Banking on deforestation: 
Asian Development Bank support to industrial forestry in Lao PDR 

by Chris Lang
[image: image1.png]Through its projects and policy advice the Asian Development Bank is setting the eco​nomic and legal framework for the expansion of tree plantations and the pulp and paper industry in the Mekong Region. In Lao PDR the ADB is playing an increasingly important - and destructive - role. Chris Lang describes the Bank's involvement in the forests in Laos and in particular how the ADB is promoting industrial tree plantations at the expense of village people's community forests, swiddens, grazing land and commons.

This area of forest was cleared in November 2000 to 
make way for BGA's plantations near Ban Lao Kha. 
According to the ADB "plantations are all being established 
on degraded land - not on natural forest areas".

The Asian Development Bank's involvement in the forests of Lao PDR started in 1978 with a US$8 million loan for a "Forestry De​velopment Project". Since then the Bank's lending for forestry projects in Laos has shown a consistent bias in favour of industry over communities. The Bank's rhetoric may have changed towards poverty alleviation and rural de​velopment, but the bias in favour of in​dustry remains. The ADB's first projects supported the development of the log​ging and timber industry and more re​cently, as the forests of Laos have be​come increasingly logged out, the Bank has turned its attention to industrial tree plantations for the pulp and paper in​dustry.
Forestry development

The ADB's 1978 "Forestry Develop​ment Project" loan went on rehabilitat​ing wood-processing operations, in​cluding modernising a plywood mill and logging operations which would "en​sure a regular flow of raw material to the processing facilities", according to ADB documents.

The project immediately ran into dif​ficulties. It was delayed for 15 months, according to the Bank because of "be​lated declaration of loan effectiveness, late fielding of consultants and lack of a steady supply of logs."

The ADB's bias towards industrial forestry is reinforced by the forestry consultants hired to provide advice and to carry out Bank projects. For example, part of the Forestry Devel​opment Project was to have involved collecting seed from forests to use for future replanting. ADB consultant Saravanamuttu Muttiah reported, however, that it was simply too much hard work to get into the forests to col​lect seed. "Because of various difficul​ties encountered in getting into remote forest areas for seed collection, the possibility of establishing chiefly clonal seed orchards of premier species was examined but it requires considerable initial research support," wrote Muttiah.

Foresters are often happier working in the laboratory or seedling nursery with tree species they know about, than working in forests collecting seeds from trees about which they know far less than local communities. Muttiah added, "Eucalypts have a definite [sic] place for community forestry in Laos." By the end of the project, 150 hec​tares, mainly of Eucalyp​tus camaldulensis, had been planted. The Bank described this as a "meas​ure of success" of the project's reforestation component. The Bank did not discuss the fact that communities receive a se​ries of benefits from their community forests which are simply not available from eucalyptus planta​tions.

The ADB's Forestry Development Project was planned to be completed in March 1980. After the early delays to the project, it was reformulated in 1981. By 1986, when the project was finally completed, the total cost had exceeded predictions by almost 40 per cent.

After the project was completed, the ADB's post-evaluation office reported that "Average production for all project facilities was of order of 26 to 40 per cent of the appraisal expectations ... The loss of log volume was consider​able and management of wood enter​prises poor. Logs were undergoing excessive degradation in the log yards."

Although the project made a profit, the Bank reported that was a result of "the lucrative nature of the industry" and the ADB's Project Performance Audit Report rated the project only "partially successful". A 1994 ADB re​port, "Sector Synthesis of Post Evalu​ation Findings in the Forestry Sector", which includes a description of the project, makes no mention of the im​pact on either the forests or the people of Laos.

Despite the serious problems that the ADB ran into with its first forestry project in Laos, even before this first project was completed the Bank had started its next foray into the forests of Laos.

In December 1984, the ADB ap​proved a second loan of US$8 million for a "Second Forestry Development Project". Once again, the focus was on industrial forestry. The project was aimed at supporting state forestry en​terprises (including Lao Plymill, Rattan Furniture Factory, Parquet Factory and State Forest Enterprise No. 9) with the aim of "expanding the forest industry, reducing industry production costs and improving forest resource utilization," according to the Bank.

