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Foreword
This case study is one of six evaluations of the implementation of the

World Bank’s 1991 Forest Strategy. This and the other cases (Brazil,
Cameroon, China, India, and Indonesia) complement a review of the
entire set of lending and nonlending activities of the World Bank Group
(IBRD, IDA, IFC, and MIGA) and the Global Environment Facility (GEF)
that are pertinent to the Bank Group’s implementation of the forest
strategy. Together these constitute inputs into a World Bank Opera-
tions Evaluation Department (OED) synthesis report entitled The World
Bank’s 1991 Forest Strategy and Its Implementation. This forest strat-
egy evaluation was carried out under the overall direction of Uma Lele.

The purpose of each of the six country studies has been to under-
stand the implementation of the 1991 Forest Strategy in Bank opera-
tions and to obtain the views of the various stakeholders in the country
about the involvement of the Bank. In doing so, the study team has not
only examined the Bank’s forest program but also endeavored to place
the Bank’s activities in the broader context of what the country and
other donors have been doing in the forest sector. Therefore, each coun-
try study examined the overall development of the country’s forest sec-
tor. While this naturally includes environmental impacts on forests, such
as degradation, biodiversity loss, and deforestation, it also encompasses
the economic uses of forests, including the management of forest re-
sources for production, the role of forest development in poverty alle-
viation, and the impacts of forest research and development.
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The evaluation of the Bank’s performance in these studies, as always
in OED studies, seeks to judge whether the Bank has “done the right
things” and “done things right.” Here, OED also seeks to judge whether
the Bank has lived up to the commitments made in its 1991 Forest Strat-
egy. The case studies do this by examining how the Bank, using the
various lending and nonlending instruments at its command, has inter-
acted with the sector’s development processes, with other donors, and
with the broader government objectives of economic growth, poverty
alleviation, and environmental sustainability. Thus, the studies focus
on policy in the post-1991 period, but they also recognize that the Bank
does not operate in isolation from its historical interactions with a coun-
try and its needs. These interactions include the Country Assistance
Strategies or their predecessors, Economic and Sector Work, as well as
all investments in all sectors and all policy dialogue that is pertinent to
the Bank’s actions and their outcomes in the forest sector. Together,
these activities constitute the Bank’s implementation of its forest strat-
egy in a country.

The important questions these country studies address are as follows:
• How have the forces of development effected change in the

country’s forest sector?
• Did the Bank’s 1991 Forest Strategy make a difference to its forest

strategy in the country, or was this strategy largely a result of the
Bank’s historical relationship with the country, the needs articu-
lated by the government, or a combination of both?

• Regardless of how the Bank’s forest sector strategy evolved, how
consistent was it with the Bank’s 1991 Forest Strategy?

• How consistent was the country’s own forest policy/strategy with
the Bank’s 1991 Forest Strategy?

• Was the Bank’s overall and forest sector strategy in the country
relevant to the country’s needs in the forest sector, as identified by
the country?

• Were the Bank’s overall and forest sector activities effective from
the viewpoint of the intentions of its 1991 Forest Strategy?

• Were the Bank’s activities efficient?
• Did the Bank’s activities achieve policy and institutional develop-

ment pertinent to forest sector management?
• Are the Bank’s impacts likely to be sustainable?
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• What impact has the Bank’s overall and forest sector strategy for
the country had on forest cover and quality, poverty alleviation,
and other key issues? What are the prospects for future Bank-
country interactions in the forest sector, and for outcomes in the
sector?

Gregory Ingram
Director
Operations Evaluation Department
The World Bank

Director-General, Operations Evaluation Department: Mr. Robert Picciotto
Director, Operations Evaluation Department: Mr. Gregory Ingram

Task Manager: Ms. Uma Lele
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Summary
Costa Rica was once one of the most deforested countries in the

world. Today it is a pioneer in reforestation, forest management, and
forest protection policies. This Operations Evaluation Department re-
port describes the evolution of Costa Rican forest policies since the
1950s, and focuses on internal and external influences, particularly those
of the World Bank.

The main change in Costa Rican land use since 1950 has been the
transformation of forests into pastures and farmland. The predominant
vision of development and economic growth was linked with agro-ex-
port production, which supported the expansion of agriculture and cattle
ranching. In the 1980s, however, Structural Adjustment Programs (SAPs)
introduced by the World Bank reduced the profitability of agriculture
and cattle ranching in marginal forest lands. SAPs, along with Costa
Rican policies that created special conservation areas and promoted
reforestation and forest management, have significantly reduced rates
of deforestation.

This evolution of Costa Rica’s forest policies would have been im-
possible without a strong system of governmental and nongovernmen-
tal organizations capable of adapting to new situations. The forest sec-
tor in Costa Rica has evolved from an inactive sector without private
organizations, technology, or specialized education, to a proactive sec-
tor with multiple organizations that lobby effectively for forest sector
measures. The Costa Rican government contributed to the evolution of



xviii

Costa Rica: Forest Strategy and the Evolution of Land Use

several private forest sector associations. Many new public sector agen-
cies were developed to handle forest issues, often in creative ways. Con-
trary to the command-and-control structure that typifies many govern-
ment agencies, the government now works to facilitate private sector
participation in and responsibility for forest management.

Costa Rica may not yet have a completely integrated forest sector model,
but it does provide a framework that may inspire other countries to inno-
vate. However, all countries must consider their own conditions when
adopting new policies and implement reforms at their own pace.

Influence of the World Bank
The World Bank has influenced Costa Rican forest policies, although

this influence has primarily been in conceptual and methodological ar-
eas and in the provision of seed money. The SAPs, which supported
policy changes in agriculture, and the Bank’s 1993 Forest Sector Re-
view of Costa Rica probably have had the greatest impact.

The 1993 review introduced many ideas that have influenced Costa
Rican policy or that the Costa Rican government is now considering:
(1) The review calculated that about 66 percent of the benefits of Costa
Rica’s forests are enjoyed globally, and stated that the global commu-
nity should compensate Costa Rica for conserving, managing, and plant-
ing forests; (2) It calculated the total value of Costa Rica’s forests and
an average dollar value per hectare; (3) It suggested improving the finan-
cial management of national parks as a means of protecting biodiversity;
(4) It recommended deregulating harvesting in forest plantations and the
import and export of forest products; (5) It argued that subsidies for
natural forest management are justified; (6) It suggested reorienting in-
centives to protect environmental values; and (7) It called attention to
issues such as ensuring that natural forest management is compatible with
conservation objectives, establishing criteria for forest protection, and
allocating institutional responsibilities in the Conservation Areas.

The Bank has taken almost no significant action until now to pro-
vide funding for forest activities, largely because it has been divided
about which strategies to adopt in relation to the Biodiversity and Cli-
mate Change Conventions. The Bank supported a small loan to Costa
Rica for the sale of wood futures, which improves the cash flow of
small landowners for planting new tree species and managing natural
forests. The Global Environment Facility (GEF) and the Bank together
funded the Biodiversity Resources Development Project to demonstrate
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that increased knowledge and information about particular species en-
hance their value and the marketability of biodiversity services. The
Bank also funded the Ecomarkets project to develop the market for
environmental services and consolidate the Payment for Environmental
Services model that Costa Rica has implemented since 1997. The Bank
lending program has also been limited by a shortage of counterpart
funds for externally supported projects.

Costa Rica’s Influence
Costa Rica is one of the few countries in Latin America to promote

reforestation through incentives such as tax credits, direct payments,
and subsidized loans that have benefited landowners, large and small.
Among the important steps Costa Rica has taken are the following:
• The Natural Resources Administration has merged the administra-

tion of forest and protected area activities into one unified organi-
zation.

• It has successfully developed a National System of Protected Areas
that has a minimum of infrastructure and an institutional presence
in each region of the country.

• The National Forest Fund was established to handle financial
issues for forests and natural resources.

• Important legislation has been passed to protect the nation’s
forests, including the Environment Law, the Biodiversity Law, and
the Forest Law.

• The “polluters pay” principle was introduced through the estab-
lishment of a tax on fossil fuels to pay for environmental services.

• Many efforts have been made to protect biodiversity and generate
income from it.

• The Costa Rican Office of Joint Implementation was established to
trade carbon emissions in the international market and Carbon
Tradable Offset Certificates were developed that could serve as a
model for trading other environmental services.

• The government instituted a national system to certify good forest
management practices.

• Costa Rican forest owners have strong organizations that give
them technical support for reforestation, forest management, and
forest conservation. In recognition of this, Costa Rica has del-
egated much responsibility for forest management and conserva-
tion to private landowners.



xx

Costa Rica: Forest Strategy and the Evolution of Land Use

Costa Rican forest policy is a mix of international policies and strong
national ideas. This mix has not resulted in a perfect forest model, but
certainly in one that deserves support. To ensure such support, it is
important to create more opportunities for mutual understanding and
learning between Costa Rica and the World Bank.
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Deforestation, Reforestation, and

Natural Forests
This case study is one of six such in-depth supporting studies for an

Operations Evaluation Department (OED) review of the implementa-
tion of the World Bank’s 1991 Forest Strategy (box 1.1). Costa Rica was
chosen for analysis because it once was one of the most deforested coun-
tries in the world. Today it is a pioneer in policies to support forest use
and forest services. This report describes the evolution of Costa Rican
forest policies since the 1950s, focusing on internal and external influ-
ences, particularly the World Bank (box 1.2).

Deforestation Since the 1950s
In most of Latin America, land use change is highly sensitive to both

internal and external policies concerning forests. This is especially true
in Costa Rica, where land use change has reflected forest policies for
the past 40 years. However, this situation may be changing. The country’s
land use changes may no longer be a reliable gauge of policy impacts
even though the country’s deforestation and reforestation rates are still
far from stable.

Costa Rica had one of the highest deforestation rates in the world in
the 1980s. Estimates range from deforestation of 3.6 percent of the
land in 1986 (Leonard) to between 4 percent and 7.6 percent in 1990
(WRI). Studies during the 1970s and 1980s showed forest fragmenta-
tion and a deforestation rate of 30,000 hectares (ha) to 50,000 ha per
year. In the past five years, however, the deforestation rate has fallen

PART I: THE FORESTS AND FOREST
SECTOR IN COSTA RICA
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Box 1.1. Bank Forest Strategy: The 1991 Forest Paper and the 1993 Operational Policy Directive

The 99-page World Bank publication The Forest Sector: A World Bank Policy Paper was published in September
1991. This paper (henceforth referred to as the 1991 forest paper) represented the initial comprehensive statement
of a new direction for the Bank’s forest strategy. A two-page Operational Policy directive (OP 4.36, produced in
1993) reflected the policy content of the paper, and a Good Practices summary (GP 4.36) provided operational
direction to Bank staff. The 1991 forest paper, the OP, and the GP are together the subject of OED’s evaluation.

In today’s Bank terminology, the 1991 forest paper sets out a Bank strategy and the OP defines the policy. The
1991 forest paper gave guidance on policy directions, programmatic emphases, and good practice, and it
specified principles and conditions for Bank involvement in the forest sectors of its client countries. It was the
first instance of significant outside stakeholder participation in the formulation of a Bank sector strategy, and it
is this document which the public considers the embodiment of the new direction for the Bank’s forest strategy.
Both the Bank’s Board and civil society were referring to this document, as well as OP 4.36, when they asked OED
for an independent evaluation of the Bank’s forest policy. Although the Foreword for the 1991 forest paper was
signed by then Bank President Barber Conable, the Board was not asked to, nor did it, comprehensively approve
the 1991 forest paper. However, it did discuss the paper and endorse specific aspects of it.

The Board-endorsed principles contained in the 1991 forest paper included the ban on financing commercial
logging in primary topical forests; incorporation of forest sector issues into the general policy dialogue and
country assistance strategy; and promotion of international cooperation, policy and institutional reform,
resource expansion, and forest preservation. The endorsed principles also included the statement that “in
tropical moist forests the Bank will adopt, and will encourage governments to adopt, a precautionary [sic] policy
toward utilization…. Specifically, the Bank Group will not under any circumstance finance commercial logging in
primary tropical moist forests. Financing of infrastructural projects … that may lead to loss of tropical moist
forests will be subject to rigorous environmental assessment as mandated by the Bank for projects that raise
diverse and significant environmental and resettlement issues. A careful assessment of the social issues involved
will also be required” (p. 19). The Board also approved a specific section on conditions for Bank involvement.

Both the 1991 forest paper and the OP emphasize that the Bank will not finance commercial logging in primary
tropical moist forests, and in addition, the 1993 OP adds that the Bank “does not … finance the purchase of
logging equipment for use in primary tropical moist forests” (para. 1a). The OP also states that “in areas where
retaining the natural forest cover and the associated soil, water, biodiversity, and carbon sequestration values
is the object, the Bank may finance controlled sustained-yield forest management” (para. 1f). The 1991 paper,
however, had stressed a lack of agreement on what constitutes sustainable forest management and offered
three different definitions of it. However, all definitions of sustainable forest management typically include
management of forests for multiple uses as distinct from timber production alone, to which logging normally
refers. Although this provision in the OP to finance forest management under controlled sustained-yield
conditions allows forest management under specific conditions (and the drafters of the OP thought this
introduced some flexibility for the Bank), a survey indicates that the staff have not considered the OP to be
flexible on this point. The Bank will need a clearer policy if its future lending and non-lending activities are to
address issues of improved forest management relative to current logging practices in many countries, which
this report argues often tend to be environmentally destructive and socially inequitable. What constitutes
“sustainable” forest management will, in all likelihood, remain unresolved and specific to each location.

Based on the larger policy statement, the OP also states that “the Bank distinguishes investment projects that
are exclusively environmentally protective … or supportive of small farmers … from all other forestry
operations.” It goes on to say that projects in the latter category “may be pursued only where broad sectoral
reforms are in hand, or where remaining forest cover in the client country is so limited that preserving it in its
entirety is the agreed course of action” (para. 1c). The main report for this study finds that the Bank could more
usefully and proactively work with stakeholders sympathetic to reforms in borrowing countries in ensuring that
reforms are in hand, rather than wait for them to occur before getting engaged in the forest sector.
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Box 1.2. The Operations Evaluation Department Review of the 1991 Forest Strategy
and Its Implementation

OED’s review of the Bank’s 1991 Forest Strategy1 has been undertaken to assess Bank experience in
the forest sector—particularly since 1991—to gauge its policy intentions, implementation, and
impacts. The review also examines whether the Bank’s strategy remains relevant and can embrace a
strategy attuned to the current realities of the forest sector. In addition to briefing the Bank’s Board of
Executive Directors, the review will be used as an input to an ongoing Bank-wide review of its forest
sector activities being lead by the Bank’s Environmentally and Socially Sustainable Development
Network (ESSD).

Costa Rica is important because despite, or perhaps because of, its small size and even smaller
forest cover (only 1.2 million hectares) it has been at the forefront in developing innovative
approaches to conservation. The Bank has financed no forest projects or forest component projects
in Costa Rica. Agricultural lending has also been minimal, with only one project worth US$41
million. Although the Bank’s financial presence in this sector has been minimal, it has been analyti-
cally very active, perhaps with considerable early involvement in the design of “green” strategies.

Several questions stand out:
• What explains Costa Rica’s innovative approach? What is it about its leadership and

stakeholders has made such innovation possible?
• How sustainable are these approaches financially and institutionally?
• What role has the Bank played?

All of the case studies in this review consist of two parts—the first focusing on the extent and
causes of changes in the forest sector, and the second on how the entire set of Bank instruments has
interacted with the processes of the changing forest cover, and with what impact.

To the extent possible, the performance of the Bank has been assessed based on outcomes and
impacts. Six classes of outcome are considered:
• Improvement in country policies and strategies with direct and indirect impacts on forests
• Institutional development including improvement of the legal framework, a redistribution of

roles between the public and private sectors, and participatory approaches to decisionmaking
• Improvements in technologies
• Capacity building and human capital formation
• Improvement in the incentive structure
• Improved information, monitoring, and evaluation systems.

1. The strategy is summarized in Annex B.

dramatically. This paper attempts to explain the changes that have oc-
curred, although there are difficulties comparing land use changes over
different periods because of differences in land use studies.

Only three studies used aerial photographs or satellite images to com-
pare Costa Rican land use over time. The University of Costa Rica’s
Center for Tropical Studies/World Resources Institute calculated defor-
estation rates between 1966 and 1989, focusing on the depreciation of
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Costa Rican natural resources and national accounts.1 The National
Meteorological Institute/Ministry of Environment and Energy/United
Nations Environment Programme study (IMN/MINAE/UNEP 1996)
compared photographs and images from 1972 and 1992.2 The TSC/
Center for Sustainable Development Studies/National Forest Financing
Fund study (TSC/CIEDES/FONAFIFO 1998) compared satellite images
from 1986–87 to pictures from 1996–97.3

The TSC/WRI study was one of the first to consider how natural re-
source use affects national accounts. The authors concluded that Costa
Rica’s deforestation rate was about 46,500 ha/year from 1950 to 1962,
48,800 ha/year from 1963 to 1973, and 31,830 ha/year from 1974 to
1989 (figure 1.1 shows total deforestation from 1966 to 1989). Forest
cover diminished from 55 percent in 1970 to 42 percent in 1989. It is
impossible to be more precise in these assumptions because of differences
in the studies’ results. For example, Sylvander (1977) estimates a 40.9
percent forest cover in 1970, rather than the 55 percent forest cover cited
in the TSC/WRI study. One reason for this difference may be that the
TSC/WRI study considered secondary forests and other studies did not.

The IMN/MINAE/UNEP study concluded that the deforestation rate
of natural forests reached 23,000 ha/year from 1979 to 1992 (table 1.1
and figure 1.2). There was a notable decrease in deforestation between

Figure 1.1. Deforestation in Costa Rica by Maximum Land Use Potential, 1966–89

Protection
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0.2%
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8.9%
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Annual crops
15.9%
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semi-permanent crops
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Forest management
28.1%
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847,403 ha
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1974–79 and 1979–92. However, the study’s deforestation calculations
did not include a 171,852 ha decrease in the area of secondary forests.

Due to the varying results of these studies, MINAE and FONAFIFO de-
cided in 1997 to document changes in forest cover and deforestation rates.
TSC and CIEDES conducted this study, entitled “Survey of Forest Cover in
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Figure 1.2. Change in Area, 1979–92 (ha)
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Costa Rica, 1986/87–
1996/97.” The study at-
tempted to determine the
extent and distribution
of forest cover and iden-
tify changes that oc-
curred between 1987
and 1997 by evaluating
deforestation, natural re-
generation, and refores-
tation. Using NASA’s
Pathfinder methodology

for tropical deforestation, the study proposed four categories of forests: pri-
mary forests, intervening forests, secondary forests, and forest plantations
whose density and crown cover could be determined by the method.4 The
TSC/CIEDES researchers concluded that the deforestation rate reached about
16,500 ha/year between 1986/87 and 1996/97. They also concluded that
forests covered 40.5 percent of the land in 1996/97 (table 1.2).

Based on these three studies, we assume the following:
• The deforestation rate between 1979 and 1989 was less than

31,000 ha/year.
• The deforestation rate after 1986 was less than 23,000 ha/year.
• Costa Rica’s deforestation rate decreased from about 46,500 ha/

year in 1950 to approximately 16,000 ha/year in 1997.
• Due to the TSC/WRI study, the importance of secondary forests is

being recognized for the first time. Secondary forests comprise
between 390,000 ha (TSC) and 700,000 ha (IMN).

• Secondary forests grew at a rate of 13,000 ha/year from 1986–87 to
1996–97. But from 1978 to 1992, deforestation also occurred in
secondary forests at a rate of 12,000 ha/year.

• Reforestation was encouraged through government incentives and
reached a total of about 140,000 ha between 1979 and 1997.

• Before 1986, there was a net loss in annual forest cover. After 1986,
the yearly increase in forest cover was about 20,000 ha/year and the
deforestation rate was 16,000 ha/year; therefore, the net gain in
forest cover has been approximately 4,000 ha/year.

• Since the reforestation rate in the past decade was greater than the
rate when reforestation incentives were first instituted in 1979
(around 10,000 ha/year), the net gain in forest cover in the past 20
years has been about 7,000 ha/year.

79–6991,aciRatsoCnirevoCtseroF.2.1elbaT
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The Nature of Land Use Changes
The main changes in Costa Rican land use since 1950 have been in

the transformation of forests to pastures and farmland. In the past
decade, official information about these changes has been highly contro-
versial. In the late 1980s, the Ministry of Natural Resources, Energy and
Mines (MIRENEM) declared that the deforestation rate had fallen to
22,000 ha/year. In 1993, the same ministry announced that the rate was
only 4,000 ha/year.

According to the TSC/WRI study, total deforestation between 1966
and 1989 was 847,403 ha, or 36,800 ha/year (table 1.1). As the study
documents, only 291,703 ha of the total were converted from forests to
farmland or to pastures with suitable soil. When land use is changed to
soil suited to the new use, this could be called “appropriate” or “conve-
nient” deforestation.

The IMN/MINAE/UNEP study details the nature of these changes
between 1979 and 1992 (table 1.3). Of the 1,064,327 ha that changed
use (20.8 percent of the country’s land area), 322,515 ha (6.3 percent)
were transformed from natural forests. Annually, 23,000 ha of natural
forests were converted to pastures.

The conversion of secondary forests (458,225 ha, or 9 percent of the
land area) to other uses has been the greatest change by far, although
this was not consid-
ered deforestation,
as the land had been
used for pastures or
crops. Total defores-
tation of natural and
secondary forests
from 1979 to 1992
was 780,740 ha, or
15.29 percent of the
total area. This fig-
ure corresponds to a
deforestation rate of
1.18 percent per
year.

Regional differ-
ences are illustrated
in table 1.4 and table
1.5. Liberia, San
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Carlos, Nicoya, and
Quepos experienced a
change in the use of 25
percent to 30 percent
of their land from
1979 to 1992. Barra
and Golfito have only
experienced a change in
the use of 3 percent to
10 percent of their land
in the same period.

Liberia and Nicoya, both in the Guanacaste Conservation Area, have lost
areas of natural forests, and harvested natural and secondary forests.

The last TSC/CIEDES study (1998) discusses the most relevant as-
pects of the changes in forest cover from 1987 to 1997. Of the 1,608,459
ha of forest studied,5 164,245 ha were deforested and converted to other
uses, and 126,873 ha were secondary forests and forest plantations. These
changes resulted in a deforestation rate of 16,400 ha/year and a net loss
of 3,737 ha/year (table 1.6). Deforestation and recovery rates differed
according to the Conservation Area (table 1.7).

 The study concluded that the area suffered a net loss of 3,737 ha per
year. However, this number does not reflect the country’s total deforesta-

tion rate. A 63,442-ha
area of caducifolious for-
est was not included, and
32,500 ha that were re-
forested from 1995 to
1997 were not in the im-
age comparison. The fi-
nal balance reflects an
annual deforestation rate
of 16,400 ha/year, and an
annual reforestation rate
of 22,282 ha/year, with a
net positive annual bal-
ance of 5,857 ha/year.

Costa Rica’s forested
areas are increasing an-
nually, largely because of
reforestation and the re-
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generation of secondary forests in abandoned pastures. The quality of
forest cover and the state of biodiversity (defined as the number of differ-
ent species and their relative frequency) are more controversial. Defores-
tation continues, and the increased area of plantations and secondary
forests has less environmental value than that of natural forests. Contin-
ued forest recovery depends on multiple factors, including the effective-
ness of reforestation incentives, development of a clear definition of sec-
ondary forest policies, fewer incentives for agriculture, and the persis-
tence of low prices for cattle and traditional crops.

However, the area of privately owned forests that are used for wood
production has been greatly reduced. According to the National Sys-
tem of Conservation Areas (Sistema Nacional de Areas Conservación,
SINAC), there were about 250,000 ha of privately owned production
forests in 1997. Of this amount, only 50,000 ha were virgin forests.
Wood production from natural forests has also decreased, especially
during 1997–98, when several sawmills closed and many of the re-
maining mills were under-supplied. This situation forced sawmills that
traditionally processed logs with large diameters to use logs with
smaller diameters from plantations, secondary forests, and residual
forests. As a result, the timber milling industry is pressing for large
new investments from the National Financing System. However, this
system, as well as international and bilateral financing institutions,
are reluctant to lend funds to forest industries.

Protected Areas
According to the IMN/MINAE/UNEP study, about 49.6 percent of

the country is forested (table 1.2). Watson et al. (1998) provides a lower
estimate of 46.8 percent, shown in figure 1.1. This difference of 140,000
ha could be the reforested area. Protected areas encompass 30.1 per-
cent of the land.

Figure 1.3 and figure 1.4 show the evolution of the protected areas
system. We deduce from Figure 1.3 that 1,537,000 ha have varying levels
of protection. There are 1,287,000 ha of public protected areas, 44,026
ha of private reserves belonging to the Costa Rican Network of Private
Reserves (CNPR), discussed below, and 205,974 ha of other kinds of natu-
ral forests that may be protected through private ownership.6

Costa Rica’s protected areas system has been an important factor in
reversing deforestation and is a practical approach to protecting biodiversity.
At first, the public system provided the only land protection; later, with
private sector interest, the system became a mixture of public and private
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reserves. The protected areas system has grown from two public protected
areas of about 2,500 ha in 1955 to more than 120 protected areas, totaling
over 1.2 million ha in 19987 and encompassing about 24.8 percent of the
land (figure 1.4 shows the evolution of the protected areas system).

