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1.0 Introduction

1.1 Background

Forestry has historically been a critical sector in Ghana, supporting livelihoods and providing
employment and foreign exchange earnings for the country. It is estimated that about 11 million
of Ghana’s population lives in forest areas and about two-thirds of rural livelihoods are directly
or indirectly supported by forest activities.

Over the past years the Government of Ghana (GoG) has provided majority of finance for
forestry activities. It’s financing of the forestry sector increased from 18.9 percent of total forest
expenditure in 2007 to about to 63.1 percent in 2014 even though expenditure on the forestry
sector as a share of total government expenditure had been declining. Internally Generated
Funds (IGFs), consisting of stumpage fees, export levy, timber right fees and royalties, among
others which used to be the highest source of financing for the Forestry Commission (FC)
declined from 40.2 percent to 16.7 percent over the same period. With the share of Plantation
Development Grant to the Commission’s income declining from 26 percent to 12 percent and
recurrent grant from donor agencies also declining from about 15 percent to about 8% over the
period, one can conclude that donor support for the sector is dwindling.

The declining revenue in the forest sector can be attributed to a myriad of issues including
inefficiencies in wood utilization, poor value addition, poor enforcement, rent seeking among
public officials, among others'. In addition, forests are not capturing resource rent for resource
owners nor contributing significantly to government revenue. Furthermore, accountability to
owners of the resource is taken for granted with illegal logging and forest clearing for agriculture
being widespread. These among others have the potential to create serious financing challenge
for the Commission, going forward.

The Ghana Shared Growth and Development Agenda II (GSGDA 1II) (2014-2017) is the
country’s current national development policy framework formulated to ensure continued pursuit
of macroeconomic stability and the sustainable exploitation of Ghana’s natural resource
endowments, particularly minerals and forests that will propel the country into a full middle
income status by 2020 with a per capita income of US$ 3,000.

In the midst of the financing challenges facing the forestry sector, achievement of the goals
specified in the framework and by implication the Forest and Wildlife Policy (FWP) of 2012
may be difficult. To resolve this and other challenge, some studies were commissioned such as,

! Birikorang, G. and Rhein M., 2005. Reforming the Ghana Forest fiscal regime. Forest Sector Development Project
Phase II.



Amissah Arthur (2008), Birikorang® (2008) and Abor (2008). However, these studies focused on
providing baselines information on expenditure, revenues, financial management, budget
processes and organizational issues without providing a link of these variables to the real output
and outcomes of the forestry sector as well as providing information on how to improve
efficiency and effectiveness in spending.

To address this gap, the Ministry of Finance (MoF) under the Natural Resources and
Environmental Governance (NREG) Technical Assistance Project commissioned this study that
reviews public expenditure in the Forestry Sector and examines the internal processes relating to
the public financing of the FC as well as the relevance, efficiency and effectiveness of its
expenditure. The study builds on all the earlier studies mentioned as well as others such as the
2012 Draft Report of Financial Management Support Mission of Martin van der Linder, Ecorys
Research and Consulting, among others.

1.2 Objectives

The overall objective of this review is to identify existing costs and spending patterns as linked
with outputs and outcomes under established sector priorities, assess how budgetary re-alignment
can be achieved to better respond to the mandates and responsibilities of the forest sector agency
as well helping drive improvement in their performance and service delivery. The specific
objectives of the review are to:

1. Get a comprehensive picture of the budget and actual expenditure of the forestry sector;
2. Identify causes for differences between budget allocation and expenditure.

3. Analyse relevance, efficiency and efficacy of spending of the FC and other sector
agencies against the stated policy priorities of the Government.

4. Generate policy —relevant insights to improve the capacity of the FC and the Ministry of
Lands and Natural Resources (MLNR) regarding public expenditure management.

5. Provide to the FC, the MLNR and MoF and by implication the GoG with
recommendations on how to improve budget allocations and improve efficiency of
spending.

The detailed Terms of Reference (ToR) has been attached as Appendix 1.

1.3 Relevance

This study is quite imperative and relevant because very little has been done on public
expenditure review for the forestry in Ghana largely as a result of data challenges and
complexity of analysis. The study will help the GoG identify existing costs and spending patterns
as linked with outputs and outcomes under established sector priorities, and assess how

2 Birikorang, G. (2008) Public Revenue Analysis Of The Forestry, Mining And Environment Sectors. NREG
Programme; Ministry of Finance and economic Planning



budgetary re-alignment can be achieved to better respond to the mandate and responsibilities of
forest sector agencies. This will help drive improvement in sector performance and service
delivery; help policy makers make informed decisions about future spending to enable sector
objectives to be achieved as well as providing recommendations that will feed directly into the
budget process and forest policy development.

1.4 Outline of Report

The report has nine sections. Following this section is section 2 which provides the methodology
and approach for the study and section 3 that provides the macroeconomic and sectoral context.
While section 4 provides the institutional framework for forest management in Ghana, section 5
discuses the budget cycle. Key issues of expenditure and revenue of the forestry sector are
discussed in sections 6 and 7 respectively followed by a discussion of output, efficiency and
outcomes of the sector in section8. The last section concludes the paper and makes policy
recommendations.

2.0 Methodology and Approach

This section discusses how the research was designed focusing more on the methods employed
to collect and analyze the data. The research methodology employed in the study is
multidisciplinary and integrated, involving a combination of qualitative and quantitative data
collection and techniques of analyses to perform an expenditure review of the forestry sector.

Figure 2.1: Methodological framework



National Forest Policy Objective
(GSGDA, NDPC)

— = Phase 1
Other MDAs | Other MDAs

Forest Related policy objective
(MLNR)
Land sector Institutions | Forestry and Wildlife Policy (F C) | Mining sector Institutions |
Annual activities (Budget
Resources from ] Statement)

MOF/ DP/IGF
Phase 2
/ RE SOURC%S FLo\{‘\

Ha | TIDD | l FSD RMSC wiTe
,_/ EFF&AIENCY/RE EVANCE \«_
l\/OUtput of TIDD > //OmpUt o \\ 1 Output \\ / Output \
.< S \ //w/, \\of RMSC / \ \of wITC /
g Output of WD

C Ead )
Output of HQ R
= - —" \ //

& ECTI ENESS/ADfQUA

4 )

Outcome of FC

(Nraft PER)

1

Final Stakeholder Consultation & Validation/
(Final PER)

Presentation to NREG Board

To properly undertake the assignment the methodology was sectioned into three (Figure 2.1)
which has been thoroughly explained in the next sections.

Phase 3

2.1 Desktop Research and Preliminary Stakeholder Consultation

The key objective of this phase is to assess existing data and data gaps, ensure that a range of
stakeholders are informed and consulted and review the methodology and literature on public
expenditure in the forestry sector. This objective was achieved by reviewing the policy
documents in the country relevant to the forestry sector including Amissah Arthur (2008),
Birikorang (2008), Abor (2008) and Martin Vander Linder (2012) as well as from empirical
studies on the topic. Specific reports that provide information on inputs, outputs and policies of
the FC at this stage included the National Budget Statements of the MoF; Annual Progress



Reports of the GSGDA II and the GSGDA 1II of the National Development Planning
Commission (NDPC); Annual reports of the MLNR and the Annual Reports, Financial
Performance Reports, Internal Audit Reports of the FC, amomg others.

These documents permitted us to have a good knowledge of the policies, both quantitative and
qualitative the inputs and outputs in the sector and enabled us to design three policy- input -
output — outcome matrix framework for the different level of administration at the FC. This was
used to request data on how the various policies of the divisions link inputs, outputs of the
divisions and related outcomes which have been attached as Appendices 2 to 4.

To undertake an assessment of budget formulation and execution at the various Divisions, an
assessment tool was prepared (attached as Appendix 5) and administered to key staff members of
the divisions. This tool sought to capture data on issues relating to budgetary information, release
of funds and related issues. Furthermore, specific tables were developed to collect data on
quantitative and qualitative outputs, expenditure, IGF at the Divisional levels which has been
attached as Appendices 6 to 8.

