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            Preface

         

         The World Bank Group consists of closely associated but legally and financially distinct institutions that support development
            in low- and middle-income client countries.
         

         The International Bank for Reconstruction and Development (IBRD) and the International Development Association have a mandate
            to lend to sovereign governments. They often are referred to as the World Bank. Through its ongoing dialogue with client governments
            on a wide range of issues and its financial support to the public sector, the World Bank is in a position to support government
            policy on a wide range of issues.
         

         The International Finance Corporation (IFC) promotes sustainable private sector investment to enhance economic growth and
            improve the lives of the poor. It operates principally through direct or indirect support of private sector projects.
         

         The Multilateral Investment Guarantee Agency (MIGA) provides guarantees against certain noncommercial risks (primarily political
            risk insurance) to foreign investors for qualified investments in developing countries.
         

         The International Centre for Settlement of Investment Disputes provides facilities for the settlement—by conciliation
            or arbitration—of investment disputes between foreign investors and their host countries.
         

         The five World Bank Group institutions are aligned to the core mission of poverty reduction; therefore, the overall vision,
            strategic framework, and objectives of this Forest Strategy are shared by the entire World Bank Group. The specific implementation
            tasks identified in the Forest Strategy document are addressed to the World Bank. IFC and MIGA will implement the Forestry
            Strategy through their ongoing emphasis on financing/ insuring private sector investments that improve forest management and
            sustainable outcomes. As for IFC’s forestry policy, it should be noted that all of IFC’s environmental and social
            safeguard policies are the subject of a comprehensive review by IFC’s Office of the Compliance Advisor and Ombudsman.
            In addition, any future safeguard policy formulation for the forestry sector needs to be congruent with the findings of that
            review and consistent with IFC’s need to provide clear policy guidance for private sector investments. For these reasons,
            the World Bank’s approach to the Forestry Policy described in chapter 2 of this strategy may not apply in its entirety to IFC.
         

         This book is accompanied by a CD containing background materials on how the World Bank’s Forests Strategy was developed,
            including the stakeholder consultative process, as well as information on the role of forests in poverty reduction, economic
            development, and the provision of environmental services that helped to shape the strategy. World Bank safeguard policies
            relevant to forests and a short video highlighting the strategy’s objectives are also included in the CD.
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            Executive Summary
            

         

         
            The Challenges

            More than 150 heads of state have declared that halving extreme poverty by 2015 is central to the United Nations’ Millennium
               Development Goals (MDGs).1 These goals include increasing school enrollment, reducing child and maternal mortality, expanding health services, eliminating
               gender disparities, and improving environmental management for sustainable development. The World Bank supports these goals
               by emphasizing the social and structural dimensions of development, focusing its efforts, increasing selectivity, and emphasizing
               partnerships and transparency. As a result, the Bank is pursuing global and corporate advocacy priorities and areas of core
               competencies.
            

            A Forest Strategy for the Bank that can make an effective contribution to poverty reduction and environmental management is
               central to achieving the MDGs. Forest resources directly contribute to the livelihoods of 90 percent of the 1.2 billion people
               living in extreme poverty and indirectly support the natural environment that nourishes agriculture and the food supplies
               of nearly half the population of the developing world. Forests also are central to growth in many developing countries through
               trade and industrial development. However, mismanagement of this resource has cost governments revenues that exceed World
               Bank lending to these countries. Illegal logging results in additional losses of at least US$10 billion to US$15 billion per
               year of forest resources from public lands. If captured by governments, these losses could support expenditures in education
               and health that will exceed current development assistance to these sectors.
            

            Forests also are central to maintaining the environmental commons. Nearly 90 percent of terrestrial biodiversity is found
               in the world’s forests, with a disproportionate share in the forests of developing countries. Most of the carbon emissions
               of developing countries come from deforestation, which accounts for between 10 and 30 percent of global carbon emissions.
               Unfortunately, the lack of markets for the national and global environmental services offered by forests has contributed to
               high rates of deforestation in developing countries. Growing forests are a valuable resource not just for their timber and
               biodiversity values but also for their prospective value if a global market emerges for the sequestering of carbon from forests.
            

         

         
            World Bank’s Performance in the Forest Sector

            The Bank’s performance in the forest sector over the past decade has been unsatisfactory. The World Bank’s 1991
               Forest Strategy and 1993 Forest Policy focused largely on environmental issues and protecting tropical moist forests. They
               reflected rising international concern about the rate of tropical deforestation and strongly emphasized the need to preserve
               intact forest areas. While the 1991 Strategy recognized the role that forests could play in poverty reduction and the importance
               of policy reforms in containing deforestation, its hallmark was a strong commitment not to finance commercial logging in primary
               tropical moist forests.
            

            In practice, this emphasis on safeguarding forests has meant that little attention was paid to the active management of natural
               forests in the tropics and therefore to the poverty-reduction potential of forests. The 1993 Policy led to a generally passive
               “do no harm” stance on natural forests in the tropics. Interventions designed to more proactively improve economic
               and environmental management of those forests often were seen as too costly and risky. What the World Bank’s Operations
               Evaluation Department (OED) has termed “the chilling effect” permeated operations in the Bank Group, including
               the International Finance Corporation (IFC) and Multilateral Investment Guarantee Agency (MIGA) (Lele and others 2000f).
            

            Furthermore, the 1991 Forest Strategy did not clearly define implementation mechanisms. As a consequence, countries rich in
               forest resources have not received World Bank funding, nor have they benefited from strong research and analytical sector
               work (in the Bank, termed economic and sector work, or ESW) or engaged in a strong dialogue on Forest Policy and Strategy.
               The bulk of the US$3.7 billion lent by the World Bank for forests during the 1990s went to China, India, and Eastern Europe.
               The OED review concluded that the Bank had been “irrelevant” in slowing deforestation despite its commitment
               to this objective in its 1991 Forest Strategy. Therefore, the World Bank needs to modify its strategy, expand its policy to
               explicitly include all forest areas, and refocus the strategy on poverty reduction and economic management, including good
               governance.
            

            Moreover, it is now acknowledged that the impacts on forests and forest-dependent peoples of what the Bank does in support
               of policy reforms and investments outside the forest sector are equal to, or even greater than, its forest sector activities. Nonforest interventions, such as rural
               development and infrastructure programs and projects and economic adjustment measures, must be carefully formulated to take
               account of their influence on forest outcomes.
            

         

         
            Elements of the Strategy

            The Bank’s Comprehensive Development Framework (CDF) requires the institution to retain a broad diagnostic and analytical
               capability but be selective in its direct assistance, seeking its comparative advantage and working with clients and partners.
               Through this approach, it is expected that the Bank will maintain a high degree of economic and technical work while consulting
               widely with partners and stakeholders.
            