The first steps to develop the protected areas system were taken in the
early 1900s. Poas Volcano entered the system in 1913, and the summits
of all volcanoes were declared national parks in 1955. Passage of the
1969 Forestry Law provided a more solid foundation for establishing
and managing protected areas. In the 1970s, the focus shifted from pro-
tecting areas of scenic, historic, and cultural value for recreation and
national pride to protecting representative examples of biological re-
sources and ecosystems for scientific reasons. Many more areas were
added in the 1970s and again in the 1990s. By the late 1980s, about 7.9
percent of the country was protected. This figure grew to 16.8 percent
by 1990, 23.8 percent by 1997, and 24.8 percent by 1999.

Private sector participation grew rapidly between 1980 and 1999,
illustrated by the creation of Costa Rican Network of Private Reserves
(CNPR) in 1996, with 44,026 ha of land (Alfaro 1998; see box 1.3). The
total area that is protected is still small, but the initiative is growing.
According to the network, it has a total land area equal to 5 percent of

Figure 1.3. Forest Land in Costa Rica

Sources: Solorzano et al. 1991.
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Figure 1.4. Evolution of the Protected Areas in Costa Rica

A. Costa Rica Protected Areas by Management Category, 1998

B. Evolution of the Protected Area System in Costa Rica
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the national territory, or approximately 250,000 ha (figure 1.3) between
current and potential affiliates (up to 200,000 ha may be declared pri-
vate reserves). Much of this area is used for ecotourism.

MINAE divided the country into 11 Conservation Areas (10 on the
mainland and one on Coco Island), which administer all protected areas
and production forests. The Conservation Areas of Amistad Caribe,
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Tortuguero, and Cordillera Volcánica Central showed the highest per-
centages of forest cover, Arenal-Huetar Norte and Pacífico Central the
lowest (table 1.8). Distribution of forest cover is important in the conser-
vation strategy of each area because of the relative value of each hectare.

 Forest cover corresponds to 824,091 ha of protected area and 1,193,021
ha in private ownership. Most Costa Rican forest is on private property.
The country’s protected areas system comprises 126 units out of 411

protected areas in Central
America (30.6 percent).
Costa Rica is the only coun-
try that has legally declared
all proposed units. table 1.9
shows the area under differ-
ent categories of protection
according to the classifica-
tion of the International
Union for the Conservation
of Nature (IUCN).

Reforestation
Incentives

Almost no reforestation
occurred in Costa Rica be-
fore specific incentives were
introduced that yielded re-

Box 1.3. The Costa Rican Network of Private Reserves

CNPR is a nongovernmental organization (NGO) whose mission is to defend the
interests of private sector owners of natural forests. The organization’s existence is a
clear market signal since it implies a demand for forest conservation initiatives and
increases the supply of protected sites.

The network has 74 members, who are concerned about deforestation and the use of
secondary forests. Some wish to promote sustainable wood production in these areas;
other members want to protect them. Members include other NGOs, education centers,
environmentalists who own forests (some of whom are dedicated to ecotourism), and
private owners of small and medium-sized properties. The network’s goal is to preserve
250,000 ha of land. Toward that end, CNPR is trying to consolidate forest conservation
incentives created by the government.

Source: Personal communication with Marín (CNPR) and Alfaro 1998.
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forestation of more than
147,000 ha (table 1.10). Ag-
riculture and cattle farming
received multiple incentives
that fueled a trend toward
land use for these purposes
and away from forests. For-
ests, and especially forest
plantations, benefited when
incentives for agriculture and
cattle ranching diminished
and meat prices fell.

The first step toward re-
forestation was the deduc-
tion of reforestation costs
from income taxes. This incentive, which lasted from 1979 to 1985,
was directed mainly toward business and large landowners. Although
the incentive did lead to increased knowledge about some tree species
and reforestation techniques, it was highly inefficient because taxpayers
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who used the incentive tried to write off the costs of many items that
seemed unjustified and because the cost per hectare was high. Only
about 24 percent of the current planted area was reforested through tax
deductions.

The second step in the reforestation effort was the creation of a di-
rect incentive, the Certificate of Forestry Payment (CAF). The CAF was
awarded to those farmers who reforested their properties, transferring
the incentive from wealthier taxpayers to farmers. The government fixed
a standard reforestation price per hectare. At first, the standard was
high enough to allow people interested in planting trees to buy land and
plant it. Because the amount of the CAF in local currency was main-
tained with only small variations over time, the amount in real terms
diminished through inflation and currency devaluation. The CAF al-
lowed reforestation of 26 percent of the area covered by plantations
and was available to any farmer.

The Secretary of Finance and the forest sector authorities had diffi-
culty negotiating the annual allocation of funds to reforestation and the
value of the incentive per hectare. Many companies already had been
planting trees without any incentive. Indeed, by 1998, private national
and foreign companies had reforested 17 percent of the planted area.
Their incentive was future exemption from income taxes at the time of
harvest. These companies concentrated their efforts on precious woods
like teak. The CAF incentive permitted more equal access to public funds,
giving the private sector good reason to organize itself for yearly nego-
tiations on the amount of money to be allocated and the level of the
incentive.

The third step of development, in which the CAFs were granted un-
der special conditions (CAFAs) to small farmers, represented a major
conceptual change in reforestation incentives. First, the incentive was
paid before reforestation so that small farmers had enough money to
cover the costs of tree planting activities. Second, small farmers had to
organize into associations to gain access to the incentive. The CAFAs
helped improve farmer associations and made the incentives available
to lower-income forest owners (see box 1.4 for an example). This sys-
tem permitted reforestation of 23 percent of the planted area and repre-
sents many farmers nationwide.

Gradually, organized groups began to replace individual agents in
the forest sector. The private sector organized the Costa Rican Cham-
ber of Forestry (Cámara Costarricense Forestal, CCF), to which the
most influential forest firms belong; the National Chamber of Timber
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Industries (Cámara Nacional de Industriales de la Madera, CANAIMA),
which includes approximately 50 associations; and the Farmers’ Na-
tional Forestry Board (Junta Nacional Forestal Campesina,
JUNAFORCA), which includes small rural forest owners. Table 11 shows
the appearance of these organizations from pre-1950 to 1997.

The last stage in the development of reforestation incentives again radi-
cally changed the concept of support for forest development. By the end
of 1995, the third Structural Adjustment Loan from the World Bank (dis-
cussed in Chapter 5) cancelled many subsidies, including CAFs, CAFMAs,
and Certificates of Forest Protection (Certificado de Protección de Bosques,
CPBs). After the collapse of subsidies, Costa Rica’s forest policy changed
to Payment for Environmental Services (Pago de Servicios Ambientales,
PSAs), which compensate landowners for the “services” that forests pro-
vide to the national and global community (beneficiaries are identified in
table 1.12). Forest Law 7575 defines four environmental services for which
forest owners should receive compensatory payments:

Box 1.4. CODEFORSA: An Organization of Small and Medium-Size Farmers

The CAFAs, reforestation incentives in advance for small farmers, and Payment for
Environmental Services (discussed below) have supported the development of landowner
associations like AGUADEFOR in Guanacaste; Fundación de Cordillera Volcánica Central
(FUNDECOR) in central Costa Rica; and APAIFO, PROUDESA, and CODEFORSA in the
Huetar Norte Region.

CODEFORSA, the Commission for Forestry Development in San Carlos, was founded in
1983. The organization has more than 1,000 members, who are small and medium-size
farmers and forest owners. CODEFORSA has a team of 12 forest engineers who assist
members with technical problems, the management of 34,000 ha of natural forests, and
reforestation efforts. By 1997, CODEFORSA members had reforested 7,800 ha.

CODEFORSA provides multiple services to its members:
• Conducting feasibility and development studies for forest sector projects
• Offering legal and financial services to facilitate the approval of applications for

forest permits and access to Payment for Environmental Services (discussed
below)

• Producing quality plants for reforestation
• Preparing forest management plans for natural forests and plantations
• Providing technical assistance for natural forest management and reforestation
• Supervising forest management and planting
• Providing training and conducting forest research.

Source: Alfaro, M., 1998. El manejo de bosques naturales y la reforestación en la zona norte de Costa Rica: El
caso de CODEFORSA.
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Reducing greenhouse gas emissions (by fixing, reducing, binding, storing and
absorbing them), protecting water for urban, rural or industrial use, protecting
biodiversity to conserve it and ensure its sustainable use for scientific and pharmaceuti-
cal purposes, and protecting ecosystems, forms of life, and natural beauty for tourism
and scientific purposes. (Article 3, paragraph K)

One-third of the tax on fossil fuels goes to forest owners, who may
invest the payment in reforestation, management of natural forests, or
forest protection. In 1997 and 1998, these funds were invested in refor-
esting 13.9 percent of the total planted area. The concept of paying for
environmental services is very advanced, but we should stress that it is
in its early stages. More comments on PSAs are presented in box 1.5.

In summary, government incentives have evolved from tax subsidies
to direct subsidies for large landowners and indirect incentives for for-
eign investors to democratization of the incentive system. Thus incen-
tives are made accessible to smaller landowners, and finally to PSAs,
which changed the public subsidy to a transfer payment from the urban
private sector to the rural private sector.

Box 1.5. Payment for Environmental Services

• Payment for Environmental Services still is not well understood by Costa Rican
citizens, members of government, or bilateral and multilateral organizations.

• The Secretary of Finance allocates only US$7 million/year for the forest services
payment from an annual yield of US$30 million from fossil fuel taxes.

• Since most Costa Ricans are unaware of the real meaning of the tax, they do not
pressure the government to allocate the full amount to forests. Most support
comes from those who plant, manage, and protect forest lands.

• For ease of implementation, the value of the PSA for reforestation is similar to that
of the CAF: a sum about equal to reforestation expenses during the first five years.

• Payment is made only once for planting and forest management activities. In reality,
forests provide environmental services as long as they are standing. The payment
should be an annual amount corresponding to the flow of benefits or a one-time
payment corresponding to the net present value (NPV) of the flow of benefits.

• The policy is fragile because it depends on the influence of various parties, such
as forest owners and conservationists, and because the allocation of funds can
vary. Today, funds can be directed toward reforestation, forest management, and
conservation, or for conservation alone. The funds collected through the tax are
managed by FONAFIFO, but the Finance Ministry decides how funds are spent.

• Some international organizations,1 as well as some traditional economists, argue
that PSAs are only another subsidy. However, PSAs provide compensation using
the “polluters pay” principle through the fossil fuels tax.

1. No matter what the reasoning, multilateral and bilateral funding agencies prefer to accept a subsidy (with all
its negative connotations) over an incentive that pays the price for environmental services.
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There are no calculations for the potential of plantations as a re-
source. However, the 147,810 ha planted probably could produce at
least 1.5 million cubic meters of raw material for the industry, sequester
about 500,000 tons of carbon annually, and maintain a stock of 10
million of tons of carbon over a 20-year rotation.8

Management of Natural Forests
In most countries, subsidies begin with incentives for agriculture and

cattle ranching. The consequences are known: deforestation, loss of fer-
tility, loss of profits, and abandonment of the land. Today, the trend is
to create incentives for forest preservation. Reforestation and forest man-
agement incentives have been questioned because they can cause mar-
ket distortions. Costa Rica is one of the few countries in Latin America
that has successfully developed incentives for forest management.

Before developing forest management incentives, Costa Rica tried to
improve forest use. Many improvements were introduced in Huetar
Norte and the Central Range through technical assistance projects funded
by various sources, such as the German Agency of Technical Coopera-
tion (GTZ), the United States Agency for International Development
(USAID), the Department for International Development (DFID) of the
United Kingdom, the Agronomical Tropical Center for Research and
Education (CATIE), and through the efforts of interested owners and
owner organizations. Improvements included the following:
• Simplified guidelines yielded better management plans.
• Timber inventories, harvest planning, harvesting and logging

technologies, and design of logging roads all improved.
• Forest owners and government authorities provided better control

of harvesting and timber transport.
• Post-harvest silvicultural interventions (timber production and

forest improvements, such as first-time planting) were intro-
duced. These included vine cutting and thinning for the selection
of better tree species.

• Forest farmers formed large associations, which provided technical
assistance and simplified the paperwork needed to apply for incentives.
Until 1993, forest sector incentives were oriented solely toward plan-

tations. After these improvements, however, the government began to
provide financial support for natural forest management through Cer-
tificates of Payment for Natural Forest Management (Certificado de
Protección de Bosques, CAFMA), instituted in 1994. Like CAF and
CAFA, CAFMA is a title of nominative value in national currency, which
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may be traded or used to pay national or municipal taxes or tariffs.
CAFMAs supported the preparation of forest management plans and
the implementation of silvicultural treatments. In 1997, the CAFMA
system evolved into PSAs, which also cover the cost of the forest man-
agement plan or silvicultural treatments.

Forests as a Resource
The added production potential of the forest in standing timber can

be estimated at 3.7 million cubic meters per year, although the country’s
wood production is currently only 800,000 cubic meters per year. There-
fore, only 22 percent of the production potential is being used. How-
ever, natural forests are overexploited, secondary forests are unexploited,
and trees on forest plantations are still too young to harvest. The gov-
ernment seems unaware that by harvesting only the current production
potential, wood production could increase more than four times.

Some Costa Ricans may still believe that the income potential of cattle
farming is high, but as figure 1.5 shows, the export of wood and wood
products is beginning to overcome exports from the cattle farming sector.
The agricultural gross domestic product (AGDP) of livestock is still higher
than the GDP of the forest sector (figure 1.4, Annex table A-3), but the
growth potential of forests and forest activities is much greater. However,
cultural support for cattle ranching is difficult to separate from agricul-
tural policies and impedes support for the forest sector.

It will be several years before the forest industry has the capacity to
process annual wood growth and a market is developed for the produc-

Figure 1.5. Evolution of Livestock and Forest Exports
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tion increase. Costa Rica may need to invest for another 15 years to
create a well-developed forest sector. Costa Rica also has been a pio-
neer in the development of carbon markets, in which carbon stock and
carbon sequestration are sold as products, although the country is far
from selling its carbon sequestration potential. The potential wood pro-
duction and carbon sequestration of the natural forests are shown in
figure 1.7. Carbon sequestration could be as high as 37.5 million tons
of carbon.9 The capacity of this market depends on the willingness of
the largest emitters of greenhouse gases to fulfill their obligations under
the 1992 Framework Convention on Climate Change (FCCC). Never-
theless, Costa Rica has estimated this capacity to prepare for the time
when carbon credits can be traded in the global market (figure 1.7).
The carbon market is discussed in more detail in Chapter 4.

The potential of the Conservation Areas is difficult to measure. They
provide the majority of the infrastructure for agriculture, livestock, water
production, energy production, and tourism. The exact value of the
forests for ecotourism is not known, but they undoubtedly contribute
to Costa Rica’s tourist income.

Ecotourism may be one way to balance economic and environmental
goals for the forest sector. Ecotourism can provide income to Costa

Figure 1.6. Percentage Participation in Agricultural GDP (average, 7 years)

Source: Central Bank of Costa Rica.
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Ricans at local, regional, and national levels, and prevent deforestation
and forest degradation. Policies favoring ecotourism have been devel-
oped since 1994. They include the General Plan for the Land Use on
Coastal Zones, the Master Plan for Developing Tourism in the Papagayo
Gulf in Guanacaste, and the Plan for Marketing and Promoting Tour-
ism for Costa Rica. The National Training Institute (Instituto Nacional
de Aprendizaje, INA) has developed courses for hotel management and
services. The Daniel Oduber Airport in northern Costa Rica (near Liberia
in Guanacaste) opened for international flights and a new dock was
constructed in Puerto Caldera (Punta Arenas province) for cruise ships.
Brochures were published in several languages promoting Costa Rica’s
national parks. Ecotourism received another boost when President
Clinton visited the Braulio Carrillo National Park in 1997.

According to the Costa Rican Institute for Tourism (Instituto
Costarricense de Turismo, ICT),10 Costa Rica received 435,000 interna-
tional visitors in 1990 and earned US$275.2 million in tourist income. In
1997, the country had 787,000 visitors, who generated US$714.1 mil-
lion in income. Between 1990 and 1997, 38 percent of tourists visited the
country’s national parks, indicating the importance of forests for
ecotourism. In 1994, the entrance fee for the national parks was raised

Figure 1.7. Potential Annual Wood Production and Carbon Sequestration of Costa
   Rican Forests
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from approximately US$1–15 per foreign visitor. As a result, the number
of visitors declined significantly in 1994 and again in 1995, although it
stabilized in 1996 (figure 1.8). Despite the reduction in visits from 1993
to 1995, the income to national parks has increased. In 1990, there were
453,033 national and international visitors to the parks, while in 1997,
there were 715,104 (figure 1.8). Tourists stayed approximately 11.3 nights
during 1996, and 11.9 nights in 1997, and spent an average of US$108–
110 daily (MIDEPLAN 1997). There are no studies clarifying the net
amount of income generated by tourism or the amount of tourist income
that remains in Costa Rica.

Figure 1.8. Protected Areas and Tourism in Costa Rica, 1990–97
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The Compatibility of Incentives:

The Evolution of Costa Rican Policy
Economic development models directly and indirectly influence land

use. A country’s vision of its development and economic growth is very
important to the forest sector. Legal and institutional frameworks, eco-
nomic policies, and technological change are associated with specific
priorities and therefore with different types of land use decisions. This
section describes the dominant visions and macro-models of develop-
ment, as well as property rights, legislation, sectoral policies, and in-
centives since 1960.

The Inactive Forest Sector (1960–78)
Titling laws passed in the 1930s and 1940s, the growing population

(which increased from 860,000 people in 1950 to 1.73 million people
in 1970), and the introduction of chain saws and herbicides caused
massive deforestation in Costa Rica. It has been estimated that forest
cover declined by 16 percent during this period, from 72 percent of the
total land area in 1950 to 56 percent in 1970.

During the 1960s and 1970s, government policies and economic in-
teractions supported linking development to agriculture, cattle ranch-
ing, and other “basic” activities, which contributed to deforestation.11

During these years, politically powerful large ranchers’ associations lob-
bied successfully for government support of livestock farming and against
restrictions on converting forests to farmland (Edelman 1992). In the
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1970s, cattle ranchers and crop farmers who expanded their lands were
the principal cause of deforestation (Cleaver et al. 1992). Pastures in-
creased in area from 0.8 million to 2.2 million ha from 1950 to 1984.
In Latin America as a whole, the main cause of deforestation has been
the change in land use from forests to pastures and farmland.

Many farmers did not even use the trees that were cut down as for-
ests were converted to pastures and farmland. Farmers often did not
use adequate production practices to grow export crops, causing over-
exploitation of the soil. Forest land was undervalued and the value of
forest resources reduced to the price of the timber. Since timber was
abundant, no improvements were made in practices to increase the effi-
ciency or productivity of industrial activities related to this raw material.

The increase in demand for beef in the 1960s and 1970s was an
important reason for the expansion in cattle ranching. Cattle produc-
tion also has some inherent comparative advantages over other land
uses, including forestry: little starting capital is required, there is easy
access to markets even in areas without roads, it provides a yearly in-
come, and cattle can be used as collateral for loans. Other factors re-
duced the attractiveness of forest products: it is a long time between
harvests, for example. Protections for the forest industry reduced the
value of standing timber. The banking system offered no loans for for-
est projects. Trees and forests were not accepted as collateral for loans.
Forest sector institutions were weak and had limited ability to provide
technical assistance. The processing of forest harvesting permits was
time consuming and difficult.

Through government policies and loan support from multilateral and
bilateral agencies, cattle ranchers received benefits such as guaranteed
prices, loan increases, and soft loans. Between 1970 and 1983, the real
interest rate for livestock loans in Costa Rica was negative, sometimes
reaching -10 percent.12 During the same period, meat prices increased
from 246 cents/kg in 1960 to 359 cents/kg in 1970, then fell to 265
cents/kg in 1980 and 215 cents/kg in 1985. This drop in prices encour-
aged subsidies for cattle farming and changes in land use that promoted
deforestation.13 From 1956 to 1982, the livestock sector’s share in total
state loans rose from 13.8 percent to 23.3 percent, equal to 50 percent
of total agricultural loans. The cattle sector’s share has fallen drasti-
cally in recent years, but it still received 25 percent of the agricultural
loans in 1989. Its share in AGDP has never exceeded 10 percent, and is
only 6 percent of agricultural exports.14
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National legislation also indirectly contributed to deforestation
through the late 1970s. Costa Rican laws allowed farmers to gain the
right to own forest land if they could show that they had made im-
provements to their farms. Improvements included clearing the forest and
developing crop plantations (like sugar cane), or preparing the land for
agricultural production. In response, many farmers cleared as much for-
est land as they could in order to claim ownership and later sell it. To
stem the tide, the Institute of Lands and Colonization (ITCO) assumed
responsibility in 1962 for allocating land from national reserves of “un-
used” public lands. However, from 1950 to 1960, there was a dramatic
shift in land ownership. In 1950, public lands that were predominantly
natural forest represented 65 percent of territory; the remaining 35 per-
cent was privately owned. In the 1960s, this ratio was reversed: by 1973,
public lands represented 40 percent, and private ownership accounted
for 60 percent of the total land area.

Development Models
The country’s development models have emphasized an orientation

toward external markets since independence in 1848, but especially af-
ter 1945, when new agro-export products (desarrollo hacia fuera) were
introduced, including sugar, beef, and cocoa. (Coffee was the first ex-
port product in the nineteenth century, followed by bananas.)

The development model was modified in the 1960s, partly as a result
of the world price reduction in coffee and bananas. The idea was to
encourage an import substitution model (desarrollo hacia adentro) in
Central America by increasing industrialization through a union of five
countries in the Central American Common Market (CACM). The union
supported free trade within the countries and an agreement on a com-
mon external tariff (CET) on imports from third parties. Import substi-
tution faced problems from the beginning, and Costa Rica was the most
reluctant to participate, only joining the union after three years. By the
end of the 1970s, industrialization still had not taken off despite pro-
tection. Intraregional trade was declining as a proportion of total trade,
the growth rate of the gross domestic product (GDP) was declining in
all five countries (Bulmer-Thomas 1988), and political instability in the
region had negatively impacted the common market.

This import substitution model was supported mainly by production
from the agricultural sector. Trade barriers were built into all five coun-
tries’ industrial sectors, which depended heavily on imported capital
goods and parts and fossil fuels. Migration from rural to urban areas
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due to industrial concentration in urban centers also contributed to en-
vironmental problems through conversion of forests to farmland for
subsistence agriculture. The technological and institutional arrangement
was partially transformed and several structures were created to sup-
port the industrial sector.

Technology used in the forest sector from 1950 to 1970 was im-
ported, and in some cases tended to support deforestation as a means of
promoting economic development. The efficiency of machinery, trac-
tors, and other tools was associated with the rate of forest clearing and
growth in agricultural output, not with efficient timber milling, forest
conservation, or causing the least harm to natural resources.

The educational infrastructure matched the country’s vision of de-
velopment. Schools of agriculture, technical schools, and universities
were designed to train and produce the technicians and professionals
needed for agricultural and livestock development. Using environmen-
tally friendly methods of production was not stressed. On the contrary,
education tended to emphasize means of achieving the maximum yield
from the land, without consideration for forest preservation.

The Reactive Forest Sector (1979–90)
Due to the failure of the import substitution model and the Latin

American debt crisis, Costa Rica changed its development model
though several structural adjustment programs. The new model em-
phasized non-traditional exports to non-CACM countries. Because of
problems the CACM was facing, economic growth today depends
mostly on the performance of these exports and the tourist sector,
recently included in the model.

Elimination of subsidies and preferential programs changed produc-
tion patterns, although bananas and basic grains remained relatively im-
portant to national programs. In 1987, bananas represented 24 percent
of agricultural GDP, second only to coffee (26 percent). Bananas com-
prised 20 percent of total exports and earned US$228.6 million in 1988.
Between 1973 and 1984, banana plantations decreased in area from
35,000 to 22,000 ha, partly due to exchange rate overvaluation, poor
weather conditions, labor conflicts, and black sigatoka disease. In 1986,
banana production expanded at a rate of 2,000 ha/year and the banana
growing area shifted from the South Pacific to the Atlantic region. By
1993, an additional 5,000 ha would be transformed into banana planta-
tions at the forests’ expense. A cut in export taxes in 1989 and an export
subsidy of US$0.3 per box of bananas encouraged some land conversion
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in the margin. Basic grains grown for internal consumption also were
important beneficiaries of National Production Council (CNP) subsidies.
In 1983, the rice subsidy was 2.5 times the CIF price, beans 1.4 times,
sorghum 1.3 times, and corn 1.2 times. These policies were abandoned
with structural adjustment reforms.

Deforestation continued on all types of land, primarily for raising
livestock on land that was poorly suited for this use. The upward trend
in the deforestation rate leveled off in 1985, when markets for beef and
dairy products became less favorable, subsidies were eliminated,15 and
a timber shortage increased the demand for (and price of) wood. These
factors created an incentive to manage forests better. Less public sup-
port for livestock loans and agricultural colonization, and more secure
property rights allowed landowners to protect their property without
having to deforest it. These factors have checked the expansion of pas-
tures and croplands.

