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ABSTRACT. Community forests in principle provide an alternativehe existing tenure
regime in Ontario’s forests. The dominant model, has cjefailed in several important
ways, but existing community forest experiments are, dt lesy preliminary prototypes.
Basic economic theory suggests, however, that a propetgtated community forest
regime would be superior to the existing regime. There camobgcientific test of the rel-
ative merits of the two systems because there are simply moncmity forests that can be
rigorously compared to the mature corporate and admitiigrstructures. In the absence
of empirical evidence decisions will be made on politicadl @dheoretical grounds. This
paper presents several reasons from standard economiyg thabshow why community
forestry would be more productive than the current regime.

1. INTRODUCTION

2. INTRODUCTION

In The Science of Community Forests PART |: Approaching RegChange Systemati-
cally we described a constitutional game that sets the mlder which the forest economy
is managed. In that game the Minister of Natural Resourcesech tenure regime by com-
paring benefits under the alternative regimes. We suggestat paper, following the
welfarist convention in economic policy analysis, thatkfiaister might take into account
all costs and benefits, monetary and otherwise, to the contiesirthe forest companies
and to to society at largé,and went on to describe how the regimes might be compared
in principle.

!Research for this paper was supported by the Northeast iSupayor's Group and The Wildlands
League of Ontario. The paper was originally prepared for4@th Annual symposium of the Forestry
Student Association at Lakehead University. Opinions esped are those of the author and the supporting
organizations have not been consulted about facts, caankisr recommendations.

2We recognized the possibility that purely political coresition might enter the calculation.
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The problem the Minister would face is the data is not avéglab calculate benefits.
The Canadian forest industry is virtually an institutionanoculture there is far to little
historical data to make a data-based choice. We arguecefutiat valid experiments are
not possible: would any experiment have compared demaedtthat the prototype for
the Blackberry could challenge Bell's established systdmh& Minister must compare a
possible regime - a hypothetical world - with the world we wnélow, then, can she make
a responsible decision?.

When experience offers no guidance, decision makers relgast in part, on the sys-
tematic distillation and extension of experience knownheoty. Theory, as it turns out
provides a great deal of guidance in this case, and it is thedithe Minister will have to
learn the economic theory needed to evaluate the alteesatithis paper presents a sim-
ple theoretical model that captures key features of thetdeDatario’s tenure systerhs
The analysis uses basic techniques from the economistisaom entirely conventional
ways. Even a simple application of what is known about howebenomy works ap-
parently leads to rejecting the current tenure system indawf a community forestry
regime.

As James Heckman, a leading econometrician points out, &iéoare not empirical
statements or descriptions of actual worlds. They are gesmrs of hypothetical worlds
obtained by varying - hypothetically - the factors deterimgnoutcomes” P]. Models
use what we know systematically in order to find out what tmatvkledge can tell us. To
guote Heckman again, “Sciencebased (my emphasis) on counterfactuals and theoretical
models.” A science of community forests, therefore, begnsieveloping a theoretical
model in which the counterfactuals of interest can be exathiit begins with the difficult
task of specifying an imaginary world. It is at this point thiae research community has
largely failed to engage the forestry problem. There has lagemarkable unwillingness
to imagine alternatives to the current regime. The minis&y no arrows in it quiver.

3. TwO OoUT OF THREE

There are three major problems in assigning tenure that havéeen solved in the
existing system. These are the joint-production problém discounting problem and the
community development problem. We will discuss the first tlr@dast of these. Discount-
ing remains one of the greatest unsolved problems in ecarsomi

3.1. The joint production problem. The joint production problem is the most funda-
mental of the three. Even the simplest possible a forestwotiestands single age and
species, produces many outputs. Mixed species, mixed aggt$anake the problem even
more complex. While wood it easily the most important reveeganerator in this conven-
tional economy, the forest also supplies water storageéiltnadion, carbon sequestration

3This paper is an extension of INORD discussion Paper 07-8&, dlementary Economics of Forest
Tenure, D. Robinson, August 2007
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services, canoe routes and owl habitat. Harvesters andwilers do not earn revenue
for the services of the forests in cleaning water or sequagtearbon, and as a result
they will take these products into consideration only ougodd will or because of regu-
lation. Economists speak of joint production in cases Iks.t Baumgtrtner, Faber and
Schiller[?] argue that joint production of this sort is the structuralise behind modern-
day environmental problems.