            Building the Bank’s new Forest Strategy has followed this model of analysis and consultations. A two-year process of
               analysis and consultation gathered input from development partners and stakeholders around the world, including governments,
               civil society in developing and developed countries, industry, forest-dependent peoples, and partner donor agencies and UN
               bodies (appendix 7). The process also included broad consultations with Bank task managers and other staff.
            

            These consultations were supported by extensive analytical, technical, and economic studies, some commissioned by the World
               Bank and others done in parallel by independent institutions and nongovernmental organizations (NGOs) on a wide range of subjects
               (see appendix 8). Among other things, these studies emphasized the importance of addressing governance and quantified the
               costs of poor forest management and illegal activities for several countries. The studies also confirmed the close link between
               the livelihoods of the poor and forests and helped to refute the largely false notion that the poor are the cause of deforestation
               in developing countries. The studies also identified strategic approaches to forest issues, including participation and partnerships.
            

            From this process, the revised Forest Strategy has been built on three equally important and interdependent pillars:

               
               
                  	Harnessing the potential of forests to reduce poverty

                  	Integrating forests in sustainable economic development

                  	Protecting vital local and global environmental services and values

               

               Addressing these three aspects together makes a Forest Strategy complex and multifaceted. It is not only about growing or
               protecting trees but also involves a complex interaction of policy, institutions, and incentives. A narrow perspective on
               forestry—even sustainable forestry—is insufficient. To be effective, the strategy demands a multisectoral approach
               that addresses cross-sectoral issues and takes into account the impacts of activities, policies, and practices outside the
               sector on forests and people who depend on forests for their livelihoods.
            

            Within these three pillars of engagement, the Bank must be selective in the activities it supports. In broad terms, the Bank
               will focus on economic policy and rural strategies that embrace both conservation of vital environmental services and sustainable
               use. It will provide institutional and policy support for community and joint forest management, governance and control of
               illegal activities, building markets, and financial instruments in support of private investment in sustainable forest conservation
               and management. It will emphasize the development of new markets and marketing arrangements for the full range of goods and
               environmental services available from well-managed forests. For the IFC and the MIGA, the major focus will be to support private
               investments in sustainable forest management (SFM), conservation, and rural forest industries.
            

            
               Harnessing the Potential of Forests to Reduce Poverty

               Implementation of the revised Forest Strategy will make a significant contribution to meeting the goals of the Bank’s
                  revised Rural Development Strategy. This strategy refocuses the rural development process to concentrate on improving the
                  well-being of rural people and reducing poverty in the widest sense. The latter entails much more than increasing the average
                  income of rural people. It envisions improving the quality of rural life. The underlying concept for this strategy is a developing
                  world in which

                  
                  
                     	Rural residents enjoy a standard of living and a quality of life that are not significantly below that available to urban
                        residents;
                     

                     	Rural communities offer equitable economic opportunities for all their residents regardless of income, status, or gender;

                     	Rural communities become vibrant, sustainable, and attractive places to live and work;

                     	Rural areas contribute to national development and the overall economy and are dynamically linked to urban areas;

                     	Rural areas adapt to ongoing economic, social, cultural, and technological change.

                  

                  Analytical studies and field experience show that forest outcomes are crucial for poverty reduction in many of the Bank’s
                  client countries. This result is true in countries with large forest endowments as well as in those with limited forests,
                  although the nature and urgency of the challenge may vary. If forest issues are not fully incorporated in a broad assistance
                  strategy, the broader goals of poverty reduction will not be met.
               

               Effectively addressing the poverty issues related to forests is not straightforward. Experience has shown that remedial strategies
                  can generate internal conflicts. Assistance should be provided judiciously to those dependent on or who live near forests
                  so that they may develop their abilities to service the forest products market. If this is not done correctly, it could increase
                  competition for the forests, exclude access to the poorest of the poor to essential forest products, and disrupt communal
                  systems of management by groups that traditionally have relied on common property forest resources for meeting essential fuelwood,
                  grazing, and other needs. The Bank will need to rely on its partners—particularly civil society—and on pilot
                  operations supported by others to demonstrate feasible approaches that can then be scaled up to make a significant contribution
                  to social, environmental, and economic objectives.
               

               Within this framework, the Bank’s strategy will focus on creating economic opportunity, empowerment, and security for
                  rural people, especially the poor and indigenous groups. The main instrument will be through policy and institutional strengthening
                  to ensure that the rural poor are able to manage their natural resources, especially forests, for their own benefit. It will
                  assist governments in building the capacity to support and regulate community use of forests and plantations. Special attention
                  will be directed to the welfare of some 60 million indigenous tribal peoples living in the rain forests of West Africa, Latin
                  America, and Southeast Asia who have high levels of dependence on forest resources. Impacts will be reflected in strengthened
                  tenure rights, improved food security, and spiritual welfare among the poorest of the poor through assured access to essential
                  forest products on which they depend primarily for subsistence.
               

               Equally important will be the Bank’s support to collaborative forest management systems that are emerging in India
                  and many other parts of the world and that have proved to be both beneficial and sustainable when managed correctly. Contemporary
                  approaches to Protected Areas include the concepts of the World Conservation Union (IUCN) Category VI which cover “areas
                  containing predominantly natural systems managed to ensure long-term protection and maintenance of biological diversity while
                  providing at the same time a sustainable flow of natural products and services to meet community needs.” Using this
                  broader definition suggests that community-managed forests, for example, those in India, also should be recognized for their
                  major contribution to the preservation of biodiversity, carbon sequestration, and other environmental services. In support
                  of forest operations, IFC and MIGA have important roles in continuing to support private investments in SFM, conservation,
                  and rural forest industries. In collaboration with its client countries and partners, the Bank’s primary roles will
                  be

                  
                  
                     	To work with client countries to strengthen policy, institutional, and legal frameworks to ensure the rights of people and
                        communities living in and near forest areas;
                     

                     	To ensure that women, the poor, and other marginalized groups in society are able to take a more active role in formulating
                        and implementing rural forest policies and programs;
                     

                     	To support the scaling up of collaborative and community forest management so that local people can manage their own resources,
                        freely market forest products, and benefit from security of tenure;
                     

                     	To work with local groups, NGOs, and other partners to integrate forest, agroforestry, and small enterprise activities in
                        rural development strategies.
                     

                  


            

            
               Integrating Forests in Sustainable Economic Development

               The analytical work and consultations have demonstrated that forests are one of the developing countries’ most mismanaged
                  resources. The reasons are that forests are seriously undervalued, many of their environmental benefits do not enter markets,
                  and poor governance has fueled illegal activities. In addition, the impact on forests of policy and investments in other sectors
                  is not well understood or is disregarded. Although some level of deforestation is likely to continue even with strong economic
                  management and governance, the rapid rates of deforestation in recent decades are largely a result of the spillover of poor
                  policies in other sectors, including macroeconomic and trade policy, and lack of effective governance in the sector.
               

