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Letter Regarding Civil Society Concerns Pertaining to 
IFC’s Proposed Support for the Establishment of 250,000 hectares of Pulp 

and Paper Plantations in Indonesia                                                          
in the Context of Global Climate Finance Efforts 

                      27 April 2010 

Rachel Kyte          
Vice President, Business Advisory Services 
International Finance Corporation 
2121 Pennsylvania Avenue, NW F3P-206 
Washington, DC 20433 
e-mail: rkyte@ifc.org 

 

Dear Ms. Kyte, 

We are writing to seek information on the proposed IFC Advisory Services Project1 and all 
projects and/or services associated with the IFC’s “Sustainable Forestry in Indonesia” program 
which is apparently designed to work with Indonesian paper and pulp plantation companies and 
the Government of Indonesia to establish “at least 250,000 hectares” of forest plantations in 
Indonesia.2 

We have deep concerns about this program given the common practices of illegal and 
unsustainable logging throughout Indonesia, the history of negative social and environmental 
impacts and significant social conflict associated with Indonesian pulp and paper plantation 
establishment,  the well-documented frequent and fraudulent identification of indigenous 
community forests as “degraded lands”  or “critical lands” by government authorities and 
company officials, false plantation establishment claims, as well as the unreasonable accounting 
and forecasting practices of many Indonesian plantation companies.  

The risks present in the pulp and paper sector are similar to those found by the IFC’s CAO in the 
palm oil sector. It is our assumption that the IFC shares similar systemic operational deficiencies 
in due diligence and policy implementation, oversight, and risk management of the pulp and 
paper sector as have been found in its operation and management of financing to the palm oil 
sector. We are alarmed that the IFC and World Bank group is racing ahead with investments in 
the pulp and paper sector before it has undertaken a moratorium on investments, public 
consultations and strategic review in parallel to the efforts it is applying to its financing of the 
palm oil sector. We would like to understand why this is the case and why, given that the World 
Bank group is also putting itself forward as a central funding and implementation body linked 
with REDD and related initiatives (e.g. the FIP and FCPC), loans are even being considered to 

                                                            
1Project number 565611IFC and all related projects. 
2 “The program will measure its progress through five- year targets of expanding plantation on degraded land by at 
least 250,000 hectares..”, IFC press release, “IFC Launches Program to Help Create Forest Plantations on Degraded 
Indonesian Lands”, Jakarta, Indonesia, 11/18/09 
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this sector - one of the primary drivers of peatland and natural forest conversion - before robust 
consultations and fundamental safeguards are in place and before significant land use planning 
and other reforms have been adopted. 

Politically Exposed Persons, Environmental Crimes, Human Rights Abuses 

In 1989, the Financial Action Task Force on Money Laundering (FATF) was founded at the G-7 
Summit in Paris with a goal of promoting national and international policies to combat money 
laundering and terrorist financing.  The FATF meets several times per year and consists of legal, 
financial, law enforcement experts who monitor the status and progress of member countries, 
investigate money laundering, and promote the creation of appropriate global measures to 
combat money laundering. 

FATF has identified a category of persons of concern, that is, Politically Exposed Persons (PEP). 
The PEP category is recognized by most governments and jurisdictions which identify Politically 
Exposed Persons as: 

individuals who are or have been entrusted with prominent public functions, for example 
current and former heads of state, senior politicians, senior government, judicial, military 
officials, senior executives of state-owned companies, major political party officials and 
their close associates and family members. 

There is increasing evidence to support the assertion that the involvement in projects of 
“politically exposed persons” – that is, individuals currently or formerly in positions of power, 
their families and business associates - is commonly linked to forest crime, environmental 
destruction, climate impacts and human rights abuses. Research by the Center for International 
Forestry Research (CIFOR) has clearly underscored the intersection between money laundering 
and various environmental crimes in Indonesia’s forestry sector.3 

Moratorium 

We find it unacceptable that, despite the World Bank Group moratorium on all investments in 
the palm oil sector, the IFC is now considering substantial investments in Indonesia’s pulp and 
paper plantation sector. As indicated above, the two sectors have similar profiles, including 
massive climate and human rights impacts, similar practices in terms of acquiring lands and 
establishing plantations without the free, prior and informed consent of indigenous communities, 
with many of the same corporations are active in both sectors. We urge that the current 
moratorium on palm oil investments be applied equally to financing of the pulp and paper sector, 
and that during the moratorium the IFC undertake a similar process to develop a strategy for the 
sector that will ensure scrupulous adherence to the IFC’s Performance Standards and enable it to 
avoid its finance supporting human rights abuses, environmental destruction and corruption. 