Having developed these instruments, a meeting was held with Divisional Heads, Budget Officers
and Accountants of the various Divisions in the FC to seek their inputs, educate them on how to
complete the instruments and to solicit their help in completing the instruments.

2.2 Stakeholder Consultation /Field visits

Equipped with information obtained from
the desktop research and preliminary
stakeholder consultation stage, field visits
were made to the wvarious divisional
headquarters of the FC: Timber Industry
Development  Division (TIDD) in
Takoradi; Wood Industry Training Center
(WITC) and Resource Management
Support Centre (RMSC). in Kumasi,
Forest Services Division (FSD), Wildlife
Division (WD) at the FC Headquarters in | Members of the Team in a Group photograph with
Accra and to some of the operational | members of WAG, GTMO and FAWAG

stations- Offinso in the Ashanti Region.

The objectives of the consultation was to, educate the budget and operational officers on how to
complete the data collection instruments, interact with them on the challenges, as well as having
firsthand information on the operations of the Divisions. Meetings were also held with key
beneficiaries of the services of the FC such as the Woodworkers Association of Ghana (WAG),
Fumiture and Wood Products Association of Ghana (FAWAG), Ghana Timber Millers
Organization (GTMO), some Chiefs in the Offinso Traditional Area, Traditional Leaders,
Assembly Members, key informants, tourists, Ghana Water Company Limited, among others.
Based on the information collect from both literature and from the field, a draft report was
produced.



In order to build consensus, a workshop will be organized with various stakeholders to solicit
their inputs. Specifically, the workshop will be used not only to solicit inputs of various
stakeholders but also to inform and educate them on the nature of public finance in the FC,
discuss contentious issues, get new ideas, validate the results and generate consensus. Based on
the outcome of the workshops and meetings, the team will finalize the report and map out
strategies for the next steps in using the report.

3.0 Macroeconomic and Sectoral Context

This section of the report using readily available information elaborates on the national fiscal
situation as well as the performance of the forestry sector paying particular attention to the
contribution of the sector to the economy, employment generation and exports. The section also
elaborates on the state of Ghana’s forest.

3.1 National Fiscal stance

Ghana witnessed some economic growth over the past decade with the real GDP growth rising
steadily from 3.7 percent in 2000 to 8.9 percent in 2012 before decelerating slightly to 7.2
percent in 2013, and a further decline to 4.2 percent in 2014. Despite this growth, Ghana has had
challenges with fiscal management/discipline with persistent double digit budget deficit recorded
in recent times, which is undermining the country’s growth and poverty reduction prospects.
Poor revenue collection built upon an inadequate tax base and low tax compliance combined
with expenditure overruns - that are occasioned largely by election-linked public expenditure
increases and under-performed natural resource revenues - has led to large fiscal deficits and
mounting public debt stock. The fiscal deficit rose from 4.0 percent of GDP in 2011 to 12
percent in 2012. By the end of 2013, budget deficit to GDP ratio was 10.1 percent while public
debt to GDP ratio stood at 56 percent, increasing to 67 percent by the end of 2014.

Figure 3.1: Total Revenues, Expenditures and Fiscal Balance, 2008-2015
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The knock on effect of these large deficits was about 29 percent depreciation of the local
currency against the US dollar and inflation rising rapidly to about 17 percent by the fourth
quarter of 2014. The result has been a drastic fall in economic growth rate from 7.3% in 2013 to
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4.2 percent in 2014. However, growth is expected to rebound to 9.3% by the end of 2017 as a
result of an on-going fiscal consolidation program with the IMF and the projected increase in
production and export of oil from the new fields.

3.2 Sectoral Performance

The Ghana Statistical Service (GSS) re-estimated the size of the economy and concluded that
GDP in 2010 was nearly 80.0% larger than would have been the case under the old method of
calculation. That method was based on 1993 production and consumption patterns. The new
estimates were derived from 2006 (base year) patterns as well as other considerations, such as
better data sources. For the base year, the GSS reported that the economy was 60.0% larger than
previously thought.

Figure 3.2: Sector Contribution to GDP, 2009- 2013

m Agriculture ® Industry Services

60 7 49.2 511 49.1 48.4 49.6 50.2

50 A T - T P
£ 40 7318 | en X 284 |
830 | £2° b 23— 21.
b 19 __ = | <) -
& 20 + Ml

O = - T - — T = T T - - I7
2009 2010 2011 2012 2013 2014

Source: Ghana Statistical Service

The revisions led to changes in the composition of economic output. The share of agriculture, for
instance, fell from 41.0 percent in 2005 (under the old method) to 21.9.0 percent in 2013 (GSS,
2013). The share of industry, meanwhile, rose from 20.8 percent in 2006 to 49.6 percent in
2013. This was partly as a result of oil production, which increased the share of industry. It must
be noted that the relative decline of agriculture in output is normal in the course of development
and is a sign of a maturing economy, with growing diversification, where industry and services
increasingly account for the bulk of output and employment. The growth in industry’s share,
from 19.0% in 2010 to 28.0% in 2013, was almost entirely due to oil production in 2011, whose
share rose from zero in 2009 to 8.1 percent 2013, higher than those of traditional sectors like
cocoa (2.2%), forestry and logging (also 2.2%) and manufacturing (5.8%).

3.3 Forest Sector Performance

The forestry sector provides economic, social and environmental benefits to the national
economy and forest-dependent local communities. About 14 per cent of Ghana’s population
constitutes forest fringe communities who directly depend on forests for about 35% of their
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livelihoods.” At the national level, wood fuel accounts for 78 percent of households’ primary
energy consumption.' Forests also support employment in the timber and wood industry.
Allowing for the effects of down-sizing in the 2000s, the formal sector, largely export-oriented,
presently engage about 90,000 hands.’ The informal sector, which consists mainly of chain saw
operators, also employs about 130,000 people and it is the main source (84%) of supply for the
domestic timber market.® According to the Ghana Poverty Reduction Strategy II (GPRS II)
evaluation, poverty reduction among rural forestry households occurred in contrast to failures
among agricultural population. Primary forestry contributes 4 per cent to GDP and the forest
industry, is currently the fourth largest foreign exchange earner after minerals, cocoa and oil
exports’ contributing about 2.5 per cent of the country’s foreign exchange earnings.

Even though the tangible contribution of the forest to GDP may not be that encouraging, the
intangible contribution that it makes which in many cases are not captured by GDP could be very
enormous. Forest helps in providing identity to many Ghanaians especially those inhabiting in
the forest zones. It provides shelter for many fauna and flora and a home to many endangered
species such as bare-headed rock fowl, chimpanzees and forest elephants.

The forestry sector in Ghana has a strong linkage with health. Majority of the Ghanaian populace
hold in high esteem traditional medicine. The worth of medicinal plants is estimated to be around
US$30 million®. Another important aspect of the forestry in the country is the provision of
protection for rivers. Many of the rivers take their sources from forests. Typical example is the
Atiwa Mountain Range forest that serves as source for Densu, Ayensu and Birim rivers’.
Forests are also important as an environmental asset and have demonstrated the potential to
generate indirect use value such as watershed protection, wind-breaks from forest shelter belts,
biodiversity, micro-climate to sustain agriculture and soils and other ecological services.

3Mayers, J., Birikorang, G., Danso, E., Nketia, S.K. and Richards, M. Assessment of Potential Impacts in Ghana of
of a Voluntary Partnership Agreement with the EC on Forest Governance. Final Report. International Institute for
Environment and Development (IIED)2008

* FAO/GCP/RAF/354/EC "Sustainable Forest Management Programme in African ACP Countries - Wood Energy
Planning and Policy Development

> Birikorang, G. Okyne, R., Afrane, S, Asenso-Okyere, K. and Robinson, G. Ghana Wood Industry and log export
ban study DFID/FC 2001;

6 Oduro, K.A., Duah-Gyamfi, A., Acquah, S. B., and Agyeman, V.K. (2012). Ghana forest and wildlife hankbook.

"MLNR. Forest and wildlife Policy, 2012

¥ Essabra-Mensah, E. Forestry’s contribution to economy dwindles, 2015.