A model with only two goods can provide substantial insigitbithe problem of joint
production. Figure?? shows the possible combinations of wood and recreation fyr-a
pothetical forest. The curve is commonly is called a proaucgpossibilities frontier, and
it shows the maximum quantity of wood for any given quantityexreational services.
Points below the curve are feasible but inefficient. We véfer to the curve as a Forest
Possibilities Frontier (FPC). The generally negative slopthe FPF captures the notion
that as we increase the amount of wood taken the recreatiahad of the forest will de-
cline. The problem is to choose the right mix of these intengxted outputs. The right
mix, of course depends on who you are.

timber 5T
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FIGURE 1. A multi-product, multi-interest forest

3.2. Human development. Developing human and community capacity is, if anything,
the most fundamental goals of policy. Value-added is atdbothothing but the value
of the skill and effort added by producers. Developing a @added forestry industry
means adding more design and fabrication skill to wood. Wte-good joint-production
model provides some insight into the problem of human anékdevelopment one the
implications of alternative tenure schemes are fitted inédfigure.
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The most preferred combinations from points of view of a shalder and a lodge
owner are labelled S* and L* respectively. The horizontal &artical lines tangent to the
FPC in Figure?? are essentially the indifference curve from elementaryenac theory.
The shareholder is only interested in timber harvest, aatbiflge owner is only interested
in recreational services, so, given the power to choose wacid pick the point on the
FPC that gives them most of what they want. First-year teoitba@ont, as a rule, introduce
the possibility that there might be disagreement about &s¢ tombination to choose, but
it is exactly that disagreement that makes the forestrylprolinteresting.

Sometime in the 17th century the Crown adopted a policy otaling forest rights to
harvesters in exchange for Crown revenue. At that pointdhests were essentially un-
inhabited from the Crowns point of view. Only the timber \@duand the crown revenue
mattered. The interests of the Crown and the timber compavaee well aligned because
both parties desired to be as far to the top of the graph ashi@sH a market for recre-
ational services emerged the Crown would prefer to shifipction the point on the curve
that maximized the sum of the revenues form both marketsorlexample recreational
services from a hectare were selling for twice the price timaber was selling for, the
Crown would choose C*.

There is a good deal of confusion about the term values, sénmlioh Figure?? can
help to clarify. The three straight lines represent diffeérealues for the forest. In each
case prices from outside of the system generate a valueddotest. For the stockholders
the forest is worth 4 of whatever unit timber is valued in. Bo¥ lodge owner it is worth
four of whatever unit recreational services are valued me Trown can realize values in
two markets and transfer value between them. For the crovtin tine relative prices used
in the example the forest has a value equivalent to five uhitsaveational services or 10
units of timber.

Where do these values really come from? - from the wants @fishaals who can pay
for wood or recreational services. Obviously the bears badguirrels are left out of the
market, but individuals or governments can bid up pricesheir toehalf. The important
point, however, is that the economic values for differematypts are filtered through the
rights they have. The stockholders only value the timbehnimd¢ase because they have the
right to harvest only timber.

If the owner of the lodge owned the forest company, she woltse a point closer
to C* than either the forestry company or a simple lodge ownauld. This is the main
argument for privatising forests a private owner with thghtito exploit every aspect of
the forest might take all of the values into account.

Although in principle lodge owner and shareholder mightiieegtame person and might
want exactly the mix that is best for society at large, sucloréuhate coincidence of
wants is unlikely. Society therefore relies on discussind aon-market mechanisms to



THE SCIENCE OF COMMUNITY FORESTSPART II: THE SIMPLE THEORYFOFORESTS WITH JOINT PRODUCTS INORD WORKIN

determine what we do. Government has a role, and in many vasesuire government
to decide how much wood should be taken. The government megire the forester to
operate at R**, for example.

