops,
which can also be sustained, It should therefare be noted that we will always restrict
and refer to the yield of the forest resource in the micro sense.

The timber rights purchase (TRP) and the timber permit (TP) allow us to practise
sustained yield management for the fellowing reasons —

. The boundary of the area is identified,

. The people who own the land are identified.
. The resources are identified.

. The operatar of the area is identified,
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. Any deficiency of the operatar is identified.
. Forestry services, national and provincial, are identified,
Timber permits and conditions of operation are granted and approved.

There are some instances when the department is not able to manage the forest
resources and these are mainly the areas under the Private Dealings Act. It 15
apparent that this system of allocation of the resources will have to be hmited to the
very remote undeveloped areas of the country, mainly to develop the people in the
hinterland, as projects under this system can start a Iot quicker than a TRP.

This year we have advertised 833,522 hectares of TRP and Minister has expressed
intention to declare certain areas under the Private Dealings Act. This allocation will
create jobs far over 2,000 people, generate an additional K6.3 million export levy and
K 3.5 million royalties, ail in the hinterland areas. This has trightened some foresters
in the department for fear of losing the resources of the country farever. On the
other hand, the province, the people of the area, and the +i mber industry are happy ftar
the long~awaited development in their area.

We will advertise more resources in the future to bring development into the
hinterlands, I might perhaps be criticised by some people, jpurnalists, politicians,
timber industries, and others, This does not mean that we are selling our resources
cheaply to the industry, mare specifically to the foreigners, We can do this because
we are thinking about the future, and mare impartantly of sustained yield. This is in
fact the baszis for allocating mare resources. It is also one of the bases for proposing
changes in forestry legislations, policy, repiacement, management, negotiations,
systems, monitoring, etc. We would like to place emphasis on the timber industry who
have been cutting trees merely to get prafit without regard to the young trees, and on
the unrequlated logging practices that create a cutover forest with plenty of stems
1eft standing, good enocugh to maintain a forest cover, but too many of them injured
and unfit to continuously supply raw materials in the future. Therefare, it 15 also
relevant to review the responsibilities of the timber operators who will be our
management partners,

Responsthilities of timber operators

The timber permit is a privilege, not a right, and as such the permit holder must
conform with the palicy, rules and regulations set by the government. which owns the
right to the timber through TRP from the land owners. While the parpose of the
timber permit is to harvest the commercial and economic trees in the area for profit,
the permit. holder must also cut the forest in an arderly and rational manner to attain
the sustained yigld. The permit holder and the government should take advantage of
that attribute of the forest as a replaceable resource, Trees should not be cut without
considering replacement; otherwise, if the harvesting of timber is done
indiscriminately, it would be purely exploitation.

The organisation needed for sustained yield management of the forest resources is a
significant. criteria that the industry must consider. The present trends of not
employing foresters in the.company is an indication of the faflure of the company to
recognise the importance of sustained yield in the country. Contrdl of the logging
operation should be guided by the amount of resources available for varous uses and
allocated considering the perpetuation of the operation of the company. Expansion of
the industry within a limited resource will only result in wastage occurring in the
logging operation.

We alse have this task today to review government requirements to be included in the
terms and conditions of the permit,
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Present timber permit conditions

The condition of the timber permit can be seen from the TP format. The conditions
start with Clause 4 in the format entitled "The Project". The first condition is log
harvesting which sets the valume of harvest of the company. The details of the basis
far the determination of harvest does not consider sustainability of the resource in the
area, This is the beginning of the problem in sustained yield management.

Utilisation follows the cdlause on log harvest then reforestation, agriculbure
development, then roads and bridges and so farth. Sustained yield may have to be
mentioned to emphasise the importance of a perpetual operation just as permanent
infrastructures such as bridges.

The tool of sustained yield is the farest warking plans (FWP) in clause 5 of the TP
format. The model plan proposed for use may have a bearing on the contents of the
FWP. The sab—clauses in forest management (6,3) may have to be transterred to
replace the FWP as the main heading and the FWP as the sub-heading. There is no
section for the monitoring of the operation of the company which may need to be
considered as part of the format of the TP to make the implementation more
effective.

The present sttuation in the industry

The timber industry has capitalised on the shartage of staff of the Department of
Forests and the provincial offices and the shortage of funds and transport problems
which contribute to the failure of the government to monitar the resocurces. The
timber companies wauld prefer not to be inspected by the farest officers and be able
to log indiscriminately, The present situation is che in which the industry tends +o
contral the officers inspecting the areas rather than improving valuntarily the
monitoring of the operation by the company itself.

The present situation does not lead to progress towards sustained yield. There is no
farest management without sustaining the vyield. Inspections of operations and
counting of logs is not a management tool, Inspectars' main concern are the clauses
relating to the environmental contrals in the TP conditions and royalty assessment, In
the meantime the industry keeps on daing what it wants to do during the logging
cperation. This has been the cycle of monitoring in Papua New Guinea and it has
persisted ever since the start of forestry in the country. The whole monitoring job is
left to the provincial forest officers and headquarters' RD division. Unfartunately,
the system sometimes does not work so the provinces are mainly blamed for the
failure since 1978.

It is perhaps about time that the department and the provinces realise that there are
not enough forestry graduates and trained forestry assistants working in the
government, It should also be realised that the industry can employ people who can
maornitor all facets of the forestry operation even though warking with the company.
The lack of people in the government does not mean lack of staff in the industry, The
land owners are also available if called upon to monitar, This is one of the untapped
resources we have in Papua New Guinea.

Com mon fauls during the timber operations
Assessment of forest resources. One of the most common faults in the timber

industry is the reliance on the Department of Farest inventory for production
scheduling, This often leads to the depart ment being blamed far supplying wrong
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tigures. Production inventory i5 an activity that the timber mdustry must execute
grior to logqng for their marksting and production use. The inventary tigures of the
govarnment. are average figures over large areas and are not specific to individual
areas.

Construction of roads without formal road surveys., So many timber companies n
Papua New Guinea have used the tecnnique of establishing road alignment without
survey of the roads. It is simply estimated from the map. The efficiency of the
machines are affected by the inability of the logging supervisor to determine the
snigging distances that will maximise production and economics of the operation. AS
the operation progresses, the operation gets more and mare difficult to locate even by
the foresters in the province. Roading ethiciency is ignared which leads to higher
logging costs in the area,

Logging without cutting boundaries, Generally there is no company establishing
cutfing boundaries until the department started implementing FWP requirements of
the timber companies. The unlimited distance of skidding during the logging operation
is caused by the absence of a cutting boundary. The cccurrence of high vaumes of
abandoned logs is the result of the inability of the ogging manager to recognise the
importance of the cutting boundades. The officers and workers are afraid to work
because they may be lost in the bush in the absence of a boundary line. Abandoned
logs are created due to the absence of skidding limits guided by the cutting
boundaries.

Unwarranted destruction of trees that are not utilised. It is a common practice to fall
fraes without direction., This causes the destruction of so many youny trees which
could have been saved if they were marked similarly to the reserve trees within the
villages. The destruction continues with skidding as the skidder tracks widen during
the operation, Painting of these youny trees would have saved these trees for the next
cut.

