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Executive Summary

There are many similarities between PNG Forestry and Australian Forestry in terms of 
· similar forest types and forest produce

· similar forest produce markets

· similar forest plantation species

· similar forest industry standards

· similar forestry training curriculum

· in the past the majority of investors were Australian.

· Both signatory to ITTO in terms of criteria and indicators for sustainable forest management

· Similar timber treatment standards and building codes, (where used) are based on Australian standards

· Close linkages between Australian and PNG government and industry organizations  

The implications for Australia of political, economic and security development in terms of PNG forestry is that there is a long standing and enormous wood trade between Australia and PNG encompassed within a sphere of similar forest types and forest products bound by many existing long term areas of mutual co-operation within the respective government and private sectors.


In making this submission to the Australian Senate, in terms of economic relations

· Australia must recognize the long term wood trade between PNG and Australia, the PNGFIA

· Australia must recognize PNG as its economic woodshed and tailor development co-operation relationships to encourage future development of that economic woodshed

· Australia could undertake development cooperation programs in terms of the formation of a cooperative research centre run under the direction of CSIRO with contributions coming both from government and private sources

In terms of possible forest industry technical co-operation initiatives for consideration between Australia and PNG, the following areas have been identified. They include:

Long term industry planning methodologies

· Assistance in adopting a regional forest and forest product quality certification scheme similar to that as delineated under the Malaysian Timber Certification Scheme and utilizing where applicable, components of the Australian Forestry standard and the criteria and indicators of the International Tropical Timber Organisation’s sustainable forest management criteria.

· Assistance to advance PNG’s development of national forest standards utilizing the Australian Forestry standard framework

Such assistance would:

· benefit PNG in terms of market exposure from such an alliance.  

· develop a regional approach in the Pacific to forest certification and forest product labeling

· develop a more orderly approach to marketing of forest produce from the Pacific

Forest administration 

· County to country industry liaison body as per NAFI model

· Government monitoring/enforcement activities

Forest research , especially for industrial development and for new forest creation

Develop a CSIRO/PNG forest research memorandum of understanding re the formation of a co-operative research centre in which the lead role is played by CSIRO scientists  with monetary contributions and in kind contributions being made by both government and private sources. Programs of research should include:

· wood processing for downstream value adding

· use of agricultural fibre residues as oil palm/coconut etc

· plantation development

· enrichment/regeneration cut over forests

· forest inventory

· conservation eg strengthen wildlife management 

Plantations

Assist PNG in the establishment of hardwood plantations in PNG through initiating hardwood plantation development in terms of research as genetic engineering, wood properties, species selection,  silvicultural practices and plantation management

Assistance could also be provided in terms of establishing demonstration plantations both for industrial purposes and for resource owners, 

Assistance could also be provided for reviewing legislations and regulations such that any impediments to foreign investments in plantations be minimized

WHAT IS THE PNGFIA? 

The PNGFIA (PNG FOREST INDUSTRIES ASSOCIATION) is a national association representing and promoting the interests of the PNG forest industries sector at all levels inside and outside PNG.

PNGFIA is committed to the responsible use of forest resources in the nation’s interests and supports any efforts that will ensure the community hears the industry’s message of “sustained forest industries for PNG”.

PNGFIA presents the PNG forest industries’ views to the people of PNG, the GOPNG and all public authorities on matters relating to the national development and use of forests and forest products, including plantations. PNGFIA provides a wide range of services and assistance to its members. It also promotes community awareness of the forest industries by providing information and education material.

In all its activities, PNGFIA expresses a view based on a critical analysis of available research and other scientific information.

OBJECTIVES OF PNGFIA

The PNGFIA (inc) is an incorporated association of companies involved in all levels of operation in the forest industry in Papua New Guinea. It has the following objectives:

(a) To promote membership of the Association to all bona fide corporate and like entities engaged in the logging, mining, manufacturing, merchandising, exporting, utilization and associated servicing and support industries directly or otherwise dealing with pNG forest resources.

