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INTRODUCTION

In 1998, the leaders of the Group of
Eight (G8) committed to actions
that would help to protect the
world’s forests. (See Box 1.) It is not,
however, what these governments
(Canada, France, Germany, Italy,
Japan, Russia, the United Kingdom,
and the United States) say, but how
they spend their money that indi-
cates their true commitment to
policy positions. Unfortunately,
some G8 members undermine for-
est protection with subsidy pro-
grams that accelerate forest loss.
The structure of these payments is
so complex, however, that the pub-
lic does not often appreciate their
scale or call for their removal.

This forest note surveys some of
these harmful G8 subsidies explain-
ing why such payments are not jus-
tified and suggesting actions that
the G8 should take if forests are to
be conserved and managed for fu-
ture generations. Although avail-
ability of information and analysis
on this issue varies greatly, it is clear
that the problem is serious and
should be a priority for concerted
G8 action.

Subsidies come in many forms. A per-
verse subsidy in the context of forests is
one that causes forest loss or degrada-
tion and has no lasting positive impact
on economic development. Such subsi-
dies undermine commitments to sustain-
able development. (See Box 2.)

The harm to forests caused by perverse
subsidy programs and other policy
failures is a serious problem. Most of the
world’s terrestrial biological diversity
depends on forests.1  Our food, drugs,
and new materials, to some degree, also
rely upon this diversity. Deforestation has

The G8 Action Program on Forests

In 1998, the G8 governments committed
to important and wide-ranging actions at
their Birmingham summit meeting. Ac-
tions include the following:

•• Improving the monitoring and as-
sessment of the state of their own
forests.

•• Working with partner countries to
improve forest monitoring else-
where.

•• Improving access to remote sensing
data.

•• Focusing technical and financial as-
sistance on partner countries that
give priority to sustainable forest
management.

•• Identifying key forest types that are
not well protected.

•• Working with partner countries to
maintain and establish protected for-
est areas.

•• Improving global understanding and
recognition of the role of  boreal and
temperate forests as  important
carbon sinks, biodiversity reservoirs,
and sources of other goods and
services.

•• Encouraging the private sector to de-
velop and apply voluntary codes of
conduct that support sustainable for-
est management, domestically and
internationally.

•• Encouraging the sharing of informa-
tion and assessments on the nature
and extent of international trade in
illegally harvested timber.

•• Taking measures to implement their
obligations under international
agreements aimed at combating
bribery and corruption in interna-
tional business transactions as they
pertain to trade in timber.

Box 1
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been responsible for about half of hu-
man-induced carbon dioxide emissions,
leading to climate change.2  Remaining
intact forests store more carbon than most
secondary or plantation forests. Boreal for-
ests, in particular, are carbon rich, includ-
ing their soils.3  Water cycles, critical for
local weather patterns, and nutrient
cycles are related to forests in ways that
we barely understand. Economic analy-
ses have valued these “ecological ser-
vices” in the trillions of dollars.4  Forests
and trees are also a critical resource for
many of the world’s poorest people. In
such African countries as Tanzania,
Uganda, and Rwanda, fuel wood supplies
80 percent of energy needs.5

Forests have other values beyond the
economic and utilitarian. Much of exist-
ing human cultural diversity resides in

and close to forests. Papua New Guinea,
the Congo Basin, and Amazonia are home
to indigenous peoples who speak more
than half of all extant human
languages. These cultures, languages,
viewpoints, and knowledge are being lost
almost as fast as the forests that they
inhabit.6  Throughout the world, people
hold forests as special, even sacred,
places.7

Yet, four fifths of the forest area that was
present 8,000 years ago has been cleared
or significantly altered by humans.
Development could affect as much as half
of the remaining 20 percent of intact for-
est in the next decade.8  There is an
emerging threat that climate change will
also affect forests.9

Demand for wood and associated logging
are major causes of forest  degradation.

There is no sign of this threat diminish-
ing.10  Since 1961, total global consump-
tion of wood has risen by 50 percent.
Future increases will be partly supplied
through timber  extraction from intact
forests and recovering second-growth
forests, leading to further forest
degradation.11

Perverse subsidies have resulted in for-
est loss, degradation, and inefficiency.
Often local communities and wider so-
ciety bear the costs of these subsidies
and their effects, while privately owned
companies reap the benefits. One of the
most pervasive forms that these subsi-
dies take is through low charges to log-
ging companies that are cutting old-
growth wood on public lands.12  The
blue-ribbon World Commission on For-
ests and Sustainable Development

Box 2 Definitions and Examples of Subsidies

Subsidies are defined by economists as
any measure that does one or more of the
following:1

•• Keeps prices for consumers below
the market level.

•• Keeps prices that producers earn
above the market level.

•• Reduces the costs for consumers
and producers by giving direct or in-
direct support.

Examples of perverse subsidies that have
contributed to forest loss and degradation
include the following:2

•• Failure to collect appropriate levels
of resource rent in exchange for ex-
traction activities.

•• Tax write-offs for logging companies.
•• Construction of roads by govern-

ments at no cost to the logging com-
panies that will use them to trans-

port their produce.
•• Costs of public administration of for-

est lands that are logged by private
companies.

•• Direct grants to companies engaged in
logging, for example, to cover planning
costs.

•• Low-interest loans or loans with gener-
ous grace periods at less than commer-
cial rates.

Perverse subsidies can be less direct or even
hidden and difficult to detect without sophis-
ticated analysis. Some examples of indirect per-
verse subsidies include the following:

•• Lower rates of taxation than would be ap-
propriate for a normal-profit scenario.

•• Public funding of the clean up or
repair, replanting, and reforestation
costs to mitigate the impacts of the for-
est products and wood processing
industries.

•• Provision of energy and water at
prices lower than commercial costs.

•• Insurance by government agencies
for companies operating overseas.

•• Duty allowances on imports of ma-
chinery and spare parts.

•• Use of overseas development assis-
tance for activities that lower costs
for logging companies operating in
ways that are unsustainable.

Notes:

1. Earth Council, Subsidizing Unsustainable
Development: Undermining the Earth with
Public Funds (Costa Rica: Earth Council,
1996).

2. N. Myers and J. Kent, Perverse Subsidies:
Tax $s Undercutting Our Economies and En-
vironments Alike (Winnipeg, Canada: In-
ternational Institute for Sustainable Devel-
opment, 1998); R. Repetto and M. Gillis,
eds., Public Policies and the Misuse of For-
est Resources (Cambridge: Cambridge Uni-
versity Press, 1988).
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noted that undercharging logging com-
panies for timber has many serious con-
sequences, including the following:13

l Creating windfall profits for compa-
nies at public expense.

l Encouraging companies to log rap-
idly because of greater than normal
profits.

l Pressuring traditional and local
forest owners to have others log their
forests.

l Enabling inefficient logging compa-
nies to operate profitably.

l Reducing government revenues,
thereby reducing funds available to
invest in activities that could promote
sustainability.

l Reducing the price of forest prod-
ucts, which stimulates wasteful con-
sumption.

l Stimulating illegal and corrupt
activities because of the supranormal
profit potential.