’ Kpelle, D. Contribution of the forestry sector to socio-economic development Ghana’s experiencing reporting,
data collection and challenges, 2013.
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Figure 3.3: State of Ghana's Forest reserves, 2008
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One major concern of policy makers is the loss of over 75% of Ghana’s original forest cover by
the turn of the last Century. Ghana’s original forest cover of 8.2 million hectares has decreased
to an estimated 1.6 million hectares by the year 2010'". Deforestation rate in Ghana has been
around 2% per annum for the period between 1990 and 2010, leading to an annual loss of about
135,000 hectares of forests.

Figure 3.3 provides information on the state of Ghana’s forest reserves. From the figure it can be
seen that less than 20% of forest reserve areas have acceptable levels of integrity: only 2% are
considered to be in “Excellent” condition and another 14% in “Good” condition. Currently, the
survival of the remaining reserves is at risk of depletion from continued illegal-logging and
agricultural clearing. Several factors has led to the depletion of the forest resources of the
country including population growth and the recognizable policy failure.

3.4 Forestry Contribution to Agriculture and Total Gross Domestic Product

The forestry subsector makes considerable contribution to Agricultural sector GDP and total
GDP. Over the period 2007-2014, the contribution of the forestry sector to agricultural GDP has
generally been declining. It decreased from about 13.26 percent in 2007 to about 10.98 percent in
2014 (Figure 3.4). The contribution of the sector to national or total GDP followed the same
trend by declining from about 3.79 percent in 2007 to about 2.48 percent in 2014 at an annual
average rate of - 5.3 percent. This decline is largely attributable to decline in export revenue as a
result of the dwindling forest resource base'”.

' Hawthorne, W. D., & M. Abu- Juam. Forest protection in Ghana with particular reference to vegetation and plant
species [UCN/ODA, 1995.

""FAO (2010) World Forest Resource Assessment, 201

2 Oduro et al., 2012. Op cit
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Figure 3.4: Forestry Contribution to agriculture and Total GDP
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3.5 Exports of Forest Products

The composition of Ghana’s merchandise exports has also not experienced any major
transformation over the last decade. The country continues to export primary commodities such
as unrefined minerals, raw agricultural products and crude oil, together contributing about 86
percent of the country’s total exports. Mineral export is dominated by gold which accounted for
US$4,965.7 million (96.6%) of total mineral export earnings, and contributed 37.1 percent to the
country’s total export eamings in 2013 (Table 3.1). Cocoa beans, which used to be the second
leading export earner before the oil production is, as at 2013, contributing just about 11 percent
to the total export earnings, with a value of US$1,612.1 million. The growth rate over the last
five years has been sluggish, growing annually by about 7.4 percent, compared to 19 percent of
gold.

Table 3.1: Composition of Ghana’s Merchandise Export (2008-2013)

Exports 2008 2009 2010 2011 2012 2013 Contribution | Av
Products (USS, (USS, (USS, (USS, (USS, (USS, to exports Growth
mil) mil) mil) mil) mil) mil) (%) Rate
(%)
Merchandised 5269.7 | 5839.7 7960.1 12785.4 13542.7 13751.9 100 26.8
Exports
Of which:
Gold 22462 | 25514 3803.5 | 4,920.20 | 5,643.30 | 4,965.70 36.1 18.9
Cocoa beans 1225.1 14224 | 159436 | 2,027.90 | 2,192.70 | 1,612.10 11.7 7.4
Timber 316.8 179.8 189.5 165.7 121.4 165.8 1.2 -8.1
il 0 0 0| 2,77850 | 2,976.10 | 3,885.10 28.3 7.5
Non- 13409 1215 1629.2 24233 2364.4 2418.6 17.6 14.7
Traditional

Source: Bank of Ghana

The timber industry is the fourth largest foreign exchange earner after gold, cocoa and oil
exports. It is also important to note that the performance of timber exports can be best described
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as abysmal. The share of timber in merchandise export revenues has declined from 6.8 percent in
2003 to 1.2 percent in 2013, reaching its lowest ebb (0.9%) in 2012. It is noteworthy that, as
mentioned previously, timber export earned Ghana around 10% of the foreign exchange between
1990 and 2000 but there has been a considerable decline since 2005 from 8.1% to about 1.3% in
2011 (FIP, 2012). This decline, according to the FC, can be attributed to ongoing dwindling
natural tropical forest resource base, low production recovery rates, wood wastes and illegal
chainsaw activities

A recent study reports that Ghana’s original forest cover of 8.2 million hectares has decreased to
an estimated 1.6 million hectares by the year 2010". Deforestation rate in Ghana has been
around 2% per annum for the period between 1990 and 2010, leading to an annual loss of about
135,000 hectares (FAO 2010). The decline in the forest resources has resulted in major adverse
consequences for the timber industry. For instance, while about 60 local timber companies out of
200 processing mills have collapsed in the last 10 years, leading to the loss of about 30,000 jobs,
companies that had managed to survive the turbulence in the industry are currently producing
below 50 per cent capacity'*.

Export of Wood Products

Revenue and volumes of export of wood products are presented in Table 3.2. The volumes of
wood products exported and revenue from the export of wood products over the period 2007 to
2014 have declined. Volumes of export have declined from 528,570 m’ to 356,036 m’ in 2014
while revenue declined from Euro 184,174,022 to Euro 138,215,618 over the same period.

In the period between 2007 and 2014, the value per cubic meter has increased from €348 to
€439. In between this period the value has fluctuated recording its lowest value of €301 in 2009.

Table 3.2: Revenue and Volumes of Export

Year 2007 2008 2009 2010 2011 2012 2013 2014

Revenue 184.74 | 186.61 128.23 137.85 107.43 99.89 119.33 138.22
(Euros ’mil)

Voslume 528,57 | 545915 | 426,222 403,254 | 319,843 251,346 | 271,772 356,036
(m’) 0

Average 348 342 301 342 336 397 388 439

Unit Value

(Euro/ m®)

Source: FC Reports (2007 — 2014)

Also, export volumes of wood products have declined consistently over the period in question.
This, according to the FC, is as a result of the depletion of forest resources, the decline in
reforestation programmes and a lower number of timber licenses recorded in the last few years.

Y Ghana Investment Plan for the Forest Investment Program (FIP), 2012
'* Acquah, S. B., Avuglah, R. K. and Haris, E. (2014). Time series Behaviour of the volume of Wood products
Export in Ghana. International Journal of Statistics and Probability, vol. 3 (4).
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Despite several government interventions, the volume of wood products export is still declining
resulting in reduced export earnings. In 2007, Ghana earned about 187.74 million Euros from the
export of 528,570 m3 of wood products. By 2012 however, total export volume of wood
products declined to 25 1346 m3 valued at 99.8 million Euros, showing an annual rate of decline
of 8.7 percent in volumes. Such a situation has got the potential to compromise the sustainable
development aspirations of the country'”. Although both volumes and value of exports have
increased in the last two years, the levels remained substantially below levels recorded in the
early 2000s. According to TIDD, this decline is compounded by increased domestic demand
which has resulted in high illegal timber extraction. The decline has also been attributed to the
global concern for the trade in illegal timber. The depletion of the resource to some extent com

Value Addition of Wood Products for Exports

Although Table 3.2 shows that the highest volume of wood products export was in 2008, due to
high volume of primary products the total earnings was not the highest for that year. This
underscores the importance of value addition of Ghana wood exports through secondary and
tertiary processing in order to increase the value of export earnings'®.

Figure 3.5: Trends in the volume of wood products export from 1997-2013
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Source: Acquah et al (2014)"

The composition of wood products exported can be categorized into three namely, (1) Primary:
Poles, Billets, logs; (2) Secondary: lumber (air dried, kiln, overland), boules (air dried, kiln),
veneers, blockboards, plywood, kindling and (3) Tertiary: dowers, flooring, processed
/moulding, profile boards, and furniture parts.