Government policies in general and economic policies in particular
have affected the use of forest resources. Export-led growth strength-
ened the non-traditional export production model. International agen-
cies such as the World Bank, the International Monetary Fund (IMF)
and the Inter-American Development Bank (IDB) provided funding to
support the model and link it to international trade without consider-
ing the environmental impacts. National legislation and presidential
decrees created fiscal and other incentives to encourage productive ac-
tivities. For example, several ministries and government offices pro-
vided technical and organizational support for exports and imports, as
well as loan opportunities from the national bank system, preferential
interest rates, insurance schemes, subsidies, and tax exemptions for cer-
tain agricultural activities.

Promotion of the production and export of non-traditional products
led to changes in fiscal policies and institutional reform. There has been
a shift to ad valorem taxes and a lowering of the CACM’s Common
External Tariff, as well as unilateral duty exoneration on imported in-
puts for non-traditional exports. Additionally, Tax Credit Certificates
(Certificados de Abono Tributario, CATs) were introduced in 1970 that
linked export values and offset tax liabilities. (The certificates were closed
to new applicants in 1996.) The exchange rate also converted from a
fixed to a flexible rate to encourage export growth. Institutional re-
forms included providing training programs for workers and businesses
through organizations such as the National Training Institute (Instituto
Nacional de Aprendizaje, INA), the Central American Business Admin-
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istration Institute (Instituto Centroamericano de Administración de
Empresas, INCAE), and public universities. New organizations, includ-
ing the Center for the Promotion of Exports and Investments (Centro
para la Promocion de las Exportaciones y de las Inversiones, CENPRO),
the Costa Rican Coalition for Development Initiatives (CINDE), and
the Ministry of Exports (MINEX) were established. CENPRO and
MINEX later became the Ministry of External Trade (Promotora de
Comercio Exterior, PROCOMER).

The agricultural sector again became a foundation for a new devel-
opment model. However, important changes were introduced, influ-
enced by international demands for environmental protection, the na-
tional debate on the environmental impacts of expanding banana plan-
tations, urban waste problems, the social and economic impacts of agro-
chemical contamination and residues, and increased awareness among
Costa Ricans of the country’s high deforestation rate.

The introduction of reforestation incentives in 1979 coincided with a
new sensitivity to environmental issues in Central American public ad-
ministration. In 1974, Venezuela created the first ministry in Latin America
to protect the environment, the Ministry of Environment and Natural
Renewable Resources, which became a model for many other countries.
In Costa Rica, the Arias Sánchez administration established MIRENEM
(the Ministry of Natural Resources, Energy and Mines) in 1986.
MIRENEM was the first ministry of its kind in Central America and the
Caribbean. This agency designed a National Strategy for Conservation
through Sustainable Development (Estrategia Nacional de Conservación
para el Desarrollo, ECODES). In 1988, incentives were introduced to
increase the participation of small and medium-sized farmers, who did
not necessarily have to pay taxes but were interested in reforestation.
Members of the forest sector formed political organizations (table 1.11),
which have the power to lobby for reforestation and other incentives.

Due to the political influence of farming organizations since 1970,
the following fiscal incentives favoring the forest sector have evolved:
• Income Tax Deduction (1979): Through the income tax deduction

introduced in 1979, the government promotes plantation forests to
obtain the raw material the country needs in order to prevent the
destruction of natural forests. Although this incentive was intended
to be extensive and motivate landowners, most of Costa Rica’s rural
population was excluded since only large landowners pay income
taxes. When the incentive was instituted, reforestation technologies
were not well developed. There also was not enough knowledge
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about nursery management of exotic and native species, or about
reforestation techniques and silvicultural management. The quality
of the first areas planted using this incentive was generally poor.

• Soft Credits (1983): In 1983, the National Banking System and a
program known as COREMA AID-032 established soft loans for
reforestation with an 8 percent interest rate and a ten-year grace
period. Payment periods are as long as 30 years, depending on the
species planted. Currently, four trusts are in effect.

• Forest Payment Title (Certificado de Abono Forestal, CAFs, 1986):
The current forest payment title, established in 1986, aims to
distribute resources for forest activities democratically. CAFs are
tax-exempt nominative titles with which any type of tax may be
paid. The titles are accessible to all landowners and can be negoti-
ated in the marketplace. Therefore, forest owners not paying taxes
can benefit from this incentive. Through the CAFs, the knowledge
of tree species, reforestation, and forest management techniques
improved, and farmers were more motivated to plant trees. As a
result, the quality of reforested areas improved.

• Fund for Municipalities and Organizations (1986): Forest Law
7032 established a tax on forest activities and allocated 20 percent
of the amount collected from the exploitation of timber to regional
organizations and municipalities. These funds may be used to
implement reforestation projects, manage watersheds, establish
nurseries, promote the extension and development of forests, and
build infrastructure like forest roads.

• Forest Advance Payment Titles (Certificados de Abono Forestal
por Adelantado, CAFA 1998): CAFAs were created in 1988
because small landowners were unable to invest in reforestation
and wait for the payment of titles. The amounts are paid before
reforestation activities are conducted, but recipients must be
organized into farming associations. The Department of Forest
Development for Farmers (Departamento de Desarrollo Forestal
Campesino) was instrumental in organizing small farmers for
forest development purposes.

• Fund for Forest Development (1998): This fund was created from
Costa Rica’s CAFA revenues and Dutch and Nordic revenues from
debt-for-nature swaps to support forest activities among small
farmers. The fund covered 35 percent of reforestation costs.
Farmers funded 15 percent of operations through valorization of
their own labor. CAFAs covered the remaining 50 percent. Once a
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reforestation project concluded, the farmer paid the loan back to a
revolving fund managed by a community organization in order to
continue supporting further reforestation activities.
 Opinions vary as to the success of these fiscal incentives. Some be-

lieve that reforestation failed. Although the country reforested nearly
140,000 ha by 1995, it does not have enough wood to supply the na-
tional market, which requires approximately one million cubic meters
of wood annually. This judgment is unfair since new forests need sev-
eral years to enter into full production. Some analysts estimate that
each reforested hectare should produce approximately 25 cubic meters
of wood per year, but this figure is exaggerated because growth rates
fluctuate between 10 and 40 cubic meters depending on the tree species
and quality of the site. Other analysts suggest that although the planta-
tions were not entirely successful, especially between 1979 and 1985,
some producers did not intend to take the timber to market. Many
small and medium-sized farmers were more interested in the long-term
environmental benefits of reforestation, and viewed the trees like money
in the bank, to be spent in the future when required.

A Change of Attitude: Moving Toward an Active Forest
Sector (1991–98)

The national debate on conservation and development grew before
the 1992 United Nations Conference for Environment and Develop-
ment (UNCED). These discussions, the ECODES initiative, and inter-
national opinion favoring the participation of the country in the UNCED
conference influenced the policies of the Calderon Fournier Adminis-
tration (1990–94). The government proclaimed “Hacia un Nuevo Orden
Ecológico de Cooperación Internacional”—“Let us move toward a new
ecological order of international cooperation” (Calderon Fournier 1990).
As one step in this direction, the Ministry of Natural Resources, En-
ergy, and Mining was established.

Since 1992, cattle and timber production and other activities tradi-
tionally associated with deforestation are no longer central to the Costa
Rican economy. During the early 1980s, beef exports provided 6 per-
cent to 8 percent of Costa Rica’s foreign exchange earnings; now they
account for less than 2 percent of those earnings. During the same pe-
riod, the contribution of livestock to the country’s GDP fell from 2.3
percent to 1.7 percent (Masis and Rodríguez 1994). The real value of
forest production, based on natural forests, fell by 50 percent between
1976 and 1985 (Cleaver et al. 1992).
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At the same time, economic sectors that stand to benefit from poli-
cies promoting reforestation have become more important. Thanks partly
to government subsidies and tax exemptions, tourism has evolved from
a marginal activity only a few years ago to one that generated US$685
million in 1994 and almost US$1 billion in 1998, about one-quarter of
the country’s foreign exchange income (Noguera 1995). Tourism is now
the country’s primary source of foreign exchange earnings. Since ap-
proximately 75 percent of the 400,000 tourists who came to Costa Rica
in 1992 visited the national parks, foreign tourists are key to the
industry’s viability (Boyce et al. 1994).

After CAFMA was instituted in 1996, the Figueres Olsen Adminis-
tration (1994–98) proclaimed support for a sustainable development
model. The four elements of the model are participatory democracy,
social investment, macroeconomic balance, and alliance with the envi-
ronment (Figueres Olsen 1996). The administration sought to continue
with structural change in the economy but pay more attention to social
and environmental issues.

Discussions about important changes in natural resource manage-
ment laws began in the 1990s. Environmental Law No. 7554, approved
in October 1995; Forest Law No. 7575, approved in April 1996; and
the first Biodiversity Law, approved in 1997, were signs of change in
the national vision.

Environmental Law No. 7554 was designed to prevent or reduce
exploitation of the environment. It created a National Environmental
Technical Secretary (SETENA) to approve environmental impact as-
sessments and a National Environmental Controller. It also transformed
the Ministry of Environment, Natural Resources, and Mines into the
Ministry of Environment and Energy.

Forest Law 7575 resulted from a discussion with forest sector orga-
nizations. This law introduced incentives for forest preservation, rather
than simply forest management and reforestation. The Forest Conser-
vation Certificate (Certificado de Conservación del Bosque, CCB) com-
pensated forest owners for part of the environmental services the forest
provided as long as timber had not been exploited for two years before
the application and would not be exploited for at least 20 years. The
CCB also included other important incentives to assure property rights
and property tax exemptions for owners of forested land. The law de-
regulated forest plantations by eliminating the need for permits for har-
vesting planted trees. It also created the National Forestry Office (Oficina
Nacional Forestal) and FONAFIFO to finance programs for develop-



34

Costa Rica: Forest Strategy and the Evolution of Land Use

ment of the forest sector, and the Forest Law also included the revolu-
tionary concept of Payment for Environmental Services.

The Biodiversity Law (7788) created rules and procedures for pros-
pecting biodiversity in the country (bioprospecting) and legally estab-
lished SINAC in 1998. Administratively, SINAC includes the National
Council of Conservation Areas, the Executive Department, the Conser-
vation Areas, the Regional Councils, and the Local Councils. The Na-
tional Council, Regional Councils and Local Councils provide the struc-
ture and the opportunities for citizen participation. Due to recent ap-
proval of Forest Law 7575, this structure has been implemented in only
a few Conservation Areas.

SINAC’s purpose is to improve the government’s ability to respond
to the increasing demand in Costa Rica for natural resource protection.
All 11 Conservation Areas are governed under the same development
and administrative strategy. Public and private activities are interrelated
and solutions are found in collaboration with the government and the
public. SINAC was established with the following objectives:
• Concentrate the three previous directorates (Dirección de Vida

Silvestre, Sistema de Parques Nacionales and Dirección General
Forestal) into one institution to achieve a unified policy.

• Transfer most of the public servants to the regions.
• Delegate decision making to the Conservation Areas.
• Share decision making with other stakeholders through the Re-

gional Environmental Councils.
Despite these legislative changes, the forest sector is still not very

important to the national economy, and therefore is often not consid-
ered a priority. The forest sector represented approximately 2 percent
of the Costa Rican GDP in 1997. Silvicultural activity accounted for an
average of 5 percent of the AGDP between 1990 and 1996. Timber and
improvements provided on average only 0.0085 percent of the total
GDP between 1990 and 1996. Timber accounted for 3 percent and for-
est improvements 2 percent of the AGDP in the same period, as shown
in figure 1.6 and Annex table A-3.

There seem to be many more opportunities for innovation and in-
creasing competitiveness in the forest sector, especially with greater
knowledge about forest management and commercialization of forest
products and services. But for Costa Rica to benefit from these oppor-
tunities, its institutional framework must change.
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The Evolution of Forest Legislation
The evolution of land use depends not only on policies but also on

the public’s attitude toward the forests. These attitudes are formalized
in different laws, according to the relative power of interest groups. A
brief description of four forest laws follows. This section summarizes
the evolution of legislation from 1969 to 1998 (table 3.1). Eight aspects
of that legislation are considered: the role of government, participation
of the private sector, the role of forest professionals, promotion of
changes in land use and concessions, regulation of plantations and
agroforestry systems, the forest industry, forest taxes, and instruments
to promote reforestation.

Role of the Government
Law 4465 (1969) assigned to the government the function of declar-

ing and managing national parks and wildlife reserves; conserving soil,
watersheds, and catchment areas; establishing and monitoring research
plots; growing plants in nurseries; and preparing studies on forest in-
dustries, wood and forest product exports and imports, reforestation of
demonstration plots and farms, and natural forest use.

Law 7032 (1986) and Law 7174 (1990) enhanced regulations re-
garding forests and private plantations. A centralized Forestry Institu-
tion with 10 technical departments was created to oversee the complex
procedures of planting, managing, cutting, and transporting forest prod-

3

PART II: THE WORLD BANK
AND COSTA RICA
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ucts. A strong legal department handled administrative procedures. These
complicated procedures were eliminated by Law 7575 (1996), which
delegated responsibilities to the regional forestry administrations
(FONAFIFO, the National Forestry Office [Oficina Nacional Forestal,
ONF], municipalities, and Regional Environmental Councils) and resulted
in greater institutional flexibility. Changes are still being made, but de-
centralization and regionalization has led to a more democratic process.
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Role of the Private Sector
The National Forestry Council (Consejo Forestal Nacional, CFN)

was created by Law 4465 with the participation of only one private
sector representative. Law 7032 assigned more representation to the
private sector and its participation in the CFN, whose function is to
advise the CFN minister on reforestation incentives.

Law 7575 created ONF, a public, nongovernmental entity formed
exclusively by representatives of the private sector, including all land-
owners, landowner organizations, environmental NGOs, and the for-
est industry. ONF’s main function is to recommend strategies and poli-
cies for forest development and to support the National Forestry Ad-
ministration in promoting forest development.

Role of Forest Professionals
In the first Forest Law (1969), no special qualifications were required

for preparing a forest management plan or initiating legal procedures in
the Forestry Directorate. There were only a few forest professionals
then and the technical aspects of forest exploitation were simple. Under
laws 7032 and 7174, forest management plans must be signed by a
registered forest professional.

To prepare and implement a management plan for natural forests,
Law 7575 requires that a Forest Manager (Regente Forestal) be hired, a
registered forest professional. The Forest Manager needs special train-
ing to supervise forest operations (Regencias), and generally has the
public’s trust, like lawyers and medical doctors. The government and
the Union of Professionals oversee the fair practice of the Regente.

Land Use Changes and Concessions
Laws 4465 and 7032 allowed the felling of timber and liquidation of

forests on private lands to create pastures and farmland. The government
also could grant concessions on public lands for forest exploitation. Law
7575 does not permit changes of use in privately owned forests or con-
cessions on public lands. If the law is implemented fully, the amount of
the country’s forested land could only be increased by reforestation and
regeneration of pastures and agricultural lands to secondary forests. An
appropriate control mechanism is vital to the law’s success.

Regulation of Plantations and Agroforestry Systems
Law 4465 deregulated plantations and agroforestry systems, requir-

ing no permit to establish or harvest plantations and trees in farms. Laws
7032 and 7174 introduced a strong control over trees no matter their
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location. The regulation of plantations introduced uncertainty among
private landowners about their ability to use their trees as they liked.

Law 7575 also deregulated plantations and trees in agroforestry sys-
tems. Owners of plantations or trees in an agroforestry system can har-
vest their timber without a permit. They can also transport the prod-
ucts with a certification that the wood comes from a plantation. The
new law eliminates uncertainties about ownership and the use of forest
products. Landowners are also free to decide about future land use of
the planted area after harvesting.

The Forest Industry
Law 4465 strongly protected the forest industry by implementing a

customs fee on imported wood products and tax exemptions, and pro-
hibiting the export of roundwood. The same protection continued in
Laws 7032 and 7174, but the government now intervenes in the indus-
try by regulating the installation of new wood processing plants, which
provides more protection to existing industries. For example, the in-
dustry must demonstrate that a proportion of its logs was supplied by
its own forests and that no new sawmills were built.

Law 7575 deregulated the forest industry, allowing anyone to estab-
lish a new industrial plant. Industrial plants also can import roundwood
to supply their wood needs. In a sense, the forest industry still enjoys
protection because forest owners are not permitted to export roundwood.

Collection of the Forest Tax
The Forest Tax is the Forest Administration’s source of income. Un-

der Forest Law 4465, the tax was first collected by the Public Treasury
Ministry, but later by the General Directorate of Forestry. The tax is
collected at the industrial site.

Instruments to Promote Reforestation, Forest Management,
and Conservation

Law 4465 created the system of deducting reforestation expenses from
income taxes. In this system, companies paying income tax could deduct
all expenses incurred in reforestation investments from the amount of the
tax. Generally, owners of forests and lands appropriate for reforestation
did not have access to this incentive because they were not taxpayers.

Law 7032 changed this system by creating the CAF. The system was
later complemented by CAFAs, CAFMA, and, in 1995, by the creation
of the Certificate for Forest Protection, known as CAFMA-2000. The
move from taxes to certificates for plantations and later to certificates
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for forest management and conservation made the promotion of for-
estry possible for all kinds of stakeholders and forest types.

In summary, Laws 4465, 7032, and 7174 have had both positive and
negative effects on the forest sector (table 3.2). The laws have generated
distortions, such as insecurity about land use changes and how land-
owners may use their trees. They do not adequately encourage invest-
ments in forestry or forest industries. They also have created ineffi-
ciency in the forest industry, assigning a low value to forests as an eco-
nomic resource. On the other hand, these laws gave government a clear
role in the administration of the sector, created a new set of instruments
to promote reforestation, and established the National Parks System.

The evolution of Costa Rica’s forest laws may indicate that the coun-
try has stopped using legal sanctions as the main instrument to end the
misuse of forest resources. Today, most agree that in addition to forest
management, forest legislation must encourage stakeholder participation.
The government must also develop more instruments that integrate the
value of forest resources and market its products and services. Only in
this way can the country guarantee sustainable forest development.

The Evolution of Institutions

Decentralization and Democratization
Reform has progressed more quickly in the forest and natural re-

sources sector than in any other area of the Costa Rican government.
The National System of Conservation Areas is a clear example of such
reform. SINAC is legally defined as a “system of management and insti-
tutional coordination that is decentralized and participatory.” SINAC’s
creation introduced sweeping changes in the organizational culture and
structure of Costa Rica’s forestry administration.

Culturally, the institution changed its focus to customer service.
SINAC also has shifted from being the sole government actor with re-
sponsibility for forests to becoming a facilitator and promoter, assign-
ing responsibilities to more specialized, nongovernmental organizations.
Regarding structure, three directorates were merged, a decentralized
forest administration was established, and the focus shifted from a func-
tional orientation emphasizing technical assistance to a process orien-
tation emphasizing inputs and products. These changes have allowed
more efficient use of remaining forest resources, flattened the institu-
tional structure, made that structure more democratic, and improved
the quality of services provided in the Conservation Areas.
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Decentralization also has meant the transfer of personnel and logis-
tical resources to different regions. The Conservation Areas manage
their own budgets and personnel. They implement all procedures re-
garding permits for concessions and management of protected areas,
private forests, and plantations. They also rank projects eligible for PSAs
and allocate PSA payments.

Democratization has been an active principle in the reshaping of
SINAC, evident in the public’s participation in the protected areas, the
buffer zones and private forests. Although public participation was
present in Costa Rica’s forest policy before SINAC, such participation
was one of SINAC’s defining principles.

The Organic Environmental Law (Ley Orgánica del Ambiente) of 1995
further promoted public participation by creating Environmental Regional
Councils. Law 7575 assigned new responsibilities for natural resources
to the councils. The Biodiversity Law of 1998 established the basic objec-
tive of “promoting active participation in all social sectors concerning
conservation and the ecological and sustainable use of biodiversity in
order to obtain social, economic and cultural sustainability.”

Evolution of the Financial System
Reforestation incentives established in 1979 have been an important

instrument in counteracting the effects of deforestation and environ-
mental degradation, but not deforestation itself. Later, these incentives
also addressed forest management (1992) and forest protection (1995).

The first generation of incentives (1979–80) allowed income tax de-
ductions for all reforestation investments. This system was not very
successful or fair, and led to the reforestation of only 35,000 ha. The
system changed in 1986 with Forestry Law 7575, which established an
indirect incentive to support private investments, commonly known as
Article 87. Many foreign and some domestic companies benefited from
investing in forest projects under this law, which exempted capital in-
puts from national and import taxes. Such companies include Ston For-
estal, Bosques Puerto Carrillo, Buen Precio, Flora and Fauna, and Macori.

The directed Forestry Credit is another instrument used to finance
the development of the forest sector. Executive Decree 1986 created the
Forestry Financing Department within the General Directorate of For-
estry in 1990. This department formed the basis for FONAFIFO in 1996.
Funds came from different sources, such as the national budget, the
forest tax, and donations from the USAID (U.S. Agency for Interna-
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tional Development) and ODA (then the Overseas Development Agency
of the United Kingdom). Forest activities financed by loans from
FONAFIFO include reforestation projects, bridge loans for temporary
funding, loans for nurseries, forest management, forest industries, tech-
nical studies, log extraction, equipment, working capital, agroforestry
systems, and seed establishment and management. FONAFIFO has be-
come the bank of the forest sector, with various mechanisms and areas
of investment. From 1996 to 1998, FONAFIFO funded at least 700 op-
erations for about 1,534 million colones, or approximately US$8 million.17

More than 22,000 small and medium-size forest landowners, with
a total area of 279,000 ha, benefit from forestry incentives and from
PSAs. Of the total, 145,000 ha correspond to reforestation, 102,000
ha to forest protection, and 32,000 ha to forest management (table
3.3). Government investment in these incentives from 1979 to 1997
totaled approximately US$100 million, while support of private in-
vestments under Article 87 reached at least US$32.8 million. Payments
for three years of PSAs totaled US$14 million. The total investment
during this period reached at least US$132 million (table 3.4). Foreign
direct investment in the forest sector of Costa Rica is the most impor-
tant in the Central American region. While there are no reliable data on
the exact amount of investment, its scale can be estimated based on the
investment in forest plantations. Foreign companies (Flora and Fauna,
Macori, Bosques Puerto Carrillo, Ston Forestal) have established about
22.929 hectares of forest plantations with direct foreign investment. Ex-

cluding the value of land
and associated industrial
development, the total
investment in the planta-
tions through 1997 is
US$32.8 million.

Benefits of the
Incentives Program
and the PSA

Through 1996, in-
vestments in forestry in-
centives and the PSA
amounted to US$130
million and covered an
area of 290,000 hect-
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ares. The investments in-
clude reforestation, forest
management, and conserva-
tion of forest, but there are
no reliable data on the fi-
nancial, economic, social,
and environmental benefits
of the investments. It is pos-
sible, however, to estimate
the economic value of refor-
estation using the Gmelina
species. Gmelina covers
more than 60 percent of the
planted area, and the calcu-
lation considers the poten-
tial commercial volume pro-
duce by such plantations
made until 1998, which will
be harvested around 2010. By that time there will be an accumulated
volume of 9.8 million cubic meters of wood. At the 1999 market price
for standing wood, the total value for the owners would be US$117
million.

Another value indicator is the Payment for the Water Environmental
Service. The first such payment—US$10 per hectare per year for refor-
estation, forest management, and protection of the Río Volcán water-
shed—was made by the private hydroelectric company (Energía Glo-
bal). The second project was negotiated with the Compañía Nacional
de Fuerza y Luz for US$40 per hectare per year for five years in the Río
Aranjuez watershed. Negotiations are currently under way for several
other projects with prices around US$40. A total of 200,000 ha are
subject to this incentive, so at the current market price, 75 percent of
that area could yield an annual payment of US$40/ha/year for five years.
This means a total of US$8 million per year and a total of US$40 mil-
lion in five years. Finally, if the 147,000 ha planted by the private sector
sequesters 500 thousand tons of carbon per year, and if we assume a
price of US$10 per ton (as in the case of Noruega-Costa Rica), the planted
area would be worth a total of US$5 million. If the tree crop is rotated
every 20 years, there would be a stock of 10 million tons of carbon with
an approximated value of US$100 million.

ehtrofsevitnecnInistnemtsevnI.4.3elbaT
79–9791,rotceStseroF

evitnecnifoepyT
tnuomA
)M$SU(

emocnimorfnoitcudeD 4.04
AFACdna)tnemyaPtseroFfoetacifitreC(FAC

)ecnavdAnitnemyaPtseroFfoetacifitreC(
6.54

)tnemeganaMtseroFfoetacifitreC(AMFAC 8.4
)dnuFtnempoleveDyrtseroF(FDF 8.6

)OFIFANOFybdetnarg(tiderC 2.2
)etacifitreCnoitcetorPtseroF(BPC 2.1

78elcitrA 8.23
)secivreSlatnemnorivnEroftnemyaP(ASP 0.41

latoT 8.641

ecnis,retaergeradetsevnistnuomaehT.8991OFIFANOF:ecruoS
revoctonod0991retfaOFIFANOFhguorhtdnadetnargsdnuftnemnrevog

.stsoclla



44

Costa Rica: Forest Strategy and the Evolution of Land Use

The Evolution of Organizations

The Public Sector
The General Directorate of Forestry was created in 1969 to manage

forests, national parks, and wildlife. Parks and wildlife later came under
the management of two other agencies: the National Parks Service, estab-
lished in 1973, and the Wildlife General Directorate, established in 1987.