Why do perverse subsidies continue?
Subsidies are easier to establish than to
eliminate once in place. Policymakers
present various reasons to justify the
establishment of subsidies, including to
reduce poverty, maintain jobs in rural
communities, protect a “way of life,” and
stimulate economic growth. On closer
inspection such benefits are often hard
to document. Obstacles to removing
subsidies tend to be highly political.
Opposition of vested interests, local
businesses, and segments of the
workforce can be very powerful.14  Once
payments are in place then a type of
addiction follows, and there may be
uncertainty and fear over the conse-
quences of subsidy removal.15

HARMFUL SUBSIDIES,
FORESTS, AND THE G8

There is little published information
about subsidies to the logging and for-
est products industries. This note is,
therefore, aimed at stimulating further
research and debate. The indirect sub-
sidies that many governments provide
across the economy in the form of
support for water, energy, and general
transport and infrastructure are largely
beyond the scope of this report. These
payments are huge, and should be in-
cluded in future analyses.16

Canada

About 90 percent of Canada’s wood pro-
duction comes from old-growth forests
being cut for the first time. In 1997, pro-
duction amounted to 182.7 million cu-
bic meters of logs. Half of the area slated
for logging faces serious productivity
limitations because of climate, topogra-
phy, and other factors. In British Colum-
bia, for example, 90 percent of the tim-
ber supply areas are explicitly cut at rates
greater than sustainability levels estab-
lished by the government.17

In 1998, exports of forest products were
valued at $39.7 billion (all values in the
section on Canada are in Canadian dol-
lars; one U.S. dollar is equivalent to
about 1.5 Canadian dollars). The United
States accounts for 79 percent of
Canada’s export market; the European
Union, 8 percent; and Japan, 6 percent.
Three provinces account for about 81
percent of the value of forest product
exports: British Columbia, $13.2 billion;
Quebec, $10.8 billion; and Ontario, $8.1
billion. In 1994, forestry companies di-
rectly employed 384,000 people with a
further 493,000 in indirect jobs.18

In British Columbia, the most important
province in terms of timber production,
total provincial revenues from stumpage
and other charges amounted to
approximately $2.55 billion in 1997, of
which $1.77 billion or 69 percent ac-
crued to the British Columbia treasury.
For 1997, we estimate annual federal
government support payments of $421
million and provincial support of $2.51
billion, gave a total of $2.93 billion.19  A
list of expenditures from British Colum-
bia is indicative of the range of public
investments and subsidy payments that
support the national industry in Canada.
(See Tables 1 and 2.)

The question arises as to whether these
public expenditures are ‘perverse’ in the
sense that they produce outcomes that
are likely to be negative from an envi-
ronmental and sustainability perspective.
A move toward sustainable ecosystem-
based forestry would still require public
expenditures, but the amount would be
significantly less because the criteria for
investment and support would discrimi-
nate against rapid depletion of the for-
ests and take into consideration other
forest values. A mid-range scenario for
the degree of ‘perversity’ of the expen-
ditures from the list in Table 1 is 50 per-
cent of the total. (See Table 1 notes.)

The study summarized above was built
around a number of other important
studies conducted in the province in the
1990s. It was designed as a parallel and
independent analysis and critique of the
government commissioned annual re-
port on the state of the forestry indus-
try.20  No similar studies have been found
for other provinces. Therefore, as a
crude first approximation, the level of
subsidies in Canada has been extrapo-
lated from the British Columbia data.
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Table 1 Foregone and Incurred Expenditures by the British Columbia Provincial Government
in the Forest Products Industry in 1997  (Figures in millions of Canadian dollars)

Notes:

There is no reliable estimate of what constitutes
a perverse subsidy.  The analysis presented here
is based on a scenario in which it is estimated
that 50 percent of the expenditure listed in this
table can be considered perverse.  The basis for
this is the following:

· Foregone Stumpage Revenues.  The most
important perverse subsidy by far is
stumpage. Since setting the correct fee
for stumpage is a controversial issue, the
figure reported here is based on four
methods for calculating the value of the
economic rent foregone as a conse-
quence of the comparative value pric-
ing system for stumpage used in British
Columbia.  A different author developed
each method.  We thus applied each
method to the 1997 figure for revenues
of $1,773 million received from stump-
age as reported by Price Waterhouse to
estimate the value of the economic rent
foregone for that year.  In doing so, we
provide three scenarios for the foregone
rent in 1997, deflated to account for the
more than doubling of stumpage rates
in May 1994.  When these methods are
averaged out for 1997, the low estimate
of stumpage forgone averaged across all
methodologies is $842 million, the inter-
mediate scenario is $1,729 million and
the high scenario is $2,615 million.

· FRBC Value-Added Program: Partly per-
verse as it supports a thin definition of
‘value added.’ On the other hand, expen-
ditures on genuine value-added activi-
ties should probably be increased so that
British Columbia and Canada generate
more jobs and revenue per cubic meter
of timber harvested.

· FRBC Communities Program: Partly per-
verse as it supports a conservative, indus-

decline in expenditures under this head-
ing as community and sustainable forestry be-
came the norm practiced in the country.

· First Nations Compensation Costs: Not
perverse and are required as compensa-
tion for loss of revenue and damages in-
flicted on aboriginal populations.

· Public Administration Costs, Ministry of
Forests: A large percentage of these costs
are perverse as they support a bureau-
cracy that is dedicated to unsustainable
forest management.  Such expenditures
will not entirely disappear in a shift to
sustainable forestry. While certain de-
partments in the Ministry might be
closed down, others would be expanded
or created anew (such as an enlarged
community forestry program). There
would, thus, be a significant shift out of
bureaucratic forms of governance that
would reduce costs. The precise amount
is hard to quantify without specifying the
character of the alternative system for
managing Canada’s forests.

· Public Administration Costs, Environmen-
tal Ministries: Somewhat perverse as envi-
ronmental expenditures often arise in an
effort to police the poor forest practices
being legitimized by other ministries. On
the other hand, Canadian ministries with
environmental responsibilities are under-
funded both federally and provincially, so
there would likely be an increase in such
expenditures as part of any sustainable
solution to Canada’s forest industry.

Source: R. Gale, F. Gale and T. Green,
Accounting for the Forests: A Methodological Cri-
tique of Price Waterhouse’s Report: The Forest In-
dustry in British Columbia 1997 (Vancouver,
Canada: The Sierra Club, 1999).

trial form of community forestry. On the
other hand, a portion clearly supports more
sustainable types of forestry in rural com-
munities in British Columbia, and expen-
ditures under this type of heading should
probably be increased to promote sustain-
able forestry more generally in Canada.