Simple as it is, the example captures many of the relevamaux features of the
forest tenure problem. It is clear that neither the lodge ewror the forestry company
should be entrusted with the entire forest. It might workaadhthe entire forest, including
the rights to the lodge, over to the forestry company. Therctmpany would be like the
lodge-owner/shareholder. This solution is essentialey shme as privatizing the forest
entirely, and it is the solution that many economists migigigest.
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FIGURE 2. regulation

The unrestricted interest of the forestry company wouldl le#do choose S*, but its
behaviour may be moderated by political concerns. At a sowt, represented by a
small downward shift of the horizontal line, the company caove a considerable dis-
tance horizontally to R*, providing a considerable gainite tecreation operator. A small
concession like this demonstrates good corporate citigprasd often yields significant
political capital. Because the curve Figure 3 exhibits wd@inomists call a diminish-
ing marginal rate of substitution, moving from R* to R** ceghe company much more
but provides a smaller benefit to the recreation operatoe cdmpany will naturally of-
fer smaller and smaller concessions when pressed becansess@mns are increasingly
expensive in terms of profits.

The government might choose to regulate logging. In thie ¢hs government repre-
sents the interests of both the company and the lodge owardislcontrol to one side, and
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then tries to manipulate the behaviour of the agent withrenRegulation could set a per-
formance minimum for example, by insisting that the compagwyer let the recreational
potential fall below R in Figure 3. Government would expéa tompany to choose R*,
which is better than S* but not as good as R**. Regulation isgsocompliance costs on
firms, and generally calls for monitoring and enforcemepesxditures by government. In
practice the company would often choose R** and argue theddtin fact complied with
the regulation. Shading compliance in this way is to be etqutbecause there is often a
great deal of money at stake. If the government chose to @itpa issue there would be
additional legal costs. In general, if the public wants alsdeviation from profit-making
behaviour, the cost of regulation is small, but large adpestts can be very costly.

A third alternative might be to hand control of the forest oigethe local community,
which would include people who depend on logging as well asplgewho depend on
tourism. This is the community forest approach. It solves pnoblem by creating a
corporate decision-maker that includes the interestd thalparties, as in Figure?, and
whose interests roughly correspond to the public interédte resulting decision would
again fall somewhere near C*. Furthermore, the intersts@tommunity are served very
nearly as well by any point near C*, as shown by the grey banEignire 4. Simple
economic theory indicates that community run forests wdaldct the general public
interst better than either forest run by the companies oosrst managed by the Ministyr
of Natural Reources. Unlike regulation the community bas#dtion automatically comes
near the social optimum and is difficult to move away from gwution.

Lukert (1999) has questioned whether the interests of camitias are sufficiently
aligned with those of the general public for community fongso result in good manage-
ment decisions. Are the interests of the public not adeduateeven better represented
by Queens Park operating through the Ministry of NaturaldReses? The question de-
serves carful consideration. The interests of a local conityiare in general more nearly
alligned with the general pubic interest in community simsthility, environmental preser-
vation and economic development. than is the interest ofesfty company. To say that
the intersts of the community are more nearly alligned whtbse of the general public is
to say that the public would prefer a solution near C* in Feg8r

Arguments that led the provincial government to decerdiradi the forest management
plans also lead to local, public tenure-holding.