The General Directorate of Forestry was located within the Ministry
of Agriculture until 1987, when it moved to MIRENEM. MIRENEM
evolved into MINAE in 1995. Also in 1995, the three directorates—
Forestry, National Parks and Wildlife—were consolidated into SINAC.
Once Forestry Law 7575 was approved, FONAFIFO, ONF, and the
Regional Environmental Councils were created and included in the
National Forestry Administration.

The Private Sector
The National Forestry Council (Consejo Forestal Nacional, CFN)

was formed in 1969 under Law 4465 by six members of the public
sector and one member of the private sector. The Forest Law of 1986
increased the number of private sector representatives to three. The
National Forestry Council is the first body to allow private sector par-
ticipation, although the body serves as an advisory group to the minis-
ter and has no decisionmaking power. Therefore, the private sector or-
ganized other associations, such as Aserraderos Unidos for the timber
milling industry, Cámara Nacional de Industriales de la Madera for
forest industries generally, and Cámara Nacional Forestal for foresters
and some industrial groups. During this period, unification of the sec-
tor was still not successful and the division between industry and for-
esters continued.

Due to multiple conflicts between the public and private sectors, a
Mixed Commission of the Public and Private Sector (Comisión Mixta
Sector Público, Sector Privado) was established in 1993 by Executive
Decree 22513-MIRENEM. The objective of the commission is to pro-
vide a permanent place for dialogue, coordination, and analysis of for-
est development. As a way to improve the coordination of private sec-
tor members, the Costa Rican Forestry Chamber (Cámara Costarricense
Forestal, CCF) was created in 1994.

Small forest farmers began to form their own organizations. In Sep-
tember 1991, they held the First National Rural Forest Congress (Primer
Congreso Nacional Forestal Campesino), where JUNAFORCA was es-
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tablished. JUNAFORCA and CCF organized the private sector into two
well-defined groups. Forestry Law 7575 was discussed and approved in
1996 with input from these groups. ONF also includes CCF and
JUNAFORCA representatives.

Organizations Affecting the Forest Sector
The organizational base of the forest sector is very wide. The current

government has a vision in which all organizations play a complemen-
tary role in forest management. The groups that have the most impact
on forest development are SINAC, ONF, FONAFIFO, CCF,
JUNAFORCA, the Regional Environmental Councils, the Costa-Rican
Office of Joint Implementation (Oficina Costarricense de
Implementación Conjunta, OCIC), and the Agronomists College
(Colegio de Ingenieros Agrónomos). OCIC is responsible for interna-
tional marketing of environmental services. The Agronomists College
provides control and sanctioning of the Forest Regents. A detailed de-
scription of each organization is provided in Annex C.

Role of Indigenous People and Women
The forest activities of women and indigenous people are not yet

fully recognized in Costa Rica. The main reason for this is that their
work primarily supplements household incomes and is not translated
immediately into products going to the market. With the growing inter-
est in bioprospecting and the development of nursery plantations, how-
ever, the knowledge and labor of indigenous people and women is in-
creasingly valued.

The Main Features of the Development
Costa Rica has applied a more consistent forest policy in the past 20

years. Today, this policy is much more comprehensive and innovative
than forest policies in other Central American countries.
• Costa Rica has a financial system to encourage reforestation of

plantations and management and conservation of natural forests.
Other Latin American countries, including Chile, Brazil, and
Panama, have only provided reforestation incentives, which
function like subsidies.

• Costa Rica has moved from a “command-and-control” forest
strategy to deregulation of harvests and delegation of responsibility
for forest management and conservation to private owners.
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• Costa Rica may be the first country to include certification in its
Forestry Law. The National Certification System, discussed below,
establishes standards for good forest management. These standards
eventually could be used as standards for international recognition
by the Forest Stewardship Council (discussed further in Chapter 4),
which establishes criteria for sustainable forest management.

• All Costa Rican landowners have access to forestry incentives and
environmental services payments, including carbon credits. Such
incentives are ongoing rather than provided on a project-by-project
basis, like debt-for-nature swaps, whose success depended on the
influence of international NGOs.

• Costa Rican forest owners have strong organizations that give
them technical support for reforestation, forest management, and
forest conservation. As a result, private sector participation in
forestry initiatives is increasing.

• The Natural Resources Administration has merged the administra-
tion of forest and protected area activities into a unified organiza-
tion, SINAC.

• Costa Rica is one of the leading countries in the effort to sell
carbon credits in the global market.

• Costa Rica is negotiating the value of biodiversity. For example,
the country is involved in bioprospecting initiatives with the
international chemical industry to identify useful chemicals and
ways to profit from the development of products. Costa Rica also
is one of the few nations involved in marketing future valuable
substances.
Details about some of the tools and mechanisms that have been devel-

oped in Costa Rica to support the forest sector are presented in section 4.

Does the World Bank Forest Strategy Make Sense in
Costa Rica?

The World Bank forest strategy had little to do with the development
of forest policy in Costa Rica. Bank operations in Costa Rica have been
limited to a few initiatives, which although consistent with its 1991
forest strategy, had only marginal influence on the implementation of
the country’s forest policy and its development of policy tools. While
the two policies share some common features, this is more a matter of
the confluence of two visions than of any direct influence.

One of the main reasons for the 1991 forest strategy was the defores-
tation and forest degradation. As noted, deforestation in Costa Rica
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has decreased in the past decade with the growth of an incentive system
that gives value to plantations forestry, forest conservation, and forest
management. The World Bank strategy emphasized the weak property
rights in many countries as an incentive to cut trees. In Costa Rica,
property rights are well established and the kind of feudal system
(latifundio-minifundio) present in many other Latin American coun-
tries does not exist in Costa Rica. Almost all farmers own their land
and the proportion of landless rural population is low. Costa Rica also
does not have problems with timber concessions.

Through the implementation of its forest policy, Costa Rica is ad-
dressing many of the strategies for forest development included in the
Bank’s 1991 forest strategy:
• Protecting forests: Costa Rica developed a strong protected areas

system that includes both public and private forest lands long
before the Bank developed its 1991 strategy.

• Forest zoning and regulation: Land use planning has been done
and most of the areas to be protected have already been declared
as Protected Areas. Production forests have already been designed.
A problem that exists is the intention of sectors of the country to
increase permanently the areas under protection, creating uncer-
tainty for the forest owners.

• Correcting private incentives: Many of the incentives for agricul-
ture have been eliminated, in part because of the adjustment
policies (Structural Adjustment Loans of the Bank) and because a
system of forestry incentives was developed.

• Reducing demand and increasing supply: The 1991 World Bank
forest strategy indicates that reducing demand for natural forest
products and increasing the supply of wood from other sources
would help to protect natural forests. In Costa Rica, the strategy
has been to protect natural forests, to improve management of
natural forests in order to maintain the supply from well-managed
forests (Costa Rica has standards of forest management that are an
obligation for all forest owners), and to reforest in order to
increase the supply of wood for all purposes. Costa Rica has also
increased interest in conserving and managing forests by developing
a market for biodiversity (ecotourism and biodiversity utilization).

• Strengthening forest institutions: Costa Rica has introduced
institutional reforms that decentralize the administration and
delegate many functions and responsibilities to forest professionals.
The system is in its first years of implementation and needs to be
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adapted and corrected. Evaluation of the activities of the forest
professionals is under way in order to improve the system.
The Bank has wide possibilities for future involvement in the forest

sector of Costa Rica, including:
• Projects and initiatives to protect biological diversity
• Consolidation and expansion of the PSA system
• Continuation of reforestation efforts
• Application of knowledge that has been developed to improve

plantations
• Incorporation of good forest management practices in the natural

forests that are now producing wood in order to make the supply
from natural forests sustainable

• As the supply from plantations increases, it will be necessary to
invest in the development of the forest industry in order to make
the supply effective.
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Payment for Environmental Services
One weakness in the current PSA system is that fossil fuel tax rev-

enues go through the Ministry of Finance due to the constitutional prin-
ciples of “unique accounting” and “centralized tax collection” (caja
única) that require tax revenues to be included in the national budget.
The total amount collected through the tax for PSAs has never been
fully budgeted for its original purpose. The amount allocated to PSAs
can vary greatly depending on the government’s budget deficit.

Table 4.1 proposes a ranking for the relative importance of environ-
mental services of different land uses. There is still much discussion about
how great a contribution to the environment each type of land use
(agroforestry, plantations, and secondary forests) provides. Protection of
natural forests, natural forest management, and secondary forests have a
similar ranking and receive higher marks than plantations and agroforestry
systems. It is more important to compare alternative systems, such as
pastures and agricultural crops, that score much lower in carbon seques-
tration, water quality and quantity, biodiversity, and scenic beauty.

Attempts have been made, some in Costa Rica, to assign a value to
environmental services before they gain a value in the markets. The CCT/
WRI study calculated the depreciation of the forests, soils, and fisheries
in the national accounts. Many of the valued resources were products

4
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like wood, fish, and mangroves, but forests also received credit for pre-
venting soil erosion and maintaining the capacity of soil to grow crops.18

In 1993, the World Bank prepared the Forest Sector Review for Costa
Rica.19 The review is the first attempt by the Bank to calculate the total
value of Costa Rican forests (table 4.2 shows the economic value of
various forest activities according to the Bank).
• According to the Bank, the value of services can be calculated by

discounting the flow of yearly rents and can be expressed as an
annual rent value.

• Twenty-eight percent of the rent corresponds to market values
(especially of wood) and 72 percent to non-market values.

• In the most pessimistic distribution of benefits, 66 percent of the
environmental services of forests are enjoyed by the global commu-
nity and only 34 percent by Costa Rica.

• The cumulative annual rent is US$208 million, of which US$137
million is enjoyed by the global community without compensation
for Costa Rican farmers, and US$71 million is received by Costa
Rica.
The study has some weaknesses. First, it considers only 1.3 million

ha of primary forests, while secondary forests, intervening forests, and
plantations also provide environmental services. It also exaggerates
the value of carbon sequestration. However, the study does highlight
some important points: the value of environmental services is high,
the global community receives the major benefits of these services,
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and owners of the resources that provide these services are not com-
pensated for their full value.

The Bank issued another study at the same time that the Forest Sec-
tor Review was released20 (table 4.3 presents rough estimates of envi-
ronmental values from primary forests according to the study). The
study arrives at a rent of US$102 to US$214 ha/year without considering
the value of wood, and US$170 to US$282 ha/year by considering the
value of wood. Although the values assigned by each study differ, both
studies support the importance of payment for environmental services.

In 1996, MINAE commissioned the Costa Rican Tropical Science
Center to conduct a study to obtain a scientific basis for assigning a
value to environmental services. The center recommended payments
for all four environmental services. The study distinguished between
primary and secondary forests, departing from the assumption that sec-
ondary forests provide fewer environmental services than natural for-
ests (table 4.4). However, the study did not reveal the criteria that are
used to distinguish between primary and secondary forests, or how com-
pensation should be calculated for reforestation, forest management,
forest conservation, or agroforestry systems.
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On February 26,
1997, MINAE
specified PSA
amounts (table 4.4).
The World Bank
and CCT studies
suggested fixing a
quantity per hectare
and year or a single
payment for one full
rotation or cutting
cycle. Instead,
MINAE fixed a pay-
ment for environ-
mental services for a
period of five years
and as a percentage
of the costs of estab-
lishing and manag-
ing different kinds of

forests. This amount is intended as a lump-sum compensation for all
environmental services. This decision was made to avoid disrupting CAFs,
CAFMAs, and CPBs. However, the system should change to a rent pay-
ment of a net present value payment to match practice with theory.

Why PSAs Were Introduced
PSAs were introduced in Costa Rica for five reasons. First, according

to the Structural Adjustment Program, distortions introduced through
subsidies such as CAFs, CAFMAs, and CPBs should be eliminated. Sec-
ond, the goal of PSAs is not simply to lighten the burden on the public
budget, but also to incorporate the “polluter pays” principle to shift the
burden to the beneficiaries of environmental services. Table 3.4 shows
that the government absorbed the entire burden, via the public budget, of
promoting the forest sector. Subsidies were a necessary incentive for re-
forestation activities since the revenues from traditional forest products,
especially wood, were largely insufficient to make these activities com-
petitive with other types of land use. These subsidies reached US$100
million between 1979 and 1996.

Third, subsidies had at least two negative consequences for the forest
sector. They perpetuated the image of a poor sector—a deficit-plagued
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branch of the economy de-
pendent on uncertain and ir-
regular state subsidies. They
also encouraged a fixation on
a single product, typically
wood, valued in monetary
terms, with a tendency to ne-
glect other forest services.
Subsidies also created depen-
dency on the government.

Fourth, the analyses show
that private landowners
must be paid for environ-
mental services to the na-
tional and international communities; otherwise, private landowners
will mine the forests or convert their land to other uses.21

Finally, one goal of PSAs is to attach noticeably greater monetary
value to environmental services, which hitherto have been largely ig-
nored. The payments should have a positive effect on forest manage-
ment: When a forest owner receives payment for environmental ser-
vices, he will give greater consideration to managing his forests and be
less inclined to change to other land uses.

Funding for PSAs
The 1996 Forestry Law, Article 69, allocates one-third of the rev-

enues from the fossil fuels tax to PSAs. In 15 months, nearly US$75
million in tax revenues were generated, but the promised one-third, or
US$25 million, has not yet been used for compensatory payments. Theo-
retically, the tax could yield up to US$19.8 million annually. However,
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the Ministry of Finance negotiated with forest owner associations pay-
ments of only US$6.5 million to US$7 million. Forest owners and their
associations are lobbying for full funding, but most other Costa Ricans
are unaware of the problem and therefore have not pressed the govern-
ment to change its policy. Because they pay with their own tax dollars
for services that the global community enjoys, private forest owners
have a right to compensation. (Forest owners currently receive the
amounts shown in table 4.5 for environmental services.)

The resulting revenues are administered by FONAFIFO, jointly man-
aged by the state and the private sector. The Forestry Law allows fund-
ing for PSAs from a tax on fuels and other petroleum derivatives, public
funds for CCBs, and revenues from selling Carbon Tradable Offset cer-
tificates (CTOs) to international buyers under the Joint Implementa-
tion (JI) mechanism.

Joint Implementation
JI is a unified effort by industrialized and developing countries to

curb global climate change. Through this mechanism, industrialized
countries have agreed to reduce their greenhouse gas emissions in com-
pliance with the Framework Convention on Climate Change and to
finance carbon reduction measures (such as reforestation, forest man-
agement, and forest conservation) in developing countries. Parties to
the convention may count the amount of carbon sequestered and emis-
sions avoided toward their national emission reduction targets.

The Costa Rican Office for Joint Implementation (OCIC) believes
that JI is the most important potential financing instrument for envi-
ronmental services. A functioning administrative structure is already in
place. It has enormous funding potential and involves financially strong
international beneficiaries. However, the future of JI is uncertain. The
pilot phase is not yet complete and information about the carbon quan-
tities bound through JI are not yet reliable.

Under JI, Costa Rica is trying to negotiate payment for global ser-
vices by buying CTOs, the only environmental services traded interna-
tionally. CTOs are financial instruments that can be used to transfer or
sell greenhouse gas offsets in the international market. FONAFIFO,
which is responsible for financing forest projects at the national level,
disburses payments to forest owners, who then relinquish their right to
market their forests’ carbon sequestration. FONAFIFO also calculates
the quantities of carbon bound by forest activities for OCIC. FONAFIFO
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is trying to sell CTOs to countries and firms willing to compensate for
their emissions through carbon sequestration activities.

The carbon market could yield between US$6.5 and US$13 million
annually if the market begins to operate fully. However, success de-
pends on progress made in the Climate Change Convention. The 1997
Conference of the Parties in Kyoto was promising because the parties
accepted the forests as an efficient sequestration mechanism. However,
lack of commitment by some countries exhibited at the 1998 Confer-
ence in Buenos Aires may hinder success.

Costa Rica signed a bilateral treaty with Norway in 1996 under JI to
purchase carbon bonds for 200,000 tons of carbon at US$10/ton, yield-
ing US$2 million for reforestation measures. These revenues already have
been disbursed to forest owners. Another transaction with the govern-
ment of the Netherlands reduces the equivalent of 500 tons of methane
gas through anaerobic treatment of coffee waste and energy savings
through biogas use. The Dutch government also financed reforestation
of 78 ha, and will receive the corresponding CTOs for both investments
(Castro et al. 1998).22

The Center for Financial Products, Ltd. from Norway is negotiating
with the Costa Rican government to purchase 1,000 CTOs for resale in
secondary financial markets. The company also signed an exclusive con-
tract with Costa Rica to broker 4 million tons of Costa Rican carbon
over the next 20 years. In 1997, Costa Rica signed memoranda of in-
tent with Switzerland and Finland to promote private investments in
CTOs, and has received US$500,000 from the World Bank (donated by
Japan) to improve commercialization mechanisms for CTOs (interview
with A. Gorbitz 1998). The carbon sequestration service may be viewed
as a product innovation, but it must be accompanied by organizational
and institutional innovations as well to make carbon sequestration a
market commodity.23

Improving the PSA System
Several changes would benefit the system. All revenues from the fos-

sil fuel tax should go toward PSAs and the tax should be collected for
an indefinite period (some people want to limit the tax to five years).
An annual sum per hectare per year should be paid as long as the land
remains under forest cover. OCIC should begin to recover the amounts
paid to farmers for services received by the global community through
the sale of carbon credits. The funds are then invested through
FONAFIFO.
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Even if this instrument receives global acceptance, other large forested
countries such as Brazil could take Costa Rica’s place as a partner to the
industrialized countries. Due to this uncertainty, it would be better to tap
many different sources of funding for PSAs rather than rely on JI rev-
enues. A smoothly functioning administrative structure for JI would serve
as a model for other national and international instruments to finance
Costa Rica’s forest sector. The country has a market-compatible instru-
ment at its fingertips for controlling the consumption of primary resources
via the prices charged for environmental services. Private sector consum-
ers of environmental services, including waterworks, power plants, the
tourist industry, and petroleum-processing companies, will likely pass on
the additional cost incurred in paying for environmental services to the
consumers of their products and services. The higher prices that result
will encourage consumers to use these resources more carefully.

For this theory to work, however, certain problems must be addressed.
First, the government could suspend payment of tax revenues to PSAs
at any time. Therefore, the state’s legal obligation to pay for these ser-
vices must be clarified. Second, the Convention on Climate Change needs
to support the payment of carbon credits by net emitters for carbon
sequestration through JI projects. Finally, national and international
compensation mechanisms must begin to function to maintain incen-
tives for planting, managing and conserving forests.

Biodiversity

Biodiversity Defined
Smitinand (1995)24 provides three categories of biodiversity. Genetic

diversity is the variation of genes within species covering distinct popu-
lations of the same species or genetic variation within a population.

Species diversity is
the variety of living
organisms on Earth.
Ecosystem diversity
is the variability of
habitats and biotic
communities, includ-
ing the variety of eco-
logical processes
within ecosystems.
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Costa Rica has an extremely wide representation of plant and ani-
mal species and ecosystems, as shown in table 4.6. A total of 85,891
species have been identified in Costa Rica, representing 6 percent of the
world’s 1.4 million known species (CONABIO 1998).

The Value of Biodiversity
One of the main reasons for forest preservation, especially preserva-

tion of tropical forests, is their wide range of biodiversity. Biodiversity
enhances the landscape and is part of the tourism infrastructure. Ac-
cording to Norton,25 biodiversity has at least three types of value:
• Commodity value: Some species can be bought or sold in the

marketplace.
• Amenity value: Many species improve our lives in non-material

ways by providing services such as recreation.
• Moral value: Species are valuable in themselves, and their worth

does not depend on their use.
Value also must be placed on the possibility of making a discovery

that will make a species useful to humanity. Additionally, one species
can be vital to the functioning of an entire ecosystem.

International biodiversity experts estimate that between 5 percent
and 8 percent of the total world’s biodiversity is found in Central Ameri-
can forests (INBio 1998). However, most landowners and countries do
not view biodiversity conservation as having economic value. On the
contrary, forest preservation incurs maintenance costs and the opportu-
nity cost of not using the land for crops, pastures, or other income-
producing uses.

Many species have been taken for free from tropical forests to produce
new medicines and biotechnological improvements. The signatories of
the Convention on Biological Diversity (CBD) in Rio de Janeiro in 1992
agreed on the need to change direction. These countries are working to
protect biodiversity by using their resources more wisely. Several signato-
ries are also negotiating bilateral agreements to protect biodiversity.

Using Biodiversity Wisely
The National Institute on Biodiversity (Instituto Nacional de

Biodiversidad, INBio) argues that the best way to conserve biodiversity
is to convert it into an instrument for sustainable human development.26

Costa Rica’s strategy for biodiversity conservation includes preserving
representative samples of all species, learning more about biodiversity,
and using plant and animal species in a sustainable way.
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Many efforts have been made in Costa Rica to both protect
biodiversity and generate income from it. Through tourism (the country’s
largest source of income since 1993), biodiversity is becoming market-
able, which has led to increasing awareness in Costa Rica of the eco-
nomic importance of preserving ecosystems. Moreover, knowledge about
the value of the forest is spreading though contacts between Costa Ricans
in the tourist industry and the tourists who visit the country. However,
land preservation is expensive and it is not expected that tourism alone
will generate enough income to cover the costs.

The other important method Costa Rica uses to market biodiversity
is biodiversity prospecting. INBio was created in 1989 to implement
this concept. Costa Rica’s National Council on Biodiversity (CONABIO,
1998) estimates that approximately 83 percent of the country’s have
not yet been identified. INBio is researching these species and chemicals
produced by plants, insects, and microorganisms that pharmaceutical,
medicinal, and agricultural industries may use. Through biological pros-
pecting activities, INBio has already been able to attract investments
from the international business community. Companies such as Merck
Pharmaceutical, BioCatalysis, Givaudane Roure, INDENA, AnalytiCon
and the British Technology Group, Ltd. have contracted terms with INBio
allowing these companies to benefit from biodiversity conservation and
bioprospecting (INBio 1998). In turn, these agreements provide that
INBio and the Costa Rican government will be paid if the pharmaceuti-
cal research leads to any new discoveries.

In another interesting approach to biodiversity prospecting, INBio is
training and working with parataxonomists. Parataxonomists live in
rural areas and in communities in the buffer zones of the protected
areas. They have traditional knowledge about local biodiversity that is
enhanced through special training. Parataxonomists retain knowledge
about biodiversity in their communities and their work with INBio pro-
vides them with a way to earn a living.

Introducing biodiversity conservation into the economy requires or-
ganizational and institutional adaptations. Protecting biodiversity
through the national park system demanded additional legislation to
reduce uncertainty about land use. The Biodiversity Law is helping build
trust and cooperation between the government and private landown-
ers, promotes using indigenous knowledge about biodiversity, and es-
tablished rules for conflict management in the appropriation of
biodiversity. Although this law places Costa Rica far ahead of other
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countries in biodiversity protection, the public must be better informed
if biodiversity is to be considered part of the country’s natural capital,
and thus part of the capital of the national economy.

Other Innovative Initiatives

Watershed Management
According to MINAE, hydroelectric power generated nearly 86 per-

cent of electricity in Costa Rica in 1991, and the country plans to in-
crease hydroelectric use. However, such an increase will be possible only
if forest resources—and especially forest vegetation in water catchment
areas—can be preserved. Forests are essential for regulating the water
flow in watersheds, without them fluctuations can be very large. Dry
periods alternate with heavy rain periods during which, due to the ab-
sence of vegetation, soil erosion can increase, causing silt to build up in
the watershed and the artificial lakes behind dams.

Therefore, it makes good sense financially to involve the electric power
industry in conserving forest resources. The Costa Rican Institute of
Electricity (ICE), run largely by the state, has a monopoly on the country’s
electricity supply. ICE likely will pass the costs of forest conservation
on to consumers by raising prices and using the additional revenue to
manage watersheds. As with the fuel tax, higher prices may provide an
additional incentive for consumers to save energy.

Through a recent initiative, Energía Global de Costa Rica S.A., a
private hydroelectric company, signed a contract with FUNDECOR, an
NGO for farmers in the watershed, and FONAFIFO. Under the con-
tract, the company pays US$10 per hectare per year to landowners in
the Río Volcán and Quebrada Volcancillo Watersheds to protect or re-
forest the areas where the company’s hydroelectric project is located
(FUNDECOR-Energía Global S.A. 1997). Admittedly, the project is
small compared to other hydro projects that may be developed in Cen-
tral America. However, by financing watershed management through
fees on electricity consumption and water use, the initiative may be-
come an important precedent for future development. FUNDECOR will
monitor the project and maintain a relationship with the landowners.
FONAFIFO will handle the financial records and pay landowners once
it has received approval from FUNDECOR. The total amount of this
contract ranges from US$1 million to US$1.2 million.
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Forest Management and Certification
National and international pressures forced a shift in forest policy from

timber extraction and concessions for timber exploitation to certification
of good forest management and custody of forest products. At the inter-
national level, environmental NGOs mounted a mass media campaign
against international trade of tropical wood, supposedly the main cause
of deforestation. The International Tropical Timber Organization (ITTO)
also published criteria for the Evaluation of Sustainable Management of
Tropical Forests in 1992. These guidelines are designed to maintain world
trade patterns in tropical woods despite pressure from environmentalists,
but also to promote sustainable management practices in accordance with
international environmental agreements.

