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Executive summary

Commercial forestry in South Africa is in transition. Relationships between the
players — between government, civil society and the private sector — are
changing, and new players are emerging. This is stimulated by changes in
markets, policy and industry-wide trends such as concentration and
outsourcing. Three processes in particular stand out as both responses and
contributors to these changes:

® Privatisation of publicly owned plantations
o Certification of forest management and forest products
® Partnerships between companies and communities for forestry production

This report pulls together findings on the impacts on forests, economic
development and local livelihoods of these and other related processes. It draws
on some 20 sub-studies and a wide range of interviews carried out between
1999 and 2001. The aim is to understand how the private sector is changing
and how in future it might play a stronger role in national objectives of
economic efficiency, environmental sustainability and social empowerment.

Trends in the development of South Africa’s forest industry

Over the space of about 100 years, South Africa’s forest industry has grown
into an internationally significant industry of great importance to the national
economy. The historical development of the industry reveals three key themes.
Firstly, the influential role of the state at key times. In response to a perceived
national interest, the state filled the gap left when private investors were
unwilling to develop plantation resources, by subsidising raw material prices
and providing investment incentives. Over time, as the private sector proved
more willing and able to assume the role, the state has become a less significant
player. Secondly, there has been recent, but rapid, development of pulp and
paper as a dynamic component of the industry. Thirdly, there has been a related
rise in importance of international markets and international trends to South
Africa’s industry.

Current state of play

Within a very short period of time, South Africa has emerged as an
international player. Today, from South Africa’s 1.2% of national land area
under plantation (1.5 million ha) some 19 million m3 of roundwood is
produced each year, half of it pulpwood, making the country the 12th largest




producer of pulp in the world. Sappi and Mondi — both global industry leaders
in their respective paper product sectors — together own 47% of the plantations,
the State owns 30%, smaller private enterprise and individuals own 22%, and
the remaining 1% is shared by some 19,000 small or micro-growers. This high
concentration reflects a process of vertical integration of the big companies, with
the pulp and paper industry dominated by four main groups — Mondi, Sappi,
Nampak and Kimberly — who produce 98% of the country’s pulp, paper and
board. The sawmilling industry is less concentrated although the five largest
owners — Mondi, Hans Merensky, Sappi, Safcol and Yorkcor (each with several
mills) — account for 70% of total production (1.87 million m3 per annum), whilst
some 220 small-scale mills account for only 10% of sawlogs.

South Africa is relatively more dependent upon international markets than other
larger producers, and is therefore more vulnerable to changes in prices and
market sentiment. Recent changes in legislation and policy, along with the
general international trend to concentrate on core business, provide the incentive
for companies to outsource the timber they process rather than to hold land and
grow it themselves. Contracting out offers an important opportunity for greater
participation in the industry, particularly by entrepreneurs from the previously
disadvantaged community. However, poor conditions in the contracting industry
are a concern.

The policy back-drop

Forest sector policy seeks to encourage the management of forests for the
sustained yield of multiple goods and services for the benefit of multiple
stakeholders. Considerable policy emphasis is put on woodlands, which cover,
23 million hectares — dwarfing the 1.5 million hectares of plantation which to
date has been the focus of forestry — and provide people with a wide range of
forest goods and services.

Macro policy in South Africa generally supports the multiple-use emphasis of
forest policy — putting a major emphasis on sustainable development and
improving the lives and wealth creation opportunities for previously
disadvantaged sections of society. Other key sectoral policy influences on
forestry include water policy which in the near future will put increasing checks
on the spread of plantation forestry, and will challenge such forestry as an
appropriate land use in some existing plantation areas. Land reform policy,
although rather slow to gather momentum, presents opportunities for new
players and some threats to existing plantation ownership through the land
restitution process.

Privatisation — the instruments and the process

Post-1994 policies in South Africa call for radical changes in the way forests are
managed to achieve national goals. A key element of this redefinition is
privatisation of publicly owned commercial forestry operations. Sale of the land
associated with these forests is however difficult given the requirements of the



national land reform programme. In addition, concerns exist regarding the
consequences of transferring full land title. A policy decision was therefore
taken not to sell state forest land, but to offer use rights to it through the
mechanism of the long-term lease.

Leasing is based on the belief that the transfer of ownership rights is not
necessary for a resource to be well managed if use rights are sufficiently secure,
and a recognition that incentives — specifically secure and tradable use — are
more likely to achieve sustainable management than regulations alone. In
addition to the lease the government had two other main instruments of
privatisation at its disposal. Firstly the transaction itself, embracing the initial
statement of weighted bidding criteria reflecting government’s priorities, the
investors’ competitive responses to those criteria, and the final negotiated terms
of the sale between government and the preferred bidder. Secondly, the existing
legislative framework, defining obligations in respect of forest management,
land issues and labour relations.