The loan became effective in July 1985, but the project was put on hold for three years, while the Lao govern ment restructured the Lao Wood Indus​try Corporation, which was to be the Executing Agency for the project.

[image: image2.png]The project was redesigned and eventually started in 1988. It was in​tended to run until 1993, but in 1991 the Lao government privatised seven wood processing enterprises, at which point the ADB stopped loan disburse​ments and technical assistance activi​ties supporting these enterprises. The following year, the government closed down State Forest Enterprise No. 9 and privatised State Forest Enterprise No. 3. The ADB subsequently cancelled further disbursements, saving a total of US$3 million, and the project closed in February 1993. According to a 1995 ADB report, "Although the Project was not com​pleted in accordance with the original objectives, the overall objectives of the project were substantially achieved." However, the report continued, "The compliance with loan cov​enants was considered not satisfactory."

BGA is one of the companies benefitting from the ADB's 
support of plantations in Laos. The company aims to plant 
around 50,000 hectares of mainly eucalyptus plantations 
in Bolikhamxai and Khammouane provinces.

The ADB's next in​volvement in the Lao for​estry sector came with its funding of a Tropical For​estry Action Plan (TFAP) for Laos. Other funding for the Lao TFAP came from the United Nations Development Programme, United Nations Food and Agriculture Organisation, the World Bank and the Swedish International Development Agency.

Once again, the ADB was involved in promoting industrial forestry. Pub​lished in 1990, the TFAP report recom​mended that that Laos should log its forests at the rate of 275,000 cubic metres a year. "Commercially valuable" forest was to be logged - an area as large as one million hectares according to the TFAP consultants.
Industrial plantations

The TFAP consultants' second priority was the introduction of industrial tree plantations on logged over and de​graded forest land to feed the pulp and paper industry in Thailand and other countries in Southeast Asia.

Sure enough, soon after the TFAP for Laos was completed, an ADB​funded study looked at establishing plantations of fast-growing trees for production of industrial wood for ex​port. This study was carried out as a response to recommendations in the TFAP, according to Bounphom Mounda of the Lao Department of Forestry.

In December 1993, following this study, the ADB Board agreed a US$11.2 million loan to the Lao government for an "Industrial Tree Plantation Project". The project started in July 1994 and the first phase is planned to finish in 2003. The project aimed to plant 9,600 hectares with commercial fast-grow​ing tree plantations, with 7,000 hec​tares of this area to be established by private companies.

According to the ADB, the project's aims are to:

"(i) reestablish tree cover on unstocked and degraded forest land;

(ii) produce wood for fuel, and construction and industrial uses; and

(iii) establish a policy framework for the development of sustainable industrial tree plantations."

[image: image3.png]By September 2000, the ADB re​ported that 7,842 hectares of tree plantations had been established under the project.

The ADB's project involved a series of loans, with a series of re​payment terms and interest rates. First, the ADB lent money to the Lao Government. The Bank gave the gov​ernment 40 years to repay the loan. For the first 10 years the loan was interest​free, after this period interest is to be charged at a rate of one per cent. The Lao government in turn lent money to the Agriculture Promotion Bank and gave the Bank 15 years to repay. For the first six years the loan was interest free, followed by a two per cent interest rate. The Agriculture Promotion Bank then lent money to companies or to farm​ers. Companies have 12 years to repay with six years interest-free, followed by a seven per cent interest rate. Compa​nies had to provide 30 per cent of the money required themselves, before the loan could be approved. Farmers have to repay their loans within eight years with no interest-free period. For the first six years they have to pay 60 per cent of seven per cent annual interest and in the seventh and eighth years the entire loan plus interest must be repaid.

Stumps of trees from forest cleared to make way for 
ADB-funded eucalyp​tus plantations. Further evidence that 
the ADB is lying when it claims that plantations 
are not established on forest areas.
Farmers, whose poverty the ADB claims to be alleviating, get the worst deal. They pay more interest, have to repay the loan sooner, and they take on the risk that the price of wood might fall. If they are growing trees on their land instead of food crops, they risk having food shortages and no money to buy rice to feed their families. Mean​while they get no income from the trees until they are cut down, at least five years after planting.