               The Bank will need to focus on helping governments improve policy, economic management, and governance in the forest sector,
                  including forest concessions policy and allocations. By supporting applied research and improving economic analysis, the Bank
                  will assist governments to evaluate their policies and interventions and support reforms through adjustment credits and loans.
                  It will also need to examine the nature of those adjustment operations more carefully, in terms of their potential impacts
                  on forests. During the consultative phase in formulation of this strategy, a number of commentators noted that the proposed
                  new forestry policy did not address potential forestry impacts of programs supported by Bank adjustment lending. Because the
                  time frame for an update of the Bank’s adjustment lending policy remained uncertain, some suggested that the Bank put
                  in place a transparent set of procedures for systematically identifying significant forestry impacts associated with Bank
                  adjustment operations, analyzing such impacts, and, if necessary, adopting and implementing appropriate mitigating measures.
               

               In response to these concerns, the Bank has developed an approach to deal with development of a new adjustment lending Operational
                  Policy (OP) in a timely manner and to address potential problems in the intervening period. This approach is outlined in chapter 2, in the section on “Integrating Forests in Sustainable Economic Development.”
               

               The Bank also will support government efforts to bring about socially, ecologically, and economically sound management of
                  production forests. In this regard, the Bank also will encourage independent monitoring and certification of forest operations—an
                  increasingly accepted approach to ensuring good forest management. Independent monitoring and certification will be additional
                  to the Bank’s regular implementation and safeguard procedures. It will help ensure that any direct Bank Group investments
                  in production forests or indirect support through financial intermediaries or forest industries are contributing to improved
                  forest management and more sustainable outcomes, including the protection of biodiversity and ecologically and culturally
                  sensitive areas.
               

               In supporting independent certification, the Bank will not endorse any one particular approach to certification. Outside the
                  Bank there is an ongoing discussion on “mutual recognition” among various certification groups that is seeking
                  to harmonize standards and approaches. However, in the absence of any broad stakeholder consensus on the acceptability of
                  particular systems, the Bank has adopted a set of principles and criteria to assess the adequacy of different certification
                  systems in relation to recognized standards of economically, environmentally, and socially sustainable development. These
                  principles and criteria are discussed in chapter 2 of this report and have been incorporated as a screening tool in the OP. A key requirement is that the certification system
                  incorporates reliable and independent assessment procedures.
               

               Formal market-based certification systems are finding increasing use in situations where a significant proportion of forest
                  production enters environmentally discriminating domestic or international markets. They are less relevant in situations where
                  the bulk of production will go to nonenvironmentally discriminating domestic markets. In these situations, the Bank will work
                  with borrowers to ensure independent assessment through an open process of review by the main participants and interest groups
                  involved or affected by the forest use in question. These evaluations will be based on the standard and objectives of the
                  operation that will be established with these groups at the outset.
               

               The Bank has also worked with a number of partners to develop diagnostic tools based on a staged modus operandi that allows
                  for periodic independent assessment of the progressive steps needed to put in place a sound legislative, institutional, and
                  fiscal policy framework for improved forest management.
               

               The Bank’s primary roles in supporting the objectives of the second pillar will be as follows:

                  
                  
                     	To analyze and coordinate policies and projects to ensure a cross-sectoral approach to planning and implementation of SFM,
                        conservation, and development. In this context, the Bank will support governments in making policy and institutional reforms
                        to reduce the pressures on forests from activities and interventions in other sectors
                     

                     	To support improved governance through reform of inappropriate timber concession and subsidy policies and the encouragement
                        of multistakeholder involvement in the development and implementation of Forest Policy and practice
                     

                     	To assist governments in containing illegal activities and corruption through improved forest laws, regulations, and enforcement

                     	To address finance, fiscal, and trade issues related to the forest sector and forest products to enable governments to capture
                        a higher portion of forest revenues for sustainable social and economic development. The Bank will promote catalytic investments
                        in the full range of goods and environmental services available from well-managed forests. These investments will be able
                        to include sustainable timber harvesting and management, but only in areas outside critical forest conservation areas in situations
                        that can be independently monitored through a system of independent verification or certification that meets nationally agreed
                        and internationally acceptable standards
                     

                  

            

            
               Protecting Vital Local and Global Environmental Services and Values

               Implementation of the revised Forest Strategy will make a significant contribution to meeting the goals of the Bank’s
                  July 2001 Environment Strategy. The three pillars of the revised Forest Strategy correspond closely with the main objectives
                  of the Environment Strategy: improving the quality of life, improving the quality of growth, and improving the quality of
                  global commons. Both strategies recognize the importance of cross-sectional issues, mainstreaming policy dialogue, governance,
                  designing interventions with selectivity, and fostering better cooperation with development partners. An area of particular
                  concern to both strategies is the protection of the vital local and global environmental services provided by forest ecosystems.
               

               Protected Areas have been the traditional method used to protect biodiversity and other key environmental services. At present,
                  more than 600 million hectares (ha) of Protected Areas have been established in developing countries. However, while many
                  of these areas are economically inaccessible, other areas are under increasing pressure from development and illegal activities,
                  including logging and poaching. Many governments do not have the resources to effectively administer and protect these areas.
                  In addition, other forests outside Protected Areas that are ecologically sensitive and rich in biodiversity are under increasing
                  threat.
               

               OED noted the inherent difficulty in protecting forests that are in high demand for a range of frequently mutually exclusive
                  uses by competing groups within society. Although the Bank has generated significant increases in funding for biodiversity
                  protection and related purposes, this contribution is dwarfed by the incursions into forests. The problem of invasive pressures
                  is likely to worsen unless significant additional funds for protection can be made available from multiple sources, at highly
                  concessional or on grant terms, or unless effective markets for the ecosystem values of forests can be developed.
               

               Because of these difficulties, few countries in either the developing or the developed world have been either willing or able
                  to devote more than 10 to 20 percent of their forest areas to strict conservation reserves. Given these constraints and the
                  likely stresses associated with accelerating climate change and the continued growth in human populations and activity, it
                  is clear that the future of forests and their dependent biodiversity and human populations is going to be influenced as much—and
                  probably even more—by how forests outside strict Protected Areas are managed. Thus, improving forest management practices
                  in production forests outside strict Protected Areas is an essential component of any strategy to protect vital local environmental
                  services and values.
               

               The Bank will assist in this area by developing and funding mechanisms to ensure that national parks receive the minimum funding
                  needed for effective management and in building and facilitating new markets for forest ecosystem services. The increased
                  revenues and incomes that national governments and local communities can gain from these environmental services can serve
                  as a major incentive to sustain forests.
               

