[image: image1.png]


FERN Submission to the Environmental Audit Committee: “Forests: the future role of carbon markets in their protection and the timber trade”

12 October 2008

To: eacom@parliament.uk
Clerk of the Committee

Environmental Audit Committee

House of Commons

7 Millbank

London

SW1P 3JA
From:
Saskia Ozinga

FERN

1C Fosseway Business Centre

Stratford Road

Moreton in Marsh

GL56 9NQ

+44-1608-652895

email: Saskia@fern.org

Summary

· The UK Government has shown with its support for the EU FLEGT (Forest Law Enforcement, Governance and Trade) Programme that it understands that good governance is a pre-condition for forest conservation and sustainable use. Lessons learned from the FLEGT Programme could and should inform the debate about REDD (Reduced Emissions from Deforestation and Forest Degradation).

· We are, however, concerned that the UK Government sees the debate on forests and climate and specifically the REDD debate, as a debate about money, rather than a debate about increasing political will to address the drivers of deforestation and to develop innovative incentives to support the forces that protect forests. 

· It is also of serious concern to us that the UK is a staunch advocate of carbon trading. Carbon accounting in forests is complicated and impossible to measure with sufficient accuracy to be included in a trading scheme. Error levels of 50% and more are not uncommon. Widely fluctuating estimates can never form an accurate and stable basis for trading.
· Furthermore, the failures of the CDM (Clean Development Mechanism) to deliver any climate benefits have become increasingly clear. Including forests into the CDM would be both bad for forests and for the climate. Emission trading (even if offsets were to be excluded) also has not delivered the expected results and it is unclear to us that it ever will. Last, there is increasing evidence that including forests in carbon markets could flood these markets and hence lead to their collapse. Therefore including forests in the EU’s Emissions Trading Scheme (ETS) would be bad for forests, for the climate and for the ETS itself.

· For forest conservation to work a good understanding about the underlying causes of forest loss is essential. The drivers of deforestation lie, more often than not, outside the forest sector. Any scheme that does not address these external drivers will fail in forest protection. Experience further shows that where forests are under local (community) ownership their chances of survival are considerably higher than when under state ownership.

The role of financial mechanisms in helping to address emissions from land use change and the environmental and social risks and benefits of using such financial mechanisms.
1. There is presently a large push on behalf of some lobby groups to include forests into the EU Emissions Trading Scheme (ETS). FERN believes that although this option may well provide money, it will do nothing to protect forests. 

2. Whilst there needs to be a sense of urgency about forest protection, focussing on a funding mechanism before the necessary measures to improve forest governance are in place will, at best, do nothing for forest and at worse will help to accelerate forest loss. The carbon market has proven unfit to tackle governance failures, and indeed may exacerbate them if large financial flows are encouraged before proper governance structures have been put in place. 

3. In order to be successful, we must create time and ensure there are at least two stages in developing financial mechanisms:

Stage one involves understanding the drivers of deforestation and dealing with bad governance. Like other enduring successes in forest protection – such as demarcating and giving legal protection to indigenous peoples’ territories, this will not be at all ‘expensive’. Available funds (from Norway, the UK and Germany), if allocated to these activities, would already be sufficient to carry out the activities required. Activities would include:

· Increase mapping and recognition of community resources and secure legal title to land and access and user rights for forest dependent people;
· Ensure that forest policy reform is centred on the improvement of local livelihoods and advances the rights of forest dependent communities;
· Ensure that forest dependent communities participate fully in forest sector reform, and in the forest management decisions that impact them directly;
· Reform legislation in timber producing countries so that what is legal equates with just, equitable, transparent and sustainable
 management of the forest estate;

· Replace both direct financing of logging companies, and sector reform initiatives that favour industrial-scale logging with pro-poor alternatives that fit the needs of local communities.