High density of snig tracks. Thers 15 no restriction to the number of smg tracks to he
menstructed in any logging operation. The skidder operators decides to make as many
anig tracks as possible in the ahsence of restraining nies for the operators of the
machine,

High density of roads. There is no rastriction on the roading density of the logging
operation. The operator may construct as many roads as he wishes which destroys
mere residual trees as well as sawlog trees often buried under the road. The thinking
that there are plenty of trees means that the timber operator does not worry about
wastage.

Sustainahle yield

We should all understand that sustained yield systems can be implemented only in
government—controliad resource areas, However, we are also considering areas under
Private Dealings Act as one of the conditions for the granting of the Local Farest
Area. We should also understand that the government is not the sole responsible
agency to manage the forest; rather the industry should play a majpr role. Weshould
also remember that sustained yield is not realisable now but will be in the future. We
chould also recognise that a sustained yisld approach would requirs changes from the
present practices to a more efficient practice that will save the company costs and
save as many residuals for the future operation in the area.
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With all the above assamptions, the approaches the department is taking towards
sustainable yield are as fallows —

Ensure compliance with the conditions in the TP of each company specially that
section relating to FWP.

. Training of provinaal staff in sustained yvield management system.

. Implementation of aliowable cuts during negotiations.

. Creation of a monitoring system that the company can comply with.
Requirement for a planning section in the company which will be responsible far
subnitting a FWP,

The identirication of sustainable rescurce by location and area is also an impartant
feature of the sustained yisld management system, & list of the forest resources of
the country is available from the Department of Forests.

As well as identifying the resources far each province the forest working cycle for
Sastained yield must be estimated, OQur understanding of sustainable yield is just
starting. We have to reguest FAO staff to help us in sustained yield management.

Our main proposal will therefore be the FWP that each company is required by law to
submit for approval. We shall implement this TP requirement as a means of sustaining
the yield from the farest., We do expect to have problems in the logging operation in
the ruture but all this is based on sustainable yisld from residual retention and
protection, This is also one of the highlights in the proposed farest legislation.

If all imber companies practise sustainable yield, it is clear that we will be able to
deveiop the tull potential of the forest of Papua New Guinea. The government can
delegate the monitoring of the operation to the company, with few visits by the
government staff, as a means to alleviate staff shortages and funds shortages in the
government sector; aor the government can hire consultants to monitcr the resources
and activities of the company, The cdlection of levy in the future to fund the
meonitoring will ensure a better result in the management of the forest resource,

In siummary

The time for just simply cutting out a rescurce in a given time under a timber
permit is gone. Now all operations have to be properly planned so that forestry
and farest products remain a renewable resource.

. Responsible planning of all logging operations is therefore required to ensure -

+  Best use of available resources;

- The most appropriate logging methods which guarantee maximum production
with minimum cost,

- The various phases of logging are scheduled to maintain a continuous flow of
timbet farever.
The extent of disturbed area is minimised to reduce damage to the residual
stand which account far the subsequent forest crops, as well as to safequard
the environmental stability.

. Potential bottlenecks area identified and corrected.

- An effective fallow up to refine future planning processes.

Without the above which emphasise environmental and sustained yield, a logging
operation is reduced to one time resouwrce exploitation, industrial actvity and
economic evaluation for short-term direct benefits only, which we wish to avaid at all
cost.,
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Forest Resource Development in Papua New Guinea
An Environmental Consideration

T. Nagare
Department ot Environment and Consarvation

The land arca of Papua New Guinea is estimated to cover approximately 46.5 miliion
hectarss of which 36.4 million hectares is forested, This forested area from a socdo—
economic viewpoint. contributses signiticandy to the wellbeing of our local
con munities and Papua Now Guinea in generdl. This contrbution is basically from the
resourees it possesses. The forest resources are of great importance to mankind and if
managerd properly they <an constitute a powerful instrument for lmproving the socio-
econamic conditions of our country.

The uses of these resour:es traditicnally are very well known and vary throughout the
country with evidence showing that these uses took place some 40,000 years ago (see
Groubs 198&, "The taming of the rainforest: a model for Late Pleistocene Forest
exploitation in New Guinsa" for a discussion of the avidence of early human impact
on New Guinea. These uses, although existing For many years, do in fact contribute to
the degradation of our snvironment, but these environ mental changes are no doubt
gradual co mpared to the current trend of exploitation where modern technological
knowledgs, machinery and equipment are applied. Note also that our local people do
nave some traditional knowledge about. environmental conservation.

1n recent years because of the high demand tor economic development, com mercial
urilisation of the forestsd area and its resources has intensified. This development
couplad with modern techaclogical utilisation imposes a much mare severs impact on
the natural environment. AS gtated in the introductory rem arks by Talba (1987, UNEP
profile) -

vAll Human Societies are built on tragile ecological foundations, Without
cdlean air, fresh water, productive scil and a gustaining web of lifte, Homo—
Sapiens can neither survive nor prasper.”

*In a rew short decadas we are croding those foundations beyond repair.
By the year 2000, if present trends continue, one-third of the world's
productive land will have eroded or turned to aust. One million species
may have besen driven to extinction, the sharpest setback to jife on earth
dnce ocur remotest ancestars first appeared on the planet. And the
world's climate will almost certainly change, with enarmous, but
incalculable, consequences. In each case, human activities will be to
blame."

Environmental palicy and the Environmental Planning Act

The govarmment has recognised cur responsibility during the develppment of Papua
New Guinea to maintain and, where posgible, improve the quality of our environment.
wWe all need to become more aware of ouwr activities upon our environment. It is the
government's palicy to promote and maintain this awareness,

Developuent Is a means of increasing our prospexity but at the same tme it means
change. This change can be good ar bad, appropriate or inappropriate for Papua New
Guinea, By careful planning we can contral the rate of change and we can make sure
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fhat the king and nature ol the development. we choose is oo in all aspects, not Just
when measured 1 economic teras, T developmaent nust b ecologically, socially
ard cutirally suitable' ror Papua New Guinea and hor peoplo.

As 15 already oeing realisad, we wish to avold the expend@ve nistakes we see in other
countriss where poorly planned develppment has caused prablems and has required
Costly measanss to improve the quality of the enviconment.

The fourth of the five goals of cur constitation recognises our responsibility to the
snvirgnment. This goal requires that Papua New Guinea's natural resources and
environment be conserved and used far the caollective benefit: of all, and be replenished
for the benefit of futire generations. The constitution also calls for -

(L wise use to be made of our nabural resources and the environments in and on
the land......., in the interests of cur development and in trust for future
generations; and

(2) the conservation and replenishment (e.gg. of forests), for the benefit of
ourselves and postenty, of the environment and its sacred, scenic and
histarical qualities, and

(3 that all necessary steps be taken to give adequate protection to Fauna and
fdora.

In arder o achieve the alms of the above goal we have adopted the following to be cur
environmental policy -

Al our people have a basic right to live in freedom and eguality in an
environment that provides for our physical and spiritual well beirng, We accept
the responsibility to protect and improve this environment for our children and
for future generations,

The natural rescurces of Papua New Guinea including the air, water, plants and
wildlife and especiaily examples of the different kinds of plant and animal
com munities must be protected for present and future generations by careful
planning and management,

During our development we must safequard and wisely manage our wildlife and
its habitat. Nature ceonservation including wikilife must be given consideration
in planning far economic development.

During our development we must consider economic, social and ecalogical
matters together, Development must lead to an increase in the quality of life
for all our people and without causing significant destruction to our environment,

. The ability of the environment to moduce renewable resources must be
maintained, and wheare passible, restored ar improved.