               The Bank’s primary role in implementing the third pillar will be

                  
                  
                     	To assist governments to proactively identify and conserve critical forest conservation areas in all forest types in all borrower
                        countries;
                     

                     	To assist governments to promote the wide-scale adoption of responsible forest management practices in production forest outside
                        critical forest conservation areas;
                     

                     	To develop options to build markets and finance for international public goods such as biodiversity and carbon;

                     	To assist governments to develop measures to mitigate and adapt to the anticipated impacts of climate change and reduce the
                        vulnerability of the poorest people to its effects;
                     

                     	To assist governments to design, implement, and finance national markets for local environmental services provided by forests;

                     	To assist governments to strengthen forest investments, policies, and institutions to ensure that indirect and cross-sectoral
                        impacts of policy and investments on high conservation and protection areas are minimized;
                     

                     	To ensure that Bank investments and programs in the forest sector and other sectors that could potentially harm protected
                        forests and natural habitats are implemented according to the Bank’s operational policies and safeguards.
                     

                  

            

         

         
            The Importance of Country Ownership

            As will be elaborated upon throughout this paper, a major reason for adopting the three pillars of strategy outlined above
               is that they encompass the broader interests that borrower governments and other local stakeholders have in the management
               and use of their forests.
            

            The success of the new approach will be completely dependent on the development of demand for Bank involvement in various
               ways from governments and other interest groups. It will also depend on their willingness to take a leadership role in the
               analytical and consultative work that underpins this approach, so that the results of this work genuinely develop country-level
               consensus and commitment to whatever lending or nonlending activities are proposed for that country. The partnerships and
               processes proposed in this strategy to implement the new approach have been chosen with a view to their compatibility with
               country ownership.
            

         

         
            Implementing the Strategy: Large Objectives, Modest Beginnings

            The importance of the forest sector to poverty reduction, sustainable development, and the maintenance of environmental services
               and values is recognized. The gap between performance and vision needs to be closed. The Bank’s effectiveness in forests
               has been declining in some important regions of the world. As pointed out by OED, involvement in the forest sector is often
               seen as being high cost and risky. To increase engagement and demand on the part of some major client governments, the benefits
               of forest operations need to be demonstrated, the costs of doing business reduced, and the risks better managed.
            

            The tasks involved in the three pillars are large, but the potential outcomes for forests, forest-dependent people, and countries
               with large forest resources are even larger (see page 13 below). The program for the Bank to reengage in the forest sector
               therefore begins modestly, recognizing that time and effort will be needed to build the institutional capacity and the expanded
               demand from borrowers for Bank involvement to a level that will be on a scale with the broad goals. In its early stages, it
               is based on analysis and consultative work, linked to Bank and national forest program (NFP) priorities, and is strongly supported
               by partnership arrangements. Later developments will depend on outcomes of these activities and will proceed in the directions
               identified by client countries.
            

            To achieve even these modest initial measures, the Bank will need to undertake a number of specific internal measures: (a)
               updating its OP framework; (b) strengthening analysis to ensure that the Bank’s ability to adequately consider forest
               impacts and issues in Country Assistance Strategies (CASs) and poverty reduction strategy papers (PRSPs) is enhanced; and
               (c) increasing enhanced loans and credits in the sector, based on a country’s demand and readiness to invest in sustainable
               forest conservation and management. The objective will not be to necessarily have stand-alone forest operations, but to integrate
               forest issues in the broad agenda of country dialogue, poverty reduction strategies, and economic support.
            

            Implementation of the proposed approach has significant implications for the Bank. Steps that will need to be taken include

               
               
                  	Modifying the 1991 Forest Policy to focus on protecting environmentally and culturally critical forest areas and permitting
                     more proactive support of SFM (the new OP was approved by the World Bank’s Board of Directors on October 31, 2002);
                  

                  	Developing demand through knowledge sharing and country-driven ESW;

                  	Working with borrower governments to catalyze engagement and economically viable, environmentally sustainable, and socially
                     responsible investments by the Bank, other donors, and the private sector;
                  

                  	Building and strengthening partnerships;

                  	Applying selectivity and sequencing to the Bank’s engagement, based on the principles outlined in chapter 4 (see especially table 4.1).
                  

               

            
               Modifying the Forest Policy

               One of the most controversial issues relating to the Bank’s operations in the forest sector is the impact of the Bank’s
                  current 1993 Operational Policy on Forestry (OP 4.36). In reviewing this policy, the OED, most participants in the regional
                  consultations, the World Bank sector boards, and the Environmentally and Socially Sustainable Development (ESSD) Council recommended
                  that the current Forest Operational Policy be modified.
               

               By changing the OP, the Bank recognized the reality that few countries in either the developed or the developing world have
                  been willing or able to devote more than 10 to 20 percent of their forest areas to strict Protected Areas and that, irrespective
                  of any actions by the World Bank, most accessible and commercially valuable forests around the world will continue to be used
                  for timber production sooner, in all likelihood, rather than later. The Bank also recognized that, frequently, the incentives
                  for nonsustainable logging are strong for both governments and the private sector. Very often, the real choice available is
                  not between doing logging and doing something less invasive and damaging to the forest, especially when these alternatives
                  have not been developed to large-scale market viability. Rather, the choice is between doing logging reasonably well or doing
                  it destructively so that conversion of the logged-over site to other nonforest uses becomes almost inevitable. The pace and
                  proximity of agricultural and other forms of development can also influence this decision, but in any event it is essential
                  that the questions of what forests are used for, and by whom, are considered rationally when making it.
               

               The Bank believes it has significant comparative advantage in proactively assisting its client countries to improve the quality
                  and sustainability of forest operations; address illegal logging; direct more of the benefits from forestry toward local communities;
                  and ensure that logging operations are carried out in a manner that minimizes their impact on biodiversity, water catchment,
                  and other forest environmental functions. Under no circumstances will the Bank Group invest in nonsustainable commercial logging
                  or logging in environmentally or culturally critical forest areas, and this is reflected in the new OP.
               

               Revisions to the Bank’s (OP 4.36), discussed in chapter 2, will permit the Bank to become more proactive in both identifying and protecting critical forest conservation areas and
                  in supporting improved forest management in production forest outside these areas. These revisions will retain many of the
                  strengths of the current OP 4.36 and expand its effectiveness by using new initiatives in third-party certification and monitoring
                  that have been developed since the previous OP was adopted in 1993. This new approach requires all forest harvesting and management
                  operations financed by the World Bank to be monitored through independent assessment and certification. These third-party
                  monitoring and evaluation systems have been developed through various initiatives and organizations involving civil society
                  and the private sector. The risks associated with this approach are discussed under the general section on risks toward the
                  end of this summary.
               