· Define and implement good governance and successful action to address corruption.
4. Stage two would be the dissemination of funds to lift the financial and domestic political pressure to convert forests to industrial/agricultural uses. Discussions about its design should begin now but it can only be put into practice once aspects of stage one are in place. The faster a country is able to complete the actions of stage one, the sooner it will be eligible for money. This is when the need will arise for large injections of money, but to inject that money now would in almost all cases lead to further problems. 

5. Many expensive forest protection schemes, and global programmes such as the UN's Tropical Forestry Action Plan of the 1980s, have been ineffective partly because they have failed to properly identify and address the underlying drivers of deforestation. Where corruption is endemic, increasing the value of forests may well lead to human rights abuses and further forest loss. 

6. The current international ‘REDD debate’ seems to work towards creating perverse incentives: a scheme that would benefit only those that have historically deforested. To find an equitable way to fund stage two that doesn’t act as a perverse incentive (benefiting only those who have historically deforested) will be complicated and needs to involve all stakeholders and rights-holders to be successful. 

7. The main reasons why we believe that forests should not be included in carbon markets include: 

· Carbon accounting in forests is complicated and inaccurate. The carbon storage in forest ecosystems varies widely and the use of default values in offset project calculations is widespread. Full carbon fluxes, including soil carbon and non-timber carbon storage, e.g in vegetation other than trees or in roots; annual – let alone inter-annual – fluctuations in carbon storage are rarely considered because measurements are not continuous, but in almost all cases, one-off research or sample-plot-based findings with occasional re-sampling. Error levels of 50% and more are not uncommon, as reported among others in research carried out on estimating the volume of carbon stored in Russia’s forests.
 These widely fluctuating estimates can never form a stable and accurate basis for a carbon trading scheme.

· Deforestation produces a significant amount of greenhouse gas emissions through burning, clearing, and decay. But exactly how much? Chen et al. show that “uncertainty in estimates of the carbon balance in Canada’s forests could be greater than 1,000% if even seemingly small factors such as increased CO2 levels in the atmosphere are not taken into account” and highlight that estimates in carbon storage and sequestration can be affected by a factor of 10 just by new discoveries.
 These are uncertainties of such a scale that they can’t be dealt with through conservative accounting, and hence cannot form the basis for a carbon trading scheme.

· Furthermore, including fully-fungible forest credits in the ETS at this moment (as is demanded by the signatories to the ‘Forests Now’ declaration) would cause massive over-supply of credits in relation to demand, thereby reducing the price of carbon to below levels at which pollution abatement would be economic.
· Carbon markets cannot create the conditions that would lead to an end to deforestation and degradation, such as security of tenure, clarity of rights, functioning administrative and judicial processes, clear and complete policies, arbitration and compensation mechanisms. Only government-government direct assistance is ever likely to bring these conditions about.
8. However we also believe that the arguments in favour of a European or global fund to support the conservation of natural forests are growing ever stronger. The benefits of such a fund would include:
· As government-to-government assistance, a fund would be able to mitigate against forest climate finance falling into the hands of the corrupt elites that control many forest-rich-but-poor countries. A fund would be able to ensure funds were only dispersed once stage one reforms are in place.

· A fund could channel incrementing amounts of funding to countries that are successful in implementing stage one reforms, and engaging meaningfully in governance reform processes such as the FLEGT programme. 

· A fund would be able to give clarity to the misconception that plantations are forests. The carbon stock of forests being logged for commercial purposes and of monoculture plantations will, in most cases, be significantly less on average (40-60 per cent depending on the intensity of land use and forest type) than the carbon stock of natural, undisturbed forests.
 

· A fund could act as a further “carrot and stick” for FLEGT if the EU establishes that eligibility for any future EU-backed REDD funding scheme is dependent on FLEGT compliance.

· A fund would be able to value forest benefits far beyond carbon, for example, forests which support local livelihoods and or high biodiversity would attract higher payments. 
The World Bank's Forest Carbon Partnership Fund
 
9. Despite the World Bank’s continued funding of large-scale extraction of fossil fuels
 and the dismal failure of its previous attempts to protect forests, September 2007 saw the Bank’s board approve the establishment of the FCPF “to assist developing countries in their efforts to reduce emissions from deforestation and degradation (REDD).”
. In June 2008 the Facility became operational and by July the Bank had chosen the countries it claimed were could be made ready for REDD.
 