Lack of Information 

Given the CGI donor countries' clear commitment to protecting Indonesia's forests from illegal 
logging, the lack of publicly available information on the IFC plan to support a massive increase 
in plantation establishment in Indonesia, the introduction of new and substantial forms of climate 

                                                            
3 M. Spek, Financing Pulp Mills: An Appraisal of Risk Assessment and Safeguard Procedures, CIFOR, 2005 
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finance, and the extraordinary difficulty, to date, in implementing sufficiently robust systems of  
reliable environmental, social and financial due diligence for operations in Indonesia’s forestry 
sector, we seek answers to the following questions: 

1) Funding 
a.  What are the IFC’s plans for funding this program and associated projects? What 

co-funders, if any, have been identified? According to media reports published at 
the time of the IFC launch, the IFC is prepared to invest between US$75 million 
to $200 million in this effort.4  Please clarify the total amount of IFC funds 
foreseen for this program. 

b. We understand that the initial project is an "advisory services" project.  Various 
IFC staff have indicated, however, that this project would not solely consist of 
grants to the Government of Indonesia (GOI) but would involve the requirement 
of financial support from GOI.  Please clarify if this project will involve any loans 
to GOI or any form of funding required from GOI.  If so, what are the projected 
amounts of loans to be made to GOI for this project? What is the projected 
amount of funding to be supplied by any other means by GOI for this program? 

2. Environmental and Social Impacts.  

a. Various IFC staff have indicated that there is, to date, no categorization (i.e. high risk, 
low risk) of potential environmental and social impacts of the proposed establishment 
of 250,000 hectares of plantations because the project is "only advisory"  in nature. 
Given the environmental and social safeguard requirements of the IFC, and the 
extraordinary history of social conflict, environmental devastation and massive 
corruption usually associated with the establishments of pulp and paper plantations in 
Indonesia, it is difficult to comprehend how an IFC  project or program in Indonesia 
which has a stated goal of increasing pulp plantation area by 250,000 hectares would 
not potentially involve significant and irreversible impacts on the environment, 
including climate impacts, and the human rights of Indigenous and other forest and 
rural communities. Please explain the projected environmental and social risk levels 
and potential impacts of the proposed project(s), including impacts on climate, 
forests, Indigenous Peoples and other forest and rural communities, and women. 

 
b. Staff have explained that there is no environmental or social assessment undertaken 

by the IFC because this is an "advisory" project and have indicated that any 
assessments will be done solely by the companies involved in the project. Please 
provide copies of any such assessments for existing private sector plantation 

                                                            
4Kompas, 11/18/09, Lahan Kritis, IFC Siap Danai 250,000 Hektar. Jakarta: ”Lahan kritis yang kami maksud, di 
antaranya berupa alang-alang dan memiliki stok karbon rendah,” kata Kenneth. Program tidak mencakup lahan kritis 
di Papua dan Jawa. Untuk program ini, IFC menyediakan modal antara 75 juta dollar AS hingga 200 juta dollar AS. 
Dana itu di luar dana pembangunan kapasitas sebesar 4 juta dollar AS.   Unofficial translation: Article in Kompas, 
11/18/09, Critical Lands, IFC ready to fund 250,000 hectares. “The critical lands that we mean include alang-alang 
areas and those with low carbon stocks,” said Kenneth [MacDicken]. This program will not include critical lands in 
Papua and Java. For this program, the IFC is preparing between US$75 million to $200 million. These funds are in 
addition to capacity development funds of US$4 million.” 
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companies engaged in this program and indicate the methodology for gathering such 
information, and seeking public comment on the accuracy of the information, in the 
case of proposed partners not yet engaged in the program. 

 
3. Track Records  

Please provide detailed information on track records of the proposed plantation companies, and if 
they are subsidiaries of larger companies or conglomerates, information on their parent 
companies, including those invited to participate in the IFC-coordinated workshop associated 
with the launch of this project. Such information would include: 

a. Any previous or current violations of  laws, rules or regulations, including those 
pertaining to the environment, human rights, finance and corruption by proposed 
partner companies; 

b. The number and extent of conflicts with local communities in areas where the 
companies have operated and continue to operate; 

c. The extent to which proposed pulp and paper plantation companies are associated 
with or linked, in any manner, to palm oil companies, the names and track records 
of the associated palm oil companies. 

d. The involvement or association of politically exposed persons in the ownership, 
financing or operation of the companies; 

e. The bylaws of such companies, with special attention to the portions regarding 
transparency of information and requirements for environmental and social 
safeguards. 

f. The manner and method and documented records of community consultations and 
the extent to which and manner by which free, prior informed consent has been 
determined and obtained from potentially affected communities. 
 

4. Public comment on choice of companies. Please describe the manner by which public 
comment has been and will be sought and collected on the IFC choice of companies. Will 
the IFC publish a list of potential partners and seek public input on the environmental, 
human rights, and climate track records of any such companies prior to committing to a 
partnership? 
 

