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-1 tion Fund: Case'of Indonesiaz
[Siidarsono soedomos

ve substantial meaning, the fundamental factors that inhibit the

o first. Although public investment of the reforestation fund (DR) is
ity of the land developed for industrial plantation forest has failed to
nternal factors that need to be addressed are (1) the property rights
are very crucial for long-term investments. Only when forestry
funds will flow to the forestry sector. If forestry investment is not
will only be wasted and there will be no sustainable production

1tural forest, Royalty, Incentive, Proﬁtable, Sustainable

o

dl 11w e3dio e @

* THE FUND

tigp. natural resources are used for the maximum benefit of the people
iz= that such a use can be materialized, the productivity of the forest
a lon must be addressed, including by conducting reforestation. To
LShinplemented, the availability of funds dedicated to reforestation

S ckground of Indonesia’s forestry fund called DR. Although public

U overall productivity of the land developed for HTI has failed to
‘el factors that need to be addressed are property rights issue and

BIUB

(57, DR is defined as a fund collected from IUPHHK holders in natural
o habilitate forests'®.1 There is a confusion in understanding of DR
|DJR, Dana Jaminan Reboisasi). From name point of view, both DR
Jderstandable if one sees that the two terms have a close relation.
-5 from the money of DJR. DJR was money that belongs to holders
nust be deposited in the government’s account as a performance
(o<t area under their concession. When we look at the substance

1 much different meaning. DR is not a guarantee of performance,

‘nce. Act 41 of 1999 through Article 35 clearly mandates that every
- performance bond (DJK, dana jaminan kinerja). This mandate is not
I orestry (MoFor). So, in terms of substance, DJR was altered to DJK,

RJOB"O

© 35 of 1980 regarding DIR, the holders of forest concession were
government as guarantee for performing reforestation on their

v, DJR at the hand of the government built up because very few
mrformed reforestation. Furthermore, the government through the
sgarding DR cancelled the Presidential Decree No 35 of 1980 and

O consequences. The Presidential Decree No 31 of 1989 later,
c_g-nrnugh the Presidential Decree No 29 of 1990, the Presidential
= i

maga Bogor, ssocdomo@gmail.com
9 states * Each holder of forest utilization licensc as referred to

r'ss license fees, fees, DRs. and performance bonds™. In essence,
orestation.
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< 2ntial Decree No 40 of 1993, and finally the Presidential Decree No

189 to 1999 was not clear, whether or not it was the state revenue.
sed into two categories, namely in the form of tax revenue and non-
‘ax revenues, During the period 1989 to 1999, DR was clearly not a
e inclusion of DR as a non-tax revenues lately occurred through
11999. Prior to 1999 the DR was off-budget, since 1999 the fund has
of idle money certainly made many government bureaucrats tempt
istic of bureaucracy that tends to maximize the budget (Niskanen,

oo and growing rapidly, was contested by professional foresters who

ragement and political ally of Suharto, who sit in the Ministry of

8. rged on timber harvested from natural forests. DR rate depends on
& ition (Table 1). Largest revenue comes from Meranti and mixed
: % m logs of ebony, natural teak, fancy wood, and sandalwood are very
| 3% those timbers is also very low. Revenue per year of DR is presented
T
(vy)
’52 und (USD per cubic meter)
‘!ﬁ:wtan-Maluku Sumatera-Sulawesi Papua-NT
= 16.00 14.00 13.00
S 13.00 12.00 10.50
U 20.00 20.00 20.00
& 16.00 16.00 16.00
18.00 18.00 18.00
* 18.00 18.00 19.00
| No. 92/1999
o
@ o included to generate ideas that there are other revenue sources,
;og d for reforestation. Land lease is generally associated with mining
r=25 need to be rehabilitated in order to make it productive for
te of land lease is already efficient still needs to be studied further
ition fund (x1000 IDR)
DR Land Rent
% 335 810.19
| £/ 159 304.60
. 054 128.98 169 797 334.86
221417.26 162 231 506.40
() 288 B68.77 432 550 625.16
134 718.31 403 865 794.15
crneral of BUK

O line over time due to lower production of logs from natural forest.

