An Economic Valuation of Aceh’s forests: The road towards sustainable development

Despite the slow deforestation rate during the last decade, the forest ecosystem of Aceh Province has come under new pressures by the various actors involved in deforestation activities. This has been brought about by an array of socio-political and economic changes. The recent tsunami followed by the Aceh peace accord has generated a explosive increase in demand for timber and agricultural expansion. Moreover, the demand for palm oil is generating great interest at the national government level leading to tendency in policies to promote the expansion of this vast market in Aceh. These trends are putting the forest ecosystem under severe pressure. 

Objective

These new developments are expected to destroy vast areas of largely intact forest which in turn is likely to lead to losses of valuable ecosystem services which these forests provide. The decline of several crucial ecological functions of the rainforest may have serious consequences for numerous economic activities in and around the province. The objective of this report was to quantify the economic importance of the forest ecosystem in the province of Aceh by evaluating the changes in economic benefits across two contrasting scenarios (deforestation and conservation). 

Approach

Economic valuation has been applied to evaluate the TEV of the forest ecosystem of the province of Aceh under two possible future scenarios: (1) the ‘conservation’ scenario, implying that protection of the rainforest is strictly enforced and thus logging will be excluded as an economic activity; (2) the ‘deforestation’ scenario, implying a continuation of the current trend of clear-cutting. The benefits included in this study are water supply; fisheries; flood and drought prevention; agriculture and plantations; hydro-electricity; tourism; biodiversity; carbon sequestration; fire prevention; non-timber forest products; and timber.
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Conclusions

Several lessons can be learned from the analysis: Conservation of the forest under the conservation scenario benefits society in Aceh by avoiding damages and loss of income in the coming 30 years by US$ 4.2 billion. The conservation yields total benefits in the region of US$22 billion whilst the deforestation scenario yields benefits of US$17.8 billion (at 0% discounting). The benefits under the deforestation scenario accrue mostly within the first 10-12 years where as the benefits accruing from the conservation scenario are long term. This result can be considered to be a conservative estimate of the total values potentially derived from the forest under the conservation scenario. A number of prices that have been used in the study may well increase in the future. 

This study was conducted using an array of carefully thought out yet often still crude assumptions. Some of the most crucial assumptions and indeed the most uncertain ones were tested under the sensitivity analysis to understand better their impact on the outcome of the valuation exercise. It was found that the benefits derived from the conservation scenario are robust in terms of changes in population growth and in changing prices of water and carbon. The deforestation scenario only becomes more beneficial once the price of timber is increased by 95%, an increase which is not likely to occur over the coming 30 years.
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Policy recommendations

There are a number of ways to bridge the gap between current management practices to ideal conservation practices. The conventional ‘command and control’ approach has proven ineffective in reducing ecosystem degradation and in allocation of costs and benefits. During the last decade the market approach has emerged as an efficient mechanism to address ecosystem degradation in the form of ‘Payment for Environmental Services’ (PES). This approach seeks to attribute a value to certain ecosystem services and establish appropriate pricing, institutional and redistribution systems that will ultimately lead to sustainable and socially optimal land use practices. To derive the potential financial benefits from conservation, development of PES markets are essential. At current state, there are three specific ecosystem services that we feel offer the greatest market development potential: water, ecotourism and carbon.   

The most fundamental condition that needs to be met in order to get these markets function effectively is a more reliable institutional setting and more even distribution of ecosystem benefits. Legal aspects such as land tenure, monitoring and allocation of benefits are crucial, and so is the proper establishment of mandated institutions to manage the conservation strategies. At the same time, the distributional aspects of a conservation strategy must be addressed. If timber extraction is to be banned there will be clear losers. People will have to seek alternative livelihoods, perhaps be compensated for their lost livelihood. Arriving at such solutions is elementary to the process of changing directions in natural resource policy.

