
valuation 

The scope of forest models and the assumptions made 
in them are necessarily conventionalised and limited. It 
is unlikely that every investor adopts similar assumptions 
or conventions. Just as an investor does not look at all 
possible investments in all parts ofthe world in order to 
choose the one with the highest IRR, the forest investor 
may not want to locate in all possible areas and may 
have a limited range of species and end produce in mind. 

Actual practice will in many respects appear to be 
suboptimal or even irrational as measured with the 
conventional economic model. The problem of fitting 
actual economic events to a conventionalised economic 
model is pervasive and certainly is present in forest value 
analysis. That events do not follow the market value 
model is therefore to be expected. 

An example has arisen in recent years where large 
areas of land have been planted in Douglas fir in the 
South Island at lower rates of return (probably) than can 
be shown available for radiata pine planting on better 
sites elsewhere. Some factors emerge: 

1 Douglas fir probably shows a higher return on 
the South Island sites than any other land use at 
all discount rates and can therefore acquire that 
land (LEV, f >LEV ,., t . at all discount 
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rates). 
2 The return for Douglas fir on these sites is possi

bly the best world return rate for the species. 
3 Douglas fir is reckoned to be a lower risk invest

ment than radiata pine and the rates received are 
equally acceptable when crop risk is considered. 

4 The investment is predicated by Douglas fir as 
the species (just as an investment search in for
estry excludes the consideration of retailing in
vestments). 

5 The land is cheap - land is a smaller component 
ofthe investment than other forestry investments 

at all crop ages. 
6 The lower rate of return may be "sufficient" for 

the equity and debt funding mix involved. The 
return on equity is not automatically set or 
influenced by market rates if the equity owner does 
not wish them to be. This is an element of 
economic irrationality but the investment of equity 
funds usually has less market-rational, less 
compelling, constraints than investment of debt 
funding. 

Points 1, 2, 3 and 4 make a less than maximised 
analysis rational for the project. Point 5 makes project 
analysis less concerned with land economics per se. Point 
6 makes investment at a lower rate possible. 

If the factors above are appropriate a valuation at the 
discount rate as analysed along conventional lines would 
be appropriate but the choice of discount rate would 
need full discussion in the valuation. If Douglas fir (point 
1) is evidently not the best land use and (say) a more 
profitable radiata pine investment is feasible on the site 
then the analysis should be made at the higher discount 
rate and the lower crop values should be recognised. If 
the site is economically or technically unsuited to radiata 
pine then the lower indicated discount rate should be 
adopted to calculate a market value. 
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Forests provide huge benefits. Besides supplying 
wood and other products, they store a vast amount of 
genetic information, regulate the climate and the flow of 
water, protect and enrich soils, control pests and 
diseases, pollinate useful plants and disperse their seeds, 
safeguard water quality, offer beautiful landscapes, and 
enrich us spiritually. 

Forests can also create significant costs. Each hectare 
of forest is one less hectare farmers can use for crops or 
livestock. Forest animals can become pests. Forests 
compete with other activities for water. 

Many people believe economic techniques can tell us 
when the benefits of forests outweigh the costs and 
which forest to clear and which to protect. 

Robert Nasi and Sven Wunder of CIFOR and Jose 
Joaquin Campos from CATIE are not fully convinced. 
In "Forest Ecosystem Services: Can They Pay Our Way 
Out of Deforestation?" they argue that in many cases we 
still know so little about the specific services forests 
provide that attempting to assess their value in a particular 
location would take us into the realm of science fiction. 
They point out that different economic valuation 
techniques often generate quite distinct results. 

In any case, figuring out how much a forest is worth 
is not enough. To conserve them, someone has to give 
the people that want to clear forests a real incentive not 
to do so. That will often require paying them, either 
because they effectively control the forestland or because 
they have political influence. Creating protected areas 
and eliminating perverse policies that encourage people 
to clear forests are important, but they can only go so far. 

Valuation efforts can contribute most by determining 
how much one would have to pay different groups to 
get them to maintain land under forest. That is more 
relevant than trying to come up with some theoretical 
figure about the forest's "value". Schemes to pay for 
environmental services should focus on those forests 
that are under threat but where small payments would 
be sufficient to keep them from being destroyed. 

Of course, it is nice for policymakers to see the value 
of forests. But for most people who would like to clear 
those forests the bottom line is "show me the money". 
Good research can contribute a lot to figuring out how to 
do that. 

Request free electronic copies of Nasi and Wunder's 
paper from Levania Santoso (l.santoso@cgiar.org). 
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