               In addition, all Bank-supported forest harvesting and management operations are required to conform to existing Bank policies,
                  including, especially, OP 4.01 (Environmental Assessment), OD 4.20 (Indigenous People) to be superseded by OP 4.10 (Indigenous
                  People), OP 4.04 (Natural Habitats), OP 4.11 (Cultural Property), and OP 4.12 (Involuntary Resettlement). The implementation
                  of this full complement of operational policies will provide the bases for ensuring that forest operations meet the high standards
                  demanded by many stakeholders in the sector. Monitoring by government bodies, the Bank’s own supervision, and independent
                  third parties will provide the necessary assurances that forest operations are benefiting forest-dependent peoples while contributing
                  to economic growth and poverty reduction. Although shortfalls in implementation have occurred in the past, the Bank has strengthened
                  its capacity to meet the high standards that it has imposed on its operations. These standards continue to set the benchmark
                  to which other organizations in development strive to achieve.
               

            

            
               Developing Demand: The Global Commons and Economic and Sector Work

               The Bank has recognized forests as a global environmental commons and has elevated conserving and managing forests well to
                  be one of its global priorities. To meet this priority, the Bank is committed to improving both the level and effectiveness
                  of its engagement in forests and increasing and strengthening diagnostic and analytical work within the Bank on forest sector
                  issues. Unfortunately, forest ESW has declined precipitously in the Bank in recent years. The new strategy proposes increasing
                  ESW as a primary instrument for enabling the Bank to reengage more effectively with borrowers and other partners in forest
                  conservation and management. This will lead to increased interest in and commitment to sustainable conservation, management,
                  and development of the forest sector on the part of borrowers, other stakeholders, and elements of the Bank itself. Incorporating
                  timely and accurate analysis of the importance of forests into economic and social outcomes will be fundamental to the Bank’s
                  achieving its broader goals in poverty reduction and sustainable development. The Bank will need to do the following:
               

               
                  Provide the analytical support for effectively integrating forest conservation and management in CASs and into broader poverty
                     reduction and economic development programs being prepared by Country and Sector Departments
                  

                  Where there is appropriate support by borrower governments and Bank Country Departments, ESW will be undertaken both to identify
                     the opportunities for sustainable forest development and conservation and to determine the potential impacts on forests and
                     forest-dependent peoples of nonforest sector activities contemplated by the Bank through investment, adjustment, and broad
                     poverty reduction programs. For the most part, this ESW will be sponsored by Country Departments, supported by partnerships
                     and, in some cases, cosponsored by sector units responsible for design of the broad programs. This approach is intended to
                     be demand driven: it will rely on expression of needs as defined by borrowers and Country Departments. The larger question
                     of how Bank management and the Board will ensure that these larger programmatic investments take specific account of natural
                     resource issues and outcomes in their design is not addressed in any detail here; that will be dealt with in specific discussions
                     at the Board on the possible conversion of OD 8.60 (Adjustment Lending) to an OP, or a revision of it in its present format.
                  

               

               
                  Develop and maintain an enhanced forest sector lending portfolio in the Bank

                  An increased ESW program is indispensable for lending. It will need to be leveraged by strong interaction with borrower countries,
                     donors, and other stakeholders with common interests in the forest sector. This emphasizes the country ownership focus of
                     the Bank’s new approach in this sector, without which it is unlikely that any significant change in either the forest
                     sector portfolio or forest conservation and development outcomes will result from this work.
                  

                  While the normal ESW budget of the Bank will finance most of the sector work, some of these incremental activities may be
                     financed through corporate programs aimed at developing the organization’s focus on global public goods. As discussed
                     later, knowledge-building partnerships with other private and public organizations, including the Program on Forests (PROFOR),
                     also will contribute to the enhanced knowledge of the forest sector and cross-sectoral impacts.
                  

               

            

            
               Catalyzing Engagement and Investment

               For the Forest Strategy to be successfully implemented, sufficient financing will need to be made available to assist countries
                  to realize their national forest objectives for both development and conservation. This financing will need to be available
                  on blended terms, ranging from investment funds at market rates through to concessional terms, including grants. To achieve
                  blended terms, the Bank will need to work together with other donors including the Global Environment Facility (GEF), bilateral
                  development assistance agencies, NGOs, civil society, and the private sector (including “green” private investment
                  funds) to create the right blend of lending and grant financing from multiple sources.
               

               To catalyze this financing strategy, the Bank will have to be prepared to raise its own profile and participation and to make
                  available its own loans and credits to finance forest operations in close cooperation with other institutions and entities.
                  The proposal presented in this Forest Strategy is that the Bank will support additional lending for the sector by centrally
                  defraying the costs of preparing forest projects and programs incurred by Regions and Country Departments. The longer-term
                  objective will be to lower the presently high transaction costs of forest operations by bringing more countries to a situation
                  where they can absorb more programmatic assistance in this sector. This approach will be implemented under country programs,
                  based on the interest and commitment of borrowers, and Country Departments’ willingness to commit to incremental lending
                  from their own resources, after some initial encouragement through corporate funding to cover the higher initial costs of
                  preparing investments in this sector. Attention will be given to the issue of how best to provide incentives for the Bank’s
                  Country Departments to initiate lending in difficult sectors in which the issues are important to development and the Bank’s
                  mission but the risks and costs tend to be higher than the norm.
               

               As noted, incremental Bank lending needs to be supplemented by other sources of finances. The motivation and coordinating
                  framework will be based on a shared agenda for forests, so that all groups are able to focus their inputs on the same basic
                  set of objectives in the sector. In many countries, this framework will be provided by enhanced NFPs. It is important to note
                  that this concept has been developed through an extensive intergovernmental process which, among other things, has stipulated
                  that NFPs must be led by governments and developed with the participation of all stakeholders. These NFPs will address investments
                  and policies within the forest sector but also account for activities outside the sector that may impact the success or failure
                  of forest operations and policies. Over the next five years, funding for forest activities in countries willing to commit
                  to NFPs or like processes will be expected to increase significantly. The disbursement of these funds will be handled in parallel
                  but coordinated programs to support countries in realizing their forest-related objectives.
               