The Bank claims that it is funding plantations only on "degraded" land: For example, Bartlet W. Edes, the ADB's External Relations Officer, wrote last year in the ADB's in-house magazine, ADB Review: "Because plantations are all being established on degraded land - not on natural forest areas - planta​tion development in the Lao PDR is unlikely to have the adverse environ​mental consequences associated with establishing plantations witnessed in other Asian countries."

The reality is that the ADB is funding the replacement of village people's community forests, swidden fields, grazing land and commons with monoculture euca​lyptus plantations.

In 2001, independent research​ers reported that at Ban Nao Neua, in Xaibouli district, 100 hectares of dry dipterocarp forest was de​stroyed to make way for ADB​funded eucalyptus plantations. Instead of addressing village peo​ple's concerns about the planta​tions, however, the ADB's consult​ants attempted to convince village people that the plantations would not cause any problems and that a further 100 hectares should be planted.

To foresters and the ADB's "ex​perts", dry dipterocarp forest has less value than eucalyptus planta tions, but to villagers dry dipterocarp forest is very valuable, for example for mushroom collec​tion or as grazing land for village livestock. Village people in Ban Nao Neua have not allowed any more eucalyptus to be planted on their com​mon land.

Profiting from aid

It would wrong however, to claim that no one benefits from the ADB's sup​port of plantations in Laos. A series of companies is benefiting from the Bank's activities. The largest of these compa​nies is BGA Lao Plantation Forestry Ltd (BGA).

BGA was established as a US$30 mil​lion joint venture between Brierley In​vestments Limited (founded in New Zealand, but now registered in Bermuda with its head office in Singapore), Gen​eral Finance (Thailand) and Asia Tech (Thailand). With the onset of the Thai financial crisis in mid-1997, General Fi​nance and Asia Tech pulled out of the project leaving Brierley and the Lao Government as the only partners in BGA.

The company has a 50 year land lease in Bolikhamxai and Khammouane provinces. BGA aims to establish between 44,000 and 53,000 hectares of mainly eucalyptus plantations. The company intends to build a wood chip mill in Hinboun and has future plans for a 1.1 million tonnes a year pulp mill. Wood chips and pulp are to be exported to Japan, via the Vietnamese port of Vinh.

In 2000,70 percent of BGA's activities were funded through the ADB's plantations project. The company has also received gener​ous subsidies from the Lao Government. The government handed over the land for the plantations rent-free in return for a five per cent share in the project. The government later bought a further 10 per cent share in the scheme. Under Lao Forestry Law plantations are exempt from land tax, and BGA pays only five per cent income tax on its op​erations.

When BGA completes its wood chip factory, electricity will come from the nearby 210 megawatts Theun Hinboun dam, another ADB-funded project. Since 1998, when it was completed, the dam has caused serious problems for villagers who have seen the fisheries in the river destroyed along with their live​lihoods.

Route 8, which is critical to export the woodchips from BGA's proposed wood chip mill, was rehabilitated with funding from the Japanese and Swed​ish governments. Before the rehabilita​tion, Route 8 had been almost com​pletely destroyed by logging trucks.

Bounna Hansingsai, head of the trade service of Khammouane Prov​ince, is clear about who will benefit from the rebuilt road. In 1999, he told the Bangkok Phuchatkan newspaper, "Even though this transport route passes through many provinces in Laos, the countries that stand to gain the most from such cooperation are Thailand and Vietnam.... Route 8 is a main transport route for transit goods between Thailand and Vietnam."

BGA does provide some employ​ment. The company employs village people on a day-by-day basis as la​bourers for less than US$1 a day. Vil​lage people in Ban Lao Luang report that they welcome the money they have earned from working for BGA, and they no longer have to travel to Thailand to find paid work. However, while planta​tions require labour in the early stages - to clear the land, for example - once the land is cleared and the trees planted, the company will employ few people until the trees are cut down five years later.