"% Twerefou, D. K., Osei-Assibey E. (2008). Environmental Sustainability and Poverty Reduction in Ghana. In J.
Amoako-Tuffour and B. Armah B (Eds), Poverty Reduction Strategies in Action: Perspectives and Lessons from
Ghana (pp 295-312). Lexington Books, New York. ISBN-13: 978-0-7391-1010-2.

'® However, the significant spike in 2008 could also be due to the reduction in the timber export levy from 3% to
1.5% chargeable on all timber exports from Ghana instituted in January 2007 as contained in FC 2007 Annual
report.

Y Acquah et al (2014), Op cit.
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Figure 3.6: Decomposition of Processed Wood Export Revenue
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The bulk of the exports are processed wood products. Figure 3.6 shows export shares of
processed and unprocessed products. Secondary products accounted for about 89 percent of the
total volume of wood products export and 92 percent of the total export earnings over 2007 to
2014.

Wood Products Export Destinations

The main export destinations for Ghana’s timber products are Africa, Asia/Far East, Europe,
Middle East, and Oceania. The cumulative share of export revenues from the various export
destinations for the period 2007 to 2014 is presented in Figure 3.7.

Figure 3.7: Forest Export Destination by Percentage Share of Total (2007-2014)
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Source: Forestry Commission Annual Reports (2007 — 2014)

The European Union (EU) which used to be the major destinations for Ghana’s wood products
over decades has seen its share of exports declining sharply from about 42 percent in 2007 to 25
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percent in 2014. The main reason is that currently, the FLEGT/VPA process, including the
Timber Regulation in the EU, demand high quality standards for wood products and the demand
for certified wood products is also increasing'®. Likewise, African share of wood products, after
increasing sharply and emerging a leading export destination between 2008 and 2012, has in
recent times experience a sharp decline. This is in part due to trade embargo on a number of
products including processed wood product by Nigeria which used to be a major destination of
wood product exports.

An emerging destination for wood products is Asian/Far East. The share of exports to this
destination has increased sharply from 2012 and has overtaken both EU and Africa to become
the leading export destination of the country’s wood products. The main export markets include
India, Malaysia, Taiwan, China, Singapore and Thailand. However, over the period under
consideration (2007-2014) the volume of exports has fluctuated widely, raising concerns about
the sustainability of this market. According to a recent study, these upward and downward
movements observed in the export volumes of Ghana’s wood products by the Asia/Far East
markets over the period are perhaps a reflection of the FC’s intermittent actions necessitated by
the need to streamline Teak production and exports to the Asia/Far East markets'’. Thus, within
the period the bidding process for teak production was intermittently suspended and reviewed
until it was finally halted when the standing stock of Teak in Ghana’s forests was thought to be
dwindling, particularly in government plantations. Production from private plantations however
continued.

Table 3.3: Major Destinations of Ghana’s wood products by Value and Volume, 2007-2014

Europe Africa Asia/Far East America Middle East Oceania

Years Mil. Vol. Mil. Vol. Mil. Vol. Mil. Vol. Mil. | Vol. | Mil Vol.
Euros (000) | Euros m3 Euros | (000) | Euros | (000) m3 | Euros | (000) | Euros | (000)
m3 m3 m3 m3

2007 711 160 39.24 142 33.04 139 24.43 55 8.49 29 1.97 3

2008 80.06 | 181.09 | 45.14 | 173.12 | 27.15 | 11054 | 21.37 45.86 10 | 3234 | 2.89 297

2009 37.75 8342 | 52.68 | 20044 | 231 98.47 7.69 17.87 644 | 2471 | 057 131

2010 40.03 853 5352 | 19143 | 23.81 | 81.88 922 18.1 1049 | 2456 | 0.78 198

2011 312 63.89 | 4029 | 162.71 | 15.21 5143 8.69 12.64 12.01 | 29.17 0 0

2012 28.7 52.02 | 3837 | 140.19 | 1395 | 2231 732 11.09 11.5 | 25.64 0 0

2013 47.89 84.21 3026 | 91.66 | 2145 | 51.55 8.04 14.17 42 825 | 021 037

2014 34.52 69 28.61 | 82.69 | 60.72 177 9.73 17.18 451 | 375 | 0.09 0.06

Annual | 695 | 714 | 339 | 522 [ 1047 | 340 | -7.52 -8.59 -5.86 - - -12.25
Growth 10.88 | 11.93

Rate

Source: FC

' Acquah et al. (2014) op cit
¥ Acquah et al (2014), op cit.
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The Validation of Legal Timber Project (VLTP) that enforces the regulated harvest limit,
contribute to securing forest revenues as well as assist government to meet its commitment under
the Voluntary Partnership Agreement with the EU, was initiated in 2005. The project is expected
to improve the future cash flow of the forest sector as a result of a reduction in illegal timber
exports. The Commission has also started the process of converting timber leases to Timber
Utilization Contracts which is expected to increase income generation. There has also been both
government and private plantation development programmes that aims at replenishing degraded
forests and increasing the forest cover.

Relevance of an administrative Annual Allowable Cut (AAC) of 2 million m® (in contrast to a
legal AAC of 1million m® established to support policy reforms in the 2000s (Birikorang et. al.,
2014) has progressively declined as there has been a declining trend in official harvest levels.
The sector currently faces a wood balance close to one and a half times the legal AAC (Table
3.4). In this context, a previously existing formal sector threat of over-harvesting is now less of
an issue, in contrast to a continued illegal harvesting by the informal sector, which, at the
operational level, is dominated by forest communities.

Table 3.4: Trends in Ghana Wood Balance, 2007-12

2007 2008 2009 2010 2011 2012

Wood Balance
(formal sector),
m’ -510,200 | -559,757 |-217,777 | -152,154 | 86,163 281,869
Wood balance | - - - - - -
(national), m’ 2,210,200 | 2,259,757 | 1,917,777 | 1,852,154 | 1,613,837 | 1,418,131

Challenges in the sector justifies the paradigm shift of the 2012 FWP that places more emphasis
on non-consumptive values of the forest and the creation of a balance between timber
production and marketing to satisfy particularly domestic wood demands.
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4.0 Institutional framework for forest management in Ghana

Institutions are the bed rock for the development of a any system. Better institutions that are
defined to include the laws, regulations administrative/organizational structure, among others,
play a very significant role in the development of every organization. In this section, we discuss
the legal, regulatory and sector institutional frameworks as well as review briefly the incentive
structure and political economy of the sector that has the potential to influence financial
management of the sector. The section also assesses the public, private, and community-based
roles and responsibilities as well as sector goals and priorities.

4°.1 National institutional imperative

Ghana takes the issue of environment, and by implication forestry, seriously. This is reflected in
articles 36 (9) % of the Constitution of Ghana (the Directive Principles of State Policy) which
covers issues pertaining to the environment including forestry.

The GSGDA 1I has recognized the challenges of forest and wildlife degradation and depletion,
and has developed broad objectives for the sector (see Box 1). In the medium term the policy of
government in the forestry sector focuses on reversing forest and land degradation, promoting
efficient land use as well as ensuring efficient land management systems in the country.