            

            
               Partnerships

               Partners, including a number of important donors, already have indicated their willingness to work together, both analytically
                  and financially, to realize the objectives of better forest conservation and management at both the country and global levels.
                  Working with its partners, the Bank will need to assist in developing a framework for policy and investments. In many countries,
                  the Bank already is operating within CDFs to establish the overall development and policy agenda for a country. The proposed
                  NFPs will rest within the umbrella of the CDF and form the bases for partnerships in the countries. This proposed Forest Strategy
                  argues that additional Bank investment in fostering partnerships in the three following areas will be essential to underpin
                  its own efforts to raise engagement in forests and contribute to building coordination and agreement on priorities for investments
                  and policy reform:
               

               
                  Partnerships with other donors

                  An existing forests donor partnership, PROFOR, has moved to the Bank from its previous location in the United Nations Development
                     Programme (UNDP), which because of rationalization of the UN system has decided to reduce its direct involvement in forests.
                     PROFOR is an analytical, knowledge-building program, focused on forests and forest-dependent people, and supported by a group
                     of bilateral donors. It has strong linkages to the NFP process, and therefore to country-managed development of priorities
                     and strategies for forest-based development. The principal PROFOR donors have strongly supported moving PROFOR to the Bank.
                     They see major advantages in linking the country-led analytical and knowledge-disseminating capacity PROFOR can provide to
                     the Bank’s comparative advantages: an ability to analyze broadly across sectors and at the macroeconomic level; to
                     establish and maintain a dialogue with senior political and economic decisionmakers; to apply a range of lending and nonlending
                     instruments to reform and development; and to convene public, private sector, and civil society stakeholders for these and
                     other related purposes. The move to the Bank will also enable PROFOR to draw on the knowledge and expertise of other research
                     and policy bodies, including those in the Consultative Group on International Agricultural Research (CGIAR) system, with which
                     the Bank has close relationships.
                  

               

               
                  Partnerships with NGOs

                  The World Bank/World Wide Fund for Nature (WWF) Alliance for Forest Conservation and Sustainable use is a well-developed partnership
                     for sustainable forest conservation and use. However, the Alliance requires additional support to increase its ability to
                     draw on the strengths of each institution and to mainstream dialogue on important issues, including independent certification
                     and monitoring of forest operations. Another major NGO partnership is the Critical Ecosystem Partnership Fund (CEPF) with
                     Conservation International, which supports the protection and management of particularly important areas of biodiversity.
                     Each partnership is time bound, with the Bank’s contribution highly leveraged in terms of resource flows.
                  

               

               
                  Partnerships with the private sector

                  The CEOs Forum, chaired by the World Bank president, has initiated a dialogue among leading forest companies, NGOs, and the
                     Bank. Through plenary meetings and working groups, it has debated major issues such as managing forests sustainably and controlling
                     illegal forest operations. In Africa, it has led to a draft code of conduct that could have significant implications for how
                     responsible logging companies conduct business in the region. The CEOs Forum needs to widen its contacts in the private sector,
                     especially to intensify the dialogue with some large institutional investors that have expressed interest in working more
                     closely with the Bank on investments in SFM in some key Bank client countries. The new Forest Strategy will build on the CEOs
                     Forum to strengthen its engagement with responsible investors in the private sector. IFC and MIGA are crucial to this engagement.
                  

                  Together, these partnerships will enable the Bank to apply more effectively its multisectoral approach, convening power, and
                     access to economic decisionmakers as well as its instruments, such as adjustment lending, the guarantee instrument, CASs,
                     and other approaches to the central objective of improving poverty reduction and economic sustainability outcomes from forests.
                     At the same time, other partners will be able to use their comparative advantages and financing capabilities to participate
                     in the development of a broad, cohesive program in forests in major forest countries. Importantly, the Bank will maintain
                     a small, independent technical advisory group (TAG) to help monitor implementation of the strategy and provide advice on any
                     potentially controversial proposals for Bank investment support.
                  

                  The result of these partnerships is to bring to the forest sector both knowledge that is widely shared and accepted and financing
                     that is blended from public and private sources. Combining knowledge and sufficient financing at a spread of terms and rates
                     will provide powerful incentives to bring forests into the mainstream of sustainable development and to assist in maintaining
                     their environmental services to countries and the globe. Exceeding a threshold of knowledge and financing will be the most
                     critical step to reverse the negative outcomes of increasing poverty and environmental degradation that often accompany the
                     exploitation of forest resources.
                  

               

            

            
               Selectivity and Sequencing

               Raising the level of engagement of the Bank will need to proceed in a measured and prioritized manner, particularly given
                  the shortcomings of the past identified by OED in its thorough review of the Bank’s forest operations. Selectivity
                  and focus across countries will be important, as will linking specific forest interventions with country assistance priorities
                  and programs. Two steps are envisaged in this process.
               

               An initial selection of countries on which to focus incremental ESW and potential follow-up investments will need to be made.
                  Obviously, regional and country teams and their client governments will be the primary actors in this process. In this selection,
                  between 6 and 8 countries are contemplated for major focus, with perhaps 10 more for some additional attention. If the Forest
                  Strategy is approved and the additional resources are provided through various sources, preliminary analyses by Bank Regional
                  staff indicate significant potential for expansion in lending for forest activities and policy interventions, well beyond
                  levels projected under business-as-usual assumptions. Obviously, in practice, a sequenced approach to expansion will be required,
                  so that progress on sector analysis, international cooperation, the establishment of rational sector objectives and priorities,
                  and the receptivity of the borrower in each case could be assessed.
               

               As each country will be at a different level of readiness—with public commitment, institutions, and policy at various
                  stages of development—it is important to prioritize the type of engagement. In the main text (chapter 4, table 4.1), a hierarchy of engagement is suggested, including the types of activities and associated estimates of the transaction costs
                  per dollar lent. As noted earlier, the high transaction costs for forest operations will require higher-than-normal budgets
                  for the Bank to prepare investments in this sector. The analytical and consultative processes that will be financed under
                  this strategy through increased ESW and the leveraging of ESW through donor partnerships will lead to better-designed projects
                  with higher and more specific benefits to the community and country. The knowledge base will be built through sector work,
                  experience from projects, and learning through monitoring. Once this knowledge base exists and sufficient agreement emerges
                  from NFPs on the priorities and basic reforms needed, transaction costs can be reduced to levels more consistent with or even
                  below other Bank operations.
               

            

         

         
            Expectations, Risks, and Realities

            
               Large Tasks and Institutional Constraints

               The Bank must acknowledge, clearly and unambiguously, that the tasks implicit in the three pillars of this strategy are extremely
                  large, while the institutional and human resources that can be brought to bear on them within the Bank in the short term are
                  constrained. Some additions to the present staffing base (see section on Expectations and Realities: Risks and Monitoring
                  Progress, in chapter 4) may be made soon, but, even with these, the Bank will need to rely on its partnerships, and also on the success of a catalytic
                  approach, to play a significant role in achieving the desired objectives.
               

               In the particular case of the forest sector, this is almost an inevitable situation. The reality is that the flow of funds
                  from private and other sources into forests in the developing world (and in many instances these funds will be focused on
                  unsustainable and even quite destructive practices) will continue to dwarf whatever financing the donors and multilateral
                  lending agencies as a group can bring into this sector. Moreover, the flow of funds into cross-sectoral or economywide activities
                  that can have major impacts (not necessarily always understood or anticipated) from all sources will always remain considerably
                  larger than financing going directly into the sector from donors and multilateral lenders. It is essential, therefore, that
                  the Bank and its partners adopt approaches that will help generate demand for sustainable but economically viable activities
                  from borrowers and other stakeholders and assist in providing the means to create an enabling environment for these forms
                  of forest use. This, in addition to grant-based funding to support the necessary protection of forests that should not be
                  subjected to any form of large-scale production, will offer the best prospects for success at a scale comparable to the size
                  of the resource and its current problems and issues.
               