(b) To support and protect the integrity, character and status for the forest industry sector and the collective interests of the members of the association

(c) To represent the collective interests of members through representative participation on the National Forest Board (NFB), direct communication to Government and through contact with other available agencies or media

(d) To foster balanced environmental, communication and economic responsibility and practical forest management principles within the forest industry sector

(e) To oppose any dishonourable conduct or unlawful practice among entities engaged in or associated with the forest industry sector

(f) To consider and promote the association’s policy position on matters relating to the forest industry sector

(g) To assess the effect of Government policy, legislative and regulatory measures and other matters on the forest industry sector and where necessary represent the collective views of members of the association on those matters relating to government, National Forest Authority, the community and our markets at large.

FUNDING

PNGFIA’s activities are funded entirely by members, who between them represent all facets of the industry and produce the majority of PNG’s forest output.

STRUCTURE

An executive committee of directors comprising a President, Vice President, Secretary, Treasurer and 6 committee members who are elected annually by the members, governs PNGFIA.

MEMBERSHIP PROFILE

43 members covering:

· Downstream processing 11

· Plantation development 4 

· Export logging 3

· Processing and exporting forest produce 7

· Furniture manufacture 1

· Building/building supplies 1

· Service providers 8

· Educational industry training institutions 1

Professional forestry associations 1.
PNGFIA MEMBERSHIP OF PNG BOARDS

1
NATIONAL FOREST BOARD

The NFB, under the Forest Act, is responsible for the achievement of the aims and objectives of the Act and this includes much business more in the nature of “day to day” operations of the Forest Service (NFS).  Hence the Board is more hands on in its activities than would normally be expected in other statutory authorities.  It is noted that much work in the nature of forest policy formulation and implementation, trade and investment development and administrative reform is not being adequately addressed.  Political interference, mal-administration in the NFS and the constant need to address donor demands on the sector have combined to severely constrain the Board in achieving its objectives.   

In addition to Board meetings, the Association is represented on the following sub-committees of the Board:

Policy and Planning

Forest Research

Plantation Advisory

Finance and Audit

Forest Act Review

International Tropical Timber Organization

Timber Standards with sub components:


Logging Code of Practice


Waste Assessment


Grading Rules


Timber Treatment

These sub-committees meet on an “as required” basis.

2 Other Boards/Committees

PNGFIA is involved in many other board and committees including POM Chamber of Commerce – executive ; National Forest Trade Training Board, Trade Advisory Group ITTO, PNGIVET, Private Sector policy formulation group, Association of Foresters etc

 “OBSTACLES TO GROWTH IN THE PNG FORESTRY SECTOR”

The question of how to make the best use of PNG’s forest resources is a complex one and is affected by the laws of the market; supply, demand and competition, as well as by environmental concerns and even by history.

Globally, wood now tops the list as the material of choice. The enormous headway made by this sustainable raw material is reflected in the versatility of wood. Wood has been rediscovered as a material for use in public and private sector construction projects, as an innovative element in furniture manufacture and in its potential for creating evocative and unusual forms.

For the PNG producers and exporters to be successful, they must be able to optimize their logistics chain to make their integrated timber harvesting/wood production processes, an efficient and economical material flow and data flow. Without this, PNG producers will not be able to meet the increasing trend of globalization in creating a buyer’s market, which is forcing suppliers to produce customer tailored goods more cost effectively and more swiftly. Importers need to know volumes of product on offer, schedules of delivery and above all consistency, quality, quantity and reliability of products being exported.

The problem facing any successful PNG producer/exporter is to find markets for PNG’s residual logs and lower quality forest products.

History

· Currently PNG’s annual wood flow is some 8 million m3 (5 million m3 firewood (FAO estimate); 1.8 million log export; processed export 0.645 million m3, domestic industrial 0.2 million m3)

· After 60 years, in terms of revenue generation and active forest management regimes only 3.7 million hectares of the PNG land base under active forest management regimes and only 65,000 hectares of plantations 

· Even so, if allowed to operate efficiently, this small forest base is capable of producing a sustainable cut of 3.3 million m3 with a contribution of contribution of US$270 million to PNG’s GDP annually; with some US$85 million paid in export taxes/levies and with landowners receiving some US$20 million in direct payments

· However, this was last reached in 1997.