2036 (9) The State shall take appropriate measures needed to protect and safeguard the national environment for posterity; and
shall seek co-operation with other states and bodies for purposes of protecting the wider international environment for mankind.
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Strategies that are
being put in place to

address issues in the Reduce the loss of biodiversity

Box 1: Broad Objectives of the GSGDA for the Forestry Sector

[ ]

forestry sector | e Build institutional frameworks for sustainable natural resources management
include e Maintain and enhance the protected area system
promulgating strict e  Strengthen the legal frameworks on protected areas
national legislation | ® Sustainable use of wetlands and water resources
on bush fires and . Enhz?;; cecl)]rtrllr:lu:ltzrgiretsl(s:lf;tsli(l)lng in environmental and natural resources

. man y aw
the use of liquefied e  Ensure the restoration of degraded natural resources
petroleum £43s; e Reverse forest and land degradation
creating specialized | o  Encourage appropriate land use and management
courts to adjudicate e  Enhance community participation in governance and decision making
protected arca | e Strengthen and develop local level capacity to participate in the management and

offences; governance of natural resource

strengthening the e Adaptto the impacts'and reduce vulnerability to climate Variabilit.y and .change
¢ Encourage reforestation of degraded forest and off reserve areas, including

laW enforcement adopting a medium to long term Plan for Plantations Development and

unit of the WD; Afforestation programmes, both public and private

investing in e  Assist investors, under the Forestry Plantation Project, to go into industrial-scale

industrial scale tree tree farming in specific depleted Forest Reserves and degraded land

farming in specific e Encourage private investment in commercial forestry outside forest reserves and
along dried-up and flowing streams and rivers

depleted forest ¢  Encourage and promote the use of lesser used species (LUS), particularly for the
reserves and on construction industry on the domestic market.

degraded land; | Source NDPC. 2014 GPRS

promoting

plantation/woodlot development; conserving human-centered biodiversity; encouraging the use
of Lesser Used Species (LUS), promoting the utilization of non-traditional tree species such as
rubber-wood, coconut and bamboo and appropriate agriculture intensification techniques;
reclaiming degraded and deforested land by timber and mining companies, ensuring value
addition to timber products; strengthening and developing local level capacity to participate in
the management and governance of natural resources as well as other policies on efficient land
use and management..

4.2 Sectoral institutional Framework

Ghana’s over-arching forest policy since colonial administration and lately under the sector’s
1994 Forest and Wildlife Policy (FWP) has been to protect the permanent forest estate.
“Timberization” of forest policy and the relatively heavy dependence on timber revenue and its
distribution had by 2008 become an issue (International Institute or Environment and
Development (IIED,) 1994)21. Until the initiation of reforms in the 2000s, wildlife had largely
become a public good, while at the same time it contributed external economies to the tourist
sector. The 1994 FWP prescribes collaborative natural resource management strategy with forest

' IED. Falling into place: Policy that works for forests and people. Vol. No. 4 (Ghana).
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community. However, the underlying community rights and expected benefits were largely
unrealizedheightening community demands and Civil Society Organization (CSO) advocacy for
better benefit sharing deals.

The global threat of illegal logging and pressure to introduce governance reform, particularly on
tropical timber—resourced nations, to ensure legality of timber brought Ghana to enter into a
Voluntary Partnership Agreement on Forest Law Enforcement, Governance and Trade with the
European Union (VPA-FLEGT) in 2010. Global warming and related issues with climate
change mitigation and adaptation enabled Ghana to re-position itself after the Conference of
Parties in Bali on forest governance. These, among others, led to the revision of the policy under
the 2012 FWP.

The revised FWP seeks to: (i) consolidate good governance through accountability and
transparency (ii) enhance active participation of communities and land owners in resource
management and addressing issues on tree tenure and benefit sharing (iii) promote small
and medium forest and wildlife enterprises as a means of job creation for the rural and
urban poor (iv) increase biodiversity conservation (v) promote sustainable management of
savannah woodland (vi) promote ecotourism development (vii) increase government
commitment to degraded landscape restoration through massive plantation development
schemes (viii) improve research and application of modern and scientific technology in
resources management (ix) develop climate change adaptation and mitigation measures, and
(x) secure sustainable financing for the forest and wildlife sector.

In a gist, the new policy shifted focus from over reliance on timber harvesting to conservation of
biodiversity and watershed management which will provide long term benefits to all Ghanaians
as well as encourage reforestation and restoration of degraded landscapes. > In addition to the
2012 FWP, there are other Legislative Instruments (LI) that regulate the sector or have indirect
implication for the sector. These include the Timber Resources Management Act, 1997 - Act 547
and its Regulations including LI 1649 and L.I. 1721; Timber Resources Management
(Amendment) Act, 2002 - Act 617; Financial Administration Act, 2003 - Act 654) and its
Regulations (2004).

Forest Administration

The MLNR is responsible for formulating forest and wildlife policy and giving political direction
in relation to them. Under the 1992 Constitution, Article 2697, the FC exercises the
constitutional mandate to regulate and manage the utilization and conservation of forest and
wildlife resources. The MLNR is responsible for formulating forest and wildlife policy and

2 Ministry of Finance (2014), 2015 Budget Statement. Item 181

(1) Subject to the provisions of this Constitution, Parliament shall, by or under an Act of Parliament, provide for
the establishment, within six months after Parliament first meets after the coming into force of this Constitution, of a
Minerals Commission, a Forestry Commission, Fisheries Commission and such other Commissions as Parliament
may determine, which shall be responsible for the regulation and management of the utilization of the natural
resources concerned and the co-ordination of the policies in relation to them.

22



giving political direction in relation to them. Under the 1992 Constitution, Article 269, the FC
exercises the constitutional mandate to regulate and manage the utilization and conservation of
forest and wildlife resources. The Forestry Commission Act, 1997 (Act 571) provides for the
appointment of a Board of Commissioners (BoCs). The BoC’s fundamental role is to give
interpretation to political direction and to provide strategic direction to the FC management for
policy implementation. In exercising its mandate of oversight over the forest sector, MLNR’s
responsibilities include ensuring that the BoCs accomplishes forest governance at the FC level.
In this context, the BoCs has responsibility for ensuring the (a) transparency and accountability
in all FC operations, including regular disclosure of allocations of forest revenues to landowners
and communities, quarterly payment, without arrears, to the OASL of all stumpage shares of
landowners and MMDAs and timely submission by FC of quarterly reports on such payments
not later than 30 days within the next quarter; (b) preparation by FC of both annual reports and
audited financial statements of the Commission as required under Act 571 and sections (55) and
(56)of the Financial Administration Act, 2003 (Act 654), and more specifically in conformity
with laid down procedures and that FC’s annual budgets include reasonable amounts for
reinvestment in the forest asset, as well as FC’s infrastructure and human resources. Within the
broader context of overseeing the BoCs performance, the MLNR seeks to ensure there policy
failures are avoided.

Historically, the FC has undergone a number of parent legislation that on all occasions, safe the
latest, prescribed an advisory role, advising the political head of the sector on forest policy. The
FC was structured with a Chairman and sector departmental heads, responsible for policy
implementation and sector research and professional bodies serving as members.

An original intent to establish the Forest Service as an Authority translated into the establishment
of the FC as a Body Corporate under the FC Act, 1997 (Act 571).** The Forest Service and
Wildlife Department, previously operating as service structures responsible for implementation
of forest and wildlife policies, respectively and the Timber Export Development Board,
(responsible for timber Industry development and market intelligence) and Forest Products
Inspection Bureau (responsible for timber and wood trade regulation and inspection), merging
under a strategic rationalization policy to form the Timber Industry Development Division
(TIDD), now form Divisions of the FC Corporate Body.

The FC of Ghana is responsible for the regulation of utilization of forest and wildlife resources,
the conservation and management of those resources and the coordination of policies related to
them. In addition to providing a range of technical services, the Commission also provides
market intelligence to inform both Government and industry on pricing, trade and product trends.

Currently, in addition to the activities of the FC Headquarters, the FC has five main Divisions
and Centers that operationalize the activities of the Commission — the Wildlife Division, the
Forest Services Division, the Timber Industry Development Division, The Resource

* A draft legislation to convert the Forestry department into a Forest Authority in the mid-1990s was objected by
the Attorney-General on the grounds of conflict with Constitutional provisions that made the FC responsible for
forest management and regulation.
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Management Support Centre (RMSC) and the Wood Industry Training Center (WITC) which
has been recently reorganized to form the FC Training Center (FCTC). In the next sections we
discuss the mandates of these Divisions and Centers. Figure 4.1 provides the structure of forest
administration in Ghana.