Planning must be apgplied to human settlements and urbanization, We must avaid
bad effects on the environment and obtain better social, economic and ecalogical
benefits for all.

AND in addition :
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- We will, as much as possible, follow the "palluter pays" principle. This means
that the people, including government, who use our natural resources for
financial gain must pay the costs of environmental protection. Prevention is
identifying and salving the problems before actual environmental damage
occwrs, Where damage has already occurred because of environmentally unwise
practice in the past, the environment will be restored to the greatest extent
passible within reasonable financial limitations,

- We recognise that any development project, whether based on agriculture,
forestry, mining, industry, transport, water, tourism or human settiement, must
take into account the impact on the natural environment and human
communities, Failure to do this often results in future social and economic
costs,

The above goal and its accompanying directive principles necessitate environmental
planning, and they were given legislative effect with the passage of the Environmental
Planning Act, Chapter 376.. This Act sets out the legal reguirements far the
submission and assessment of Environmental Plans for any development projects.

In the Environmental Planning Act, enwvironment is defined as "the total stock of"
physical, biological and soclal resources available to man and other species and the
ecosystems of which they are part. R is important to note the breadth of this
definition and in particular the inclusion of ™social resources® within the meaning of
the ward environment. This environmental danning is the development of projects,
programmes and policies with full consideration given to maximisation of economic as
well as physical and social environmental benefits and minimisation of economic,
physical and social environmental costs,

The most important point to understand is that environmental fdanning must go hand
in hand with economic and engineering planning - it will not be effective if it fallows
the completion of feasibility studies. If this latter approach is taken, optwrs and
alternatives which may be far supericr from an environmental point of view may be
rejected for much less significant economic or engineering reasons. Integration of
environmental planning with overall project planning is also important to prevent
needless disruptions to project implementation, between the completion of feasihility
studies and construction. Such disruptions can occur if the government (Department
of Environment and Conservation) feels that a developer has not adequately
considered environmental factcars in project decision-making and reguests an
environmental plan at a late stage of project development. These needless disruptions
can be easily avaided by including consideration of environmental factors at the
earliest stages of, and throughout the project dlanning and imple mentation period.

It is particularly important to emphasise that social planning is an important
component of environmental planning for projects. Indeed social impacts are usually
the most significant of the environmental effects of a project. They are also the most
difficult to plan for, because of the complexity of social systems and because the
responsibility and means for undertaking social planning initiatives are shared between
the project developer and a large number of governmental agencies., Thus oco-
operation between the project proponent and all government departments who have a
rale in social develppment is particularly important to ensure the development of
socially-successful projects.

The aim of the Environmental Planning Act is environmentally-sound flanning of
rojects with adequate consideration for environmental (as well as economic) benefits
and ceets in both the shart and long term, This invalves making decisions about the
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appropriateness and feasibility of the project and detailed planning to minimise
negative envircnmental impacts after a decision has been made to go ahead with a
project.

The mere productzon of envircnmental plan documents is not the aim of the Act - an
environmental plan should be a summary of an environmentaliy-responsive planning
process. In this respect, it is important to note that although environmental factars
should be censiderad in any planning process, environmental plans are only necessary
for projects (eg. forest resources development} with potentially significant
environmental i mpacts.

Therefore for all forestry projects it is recom mended that the requirtements of the
Environmental Planning Act must be met pricr tc initial operation,

Com ments on the drafting instructions

In brief, the Department of Environment and Conservation views the roposed drafting
instructions as undermining the functions and requirements of the Environmental
Planning Act, a fundamental Act for the Department, Nevertheless the fallowing are
our comments —

Reforegtation - There is not very much said about this activity although it was
mentioned once ar twice that the proposex] forest management agreement
provides that certain partion (20 per cent) of the forest area to be harvested
shall be dedicated for reforestation or other land use activities. A questicn
which one could ask is - what would happen to such project at the end when 25
years lease is completed? Also would this be an appropriate project far the
people in the long run?

. On page 7 of the drafting instructions it was stated that an environmental plan
submission is an optional requirement for forest resource developmental
mojects. This we feel Is incarrect because an environmental plan should be
treated as part and parcel of the overall project planning. Let me warn here
that if an environmental plan is classed as an optional rquirement, sure enough
there will be prablems coming up thus Fopardising chances for successful
xrojects.

. Page 13 states that forest officers may be appainted as wildlife and conservation
otficers by the Minister for Environment and Conservation (incorrectly written)
on recom mendation by the Minister for Farests,

This point is supported but the Department would also want to stress that under
the Environmental Planning Act, the Minister far Environment and Conservation
has the power to appaint environ mental inspectors.

Conchision and recom mendation

Once again it is very important that environmental planning must go hand in hand with
economic and engineering planning because it will not be effective if it follows the
completion of feasibility studies of a particular moject. Therefore far the above
points raised it is highly recom mended than an environmental plan is a must, NOT
OPTIONAL, far any developmental projects.
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Macroeconomic Considerations

Kaiari Tarata
Deputy Secretary, Department of Finance andd Planning

Introdiction

It is a pleasure to be here today to participate in your Hmely and 1mportant seminar
on the forestry sector. My task is to outline some of the macroeconomic
considerations,

The forestry sector has a potentially impartant rale to play in assisting us to meast our
key macroeconemic cbjectives of economic growth, employment creation, external
balance and so on. Equally true the prospects for development of the forestry sector
will depend considerably on an appropriate set of macroeconomic policies being in
place. For the sector to grow and contribute to the nation we must have apgrogriate
policies in such areas as taxation, wages, exchange rates and credit to facilitate
proauctive invest ment.,

This being said, I would like to contend strongly rght at the outset that inappropriate
macroeconomic policies have not been the root cause of the forestry sector failing to
achieve its full economic potential in recent years.

In my view inadequate perfarmance in the sector moare funda mentaily relates tn
deficiencies in the capacity and inteqrity of private sector management comhined
with administrative incapacity on the part of both central and local burcaucracies to
properly supervise the sector.

As these important, but contentious, issues are largely cutside of the topic I have been
allocated T will leave them for others to cover and now retreat ko the relative safety
of macroeconomic policy issues,

While the Namaliu Governiment's 1989 Budget saw considerable re—focusing of national
cbjectives towards areas such as law and order, education, infrastructure and social
services the objective of economic growth has not been dispensed with. Economic
growth and development remains a key priority of the government to assist in the
provision of productive employment and improvements in material living standards,

The renewable resources areas of agriculture, forestry and fisheries are of crucial
impartance to the bulk of Papua New Guineans in providing a sabsistence base, aligned
with opportunities far increasing cash income and improving fa mily and national. well~
being., The provision of increased employment, both Formal and informal in the
renewable resources sectar is a key dbjective of the new government.

The forestry sector has considerable potential for increasing income and employ mant
opportunities providing it is managed in a sustainable manner which takes appropriate
account of resource replacement and sensible conservation. Qovernment aims to
maximise the economic potential of the sector while proceeding responaibly to avoid
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potential dangers and pitfalls that clearly exist. We are very much about developing
the sector but not at the expense of ruining the environment in the process.

Macroeconomic considerations

I shall now discuss some of the key macroeconomic considerations, turning firstly to
growth.