[image: image4.png]In Ban Lao Kha and Ban Lao Luang, BGA has cleared areas of dense natural forest in order to plant eucalyptus trees. Village people in Ban Lao Luang report that they have to walk further to collect mushrooms and other forest prod​ucts, and wildlife such as mice and birds have moved to remaining forest areas away from the plantations.
The ADB's first forest projects in Laos supported the logging 
industry. In the 1990s, as the forests of Laos continued to disappear, 
largely as a result of the logging industry, the Bank has turned its attention 
to supporting industrial tree plantations and the pulp and paper industry.

BGA sprays its plantations with her​bicide three times a year. The herbicide ensures that nothing grows in BGA's plantations other than eucalyptus trees. Village people's knowledge and uses of the wide range of plants that grow in the forest are being de​stroyed as their forests are converted to monoculture.

Yet, in his article for ADB Review, ADB's Bartler W. Edes wrote: "Herbicides are not used; rather, a biode​gradable product called glyphosate is applied to control weeds." Glyphosate is one of the world's biggest selling herbicides. It is the ac​tive ingredient in a range of products manufac​tured by Monsanto. Monsanto started selling Roundup, its first glyphosate-based herbi​cide in 1974. Since then annual sales of glyphosate herbicides have soared to around US$1.2 billion. Monsanto de​fines its glyphosate products as "broad-spectrum, non-selective herbi​cides."

Participation, what participa​tion?

Throughout the country, Lao govern​ment officials are carrying out a land and forest allocation programme. In the areas where BGA is establishing its plan​tations, the government has allowed the company, in effect, to allocate itself the land it wants. The company has used aerial photographs, satellite images, maps and geographic positioning sys​tems to locate the best land for planta​tions. Company documents describe be​tween 39,000 and 48,000 hectares of the land leased to BGA as "shifting cultiva​tion / grazing land / degraded forest".

In other words, this is land that village people are already using.

In ADB Review, Bartlet W. Edes wrote: "Tree-planting firms negotiate with village people for the use of forest lands. Commons, swiddens, grazing land, and community forests are pro​tected by the villagers themselves, who must give their written consent to any commercial use."

Once again, Edes' is attempting to mis​lead. Village people do not have the power or sufficient in​formation about the impacts of eucalyptus plantations to bar​gain with plantation companies.

A BGA publicity brochure explains the reality of how BGA took the land it wanted for planta​tions in the village of Ban Lao Kha:

* Village Meeting * Village bound​ary surveyed

* Village area classified and mapped * BGA selects suitable land

* Report prepared & submitted to the GOL [Government of Laos] Real Es​tate Department

* Land lease granted.
In November 2000, a representative of BGA explained, "BGA does the land allocation. So far 10 villages have been mapped." When asked whether any vil​lagers were reluctant to allow planta​tions on their land, he laughed and said, "No. We did the presentation, so no one said no."
Trust us, we're experts

Several consulting firms have benefited from contracts on the ADB's plantation project, including Jaakko Poyry (Fin​land), Burapha Development Consult​ants (Sweden-Laos), Fortech (Aus​tralia), CIRAD-Foret (France) and MIDAS Agronomics (Thailand).

[image: image5.png]In the eight year project period the consultants produced project docu​ments including an inception report, quarterly progress reports, plantation management papers, and environmen​tal technical reports. Instead of provid​ing independent advice to the Lao Gov​ernment and the ADB, however, sev​eral of the consultants hired by the ADB appear to have conflicts of interest.

Companies from the Jaakko Poyry Group were hired by both ADB and by BGA. Poyry carried out the feasibility study for BGA plantation, wood chip and pulp mill project. In 1995 Poyry and Burapha produced a report for the ADB commenting on the Lao Government's law on plantations, Directive 186. Among the consultant's recommenda​tions were that export taxes and trans​port taxes should be reduced.

BGA sprays its plantations three times a year with the herbicide 
glyphosate. As a result nothing grows between the rows of eucalyptus trees.