At the national level, certification of good forest management and
wood products has emerged as an important and innovative option in
guaranteeing forest management. Other products had been certified for
a long time. The objective was to establish a system for ecological label-
ing of timber that would allow consumers to identify and purchase prod-
ucts from well-managed forest units. A third party verifies and provides
written certification that a product, process, or service complies with
specific requirements designed to protect the environment. Costa Rica
is one of the first countries in the world that includes certification of
sustainable management practices in its forest law.

Another NGO initiative developed for forest management is the For-
est Stewardship Council (FSC), whose goal is to promote responsible
environmental management of forest resources that is socially benefi-
cial and economically viable. Companies that want to assure consum-
ers that their forest management and their production processes com-
ply with environmental requirements volunteer for certification. Im-
portant principles promoted by FSC are respecting national legislation
and international accords; clarifying property rights of resources; re-
specting rights of indigenous, peasant, and other groups living within
or close to forested areas; respecting the rights of local workers and
adjacent communities; and planning all operations that will ensure for-
est sustainability.

Initiatives to establish the National Certification System are well
underway, and should be completed in 1999. National certification will
function as a quality control mechanism for forestry operations at low
cost to entrepreneurs, who will only have to comply with new regula-
tions. A National Certification Commission has been appointed by the
government with representatives from universities, research centers, and
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forest projects. The commission will approve criteria and indicators for
the sustainable management of natural forests and plantations. Another
committee also has been appointed to define criteria for the sustainable
management of secondary forests. The commission must approve the
committee’s recommendations. Terms for accrediting companies and or-
ganizations that want to become certifiers have already been published.
Once the certification groups are accredited, implementation of the na-
tional certification process can begin. These criteria will affect all of the
country’s forest management plans. Certification will be voluntary but
the control over certified forest management units will be reduced as will
the paperwork for permits and incentives for forest management.

Costa Rica already has six out of eight of Central America’s certified
projects: Flora and Fauna, FUNDECOR, PORTICO, Ston Forestal,
American Tree Farm, and TUVA Foundation (De Camino and Alfaro
1997). The other two projects are in Panama and Honduras. Guate-
mala also is beginning to certify community concessions.

The processes to establish principles, criteria, and indicators for sus-
tainable forest management are not limited to the FSC. The Helsinki and
Tarapoto processes include countries that subscribe to the Amazon Treaty,
and Lepaterique includes the Central American countries. After the
UNCED Conference in 1992, the International Standards Organization
(ISO) also decided to devise a series of norms (ISO 14000) for environ-
mental management instruments in order to modify company practices.

A Fragile System
Costa Rica has developed an innovative and comprehensive system

for forest management and conservation that may serve as a model for
other countries. However, the system is in its nascent stages. Some prob-
lems requiring resolution follow.
• Sustainable development is still not an official national objective.

The government does not give decisive support to forest manage-
ment and conservation because it has not fully internalized the
importance of the forests to production, exports, employment, and
a sound environment. At the same time that environmental au-
thorities are proposing advanced solutions for assigning value to
forests, they are fighting internally for a clear commitment from
the government to fund forest development. True success depends
largely on the government’s long-range commitment to forest
policies. If the government assigns less value to the forest sector, it
could greatly affect consolidation of these patterns. For example,
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an important opportunity will be missed if the government reduces
its support for PSAs before it is possible to consolidate a market
mechanism for them in the international trade of CTOs. The work
conducted by forest organizations and the forest supervisors
depends largely on this payment system. The strategic function of
organizations such as FONAFIFO, OCIC, and SINAC also would
be at risk.

• As in many other countries, Costa Rica has not defined its forest
sector needs or the necessary steps for forest conservation. Forestry
should be a long-term activity but in Costa Rica, it is managed
with day-to-day strategies. The country needs to define how much
land should be used for plantations, secondary forests, and natural
forests, and how much of the natural forest should be used for
production and conservation. The size of the protected areas
system and of the forests’ direct production system needs to be
defined.

• There is a trend in government favoring conservation over produc-
tion, with increasing restrictions on producers. For example, the
reserve of commercial volume that must remain standing after
harvest has increased and certain species have been excluded from
production without scientific support. There is a need for a clear
land use plan that defines the purpose and destiny of the land. In
this way, producers can work in areas designated for production
without worrying about new constraints or changes in regulations.

• A positive perception of the current system needs to be transferred
to—and empowered by—the public. The public is not familiar
with PSAs as financial transfers from companies to private land-
owners, and it is largely unaware that it is financing forest manage-
ment and conservation through the fossil fuel tax. The public must
be better informed so that citizens demand that the full amount of
the tax be allocated to forestry measures.
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The policies of multilateral and bilateral agencies have strongly in-

fluenced national forest sector policy in Costa Rica. Forest sector ac-
tivities have never been considered an economic alternative for most
bilateral- and multilateral-funded projects.27 A typical rural develop-
ment project created incentives for developing the infrastructure of farms
and food crops. Between 1950 and 1987, the World Bank approved
loans for six rural development projects for Costa Rica—five for agri-
culture and one for rural roads (table 5.1). About two-thirds of the loan
amount went to agriculture and one-third to rural roads. Between 1963
and 1980, other agencies in addition to the World Bank, such as the
Inter-American Development Bank and USAID, also financed agricul-
ture and rural development projects that directly supported beef pro-
duction for export, thereby stimulating deforestation.28

Since 1957, the Bank has approved 44 loans to Costa Rica for a total
of US$1,081.40 million (table 5.1), an average of US$26 million per
project. Structural adjustment, the public sector, and pensions have re-
ceived four loans for US$400 million, or 36.7 percent of the total. Elec-
tricity, communications, roads, and transportation have received 18 loans
for US$386 million, or 35.4 percent of the total. Agriculture has re-
ceived six loans for US$100.5 million, or 9.2 percent of the total. Envi-
ronmental and forest sector projects began in 1998; they will receive
two loans for US$27 million, or only 2.5 percent of the project portfolio.

The figures shown for the loans are not large but are impressive
enough for a small country like Costa Rica. Between 1987 and 1993,

5
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the rates of nominal pro-
tection for corn and beans
were 41 percent and 31
percent, respectively, and
the rate for logs was -50
percent. Although there
are no figures for live-
stock, they were surely
positive.29

The emphasis of
World Bank, IMF, and
IDB policies has changed
during the past 20 years.
Trade liberalization
obliged governments to
eliminate distortions in
their policies. Most
projects financing subsi-
dized agricultural loans,
tariffs, and tax reduc-

tions, flexible exchange rates, and flexible interest rates have ended.
Liberalization indirectly reduced the pressure for deforestation, but
lower profits on annual crops have caused farmers to clear more for-
est land.

Structural Adjustment Loans (SALs)
Central America is following the international trends of globaliza-

tion, free trade, and financial liberalization. The Latin American coun-
tries also are trying to access the North American Free Trade Agree-
ment (NAFTA) to change external funding through loans and dona-
tions to more intensive commercial trade. In a move to create condi-
tions that will intensify trade, the World Bank created Structural Ad-
justment Programs (SAPs), which have been present in the Costa Rican
economy since the 1980s.

SAPs aim primarily to introduce financial stability, correct macroeco-
nomic imbalances, and restore confidence in the economy. Other objec-
tives are to introduce further policy reforms and support the country’s
productive capacity. Natural resource and forest considerations are noto-
riously absent, and only the “tico-style adjustment” (ajuste a la tica)30

tries to counterbalance this absence with a defined natural resources policy.
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The financial crisis of the 1980s and government mismanagement
left Costa Rica with large budget and trade deficits, high inflation, and
low levels of savings and investment. To remedy this situation, the first
SAP was introduced during the 1982–86 Costa Rican administration,
the second during the 1986–90 administration, and the third during the
1994–98 administration. Structural Adjustment Loans (SALs) were
US$80 million in 1985, US$100 million in 1987, and US$100 million
in 1994 (table 5.1). Over 40 percent of World Bank loans have been
SALs since they were introduced in 1983 (box 5.1).

Before the SALs, agricultural policies focused on guaranty prices,
subsidies for agrochemicals, preferential interest rates, free technical
assistance, and crop insurance. These incentives and other practices,
such as the condoning of debts due to loss of agriculture production
(e.g., Law FODEA), encouraged people to expand production systems,
especially cattle ranching, to forested areas. Consequently, deforesta-
tion rates reached 30 and 40 thousand hectares per year. Meat exports
grew from 1.6 percent in 1950 to 10.3 percent in 1984, with an average
price of US$2.6 per kilo.

Box 5.1. Principal Goals of Structural Adjustment Programs I (1985), II
(1989), and III (1993)

In international trade
• Introduce a flexible exchange rate
• Reduce tariffs
• Eliminate taxes on non-traditional exports
In the financial system
• Maintain positive real interest rates
• Reduce losses of the monetary authority
• Introduce policies to modernize the national financial system, including the

insurance and pension systems
• Liberalize the interest rate in the financial market
In agricultural production
• Introduce policies that achieve more efficiency in basic grain production for

international markets
In public administration
• Reduce public expenditures
• Privatize subsidiary companies of the state-owned corporation CODESA
• Increase in government income through new taxes and improved efficiency in tax

collection
• Maintain a constant real wage

Source: Segura et al. 1996.
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The SALs introduced important changes in economic policies by the
mid-1980s. For instance, they eliminated subsidies in the interest rates,
eliminated price guarantees, privatized some state-owned companies,
and forced cutbacks in government spending to control budget deficits.
Bank credit for cattle decreased and meat exports fell to less than 8
percent, which coincided with a decrease of international meat prices to
US$2.1 per kilogram in 1994.

The indirect consequence of these structural adjustments for the forest
was that deforestation rates decreased to about 18,000 hectares per year in
the early 1990s, a trend that continued until 1997. In that year, a positive
balance was achieved, influenced by the growth of secondary forest in land
that had been abandoned or was previously used for agriculture.

Until 1996 it was necessary to clear land in order to have it titled, a
practice that was further encouraged by the fact that only crops and
animals on that land could be used as a guarantee for bank credit. This
situation changed with the passage of Law 7575, which allows the use
of forest as collateral.

Economic policies during the 1970s and 1980s had a clear anti-forest bias:
• With the original model of development, urban-based industry was

protected and the agricultural sector produced the food necessary
for city inhabitants and for exports; migrations from the rural to
the urban areas were prevented insofar as was possible.

• To ensure such a role for the agricultural sector it was subsidized
via guaranteed prices, preferential interest rates, insurance, subsi-
dies on agrochemicals, and the State purchase of total production.

• Land distribution and titling was linked to the clearance of
forest in such a way that deforestation was institutionalized as
common practice.

• Economic policies encouraged productive activities in the rural
area that concentrated on agriculture and cattle ranching and
discouraged forest sector development.
The SALs, therefore, have helped to eliminate the anti-forest bias

through new economic policies. The new model of development, also
supported by the World Bank, promotes liberalization of the markets
and exports of non-traditional agro-export products. This model intro-
duced another set of policies that includes elimination of quota restric-
tions for imports of basic grains and beans, lowering of tariffs for im-
ports, and the creation of incentives and subsidies (such as CATs,
Certificados de Abono Tributario), to encourage the new export sector.
Some of the export crops were produced in deforested areas (e.g., bananas
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in the Atlantic region); these exports also require intensive use of chemical
inputs. The final balance between SALs and the environment is complex,
multifaceted, and generally indirect. Table 5.2 shows the probable im-
pact of livestock policy on natural forests.

Assessing the impact of the SALs on the environment is complicated
by the fact that the SALs have changed over time. They have evolved
from the early 1980s when SALs neglected social and environmental
impacts, to the recognition of social impacts in the mid-1980s, to the
incorporation of social concerns and recognition of environmental im-
pacts in the late 1980s, and finally to the consideration of
complementarities and compensatory policies for social and environ-
mental concerns in the 1990s. Although the policy changes wrought by
the SALs have been important, however, they still have not explicitly
assessed the relationship between the environment and the national
economy. This is in part due to the hybrid policy process in Costa Rica
and in part due to national politics, which includes interest group lob-
bying that modifies the agenda. It appears now that the pace of policy
reforms has slowed and the innovations have ended. Two things will
therefore be important in the future: First, further research is needed
into the environmental impacts of the SALs, and second, environmental
(and forest) considerations need to be explicitly included in future Bank
loans, since even the Program Completion Reports of SAL I and II (Loans
2518 and 3005-CR) do not have a section for this purpose.

Bank loans for the agricultural sector have likewise not explicitly
considered forest or environmental areas, or when they did (indirectly),
they were linked to other macroeconomic or broad sector policy re-
forms. The Export Financing Fund (FOPEX) and other funds available
for exports (e.g., Export Development Loan [Loan 2274-CR]), though
sufficient for other activities, have not been promoting forest sector
activities and lending systems. In other cases, loans that may indirectly
benefit the forest sector (e.g., Agricultural Sector Investment and Insti-
tutional Development [Loan number 3447-CR, signed in 1992]) have
been terminated because of the country’s failure to comply with effec-
tiveness conditions and critical delays in legislative procedures. Loan
3447-CR considered research in agriculture, land use classification, soil
erosion programs, demarcation of national parks and reserves, land
titling and settlement conditions for 23,500 parcels of land and tech-
nology transfer for small farmers. However, the loan was conditioned
on the elimination of quota restrictions on the import and export of
basic grains and beans, establishment of a maximum 20 percent tariff
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on the import of basic grains and beans, and elimination of price con-
trols on basic grains and beans. In this case, the Bank linked highly
important specific investments related to natural resources management
and social improvement to objectives more attuned to dealing with mac-
roeconomic policies. In the end, neither objective was achieved.

Influence of the World Bank after 1991
Before 1991, there was no World Bank activity in Costa Rica’s forest

sector (table 5.1 and table 5.3). Since 1991, a total of US$368 million
in World Bank projects have been directed to Costa Rica. Of these, only
two (with INBio and FUNDECOR) were related to biodiversity or for-
ests after 1991, for a total of US$7.5 million. Only in 1993 did the
Bank prepare a Forest Sector Review. In 1996, the International Finan-
cial Corporation (IFC) of the World Bank Group established a small
program for the sale of wood futures with FUNDECOR. INBio’s
Biodiversity Resources Development Project was established in 1998.
There is a new Ecomarkets project under discussion with the Bank, the
GEF, IFC, and the Prototype Carbon Fund.

Consistent with the Forest Sector Review and the Bank’s emphasis
on multisectoral approaches, in-depth forest sector reviews were con-
ducted in other countries after 1991.31 Through 1994, the Bank con-
ducted nine forest sector studies, compared with 15 before 1991. The
reviews concluded that undervaluation of forests, a poorly regulated
private sector, unwise promotion of alternative land uses, and macro-
economic policies have had significant impacts on forest resources. The
Bank increased its re-
view in countries
demonstrating these
effects, strengthening
the case for policy re-
form and institu-
tional change.

The Costa Rican
Forest Sector Review
confirmed many
ideas, concepts, and
policy proposals al-
ready under discus-
sion, although it did
contain some biased
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opinions and misconceptions. The paper also introduced many impor-
tant ideas that influenced Costa Rican policy.

The Bank offered strong support for PSAs. The review said clearly
that is difficult to capture the value of environmental benefits provided
by forests. However, because the majority of these services are enjoyed
globally, “The World should pay for the environmental benefits that
Costa Rica produces.” The paper also provided figures that calculate
the value of the 66 percent of the benefits that are global. From only 1.3
million ha in Costa Rica, the world accrues benefits of US$119 million
to US$286 million. The report proposed a fee for hotels that profit
from public reserves and devising contracts for pharmaceutical research
that use biological resources. Further, it stated that the only mecha-
nisms for identifying carbon sequestration values are grants from bilat-
eral organizations, private sector and international NGOs, GEF funds,
and debt-for-nature swaps (none of which are market mechanisms). The
report also recommended transferring a minimum of US$62 million to
Costa Rica annually. The need for compensation still exists, and the
measures suggested by the report are still considered “gifts” from the
developed countries and not compensation for environmental services.

The Bank suggested improving the financial management of national
parks as a means of protecting biodiversity. The report also proposed
increasing entrance fees to the parks with higher fees for foreign tour-
ists. Costa Rica adopted this recommendation. The price differential
has been controversial, but the government reasons that foreign tour-
ists can pay higher entrance fees if Costa Ricans are paying higher taxes
to protect the forests. The increased fee has also yielded greater income
for national parks.

The review recommended deregulating harvesting in forest plantations
and the import and export of forest products, including logs. Both rec-
ommendations were adopted, although logs were exempted. This excep-
tion may reduce Costa Rican log prices due to foreign competition, espe-
cially for pine and other fast-growing species from the natural forests.

 The Costa Rican government is considering several other ideas from
the Forest Sector Review:
• The study confirmed that incentives for agriculture and pastures

and the lack of incentives for forestry have been a principal cause
of deforestation.

• The review accepted subsidies for natural forest management and
suggested that they should be increased. The paper and related
documents prepared by the Bank favored CAFMAs and calculated
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a reasonable level of subsidy, considering the current CAFMA
level. Depending on the interest rate, the subsidy could range from
US$779 to US$781 per ha per crop rotation, with an annual
equivalent of US$117 to US$156 per ha.

• The Bank suggested reorienting incentives to protect environmental
values. Landowners who sign a management agreement should
receive protection against expropriation and squatters, priority
forest land titling and demarcation, protection against fires and
pests, and compensation up to US$50 per year. The forest law
included most of these suggestions, although the amount of
compensation is much lower.32

The review called attention to issues such as obtaining funds for admin-
istering the system, ensuring that natural forest management is compatible
with conservation objectives, establishing criteria for forest protection, and
allocating institutional responsibilities in the Conservation Areas.

However, the document also included some biased opinions and mis-
conceptions. First, the Bank strongly emphasized environmental pro-
tection over development, but the objective for developing countries
should be sustainable development. Some analysts expect an exponen-
tial increase in wood exports when 150,000 ha of trees planted on plan-
tations become mature, more than doubling the country’s supply of
industrial wood.33 Large investments in expanding the forest industry
are needed to make these exports possible, but the Bank put no empha-
sis on these vital production issues.

The Bank also views plantation subsidies as subsidies for private com-
mercial activities that are environmentally insensitive and yield lower
biodiversity or carbon sink benefits than natural forests. However, pri-
vate commercial activities are necessary for a developing country, espe-
cially when they are compatible with the environment and promote
social equity. The statement is biased, and fails to consider the impor-
tant role of plantations in improving land use and increasing wood pro-
duction. Moreover, plantations are not environmentally insensitive if
the land was used for pastures or agricultural crops in forest soils. Plan-
tations are more efficient carbon sinks than secondary, intervening, and
primary forests. This kind of misconception should not appear in a
World Bank document.

The Bank also mistakenly states that plantation subsidies will “forego
[sic] the opportunity of maintaining or growing again a natural forest.”
However, plantation incentives are not to blame for deforestation of
natural forests. The lack of support for these forests is due to the lack of



72

Costa Rica: Forest Strategy and the Evolution of Land Use

incentives for them and to the abundance of incentives for other land
uses, including agriculture and plantations.

It would be better for Costa Rica to invest in incentives for existing
secondary forests than to change subsidies from plantations to natural
forest regeneration. The government is trying to develop a balanced
strategy for supporting plantations, forest management, and conserva-
tion. Both plantations and management of secondary forests need to be
promoted under the objective of sustainable development. Forest planta-
tions are highly profitable—even more profitable than cattle ranching at
interest rates up to 15 percent. Indeed, since 1996, wood exports have
outstripped exports of meat. With incentives, plantations have higher
border prices than cattle up to an interest rate of 20 percent.34 Therefore,
reforestation is an attractive alternative to cattle farming in forest soils.35

The Bank also recommended buying land from private owners, in-
cluding farmers, cattle ranchers and communities, to protect biodiversity
reserves. But such land purchases are another way of sending people
away. Theoretically, it is the easiest way, but it does not promote sus-
tainable development. The buying of private land excludes the possibil-
ity of integrating people into the management of protected areas, which
has benefits for them. Costa Rica usually declares a protected area with-
out consulting the public. Once declared, the land has many legal use
restrictions and prices diminish as a result. This policy creates a com-
petitive advantage for land purchasers who want to protect the envi-
ronment and disadvantages for landowners. Low prices mean that farm-
ers cannot recover by purchasing another area equal in size and poten-
tial. Landowners are obliged to leave the area once the contract is signed,
but often, the land is not completely paid for or farmers receive no
payment at all. Many farmers are forced to migrate to the cities, where
farmers face an uncertain future. Allowing landowners in biodiversity
reserves to exchange their land for land of a similar quality in similar
conditions would be more socially acceptable. Another option is to allow
private landowners to manage the reserves and share in the profits.36

The Forest Sector Review presented a much more interesting set of
policy recommendations than the Bank had previously developed. The
document has had a positive impact not only Costa Rica but also on
other Central American countries. However, World Bank biases reflected
in the document reinforce some of the problems already present in the
Bank and in its traditional country policies. The document shows that
the Bank does not give priority to the forest industry.
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The review’s recommendations for protecting biodiversity reserves
also leave great doubt about sustainability, efficiency, and institutional
development in the forest sector. Instead of creating opportunities for
the local and international economy by recommending initiatives fa-
voring biodiversity protection, tourism, research, and other forms of
community participation, the Bank recommended environmental pro-
tection measures alone. Because this alternative is economically ineffi-
cient and socially inequitable, it will be difficult to sustain in the long run.

The Bank has so far omitted natural forest management from its
policies and financing practices. The “Forest for Life Initiative” between
the World Wildlife Fund and the World Bank targets good forest man-
agement and certification of 100 million ha. This initiative could pro-
vide an opportunity to promote sound forest management in natural
primary forests using certification as a monitoring tool.

Loans after the 1991 Forest Project37

The Conservation Area Management Project: A Failed Attempt
The Conservation Area Management Project (CAM) was proposed to

protect Costa Rica’s biodiversity, balance the country’s resource needs
with global demands for biodiversity preservation, and help curb defor-
estation. CAM was never approved, but was expected to begin with a
US$70 million investment. The last version considered an investment of
only US$23.2 million, including a US$15 million loan from the World Bank.

The natural resource management, institutions, and policies compo-
nents of the proposed project contained the following elements:
• Identification and establishment of the boundaries of key protected areas
• Description of physical and economic characteristics of the

country’s natural resources through cartography and geographic
information systems

• Improvement of forestry technology in forest plantations
• Analysis of sectoral policies and institutions to improve

MINEREM´s decisionmaking ability
CAM proponents believe that it was technically qualified. The project

was a priority for the natural resource authorities and satisfactory to
the Bank, which even selected CAM as an example for Latin America.
Nonetheless, the Bank and the Costa Rican government failed to ap-
prove the project, for the following reasons:
• When CAM was proposed, many approved loans with bilateral

and multilateral funding institutions were not executed.
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• The government decided to curtail external loans, but made an
exception with the CAM project in order to maintain a relation-
ship with the Bank. However, the government wanted a small
project that did not jeopardize counterpart funds or significantly
increase an already heavy loan portfolio. On the other hand, the
Bank pressed the government to support a large project that would
be interesting to the Bank and the division in charge. This differ-
ence in perspective and a lack of understanding by Bank middle
managers for the Costa Rican viewpoint was one of the main
reasons the project was not approved.

• The Bank was concerned about conditions for implementing the
project, such as approval in the National Assembly and the avail-
ability of counterpart funds.

• The formulation of the project by two different teams caused prob-
lems. INBio, which was in charge of project development, prepared
the first draft with local consultants. The next draft was prepared by
INBio again, but with more participation from Bank specialists.

• The project formulation was funded with a Project Development
Fund (PDF) from Japan. Other projects wanted access to the PDF,
diminishing the resources for project formulation. This appeared to
reflect an unclear definition of internal priorities by the World Bank.

• The project apparently did not have enough internal support.
INBio is not a government agency and MIRENEM and the Minis-
try of Science and Technology had secondary roles in the negotia-
tions. The government never completely endorsed the project.

• The Bank did not accept fiduciary funds to manage the project.
These funds should have been managed by communities and local
organizations and not by MIRENEM.

The IFC and Sales of Wood Futures (1996)
A major problem in forestry is irregular cash flow. On plantations,

income is earned only with commercial thinning and the final harvest.
For natural forests, income is produced only once in each cutting cycle,
which varies in Costa Rica from 15 to 25 years.

In response, FUNDECOR38 developed a system to buy wood in ad-
vance from a forest management unit. The objectives of the system are
threefold: Enable the owners of natural forests and young plantations
to earn income before the year of the harvest, make money available
quickly to improve the cash flow of landowners and reduce the risk of
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land use changes, and avoid agreements between farmers and loggers
that are unfavorable to farmers.

To fund the system, FUNDECOR asked for a loan from the IFC. The
GEF provided US$500,000 in loans through the IFC and the system
was ready to operate in 1996. The IFC disbursement is placed in the
Interfin Bank in a fiduciary fund. The Interfin Bank formalizes all sales
contracts and makes payment to forest owners.

Wood futures are sold to fund natural forest management and refor-
estation activities. FUNDECOR pays between US$75 and US$125 per
ha for forest management as a down payment for sales to the founda-
tion of all the stumpage (the total volume of standing timber) autho-
rized by the Conservation Area in the forest management plan. The
amount of the down payment per hectare depends on the location of
the forest, the volume of the effective harvest per hectare, and the pro-
portion of semi-hard and soft woods in the inventory.