Growth. It seems a little known fact that the Papua New Guinea econcmy has heen
growing at quite respectable rates in recent years. Real annual GDP growth in the
four years to the and of 1988 iz likely to exceed 5 per cent per annum, yet
commentators from LN.A. and elsewhere continue to typify the economy as being one
incapable of yrowing faster than the growth of population, This is no longer the case.

Certainly much of cur recent improved growth has been mineral sector led, but there
has also been sound growth in the renewable resources sectar, including forestry. Log
export volumes grew dquite consistently from 743 thousand cubic metres in 1981 to
1,450 thousand cubic metres in 1987 and are currently running at higher levels still in
1988, There has also been good growth in production for domestic use, Recent Warld
Bank forecasts suggest the forestry sector can grow in real terms at 7 per cent per
annum between now and 1985, which is faster than the economy as a whole will grow.

Actual zontribution to GDP of the sector nevertheless remains relatively low at a
maximum of a few per cent of total GDP in most years due Lo relatively low value—
added which iIs closely related to high lavels of inter mediate consumption, which leave
quite low levels of operating surpluses.

Tn this sense the question of local processing of logs is an impartant consideration for
economic activity, especially as the ratic of processed to non-processed faorestry
exports appears to have falisn quite considerably over the course of the eighties.

Our standard macroeconomic policies have been quite clear on issues of this nature for
maly yedrs now. We support increases in domestic value-added through increased
processing, providing that production is occurring etficiently at prevailing wage rates
and providing output is internaticnally competitive at prevailing exchange rates. We
are nct in the business of providing long-term protection ar subsidisation to inefficient
industries and will not do so in the forestry sector,

What we want to see develop is a vibrant private sector grasping opportunities for
processing in the sector without recouwrse to government handouts. Other
macroeconomic palicies are obviously of some relevance here, especially exchange
rate palicy and wages palicy. T will return to discuss these points shartly.

Investment. With a few nctable exceptions such as Vanimo Timbers there has been a
relatively disappointing growth of invest ment in the sectar in recent years at both the
smallhalder and large—scale sectar,

Given the relative wealth of our timber resources combined with the apparent success
of the industry at avaiding tax and other Eorms of rent in recent years this is
something of a surprise.

Perhaps those who have been getting away with it rightly thought it all too good to
last, and perhaps thankfully they have alsc been too tight-lipped to allow the message
to flow too far to the outside warld.
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The fact, nevertheless, remains that we possess bounteous forest resources which we
wish to see developed in responsible ways such that development is sustainable in the
environmental sense and so that the nation is able to extract an appropriate level of
economic rent for usage of the resource.

Now the Bamett Inquiry is close to conclusion the government will again actively
pursue new investment for the sectar from hoth foreign and domestic investors for
small and large-scaie projects.

Hcwever, a new administrative and palicy framewark is being progressively put in
place to ensure that unscrupulous investars are weeded out of the sectar, Legitimate
investars will be allowed to achieve a reasonable return on their investment, but we
must in future ensure that appropriate levels of economic rent are collected in
relation to returns being achieved from the resource.

Wider government economic palicy remains very much pro-foreign investment, This
was evidenced in the recent budget with announcements to simplify procedures with
NIDA, work permits and visas and decisions to cut the carparate tax rate. Efforts to
improve the law and order situation are also strongly related to desires to impraove the
climate far investors. New investors to the forestry sector are welcome and they are
welcome to extract a fair return on their investment. However, we wish to avaid at
all costs the prablems of transfer pricing and taxation avoidance that have occurred in
recent years.

Taxation. From the state's perspective the capacity to collect revenue from forestry
projkcts is a very majr consideration. The need to generate revenue however, must
be weighed against the importance of providing a fiscal regime that is fair far both
the state and developers and thus provides a satisfactory retum to both.

In the pceet-Barnett era our immediate challenge is to provide a balanced tax regime
which significantly improves the state's revenue position while still providing
sufficient incentive far investment and production to occur. This represents a
delicate balancing operation and there is still much fine tuning to be done to arrive at
the appropriate mix of revenue instruments. There is also still much work to be done
in providing a supervisary system which can properly collect taxes that are due.

While the Barnett inquiry has generated a Ilot of publicity about tax rorts, the
problems are not new and were not unknown to us. Quite frankly collection of
corporate taxes from the sector have been abysmal since independence and the
amounts are barely warthy of mention, What the rigarous analysis of the Barnett
Inquiry will provide us with is detailed actionable information on the warst offenders
in the private sector. It will also provide a clearer picture of the most common rorts
that have been adopted, including -

. transfer pricing;

. use of repricing subsidiaries in tax haven domiciles;
. misdescription of Himber categores;

. incarrect disclosures of gquantities and values.

The detailed knowledge gained out of the Bamett Inquiry has already led to corparate
tax assessment of K25 million being issued during 1988 to cover back taxes on non-—
declared profit, I am pleased to say there is much more in the pipeline and I am
adamant that resources in the Taxation Office will be significantly increased in
coming years to properly supervise tax callections in the industry. If necessary we
will use technical assistance in the first instance.
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Obviously government has a long way to go in terms of improving its capacity to weed
out unscrupulous operators from the industry and to properly supervise those that
remain. This involves improvements not only with taxation and customs but also
within the Forests Department especially at the level of forests inspectors. There is
also need far a closer Jook at ouwr accounting profession and standards such that we can
have some increased confidence that so—called audited profit at least to some extent
equates to actual profit. In the recent past there seems little carrelation between the
two.

One approach to imprave revenue callection that was taken pre-Bamett was a move to
impcse further taxes that can be more easily collected, This saw a doubling of the
export. tax to 10 per cent from 1986 and continued emphasis on royairies based on
turnover, This saw a gignificant growth in export tax collections to around K10.2
million in 1987 and collections are currently running in advance of this for 1988.
Collection from royalties are also currently running at levels of around K6 million per
annum, with 25 per cent gaing directly to provincial governments and 75 per cent to
land owners,

Our basic approach to macroeconomic palicy is to disfavour export taxes and royalties
based on turnowver. These tend to act as disincentives to export and also create
distortions in the resource production process including tendencies to high grading,
early departure from the asset and sub-optimal approaches to reafforestation.

Nevertheless in the short term, given our significant problems with tax avoidance we
have seen no option but a movement towards such mare readily collectable farms of
taxation. Indeed until improved industry self-regulation can be demonstrated and until
gwwernment supervisory capacities can be improved we will need to keep under close
review our options for taxes that can be readily callected. This view will include -

. rates charged far royalties and export taxes;

. import duty rates for imparted capital equipment, which in most cases
atiract a low 8-1/2 per cent;

. revision of taxation arrangements on equipment leased locally ar through
offshare agencies (some of these loophales have already been closed in the
1989 Budget);

. the possible introduction of large front-end licensing fees on new
developments as a trade—-off for later tax payments.

Fareign exchange. There have been some fareign exchange benefits from the sector
but these have often been overstated by concentration on gross expart revenues
without reference to high external leakages which pay far imported inputs and meet

Total exparts of forest products have grown from Ke6l.7 million in 1982 to K110.9
million in 1987, with exports in 1988 currently showing sound growth owver 1987
levels, In 1987 forest product exports comprised some 9.9 per cent of total
merchardise exports, This compared with a figure of 11.2 per cent in 1982, OQbviously
growth of farest product exports have not kept pace with growth of mineral sectar
exparts. Even with continued sound growth, forest product exports are likely to
decline further as a proportion of total exparts as mineral production increases further
into the nineties.

