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from THE JAKARTA POST -- TUESDAY, OCTOBER 30, 2007 -- PAGE 7 Recently in The Jakarta Post there has been much discussion regarding the pros and cons of avoided deforestation. Any economic plan regarding avoided deforestation must consider the diversification effects of avoided deforestation and its ability to mitigate risk while improving returns for the country's economy

At this point, for this article, I will define avoided deforestation as an energy product that functions as a proxy for the following equation: Growth in GDP yields growth in energy yields growth in carbon emissions 

The limiting factor is the carbon emissions which need to decrease over time to prevent the most damaging effects of global warming, such as Indonesia losing more than 2,000 islands plus drought and disease. Thus we need to mitigate and adapt to anthropogenic global warming increases, so markets will seek out carbon sinks that can function as an effective hedge to increasing use of carbon-based fuels

Everyone wants gross domestic product to grow. Everyone needs more energy to drive the GDP growth of their local economies. Indonesia's natural environment contains one of the wealthiest and least explored possible global hedges, which is the means to protect against a financial loss. This is avoided deforestation

Avoided deforestation is the process by which local Indonesian public and private entities receive dollars to protect existing forests in exchange for generating voluntary emissions reduction credits (VERs). VERs are an offset for global carbon emissions so as global carbon emissions increase, demand for carbon credits from protecting Indonesia's forests will increase

Indonesia has a supply that can significantly meet the global demand for this product. Indonesia imports foreign currency and exports carbon credits. This is a benefit for Indonesia's national balance of payments. Let me show you an example of how this works

In this analysis, I assume that VERs are priced at a discount to certified emission reductions (CERs). I also assume that the tax rate on VERs would be less than the equivalent to the all-in rate for cut timber in Indonesia, which is roughly 6 percent per cubic meter (source: Economist Intelligence Unit). The price range on Oct. 16, 2007, for the relevant CERs credits was between 17.40 euros and 17.60 euros per metric ton CO2 equivalent (source: Point Carbon)

This would be important to Indonesia because tax revenue under an avoided deforestation policy framework engaging the international business community in Indonesia with an all-in tax rate of 4 percent per cubic meter of standing unlogged natural virgin forest could generate annual tax revenues of 1.4 billion euros

This pales to 2005 export revenues from cut timber at roughly 150 million euros (source: World Resources Institute) on 3.8 billion euros in exports, or roughly 4 percent, and 2004 oil palm export revenues of 30 million euros (source: WWF Indonesia) on 3.1 billion euros in exports

Remaining virgin forest in Indonesia is about 20 percent of original rainforest estimated conservatively at only 40 million hectares. With current scientific and technical capacity using Landsat, GIS and other remote imaging systems, it is possible to accurately calculate the quantity of carbon within a forest (source: ForestRe)

For risk purposes, it would be prudent to decrease all carbon credits generated under an avoided deforestation scheme to 30-40 percent less than expected for two reasons. First, it is important to manage for forward delivery risk by banking credits

Second, it is important to proceed prudently to ensure assurance of completion of contracts by mitigating against permanence and leakage -- both of which are actualized using appropriate forest risk management products and project site design

Indonesia has at least 19 types of forests with 4,000 species of trees

Roughly 120 Indonesian hardwood species are commercially viable. Indonesia's annual deforestation efforts emit roughly 2.5 billion metric tons CO2 equivalent annually because of the burning and cutting of the forest. This is close to 50 percent of the EU Kyoto targets

In conclusion, Indonesia can increase its tax revenue from promoting avoided deforestation under the voluntary emission reductions market. These funds can be used to enhance local health, education and environment budgets improving the lives of the 100 million Indonesians who live on $1 dollar a day while protecting biodiversity and mitigating global warming

A gentle suggestion is that the Indonesian government can facilitate a project like this easily by issuing a simple formal "Letter of No Objection" which would assure the global capital markets to increase their foreign direct investment in Indonesian avoided deforestation projects to the benefit of Indonesia

Gabriel Thoumi, Detroit, USA The writer is a Masters Fellow at the Erb Institute for Global Sustainable Enterprise at the University of Michigan and a carbon markets consultant. He can be reached at thoumi@umich.edu
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