· Other FRBC Spending: Largely perverse
because the money is spent on programs,
such as the Resource Inventory Program,
that support industrial forestry. This pro-
gram funds companies to carry out assess-
ments that are required under the Forest
Practices Code.

· Government Investment: Consists largely of
direct expenditures to ailing industries
(such as rescuing failing companies). The
degree of perversity here is difficult to es-
timate as it depends on whether the res-
cue proves later to be economically sound.
In many cases, such rescues do end up
costing the taxpayer, but this is not an in-
evitable outcome of a market that is cycli-
cal and depends also on the government’s
capacity to manage its investment so that
it sells the company at the going rate at
the right time.

· Natural Resources Community Fund: This
involves a small amount of money and is
unlikely to be a perverse subsidy.

· Public Order Costs: Such costs are substan-
tial and could also be significant in any
major restructuring of the forest sector (e.g.,
settling First Nations treaty claims,
dealing with disaffected workers). The cur-
rent costs of policing are perverse in the
sense that they support the status quo and
are likely larger than necessary because of
the breakdown in the social consensus over
forest practices in Canada. Over the long
term, therefore, one could anticipate a

Revenues Foregone Due to Stumpage Rates and Raw Log Export Ban $1,729.00
Forest Renewal British Columbia (FRBC) Value-Added Programs $3.75
FRBC Communities Programs $17.25
FRBC Watershed Restoration Program $35.25
Other FRBC Spending $195.00
Government Investment $52.50
Ministry of Employment and Investment, Natural Resources Community Fund $1.50
Public Order Costs $4.50
First Nation’s Compensation Costs $40.00
Public Administration Costs, Ministry of Forests $393.00
Public Administration Costs, Ministry of Environment, Lands and Parks $40.00

TOTAL $2.51 billion
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For this note, we estimated subsidies
and public investment in other Canadian
provinces based on the value of ship-
ments in the industry. Using the calcu-
lated mid-range figure of $2.51 billion
for the support payments in British Co-
lumbia, the level of support based on the
value of shipments can be calculated.
The level of support for Canada as a
whole is estimated at $7.2 billion. (See
Table 3: Option 1.) If the British Colum-
bia situation is unique, and the level of
support is half as much in other prov-
inces, total support amounts to $4.8 bil-
lion. (See Table 3: Option 2.)

In 1997, federal payments amounted to
$421 million for British Columbia. Us-
ing this figure, we estimated the overall
level of public investment in other prov-
inces based on the value of shipments.
(See Table 4.) The assumption that the
British Columbia situation applies to all
provinces produces a level of support of
$1.2 billion. (See Table 4: Option 1.) If
the British Columbia situation is unique
and the level of support is half as much
in other provinces, total federal support
amounts to $829 million. (See Table 4:
Option 2.)

In conclusion, our estimate of the annual
value of provincial subsidies and public
payments ranges from $5-7 billion. If we
add to this the value of annual federal
support payments estimated in the range
of $829 million - $1.2 billion, the total
subsidy to the forest products industry
in Canada is in the range of roughly $6-8
billion. We conservatively estimate that
50 percent, or $3-4 billion (US$2-2.7 bil-
lion) should be considered perverse. A
much more detailed analysis of program
expenditures on a province-by-province
basis would be required to produce a
more accurate figure.

The assumption that underlies our esti-
mate is that foregone revenues and pub-
lic expenditures are highest in
British Columbia, where the dominance
of the forest sector over the past century
created a provincial political economy in
which forest companies, workers, and
rural communities were successful in ex-
tracting concessions from the local gov-
ernment. If this assumption is incorrect,
then subsidies in other provinces could
be higher than suggested here.

Japan

By the 1980s, as Japan industrialized and
urbanized, the number of people em-
ployed in forestry had halved to
110,000.21  The Ministry of Agriculture,
Forests, and Fisheries gradually changed
its policy from encouraging domestic in-
dustry to supply and process more tim-
ber, toward protecting the industry and
the jobs dependent upon it. Small com-
panies that have difficulty competing
with cheaper imports dominated and
continue to dominate domestic produc-
tion.22  Meanwhile, the pulp and paper

industry began to expand overseas with
support from the Ministry of Interna-
tional Trade and Industry (MITI) and the
Japanese Export-Import Bank (JEXIM),
investing in joint ventures to secure low
priced wood chips for the Japanese mar-
ket. By 1997, only about 19.6 percent of
Japan’s domestic timber needs were met
from domestic production.23

The government provides substantial
subsidies to the domestic industry. For-
est planting, maintenance and protec-
tion funds include subsidies for road
construction that are sometimes used to
harvest forests that conservation groups
would like to see protected.

Most Japanese forests are in mountain-
ous areas, where road construction is a
major cost. Large-scale road construc-
tion for forest development started in
1969.24  Cumulative subsidies are pro-
jected to amount to 955 billion yen
(US$8.7 billion) for 2,295 km of road
contracted to the (former) Forest De-
velopment Public Corporation, which in
1999 was transformed into the Green

Table 2 Foregone and Incurred Expenditures by the Canadian Federal
Government in the Forest Products Industry in 1997

(Figures in millions of Canadian dollars)

Note: All line items can be considered perverse subsidies, insofar as they flow directly or
indirectly to industry and encourage the practice of unsustainable industrial forestry in Canada.
Federal government involvement in forestry, which is a provincial jurisdiction, could be sub-
stantially expanded, however, to support community forestry and sustainable forest initiatives
across the country. This means that actual levels of expenditure could be maintained without
the expenditure itself proving perverse.

Federal Income Tax Abatement Program $83
Manufacturing and Processing Profits Program $44
Reduced Property Taxes Program $83
Federal Capital Cost Allowance Program (Deferred Taxes) $129
Tax Credits $58
Federal Public Administration Costs, Industrial Forestry $24

TOTAL $421
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Resource Public Corporation owned by
the Ministry of Agriculture, Forests, and
Fisheries. By 1995, 345 billion yen ($3.1
billion) had been spent with the remain-
ing 600 billion yen ($5.5 billion) to be
used in the next 20-30 years. Many of
the roads have little to do with the for-
est industry. The central government

covers 70-85 percent of the cost, local
governments bear 10-25 percent, and
road users only 5 percent.25  The budget
amount in 1996 for such payments was
121 billion yen.26

Routes often go through, or close to, old-
growth forests such as the Shirakami

Sanchi on northern Honshu island, fa-
mous for its beech forests (declared a
UNESCO World Heritage site in 1993).
The Forestry Agency has consequently
promoted deforestation by subsidizing
the public construction industry. In 1998,
after a decade of campaigning by envi-
ronmental groups, the government fi-

Table 3 Estimate of Provincial Subsidies and Public Investments by Value of Shipments
(Figures in millions of Canadian dollars)

Note: Data for the Northwest Territories and
Yukon are not available.
Sources:

Alberta Treasury Department. Government Re-
leases 1996–1997 Public Accounts. Government of
Alberta News Release, September 24, 1997.
(Edmonton, Alberta: Government of Alberta,
1997).