The need for this local and public decision maker is alreadpgnized in principle the
province has created the Local Citizens Committees andviswarking on what it calls
cooperative SFLs. The LCCs are internal advisory bodied,raembership is screened
by district managers, so they fall far short of public powsr they can serve to bring
together the interests of most stakeholders. LCCs opesatmhsensus, and therefore
cannot be expected to shift management decisions apphetnaim those preferred by the
tenure holders.
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FIGURE 3. A community forest

Certainly community decision making will involve costs atwhflict. It will be neces-
sary to invest time and money in providing information, neling decisions, and facilitat-
ing public meetings. Two considerations are relevant.t Fe@mmunity decision making
and participation will make new resources available foesdmanagement - time and in-
telligence that is not available in the current system ot ithased in oppositional ways.
These resources are not costless in the broadest senseclaiy ss likely to be better
off if they are directed toward solving communal problemsc&@d, and this is extremely
important, energy and time spent managing communal fovaltgroduce social capital:
it is not simply a costs. The management of community foresitsdevelop more peo-
ple with management skills and knowledge that can be usedotogie the community.
Community forestry itself is a form of joint production, Wwisocial capital the invisible
and potentially undervalued second product.

Fundamentally it is people that produce wealth. The mosbimant investment a gov-
ernment can make is in people. This view is understood wenalkeabout the public
education system. Universities increasingly see co-ograras that give students practi-
cal experience as an effective way to create capacity. floadi apprenticeships relied on
on-the-job-training. Management recruiters look for stutd with experience in the non-
profit sector and in promoting community projects. It is amg that community forests
would create valuable management capacity, which woulegtase wealth-creation capac-
ity.

More important, perhaps, is that the interests of multoret! corporations increasingly
diverge from those of both the community and the generalipul@ubbage, Harou and
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Sills (2007) point out that we face a systematic shift in tleendnd for environmental
services.

This rapid expansion in the uses of forests as countriedajgveombined
with the expanded definitions of forest values, forces usetthink for-

est policies to achieve these broader social goals. Somgidral forest
policies may help us achieve production and protection abader set of
forest goods and services. However, it seems unlikely tisat &f forest
policy tools originally designed to achieve productionigaaill be equally

well suited for broader conservation, amenity and socialgjo

A final question raised by Lukert (1999) deserves attentigvihy bother maintaining
forestry communities that developed to serve an industnadle that no longer needs
them? The answer is not that the communities in some sensevdespecial exemp-
tion from the forces of the market. A sentimental concernafolying way of life may be
a poor guide to forest policy. The argument rests on the vafubese communities to
the rest of society. If, as seems likely, climate changdyaasequestration programs and
rising wood values call for more intensive silviculturegetpeople in these communities
will be needed. Furthermore, if the tenure system is refdrineencourage the develop-
ment of value-added forestry - both pre-and post-harvédsn these communities will be
the basis of wealth creation to the benefit of the larger $pciéhe interests of the forest
communities in Northern Ontario are already intrinsicalligned, not with current social
policy, but with a more ambitions and forward-looking farggolicy for Ontario. They
just need the social policy to catch up

Experts believe that adding value to wood is the only posdiliection for increasing
employment and wealth in Northwestern Ontarios foresethasdustry '[?]. Provincial
policy actually discourages the development of value-ddideustry according to a report
on encouraging investment in Northern Ontario: A value dddeod strategy to promote
the attraction and development of this sector in Northerta@mis made difficult due to
the fibre control policies of the Ministry of Natural Resoescand the anticipated fibre
supply which is expected to peak in 5-7 years. As result, nexisting businesses have
to source their supply from other parts of Canada Manitob@, Bnd Quebec. Any new
initiatives will face almost insurmountable difficultias $ecuring fibre or fibre approvals.
[?]

In essence we have a classic case of regulatory captuirejvhich a regulator intended
to act in the public interest comes to be dominated by theedesterests of the existing
incumbents in the industry that it oversees. The classicceas Stigler, who argued that
every industry or occupation that has enough political pawaeutilize the state will seek
to control entry. In addition, the regulatory policy willteh be so fashioned as to retard
the rate of growth of new firms
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In Part | we proposed that the Minister consider the follayrypotheses to determine
whether a shift to community forestry would result in a sbgain. The

at Compared to a community forestry tenure system, the existing industrial forestry
model will:

(1) produce more wealth (wealth hypothesjs

(2) produce more jobs (employment hypothesis

(3) produce most value-added (value-added hypothesis

(4) produce more research (research hypothegis

(5) produce more carbon sequestration (climate hypothesjs

(6) support most people ( population hypothesjs

(7) resultin more secondary and tetiary economic development (development hypoth-
esi9

(8) create more attractive and livable communities(community development hypoth-
esi9

(9) result in more human capital (human development hypotheksis

(20) result in more forest diversity (ecological hypothesjs

The analysis above leads us to reject most of the hypothespsarely logical grounds.
the wealth, employment, value added, population, devetspncommunity development,
and human development hypotheses.