· Furthermore, the natural forests of PNG are not public forests – they are privately owned and unless they become part of a forest management ethic and practice on the part of resource owners, it can be questioned whether there will be any effective base for the long term management goals of forest policy.

OBSTACLES TO GROWTH

Obstacle – erosion of forest investment capital

Unless PNG can halt the decline of the existing forest industrial base through the erosion of investment capital due to impediments as unsustainable and discriminatory taxation burdens, lack of rural infrastructure development and maintenance, and a lack of reinvestment by PNG back into the forest sector, there will be enormous poverty in the rural areas.

In 1998, there were some 47 forest operations in the country, which employed over 13,000 people directly and provided indirect incomes to some 200,000 landowners. Today, it is a vastly different story – the decline in the forest sector is estimated, by AusAID, to have cost the people some K30 million in lost cash income, some 5,000 employees have lost their jobs, closure of major mills as D Scan - Rabaul and SIPEF – Galley Reach, opportunities for school and university leavers within the industry have disappeared and PNG has lost over K100 million per year in export earnings. 

Obstacle - The PNG forest industry is on the “user end” of GOPNG decisions and actions in regards to a stable investment climate, resource security and consistent administration of rules and regulations especially relating to forest revenue systems in the context of fiscal stability. Without these, a faltering sector will result and PNG will fare poorly in terms of the potential offered by the sustainable development of its forest resources.

Obstacle – PNG Forest Revenue System

· To reverse this alarming trend, PNG need to harness the potential of the forest industry to be partners in development by providing realistic operating and fiscal conditions, which will bring back confidence to the sector. The forest revenue system, including export tax, needs to be a tool for achieving sustainable forest management, not just a means of raising government revenue.

· Recent budget changes removed some of the uncertainty in the taxation system but the fixed tax rates put PNG industry at the highest tax level in Asia Pacific. The level of taxation now imposed on the sector makes long-term investment and sustainable job creation a doubtful outcome. The sector could well employ a further 5 to 8,000 people in the short term if failed policies of the past are reviewed and if PNG really has the will to become a truly international competitive investment destination.

Obstacle – consistency of long term policies

· With regard to policies and practices, which would encourage industry development, it is not just a question of policies being conducive to attracting the initial investment outlay. Rather it is the whole policy matrix and how practices are formulated within that matrix that will influence the investment outcome. To achieve an internationally competitive industry, policies must focus on international best practice to be successful. Accordingly, policies, which guarantee a secure resource base, in large enough volumes to support the investment, must be the starting point.

Obstacle - World Bank Forest and Conservation Project

· Review the terms of reference for the World Bank Forestry and Conservation project. This World Bank project together with loan conditionalities, which have been imposed on PNG in exchange for budgetary and structural adjustment support since 1995, need to be thoroughly reviewed. Little consideration appears to have been given to the impact of World Bank imposed restrictions on forest management of the future development of forest based enterprises. But the cumulative effect has been devastating.

Obstacle – PNG does not look after current investors

· PNG will not get any new investors unless it looks after the current industry.

· In the last 4 years due to commercial unsustainably, many operations have closed eg WNB, Sepik Hawaiian, Galley reach, D Scan etc. All these operations could have survived if the right commercial conditions had existed

· Without revitalizing stalled existing projects there will be no real revenue for the stakeholders of the PNG Forest sector, Hopefully this is not the not the intention of World bank intervention to increase poverty

Obstacle - 2000 changes to Forest Act 

· Rescind the year 2000 amendments of the Forest Act in their entirety

· Reinstate PNGFIA on the NFB in its own right. Unless industry is recognized as a partner in development and is allowed to participate in its own right in policy formulation and implementation, investor confidence will continue to decline

· No adequate commercial reasoning was given for removal of direct representation by the FIA on the NFB – but the only reasoning given was the change was based on the misguided premise that new investors would be brought to the sector

· History has shown this not to be the case with the departure of D scan, Galley Reach and Nissho Iwai 

· FIA consider that due to the FIA’s continued objection to the scandalous state that there has not been an audit of landowner trust accounts since 1995 that this contributed greatly to FIA’s removal from the Board- Is this the definition of good governance and transparency?