() 1.5 trillion IDR per year. The figures in Table 2 are not always

O production in Figure 1 due to revenue of DR within a year does not
™5 od during the year in question. Some DR received in a year may be
>ing DR in previous years.
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Oth 8' -’5" g Stils tigy discourse, such as REDD+ funds and funds from carbon trading.
Prat 3 B Tz ‘?___ ="::"|ta{ services on a small scale has begun to occur, such as in
Cid: g_ 2 3_ 23 .ai Kuningan local governments, and in Mataram NTB. Money paid
by L v g o 9,. 8‘ “- vt least, can help producers of environmental services to conserve
fore 8-’2 3 % a v 'gere is another important source, namely banking. For example,
Ban %- S :3 3! == o help finance investments in forest plantations. But excessive
regt : 2 e F --.E.akes the industry less attractive for investment (Kartodihardjo
and go 23 pY
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The 8 DR Gargh & era was almost without clear criteria, except closeness to the
pow -g g %‘ ! ;'P rehabilitation of land could also be financed by DR, but the
defi = g g /13- was not very clear. Oversight of the use of DR also practically
non = “c-; g_ g:'t controlled fully the revenue and the use of DR. The situation
char Sterte= 3 i@ collapsed.
o 33 S
Acce Qo 2.0 ugg on No. 35 of 2002, DR shall be divided as follows: a. 40% (forty
perc § S S n ‘gi b. 60% (sixty percent) for the Central Government. The DR of
cent o £ E' 2' Technical Department (MoFor) and the remaining is allocated
e
to tt 2 = g‘ ITTRPH, Rekening Pembangunan Hutan).
c &5
Som g g = Public Service Board-Forest Development Funding Board (BLU-
BPP i8 2y g,_ Pembiayaan Pembangunan Hutan), a financial management
agel 'g -§ o the development of plantations. BLU-BPPH must report the
imp! ':_’._ 3 ncluding financial management, to the MoFor.
o] =
Und BILEDH ' is directed to assist the development of plantation, particularly
privi 2, g |2nied by the people in the forest area). Loans to small-scale forest
own 3 = ~lcomed, as is the case in Wonosobo and Blora. Loans that have
beel E g f a farmer group. After an investigation in the field, when the
appl g 3 © is for each farmer individually, not as a group. However, HTR
deve % i1 the form of licensing procedures which are very complicated,
espe Q w have a lot of resource limitations. Barriers to the HTR is also a
barr 2
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-5 practically not audited. Since 1999, the use of DR must have been

Board (BPK). A central feature of the DR during the Suharto period was that
ving into the state treasury to be included in the annual budget of the

' as a state off-budget funds managed directly by the MoFor (Ascher,

i-ter of Forestry and the Ministry of Finance jointly issued a regulation
nt of Forest Development Account (RPH) to support the use of DR in

ion. RPH initial capital was granted in September 2007 amounting to 5.0

| then was administered by the Ministry of Finance.

~onducted by the Director General of the Treasury of the Ministry of
‘ase monthly reports related to the position of account to the MoFor.
:I ds from the account to support the activities of forest and land
loFor must submit a five-year work plan, along with a budget detailing
“he fund. Once approved, the Ministry of Finance will send funds from

=@ aFor who is responsible for the expenditure of the fund for forestry

n charge of managing DR as a revolving fund.’ This unit is allowed to
umber of legal entities - state or privately owned - as well as to groups
qualify for this loan, those legal entities and cooperatives are required
orest utilization (IUPHT, izin usaha pemanfaatan hasil hutan) and
The legal entities should have not been involved in any bad activities
ty fails to pay back the loan, then the debtor is subject to a penalty of
‘ear along with its interest. For groups and cooperatives of farmers, if
:n the debtor may be sanctioned collectively, which is not specified.

of Finance announced the creation of BLU-BPPH, which would serve
rof Forestry that is responsible for forestry development expenditure.
s to create a more flexible financing institutions in disbursing funds
inagement. Since BLU-BPPH is in early stage, we do not have enough
ation of its performance.

Q

nd are influenced by forestry funds, particularly forestry fund in the
znue. The fund management must be accountable to all the peaple,

d and who use it. As mentioned previously, the beneficiaries of DR in

|2 plantation companies, especially those who close to the center of
i1« target beneficiaries of the fund have changed slightly toward smaller

o linance the rehabilitation of natural forests, particularly in relation to
<vlviculture. According to existing rules, any investment in natural forests,
~longs to the government, As a result, there are no private parties who

1 investments in natural forest land. As a way out, several parties
:w»ment intensive sylviculture are exempted from the obligation to pay
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- not much. Although public investment of DR was quite large, the

loveloped for HTI has failed to achieve the targets set. Several years

1. which was sourced from the DR, to some companies of industrial

o percent interest, but the forests in question did not materialize and
~. Worse, there is a suggestion to abolish the loan in default.

2 willing to undertake rehabilitation was very little. They prefer to

n handed over to the government than to rehabilitate the forests and

that the levy rate set by the government was too low. There are
ppens in the case of post-mining reclamation funds.