Figure 4.1: Forest Administration
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HQ- Headquarters; TVD-Timber Validation Department, CCU- Climate Change Unit;

FSD-

Development Division; RMSC-Resource Management Support Centre: FCTC- Forestry
Commission Training Centre; CRMU-Collaborative Resource Management Unit

Forest Stakeholders
Traditional MMDA Forest CSOs
Authorities Industry Communities NGOs

Forest Service Division; WD-Wildlife Division; TIDD-Timber Industry

The WD implements Government of Ghana (GoG) policy of safeguarding the integrity of the
nation’s wildlife through management and sustainable development of wildlife and their habitats
for their perpetual optimization of contribution to national socio-economic development.
Towards this broader goal, WD seeks to

Manage nations Protected Areas and regulate the utilization of wildlife resources
Promote public awareness, education, communication and support for wildlife
conservation

Promote eco-tourism development in protected areas

Develop wildlife management capacity at the national, district and community levels and
Facilitate research to support wildlife development

The FSD implements Government of Ghana (GoG) policy of safeguarding the integrity of the
permanent forest estate through protection, management and development of forest resources for
the benefit of resource owners and in the national interest at large. In relation to these, it seeks to

establish planning systems for protection, harvesting and development of forest reserves
for their sustainability;

regulate harvesting of the resource;

provide management and technical services in relation to its core functions;

promote public awareness and support for conservation and

facilitate development of forest plantations in order to expand the national forest cover.
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The FSD is also responsible for managing savanna woodland resources. Savanna forests largely
comprising woodland patches in a mosaic landscape dominated by grassland is an important
national resources and a highly significant source of livelihoods for local people. There are the
coastal and northern savanna landscapes, both having similar characteristics and coming under
similar influences of anthropogenic activities. There is virtually no scientific documentation on
the stock of the savanna asset, it being subjected to unsustainable use for the supply of fuel wood
and charcoal to urban areas and for local consumption. Savanna ecosystems are also important
having regard to its vast area forming the catchment for the Volta River Basin systems. Various
land-use forms also threaten the existence of the savanna forest resource, these including
bushfires and unsustainable farming.

Most of the gazetted forest reserves in the savannah are without approved management
plans to guide exploitation. The objective of the FC towards the savanna, however, is to bring
its forest resources under sustainable forest management. In the northern Savanna, the FC
manages part of the national assets in wildlife protected areas.For the Savanna areas, a number of
strategies have been formulated for resource development. Key among them are:

(a) Developing systems and technologies for sustainable management of savannah woodland
resources for environmental protection and enhancement of socio-economic
development;

(b) Sustainable utilization and development of wetlands;

(c) Promotion of sustainable management of mangroves to safeguard the wetlands and also
protect endangered species like the marine turtles; and

(d) Development of Ghana’s national strategy in response to the climatic changes.

The TIDD implements Government of Ghana (GoG) policy of promoting maximum utilization
of timber and wood resources for the optimum benefits of all segments of society in consonance
with environmental sustainability and guarantees for future generations’ access to the resource
through a regulation of the timber and wood products trade and promotion of efficiency and
development of an integrated timber and wood processing industry. Towards this broader goal,
TIDD seeks to

e Regulate the timber trade and industry through industry registration, enforcement of
export contract approval and permitting procedures, application of grading rules in
timber and wood product markets, inspection, effective development and dissemination
of appropriate timber industry standards, facilitation of trade arbitration and monitoring
of timber and wood flows from domestic and foreign origins.

e Promote trade and industry development through sale of wood and wood products
through trade missions, fairs and exhibitions, increased utilization of Lesser Used
Species (LUS) on local and international markets, efficient utilization of timber and
wood products, integrated development of the timber and wood industry, including the
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development of the tertiary wood products sub-sector, and in particular, implementing
strategic plans to promote poverty reduction among small-scale carpenters.

e Provide market intelligence, as well as publication and dissemination of technical
information brochure for the benefit of the industry.

e Provide technical services, including the coordination of foreign technical assistance for
the development of the Ghana timber industry, and building capacity and upgrading
skills of both industry and the regulatory institutions.

e Collaborate with local and international agencies in the development, promotion,
utilization and marketing of wood products.

e The FC has also assigned TIDD responsibility for administration of the Forest
Improvement and Plantation Development Levy.

As the technical wing of the FC, the RMSC generally provides technical and advisory support to
forest and wildlife policy. In particular, it supports effective implementation of forest and
wildlife policy by the Divisions and other organizational units of the FC. In relation to these,
RMSC seeks to develop, implement and/or facilitate and monitor effective and affordable forest
and wildlife management systems, as well as develop forest and wildlife prescriptions to support
globally acceptable standards and protocols. Stakeholder collaboration is an overarching strategy
of RMSC. In support of these broader goals, RMSC seeks to:

e provide data, information and technical guidance for forest management planning and
implementation, industry development and generally for review of forest and wildlife
policy

e develop and facilitate adoption of effective, efficient and affordable forest, savannah and
wildlife management and monitoring systems, and enforce compliance with related
management prescriptions

e in relation to monitoring, develop and review Manual of Procedures (MOPs) and post
harvesting checks

e in relation to enforcement, provide quality control measures to ensure adoption of
certified forest and wildlife systems

e develop and implement national forest assessment protocols and monitoring systems, this
includes REDD+ Measuring, Reporting and Verification (MRV) and VPA programmes

e train FC Division and Units as well as other organizations for implementation of forest
and wildlife management systems,

e undertake inventory planning and management to support sustainability of forest and
wildlife resources and environmental quality, and provide updates on the state of the
nation’s forest and wildlife resources

e provide consultancy and extension services in forestry and wildlife governance

Training and skills development of FC staff and forest stakeholders are considered by FC to be a
pre-requisite for attainment of its legal mandate. The FCTC? is established to develop and
implement appropriate strategies for technical training of FC staff and forest stakeholders in

2 The FCTC was formed from the WITC
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order to accomplish MLNR’s sustainable forest and wildlife policy. In line with its mandate,
FCTC seeks to:
e provide short-term and refresher technical courses for the forestry and wildlife sectors
¢ introduce staff to emerging issues in the forestry and wildlife sectors and to new technical
tools
e provide orientation to new graduate entrants into the Commission
e assist the wood industry with appropriate technology in downstream processing.

The regulatory framework, legislation and forest incentive structure

Under its Climate Change Agenda, Ghana has committed to participating in the implementation
of international mechanisms for reducing emissions from deforestation and forest degradation,
sustainably managing and conserving its forests and enhancing carbon stocks (REDD-plus). It
has further committed to assess and apply appropriate policies and measures to address the key
drivers of deforestation and forest degradation, notably agricultural expansion (cocoa and palm
oil), over-harvesting, wood fuel consumption and mining in forest reserves.”® The Ghana
REDD-plus mainly targets the participation of vulnerable small land holders in interventions for
climate change mitigation and enhancement of carbon stocks and in exchange for carbon credit
related incentives and co-benefits of sustainable development.

The revised Ghana Forest and Wildlife Policy’s (2012) commitment to safeguard the integrity of
the forest estate finds consistency with Forest Investments Progremme’s (FIP) focus of
supporting transformational change towards meeting Ghana’s REDD-plus objectives.
Nonetheless, FIP recognizes fundamental challenges which is described as addressing “the
relatively weak impact of the previous policy compared to other forestry laws and customary
norms that directly or indirectly inform questions of tree ownership, user rights, and
management.” For both FWP (2012) and FIP the over-arching challenges are the regulatory and
legislative framework, forest fiscal regime and incentive structure respectively.