The downside of the external picture is the very high level of external leakages from
the sectar, GStatistical estimates suggest that almest 80 per cent of total sector
maduction is eaten up by inter mediate consumption, the bulk of which invalves foreign
outflows.
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In addition to a high import content far production inputs, many of the larger projects
are highly geared, involving considerable outflows far debt servicing. Incidentally the
supervision of external debt transactions is ancther area that will come under much
cdloser scrutiny in commgyears,asthisisanotherdevicethathasbeenusedasan
instrument for transfer pricing.

Given my earlier analysis of taxation, in an industry where virtually no major
operators make profits it is noc surprising that at the end of the day there have been
very minimal net foreign exchange henefits from the industry to date. Unfortunately
the sector has operated in classic enclave fashion with foreign exchange benefits
funneled offshore aften through the device of transfer pricing.

The challenges we face in implementing an appropriate tax regime that can be
properly sapervised are dbviously central to our desires to improve the net foreign
exchange benefits from the sectar.

Wages and employment., Consistent with what appears to be a flat investment
perfarmance in recent years there also appears to have been little significant growth
of formal employment in the sectar recently. Indeed the Central Bank index of formal
employment in the industry has dropped from a level of 100 in March 1978 to a level
of 82 at June 1988 (a fall of 18 per cent).

This is simply a further reflection that all is not well in the industry. Despite our
bountecus resources in a region where there has been significant diminishment in the
supply of the natural resource we have seen absciute declines in numbers formally
employed, While production is up over the same pericd, suggesting some improvemernt
in productivity aligned with increasing smallholder moduction, we cannot be happy
with the overall picture of stagnant investment and declining formal emgloyment in a
sector with so much potential,

Clearly our future pclicies post-Barnett cannot be simply directed at imposing
punitive tax and other provisions that will simply act as disincentives to further
productive investment. As I noted earlier we have a very delicate balancing act to
perfarm in establishing a new fiscal regime which will sart out the unwanted elements
while continuing to be sufficiently attractive to genuine and responsible investars.

On the broader wages front government has announed in the 1989 Budget its intention
to push for lower wages in the forthcoming wages case. This apmroach if actually
implemented by the Wages Board shauld over time make the employment of wage
Jabour in the sector mare attractive. This is likely to be especially so in the further
processing of the raw material where current wage rates, especially in urban areas,
are in our view a majr constraint to the development of manufacturing activities.,

The exchange rate. The government made its exchange rate intentions quite clear in
the 1989 Budget. The current exchange getting mechanism is currently market related
with the kina set at a level which is not being propped by undue foreign barrowings or
excessiive fareign exchange contrals.

Our immediate term approach to improving international competitiveness will be
addressed by pushing for lower wages aligned with a con inned attack on long-term
constraints sich as transpart, infrastructure, education, training and extension.
Accordingly, in the medium term investors can retain continued confidence in the
convertihility of the kina and its relative strength in relation to currencies of our
majy trading partners.
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Government budget and medium-term palicy. Mcst government efforts at
development of the sector will be directed through the Department of Forests, As I
understand they will be addressing you separately on their medium-term plans I will
merely highlight to you some key features for the sector recently tabled in the five
year planning document. These include -

increased forestry research;
increased management and administrative capacity building incdluding a
considerable increase in technical assistance (some K4 million in technical
assistance has been budgeted for 1989 alone under the Public Investment
Program);

. continued priority to developing reafforestation programs for national and
community forests;
pEeparation of resource inventaries;

. preparation of a National Farest Development Plan;

. recarganisation of marketing arrangements;

. increased suppart far community farestry programs and land owners,

As well as such improvements to be addressed through the Farests Department as I
have already indicated I am anxious to see further planning and administrative
improvements in my own Department, at Tax, Customs and in foreign exchange
contral areas at the Bank of Papua New Guinea.

Conclisions

Having discussed some of the main macroeconomic considerations it is time to
condlude,

The sector remains one of high potential, bt one where recent performance has been
I believe the government is proceeding appropriately to develop sound long-term plans
far the sectar., Past abuses are already being addressed and will continue to be
addressed even maore vigorously once the Barnett Inquiry completes its investigation.
There is a clear commitment to root cut and prosecute corrupt elements in the public
and private sectors as well as in public life.

There is cdlearly a period of some further catharsis and blood-letting ahead as the
corrupt elements are confronted in the courts and elsewhere by the findings of the
Barnet: Inguiry.

Concurrent with this inevitable trauma ahead our role in Finance and Planning is to
develop an appropriate fiscal regime that while sorting out the unwanted elements will
still provide appropriate incentives to generate further investment and employment in
the sectar,

If the Barmnett Inquiry merely sorts out the unwanted elements and in so doing puts a
complete brake on future investment and development then it will have failed. The
need far us to diverify our economy away from excess reliance on the minerals sectar
is a very real one and we must get on in the medium term with appropriate and
sustainable development of our farestry sector.
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Value-adding : A case study
Log Exports versue Processing

Peter J. Bddowes
Forestry and Timber Consultant

Desgpite the proposed legislation to ban certain higher-value timber species from round
log exports and to increase sawn timber production, there are many unanswered
questions about the economics of processing. Most genuine operators in Papua New
Guinea are in favour of processing and believe that a sawmill operation complements a
logging operation. But investment will stagnate if all future operations are based
salely on processing.,

What is the main purpose or motve behind the government banning log exports in

favour of processing? Does the government anticipate gaining mare from processing,
if 50 in what way =

. Employment?
. Revenue?

Lending institutions have already indicated that financing of Gimber operations is high-
risk, Is sawmilling then higher risk than log expart? How do the lending authorities
view the financing of sawmill operations?

Liending authorities and indeed the overseas marketplace will look at the potential of
Papua New Guinea sawn timber with some scepticism as they have in the past, mainly
due to -

. continuity of supply;

. guarantee of quality and supply;

. species supplied accarding to specification;

. grading rules and issuing of grading certificates;
. fareign exchange rates/fuctnations;

. freight rates.

Banning of higher-vailue timber species

Banning of higher value timber species could only be considered feasible if the
producer stood to gain an egquivalent or greater amount far his sawn or processed
product as for expart in raw log farm.,

Under the mroposed legislation two classic examples arise concerning the propased
banning of Kwila (Intsia spp.) and Pencil Cedar (Palaquium spp.). Log export figures
show at the end of the third quarter, 1988 Kwila realised an average f.o.b. price of
approximately US$168.00 per cubic metre whilst Pencil Cedar realised an average
f.0.b. price of approximately US$124.00 per cubic metre.

Thepointt.obemadehereisthat,inaconvertedcr;x:ocﬂedstate,bothtimbers
would be generating a negative value to subsequent beneficiaries including the
producer, the land owners and the government.



In the case of Pencil Cedar, its highest value is in log form as a first—class pecler
(Rotary Veneer). As a sawn timber product it has some but limited value. As an
example Nyatoh, from Indonesia, which includes Palaquium and Planchonella, attracts
a C and F price in Singapore and Taiwan of US$275.00 per cubic metre.

Therefare, at the gaing rate in round log form of US$124.00 per cubic metre f.0.b, and
allowing for a 50 per cent recovery upon convarsion of the log, the producer has a raw
cost component of U5$248,00, Upon addition of milling and freight costs the absclute
muimum landed cost in sawn form would be US$400.00, a price at which it would
obviously be noncompetitive and non-feasible.