            

            
               Outcomes

               It is useful to consider the magnitude of impacts that could result from an effective international program to address the
                  Rio Forest principles, and subsequent intergovernmental agreements on what is needed in forests, to gain some appreciation
                  of the importance of the task. On the basis of some previous commitments by governments and other stakeholders made through
                  these processes, and figures on the scale and magnitude of the forests’ potential contribution to development and environmental
                  protection discussed earlier in this paper, it is reasonable to suggest that a significant and well-directed effort among
                  donors, NGOs, the private sector, and borrower country governments and stakeholders should aim to have some meaningful impact
                  on the scale of forest-related problems over the next 5 to 10 years. The following individual goals are suggested as reasonable
                  for the international community and other major stakeholders as a whole:
               

               
                  Poverty

                  Improve the livelihoods of 500 million people, most of whom are poor and dependent on forest and tree resources, primarily
                     through community forest management and development of agroforestry.
                  

                  This number, while large, is less than half the number of poor people estimated to be dependent to some significant extent
                     on forests for their livelihood. This can be regarded as a subset of the MDG on poverty reduction.
                  

               

               
                  Governance

                  Strengthen the institutional capacity to reduce the losses from illegal logging by US$5 billion per year and improve the management
                     of forest concessions to increase government revenues by US$2.5 billion per year.
                  

                  As noted in chapter 1, the estimated losses from failure to collect appropriate royalties and taxes from legal forest operations are costing governments
                     about US$5 billion annually. Illegal operations probably cost them a further US$10 billion in lost revenues. Recovery of half
                     the amounts currently lost through improvements in the capacity of governments and other stakeholders to collect revenues,
                     raise more reliable sources of financing for forest operations, and control illegal operations would represent a significant
                     achievement, if not eliminating the problem entirely. The Bank’s experience in forest governance reform in Cameroon
                     (see Essama Nssah and Gockowski 1999) is indicative of the significant level of improvement that can be obtained in this field through a cooperative effort between
                     government and other stakeholders to apply the right measures.
                  

               

               
                  Protection and conservation

                  Bring 50 million ha of forests into new Protected Areas and improve the management of 50 million ha of currently Protected
                     Areas.
                  

                  These protection outcomes derive principally from commitments governments themselves have made in recent years, finalized
                     into “stretch” targets as outlined by World Bank President Wolfensohn at the United Nations General Assembly
                     Special Session (UNGASS) for Review and Appraisal of Agenda 21 in 1997. A recent midterm review of progress with the World
                     Bank/WWF Alliance for Forest Conservation and Sustainable Use indicates that there has in fact been significant progress with
                     these targets, and it is likely they will be exceeded within the original 2005 time frame set by the president.
                  

               

               
                  Sustainable forest management

                  Bring 200 million ha of global forests under SFM that is independently verified and certified. This target is also one of
                     the “stretch” goals enunciated by the Bank president at the 1997 UNGASS meeting.
                  

                  Progress with this objective is likely to be slower than anticipated in 1997. However, the area of forest under certification
                     has expanded exponentially since then, from virtually nil to about 27 million ha worldwide. About 9 million ha of this total
                     is in Bank borrower countries, of which some 3 million is in tropical forest. Given that there are on the order of 600 million
                     to 800 million ha of natural forest that already are, or will soon be, under some form of contractual or informal intent for
                     production activities in the Bank’s borrower countries, it would seem reasonable to aim at bringing 10 to 15 percent
                     of this area under improved standards of forest management within a 10-year period. Fulfilling this aim, along with continued
                     rapid progress in developed country certification, would achieve the target by then.
                  

               

            

            
               Risks

               The final section of chapter 4 discusses the main risks of adoption of this strategy for the Bank and the mitigating measures that have been incorporated
                  to deal with these risks. In brief, these are as follows:
               

               
                  Modifying the Forest Policy

                  Revising the OP, especially to alter the broad-based ban on Bank support for logging in primary tropical moist forest to more
                     carefully targeted approaches, has been interpreted in some quarters as “opening the floodgates” to Bank support
                     for unsustainable and destructive practices.
                  

                  This is untrue, and the realities of the Bank’s intentions in this regard are discussed at length in this paper and
                     will also be reproduced in a Questions and Answers paper that accompanied the proposed revisions of the OP when it was publicly
                     posted. This issue is discussed extensively in chapter 2 of this paper, which makes it clear that the intention of modifying the policy in this area was to ensure that the Bank becomes
                     an effective player in the management of forests in an appropriate manner and to utilize various new approaches that will
                     allow this to happen. There has been no financing of unsustainable logging by the Bank in Regions where the ban in the previous
                     policy did not apply (since it applied only in primary tropical moist forest). There is in fact no indication of borrower
                     demand for Bank financing of such activities. Bank support for commercial harvesting activities, in any event, is restricted
                     in the new policy to situations where there will be independent validation of agreed standards in forest operations.
                  

               

               
                  Credibility of program

                  There is some risk that some observers will conclude that expectations created by the large tasks listed under the three pillars
                     of strategy, and the international community’s overall Forest Policy objectives (discussed immediately above), cannot
                     be achieved through the modest program of reengagement that is proposed in this strategy, and that there is therefore a major
                     credibility gap. A related risk is that borrowers may not demand the assistance that could be made available in this sector.
                  

                  As noted above, the reality is that the flow of funds from donors and multilateral lenders into forests, for management and
                     protection purposes, will continue to be dwarfed by investments in activities that may have damaging impacts on forests. The
                     Bank will need to continue to communicate the view that the only available approach is a catalytic one, aimed at building
                     an enabling environment for sustainable use and effective protection of forests. This will aim at providing an appropriate
                     enabling environment for financial support for sustainable forest conservation and management from other sources. So far as
                     country demand is concerned, it is emphasized throughout this strategy that the ESW-led approach, and its particular focus
                     on developing consensus and analytical support within countries for necessary reforms, is the best means to develop country
                     ownership for this approach.
                  

                  This risk will be further minimized by (a) ensuring that analytical work and other ESW are concentrated on building momentum
                     and consensus for reform, not on analysis for its own sake, with flexibility so that resources can quickly be rechanneled
                     to more promising prospects if the dynamic for change is not building; and (b) working closely with partners early in the
                     analytical process so that understanding and confidence through which investments will be successful could be built jointly,
                     through strong interaction with borrowers and other stakeholders.
                  