The existing tenure system, descended as it is directly frentolonial relations of the
17th century, works strongly against human developmentercommunities of Northern
Ontario. Not only does it tend to place resource decisiotisdinands of non-residents, but
by restricting access to the wood supply it obstructs theldgment of local businesses,
inhibits entrepreneurship and innovation and preventgabkduoersification Prima face
argument that Hypotheses 2, 3, 6, 7, and 9 fiidra Science of Community Forestry Part |
are incorrect). By inhibiting social development and praireg economic diversification
the tenure system produces communities that are too smpibtode amenitiesRrima
face argument that Hypothesis 8 is incorrect), too limited tairetyoung people or to
attract professionals, and too narrowly based to survieegimg economic conditions.

Other things being equal, a tenure system that involves people in decision making
is a better system. Responsibility is fundamental to theeldg@ment of human capac-
ity. Involving people is costly, however. It requires tagitime, sharing information,
and, ultimately developing expertise and decision-makkitis. For a forestry company
there may be advantages to public participation, but in mases, public participation
is a cost. Modern management is designed to economize dhgetee and attention
precisely because they are among the most valuable ang cestlurces a company can
have. Prima face argument that Hypothesis 9 is incorrect) For the commuhiggé costs
are both investment in correct decisions and investmertsnman development similar to
educational expenditures.
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5. CONCLUSION

The most remarkable aspect of the policy regime for Norti@tario is its astonishing
failure in the second half of the 20th century to convert therenous natural resource base
into viable economic development in the region. In the abseasf growth in secondary
wood industry, labour-replacing technological changevitadly brings falling employ-
ment and closing mills. It is difficult to appreciate the magde of the resulting economic
reversal.

Building on the forest resource is the only available depelent strategy for Northern
Ontario. Expanding value-added production is virtuallg tiefinition of building on the
resource base?]. The failure to make a transition from commodity produntto wood-
based value-added production in Northern Ontario is the#esde that the corporate tenure
system does not perform as well as a community forest terysters would.

Community forestry in theory offers a way to escape the whelexlopment trap. Com-
munity forestry can at least partially solve the four maiitufes of the existing tenures
system, notably the lack of incentives for moving to valdeled production, the lack
of incentives to invest, the failure to take advantage offtllerange of forest values,
and the inability to mobilize local human resources andtehgiffectively. Theoretical
considerations therefore strongly favour a change in thareesystem in Northern On-
tario.Unfortunately there simply is no “science” of comnityriorests. Itis itis impossible
to say with reasonable certainty at this point.

Economists since the time of Haavelmo (1943, 1944) havegrezed the need for pre-
cise models to construct counterfactuals and to answentquestions and more general
policy evaluation questions, including making out-of-gdenforecasts. 9. The discus-
sion of community forestry to date has largely ignored thed® specify precisely what
is meant by a community forest. This omission is entirelyamsthndable because there
are in fact few or no relevant examples and because the pndblene of system design,
not incremental tinkering.

This paper has made the case for investing much more effonbitheling community
forests theoretically, a task that requires what some &mgigis have called the “social
imagination” combined with formal social science modelinbhe job is daunting, but
when the difficulties are compared to the costs of contindireg current approach to
Canada’s forests, the investment required is tiny. Therpialeeconomic and social ben-
efit from finding an improved social forestry model are enausy@nd the transformative
effect for Canadian Social Sciences is, as the advertiswsayt“priceless.”
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