'@ransparency and accountability are critical components of good
“Nxtent, DR abuses during the New Order were facilitated by non-

I 2ak supervision by the MoFor over DR account. So, it is important
% the power of law in dealing with financial oversight, such as BPK
01Q;ption  Eradication). The absence of effective oversight and
1B toa large number of DR lost to fraud, diversion to other uses and

e

utions, private forest in Java Island has grown up to 2.8 million
hat contribute to the development of private forest in Java: clarity
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lesson learned that could be replicated outside Java where idle

ng a shortage of funds for investment? Is not a lack of applicants

i active place for investment? | am afraid that the problem of the

~Jecially outside Java, is not caused by a shortage of funds for

=00 v about the rights, low timber prices, and limited transportation
oy i

asident Harry S. Truman said

elad INIISUY) gdi Nw

eiu

(Joﬁ

nomist! All my economists say: On the one hand, on the

ndividuals working in forestry-related fields in Indonesia. On the
try funds available for investment, but on the other hand they also
westment. In the upstream, many barriers with respect to licensing
irs. In the downstream, selling timber from a long investment is
e to government policies that distort the market of logs. Forestry
rized as “choked in the upstream and clogged in the downstream.”

important because with it we can design the use of forestry funds
O l=nd that is not forested there are certainly human activities, which
1t is the better way to spend money from the forestry fund in a
O ver tenure or to purchase seed? If there is no interference by
= covered quickly by vegetation through natural succession. We do
g trees as a conseguence. On the one hand we let the property
-..*fher hand we expect sustainability of forests is maintained. The
n empty set. Property rights offers incentives for long-term

ob
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N =
in 9u e 9 - individual against expropriation by other agents, including the state.
In 3 28 g - land rights more secure and transferable would promote incentive for
in 2 §: é a8 “recources. There are three reasons supporting this conventional view.
Fit 3 _g %" ‘30 T | 10 vrovide a guarantee to farmers the benefits from their investments
wi o g g 3 %- will not be appropriated by other agents. As a result, long-term
i 2 E 3" ,__C_,_ @) . 1995; Deininger and Jin, 2006). Second, capitalization of asset with
mi é %é '2 T re probable. According to Feder and Onchan (1987), security of
ov %_ E g & QU braining loans to finance agricultural investments. Secure property
rig 2183 ‘g. = ¢ and provides the basis for using land as a collateral asset. Third,
se o1} é 58 8_ ‘armers to devote their productive resources to agriculture, rather
thi g g I % é ©s against expropriation by other agents.

Ac § ] .§ 9 a '@15, production forest that is allocated for large scale is 43.6 million
he T 3 g ‘ED- 8_ 5 million hectares. Does this mean that maintaining forests is
tar & 3- ‘8 c g L istice? Is justice not an important element of sustainability? So,
for 2 a -g § Q 10X be used to fix the injustice or to plant trees? There is no need to
mi '§_ § g 3 & :._g-.- ses not deliver welfare to the people.

Th ¢;o_ % % 2'- §' L& ource of forestry fund should be the forest itself. To achieve this,
the g¢gxe :..i.able‘ Currently, the forestry business in Indonesia is generally less
pri g' ‘g. Bl ;-nt in the business environment of the forest industry, it is difficult
to o ] % 'g" % ney in the forestry sector. Even the money that is available today
Wil 8g SR @

Su: ility 3 g '5: to maintain due to the decline in the ability of natural forests to
pre g B 3 «@h rate of natural forest is generally too slow. Other sources of
fur :3; a § 'E" the possibility of investing a part of DR in financial markets, which
res 3 §' 5 "_a n an acceptable risk, should be considered.

Exj 9, 3 § g fference between the domestic market and international market
S0 g— g 2 > g.’?'erence can reach 220 USD per cubic meter. With prices at the
int mnal Igv8 Ic& able cut of natural forests (about 9 million cubic meters) will likely
be od. DiZed 1 Jlowable cut and actual production has the potential to generate
ad g— g- ;g igjf'le government takes half of the additional benefits, via export tax
for 3_ BB (.g ue to forestry fund then every year there is an additional

a1 :;3 ‘g % e risk, the destruction of natural forests. The reason is that property
rig %_ g g :

Q Q C . : .

Pa ° 5.3 “&s can be considered as a source of forestry fund. It is still in early
sta '§ .g g explore it further. A partnership between local water companies
(PL =] 9 ? Winum) and farmers in protected forests in Mataram Lombok can be
agp § 3 Nugroho, 2009). PDAM Menang Mataram has allocated 850 million
IDF (RG> nd to provide assistance to communities and villages around the
src s

=] 3
Let S g  Indonesia, particularly its fiscal policy. So far, the importance of
for w T -m. Meanwhile, burning fossil fuel is much more important so that
the %’; ort it by providing subsidy. Although it cannot be compared directly,
the Q b real attitude of the society represented by the government. State
but 2 that add CO; in the air is much larger than the one allocated to
act =2 () support CO; reduction from the air. In 2006, the fuel subsidy was
64. ‘g;;' fOeet for environmental protection was only 2.7 trillion IDR.

9 N |
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Envi 2aa 2 ¢ t0 10.1 trillion rupiah in 2011, but at the same time fuel subsidy
jumy 3 Er Er 3T addition, two government institutions that are frequently
asso o § g § g. otection, namely MoFor and Ministry of the Environment (MoE),
rece Lineats £°0 " | 3 trillion IDR in 2006 and 7.0 trillion IDR in 2011. Reallocation of
state é g 85 g Iy to increase budget related to environment and forestry could
bea nggc fund.
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