               

               
                  Insufficient incentives

                  There is a risk that the measures proposed for reengagement in this strategy may not contain sufficient incentives to overcome
                     internal Bank reluctance to engage in this sector, as exemplified in the “chilling effect” identified by OED,
                     and the high transaction costs that are documented in this paper for forest investments.
                  

                  One of the reasons for pursuing a relatively modest and cautious reengagement is to allow staff and managers to reduce their
                     exposure to risk while re-engaging, first through the ESW approach, and then to investments if and when the necessary commitment
                     from stakeholders is built up. The revised OP will provide a new and proactive atmosphere for forest engagement, and the emphasis
                     on independent assessment and certification in this new approach to the management of forests also provides collateral monitoring
                     of requirements of other safeguard policies, since these will enter the criteria and indicators for such assessment. Again, this will lower the risk
                     of unforeseen problems with compliance with these policies. If investment in forests becomes more highly demanded as a result
                     of this new approach, the Bank will need to consider corporate support for the higher preparation and supervision costs involved,
                     to maintain the momentum of reengagement.
                  

                  It is encouraging to note that at the time of writing, the Environmental and Rural Sector Boards in the Bank had initiated
                     a program to hire more natural resource specialists in the Bank, and it is significant that the Regions have requested that
                     an emphasis be given to hiring staff qualified to deal with forest issues and programs under this initiative.
                  

               

               
                  Partnerships

                  The approach adopted in this strategy is heavily dependent on new partnerships, especially PROFOR, and these carry reputational
                     and institutional risks for the Bank.
                  

                  As detailed in chapter 4, a number of specific measures will be negotiated with the PROFOR donors, prior to establishment of the five-year program
                     in the Bank, to clarify accountabilities, responsibilities, and continuity of support for this initiative.
                  

                  The risks of a program aimed at these outcomes are considerable, but manageable. It should also be pointed out that the risks
                     to the Bank of not adopting a more proactive stance toward forests are also considerable: There has been a strong expectation among most stakeholders
                     that the Bank will re-engage in the sector and will revise its policy to allow this to be done effectively. There is increasing
                     interest and attention being paid to the general issue of the impacts of nonforest investments on forests, and at the very
                     least the Bank must have an approach that will allow some of the relevant issues, and offsetting measures, to be analyzed
                     and made ready for timely incorporation into the design of these large investments: the reputational consequences of inadvertent
                     damage will be high.
                  

                  Therefore, within the Bank there is now a major requirement for increased attention to quality and compliance, not just of
                     forest operations but of all investment programs that could indirectly impact forest resources. The costs are equally manageable, even under tight budget
                     constraints: the increased budgets proposed for the program in forests proposed above will amount to less than 0.1 percent
                     of the Bank’s overall budget. Critical, however, will be putting in place the necessary incentives to address difficult
                     issues and manage risks and costs. Meeting this challenge is possible but requires some bold approaches to how the Bank does
                     business. It also requires the development of support from governments, the private sector, and civil society working in partnership
                     to achieve these results. A program that addresses economic priorities, addresses the well-being of the poor, seeks the voices
                     of all stakeholders, and is open and transparent in its operation will be essential.
                  

               

            

            
               Monitoring

               Monitoring of implementation will be an essential ingredient of success. The monitoring of the Bank’s program will
                  focus on four indicators:
               

               
                  Developing demand

                  The effectiveness of incremental analytical and consultative activities will be monitored in the focus countries. Criteria
                     will include the alignment of NFPs and like processes with the major pillars of engagement put forward in this strategy, the
                     establishment of working partnerships at the country level with other donors and major local stakeholders, and the degree
                     of ownership and consensus on major elements of reform in the sector, including the development of interest and participation
                     by major agencies of government in the agenda. Monitoring will be through analysis of programs and focus groups.
                  

               

               
                  Building sector engagement

                  The test of this component will come later in the program, in the form of initiating the preparation of investments that have
                     resulted from the ESW activities supported. In addition to normal Bank quality-at-entry and performance indicators, an important
                     criterion will be the assessment of the degree of parallel financing or cofinancing by donor partners and the private sector
                     that emerges as a result of collaborative activities. Establishing a baseline at the beginning of the program will be an important
                     measure to allow assessment of this factor. Working with the Collaborative Partnership on Forests (CPF) will provide a base
                     for monitoring financial flows. The amount and direction of financing flows to the forest sector in countries engaged in forest
                     programs that are consistent with the three pillars of this strategy will be an indicator of implementation.
                  

               

               
                  Impact of broader involvement on forest outcomes

                  It also will be necessary to evaluate the impact of the knowledge and analysis generated through this strategy on Bank activities
                     originating outside the forests sector: the identification and incorporation of critical forest issues into cross-sectoral,
                     adjustment, and broad programmatic lending and the inclusion of forest topics in broader ESW and CAS development work programs.
                     Monitoring will include indicators of inclusion of forests in CASs and PRSPs.
                  

               

               
                  Selectivity and sequencing

                  Effective disbursement and implementation of the incremental activities proposed, in the time frame outlined, will be a major
                     factor here. The balance of activity types and progress toward the lowering of overall costs of doing business in the sector,
                     through a movement of country situations being addressed up through the hierarchy of engagement as illustrated in table 4.1, will be a major factor for evaluation. Using table 4.1 as a model, indicators of types of engagement and costs will be recorded.
                  

                  Although these indicators are important to track progress, effective monitoring will involve external stakeholder and technical
                     advisers working with both Bank senior management and Committee on Development Effectiveness (CODE) engagement. Without some
                     form of accountability that penetrates to the country level and teams, monitoring will be an empty exercise. Management will
                     bear the responsibility to see that the overall objectives of the Forest Strategy are being realized.
                  

               

            

            
               External Advisory Group

               External assessment will be built into the evaluation process, continuing the approach used during the preparation of the
                  forest sector strategy paper (FSSP). Stakeholders will be consulted at every stage. Specifically, an ad hoc external advisory
                  group (EAG) will be formed, utilizing the former TAG formed to assist the Bank with development of the new strategy and policy
                  as a roster for selection on an as-needs basis. Small teams (8 to 10 members) would be formed for specific tasks, comprising
                  individuals from major stakeholder groups (client governments, civil society groups, academic and private sector interests,
                  and major donor partners) represented on the former TAG. The EAG process would be formulated in fiscal year (FY) 2003, in
                  time to allow selected group(s) to assess design, relevance, and progress of the activities for implementation outlined below,
                  with a specific objective of advising on implementation matters related to the Bank’s OP and the overall aims of the
                  strategy as set forward in the FSPP. In addition, the EAG will regularly advise the president of the World Bank regarding
                  its view of the status of the forest program.
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