10. To date the Bank has established nine carbon funds and facilities, which are either public or public-private sector partnerships. Among them are the Prototype Carbon Fund (2000) and  Bio Carbon Facility (2004). To our knowledge, there has not been an independent evaluation of the impacts of these funds and hence no lessons learned, and few of us in the NGO community had the opportunity to research them in more depth.
11. The FCPF is the newest of these funds. Public discussion of the FCPF and consultations on its design and objectives have been minimal. As the FCPF wants to build capacity for REDD activities and test a program of performance-based payments in pilot countries, the FCPF has established a ‘Readiness Fund’ to determine a national reference scenario (historical emissions, assessment how they would be likely to develop in the future); prepare a national strategy and establish a monitoring system.

12. It is as yet, however, if and how the FCPF will address the complexity of drivers of deforestation – including those promoted by its own investments – e.g. IFC investments in biofuels.  It is also as unclear how the Bank sees the role of governance, law enforcement?  This of particular concern as the FCPF Criteria for its Readiness Fund do not include criteria for governance, or criteria for a commitment to benefit-sharing, poverty reduction, etc. Furthermore there is no clear role for Indigenous Peoples Organisations or representatives of local communities in the decision making process, despite stated intentions.
13. The World Bank claims that the FCPF will be an exercise of  ‘Learning by Doing’ – to produce real life experience with REDD to assist UNFCCC discussions of post 2012 climate change regime. Yet “Learning by Doing” has been notoriously weak at the World Bank Group. The FCPF claims that Readiness activities will involve a high degree of consultation with civil society and indigenous peoples organisations and that national REDD strategies must be rooted in a broad-based consultative process. What we have, however, learned from our partners in Ghana and Liberia is that this has to date not been the case. FERN aims to monitor at least some of the 14 initial Readiness projects.
The role of technologies such as remote sensing in the verification of land use change credits
14. Karsteny & Pirard explain very convincingly in their forthcoming paper ‘Climate ChangeMitigation: should "Avoided Deforestation" (REDD) Be Rewarded?
’ that it is not very likely that accuracy and cost considerations can be reconciled if the measurements have to be of sufficient accuracy to make a robust carbon trading scheme work. This conclusion tallies with FERN’s experience of analysing and scrutinising carbon offset tree planting and forest conservation project documentation.

15. The minimum level of accuracy that is required depends significantly on the framework, which is chosen. As outlined above, it is difficult to see how cost and accuracy could be reconciled if the instrument of choice were carbon trading. Instruments other than carbon trading will also require reliable monitoring – but it is FERN’s assessment that for such approaches, adequate monitoring and measuring is obtainable. A combination of remote sensing and ground verification, especially in order to detect long-term cyclical changes related to land-use patterns would be required and is both feasible and available if regular funding were made available.

16. Past experience further shows that the use of remote sensing data alone is likely to lead to misleading assessments and may, for example, identify as ‘deforested’, areas of forest that are actually part of a matrix of farm-fallow land-use patterns and which, in subsequent years, would actually show as regeneration or restored forest. These local patterns are often complex, and need careful assessment on the ground, sometimes over a period of several years to distinguish temporary from permanent forest carbon loss. 

17. Without such verification, there is a high risk that the wrong areas of ‘deforestation’ will be targeted, along with the wrong causes and actors. Equally, remote sensing alone is likely to underestimate significantly emissions from so-called ‘reduced impact ‘concession logging in intact forests where the canopy is not fully removed but where carbon losses can be significant despite the remaining canopy cover. 
Government sustainable procurement of forest products 

18. There is no doubt the UK is at the forefront of developing and implementing sustainable timber procurement policies. Their efforts should be applauded. There are, however, two main concerns from our perspective. 