British Columbia, Ministry of Finance. Annual
Report for 1997/98. (Victoria, BC: Government
of British Columbia, 1998).

R. Gale, F. Gale and T. Green. Accounting for the
Forests: A Methodological Critique of Price
Waterhouse’s Report: The Forest Industry in Brit-
ish Columbia 1997. (British Columbia: the Sierra
Club, 1999). URL: http://www.sierra club.ca/bc/
Publications/Publications.html.

Manitoba Department of Finance. Operating
Fund Statement of Revenue and Expenditure for

the Year Ended March 31,1998. (Winnipeg,
Manitoba: Government of Manitoba, 1998).

New Brunswick Ministry of Finance. Budget 2000–
2001: Historical Fiscal Framework. (Fredericton,
New Brunswick: Government of New Brunswick,
2000)

Newfoundland Department of Finance. Public Ac-
counts 1998–1999: Volume I – Consolidated Sum-
mary Financial Statements. (St. John’s, Newfound-
land: Government of Newfoundland, 1999).

Northwest Territories Ministry of Finance. 1999–2000
Main Estimates. (Yellowknife, Northwest Territories:
Government of the Northwest Territories, 1999).

Nova Scotia Ministry of Finance. Public Accounts
of the Province of Nova Scotia for the Fiscal Year
Ended March 31, 1998. (Halifax, Nova Scotia: Gov-
ernment of Nova Scotia, 1998).

Ontario Ministry of Finance. 1998–1999 Province
of Ontario Annual Report (Toronto, Ontario: Gov-
ernment of Ontario, 1999).

Prince Edward Island Ministry of Finance. Pub-
lic Accounts of the Province of Prince Edward Is-
land: Volume I–Financial Statements for the Year
Ended March 31, 1999. (Charlottetown, Prince
Edward Island: Government of Prince Edward
Island Web Site, 1999).

Quebec Ministère des Finances. Public Accounts
1997/98 Summary. (Quebec City, Quebec: Gov-
ernment of Quebec, 1998).

Saskatchewan Ministry of Finance. Condensed
Statement of Assets, Liabilities and Accumulated
Deficit as at March 31, 1998. (Regina,
Saskatchewan: Government of Saskatchewan,
1998)

Yukon Department of Finance. Public Accounts
for the Government of Yukon Territory for the
year ended March 31, 1998. (Whitehorse, Yukon:
Government of the Yukon Territory, 1998).

Annual
Forestry

Shipments

Calculated
Mid-Range

Subsidies

Subsidy as
Percentage

of Total
Value

of Shipments

Subsidies
x 10.5

Percent
of Total Value
of Shipments

Subsidies
x 5.25 Percent
of Total Value
of Shipments
(B.C. @ 10.5

Percent)

Option 1 Option 2
Northwest Territories $0 $0.00 $0.00
Yukon $0 $0.00 $0.00
British Columbia $23,800 $2,510 10.5 $2,510.00 $2,510.00
Alberta $4,200 $441.00 $220.50
Saskatchewan $867 $91.04 $45.52
Manitoba $873 $91.67 $45.84
Ontario $15,000 $1,575.00 $787.50
Quebec $18,000 $1,890.00 $945.00
New Brunswick $3,600 $378.00 $189.00
Nova Scotia $1,200 $126.00 $63.00
Prince Edward Island $28 $2.94 $1.47
Newfoundland $744 $78.12 $39.06

TOTAL $68,312 $7,183.77 $4,846.89
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nally introduced a law requiring
environmental impact assessments to
evaluate projects under these construc-
tion programs.27

In the Yanbaru area of subtropical rain
forest on the north of the island of
Okinawa, unique natural forests have
been cleared with subsidies from the gov-
ernment. Funds that are designed to sup-
port reforestation and subsidies for road
construction have fueled the deforesta-
tion. (See Box 3.)

Subsidies also support sawmills. These
payments were historically restricted to
mills processing domestic timber. As log
imports have grown, the mills have been
permitted to also handle these logs to
maintain jobs. Much of Japan’s log
imports originate in environmentally
sensitive areas, including Russia (24 per-

cent or 3.7 million cubic meters of log
imports in 1997) and North America (62
percent), as well as Indonesia and other
parts of Southeast Asia. Recent reports
from Indonesia and Russia highlight the
growth of illegal logging. It is estimated
that as much as three quarters of the logs
and timber exported from Indonesia is
of illegal origin.28  As much as one fifth
of government financing for sawmills, or
US$200 million is being used to process
imported logs, some of which probably
originate from illegal operations
overseas.29

The government encouraged timber and
wood chip imports from 1960 to 1980 by
providing export credit insurance via
MITI for harvesting and transportation
equipment through Japanese trading
companies active mainly in Southeast
Asia. Since 1990, aside from the pulp and

paper industry, the Japanese government
has not encouraged wood product im-
ports because of worldwide oversupply
and the depressed state of the domestic
logging industry.

In the past, JEXIM30  supported overseas
investments by Japanese companies that
have resulted in loss of old-growth for-
ests. In 1981, for example, the JEXIM
Russian Far East Forest Resource De-
velopment Collaboration (a 200 billion
yen bank loan, the third in a series of
such loans) promoted the export of
harvesting and transportation equip-
ment from Japan, and the import of logs,
timber and other wood products from
Russia. The fourth transaction under this
framework is under negotiation but has
been delayed due to economic instabil-
ity in Russia. If negotiations are con-
cluded, the deal will include  construc-

Estimate of Federal Subsidy and Public Support Payments by Value of Shipment
for 1997 (Figures in millions of Canadian dollars)

Table 4

Annual
Forestry

Shipments
1998

Calculated
Mid-Range

 Support
Payment

Subsidy as
Percentage

of Total
Value

of Shipments

Subsidies
x 1.8  Percent
of Total Value
of Shipments

Subsidies x 0.9
Percent of

of Total Value
of Shipments

(B.C. @ 1.8
Percent)

Option 1 Option 2

Northwest Territories $0 $0.00 $0.00
Yukon $0 $0.00 $0.00
British Columbia $23,800 $421 1.8 $428.40 $428.40
Alberta $4,200 $75.60 $37.80
Saskatchewan $867 $15.61 $7.80
Manitoba $873 $15.71 $7.86
Ontario $15,000 $270.00 $135.00
Quebec $18,000 $324.00 $162.00
New Brunswick $3,600 $64.80 $32.40
Nova Scotia $1,200 $21.60 $10.80
Prince Edward Island $28 $0.50 $0.25
Newfoundland $744 $13.39 $6.70

TOTAL $68,312 $1,229.62 $829.01
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Box 3

tion of a log and timber export terminal
in Khabarovsk district. Much of the Rus-
sian timber involved originates in old
growth forests.