Interaction with resource owners

The Forestry Commission Act, 1999 (Act 571), makes the FC a centralized body. As such, its
constituent District level operations report directly to the HQ through the regions. Civil society
considers FC operations to be largely governed by command and control approaches that restrict
forest access. They also consider state vesting of lands with little consultation on forest
management and regulation and conservation to constitute alienation from Chiefs’ ownership
and subjects’ use rights’” The Timber Resource Management Act is limited in this respect, in
that it does not address ownership and management rights of land owners which are contested by
civil society. Though the Act provided for consultation of land owners and communities in
timber resource allocation procedures, it did not recognize farmers’ tree tenure rights in off-
reserves, characterized by mosaic landscapes of agriculture, forest remnants and other multiple

*Ghana Government, “Readiness Preparation Proposal: Ghana.” Submitted to Forest Carbon Partnership Facility
(FCPF), December, 2010
7 Forest Watch Ghana, “Forest Governance in Ghana: An NGO perspective.”, 2006
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land uses. Neither did it provide for compensation for crops destroyed by timber operators.
Further, The Timber Resources Management (Amendment) Act, criminalizes farmers’ use of
off-reserve timber for their own use.

In contrast to the roles and mandate of FC as a centralized body, local governments, established
under the Local Government Act of 1994 (Act 462), do not exercise legal mandate over forest
use and conservation. The Metropolitan, Municipal and District Assembly (MMDA) structures-
Area Councils and Unit Committees are analyzed to be remote from centres of political influence
and do not benefit meaningfully from local revenues collected. ® Thus, these structures do not
allow adequate engagement of social institutions. Civil society has again observed that MMDA’
share of forest benefits (royalties) is non-transparently appropriated and does not trickle down to
household levels.

Abstracting from the legal status of FC as specified in Act 571, or considering the status of the
constituent structures with FC prior to the coming into force of Act 571, FC should primarily be
a district-based organization. This is illustrated in Figure 4.1 where at the bottom of the FC
organizational structure, the entire forest administration is made to demonstrate effective
management of forest users’ rights in accordance with FC’s own service Charter (a promise of
good governance in service delivery to forest stakeholders), on the one part; and regulate
resource use and conservation by incentives. On the other hand, the contrasting Acts together
present a case where the allocation of 25% of what FC collects to MM DAs is in line with FC’s
implementation of policies to ensure transparent governance of forest and wildlife resources
as guided by the development goal of promoting and developing mechanisms for transparent
governance, equity sharing and peoples participation in forest and wildlife resource
management, but FC has no mandate of governing the use of MMDAs’ share of royalties.
Seemingly to correct this, L.I. 1721 provides for the industry to pay an additional 5% of
stumpage under SRAs as their social responsibility towards forest communities. But this carries
transaction costs for the parties to SRAs, is ineffective and far removed from addressing the issue
of inequitable benefit distribution and its accompanying disincentive for supporting sustainable
forest management and conservation.

Interaction with the formal industry: The fiscal regime context

The FWP-12 calls for a shift from “timberization” but this does not make pursuing economic
timber pricing irrelevant. Timber Resources Management Act, 1997, Act 547 specifies that only
holders of Timber Utilization Contracts (TUCs)) can exercise timber rights. Its Regulations L.L
1721 also require holders of TUCs to pay Timber Rights Fee (TRF). TRFs were a major
component of FC’s IGF in the mid-2000s as a result of forest fiscal reforms. They contributed
through plantation timber sales of about 50% of IGF in 2007%. According to FC’s Annual
Reports, timber allocation has reverted to administrative allocation because of what the reports
describe as cumbersome parliamentary procedures.

*¥ Brown, D. and Amanor, K. (2006), “Informing the policy process: Decentralisation and environmental
democracy in Ghana.” Scientific Report. DFID Project Number R8258
% Birikorang, 2008
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Reconstruction Export levies of 6 per cent on lumber export and 2 per cent on veneer and
plywood exports were introduced in 2002 and removed in 2007 under the forest fiscal reform on
the grounds of their potential anti-growth impacts. The tax incidence was expected to be shifted
to the harvest level through payment of TRFs. A World Bank study observes that an industry
lobby has prevented this.”” The current position constitutes a failure to compensate the removal
of the resource rent embodied in the reconstruction export levy, making the political will to
implement fiscal reforms an issue. The annual average resource rent foregone in the period
2007-12 as a result of this policy failure is estimated at US$ 5.2 million or US$16 m™ or US$
6m™ in round wood equivalent. ' This is also equivalent to about 1.5 times the average
stumpage collected in 2010 and 2011.

Concurrently, FC had failed to adjust stumpage fees in accordance with Regulations L.I. 1649
Regulations 22 (2) which requires FC to adjust fees quarterly in line with timber FOB prices.
The State lost annually in real terms over the period 2003-2012 an amount of US$2million
through failure to comply with fob-indexing and inflation’>. The annual sum of US$2 million is
a subsidy to the wood industry, 50 percent of which constitutes one-third of resource owners’
income forgone. Getting the policy right will consist of targeting specific future market
development trends in lesser used and other emerging timber species and aligning both the long
term fiscal regime and the regulatory framework to the market development opportunities.
Performance of the FC in the fiscal context cannot pass without questioning the degree of
au3t30nomy that the FC exercises, which is observed to be limited by the very Act that established
it.

The impacts of how the regulatory framework currently operates and the legislative environment
presented above are the following:

o The regulatory framework and accompanying legislation are known to constitute a
crowding out of chiefs, as land owners, some of whom may turn a blind eye to
illegalities. Much of the illegal logging in the informal sector has to do with the
disconnect between top-decision making and engagement of stakeholders at the bottom
of the forest administration.

e A number of indicators analyzed from earlier studies, legal provisions and current sector
performance suggests that the forest incentive structure, promoted by the current
regulatory framework and legislation, works against climate change mitigation objectives
as outlined in the Government’s FIP. The formal industry draws the biggest resource rent
(US$4 m™) and receives real subsidy in the same amount, while landowners receive

¥ Independent Evaluation Group/World Bank, “Project performance assessment report: Ghana natural resources and
environmental governance;” June 30, 2014]

3! The estimate is based on a total annual average export volume of lumber (48 per cent) and veneer/plywood (52 per
cent) of 330,500 m®, weighted export price of EUR 340 (Exchange rate (EUR1 = US$1.2), weighted export levy of 4
per cent and round wood recovery of 40 per cent

2 Birikorang, G.,,“Why don’t we make the loggers pay?-Stumpage value and policy failure in Ghana’s forest
sector; Country Report; IIED, February 2015.

3 MLNR “Ghana Forest Investment Program (FIP), 2012).
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about 50 per cent of the private sector’s share and the FC twice the landowners’ share.
The informal sector, as households, gain through illegal harvesting about US$13 m™
compared to the US$0.2 m™ in SRA (Table 4.1).

Table 4.1: Forest incentive structure

Gross value of benefit, | Source of data
roundwood, US$m™ of
roundwood
1. Engagement with the informal sector:-
Illegal chain Saw Operators 6.60
Rural lumber head loader 4.20 Source as quoted in
Farmers 1.80 footnote™
Based on 2010 and 2011
SRA 0.20 FC Data
Based on 2010 and 2011
TOTAL landowners’ share of royalties 1.79 FC Data
Based on 2010 and 2011
of which MMDAs: 1.00 FC Data
2. FC’s share of stumpage and Based on 2010 and 2011
export levies 4.00 FC Data
3. Engagement with the formal sector:-
As estimated earliar in this
Total subsidy to industry 8 section

® NOTE: Transaction costs have not been taken into account

Dealing with the forest revenue system

The FIP lists 8 main instruments as forming the forest sector revenue system and suggests that
FC and MLNR efforts at engineering a reversal of the inefficiencies in the forest revenue system
and move towards meeting the fiscal policy objectives of the forest sector remains a challenge.
Ghana’s forest sector fiscal regime involves eight main components as provided in Box 4.2.

Box 4.2: Forest Fiscal Instruments

2. Harvest level

1. Pre-harvest level
e Timber Rights Fee
e Contract Area Rent (concession rent)

4 Birikorang, G., Marfo, E., Obiri-Darko, B. and Boateng, K. Scenario and cost benefit analysis of proposed policy
options for the supply of legal timber to the domestic market, 2014.
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e Stumpage Fees
3. Post-harvest Level

e 2% Export Levy

e 1% Export Levy

e Air-dried Lumber Export
4. Government taxes

e Corporate Tax

e Import Tariffs.