Increaned sawn timber production
What are the projected demands for consumption in the domestic market?

. In respect of sawn timber exports, Papua New Guinea still does not have a
uniform set of Standardised Grading Rules nar a Standard Nomendlature of
Papua New Guinea Timbers,

. All sawn timber exparts should be graded in accardance with an internationaily
accepted grading standard e.g. Malaysian Grading Rules, inspected by a qualified
timber grader and a certificate issued prior to export. As this grading is
generally carried out by qualified government timber graders, what provision has
the government made for qualified graders?

Over sapply and dumping
It is feared that the smaller producers, especially those engaged sdlely in sawmilling,
will be at a distinct disadvantage, Log export quotas given as incentives to increase

sawn production could lead to dumping on both domestic and export markets by larger
producers to the detriment of smaller producers engaged solely in sawmilling.

Questions posed in mammary
Why ban specific timber species from round log exports when their value and
subsequent monetary return is greater in round log form than in sawn farm ?
What sawn timber markets have been developed?

What grading rules are gaing to be adopted and adhered to so as to ensure unifarmity
of grade thraughout Papua New Guinea?

When will the nomenclature for Papua New Guinea timbers be finalised and
pablished? Such nomenclature is of paramount impartance to protect both producer
and buyer especially far sawn and/or processed timber for export.

How will sawn timber parcels be inspected and graded priar to expart?

What measures has government taken against over-production of sawn timber and
possible dumping on both the domestic and export markets?
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Log Export Regtrictions and Farest Industries
Development in Southeast Asia (1975-1986)
The Case of the Philippines

R. N. Byron & M. A. Quintcs
Department of Parestxy, Auvstxalian Nabional University

Introduction

This paper is part of a larger study examining the strategy of accelerated development
of forest industries pursued by certain Southeast Asian naticns since the mig-1970s.

This strategy had three related components -

. to regulate, maintain or increase the rate of harvesting of natural forests;
o restrict the export of m‘lp:oceﬁed;logS: and

proc .
pulp/paper mills.

The arguments underlying this strateqy were primarily the creaton of domestic
employmernt, aconomic growth through value-added processing, and fareign exchange
earnings. The process of implementing the genexal strategy in particular countries,
has been extremely complex, often buffeted by polifical expediency and/ar
questionahble practices. Asa result, the consequences differ quite markedly between
countries purporting to fallow the same strateqgy.

Data on the valume, value and direction of exports of the major wood products from
Southeast Asia between 1975 and 1986 (the major policy changes occurred in 1980) and
the nature and composition of Japanesa wood imports, have been used in analysing the
paticy's effects -

on the exparting countries which fallowed this strategy - Indonesia, West
Malaysia, Sabah and the Philippines;

. on the exporting countries which did not follow this strategy - Sawawak, Papua
New Guinea, Sclomon Islands;

. on the majr log importing countries - Japan, South Karea, Taiwan, and
Singapore; and
on cther countries importing farest products from Southeast hsia.

while the log export restrictions were imposed effactively, in general, anl dramatic
expansion and restructuring of wood processing has occurred, the ulrimate test of the
palicy's success is whether the stated objectives have been achieved. The detailed
examination of the case of the philippines suggests the desired resilts are far from
achieved, thus far, but it maystﬂlbetooeaﬂytoassesthe]ong un success.
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Zici

In the mid-1970s, it became obvious to the Southeast Asian log—producing countries
that the logs they exparted, (over two-thinds of their total log harvest) were being
processed in Northeast Asia and subsequently, much of it was being re-exported to
North America and Western Ewrope, There was increasing dissatisfaction with the
role of primary commodity exparter, exacerbated by erratic log prices, tax evasion by
the multi-national concessionaires, and inadequate employment generatian, Although
the Southeast Asian log exparts represented over 80 per cent of the world trade in
tropical timbers, they were basically price—takers, Progressively stricter restrictions
and more generous incentives were brought into place. The chrondlogy of the palicy
changes is shown in Table 1.

Although the mcst striking feature of the policies were restrictions, disincentives or
bans on the export of unprocessed logs, there were, in fact, a suite of palicies to
favour expansion of domestic wood—frocessing industries, These often included
corporate income tax helidays, the waiving of export taxes, reduced log royalties,
provision of expart incentives, technical assistance and grants to industry, low interest
loans, and/ar the right to export logs in some propartion to the valume of wood
processed locally.

Apart from the desire to move into value-added processing, there are two cther
themes often raised in relation to the log export bans : the conservation effect and the
OPEC-like cartel argument. The tremendous rate of logging and expart, and the very
dramatic expansion in the 1960s and early 70s, arocused great concern about depletion
of the forests, particularly amongst Western conservationists but also in Peninsula
Malaysia and the Philippines where the established processing industries feared future
log shartages (Byron 1988), Nevertheless, it is arqued here that the palicies were not
primarily intended to promote ar achieve conservation of the tropical rainforests, and
their ultimate impacts in this regard is open to question.

While the absdlute and relative valumes of Southeast Asian timber on world markets
do suggest significant potential market power, one must realice that the warld traded
valumes are small relative to wordld production, Furthermore, there is a vast, and
continually growing, array of substitutes for sawn timber and plywood, and temperate
softwoods can readily be substituted far tropical hardwoods in many applications. The
real market power of the log producers is much less than might initially appear. If the
primary goal of the log expart restrictions had been to increase the world market
mice for hardwood logs through an QPEC-like cartel, it would simply not make any
sense to restrict exports to zero, as West Malaysia and Indonesia have done.

All the evidence suggests that the producing countries' motivation for restricting log
exports and stimulating processing, was to earn mare, and more stable, fareign
exchange and create jobs — any conservation or price-increasing effects were st co-
incidental.
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The effects

Log exparts. Figure 1 illustrates the dramatic impact of Indonesia’s phasing out of log
exparts, from almost 20 million cubic metres in 1978 to virtually zero in 1985. Only in
Sarawak (and Papua New Guinea and the Salomon Islands, not shown in Figure 1) wexre
there significant increases in log exports after 1980, Not surprisingly, when faced
with a serious reduction in log availability from Indonesia, Sabah and the Philippines,
the importers {from Japan and Scuth Korea mainly) bought instead from countries
which would still sell to them. It was at this time that logging for expart accelerated
in Papua New Guinea and Salomon Islands, where the forests have long been regarded
a5 less desirable than in Kalimantan,

As Figure 2 shows, the unit prices received by Sarawak after 1980 are tokally at odds
with previous trends, and the 1980-85 price trends for the other countries which
imposed restrictions. It is also readily apparent that the SEALPA countries' post 1980
palicies had NOT increased their log export prices.

Sawn timber exparts. Sawn timber exports from Indonesia and the Philippines almost
doubled post~1978 (Figure 3) and Sabah's annual exports have gradually grown from
zero in 1975, to 80,000 cubic metres in 1979, to awer 1,4 million cubic metres by 1985,
from 68 new sawmills, As might be expected, Sarawak's sawn timber exports
remained very modest, although they still attract the highest unit prices (Figure 4).
Peninsular Malaysia developed its very large and successful expart saw mifling industry
much earlier than its neighbours, and since 1980, has been progressively moving out of
bulk timber exparts in favour of higher valued products - jpinery, mouldings, Iouvre
doars, knock-down furniture. This transition is encouraged by concerns about future
log supplies for the West Malaysian sawmills (Byron 1988).