In 1998, JEXIM financing for the forest
products industry jumped to 15.5 billion
yen from 4.0 billion yen in 1997. This
includes support for Japanese paper
manufacturers involved in eucalyptus
plantations in Australia. Old growth for-
ests are being harvested and their
woodchips exported to Japan from East
Gippsland, Victoria state, with involve-
ment of the Harris Daishouwa company.
In Tasmania, Mitsubishi Paper is in-
volved in similar activities, as are Shin-
etsu Chemical and Nippon Paper in
Wellington, Western Australia.

Problems associated with such planta-
tions include clearing old-growth forests
and injudicious use of fire and chemicals,
which can adversely affect native species
and ecosystems.

Some of Japan’s overseas development
assistance programs have had serious
environmental impacts through their
subsidies to forest products companies.
In 1990, the Overseas Economic Coop-
eration Fund (OEFC) provided the In-
donesia PT Tanjung Enim Lestari Pulp
and Paper investment finance (US$45
million) for pulp production (450,000
metric tonnes per year) and plantation
operations. Japanese trading companies
and paper manufacturers were involved
in these operations. In 1997, the Japan

International Cooperation Agency
(JICA) granted equipment for plantation
development in northwest Vietnam, to-
gether with technical assistance (130
million yen). For the last five years, there
have been 20 to 25 similar projects each
year under JICA in developing coun-
tries.31 There are concerns about the lack
of sustainable forest management in
these projects.

To conclude, domestic deforestation in
Japan has resulted from subsidies to pub-
lic corporations and the construction
industry for large-scale road construc-
tion. Domestic sawmill subsidies are
being partly used to process logs im-
ported from environmentally sensitive
forests overseas. Overseas deforestation
has resulted from use of public funds by
the former OECF (in Brazil, Indonesia,
and other countries) and by the former
JEXIM (Australia, Russia, and beyond).
The government of Japan states that such
projects will not be funded in the future,
but it is unclear what measures have been
adopted to ensure that this is so.

The United States

Analysis for this note about perverse U.S.
logging subsidies largerly focuses on the
operations of the U.S. Forest Service in
the country’s national forests, which
cover about 76 million hectares (190 mil-
lion acres).32 About 20 million hectares
(50 million acres) are classified as “suit-
able for timber production” and known
as “timberlands.”

In the late 1980s, timber removal from
its timberlands amounted to about 12
percent of U.S. timber supplies. By the
late 1990s, production had dropped to
the equivalent of about three percent of
total annual U.S. wood consumption.33

Much of the national forest land is

The Yanbaru area of Okinawa is home to a
unique sub-tropical forest with nearly 200
species of endemic animals and plants.
Subsidy programs supported by the Japa-
nese government are one of the major
threats to the integrity of this forest.  The
forestry industry on Okinawa receives sub-
stantial assistance from the central govern-
ment in the form of special development
grants.  So-called reforestation programs
that are entirely government financed (30
percent of the funds are from the Water
Resource Fund and 70 percent from the
Treasury) have led to clearance of intact
natural forest.

The Japanese government is also respon-
sible for financing 75-80 percent of “land
improvement projects” that cost tens of
billions of yen annually.  The farmland that
has been created does not appear to be
productive and has led to soil erosion in
turn polluting the neighboring marine
habitat.

One project, the Okuni Forest Road, is 36
kilometers long and cuts through the
Yanbaru forest.  Construction began in
1977 and took 18 years at a cost of 4.6 bil-

Japanese Subsidies Harm the Forests of Okinawa

lion yen, 80 percent paid for by the central
government, the rest funded by the local
government. The habitat of rare species was
harmed and more than 100 watersheds de-
graded. In 1998, this project was high-
lighted as one of  “the 100 unnecessary pub-
lic enterprises” in a report compiled by
Japan’s independent Nijuisseiki Kankyou
Iinkai (21st Century Environment Commit-
tee).1  The road was built largely to provide
work for construction companies.  In 1995,
after road construction ended, restoration
projects were implemented at an additional
total cost of 2.8 hundred million yen.2 The
health of the forest is now threatened by
further plans for construction of U.S. army
helipads, dams, and continued expansion of
forest roads.

Notes:

1. Yomiuri Shinbun, 27th May1998.
2. Asahi Shinbun, 8th October, 1997.

Source: The Subtropical Forests Yanbaru
published by The Association for Preserving
the Yanbaru Mountains, 1995, financed
partly by WWF Japan. Additional informa-
tion from Greenpeace Japan.
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considered to be of high conservation
value, although only a fraction of it is
old growth (and less than half is actually
forested).34

In the Rocky Mountain States, a substan-
tial, but unmapped, area of subalpine
forest has never been cut. Most lower
elevation forests have been cut and
virtually all national forests in the east-
ern United States outside of tiny scat-
tered pockets have been cut several
times during the past 200 years. None-
theless, they are disproportionately
important conservation lands in many
areas because they have been less frag-
mented and exploited than adjacent pri-
vate lands.

Estimates of the degree to which Ameri-
can taxpayers are subsidizing logging and
related activities in the national forests
vary. All studies (including those of the
Forest Service) agree, however, that sub-

sidization is extensive and pervasive,
amounting to at least several hundred
million dollars each year. The most au-
thoritative and conservative calculations
come from the government itself. The
U.S. General Accounting Office, the
government’s official auditor, prepared
two major studies of the Forest Service’s
timber sales program. The most recent
covers the period up to and including
fiscal year 1997 (up to September 30,
1997). The Forest Service has not made
available more recent accounts even
though at the time of writing over 20
months have elapsed since the end of
fiscal year 1998. There is, however, no
reason to suspect that losses have dimin-
ished between 1997 and 2000.

The Forest Service defines “commercial
forest land” as forest that can produce
at least 20 cubic feet (0.67 cubic meters)
per acre of industrial wood annually.
This criterion should reduce the num-

ber of administrative forests that are in
the program from 109 to only 91, and
reduce the total area affected by about
2 million hectares to about 18 million
hectares, although most of these are
seldom profitable for the agency. The
agency does not, however, apply this
criterion and continues to heavily
subsidize logging in these areas.

According to the U.S. General Account-
ing Office, the Forest Service’s timber
sales program cost American taxpayers
over $2 billion net during the period
1992-97.35 During the period 1993-97,
the timber program lost a total of $1,538
million, an average of $308 million per
year. This translates into an average loss
from timber sales of $1,405 per hectare
($562 per acre), or $4,343 per job
 created, and about $30 per cubic meter
($71.26 per thousand board feet)
produced.36 (See Table 5.) The General
Accounting Office estimates are very

Five Years of Federal Subsidies for Logging in U.S. National Forests, Fiscal Years 1993-97Table 5

Source: Robert Wolf, Fellow of the Society of
American Foresters, prepared this analysis based
on data from U.S. General Accounting Office re-

view of U.S. Forest Service Distribution of Tim-
ber Sales Receipts, Fiscal Years 1992-94 (GAO/
RCED-95-237FS, September 8, 1995) and of
U.S. Forest Service Distribution of Timber
Sales Receipts, Fiscal Years 1995-1997 (GAO/
RCED-99-24, November 12, 1998).