19. First, as pointed out by a previous EAC report, the UK timber procurement policy does not include social standards. Sustainable procurement clearly must be based both on environmental and social indicators. The UK lags in this regard behind other EU Member States such as Denmark and the Netherlands. This situation needs to be rectified. Hence the UK must as a matter of urgency include social criteria in its timber procurement policy.

20. Second, the UK Procurement policy accepts various certification schemes as proof of sustainability, which in our experience do not deliver real sustainability on the ground. In fact some of them are clearly certifying what we would qualify as ‘unsustainable’ practices, notably the US’ Sustainable Forest Initiative, the US arm of the Programme for the Endorsement of Forest Certification Schemes (PEFC). As on the ground experience cannot be included as ‘proof’ of non compliance with the UK standard, this creates a serious hole in the CPET system which undermines the credibility of the UK Procurement Policy. Hence the inclusion of ‘on the ground’ evidence of non compliance with the CPET criteria must be admissible and must have ramifications for the acceptance of the scheme that has allowed for these practices. 

The success or otherwise of the EU Forest Law Enforcement, Governance and Trade (FLEGT) Action plan, and Government support for it 
21. We consider the EU FLEGT process as a positive process. The first Voluntary Partnership Agreement, signed with Ghana in August 2008, clearly shows that the FLEGT process is able to instigate much needed forest law reforms, strengthen local peoples’ tenure rights and control the those timber companies that are profiting from and favoring weak governance systems. 

22. We have learned from the EU FLEGT process that, before any partnership agreement can be put in place, it is essential to first establish who owns the rights to the forest and then set up laws which respect those rights. The same would apply to any agreement to avoid deforestation. To be able to clarify these rights, a participatory domestic process including all stakeholders and rights holders is a necessary pre-condition. Any scheme or project should be based on Free Prior Informed Consent of all communities involved.

23. As described above forest-based carbon trading cannot and will not address inequitable land tenure and may reinforce such problems by making the annexing of forests more profitable.  Current experiences with the CDM, certainly prove this. 

24. Sir Nicholas Stern and many others have stated that no scheme to avoid deforestation will work before property rights are clarified and forest peoples’ rights and customary laws are secured. Hence before any decisions are made to add forests to the ETS, the first step is to clarify ownership rights and ensure these rights are enforced. Giving (or in many cases returning) ownership rights to local communities is the best way to reduce poverty, increase forest protection, and promote sustainable forest use. Furthermore, any decisions that affect forests should be taken in a proper consultative way including all stakeholders and rights holders. These are all lessons we have learned from the EU FLEGT process.
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� According to the World Commission on Environment and Development, sustainable development is: “Development that meets the needs of the present without compromising the ability of future generations to meet their own needs.”


� According to World Bank Forests Advisor, Gerhard Dieterle, “Illegal logging can be ‘need-based’ for subsistence, or ‘greed-based’ for profit.”… “Forest laws must be reformed to recognise the needs of the forest-dependent poor. Otherwise, their enforcement is the worst form of violation of equity and justice.”  (World Bank: Weak Forest Governance Costs US$15 Billion A Year. News Release No:2007/86/SDN)
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�  Brendan G. Mackey, Heather Keith, Sandra L. Berry and David B. Lindenmayer, Green Carbon – The role of natural forests in carbon storage, 2008


� Based in part on information provided by Korinna Horta, World Bank specialist at the US based NGO Environmental Defense.


� In 2006 alone, 77 per cent of the Bank’s energy sector spending went on oil, gas and high carbon energy infrastructure (US$612 million) and only 5 per cent to renewables. In 2008 the Bank is still investing heavily in extractives and a major lender for deforestation operations linked to palm oil plantations. Add source


� FCPF Information Memorandum, World Bank, January 2008


� These countries include six in Africa (the Democratic Republic of Congo, Gabon, Ghana, Kenya, Liberia, Madagascar); five in Latin America (Bolivia, Costa Rica, Guyana, Mexico, Panama); and three in Asia (Nepal, Lao PDR, and Vietnam).


� Available on request from saskia@fern.org
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