Source: FIP

Leakage in stumpage and timber laundering occurs.” This makes it necessary to impose post-
harvest levies. Post-harvest taxes are not uncommon in West and Central African timber
producing countries.”® They are all geared to capturing resource rents. Air dried levies were
primarily to encourage kiln drying. The levies in the initial years significantly supported the
National Plantation Development Fund. As kiln drying progressively increased, air-dried levies
became insignificant. Concession rents are not taxes. They are simply land rents and serve as
incomes for land owners. They have been in existence under the Stool Lands Act and are very
insignificant. Together with stumpage fees, they form part of the rules of the game in any
defined TUC area that attracts the pre-harvest Timber Rights Fee. Corporate taxes are more of
taxes on business results and are more important to investment decisions across sectors rather
than having any significant impact on the forest fiscal system which targets economic rent.*’ If
RMSC’s capacity to fully install and manage digitized forest inventory data is established, it
would help solve many of these problems.

Cost of the regulator
FC Headquarters costs

The fiscal regime is essentially about resource transfer- its capture and distribution. Regulations
1721 (3) clearly defines stumpage fee in the following terms: For the purpose of the Act and
these Regulations, stumpage fee represents royalties which provide a basic return to the
landowner and contributes to the cost of forest management and timber regulation.”  Thus,
where FC spends more, there is less for land owner on the one hand and less willingness to pay
on industry’s part, particularly under rising transaction costs imposed by the Regulator.

FC’s costs can be a threat to a sustainable and supportive fiscal regime. FC constituent
operational entities are considered to be primarily district-based operations. Undue institutional

35 4. - .

Birikorang, 2015, op cit
36 Birikorang, G., Hansen, C.P., and Treue, T., “Review of the current taxation system relevant to the forest sector in
Ghana; VLTP, Forestry Commission, February, 2007.

*7In the early 2000s, the 10 leading timber exporters rushed to register for Free Zone Status which accorded them
10-year income tax holiday. This happened outside the forestry sector, but made the investors find it attractive to
stay in the timber business during the period.
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level dominance and an accompanying competing claim for resources can be a potential threat to
operational level efficacy and effectiveness.

Cost ineffectiveness in regulating off-reserve timber

For FC, the cost of regulating off-reserve timber compared with stumpage collected does not
merit a continuation of that function. Depletion of off-reserve forest resources is widely reported
and the cost of off reserve timber regulation was estimated at US$2m™ in 2005.® RMSC’s
Timber Information Form (TIF) data show falling harvest levels and suggest depletion of high
market value species. For the period 2010-11, the weighted average stumpage amounted to
US$4 m™~. These developments suggest off-reserve weighted average stumpage collection would
be closer to US$2 m™ than to the national average. These are also occurring against the
background of civil society’s perspective that off-reserve stumpage retention by FC is a “rogue
tax” (Civic Response communication). Devolution of off reserve timber regulation to local
governments has been an issue since 1999.

Failures of the Forestry Development Master Plan (1996-2020)

FIP throws challenge to the Forestry Development Master Plan (MLF, 1996) now under review
to set out clearly action plans to effectively tackle the issue of deforestation and forest
degradation. The Plan basically reiterated the emphasis of the 1994 FWP on forest management
and conservation, focusing strategies on improved efficiency of the wood industry through new
technologies and retooling, participatory forest management capacity building of public
institutions and research. With respect to participatory forestry, the Plan was influenced by the
Ministry of Lands and Forestry’s 1995 Interim Measures to Control Illegal Timber Harvesting
Outside Forest Reserves which sought to shift practices from forest clearance to ‘sustainable
management.” Farmers’ tree tenure and compensation rights were formally recognized. Pre-and
post-felling inspections by farmers with representatives of the stool and unit committees had to
be carried out, and log conveyance certificates only issued when any claims for compensation for
crop or infrastructural damage had been settled. To date, the thematic “low volume-high value”
in forest utilization has not been achieved largely on account of inappropriate timber pricing and
the accompanying lack of private sector incentive to innovate, while participatory forestry has
remained fixated to benefit sharing rather than being driven by recognition of ownership and
management rights of landowners, contributing to the generation of incentives for forest
clearance and engagement in illegal logging.

The issue of political economy

Overall, the complexity of the incentive structure is engulfed in the political economy,
characterized by strong industry lobby that keeps industry subsidy in place and frustrates policy
reform at the national level, the elite capture characterizing the inequitable benefit distribution of
forest benefit, rent seeking by public officials and the will to survive among forest communities
at the local level. The FC institution faces the special challenge of reversing inequity in forest
sector. The FIP considers Act 571 as not creating a strong and sufficiently autonomous

3 Birikorang et. al., 2007, op cit
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institution to ensure the implementation of the provisions of the legislation. Some authors have
also contended that with the coming into force of Act 571, the FC Board was later to be
developed into both a powerful entity which perpetuated timber interests to the neglect of
developing collaborative approaches to forest management, resolving forest conflicts and
ensuring equitable forest benefit distribution®. According to the MLNR, it has secured an FC
Board that commits to translating political decisions into strategic directions at the FC level.
Notably, though, the political economy and the degree of equity it provides will still shape the
future outcome of the revised FWP (2012).

3% Shields D. & Hobley, M. “ Review of DFID Support to the Forestry Sector in Ghana;”
November 2006
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5.0 Public Financial Management and Budget Cycle

This section discusses the Forestry Commission’s budget cycle within the context of public
financial management in Ghana. In particular, the section reviews all the phases of the budget
cycle, assesses the credibility of the budgets as well as the quality of Public Financial
Management (PFM) of the FC and the binding constraints in forestry sector expenditure and
financial management. The section also takes a brief shot at the consistency of expenditure with
stated sector priorities and budget commitment as well as the linkage of sector priorities to the
national strategic planning process and the allocation of budget to the core functions of the FC as
set out in the MTEEF, sector plans and the national priorities.

5.1 Public Financial Management

Over the years, a series of public financial management (PFM) initiatives and programmes have
been implemented to improve the performance and management of public funds. A number of
existing PFM performance reports notably the External Review of the Public Finance
Management (World Bank 2010) and Public Expenditure and Financial Accountability (PEFA,
Ecorys Macro Group 2010) reports of 2010 confirmed that Ghana enjoys a well-grounded and
formulated legal and regulatory framework for PFM. Key amongst the established laws and
regulations that have been enacted to improve the institutional framework for PFM over the last
decade are the following: Financial Administration Act (FAA, 2003), Financial Administration
Regulations (FAR), 2004), Public Procurement Act (2003), Audit Service Act (2000), Internal
Audit Agency Act (2003), Internal Revenue Act (2000) and its successor - the Ghana Revenue
Authority Act (2009).

There are also several other ongoing reforms and initiatives that should contribute to improving
the budget preparation processes and its management in order to ensure efficiency in resource
allocation within MDA. In 2009, the Government through MOF launched a new generation of
public financial management reforms, with a view to improving budget execution and thus
budget credibility, severely affected by large overall budget deviations, compositional variances,
and arrears accumulation. These reforms were anchored around the Ghana Integrated Financial
Management Information Systems (GIFMIS) which was introduced in the year. The overarching
objectives of GIFMIS are to improve budget “comprehensiveness and transparency consolidate
cash management, monitor and control outstanding commitments and payroll management.
The GIFMIS is also expected to strengthening the Medium Term Expenditure Framework
(MTEF) of government and introduce a program-based budgeting system that supports improved
fiscal management and service delivery outcomes across sectors.

* GIFMIS includes several modules: accounts receivable, accounts payable, general ledger, purchasing, cash
management. As of beginning of 2015, the general ledger and purchasing modules have been installed in all 23
ministries in Accra covering only Consolidated Fund transitions. The next phases of the project involve including
IGF, Statutory Funds and DP funded operations and rolling-out the system to MMDA. As part of the project, a new
chart of accounts has been introduced and has been adopted by all MDA and is progressively being adopted by
MMDA.
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