Notes:

1. Amounts in U.S. dollars.

2. For conversion to cubic meters: 1 thou-
sand board feet (MBF) is equivalent to
2.36 cubic meters.

3. One acre is equivalent to 0.4 hectares.

4. These figures refer to the numbers of
jobs that the U.S. Forest Service claims
are created by the program.

5. Forests where spotted owl protection is
a required part of the management pro-
gram.

6. These are the Inyo, Umpqua, Mississipi,
Texas, Allegheny, and Monongahela Na-
tional Forests.

Forest Areas Net Profit or (Loss)
Average per Year1

Per MBF
Cut2

Per Acre
Cut3

Per Job
Claimed4

18 “Owl” Forests5 (98,604,716) (115.07) (1,438) (8,265)
91 Forests (All – 18 “Owl” Forests) (208,914,462) (60.41) (437) (3,549)
6 Positive Cash Flow Forests6 16,032,605 37.69 394 2,654
103 Negative Cash Flow Forests (323,551,783) (83.17) (639) (4,996)
All 109 National Forests (307,519,178) (71.26) (562) (4,343)
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conservative. They are based on data
provided by the U.S. Forest Service,
which has a strong incentive to prepare
accounts that minimize the resulting
estimated loss to avoid political criticism.
Other independent analyses have
suggested that the loss could be much
greater. The Earth Island Institute’s John
Muir Project estimates that for fiscal
year 1997, the timber sales program op-
erated at a net loss of over $1.2 billion.37

Fiscal year 1998, 1999, and 2000 appro-
priations for the Forest Service’s timber
sale activities indicate that there has been
no decline in spending on these pro-
grams. It seems safe to assume that
losses continue to be high and that the
U.S. government subsidizes timber sales
on public lands at the rate of at least
$300 million per year. In the process,
unique natural heritage is being lost with
no clearly documented social benefit.
(See Box 4.)

The timber sale program in the U.S.
national forests is not financially sound,
has poorly documented claims of
environmental benefits (there is a grow-
ing call among U.S. environmental
groups to end most commercial logging
in these areas), and contributes little
toward meeting national wood needs.
A large proportion of the program can,
therefore, be viewed as a highly per-
verse subsidy that harms forests of glo-
bal significance and the U.S. economy.

Like Japan, the United States provides
support, which could be viewed as an
indirect perverse subsidy, to American
corporations that harm old growth for-
ests overseas. Two agencies are prima-
rily responsible for this support, the
Overseas Private Investment Corpora-
tion (OPIC) and the U.S. Export-Import
Bank (EXIM).

In 1995, OPIC approved support for The
Pioneer Group, Inc. to invest in timber
harvesting operations in the Russian Far
East. The agency provided $9.3 million
in financing and $52  million in political
risk insurance. In 1995-96, OPIC ap-
proved support for the Global Forestry
Management Group’s logging, also in the
Russian Far East, with $17 million in po-
litical risk insurance. These companies en-
gaged in exporting unprocessed logs from
the Russian Far East to Japan. A site visit
found regeneration problems, erosion,
and clearcutting of old growth forest. The
U.S. government’s extended full faith and
credit, as well as diplomatic support if

things should go wrong, greatly en-
hanced the financial viability of these
harmful investments. OPIC has made
improvements to its policy that help en-
sure that projects that harm forests are
less likely  to occur in the future. These
reforms have not, however, applied to
OPIC’s 27 investment funds. These con-
tinue to operate secretively. One of
them – the Russia Partners Fund – is
involved in logging in the Arkangalsk
region Russia about which further de-
tails are not available.

In 1995, EXIM made a final commit-
ment for a loan guarantee of $17.5 mil-

Box 4 Subsidies to Log Alaska’s Tongass National Forest

The Tongass National Forest in Alaska is
the largest and most intact area of old
growth forest in the United States. Scien-
tists recognize its global conservation
value.1   As far back as 1912, the U.S. For-
est Service tried to promote huge timber
sales to create a Tongass paper industry.
Efforts increased in the 1920s but all of the
11 sales offered and bid upon were re-
turned to the agency uncut.  In recent de-
cades, the U.S. Congress and the Forest
Service have sought to increase production
with large tax breaks and other subsidies
for companies operating there.  The
claimed benefits that have resulted from
this investment are not substantiated.

For 1992-94, the GAO showed that the For-
est Service in Tongass lost $102 million from
cutting 971 million board feet (2.3 million
cubic meters) of timber from 31,201 acres.
This translates to a loss of $3,273 per acre
cut.  For the next period, 1995-97, the loss
expanded to $5,010 per acre cut.  The loss
per Tongass timber job rose from $11,369
in 1993 to $28,673 in 1997.2   In 1997, the
Forest Service proposed building 1,100
miles of new roads for logging on an addi-
tional 85,000 acres of temperate rain forest
over the next 10 years.  The agency noted
that it lost $33 million on Tongass timber

sales that same year, by far the largest
losses of any national forest in the coun-
try.  In 1997, the loss peaked at $11,242
per acre cut or $28,673 per job claimed.

There have also been other less direct pay-
ments.  More than $250 million was spent
in 1996-99 to help southeast Alaska shift
away from a timber-dependent economy.
In 1997, the Louisiana-Pacific Corporation
received $140 million from the govern-
ment to settle a contract dispute with the
Forest Service.  In exchange for these
losses, some jobs have been temporarily
maintained, while unique habitat for bears,
salmon, wolves, and bald eagles has been
lost.  The payments amount to massive
perverse subsidies.  The financial loss pales
when compared with the national and glo-
bal environmental harm that is inflicted
on this unique temperate rainforest.

Notes:

1. D. Bryant et al., The Last Frontier Forests:
Ecosystems and Economies on the Edge
(Washington, DC: World Resources Insti-
tute, 1997).

2. U.S. General Accounting Office, GAO/
RCED-95-237FS and GAO/RCED-99-24.
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lion to the Beloit Corporation for the
export of a pulp and paper mill digester
cooking system to Bratsky Lespromy-
shlenny pulp and paper mill complex in
Bratsk, Siberia.  In 1996, EXIM signed
an accord with the Russian state timber
monopoly, Roslesprom, to facilitate
EXIM support for exports by U.S. manu-
facturers to forestry, pulp and paper
projects in Russia.  According the EXIM
press release, “Under this Memoran-
dum, EXIM is prepared to provide fi-
nancing to Russian existing forest enter-
prises for their purchases of U.S. equip-
ment and services to assist them in in-
creasing the efficiency and productivity
of the Russian forest products industry.”
Given the poor state of forest manage-
ment in Russia and the high rate of ille-
gal logging, such support is highly ques-
tionable. Current EXIM policies do not
prohibit support for projects that may
involve logging of primary forests.