Before the harvest, FUNDECOR offers the wood in an open auction
to get the best price possible. The loggers receive information about the
volume of the harvest and the tree species it includes. The conditions of
the sales contract are also established. Once the sale is finalized, the
logger can begin harvesting the trees under the supervision of
FUNDECOR, which requires low-impact logging methods. FUNDECOR
then pays the owner for the full amount of the sale and discounts the
advanced down payment, charging an annual interest rate of 11 percent.

Advance wood sales from plantations or reforestation activities are
conducted differently. These agreements permit the sale of 40 to 80
cubic meters of standing wood, or 20 percent to 40 percent of the har-
vest. The price per hectare depends on the age of the forest before the
harvest (the forest must be at least three years old), the ease of accessi-
bility, and the proportion of semi-hard and soft woods. The age of the
forest also determines the number of annual advances to the farmer (table
5.4 shows the payment schedule under different conditions). The agree-
ment establishes conditions for the quality, diameter, and length of logs.
It is assumed that the rotation age is 15 years. The owner of the planta-
tion is responsible for delivering the sold wood the year of the harvest.

The project has benefited 39 forest owners with an approximate area of
1,100 ha and an investment of around US$300,000. Table 5.5presents the
results in detail. Until 1999, farmers received around 60 percent of the
funds. The project is very innovative, but it currently has a limited effect.
More funds should be allocated to such initiatives, starting with a pilot
project and moving to full-scale projects throughout Costa Rica.
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The Biodiversity Resources Development Project (1998)39

In 1994, INBio initiated the Total Biodiversity Inventory Project
(INBITTA) in the Guanacaste Conservation Area to create an inventory
of all plant and animal species. INBio asked Canada, Norway’s Devel-
opment Agency (NORAD) and Holland to participate, but the project
was too complicated and, at a cost of US$80 million to US$90 million,
too difficult to fund. INBITTA was replaced by the Biodiversity Re-
sources Development Project at a cost of US$11 million. The project
was funded by INBio, which contributed US$4 million, and the GEF,
which contributed US$7 million. The GEF funded the project because it
addresses all three objectives of the Convention on Biological Diversity:
conservation, sustainable use, and equitable benefit sharing.

The overall objectives of the project are to demonstrate that increased
knowledge and information about particular species enhance their value
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and the marketability of biodiversity services. Specific objectives include
developing a framework for undertaking a biodiversity inventory of
priority subgroups in priority conservation areas, collecting and cata-
loguing activities related to the inventory, developing and testing poten-
tial applications based on the inventory, and strengthening the institu-
tional capacity of INBio.

Eco-Markets: A Project under Formulation
The intent of the proposed Ecomarkets project is to preserve natural

ecosystems of Costa Rica by developing national and global markets for
environmental services such as the protection of biological diversity, green-
house gas mitigation, and provision of hydrological services.40 The project
intends to assist in formulating mechanisms for international marketing
and sale of Certified Emissions Reductions produced by small renewable
energy projects in light of growing energy demands in Costa Rica as well
as in the neighboring countries. The project will also assist in the imple-
mentation of environmental policies in the forest and energy sectors by
helping to strengthen the offices within the Ministry of Environment and
Energy (MINAE) as well as local and regional nongovernmental organi-
zations responsible for the execution, promotion, supervision, and moni-
toring of the Environmental Services Payment Program.

Costa Rica’s innovative efforts to achieve environmental goals through
sustainable use of forest ecosystems requires the development of com-
mercially viable activities, based upon the environmental services pro-
vided by the forests. Therefore, the project will assist in developing
markets, attracting financing and investment, and consolidating the in-
stitutional framework for the following:
• Payments for environmental services at the global level for the

mitigation of greenhouse gases, through the development of
renewable energy projects and projects promoting forest conserva-
tion, regeneration, and reforestation

• Payments for environmental services at the global level relating to
the conservation of biodiversity in privately owned buffer zones
surrounding the protected areas which can serve to protect the
Costa Rican portion of the Mesoamerican Biological Corridor

• Payments for environmental services at the local level for the
hydrological services provided by forest ecosystem such as the
protection of water quality and hydrologic stability in watersheds
where small hydroelectric projects are operating or planned.
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The Support Role of RUTA
The World Bank has also assisted Costa Rica through RUTA (Rural

Technical Assistance for Agriculture), which provides technical support
to ministers of agriculture in Central American countries. The role of
RUTA, which is funded by the World Bank, bilateral donors, the IDB,
and multilateral and regional donors, is to facilitate and advise in institu-
tional development, project preparation, project implementation, and in-
ternational trade issues. It has supported the formulation of the Conser-
vation Area Management Project (CAM) and Ecomarkets. It has also
supported the IICA in its request for GEF funding to support organic
production for indigenous populations in the Talamanca region.41

A Judgment of World Bank Activities
The design paper for OED Review of the Bank’s 1991 Forest Strat-

egy and its Implementation defines the criteria to be used in evaluating
World Bank forest activities in the case study countries: relevance, effi-
cacy, efficiency, sustainability, institutional outcomes, and credibility.
The analysis in this section is the perspective of the authors, not of the
Bank, and is based on their assessment of the Costa Rica experience.
The evaluation is summarized in table 5.6.

Relevance
The SALs were relevant insofar as they contributed to the elimina-

tion of an anti-forest bias in national policy. On the other hand, no
analysis was made of the possible consequences for pollution and de-
forestation for certain land conversions. These contributions notwith-
standing, the impacts of SALs cannot be isolated from the complemen-
tary actions of the Government of Costa Rica, which simultaneously
implemented forest policies that gave value to the forests and helped to
reduce deforestation. The Bank’s 1991 forest strategy may have been
relevant to the identification of tropical countries with forest problems,
but it has not necessarily been relevant to the selection of appropriate
actions and tools for addressing those problems. Deforestation, forest
degradation, and the growing demand for forests and trees are prob-
lems in many developing countries, but that demand goes beyond what
is required to meet basic needs. Demand for industrial wood is also
growing beyond what can readily be met by trees grown on a sustain-
able basis in temperate forests. The production capacity of forests (natu-
ral and planted) in tropical developing countries is capable of meeting
both basic and industrial wood needs. The developing and tropical coun-
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Table 5.6. Summary Evaluation of the Implementation of the 1991 Forest Strategy in Costa Rica

1991–94 1994–99
Strategy Implementation
Did the Bank forest strategy for the country change from the pre-1991 period?a No Yes

Was change attributable to the 1991 Forest Strategy? a No Partly
Was the Bank’s post-1991 forest strategy for the country
    responsive to the needs articulated by the country? a No Yes

Consistency of Bank strategy
Was the Bank strategy consistent with the CAS?b Partly Partly
Did the country have a forest policy consistent with the Bank’s policy? a Partly Partly**

Did the Bank follow the principles of its involvement in the sector? b

Multisectoral approach Partly Partly
International cooperation Negligibly Partly
Policy reform Partly Partly
Institutional reform Partly Partly
Preserving natural forests Partly Mostly ‡

Resource expansion and intensification Negligibly Partly
Were participatory approaches Implemented? a Negligibly Partly
Was the 1991 Strategy implemented? b Partly Partly
Nature of Bank Interactions
The forest sector strategy was implemented through: b

Policy dialogue Partly Partly
Lending to forest sector n/a Partly
Lending to forest-related sectors Partly Partly
Forest conditionality in adjustment lending n/a n/a††

Bank application of safeguards n/a n/a
Bank Outcomes
Bank’s forest sector strategy from country perspective:c

Relevance Negligible Modest
Efficacy Modest Modest
Efficiency Modest Modest

Is the impact of the Bank strategy in the country sustainable?a Uncertain Modest
The Bank’s Impact ‡‡

Did the country improve its forest cover? a Yes Yes
Did the country improve the way it addresses forest sector issues? b Mostly Predominantly
What degree of impact did the Bank strategy have on the poor? c n/a n/a
Relevance for Future Strategy
Does the Bank’s 1991 Forest Strategy seem relevant from the

perspective of the country?d No No
Is there government demand for Bank involvement in the forest sector?a Unclear Yes
Is there demand from NGOs, the private sector, and Unclear NGOs:Yes

professionals for Banka involvement in the forest sector? Private sector:Yes
How was the country’s forest policy embedded in its overall growth

and poverty alleviation strategy?e Poorly Poorly

a. Ratings choices: Yes, No, Not Applicable, and Unclear.
b. Ratings choices: Predominantly, Mostly, Partly, Negligibly, Not Applicable, and Unclear.
c. Ratings choices: High, Substantial, Modest, Negligible, Adverse, Substantially Adverse, and Unclear.
d. Ratings choices: Substantially, Partly, Negligibly, No, and Unclear.
e. Ratings choices: Very Well, Well, Poorly, Very Poorly, Unclear.
*The table may not be definitive for Costa Rica, where there are no World Bank forest projects and only a small loan from the IFC with
GEF funding and proposed GEF funding for the Biodiversity and Ecomarkets projects.
** The country strategy includes the promotion of natural forest management in private forests.
†† There was no SAL after 1991, but the country followed a kind of SAP policy.
‡ Since there are almost no Bank credits in the period, the Bank impact is much more conceptual than physical.
‡‡ The country conducted its own policy. A Bank sector study helped to build policy, but 1991 forest strategy did not. It is therefore
difficult to attribute impact to the Bank.
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tries have huge areas of degraded land and other areas suitable for re-
forestation that have advantages over temperate forests. For example,
growth rates for tropical Gmelina are much higher than for temperate
pines and hardwoods. The World Bank forest strategy focuses too much
on conservation and too little on the costs and benefits of forest uses.

The major problem Costa Rica has faced has been finding ways to
give forests higher value (for conservation and production, planted and
natural) in comparison with land uses like agriculture and pastures,
which had been the main cause for the conversion of forests and heavy
deforestation. The innovative solutions developed by Costa Rica dem-
onstrate that incentives can be adjusted in a way that promotes man-
agement of natural forests. The Costa Rica Forestry Sector Review pre-
pared by the Bank even offers a justification for such incentives. Surely
there must be trade-offs between conservation and production, but in-
centives need to be created that promote both. Not encouraging sus-
tainable forest management can be counterproductive and create a pres-
sure for deforestation. Small forest farmers in Costa Rica have responded
to incentives for both conservation and management, and it is fair to
leave the decision to them if both uses can be environmentally sound.

Efficacy
The World Bank review of the forest sector in Costa Rica was par-

ticularly effective in helping to focus the country’s forest policy and
encouraging institutional reform, the valuation of the forest resources
and the conception of PSAs, and the inclusion of incentives for natural
forest management. However, the World Bank underplayed its support
for an experiment with futures markets for wood that developed a tool
to make forest use (plantations and natural forest management) more
financially attractive. The activity could have had more impact had it
been scaled up. The efficacy of GEF funding for the Biodiversity Re-
sources Development Project remains to be seen, but its innovations are
clearly an investment in learning lessons and an opportunity for Costa
Rica to consolidate its biodiversity policy implementation. The same is
true of the Ecomarkets project, which is expected to contribute to put-
ting value on environmental services and developing market mecha-
nisms for those services.

Efficiency
For the Bank and GEF, the investments in Costa Rica have been small

in comparison with the learning they have generated for the Bank and



81

Role of the World Bank

for the country. The “experiments” to support the Costa Rican initia-
tives are serving as tests to probe the efficacy and efficiency of innova-
tive tools. To optimize the efficiency of those initiatives, it is important
to bring the experiments to full implementation. Environmental ser-
vices, including biodiversity, renewable energy production and carbon
sequestration could be services with huge markets that could give value
and conserve and increase the forest cover in many countries through a
market mechanism, as the Bank has long argued. But again, is impor-
tant to have an objective view of the environmental services provided
by plantations, forest management, and forest conservation, and to pro-
vide hard data that is not stakeholder biased for future developments
through both the Biodiversity and the Ecomarkets projects. At a low
cost, the Bank and the GEF can learn much about something that could
have an enormous potential if well handled.

Sustainability
Because the Bank’s 1991 forest strategy was largely irrelevant in Costa

Rica, there is no government “ownership” of the strategy. Sustainability
is therefore not an issue.

The SALs unleashed many changes in Costa Rica, but any positive
changes that have occurred (decrease in deforestation and increase in
forest cover) are due to the sequence of institutional changes and policy
reforms of the country. As already noted, the SALs paid little attention
to environmental issues and the impacts of the loans on the environ-
ment have still not been analyzed. While the structural changes brought
about by the SALs are themselves sustainable, nothing can be said about
sustainable impacts on the forest sector.

It is difficult to say how sustainable the payments for environmental
services will be. It is important for the balanced development of Costa
Rica that a wide PSA policy succeed. Such an outcome would also be
good for the Bank because it would provide a success story to help it
argue in favor of markets for such services. The futures market for wood
is still too small to be a complementary tool to the PSA. It needs to
grow to a national scale and Costa Rica and the IFC both need to make
an effort to reach this level.

Institutional Outcomes
It could be argued that the Bank has made conceptual contributions to

the treatment of biodiversity and environmental services in Costa Rica,
and through the Biodiversity and Ecomarkets projects can do much more.
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The Bank has the analytical capacity to deal with those issues, but it
apparently has insufficient capacity to absorb and learn from good prac-
tices in forest management. The Bank should be recruiting forest special-
ists who have worked with the private sector in Costa Rica and elsewhere,
or should expose their forest specialists to the practical experience of man-
aging forests with small and big farmers and with communities.

Costa Rica has substantial experience in forest management in the
northern region and in the Central Volcanic Range with support of the
government, bilateral projects, and training and research centers. Good
forest management for some institutions has become routine. Similar
experience is also available in Brazil, Guatemala, Honduras, and Bo-
livia and in countries outside the Latin American region. It seems that
many stakeholders are overemphasizing the failures and under-empha-
sizing the successes of forest management. The Bank must also learn
from the good experiences and take practical steps toward good forest
management and certification.

Credibility
The Bank is perceived as an effective player in forest-related issues in

Costa Rica because it has supported and provided conceptual inputs to
many of the innovations that were pioneered in Costa Rica. But this
kind of credibility is easier to attain than credibility based on ventures
that try to verify models and strategies on a larger scale.

The Bank is also effective in working with bilateral donors and NGOs
in Costa Rica. It is not as effective at understanding the views of private
forest farmers and private people.

The Costa Rica experience shows that a comprehensive policy that
discourages conversion of forests, encourages preservation where nec-
essary, and promotes natural forest management can be successful. A
similar approach could improve the forest strategy of the Bank.

The Conceptual Influence of the World Bank and Costa Rica

World Bank Influence
The most important influence of the World Bank on the Costa Rican

forest sector was changes in agricultural policies that ultimately reduced
deforestation, allowed natural forest management, forest conservation,
and management of secondary forests and forest plantations. The second
most important influence was the Forest Sector Review. Some parts of
the review have helped support many of the radical changes that Costa
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Rican policy has brought to forestry at home and abroad. The Forest
Sector Review and supporting documents had the following impacts:
• They clarified and evaluated direct and indirect benefits of the forest.
• They established that an important proportion of the forests’

benefits are global.
• They supported incentives for natural forest management.
• They supported experimental innovations.
• They handled biodiversity issues in a non-traditional way by

supporting the Biodiversity Resources Development Project.
• They supported the Ecomarkets project.
• They supported the creation of OCIC and CTO trading.

The Costa Rican Influence
It is impossible to determine whether developments in forestry and

natural resource management in Costa Rica have similarly influenced the
Bank. However, the following changes in Costa Rican forest policies have
been innovative and could serve to widen the Bank’s perspective:
• The country’s forest law has evolved since the 1960s into a com-

prehensive environmental code that includes the Environmental
Law, the Biodiversity Law and the Forest Law.

• The Conservation Areas System has guaranteed the protection of a
large proportion of the country’s natural forests.

• A wide-ranging system of incentives for forest activities has
evolved, beginning with reforestation.

• SINAC changed from a strongly centralized, command-and-control
administration that separated responsibilities for forests, protected
areas, and wildlife, to a decentralized and democratic organization
that delegates decision making and budget authority to the regions
with participation from citizens and communities.

• Farming organizations have been strengthened through incentives
for small farmers that transferred technology from the government
to the private sector.

• The “polluter pays” system was introduced through establishment
of a fossil fuels tax to pay for the environmental services of forests.

• FONAFIFO specializes in the financial issues of forests and natural
resources, disbursing PSAs, providing credits, etc.

• OCIC trades CTOs in the international markets and solicits
funding for the conservation, management, and reforestation of
more than 2.5 million ha.

• INBio assigns a value to biodiversity.
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• The National Certification System provides national criteria for the
management of forest plantations, secondary forests, and natural
forests. Proper implementation of the system could help decentral-
ize administrative control of forest activities.

• Responsibility for forest management has been transferred to
private owners by the Regentes, foresters responsible to the
government for application of government ordinances.

• The invention of CTOs could serve as a model for trading other
environmental services.

• Ecotourism has benefited from many of these policies.

A Possible Role for the World Bank in Costa Rica
The World Bank could have a much more active role in the develop-

ment of the forest sector in Costa Rica. The Bank could give important
support in several areas:
• Forestry industry: As of 1998, more than 147,000 hectares of trees

had been planted in Costa Rica, most of them between 1988 and
1995. This suggests that between 2000 and 2005, it will be neces-
sary to increase installed processing capacity more than five times.
This will require increased investments in the timber milling and
drying industry of approximately US$60 million. This investment
does not include secondary wood processing, which would make
the figure much larger.

• Purchase of future wood: An important limitation to reforestation
in Costa Rica has been the lack of cash flow for small and medium
farmers who reforest and after the fifth year, when the forest
incentives have been fully disbursed, do not have any more income
from the forest planted. To solve this problem, some small and
medium farmers are cutting high-quality trees that are easier to sell
in the market and leaving the worst trees for the future harvest and
thereby decreasing the profitability of the plantation. The IFC-
FUNDECOR project, which addressed this problem, has concluded
with a very positive experience. A new project of this kind, under
FONAFIFO, is needed to extend the experience to the whole country.

• Accelerate and approve the Ecomarkets project: Ecomarkets would
provide the support necessary to fortify the financial strategy that
the country is trying to consolidate. In the third component, the
Prototype Carbon Fund (Fondo Prototipo de Carbono), it would be
advisable to include not only mitigation through renewable energy
production, but also through forest activities.
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What Makes Costa Rica Different?
Costa Rica is an exception in many senses. It is a democracy, with

many of the problems of an imperfect system, but with a long tradition.
It is one of the few countries in the world that used its “Peace Divi-
dend” to fund sustainable development. In 1948, the Costa Rican Con-
stitution prohibited an army. The absence of a military budget has al-
lowed the government to channel more funding into education, health
and communications.42

In 1993, Costa Rica was ranked ninth among developed nations in
the rank of the Human Development Index (HDI)43 and forty-second in
the world. Some of the indicators that support this ranking include a
life expectancy of 74.9 years and a literacy rate of 92 percent. Ninety-
seven percent of Costa Ricans have access to health services, 94 percent
to treated water, and 97 percent to sanitation. Unlike many other Cen-
tral American nations, Costa Rica is not mired in poverty and the gov-
ernment has the leisure to turn its thoughts to formulating policies that
support sustainable development.

Costa Rica has other characteristics that make it exceptional in the
region. Property rights in forested areas are very secure compared to
other countries. In addition, the entire population has access to educa-
tion, which has contributed to a strong capacity for analysis, coordina-
tion with others, and enterprise. It has also allowed social mobility and
created a large middle class, which participates actively in policymaking

6
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processes. Furthermore, these characteristics have allowed the country
to be relatively successful in solving problems such as the presence of a
large expatriate community, which brings different cultural and institu-
tional behavior. Another feature of Costa Rica is its mixture of easy
access and institutionalized peace, which helps attract large groups of
tourists, especially from the United States and Europe. Together, these
elements (and many others) interact to create a “learning economy” in
which innovations for economic development can thrive.

Some of the features that have provided the basis for positive forest
sector development in Costa Rica include the following:
• Land ownership is clear in most cases. Private forest ownership is

well established.
• Costa Rica has many long-standing and innovative training,

research, and information dissemination institutions and projects.
The University of Costa Rica, the National University and the
Instituto Tecnológico of Costa Rica offer degrees in forestry and
biology. CATIE has an internationally renowned research program
in natural forest management and a graduate program in natural
resources and forestry. INCAE has a graduate program in the
administration and management of natural resources. NGOs like
INBio, FUNDECOR, the Scientific Tropical Center, and the
Organization of Tropical Studies make important contributions to
the forest sector.

• Technologies are available to plant, conserve and manage forests.
Bilateral projects, such as PROSIBONA and TRANSFORMA of
COSUDFE, COSEFORMA of GTZ, and DFID of the United
Kingdom have promoted improved natural forest management
among farming associations. There have been reforestation
projects with farmers for many years.

• There are many well-trained professionals in forestry and natural
resource management. There are more than 500 forest engineers
and a similar number of biologists in the country, and many of the
professionals in natural resources have graduate degrees.

• There are many organizations of forest owners at local, regional
and national levels, including JUNAFORCA, COSEFORMA,
AGUADEFOR, and APAIFO. These associations give technical
advice in forest management and reforestation to their members
and represent them in the policy dialogue.

• Costa Rica has a legislative framework that supports forestry and
the will to track its development with serious tools. The country
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has a project to monitor the state of the nation’s sustainable
development and has published five reports on the subject since
1994. The report analyzes social equity and social integration;
economic opportunities, stability and solvency; harmony with
nature; strengthening of democracy and good government; and
primary relations, social relations and values. The report also
analyzes the contributions of natural resources and forests to
sustainable development.44

The Dominant Vision of Economic Development
Costa Rica has transformed from a country with runaway defores-

tation in the 1950s to one of the world’s foremost pioneers in refores-
tation, forest management, and forest protection. The predominant
vision of development and economic growth in Costa Rica has been
linked until recently with agro-export production, which has affected
legal and institutional frameworks, economic policies, and land use
decisions. The agro-exports model of the 1960s and 1970s was re-
placed by the import substitution model in the late 1970s. Since the
1980s, the promotion of non-traditional products has dominated the
country’s economic performance. Structural Adjustment Programs in
the 1980s have greatly reduced deforestation pressures (although not
for environmental reasons), but globalization and trade liberalization
policies may have increased deforestation pressures because of the lower
price of crops.

Through these economic development models, forestry has evolved
from an inactive sector without private organizations, technology, or
specialized education, to a proactive sector with multiple organiza-
tions that lobby for reforestation, forest management, and protection
incentives, innovative financing instruments, and possibilities for trad-
ing forest services and products in the international market. The Costa
Rican government contributed to the evolution of many forestry or-
ganizations, and promoted reforestation through incentives such as
tax credits, direct payments and subsidized loans. In the past few years,
civic organizations have become interested in forest conservation and
natural forest management and reforestation. The Costa Rican pub-
lic, too, has become more aware of environmental issues. Foreign fund-
ing agencies are also providing financial support and technical assis-
tance for conservation and forestry projects.
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Two Directions Influencing Process
The World Bank has had some influence on the forest sector in Costa

Rica. Structural Adjustment Policies, though not directly aimed at for-
estry, have had an indirect impact. The Bank’s Forest Sector Review
included concrete ideas on issues such as valuation of forest services,
forest policies, and incentives for natural forest management. Several
small but important programs financed by the Bank also have influ-
enced forestry. These include a small loan for the sale of wood futures,
the GEF and World Bank Biodiversity Resources Development Project,
and the Ecomarkets project currently in preparation.

Costa Rica probably has influenced forestry policies at the Bank and
in other countries through the efforts it has made to protect its forests.
The government rapidly developed incentives for reforestation, forest
management, and preservation. The National System of Protected Ar-
eas was created. Legislation passed with at least three laws linked to
forestry. The “polluters pay” principle was introduced to compensate
carbon emissions with forest projects. PSAs were created. INBio was
established to conduct biodiversity prospecting. OCIC was established
to trade carbon emissions. CTOs were developed for trading carbon
internationally. A national system to certify forest management was
developed. The government has promoted ecotourism.

Achieving Sustainable Development
Sustainable development will not be achieved without institutional

and policy changes toward more environmentally friendly production
and better distribution of benefits. Important changes should be intro-
duced in consumer habits, technologies, and methods of organization.
In short, an entire institutional movement toward sustainable develop-
ment should be introduced in the governing system of Costa Rica. To
accomplish this, there is a need for continuous learning about new tech-
nologies, organizations, and policies. Such learning is acquired through
interaction with international organizations such as the World Bank
and with other countries, but also within the sector and through mar-
ket mechanisms. The Bank should be open to developing policies sup-
porting sustainable forest development rather than forest preservation
alone. Costa Rica needs support now more than ever for developing a
productive and environmentally sustainable forest sector that may pro-
vide alternatives for the country’s long-term development.

Alternative options for managing biodiversity and other forest ser-
vices are also needed. Property rights generally are not well defined in
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relation to the need for production and innovation, especially in for-
ested areas. This lack of clarity causes problems since the structure of
property rights affects both the allocation of resources and the distribu-
tion of wealth in the economy. The solution to the problem is not sim-
ply to apply a receipt of “clearly defined and implemented property
rights.” A good definition of property rights for natural resources (in-
cluding forest services) as well as macroeconomic balance is important
for sustainable development, but it is not the solution. A more socially
acceptable practice would be to introduce biodiversity management on
private lands or let landowners share the profits of management and
the potential profits of future discoveries. Other common property al-
ternatives also may be feasible.