The process of plantation privatisation in South Africa remains to be
completed, and objective assessments of its success would be premature.
However, the process has encouraged much thinking and a changed philosophy
is evident — which recognises that government and the private sector need not
be adversaries, provided the instruments which can balance public as well as
private sector interests are put in place.

Certification — good for business, weak on social issues

About 0.83 million of South Africa’s 1.5 million hectares of industrial
plantation forest are currently certified under Forest Stewardship Council
certification, with another 0.5 million hectares notionally covered by ISO
14001 certification of Sappi’s forest operations. A desire to improve
competitiveness was the major motivation for certification, although the need
to deal with supply chain pressure and environmental and social criticism of
the industry were also important. Several key impacts of the certification
experience to date can be identified:

o Environmental management systems have been tightened up. Certification
has achieved considerable impact in terms of improved environmental
performance — but only for the large companies.

o Only small, specific markets demand certification. Certain niche markets for
certified solid wood products have been found — but the big pulp market is
unmoved as yet.

® Market benefits accrue only when certification is combined with other
strategies. FSC certification alone appears insufficient to command new
business, but combined with an existing relationship with customers,
adequate manufacturing capacity or a specific position in the industry,
it can offer market benefits.



o Supply chains effects increase transparency — but not equity. Powerful buyers
have seen the opportunity for improving corporate reputation and reducing
risk and have sent sustainability messages through supply chains. But often
suppliers bear most of the costs and buyers reap most of the benefits.

® Social issues and smallbolder liveliboods — major challenges remaining.
Certification has provided a framework for identifying stakeholder concerns
but social issues have been relatively poorly addressed in the certification
process itself. Small growers as yet feel little benefit from certification.

® Policy knock-on effects are considerable. The success and further potential of
certification has helped stimulate the development of national standards for
sustainable forest management. Government already requires certification
within two years of agreement of a lease to plantation on government land.

Certification has helped those whose plantation management was already good,
and could afford it. These companies are now busy finding other ways to
demonstrate their credentials as good managers. Certification has enabled them
to talk with international friends, national stakeholders, and even the local
neighbours, without quite so much blood-letting as in the past. Executives and
environmental officers of the big forestry companies, together with some mill
managers have made considerable capital out of the market positioning,
packaging and branding advantages of certification. But the large South African
forestry dog is still being wagged by a tiny consumer tail — since the only
important market for certified wood products thus far is the DIY retail market
in the UK.

There is much still to be done if certification is to become capable of effectively
addressing the ‘messy’ social issues generated by these companies, and by all
those forest enterprises that are not the biggest and the best. Indeed,
certification has shored up the reputations of the biggest companies just as
wider societal debates are promoting a larger number of smaller, communally
based, producers and more equitable patterns of land and resource control.

Concerns for the future also revolve around the impact of changed requirements
for certification with respect to further afforestation — particularly in regard to
genetically modified material. Another major challenge lies in the fact that
certification has had no effect on all those forests that really need improving —
the plethora of small planted forest patches and woodlots and the vast areas of
indigenous woodlands.

Company-community partnerships — improvement, but no
panacea, for livelihoods

Corporate social responsibility initiatives in forestry have been around for years
and outgrower schemes in South Africa grew out of these. Today however, these
schemes are somewhere on the boundary between corporate social
responsibility and hard-nosed business. Under the schemes, trees are grown by



smallholders with support from companies who later buy the product for pulp.
Outgrowing is a way of allocating risk between producer and contractor: the
former takes the risk of production and the latter the risk of marketing.

Outgrower schemes have become a vital part of the commercial strategy of the
large forest companies in South Africa. Whilst outgrower timber only provides
a small proportion of mill throughput, and is the most expensive per tonne, it
also provides the fibre to the companies that would otherwise be unavailable
because of land constraints. This allows a volume of production to be reached
which achieves economies of large scale.

Outgrower schemes have contributed to household income but have not yet
taken households out of poverty. In terms of the asset base for livelihoods:

® Natural capital has been built by households increasingly substituting trees
for cattle as forms of savings. Some have also acquired new land under sale
agreement of state assets. However potential negative impacts include spread
of alien invasive vegetation and lowering of water tables.

® Social capital has been built by securing land rights within the communal
tenure system through the schemes. However, growers associations capable of
negotiating better terms of contract with the companies are still weak.

® Human capital has been built through silvicultural skills development. But
there are a number of ways in which women are exploited in the schemes.

® Physical and financial capital has been built through access roads, input
supply depots and rural credit provision. However, many growers fell their
trees early to meet emergencies, they are tied by contract to the companies —
restricting their ability to bargain for the best prices — and are excluded from
owning shares in processing.

Small growers also face problems with mysterious or opaque government policy
and uncoordinated service provision from agencies of national and local
government. Their associations lack the power to engage with the policies and
institutions that affect their livelihoods.