Another 1995 Poyry report pro​duced for the project states that the aim of the ADB's project is to "develop a model to implement the policy of grow​ing high yielding tree plantations on unstocked forest land and eroded land by the private sector." The same report defines "unstocked forest" as "previ​ously forested areas in which the crown density has been reduced to less than 20% because of logging or heavy dis​turbance" and "abandoned 'hai' [swidden fields] and disturbed stands with a crown density of less than 20%." While this definition might make sense from the perspective of a forester trained in the scientific forestry tradi​tion, it has little in common with the way villagers in Laos look at their forests. What appears to Jaakko Poyry's con​sultants as "unstocked forest" might be rich forest for mushroom collecting, grazing land or regenerating swidden to village people.

Poyry's definition has allowed compa​nies to describe village people's community forests, grazing lands, fallow land, regenerat​ing forest areas and fields as "unstocked forest" which they can then convert to fast​growing tree planta​tions - precisely what Poyry's other client, BGA, has done.

Ecosecurities, a firm hired by the ADB to look at whether ADB-funded planta​tions in Laos are eligi ble under the Clean Development Mechanism of the Kyoto Protocol, spe​cialises in setting up carbon-trading deals for companies and governments.

ADB also hired Burapha Develop​ment Consultants, part of the Burapha Group. Another company in the Burapha Group, Burapha Agro-For​estry, runs a eucalyptus wood process​ing factory near Vientiane. According to a representative of BGA, Burapha has even received funding through the ADB project. Perhaps then, it is not surpris​ing that that a Burapha representative in Vientiane said about the ADB project, "The project for Burapha has been a success. I'm not sure about the project as a whole."
Transparency and the ADB

In October 2003, the Board of the ADB will decide whether to fund phase 2 of the Bank's plantation project. Phase 2 is to be called "Tree Plantations for Live​lihood Improvement". The project aims to plant a further 10,000 hectares. Ac​cording to the ADB's project descrip​tion, the new project "will build on the successes and lessons learned from the ongoing Industrial Tree Plantation Project." However, the Bank has de​clined to disclose what it believes to be the successes or lessons learned from its previous project.

A consortium of consultants is currently preparing the project. The consortium consists of two companies that have previously won contracts with the ADB's In​dustrial Tree Plantations Project: MIDAS Agronomics and CIRAD​Foret. Two other companies form the remainder of the consortium: SSC Natura (Sweden) and Champa Lao Consulting (Laos).

Akmal Siddiq, Senior Project Economist at the ADB, explained that the "design [of the project] will incorporate the relevant social and environmental concerns and that its design process is participatory involving all stakeholders."

The ADB has organised a se​ries of workshops in Vientiane about the project. According to Siddiq, nongovernmental organisations including World Wildlife Fund (WWF), World Conservation Un​ion (IUCN) and Wildlife Conserva​tion Society (WCS), "all support the concept and scope of the emerg​ing project." Siddiq added, "These open and frank consultations are part of the ADB's transparency policy." 
The WCS Programme in Laos pro​vided the ADB with a position paper which states that "Conversion of natu​ral forests to plantations is probably the single largest threat to forests in many countries and therefore we are almost always against conversion of natural forests to plantations."

The paper lists criteria for judging the potential damage caused by a plan​tation. The first criterion states, "Under no circumstances should plantations remove native forest."

[image: image6.png]IUCN and WWF declined to answer requests for confirmation of their sup​port for ADB-funded plantations in Laos. ADB staff have declined to re​lease the minutes from its workshops for phase 2 of its plantations project in Laos. The Bank has also declined to release copies of the presentations made during these workshops.

The reality is that the preparations for the ADB's second tree plantations project in Laos are taking place without the benefit of an open public discus​sion. ADB's Akmal Siddiq confirmed this: "The draft reports produced so far are not ready for public distribution and will only be available after Board ap​proval."