Forest lending instruments and incentives are urgently needed for for-
est management. These could include longer-term financial alternatives
and cooperative alternatives among NGOs, the private sector,45 and fi-
nancial institutions like FUNDECOR. Encouraging the use of standing
forests as collateral for loans and selling futures in timber may be good
options for developing forest plantations and forest management.

Costa Rican forestry policy is a mix of internationally influential
policies and strong national ideas. This mix has not resulted in the best
forest model, but it is certainly one that deserves support. Traditional
recommendations that eliminate all forest incentives and institutional
strengthening that emphasizes environmental priorities and traditional
property rights will only close off potential alternatives to sustainable
development. It is important to create opportunities for mutual under-
standing, as the Bank and Costa Rica are doing.

Is the Model Replicable?
Costa Rica may not yet have a completely integrated forest sector model,

but it does provide a framework that may inspire other countries. How-
ever, all countries must consider their own conditions when adopting
new policies and implement reforms at their own pace. In fact, other
countries also have “learning economies,” based on their own unique
characteristics, that allow the emergence of innovations. Care should there-
fore be taken to allow free adaptation of imported innovations tailored
to the specific characteristics of each country. In other words, innova-
tions are the result of a dynamic process of interaction between some
basic elements rather than the sudden emergence of new ideas.

“Champions” of innovation are also important. In Costa Rica, a few
strong leaders who knew the importance of environmental consider-
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ations in economic processes and policies happened to come together
and legitimize their ideas just as the World Bank was starting its initia-
tives. These leaders facilitated and optimized policy learning.

Sustainable Development as a National Objective
The basic conditions that are present in Costa Rica are difficult to

replicate in other countries. In 1994, the Costa Rican government de-
clared sustainable development to be a national objective. The majority
of policies during the past five years have not been favorable to sustain-
able development, but the dialogue that followed the declaration has
made many decision makers aware of its importance. Countries that
want to improve the quality of their development would benefit from a
similar dialogue.

Dividends from Peace
Considering its size, Costa Rica has made large investments in edu-

cation, health care, communications, and natural resources using money
once spent on the military. Many Latin American countries are poor
and politically unstable due to the lack of resources and often to the
destabilizing role of the military. These problems have been evident in
countries such as Paraguay, Venezuela, Argentina, Chile, Honduras, and
Guatemala. Some people favor changing the military’s role, allowing it
to become proactive in forestry and natural resource issues and assist in
technical training. The international community should consider dis-
mantling the armies (at a pace that allows reallocation of retired sol-
diers) as seriously as it considers the protection of biodiversity.

The Protected Areas System
Costa Rica has successfully developed a protected areas system that

has a minimum of infrastructure and an institutional presence in each
region. The system’s value to the country is not questioned. Many Latin
American countries have a protected areas system on paper, but many
of these areas are deforested or in the process of becoming deforested.
Other countries could replicate Costa Rica’s system with an income
generation policy and by delegating administration partially or fully to
third parties.
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No Discrimination between Forest Uses and Forest Owners
The country’s philosophy regarding forestry is to assign all forest

soils and forest types a value, and to let the owners decide which strat-
egy of sustainable management to apply. There is no emphasis either on
conservation or on industrial use, and incentives are available to all
kinds of farmers and communities. Other countries generally only have
reforestation incentives.

Payment for Environmental Services
Many countries could find internal means, such as Costa Rica’s fos-

sil fuel tax, of paying forest owners for environmental services. The
World Bank and the Regional Development Banks should act as inter-
mediaries to market those countries’ CTOs. Costa Rica is proposing in
the Ecomarkets project that the Bank and other financial institutions
receive CTOs as payment for loans and that countries should receive
CTOs for payment of its international debt. Certification would then
have a practical value at the global level.
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1991 Forest Strategy

Source: Derived from “The Forest Sector,” a World Bank Policy Paper, 1991.

Two Challenges

To slow the alarming
rate of deforestation,

especially in the tropics

Protecting the Forests
• Policies to alleviate
  poverty
• Forest zoning and
  regulation
• Correcting private
  incentives
• Public incentives

Multi-sector
approach

International
cooperation

Policy/
institutional reform

Preserving
natural forests

Resource
expansion

Role of International
Community
• Technical assistance,
   research, and 
   institution building
• Financing
• International trade
   reforms

Policies to Meet
Basic Needs for
Forest Products and
Services

• Reducing demand
• Increasing supply

Strengthening Forest
Institutions

To ensure adequate planting
of new trees and the management

of existing resources to
meet the rapidly growing demand
for fuelwood and other projects

in developing countries

Four Strategies for Forest Development

Five Principles of Policy

B. The 1991 Forest Strategy
The World Bank forest strategy sought to address rapid deforesta-

tion, especially of tropical moist forests, and inadequate planting of
new trees to meet the rapidly growing demand for wood products. These
twin challenges were the consequence of five forces:
• Externalities that interfered with the free interplay of market forces

with the potential to bring about socially desired outcomes
• Strong incentives to cut trees
• Weak property rights in many forests and wooded areas
• High private discount rates among those encroaching on the forests
• Inappropriate government policies, particularly concession ar-

rangements.
The Bank’s strategy therefore promised to promote the conservation of

natural forests and the sustainable development of managed forestry re-
sources. The strategy it outlined consisted of policies to alleviate poverty,
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forest zoning and regulation, correction of private incentives, and pub-
lic investments. The strategy also proposed reducing demand through
investments in research and technology, increasing the supply of essen-
tials through farm forestry, and increasing market efficiency. Govern-
ment policies and programs, the strategy said, should aim to change the
incentives and institutional structures that lead to excessive deforesta-
tion and inadequate tree planting and prevent the use of good practices
in forest management. Under the strategy, international cooperation and
assistance were to ensure that global externalities were internalized lo-
cally, and the efforts of governments and international organizations
were to be coordinated.

Five principles were elucidated to underpin Bank involvement in the
forest sector:
• Adopt a multisectoral approach in the design and implementation

of forest operations.
• Support international cooperation in the formulation and adoption

of legal instruments conducive to sustainable forest development
and conservation.

• Promote policy reform and institutional strengthening by helping
governments to identify and rectify market and policy failures that
encourage deforestation and unsustainable land use.

• Finance operations that lead to socially, environmentally, and
economically sustainable resource expansion and intensification.

• Support initiatives that preserve intact forest areas.
Fulfilling this commitment required five things of Bank-financed

projects:
• Adoption of policies and an institutional framework consistent

with sustainability and a participatory approach to the manage-
ment of natural forests

• Adoption of comprehensive and environmentally sound conserva-
tion and development plans based on a clear definition of the roles
and the rights of the key stakeholders including local people

• Basing commercial use of forests on adequate social, environmen-
tal, and economic assessments

• Making adequate provisions to maintain biodiversity and safe-
guard the interests of forest dwellers, particularly indigenous
peoples

• Establishing adequate enforcement mechanisms.
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C. Description of Costa Rican Forestry Organizations

The National System of Conservation Areas (Sistema Nacional de
Areas de Conservación, SINAC)

SINAC is the government institution responsible for forest adminis-
tration according to Forestry Law 7175. The General Directorate of
Forestry, the National Parks Directorate, and the Wildlife Directorate
were merged to form SINAC. It is comprised of 11 Conservation Areas
and a central coordinating unit. SINAC is highly decentralized. Its func-
tions are conducted through the Conservation Areas, and each area has
responsibility for decision making and for defining its own priorities.
The areas are defined by an Area Manager, who coordinates with a
Technical Committee and a Regional Environmental Committee. One
of SINAC’s most important duties is to provide customer service.

The National Forestry Office (Oficina Nacional Forestal, ONF)
ONF is a nongovernmental public entity created by law. ONF is com-

prised of nine members. Two represent small forest producer organiza-
tions, two represent other forestry organizations, two represent the wood
industry, one represents wood merchants, one represents artisans and
furniture manufacturers, and one represents environmental groups.
ONF’s strategic objectives are to propose forest policies, promote the
value of the forest, negotiate financial resources for development of the
forestry sector, and support the actions of the forestry organizations.

The National Fund of Forestry Financing (Fondo Nacional de
Financiamiento Forestal, FONAFIFO)

FONAFIFO was created by Law 7575 to finance forest management,
reforestation, natural regeneration, forestry nurseries, and recovery of
damaged areas through PSAs. FONAFIFO is also authorized to create
other funding mechanisms that provide and accept credits for these ac-
tivities and for industrialization and marketing of forest products.
FONAFIFO’s Board of Directors is composed of five members: two
private sector representatives, one MINAE representative, one Minis-
try of Agriculture representative, and one representative of the National
Banking System. FONAFIFO works with the National Banking System
to allocate and manage its funds.46

FONAFIFO also allocates the funds of the fossil fuel tax. In just two
years (1996–98), the Fund already has provided for the reforestation of
14,000 ha, forest conservation of 138,044 ha, and forest management
of 17,885 ha.
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The Costa Rican Office of Joint Implementation (Oficina
Costarricense de Implementación Conjunta, OCIC)

OCIC was created in 1995 through a cooperative agreement among
MINAE, the Coalition of Development Initiatives (Coalición de
Iniciativas de Desarrollo, CINDE), the Foundation for the Develop-
ment of the Cordillera Volcánica Central (Fundación para el Desarrollo
de la Cordillera Volcánica Central, FUNDECOR), and the Costa Rican
Association of Electricity Producers (Asociación Costarricense de
Productores de Electricidad, ACOPE). CINDE is a private sector orga-
nization in charge of attracting investments to the country. FUNDECOR
manages natural resources in the Central Volcanic Mountain Chain.
ACOPE is an organization of private energy producers, many of whom
depend on the flow of water from the forests. OCIC is the Costa Rican
office in charge of international sales of environmental services. OCIC
promotes forest management and conservation projects, and negotiates
the sale of carbon credits for FONAFIFO.

The Regional Environmental Councils (Consejos Regionales
Ambientales)

The Regional Environmental Councils were created by Organic Envi-
ronmental Law 7554 (Ley Orgánica del Ambiente No. 7554) and fall un-
der MINAE’s jurisdiction. The councils provide regional assistance for analy-
sis, discussion, and control of activities, programs, and projects concerning
environmental matters. The Regional Councils are formed by the provin-
cial governor, one municipal representative, one representative of environ-
mental organizations, one representative from each Development Council
operating in the region, one representative of student government, and one
representative from the private sector. The Forestry Law allows the coun-
cils to authorize the felling of trees in agricultural lands (up to five trees per
hectare but not more than 20 trees per property). The councils also are
authorized to issue certificates of origin for the transportation of wood.
The councils are not yet fully functional, but they illustrate the democrati-
zation and decentralization of decision making at the regional level.

The Agronomists College (Colegio de Ingenieros Agrónomos)
The Agronomists College manages the Forestry Regents. According

to Law 7575, only a Forestry Regent may execute a Forestry Manage-
ment Plan, for which the Regent has legal authority. The relationship
between the Regents and the Agronomists College is defined by Or-
ganic Law 7221 of the Agronomists College. Forestry Law 7575 as-
signs 2 percent of the total Forestry Tax to the college.
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The Costa Rican Forestry Chamber (Cámara Costarricense Forestal,
CCF)

CCF was formed in 1994 to promote the modernization and conver-
sion of forest industries, support new business opportunities to expe-
dite access into the international market, and formulate and negotiate
policies with the Costa Rican government. The chamber now has 110
members—105 companies, which include forest owners, tree planters,
loggers, merchants, and industries; and five regional forestry organiza-
tions, which include farmers. CCF is structured by subsectors: large-
scale reforestation, forest management, primary transformation, sec-
ondary transformation, and consulting services. Each subsector has two
representatives on the Board of Directors.

The National Rural Forestry Board (Junta Nacional Forestal
Campesina, JUNAFORCA)

JUNAFORCA was created in 1991 to represent the organizations of
small, rural forestry producers in order to obtain their participation in
natural resource management and use. JUNAFORCA members include
56 grassroots organizations and five regional forestry organizations,
with a total of 21,773 forestry producers at small and medium-sized
forestry industries. The Board of Directors is formed by 12 members,
who represent all of the country’s regions. JUNAFORCA is also repre-
sented in the ONF.
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D. Assessment of Loans from the World Bank

The Conservation Area Management Project: A Failed
Attempt at a Forestry Project

Project Summary
The rationale for the Conservation Area Management Project (CAM)

is based on the need to balance Costa Rica’s resource needs with global
demands for protecting biodiversity. CAM’s primary objective was to
support policy and institutional reforms to improve the management
and conservation of Costa Rica’s natural resources through SINAC.

At the national level, the project sought to strengthen the ability of key
institutions in the forestry sector to quantify, manage, and analyze the
country’s natural resources. At the regional level, the project aimed to
improve the management, infrastructure, and relationship with rural com-
munities outside the protected areas. Had the project been successful, it
could have provided important support for consolidating SINAC, its
knowledge base, and its capacity for policy design and implementation.

CAM’s formulation coincided with a declaration by the Costa Rican
government to join the Global Sustainable Pilot Project. Through this
project, the government agreed to avoid further resource degradation
by promoting greater community participation, designing environmen-
tally sound and financially viable production systems based on modern
technology, promoting sustainable use of natural resources, protecting
biodiversity, eliminating “perverse” policies, and modernizing public
and private natural resource management systems.

The project proposed many of the ideas supported by the World Bank’s
Forestry Sector Review.48 Before the review was completed, Costa Rica
requested Bank support to prepare and implement a natural resource
management and conservation project. The scope of the project varied
considerably during its preparation because SINAC was created, which
changed institutional conditions, and because external lending was
sharply curtailed due to the country’s high debt and low implementa-
tion capacity. The government declared that the moratorium would not
apply to this project, but its size was greatly reduced.

CAM was expected to attract a US$70 million investment, but ulti-
mately attracted US$23.2 million, with US$15 million from the World
Bank. The Bank chose to back the project for several reasons. First,
SAL III supported decentralization of government institutions, environ-
mental management in selected areas, and private sector development.
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(CAM focused on the first two objectives, but not the last.) The project
also aimed to help the government achieve two objectives: implement
policy and institutional reforms in the forestry sector, and attain signifi-
cant environmental gains through biodiversity preservation and sus-
tainable management and protection of natural resources. The project
also promised greater financial self-sufficiency for SINAC and financial
benefits to rural populations that participated.

The natural resource management, institutions, and policies compo-
nent of the proposed project contained four elements: identification and
establishment of the boundaries of key protected areas, description of
physical and economic characteristics of the country’s natural resources
through cartography and geographic information systems, improvements
in reforestation technologies in forest plantations, and analysis of sectoral
policies and institutions to improve MINEREM´s decision making ca-
pacity. The Tempisque Conservation Area component addressed man-
agement and protection of natural resources in this area by the local
population.

Commentary
The consultants who prepared this study feel that CAM placed too

much emphasis on the environmental dimension, rather than the eco-
nomic dimension, of sustainable development. For example, the project
did not include management of natural forests for wood production,
which is consistent with the Bank’s forestry strategy.

Reasons for Failure
There are many different views about why CAM was aborted before

it was submitted to the National Assembly in Costa Rica.
• Technically, the project was of high quality. The Bank even selected

it as an example of a first-rate project in Latin America. However,
the perception of people involved in preparing the project is that
neither the Bank nor the government was really interested in
supporting it.

• One of the supporting studies conducted during CAM’s formula-
tion was an analysis of project execution in Costa Rica.48 The
study found that many of the existing credits had not been ex-
ecuted, at a large cost to the country. The government had a
project portfolio of US$1.6 billion with disbursement problems
and interest of US$16 million to US$20 million. This problem
made it difficult for the government to accept a large loan from the
Bank.
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• A change in concept and strategy during the project’s formulation
created some difficulties. These changes were due in part to the
government’s desire to maintain a relationship with the Bank. The
government scaled down funding for the project because it did not
want to jeopardize funding from other sources or aggravate its
loan portfolio problems.

• On the other hand, the Bank was pressing the government to
accept as large a loan as possible so that the project would be of
interest to the Bank, particularly the division in charge. Middle
management at the Bank did not understand Costa Rica’s perspec-
tive, which is one of the main reasons the project failed.

• The Bank was concerned about conditions for implementing the
project, such as approval by the National Assembly and the
availability of counterpart funds from the government.

• INBio, in charge of project formulation, prepared a first draft with
local consultants. A second draft was prepared in coordination with
INBio, but with more participation from Bank specialists. The change
in authors resulted in a change of orientation and methodologies.

• The project was funded by a Project Development Fund (PDF)
from Japan. Other projects funded by the Bank also wanted access
to PDF funds, diminishing resources for project preparation. The
Bank’s definition of internal priorities was unclear between this
and other projects in Central America.

• The project did not have enough internal political support. INBio
was not a governmental agency, and MIRENEM and the Ministry
of Science and Technology played secondary roles. INBio only
informed the ministries about the project, and the government
never had a sense of political responsibility for it.

• There were conceptual and strategic differences between the World
Bank team in the field and in Washington, D.C., perhaps because
the Bank also was undergoing internal reform. The feeling among
the Costa Rican counterparts is that the environment within the
World Bank was not favorable.

• The Bank did not agree with some of the solutions proposed by the
government. For example, the Bank opposed a suggestion to create
a fiduciary fund in the country’s financial system to manage the
project because the proposal was to be executed not by MINAE
but by communities and local organizations. The bank wanted
more involvement from MINAE than from those who would
implement the project.
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• Although the government initially tried to make an exception to
the moratorium on new projects, the Ministry of Finance decided
to honor the moratorium in this case.

IFC and the Sale of Wood Futures (1996)

FUNDECOR Activities
Forest owners are well organized in Costa Rica. There are more than

56 grassroots organizations and five regional organizations that together
serve around 22,000 forest farmers. Small farmers belong to
JUNAFORCA. CODEFORSA, AGUADEFOR, APAIFO, PROUDESA
and FUNDECOR are highly efficient regional organizations that oper-
ate in different areas of the country.

FUNDECOR is a foundation created to promote the conservation
and rational use of forest resources within the Conservation Area of the
Volcanic Central Range (ACCVC).49 Although it is not an association
for farmers, FUNDECOR began with the support of an AID project
that continued to operate through a trust fund. The foundation also
provides technical assistance and forestry advice to a group of 120
owners of natural forests and 230 farmers who are reforesting. About
75 percent of the farmers are members of the Sarapiquí County Agri-
culture Center (CACS), a local organization of small farmers.

A 1992 FUNDECOR analysis of the ACCVC found 112,945 ha of
natural forests and a high deforestation rate of 6 percent per year from
1986 to 1992. FUNDECOR immediately initiated agreements for re-
forestation and natural forest management. Activities were financed first
with incentives and later with PSAs. The foundation aims to involve
1,900 forest owners, manage 20,500 ha of natural forests and 10,570
ha of secondary forests, and reforest 5,500 ha with native species.

Farmers with FUNDECOR support applied improved management
practices through low-impact logging and small-scale reforestation with
native species. To develop negotiations and funding sources further,
FUNDECOR allowed the group of farmers to be certified for good for-
est management of natural forests and reforested areas. The Societé
Generale de Surveillance (SGS) already has certified properties totaling
more than 15,000 ha under the FSC system. FUNDECOR has been
involved in many innovative activities and frequently has served as a
pilot organization for them. In one innovative project, FUNDECOR
forged agreements on watershed management with two power plants in
the region. The energy company pays US$10 per ha per year to forest
owners in the watersheds. The funds are channeled through FONAFIFO.
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In the heart of the protected areas, FUNDECOR activities include
the following:
• Manage concession services, especially for tourists (e.g., operation

of cafeterias and souvenirs stores, and clean up of protected areas).
• Manage and maintain the borders.
• Provide training, equipment, and facilities.
• Maintain the infrastructure of the national parks.
• Finance surveillance and protection.

In the buffer zones, FUNDECOR activities include the following:
• Support the ACCVC in controlling deforestation, harvesting, and

reforestation in the region.
• Provide environmental education.
• Support reforestation with native species.
• Provide PSAs to farmers for reforestation, forest management, and

conservation activities.
• Certify the forests and plantations by SGS under the FSC system.
• Certify the carbon stocks and carbon sequestration of forests

certified by SGS.
• Auction wood harvested through management plans.
• Manage the sale of wood futures to improve the cash flow for

forest management.
National activities include support of the Costa Rican Office of Joint

Implementation (OCIC).

The Sale of Wood Futures
One of the major problems in forestry is irregular cash flow. Income

for plantations comes with commercial thinning and the final harvest.
Farmers who manage natural forests earn income from them once each
cutting cycle, which can vary from 15 to 25 years. PSAs help improve
the cash flow, but by themselves are not enough.

To improve the situation, FUNDECOR developed a system to buy
the wood of a forest management unit before the harvest. The Interna-
tional Financial Corporation of the World Bank Group loaned
US$500,000 to FUNDECOR in 1996 to fund the sale of wood futures.
All sales contracts are formalized and funds to forest owners disbursed
through the Interfin Bank.

The objectives of selling wood futures are threefold: to design a model
for a future market for wood that provides income to owners of natural
forests and young plantations before the year of the harvest; make money
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available to farmers quickly, thereby improving their cash flow and re-
ducing the risk that they will change their land use; and avoid agreements
between farmers and loggers that are unfavorable to farmers. Futures
may be sold on wood from managed natural forests and reforested areas.

Natural Forest Management
FUNDECOR pays between US$75 and US$125 per ha as down pay-

ment for selling standing timber to the foundation. The wood to be sold
is included in the forest management plan and authorized for harvest-
ing by the ACCVC. The amount of the down payment per hectare de-
pends on the location of the forest, the volume of the effective harvest
per hectare, and the proportion of semi-hard and soft woods in the
inventory. With this system, FUNDECOR offers an alternative to inter-
mediaries—in this case loggers—that buy wood at low prices and unde-
fined terms, and generally work against the economic interests of the
farmer.

Once the sale is formalized and just before the next harvest,
FUNDECOR offers the wood in an open auction to obtain the best
price possible. The loggers receive the necessary information about the
volume of the harvest and species harvested. The conditions for the
contract are also established. Once the sale is finalized, the logger can
begin harvesting under FUNDECOR’s supervision. FUNDECOR then
pays the owner the full amount of the sale and discounts the advanced
down payment with an 11 percent annual interest rate. The yield of the
fiduciary fund for the money deposited by FUNDECOR is 8.5 percent.

Reforestation
Selling the wood from plantations in advance of a harvest is more

complex. The agreement permits the sale of 40 to 80 cubic meters of
standing wood, corresponding to 20 percent to 40 percent of the har-
vest. The price per hectare depends on the age of the forest before the
harvest (the trees must be at least three years old), the forest’s accessi-
bility, and the proportion of semi-hard and soft wood. The age of the
forest also determines the number of annual advances the farmer re-
ceives. Table 34 illustrates different payment schedules.

The agreement establishes conditions for the quality, diameter, and
length of logs. The plantation owner assumes responsibility for deliv-
ering the sold wood after the harvest. The average rotation period is
15 years. If the wood is not harvestable in that time, the term of the
agreement can be lengthened, but the volume of the harvest must in-
crease by 5 percent per year.
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IFC Loan Conditions
IFC/FUNDECOR Loan Agreement 7327 was signed in June 1996.

The agreement aims to protect biodiversity and reduce greenhouse gas
emissions. The general conditions of the agreement follow:
• There is a 5 percent accomplishment fee on the amount of ap-

proved projects.
• FUNDECOR places the IFC disbursements in the national bank

system and receives interest from the funds.
• FUNDECOR receives a maintenance fee of 0.5 percent for supervi-

sion and reporting.
• The interest rate on the loan is 2.5 percent.
• FUNDECOR can use 50 percent of the recovered funds to pay the loan.

IFC Loan Results
In two years of operations, the fund has benefited 39 forest owners

with an approximate area of 1,100 ha and an investment of about
US$300,000. In early 1999, farmers received 60 percent of the funds.
Also, trees were accepted as collateral for advanced payments for the
first time, reflecting great progress in the value placed on forests.

It was difficult in the first year to convince forest owners to join the
system. Owners now see that it functions well. FUNDECOR gained the
farmers’ trust when the first farmers received advances and FUNDECOR
paid them the exact amount that was due.

Due to the sale of wood futures, farmers have received 11 percent
to 30 percent higher prices for their wood and no longer depend on
individual loggers. As a result, farmers are taking more responsibility
for forest management.

Comments
Selling wood futures is a highly innovative form of financing forest

operations and improving the ability of forests to compete with pas-
tures and agriculture in forest soils. The sale of wood through auctions
has also given farmers, through FUNDECOR, more power to negotiate
prices with loggers and sawmill operators.

The system has great potential and should be applied wherever there
is a guarantee of good forest management and high forest quality. Also,
other organizations such as FUNDECOR can take similar responsibili-
ties at a regional level, including APAIFO and CODEFORSA in the
northern region, and CACH in Guanacaste. Administrative duties could
be shared or transferred to FONAFIFO, which is responsible for fi-
nancing forestry sector activities.
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The system should benefit management of natural forests and plan-
tations equally. Financing for reforestation is possible with trees three
years of age; therefore, income is provided 12 years before the harvest.
Income is provided only one year before the harvest of natural forests.
Forest owners with approved forest management plans could receive
cash advances at least five years before the harvest. This would assist
owners of natural forests, who are more likely to change land use than
owners of plantations.