In contrast to the individually-based outgrower schemes, community-based
forestry partnerships based on equity sharing or joint ventures have only
received attention recently. These have focused on the Eastern Cape, where
potential for new forestry is greatest. Yet there are some major disincentives for
companies in the Eastern Cape, including poor roads and huge transport
distances and little primary industry. In general, the companies are reluctant to
‘go it alone’ as development catalysts in the region and, as a result, partnerships
have been slow to get off the ground.



Challenges ahead — more widely held vision required

Some growth in South Africa’s forest industry seems likely. Most of this is likely
to be in the pulp and paper sector, where production capacity is now almost
fully utilised. The extent of that growth will almost certainly depend upon the
industry’s ability to extend the area afforested and to produce fibre at
internationally competitive rates to feed the requirements of any new pulping
and paper manufacturing capacity. Any future expansion in the afforested area
will almost inevitably be focused on communally held land holdings, requiring
the development of some form of partnership with those communities. The
industry’s ability to contain costs will depend upon its success in implementing
new requirements regarding water, environmental management, social and
labour factors, whilst trends towards outsourcing and contracting out seem
likely to continue.

However, it is clear that, without actions to shape them, trends in South African
forestry will not miraculously combine to produce a balance of economic
efficiency, environmental sustainability and social empowerment. For such a
balance to be possible, a strong new vision for the sector is needed which can
provide the basis for actions to meet key challenges. These challenges include:

e Negotiating a new pattern of ownership. It is increasingly evident that both
market and social empowerment imperatives are pushing towards a pattern
of ownership in forestry involving a greatly increased pool of medium and
small-scale producers whilst the large corporate actors withdraw to a greater
degree from land holding and become effective buyers and processors of the
product. Whilst various recent decisions of both government and the private
sector support this — further investigation, negotiation and spread of
agreement on this is needed.

® Balancing equity and efficiency. Harnessing market mechanisms to join
regulatory and informational instruments, for both improved competitiveness
and empowerment objectives, remains a major task for which stronger
support across a wide range of actors is needed.

® ‘Puiting forestry in its place’. Changing circumstances have revealed that
forestry is no longer the best land use in some locations where it has
dominated in the past, whilst in other locations the claim of astute tree
planting to be the optimal land use - for social, economic and environmental
reasons - is very strong. Balancing forestry with other land uses/alternatives
requires a greater degree of cross-sectoral agreement than currently prevails.

Shared vision is needed to generate sufficient investment and space for a range
of responses to the above challenges. These responses need to be granted
enough room for manoeuvre — with enough time and resources to try, to fail, to
learn, to adapt and to succeed. The following options for the different players in
the sector have been developed.



Players

Companies - large and medium -
and their associations

Companies should take social issues
much more seriously than they have
in the past and make progress at a
range of levels that improve their
relationships with other players

Government

Government agencies should take the
lead in assessing and attempting to
balance the objectives and practices
of the other players.

Small growers and

their associations

Just as companies should develop and
adopt principles for partnerships, so
too should small growers, and their
associations.

Contractors and small-scale
processors - and their associations
Contractors and small-scale processors
are the most poorly-integrated players
in the sector and need stronger
contracts, improved conditions and
capacity development.

Certifiers and development agents
Roles of third party certifiers and
intermediary development NGOs
continue to be critical and their
services can be further focused.

Partnerships between players
(local government, companies, NGOs,
banks). Some options for improved
forestry and livelihoods — indeed
amongst the most crucial options —
require a partnership approach
between players from the outset.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.
21.

22.

23.

24,

25.

Options

Step-wise systems for engaging with
social issues

Modified certification procedures to
improve learning

Criteria, loans and training for
contractors

Principles for partnerships

Practical improvements in outgrowing
Equity and revenue sharing with
growers

'Visioning’ and learning for forestry’s
future

Clear inter-agency co-ordination
mechanisms

Human resource development strategy
for forest contractors

Code of practice and dispute resolution
on social issues

Assessing progress to better forest
management

Forest permits and licensing
implementation

Consumptive water use systems and
tradeable permits

Increased tenure security for growers

Capacity of grower co-operatives and
associations
Grower representation at national level

Contracts based on legislation and
standards

Improved contractor conditions and
capacity
Contractor-grower-company
partnerships

Training of auditors

Fair trade principles and simplified
group certification

Improved services from development
agents

A forum on social practice in forestry
Developing affected parties into real
stakeholders

Joint decision-making and partnership
brokering



Next steps

The 25 options above need to be chewed over, modified, fleshed out, prioritised
and acted upon by the players highlighted. For this to be possible the first step
is to disseminate the findings of the studies summarised here, and use briefings
and learning processes to actively install them in the minds of individuals and
the memories of institutions. A process of gathering feedback, modifying and
developing the options, and prioritising them is then needed. Readers are
invited to offer their views, and to encourage the players to take action.
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