The Bank's preparations for its pro​posed project reflect the secrecy sur​rounding phase 1 of its plantations project in Laos. The Bank has refused to issue key studies associated with the project. These documents are important not only in the context of the ADB's plantations project but because they are suggesting changes to Lao forest law and could therefore potentially affect tens of thousands of people's livelihoods.
The ADB has refused to release key project documents. The 
recommenda​tions in these reports would require changes to 
the forestry law and could affect thousands of village people's 
livelihoods. Yet the documents are not publicly available.

For example, in 1999, ADB commis​sioned Australian forestry consulting firm Fortech to produce a report enti tled "Current Constraints Affect​ing State and Private Investments in Industrial Tree Plantations in the Lao PDR." In the Executive Sum​mary of the report Fortech claims that plantation development in Laos "provides opportunities to generate economic growth and de​velopment" and recommends that the Lao government should ap​prove "at least one large scale plan​tation project" by the end of Janu​ary 1999. Without such a project, "international investors will de​cide not to proceed in Lao PDR", according to Fortech.

The report also recommends the Lao government should provide a series of measures to make it easier for international investors to invest in plantations in Laos. These in​clude: rewriting the Plantation Regulations under the Forestry Law; appointing a "plantation in​vestment coordinator"; preparing guidelines for plantation assess​ment proposals and a step-by-step guide for investors; collecting and publishing market information on domestic and international forest product markets; and building new roads in "key plantation development regions".

Fortech's recommendations have major implications for people in Laos. Changes to the Forestry Law should be a matter for public discussion. Local communities in what Fortech calls "key plantation development regions" have a right to know what ADB-funded con​sultants are recommending for their land, forests and livelihoods. Similarly they have a right to know that new roads are to be built near their villages to serve the interests of international investors.

Yet Fortech's report is not available to the public. In June 2001, in response to a request for the report, Snimer Sahni, the ADB's project officer for the Bank's Industrial Tree Plantations Project, re​plied:

"The document you have requested is an official document. Nevertheless, we had sent you a copy of the execu​tive summary. Since you still wanted the full document, we had sought the con​currence of the Lao PDR Government to release this to you. We have not so far received a response from them."

Six months later Sahni wrote to in​form me that "this study was done on behalf of the Lao PDR Government, and we had sought their concurrence to re​lease the report. We have not so far had a response from them, and will again send a reminder." Since then, I have heard nothing more on the subject from either the ADB or the Lao government.

Another document produced by consultants for the ADB is entitled "National Strategy for Sustainable Plan​tation Forestry". The Bank has ignored my repeated requests for this docu​ment.

The ADB has a policy on Confiden​tiality and Disclosure of Information, which came into effect on 1 January 1995. According to the Bank, this policy was "prompted by the realization that

the Bank should provide the greatest possible degree of transparency and ac​countability". The Bank also states that it "emphasizes a presumption in favor of disclosure where disclosure would not materially harm the interests of the Bank, its members, borrowers, and private sector clients".

	Without access to ADB reports documenting the Bank's plans for plantations in Laos, an informed, open debate is not possible. Perhaps not surprisingly, the ADB is reluctant to allow any such debate.


However, the Bank has ignored my requests for a complete list of docu​ments produced under phase 1 of its plantations project in Laos. Without a complete list of documents produced under a project, it is impossible for any​one to know whether the Bank is upholding its Policy on Information Disclosure.

Nurina Widagdo, Regional Director of Oxfam America's East Asia Regional Office, comments that the ADB's Policy on Information Disclosure as it stands is "inadequate to allow project stakeholders to have access to key documents. The Policy requires the Bank to disclose the Bank's own documents but in reality, many key documents related to ADB-funded projects belong to borrowing govern​ments. In order to be meaningful, the Bank's Policy should be broadened to allow all key documents to be made public."

The Bank claims several objectives for the policy, including: encouraging debate; ensuring local participation in decision making; broadening under​standing of the Bank's role; facilitating coordination "with others interested in the common goal of development of the region"; and increasing the Bank's ac​countability.

Without access to ADB reports documenting the Bank's plans for plan​tations in Laos, an informed, open de​bate is not possible. Perhaps not sur​prisingly, the ADB is reluctant to allow any such debate.
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