France, Germany, Italy,
and the United Kingdom

Among the European members of the
G8, France stands out as the only gov-
ernment with documented direct and
ongoing involvement and interest in
logging operations in environmentally
highly sensitive areas. The French gov-
ernment subsidizes the logging and
forest products industry in parts of
Central Africa, and is even a shareholder
in some French logging companies
operating there. Information about these
activities is difficult to collect and verify.
The picture presented below is incom-
plete and demonstrates the need for fur-
ther research.

French government agencies involved in
activities that help to subsidize logging
and related activities in Central Africa
include the French Development

Agency (AFD), the French Technical
Center for Tropical Forestry (CIRAD),
the Ministry of Cooperation, and the
French Fund for Assistance and Coop-
eration (FAC). The AFD is accountable
to France’s parliament but the informa-
tion provided to the parliamentarians is
confidential, severely restricting public
oversight. These agencies are involved in
financing roads, management programs,
and research, some of which, especially
the road programs, may have serious
negative impacts on tropical forests in
Cameroon, Gabon, Central African
Republic, and the Ivory Coast. Some of
these programs are also directly designed
to promote forest conservation and sus-
tainable management and are beneficial
to forest protection.

The tropical forests of Central Africa are
considered of global conservation value.
They are the second largest tract of tropi-
cal forest in the world, after Amazonia’s.
Logging and the associated investment
in roads and other  infrastructure pose
the greatest threat to these forests. Re-
cent studies have highlighted the rapid
loss and degradation of forests in the re-
gion.38 Throughout Central Africa, hunt-
ers use logging roads to travel into previ-
ously inaccessible areas to hunt mammals
and birds, which are then transported
back, often on logging trucks, to cities
for sale as traditional delicacies. Logging
activities, even at quite low intensity, have
been found to result in almost complete
local eradication of key species, includ-
ing chimpanzee, gorilla, elephants, and
large birds.39

Infrastructure in Central Africa is a key
limiting factor in determining where
logging is viable. Roads that are built as
part of development programs to help
improve access to rural areas sometimes

primarily benefit logging companies that
are seeking to expand operations in the
area. This also applies to improvements
to existing roads. Development financ-
ing for road construction or improvement
can effectively subsidize the logging
industry. Given that in Central Africa
there is also scant oversight and control
of logging operations, and even wide-
spread illegal, unlicensed cutting, this is
a serious issue.40

A partial list of French-funded projects
that may have served to support the
logging industry in Central Africa has
been compiled. (See Table 6.) It is
impossible to know how much France is
spending each year in Central Africa on
infrastructure and related projects that
may contribute to tropical forest
degradation. The total for the period
1989-99 is estimated at about 3.5 billion
French Francs ($500 million). Annual
spending is at least tens of millions of
U.S. dollars.

Other European members of the G8 no
longer have such direct involvement in
infrastructure and potentially damaging
forestry operations in highly sensitive
tropical forest regions. This is due to
clear prohibitions and directives in their
development assistance policies. Indeed,
the United Kingdom and Germany have
both been active in supporting wide-
ranging forest conservation and sustain-
able management projects in Asia, Af-
rica, and Latin America. Much of this
assistance has been through bilateral
cooperation programs that have been
systematically reviewed and improved in
recent years.

There is, however, significant cause for
concern over how various multilateral
international institutions are using some
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of these countries’ funds. By far the larg-
est and most important of these, in the
European context, is the European
Commission. Others include the World
Bank family, the regional development
banks (the Inter-American Development
Bank, the African Development Bank,
and the Asian Development Bank), and
the International Tropical Timber
Organization.

The European Commission, with finan-
cial contributions from the European
Union member countries, is one of the
largest donor agencies in the world. It
has billions of dollars worth of projects
in Asia, Africa, and Latin America. A
number of their projects fail to address
concerns of traditional communities and
have resulted in forest loss and degra-
dation in ecologically sensitive areas.41

Studies of projects related to tropical for-
ests have indicated that project prepa-
ration has often been poor.42 Of special

concern, as with the French bilateral as-
sistance discussed above, is the substan-
tial program involving road construction
and rehabilitation. This is particularly
significant in Central Africa where hun-
dreds of millions of dollars have been
used for this purpose.43 (See Box 5.)

The Russian Federation

Prior to the collapse of the Soviet Union
and the subsequent restructuring of
Russia’s economy, huge subsidies were
provided to the forest products industry,
partly in the form of low-cost transport
of logs on state-owned railways. Today,
many distortions remain in the sector, but
the costs and risks associated with doing
business in Russia’s forest sector suggest
that there is little, if any, net public sub-
sidy, perverse or otherwise to help
defray the costs of the operations. The
issue of growing concern in Russia is il-
legal logging, now estimated to account
for at least a half of all of Russia’s log out-

put, including much that enters interna-
tional trade. Lack of law enforcement,
non-collection of taxes and fees, and log-
ging in places not licensed for such ac-
tivity, are now rampant. The recent dis-
solution of the Federal Forest Service has
only made these problems worse. Some
companies that take advantage of such
dynamics do so for expected large short-
term gains and effective huge subsidies
in the form of facilitated tax avoidance.44

MAJOR FINDINGS AND

RECOMMENDATIONS

Findings

The G8 governments continue to pro-
vide large and perverse subsidies to for-
est products industries. These payments
promote inefficiency, harming forests
that should be conserved and that log-
gers would otherwise not touch. These
funds could be better spent on more pro-
ductive activities including helping poor

Examples of French-Funded Programs in Central Africa that Could Promote
Forest Degradation

Table 6

Source:  Information gathered by Catarina Cardoso

Agency and Project
Type

Location Amount (Million
French Francs)

Date Project
Approved

AFD loan for road Cameroon: Ambam to
Equatorial Guinea border

88.55 April, 1999

AFD loan for road Cameroon: Yaounde to Ambam 227 December, 1997
AFD road development Woleu-Ntem province 300 1993
AFD road improvement Gabon 143

(also supported by Spain)
Not known

Ministry of Coop and
AFD support to French
logging companies
Rougier, SFID, SEBC

Cameroon, Dimako 35 1992

AFD roads Central African Republic Not known 1989
AFD roads Gabon Not known 1998?
FAC railroad Gabon 42 1980
AFD roads Gabon: Oyem-Eboro, Mitzic-

Oyem, Meoumane-Lalara
210
270
210

1993?

AFD roads Gabon 47 1999
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countries to conserve forests and man-
age them in ways that help to reduce
poverty and improve environmental
quality. The G8 countries that continue
perverse subsidy programs and policies,
directly contradict the G8 Action Pro-
gram on Forests adopted at the Birming-
ham Summit in 1998. (See Box 1.)