· AFPNG President removed as chair of NFB. Now the chair can only be a politically appointed public servant

· NGO representative replaced by President of eco forestry forum – collection of illegal loggers

· PNG CCI representation on NFB

Obstacle - inaction of PNG National Forest Board

· Structure of Board / reporting/ financial accountability. Although NFB is responsible for achievement of aims and objectives of Forest Act, little effective action has been achieve of late 

· There is a lack of meetings of sub committees of board

Obstacle - continued blocking of PNG forest governance reform by international donors

Obstacle – PNGFIA members are restricted by regulation in undertaking many development activities

· Eg. reforestation levies to government

· Government responsible to maintain infrastructure in concession areas

· Roads n concession areas only constructed according to harvesting of area

Obstacle - Failed investment policies in relation to alternate Forest Investments

· Industry research shows that more than US$600 million has been invested in forestry development over the last five years by investors who have previously examined investment opportunities in pNG.

· Why were other locations selected in preference to PNG and what needs to be done to enable PNG to attract reputable, long term investment to the forest sector. 

Obstacle - Mis-allocation of Forest Resource

· Mis-application of 500 m3 rule creating many illegal loggers and mis using resource

· Note issues surrounding Concord mis allocation of resource is that since 1996, FIA has published opposition re misuse of proper allocation of forest resources yet even in the last two years the greens have hoped onto the bandwagon 

Obstacle – Poor Land use Planning Controls allowing the emergence of alternative economic development in designated forest development areas, which permanently remove forest cover as oil palm, other cash cropping, mining 

Obstacle – Competitive Trade Regulation System

PNG getting a name for unreliability because it has become a spot market and price taker

How can Government and Industry Collaborate to remove obstacles to growth in the forest sector?

· Together, industry and government must identify and then resolve issues, which impede development on a viable downstream processing industry in PNG.

· The role of government is to act as a catalyst for change by providing support framework to help implement change and assist with specific actions
In the forest sector of PNG there is significant potential for new employment creation together with wealth creation and rural development for the Nation and resource owners. This is of particular relevance when it is remembered that this sector of the economy operates in the rural areas where job opportunities and development have been in decline over recent years.

However, to generate that wealth and create new employment it is trade and new trade opportunities that will create that wealth and job opportunities not aid, if PNG wishes to alleviate poverty and to help its poor.

Success will be achieve if strong and competent operators are maintained and even attracted to invest more in PNG, under regulations which give a fair deal to all parties – resource owners, resource investors and GOPNG, both for current and future harvesting cycles from production forest.

SOME CURRENT AUSTRALIAN DONOR ISSUES IN THE PNG FORESTRY SECTOR

Immaturity of Advisers, especially in commercial business systems in providing technical advice in areas as Treasury, Taxation, forestry, management, donor project supervision, technical forestry aspects etc

Exclusion of PNG Forestry Industry from direction of commercially based government donor assisted projects as ACIAR – forest inventory project; other 

Development of illegal logging – donor assisted e.g. eco forestry forum

Issue of governance eg interference in changes to Forest Act of 2000

Abuse by current donor personnel re past donor projects that worked e.g. FORTECH, PNG Forestry HRD Project, 

Lack of recognition of pNG as Australia’s commercial woodshed (although Australia major buyer of woods from PNG and market trends indicate a greater market share by Australia in the future)

Interference with due governance e.g. “secret reports” of World Bank FCP

Law and order issues

Environmental issues 

– why are mines excluded from polluting waterways

· why is PNG being stopped from publishing its new environment act

· why was Dr Wari Iamo suspended??

Lack of development of new forestry capital in PNG but donors wish to continue to be involved in “negative” forest resource issues

Election issues

Health issues

Support for enclave developments
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