Plywood exparts. Indonesias dywood capacity rose from 28,000 cubic metres per year
in 1973, to 6,2 million cubic metres by 1985, making Indonesia the wadd's largest
producer and exporter of tropical pflywood. There has been a very deliberate pdlicy to
concentrate on plywoo}, and, in production terms, it has been implemented with
spectacular success (Figure 5). Although Menz and Krutilla {1987) assert that the Iog
expart bans and increased Indonesian exports of plywood "caused the contraction of
the gywood industries in Japan, Singapore, Karea and Taiwan", it would be mare
accurate to state that the Indonesian expansion "was accompanied by and facilitated
by the planned and valuntary comtraction of what the NICs saw as a sunset industry™
{Byron 1980, 1981},

However, in financial terms, there have been severe problems. The warld market for
tropical plywood is extremely thin, and it. appears that the frequent huge additions to
Indonesian capacity and exports only served to further depress warld market pices
(Figure 6). (Again it is curious that Sarawak's price trend for expart plywood is much
mare favourable than its neighbours',)

There is now very strong evidence that Indonesia's much-vaunted ply wood industry has
consistently generated negative value—added, e.g. logs which could have been exported
far $200 have been converted, at considerable expense, to plywood that was sald onto
warld markets for $150! It is still quite profitable to the private owners, due to the
government subsidies - another case of privatising the gains and socialising the
losses! Lindsay (1987) has calculated that logs with a potential royalty value of $30-35
without the "forestry industrialisation” palicies, could now have a shadow price of
minus 530 to $75 per cubic metres - such is the extent of the subsidies and the
differential between the warld export prices for logs and for gy wood,
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Figure 1: Volume of Log Exports (000 cubic metres)
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Fiqure 2: Unit Values of Log Exports ($ us deflated, 1980)
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Figure 3: VYolume of Sawntimber Exports (000 cu.m.)
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Figure 4: Unit Value of Sawn Exports ($ US 1930)
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Figure 5: Volume of Plywood Exports {000 cu.m.)
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Figure 6: Unit Value of Plywood Exports ($ US 1980)
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This phenomenon of negative value-added in wood-processing has also been observed in
New Zealand and in Salomon Islands; it was the primary reason why Papua New
Guinea decided it could no longer afford to fallow the SEALPA log export bans in
1982; it may also have relevance to current proposals far massive expansion of the
forest industries in Australia, in which production casts could be double warld market
prices!

The Philippines

The Philippines began exporting logs in the late 1940s, and by 1970 was the majpr log
exporter of the region. It was among the first of the ASEAN countries to impose log
expart restriction, in various forms, but has always had difficulty enforcing them, as
log smuggling has heen icially recognised as widespread {and perhaps supported at
very high levels of government ™).

There is concensus that the virgin forests of the Philippines are rapidly disappearing —
e.g. only 1.8 million hectares left in 1985, which is expected to be logged out by 1995
2000 (Ganapin 1986). Yet Figure 7 suggests that the (officially recarded) annual log
harvests has not approached the calculated sustainable yield (Annual Allowable Cut),
at least since 1970, Perhaps the earlier calculated AAC was overly optmistic, but 15—
yvear log production is well below the much more conservative limit of 9.77 million
cubic metres set in 1983. Is the forest being under-utilised, or are the calculated
sustained yields (AACs) grossly over—optimistic stHll?

Since the 1976 log export "ban", not only have log exparts fallen substantially to a
fairly steady 700-800,000 cubic metres per year, but total log production has steadily
fallen. Given that the palicies were intended to expand the domestic wood-grocessing
industries and these industries claim to be suffering from serious shortages of logs,
why is the national log harvest still falling, and so far below the sanctoned allowable
cut? Why wauld a government restrict the total log harvest and yet stimulate new
capacity, if existing mills already faced critical log shortages? Log exparts are
relatively modest and regulated, and now represent about 17 per cent of log harvest
compared to 27 per cent in 1976 and 80 per cent in 1971,

The reasonh perhaps for the declining log production was the declining production from
the saw mills, plymills and veneer mills, Figure 8 shows clearly that the valume of logs
delivered to local industries for domestic processing has fallen steadily from 6.3
million in 1976 to 2.7 millicn cubic metres in 1985. While the volume of processed
exparts grew rapidly in 1976, there has been very little growth since and the volume of
processed wood destined far local markets has gradually declined since 1975. Figure 9
reveals the enormous increase in sawmill capacity in 1973, about the time the fiscal
incentives and log expart bans began, but virtually no response in sawn timber
production,

1. A former minister was issued with log expart permits covering much of the
production from his six concession areas. When the price per cubic metre far logs on
the export market was apmrox, $US50 maore than the domestic price, the value of an
expart permit far one million cubic metres is cbvious. The incentive for smuggling
and/cr the possibilities for corruption were very strong! Ganapin (1986) noted recent
esti mates by the Ministry of Natural Resources that the real level of log exports was
four Himes the recorded level of $US350 million - the country may have lost Peso 2.4
hillion perr year between 1978 and 1982 due to smuggling.
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Figure 7: PHILIPPINES: allowable vs actual cut.
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Figure 9: PHILIPPINES-sawntimber capacity, production & exports

10000
8000 ~
6000 7 o SAWMILL CAP
- SAWN T. PRODN
4000 - o SAWNT. EX
2000 -
L

=T ; —r—7T T
1971 1973 1975 1977 1979 1981 1983 1985
YEAR

Figure 10:PHILIPPINES-plywood & veneer capacity, production & exports
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Sawn timber exports have grown, in absclute terms, and as a proportion of total sawn
timber output, i.e. the valume of lumber supglied to local markets has tallen
substantially, from 1.8 million cubic metres in 1975 to 400,000 cubic metres in 1985 or
from 80 per cent to 45 per cent of lumber production in 1985 (also shown in Figure
8). Menz and Krutilla (1987) argue that sawn timber exports were erratic in response
to whether or not log export restrictions were currently being enfarced or relaxed,

that export valumes respond to demand, prices and international competitiveness; <
that greater sawn timber exports were possible at times logs were also offered far
sale; or thirdly, that export valumes were related to requirements to earn foreign
exchange.

The situation for pywood and veneer iz similar (Figure 10} - great increases in
installed capacity that was never utilised and was eventually shut down, and a majx
decline in production since 1980, although the volume exported only declined
gradually, Again this implies a substantial decline in domestic consamption, an
indicator of the generally severe macroeconomic conditions of the Philippines over the
period from 1980 to 1985.

Thus, the state of the forest mroducts sector fallowing the adoption of the pdlicies to
accelorate domestic processing, is notc much better than befare, and perhaps worse.
With little expansion in production and/or exparts, stagnant ot declining domestic
consamption, great excess capacity, high production costs {despite the subsidies),
Jocalised wood supply shortages and a great deal of carruption, the sector is net in a
happy state! This is despite (or was it because of) a series of "rationalisation plans"
gince the early 1970s.