IFC/FUNDECOR has developed a mechanism that could be used in
other countries and that could be generalized in Costa Rica with more
funds. Under the designated loan conditions, the risk of expanding op-
erations in Costa Rica is not very high.

The sale of wood futures complements PSAs. Farmers have access to
both mechanisms, especially if they are supported by an FSC forest cer-
tification. When the national certification mechanism is operating, it
could guarantee generalization of the system.

The Biodiversity Resources Development Project (1998)

Background on Biodiversity Issues in Costa Rica50

Costa Rica is in the forefront of biodiversity conservation and man-
agement. Figures 1.1 and 1.2 and tables 1.7 and 1.8 document the evolu-
tion and the importance of protected areas in the country. Through INBio,
Costa Rica is trying to assign a value to biodiversity, which is associated
with tourism, now the most important source of income in foreign cur-
rency. In 1997, 59 percent of foreign tourists visited the national parks.

Biodiversity is not only valuable for the country, but also to the glo-
bal community. For these reasons, the government has articulated the
following strategy: establish large areas for conservation, assess
biodiversity in the conservation areas, and integrate the sustainable use
of biodiversity into the intellectual and economic fabric of society.

The National Institute for Biodiversity (INBio), a nongovernmental,
nonprofit organization, was established in 1989 to assess biodiversity.
INBio developed a strategy to inventory biodiversity, began integrating
collections of samples, and put information about biodiversity into an
easily accessible format for public use. INBio and SINAC formed sev-
eral working groups to discuss sustainable development of biodiversity
in Costa Rica. Both institutions agreed that inventory activities should
be based on community demand and cover a range of ecosystems and
geographic locations.
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The biodiversity inventory began in 1994 and has assessed biodiversity
in most of the Conservation Areas. The project’s overall objectives are
to demonstrate that increased knowledge and information about par-
ticular species will enhance the value and marketability of biodiversity
services. Specific objectives include developing a framework for a
biodiversity inventory of priority subgroups in priority Conservation
Areas, collecting and cataloguing activities related to the inventory, de-
veloping and testing potential applications, and strengthening the insti-
tutional capacity of INBio.

The project group selected four taxonomic groups that cover a wide
spectrum of species and a broad range of niches and habitats: Hy-
menoptera, Coleoptera, Diptera, and Fungi. Because species in each
group are represented at national and international levels, this informa-
tion will be relevant to other countries. Species in these groups are ex-
pected to have many uses. The five Conservation Areas were chosen
because of their high level of biodiversity, significance for the region,
and importance for Costa Rica and Mesoamerica.

The GEF provided US$7 million and INBio US$4 million to fund the
project. The GEF offered funding because the project addresses all three
objectives of the Convention on Biological Diversity: conservation, sus-
tainable use, and equitable sharing of benefits. Although the project docu-
ment makes many references to the consistency of the project with the
Convention and GEF objectives, the document does not mention how
the project coincides with the Bank’s forestry strategy (it would be useful
for all World Bank and GEF projects to do so). The project will test
methodologies and provide lessons and applications that can be applied
worldwide, particularly in countries that share species with Costa Rica.

INBio has developed innovative approaches for large-scale invento-
ries. One of the most interesting and helpful strategies has been the train-
ing of parataxonomists, who come from the communities around the
Conservation Areas and collect and prepare biological specimens. By 1997,
INBio had trained 61 parataxonomists, 20 technicians, and 25 curators;
collected two million specimens; and identified an average of ten new
species a month. INBio has also developed a computerized biodiversity
information management system that is easy for the public to access.

INBio has been a pioneer in using the knowledge it has obtained
through the inventory. The institute has initiated bioprospecting projects
with several pharmaceutical companies, such as Merck Pharmaceutical
and Bristol Myers Squibb. INBio has also developed bio-literacy projects
in schools, created multimedia products to educate Costa Ricans, ex-
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perimented with the use of wild species in integrated pest management,
and supported tourism in the Conservation Areas through better knowl-
edge of flora and fauna.
Some of the expected benefits of the project follow:
• Cost-effective methodologies for conducting biodiversity inventories
• Recommendations for the use of indigenous knowledge and

sharing of benefits
• An inventory of four major taxonomic groups, including species

that occur widely in Central and South America
• Rapid training methodologies for parataxonomists, technicians

and curators
• Legal, contractual and financial models for revenue-generating and

non-revenue-generating uses of the biodiversity in the inventory.

 Background for the Project
Inventorying national biodiversity is a huge task. Eighty-three percent

of species still need to be described. INBio has developed efficient meth-
ods for conducting a lower-cost inventory than first envisioned. Expand-
ing the work of collecting, cataloguing, and identifying species would
demand greater resources and managerial and technical capabilities.

INBio approached the GEF and other donors for funds to strengthen
its institutional capabilities. The Norway Development Agency (NORAD),
Canada and Holland provided a total of US$13.2 million in grants, of
which US$4.7 million supports collecting and cataloguing activities of
four species included in a project with the GEF. The remainder goes to-
ward increasing training of parataxonomists and other specialists, im-
proving infrastructure, expanding management systems, finding new ways
to use biodiversity to increase revenue-generating opportunities, and in-
creasing awareness about the contribution of biological resources to sus-
tainable development. The GEF also provided US$283,000 for a PDF grant
for a project that would help INBio implement its biodiversity strategy.

Comments about the Project and the World Bank’s Participation
 INBio’s original intention was to fund INBITTA, the Total

Biodiversity Inventory in the Guanacaste Conservation Area, but an
inventory of all taxonomic groups would have cost between US$80 mil-
lion and US$90 million. INBio had already appealed to Canada, NORAD
and Holland for funding. Given the enormity of the task, however, the
World Bank did not support INBITTA.

Therefore, INBio changed its focus from traditional inventories of
biodiversity to an inventory more oriented to the needs of the Conser-
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vation Areas. INBio proposed concentrating on certain subgroups of
four taxonomic groups. INBio also proposed another major change.
Instead of considering only the Guanacaste Conservation Area, INBio
proposed inventorying four other areas to obtain a wider representa-
tion of biodiversity in the country. INBio further proposed expanding
the objectives to include the concept of sustainability and the use of
biodiversity for commercial and non-commercial applications with par-
ticipation from communities around the Conservation Areas. Despite
some opposition, especially from the Bank, INBio finally convinced
Holland, NORAD, and the Bank to support the revised project. The
Bank’s reaction was a positive signal that it can be flexible. The Bank
also seems to have used its experience with the INBio project to be
more flexible with other clients.

Initial Progress
It is still too early to evaluate the project, which is in the first of seven

years. However, there are some interesting signs of progress:
• Three complementary projects are running with Canada, Holland,

and NORAD. There is a Donor’s Committee and also permanent
monitoring by missions that review (rather than control) the
projects, and give recommendations for their improvement.

• There is an agreement between INBio and SINAC to establish the
terms of cooperation in the five Conservation Areas. A coordinat-
ing committee was established with representatives from INBio,
SINAC, and each Conservation Area.

• An INBio/SINAC workshop was conducted to start the project.
Participants suggested inventorying the areas owned by farmers,
especially secondary forests, which are an important forest re-
source. They also suggested including the workshop’s deliberations
on social demands in the decision making process, and sponsoring
meetings to discuss major issues like integrating scientific and
social components into the inventory. Including secondary forests
and landowners who are managing their forests for wood produc-
tion is very realistic. This practice should be applied in the project
more extensively, but also should serve as a lesson for the GEF in
future projects.

• INBio is very concerned about including social demands in the
Biodiversity Inventory, and has instituted annual workshops to
determine these demands. One seminar has been conducted in each
Conservation Area with the participation of more than 100 stake-
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holders. Participants tried to identify the need for information about
the selected taxonomic groups and establish priorities for taxonomic
subgroups to be included in the inventory. The stakeholders in the
Conservation Areas want to see how the project helps them and then
propose funding for small projects of particular interest.

• The seminars have resulted in several small projects, including a
harvest and post-harvest study of hanging wool lichens in forests,
creeping lichens, and lichens growing in berry plants; identification
and use of Royal Palm in Costa Rica’s South Pacific; nesting of the
Lora turtle; and fishing of green clams in Río Tempisque.
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E. Stakeholder Comments on Costa Rica Case Study

Remarks by Alvaro Umana (INCAE), former inspection
panel member, from the OED Forest Strategy Review
Workshop, January 2000, Washington, D.C.

Until two generations ago, Costa Rica has always been a forest rich
country. These two generations have squandered our nation’s wealth.
Today, two-thirds of Costa Rica has forest potential and only one-third
has forest cover. At least we have made the turn-around.  It might take
200 years to restore the situation at the rate of 700 acres per year which
the OED Costa Rica study cites. We will have to increase this effort even
more. Costa Rica is a small country but we do have a very open country,
and many studies and publications exist about Costa Rica and that is
why one always hears about Costa Rica’s deforestation. One, however,
hears less about the efforts and the experimenting  that has been going on
with forestry and incentives over the last thirty years.  This effort has
laregly been paid for by the Costa Rican government, with some support
from the U.S., the Dutch and the Swedes on debt-swaps.

Our efforts in forestry started with a system of fiscal incentives for
reforestation that ran for about 15-16 years. This was very costly be-
cause only the people that pay taxes would plant trees to make deduc-
tions from their income tax. The government had to stop this because
the finance ministry could no longer bear the burden—a burden that
they did not know exactly how to calculate because they did not know
how much people were going to deduct. We changed this to a system of
reforestation for small peasants when I was minister and realized that
this, too, was a mistake. We should have supported forest management
instead.

We financed a lot of this with debt-swaps. We created the forestry
fund and set up the basis for what later became our present system,
known as payment for environmental services. The most important les-
son we have learned is that we have to change the perception of the
forest owners as to the value of the forests—command and control
doesn’t work. The only way that forest owners will keep the forests is if
they see they have something of value in the standing trees. Our system
of incentives has to move in that direction.

As to the history of Bank involvement, there was an agricultural loan
that promoted cattle raising in the 1970s. During the 1970s also, the
Bank financed the largest hydroelectric project in Costa Rica. I  have
publically mentioned many times that it was a huge mistake that there
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was no investment in watershed management. Once the President of the
World Bank, Mr. Conable, said in our conversation that it was not the
World Bank that did not want to finance watersheds, as we had believed
but the Costa Rican utility that did not want to take the loan to include
the watershed. The good thing is that the Bank has changed its policy and
now hydro-electric projects do consider the watershed as an integral part.

When I was minister, I also challenged the World Bank’s country
director for Central America and Mexico  to do something in the agri-
culture  and forestry sectors and that is how the 1993 forest review
came about and that is when the Bank started to play a more important
role in Costa Rican forest policy because the  Bank’s forest review was
forward-looking and it supported Costa Rica’s position. There has been
support from an IFC loan and GEF and also support for certification.
The Bank made a donation to Costa Rica for an international SGS cer-
tifier to certify 16 million tons of carbon which have now been certi-
fied. I think the case study provides excellent data. It is very detailed
and has good institutional analysis.

The biggest problems are with interpretation. I think it is very im-
portant, when one analyzes incentives, to determine who pays and who
benefits. We need to dwell a little bit more on this.  Also, the best se-
quence is not from an inactive to a reactive to a proactive sector, but
rather more in terms of how the systems of incentives themselves have
changed.  In the so-called inactive period prior to 1978, as described in
the study, Costa Rica was not inactive. Everyone was actively cutting
trees! The government was promoting land colonization and the bank
was lending for cattle. I used to tease our foresters by telling them that
they are experts in cutting because that is what everyone did.

We had a rapid evolution of loss and incentives in the last years and
ended up with a system of payment for environmental services. These
incentives are financed by a 5 percent tax on fuels. From an economic
viewpoint, it internalizes the emissions of fuels because the tax is used
for planting trees or supporting forest incentives.  The problem is that
the finance minister never met the 5 percent target. He is spending about
2 percent. Still it provides the conditionality that Costa Rica needs to
market its carbon under the CDM or the climate change convention.
The Bank has played a much more influential role since 1993 because it
had been present since then and not on the wrong side as it had been
until then. Now with the forthcoming Ecomarkets loan from the Bank
related to a prototype carbon fund operation, there is a possibility to
experiment and innovate further.
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Remarks by Red Costarricense de Reservas Naturales
We are quite concerned about some fundamental errors of concep-

tion and bias in this document. Specifically:
1. There is no recognition of biodiversity and management differences

between primary and secondary forests.
2. There is an almost complete ignorance of:

• Private sector conservation efforts (although they are briefly
mentioned in passing), which now conserve as much as 5% of
Costa Rica’s total area

• Ecotourism as an extremely important economic force in forest
conservation and in Costa Rica’s economy in general, as well as
its socioeconomic importance in forest-based communities, and

• Ongoing and growing efforts to develop non-timber forest
products as community-based and industrial incentives for
conservation.

3. The document is written almost entirely from the point of view of
commercial forestry as it was practiced many years ago.

4. The document is penetrated by a consistent bias against conserva-
tion, even by the private sector.

5. There is no differentiation between conservation stakeholders
(NTFP users and prospectors, ecotourism, private reserves, com-
munity watershed protection, community reserves, forest landown-
ers in general, etc.) versus exploitation stakeholders (commercial
timber industry).
The presence of the World Bank and Bank Group related activities in

Costa Rica in general has been very low, but especially in forestry . The
only activities have been the 1993 Forestry Sector Review, a small US$0.5
million IFC loan with GEF funds, and the Biodiversity Resources De-
velopment Project, also funded by GEF. There is a new project under
preparation—Ecomarkets that includes bank lending and GEF funds.

In 1993, an attempt was made to prepare a project for the implemen-
tation of a Conservation Area, but the project failed. The Bank and the
Government of Costa Rica wanted to have a project in the environmen-
tal area. But by that time the Costa Rican government had frozen the
loans portfolio because of the fiscal situation and the fact that many al-
ready granted loans to Costa Rica were not being used. Costa Rica wanted
a small loan, and the Bank wanted a bigger loan. The negotiations failed.

Two SALs were granted in 1982 and in 1986. A third structural SAL
was negotiated in 1994 but was not finalized. The policy of the country
followed along the lines of the 1994 SAL nonetheless. There are no
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clear conclusions of the effects of SALs on the forest cover, because
some of the measures discourage deforestation and others encouraged
it. But since the 1990s, deforestation in the country has decreased, mainly
because of the lack of profitability and elimination of subsidies for al-
ternative uses of the forests, and because the forest policy gave incen-
tives for reforestation and natural forest management. The final result
has been a net increase in the forest cover.

The diagnostic made by the Bank through its forest sector paper cor-
responded to a part of the forestry policy of the government of Costa
Rica. The sector paper’s emphasis was on conservation. It also con-
cluded that the past agricultural policies were the mayor cause of defor-
estation in the country. The document supported many of the elements
of the local forestry policy by making total forest value calculations
showing that most of the benefits produced by forests were environ-
mental services received to a large extent by the global community
moreso than by Costa Ricans. The mentioned vision was an important
argument for the later development of a system of payment of environ-
mental services developed. Also, the Bank suggested some instruments
of policy: increasing the income from the National Parks system, de-
regulation of forest plantations, support to incentives to natural forest
management, and allocation of institutional responsibilities to Conser-
vation Areas. Some views of the forestry paper show biases to conser-
vation by a strong emphasis on environmental protection—an argu-
ment against forest plantations and buying land for protection (a tool
that has many negative social connotations). Consistent with the forest
policy of the Bank, the document made the omission not to emphasize
production, while plantations will be producing important amounts of
wood that need policy attention in the very near future. But the country
itself has also not a defined policy on the industrial utilization of its
plantations.

Costa Rica has on its own developed many innovative organizations,
mechanisms, and tools to implement its policy without the financial
participation of the Bank: completion of the legal tools for the environ-
ment, biodiversity and forest law, development of a decentralized ad-
ministration of the Conservation Areas, development of the Payment
for Environmental Services system to encourage forest and conserva-
tion activities through replacing subsidies by transference payments from
the private to the private sector , developing mechanisms to negotiate
carbon and biodiversity, and many others.



117

Annexes

As far as conservation development is concerned, the GEF Biodiversity
Resources Project is being implemented, which also uses many innova-
tive elements developed previously by lNBio. The Ecomarkets project is
under formulation and will try to consolidate mechanisms like the CDM
and the negotiation of carbon credits.

Even though Costa Rica has reversed its deforestation to a large ex-
tent and has developed creative tools to manage forestry and conserva-
tion, the system still needs consolidation to be sustainable. The
Ecomarkets project could be instrumental to the consolidation of the
sector by incorporating tools like CTOs.

It can be concluded, then, that since the financial presence of the Bank
has been very low, Costa Rica has followed its own path to conserve and
grow forests, with significant conceptual support from the Bank.

Remarks by Jose Luis Salas Zuniga
The Bank has supported mainly conservation activities in Costa Rica.

As indicated by the document, the emphasis of Bank activities should
change to the support of forest management, improvement of cash flows
from reforestation projects, and helping bring about Ecomarkets project.
This is consistent with the notion that forests that have higher value are
more likely to be conserved. The document indicates that the Bank was
relevant in the changes that took place in Costa Rica’s forest sector,
particularly with regard to the 1991 Forest Policy. Nonetheless, is im-
portant to clarify that several governments in Costa Rica carried out
actions in support of forest sector development on their own over a
long period of time. It is interesting that the Bank acknowledges that it
failed to learn from the good forest and conservation management prac-
tices that took place in Costa Rica. At the same time, it is important to
emphasize that the Bank and other agencies have now learned from
Costa Rica. Nonetheless, the funding for Costa Rica has been small. It
is important that Costa Rica gets more support and that the Ecomarkets
project gets approved in order to strengthen institutional achievements
to date as well as the environmental services payment program.

Generally speaking, the document is correct and acceptable. There
are some small inaccuracies in figures and concepts. It is clear that the
Bank with its policies influenced Costa Rica and that Costa Rica devel-
oped its own mechanisms to significantly favor conservation and forest
management. These mechanisms have been used or could be used by
the Bank in other countries.
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Chapter 1
1. R. Solórzano et al. 1991.

2. IMN/MINAE et al. 1996. Evaluación del cambio de Cobertura de la
Tierra en Costa Rica 1979-1992. San José, Cost Rica.

3. TSC et al. 1998. Survey of Forest Cover in Costa Rica using LANDSAT
Images.

4. Primary forests are untouched by man. Intervening forests have been
harvested at least once for timber production. Secondary forests result from
the natural regeneration of abandoned pastures or farmland. Forest planta-
tions are forests that result from planned reforestation of land that was
occupied by pastures or crops.

5. The analysis of the change in forested area is partial (only 1,608,459
ha), the caducifolius forest of Guanacaste (126,884 ha) was excluded because
it was impossible to compare, and 13 percent of the country showed only
clouds and shadows when the image was taken.

6. As stated by M. Alfaro 1998 in La conservación de los bosques privados
a través de la Red Costarricense de Reservas Naturales.

7. Y. Mena et al. 1998. Contains tables with the years that protected areas
were established or declared and the respective areas, totaling 120 units and
1,212,299 ha. (Figure 7 in the same publication lists 131 units and 1,260,859
ha—the graphic lacks 11 units and 48,560 ha. However, the growth rates are
correct.)
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8. This calculation assumes a growth of 10 cubic meters/ha/year, a wood
density of 0.45 grams/cubic meter, a 1.6 ratio of stem volume to total
biomass, and a coefficient of 0.46 tons of wood/tons of carbon.

9. The calculations assume 120 cubic meters per ha per year of wood for
all types of forests, and the same coefficients of wood density, volume
conversion, and carbon content for secondary forests.

10. ICT is promoting a Certificate for Sustainable Tourism (CST) to denote
the quality of tourist businesses. Currently, only hotels participate, but the
project has great potential once it becomes well known nationally and
internationally, and once other members of the tourist industry decide to
participate.

Chapter 2
11. Although deforestation during this period took a heavy toll on forests,

there also was progress in the other direction. The conservation movement
began during the 1960s and 1970s. Costa Rica’s first national park (Cabo
Blanco) was created in 1963. The first forest law was approved in 1969, and
included the establishment of SINAC. The first environmental nongovern-
mental organization, Asociación Costarricense para la Conservación de la
Naturaleza (ASCONA), was created in 1972. The National University
(Universidad Nacional) created the School of Environmental Sciences in 1973.

12. D. Kaimowitz 1996.

13. R. Trejos 1992.

14. The World Bank and the Inter-American Development Bank (IDB) have
also supported Costa Rica’s livestock sector in order to promote economic
growth by increasing beef exports.

15. Until the mid-1980s, groups favoring subsidies for livestock were still
influential. Under the influence of cattle ranchers, new laws were passed that
allowed ranchers to reschedule and reduce their debts, and through those
mechanisms obtain subsidies worth US$49 million (World Bank 1994).

Chapter 3
16. By institutions, we mean the norms, routines, patterns of behavior,

customs, and general attitude of the public toward forests. By organizations,
we mean the agencies, offices, chambers, associations, communities, and other
types of arrangements made to manage the forest.

17. It is impossible to establish the exact amount in dollars because the
loans were granted at different times with different exchange rates.



121

Endnotes

Chapter 4
18. R. Solórzano et al. 1991.

19. World Bank 1993.

20. N. Kishor et al. 1993.

21. Ibid.

22. More important than the small area is the fact that the agreement
amounts to official recognition by the Dutch government of the value of
environmental services.

23. O. Segura 1999.

24. T. Smitinand 1995.

25. B. Norton 1988.

26. R. Gámez 1999.

Chapter 5
27. Protection of 215,000 ha of forests between 1979 and 1995 was

internally funded. Reforestation incentives began mainly with Costa Rican
funds. There were a few external funding sources, such as the Forestry
Development Fund, which was financed partially through debt-for-nature
swaps with the governments of Holland, Sweden and Norway. However, this
fund only contributed to reforestation of 7.3 percent of the total land area by
1995.

28. C. Brockett 1988.

29. R. Stewart et al. 1994.

30. The adjustment reflects Costa Rican reality, but does not strictly follow
World Bank instructions.

31. World Bank 1994.

32. Currently, PSAs per ha are US$570 for reforestation, US$348 for
natural forest management, US$222 for forest conservation, US$222 for
natural regeneration, and US$222 for plantation management. These values
are calculated with an exchange rate of 270 colones/U.S. dollar because the
amounts are fixed in colones. Payments are in different percentages over five
years until the total amount is reached. For example, for a plantation with one
forest management activity and a rotation cycle of 20 years, the amount of the
PSA is US$39.6/ha/year. For forest management and a cutting cycle of 20
years, the amount is US$17.4 ha/year. Both figures are lower than the
amounts suggested by the World Bank.

33. V. Watson et al. 1998.
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34. From 1979 to 1986, Costa Rican incentives were targeted to wealthier
people, companies, and farmers through tax deductions (affecting 24 percent
of the planted area of large landowners until 1998). In 1986 and 1987,
incentives such as CAFAs were established for small landowners as well
(affecting 49 percent of the planted area of all owners regardless of size).
Plantation incentives are now accessible to all farmers.

35. N. Kishor et al. 1993.

36. R. Vieto et al. 1995.

37. For detailed documentation of each project, see Annex C.

38. FUNDECOR is a foundation created to promote the conservation and
rational use of forest resources. FUNDECOR provides technical assistance
and forestry advice to a group of 120 owners of natural forests and 230
farmers.

39. The analysis of the project is based on the 1998 GEF/World Bank
project document. Costa Rica. Biodiversity Resources Development Project.
Additionally, management personnel for the project were interviewed. The
project’s two Semester Bulletins were analyzed and discussed. Information
and concepts were taken from a January 1999 lecture by Dr. Rodrigo Gámez,
“Biodiversidad y la Agenda de Costa Rica,” to the participants of the First
International Workshop on Analysis and Design of Forestry and Natural
Resources Policies.

40. Information about Ecomarkets was provided by the RUTA office, the
OCIC and from RUTA who supports Ecomarket project formulation.

41. RUTA 1998.

Chapter 6
42. President Oscar Arias opposed, with difficulty, the U.S. policy in

Central America (exemplified by the Iran-Contra affair) of overthrowing
governments in the region that supported U.S. opponents. The result was
peace in El Salvador and Nicaragua and an improvement of the situations in
Honduras and Guatemala. Costa Rica’s strategy for peace in the region
received a boost when President Arias received the Nobel Peace Prize.

43. The HDI in 1993 was 0.852 for Costa Rica, 0.928 for Barbados, and
0.045 for Guinea.

44. Government of Costa Rica/UNDP 1997.

45. The “private sector” should not be understood solely as the large
landowners, industries and corporations, but also the small forest owners,
cooperatives, farmers’ associations, and communities.
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46. Information from FONAFIFO.

47. World Bank 1991, 1998f.

48. R. Solórzano et al. 1995.

49. FUNDECOR is well known in Costa Rica. This information was
obtained through interviews with Franz Tatenbach, the Executive Director,
and the management staff, including Carlos Herrera, Gustavo Solano, and
Gretel Vargas. Information also was obtained from G. Solano 1998;
FUNDECOR 1998; and P. González et al. 1998.

50. Analysis of the project is based on the GEF/World Bank project
document, 1998. Management personnel for the project were interviewed.
The two Semester Bulletins of the project were analyzed and discussed.
Information was also obtained from a lecture by Dr. R. Gámez in January
1999, Biodiversidad y la Agenda de Costa Rica, to the participants of the First
International Workshop on Analysis and Design of Forestry and Natural
Resources Policies.
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