Perverse G8 subsidies to the forest prod-
ucts industry add up to billions of dol-
lars per year and directly contribute to
the loss and degradation of threatened
old growth forests in tropical, temperate,
and boreal regions. Because of the poor
availability of analysis and data, it is not

possible to directly compare the G8
countries with one another. But we note
with concern the following findings:

ll In Canada, perverse subsidies
amount to an estimated US$2-2.7
billion per year. In the Province of
British Columbia alone, for which
analysis is most detailed, subsidies to
the industry in 1997 totaled about
US$2 billion, of which half is esti-
mated to be perverse, harming both
forests and the economy. These pay-
ments are contributing to destruction
of old growth forests, which are of
global significance for conservation.

l The Japanese government is en-
gaged in subsidy programs that are
harmful to old growth forests both
domestically and abroad. These pro-
grams provide payments to sawmills
in Japan that process logs imported
from old growth logging in Siberia,
Canada, and elsewhere. Efforts to
create jobs and stimulate economic
activity have included massive pub-
lic spending on roads ostensibly to
help with forestry, but with serious
impacts on old-growth forests. Japan’s
export credit and overseas investment
insurance agencies are supporting
plantation and wood chipping pro-
grams that directly destroy old
growth forests and negatively affect
traditional communities in Australia,
Indonesia, and elsewhere.

l In the United States, timber pro-
grams in the National Forests have
lost over $2 billion in the period
1992-97, according to conservative
government analyses. Others believe
the figure is much greater. These
losses represent only a part of the en-
tire timber sale budget, much of
which can be considered a perverse
subsidy to the U.S. logging industry.
Of special concern is the continued
subsidy for commercial logging op-
erations in the Tongass National For-
est in Alaska, an area of outstanding
global significance for conservation.

l France is involved in road building
and related investments in Central
Africa that directly serve the eco-
nomic interests of French (and other)
logging companies. Use of develop-
ment assistance for road building and
road improvement has been shown
by numerous scientific studies to re-
sult in serious harm to the primary
tropical forests of the region.

Box 5 The European Union and Roads in Cameroon

In 1991, the European Union provided a
grant to Cameroon of about US$65 million
to help cover the loss of coffee and cocoa
export earnings after a fall in prices.  One
component was road improvement to help
transport coffee and cocoa from the farms
to market.  The area affected by the road
was also rich in rainforests and was being
opened by the government to logging com-
panies.  It is also close to the Dja Biosphere
Reserve, home to many Baka pygmies.  The
African Development Bank (ADB) had re-
fused funding for the rehabilitation of this
same road after an environmental impact
assessment showed that the project could
cause environmental and social harm. Only
then did the Cameroon Government request
finance from Europe.  The donor approved
funding, apparently ignoring their own
guidelines and the ADB assessment.

There was almost no consultation over the
project in the planning phase.  Researchers
from the Rainforest Foundation conducted
a local survey to assess the environmental
and social impacts of the project.  They
found the following:

• Local people gained from reduced costs
in transporting agricultural produce.
Prices of goods imported into the area
increased, however, and because there
was an influx of people looking for work,
unemployment grew.

• There was an increase in prostitution,
health problems, banditry, and theft.

• Logging expanded with the sale of nine
licenses including four to European log-
ging companies.

• Some large French logging companies in-
creased their activities in the region tak-
ing advantage of the better access.

• In early 1998, a new sawmill was estab-
lished near Lomié.  Preparation of the site
involved the destruction of a Baka village
inhabited by 200 people.

• There was an increase in poaching and in
the number of hunting camps in the Dja
Reserve. About 27 camps up to 50 kilo-
meters inside the Reserve were observed.

UNESCO questioned the Dja Reserve’s sta-
tus as a World Heritage Site, and a monitor-
ing report suggested that unless action was
taken to control logging, “World Heritage
in Danger” status should be considered. Al-
though another, existing European Union
project attempted to relieve hunting pres-
sure, the effect of the road rehabilitation
program was to increase hunting pressure.

Source:  Out of Commission: The Environmental
and Social Impacts of European Union Develop-
ment Funding in Tropical Forest Areas. (London:
The Rainforest Foundation, 1998).
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l Other European G8 countries, Ger-
many, the United Kingdom, and
Italy, as well as France, all contrib-
ute to development assistance pro-
grams managed by the European
Commission. Some of these pro-
grams involve substantial subsidized
loans and grants for road building in
Central Africa and elsewhere. The
environmental and social impacts of
these projects may be considerable.

l In Russia, forests are beset by mas-
sive illegal logging. Non-collection of
taxes and fees from such operations
serves as a subsidy, admittedly some-
what offset by the high risks of doing
business in that country.

The full scale and structure of the subsi-
dies and the extent of their harm is un-
clear. Such information would be of great
value in preparing a far more rigorous
assessment and identifying options for
achieving a transition to more cost-effec-
tive and efficient management systems.
It would be helpful if agencies in some
governments were more forthcoming in
sharing information that would permit
such analysis to be performed.

RECOMMENDATIONS

The G8 declaration at the Birmingham
Summit in 1998 signaled important and
laudable commitments by powerful gov-
ernments to help conserve and manage
forests. Those governments did not at
that time choose to recognize and ad-
dress the perverse subsidies that some
of them are providing and that contrib-
ute to forest loss and degradation. This
omission should be acknowledged and
corrected as soon as possible.

We recommend that the G8 should ex-
plore and analyze the issue of their pay-

ment of perverse subsidies that are harm-
ful to forests and economies, and develop
an action plan for removing all such pay-
ments. Removal of perverse subsidies
should occur no later than 2005. We spe-
cifically recommend the following:

l The G8 should jointly establish and
fund an independent external com-
mission to conduct a rigorous, in-
depth investigation of G8-funded
perverse subsidies that promote for-
est degradation. The commission
should include prominent experts in
natural resource and ecological eco-
nomics, policy, law, forestry, forest
ecology, and social sciences. Mem-
bers should be drawn from a mix of
academic, government, and nongov-
ernmental organizations. The com-
mission should be given the financial
and technical resources, as well as
access to information, necessary to
work to prepare a report detailing the
extent and structure of G8 subsidies
that contribute to forest loss and deg-
radation. The report should include
a country-by-country analysis and ex-
amine the multilateral agencies to
which members of the G8 contrib-
ute funds. The findings of the com-
mission should be made available to
the public.

l G8 governments that are actively en
gaged in subsidizing their domestic
or overseas forest products industry
in ways that are demonstrably harm-
ful to the environment and the
economy (including Canada, United
States, Japan, and France) should
commit to eliminate such subsidies
within three years of publication of
the proposed report. Progress to-
ward that goal should be publicly
monitored between now and that

time, with review at each annual G8
summit meeting and discussion to
share experiences and lessons
learned.

ll Through their overseas assistance
programs, the G8 members and the
multilateral institutions that they gov-
ern should establish priority pro-
grams to assist other countries in the
identification and elimination of per-
verse forestry subsidies. Funds for
such assistance would become avail-
able by eliminating the perverse sub-
sidies that the G8 governments cur-
rently pay.
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