Poreign exchange

A stated principal objective of the policies was to increase fareign exchange earnings
but as Figure L1 show, the (current) value of forest products exports is now at the
lowest level since 1970, and in real terms, the decline is much greater. The nominal
value of axports foll over 52 per cent between 1980 and 1985, and not only in the 1og

category.” Why? There area number of factors —

i) prices callapsed (Figure 12) by about 34-35 per cent for all forest products,
in nominal terms, But as Figure 13 show, that was from an abnarmally high level. In
fact, in 1985, prices were still above 1978 prices, but total forestry sector expart
earnings were much lower ($USL.9 billion in 1985 compared with $US4.6 hillion in
1978). If the valumes actually exparted from 1980 to 1985 could have all been sdld at
the 1980 peak prices, total farestry sector export earnings would have only declined 27
per cent. In those five years, the Philippines would have received ag additional
$0S295 million or on average, $USS59 million ar 20 per cent more pexr year,

2. Tt is interesting to note the 1976 log export restrictions also resulfed in a massive
reduction in the value of sawn timber that exporters could sell. As mentioned earlier
in regard to Sarawak, the Japanese importers are not inclined to impcrt processed
goods, but are mare likely to if accompanied by substantial volumes of raw
materials. Conversely, "You don't sell us lngs, we don't buy your processed wood”.
This seems to also apply to Tasmanian woodchips and processed palpl

3. This is similar to Lindsay's (1987) estimate that the forest industrialisation palicies
cost Indonesia at least $US4.5 billicnn between 1981 and 1985, based on estimated
prices and valumes that might have prevailed without the pdlicies.

B unaa s
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Figure 11:PHILIPPINES-VALUE OF FOREST PRODUCT EXPORTS
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PHILLIPINES-UNIT VALUE OF FOREST PRODUCT EXPORTS
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Figure 14: Volume of Exports
{000 cubic metres)
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Was it just bad luck that most of the Southeast Asian countries endoweq with tropcal
forests chose to create or stimulate forest industries at the exact time the Japanese
{and hence world) demand passed it peak? Or perhaps the Southeast Asian producers
actually depressed world market prices for their products by their simultaneous
palicies of very rapid and substantial expansion ot production, There are grounds to
believe that Japanese demand ror forest products would have declined from about
1980 onwards, as the 1960-80 period was merely a short-term abberation in demand
related to the post-war economic boom and housing the "baby-boomers" (Parsons
1985),

i) The total log harvest from the Philippines is now much less (58 per cent less)
than in 1978, as shown in Figure 7. The amount of foreign exchange earned per cubic
metre of logs harvested nationally, has risen in nominal terms from $37 (1971-78) to
$66 (1979-85) with a very clear discontinuity in 1979. This implies the country s
earning more foreign exchange per hectare clear felled, for example, but that is not
only because of the changed product mix, due to domestic processing. As noted
previously, there were also higher average prices prevailing in the latter period, and a
substantially higher percentage of all wood cut was being exported - at the expense of
"grarving the domestic market”.

Employment

There are no (reliable) data on employment in forest-based industries in the
Philippines apart from a sample survey conducted by the Bureau of Forest
Development between 1974 and 1978, so it is really impossible to evaluate the palicies
according to this criterion. However, it does seem that the government has actively
discriminated in favour of the export-criented mills, which are larger and more
capital-intensive®.  The decline in labowr-intensive mills with declining local
consumption, and the stagnant perfarmance of the expart mills, leads to the
conclusion, a priori, that total sectar employment would have fallen substantially.

The environment

As argued earlier, it is extremely doubtful whether the log export restrictions and
forest—industries incentive packages were ever intended to reduce the rate and extent
of logging of tropical rainfarests, at least in the eyes of the governments and their
supparters (cronies?) in industry, although some environmental groups {rather naively)
impute this motivation. However, unlike Indonesia, which is still planning to further
increase (virtually double) the rate of logging there, the Philippines has introduced
some logging bans in certain areas and reduced the AAC nationally. There have been
mimerous exemptions and exceptions to various qucta schemes introduced over the
past 15-20 years, but there is now a growing forest conservation consciousness in the

Philippines post 1986.

4. To be successful in international forest products markets requires reliability of
supply, high quality contral, moderate prices and sizeable shipment volumes ~ all of
which, typically, add up to large, capital-intensive mills (Byron 1988).
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Condsions

The pdmary conclusion is that it is still too early to draw conclusions about the
effects and effectiveness of the policies to stimulate farest industries in Southeast
Asia, but a few cbservations are perhaps possibile.

It is impartant to carefully consider the time span - if tropical deforestation is a 10~20
year phenomenon, there may be a 10-20 year cure, but if it is a 100-500 year
phenomenan, then a quick technical fix is unlikely!

We really only have five years of data to assess a long-term strateqy that was
introduced between 1976 and 1980, that could take 20 years to work! But in the short
term, we can cbserve —

West Malaysia has created, over 20 years, a model of export-crented forest
industries, which have indeed generated value-added, local employment and
foreign exchange and which continue to move "up market", getting more ddllars
from lass wood,

Indonesia has created an enormous pywood industry, at very great financial cost
to the government (subsidies from ail earnings) which, to date, does not seem to
have real economic viahility. Pe:haps it could be seen as an infant j.ndustry
which will become viable if/when prices far tropical plywood rise again. Like
many highly-protected infant industries, it is not under pressure to be very
efficient. Employment has been generated, but again, at great cost, Unlike
West Malaysia, the plan is to log mare, and it may be much more difficult in
future to cease ar reduce logging when the wood is for locally-owned mills, than
it was in the case of log exports. This line of logic suggests accelerated
industrialisation of Southeast Asgia's farestry sectars cauld lead to much more,
rather than less, forest exploitation,

The Philippines forest industries seem to have responded very little to the
incentives provided, although, no doubt, a small group of people have benefited
greatly But though (& because) the industries' performanc:e has been
uninspiring, the rate of logging in the remam.mg farests is being reduced. The
Philippines forestry sector seems to be in need of a majr re-assessment and
restructuring.

The countries which elected not to fallow the SEALPA plan in the quest for
industrialisation (Sarawak, Papua New Guinea and Sclomon Islands, although it is
stll written into their national forest pohc:es) have benefited in the short term
by being able to expart mare logs at higher prices than they would have received
ctherwise, Log exparts are simply too profitable, and mocessed export too
unprofitahle, far them to have much chaice! It is yet to be seen whether ar nat
they are the beneficiaries in the long term.

It seems that the tropical forests have been consistently undervalued by the
governments responsible for them, and underpriced to those who would buy logs from
them. Logically, this would lead to over-exploitation and little emphasis on
consexvation. The incentive packages to the domestic processing industries just
caused the tropical timbers to be even further undervalued and underpriced in the
producer countries, and they seem to be used more wastefully. The future seems now
to depend on two economic factors (apart from palitical/environmental pressures) -
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the rate of growth of the domestic market for forest products in Southeast Asia
{(e.g. the Farest Development Center at the University of the Philippines at Los
Bancs estimated sawn timber consumption rising from 0.4 million cubic metres in
1985 to 6.1 million in 1990, 9.1 million in 2000 and 20.3 million in 20251), Such a
scenario would certainly increase the recognition of the value of the forests, and
may slow the rush to "cash them in".

the response to the continuing decline in Japanese demand for large valumes of
commodity timber. The Southeast Asian producer countries could opt to -

. nck sell at all - the preservation optxon,
. only sell when prices are high, recogrusmg the intrinsic value and opportunity
cest of their farests - the economist's option;
a . sell even more, even at low prices, in arder to earn the requisite foreign
exchange — the expadient option,
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