5. Public comment on sub-national agencies. The project proposes to partner with sub-
national agencies and entities.5 In the past decade, sub-national actors have often been at 
the lead in facilitating and sponsoring massive deforestation, illegal logging and forced 
seizures of community forests and lands by plantation and logging companies. Please 
explain the manner by which environmental, social and financial due diligence will be 
conducted to assess the appropriateness of choice of sub-national partners. Will there be 
any form of screening or investigation of the former or current involvement of officials of 
such agencies in illegal forest sector activities, money laundering, land seizures or 
involvement in corruption prior to developing partnerships with such sub-national 
agencies and officials? Will there be a period of public comment on IFC choice of sub-
national agency partners where the public would have the opportunity to provide 

                                                            
5 IFC, “Forest Plantations on Degraded Lands: Promoting Sustainable Forestry, Improving Lives, 2009. 
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information regarding environmental and social impacts currently associated with the 
activities of such agencies, entities and officials? 

6. Consultation process. Please describe the manner by which project affected communities and 
Indonesia’s most prominent paper and pulp and indigenous peoples’ rights CSOs have already 
been consulted, including the list of those attending the workshop to launch this project and the 
manner by which such consultation, participation and consent will be operationalized in the 
context of the project. We understand that, among others, the Community Alliance for Paper and 
Pulp (CAPPA), a leading Indonesian CSO with years of experience in the paper and pulp sector 
was not invited to attend the initial workshop for the launch of this project despite a request that 
it be invited.  

7. Climate finance, private owners of forests. A number of IFC staff have indicated that the 
emphasis of the IFC effort focuses on “privately owned forest lands” and that an important goal 
is to “increase the quality of privately held forest lands” so that “private owners” of forest are 
able to capture new large flows of climate finance through vehicles such as REDD-linked funds, 
carbon funds, carbon trading, CDM, etc.  

a. Please explain which forms of climate finance are to be utilized by the “private 
owners” of these forested lands? 

b. Given the fact that, in Indonesia,  the establishment of “private ownership” of lands 
often involves the forced seizure of community lands and forests, including those 
traditionally owned and managed by Indigenous and other communities, please describe 
the process to determine the extent of existing Indigenous or other forest community land 
claims to the proposed 250,000 hectares of lands. What process has been established to 
allow for public comment on areas claimed as “private lands”? What type of proof would 
be required to establish that there are no existing Indigenous or other community claims 
to such lands? 

8. Definition of “degraded” lands.  In Indonesia, historically, the GOI, in partnership with 
forestry companies, has purposefully and misleadingly applied the term “degraded lands” or 
“abandoned and degraded lands” to areas of natural forest and mixed agroforestry landscapes, 
owned, inhabited and managed by Indigenous and other forest communities, in order to facilitate 
the seizing and clearcutting of such areas in the guise of “plantation establishment”. What 
process of community consultation and ground-truthing will be applied to identification of the 
proposed 250,000 hectares of “degraded lands” under the IFC project? Will detailed maps of the 
proposed locations of such lands be made public and distributed to affected communities? 

9. Lessons learned from Indonesia’s “reforestation fund” and forest sector debt write-off.  
Indonesia has substantial negative experience with significant flows of capital associated with 
plantation establishment. For example, over the past two decades, the national reforestation fund, 
dana reboisasi, has consistently been associated with massive corruption, illegal logging, human 
rights abuses, and extraordinary involvement of politically exposed persons. An analysis 
published in 2010 by the Center for International Forestry Research, funded by the World Bank, 
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AUSAID and the European Commission6 found that the distribution of a “significant portion” of 
reforestation funds and forest conversion licenses had been made to “companies with ties to 
political elites, allowing a few well-connected actors to capture sizeable forest rents.” The only 
full-scale independent audit of the use of the reforestation funds, conducted in 1999 and still not 
released to the public, “documented systematic financial mismanagement, fraudulent practices 
by recipients of Dana Reboisasi subsidies and routine diversion of funds for uses that were not 
consistent with the Reforestation Fund’s mandate. CIFOR found that Ernst & Young 
documented “ losses of US $5.2 billion in public funds during the five-year period FY 1993/4–
FY 1997/8, approximately 50 per cent of which were incurred after receipts from the DR levy 
had entered the Ministry of Forestry’s accounts.”  According to CIFOR,  

 

“During both the Soeharto and the post-Soeharto periods, weak financial management 
and inefficient administration of revenues by government institutions at all levels 
undermined effective use of the Reforestation Fund. Major public investments in 
plantation development and rehabilitation of degraded forest lands have repeatedly fallen 
well short of their objectives. In the absence of effective mechanisms for oversight and 
accountability, large sums intended to fund development of plantations have been lost to 
fraud, diverted for other uses or wasted on poorly managed projects.  

[R]ecent audits by Indonesia’s Supreme Audit Board (BPK) have documented continued 
widespread irregularities and weak internal controls in DR funds administered by the 
Ministry of Forestry, resulting in repeated disclaimer opinions in audits of the Ministry’s 
financial reports. The recently formed Forest Development Funding Agency Public 
Service Unit (known by the abbreviation BLUBPPH) – which manages at least US $2.2 
billion in DR funds – had failed as of at least mid-2009 to disburse any of the US $500 
million budgeted for plantation development during 2008 and 2009. Similarly, district 
and provincial governments have collectively received US $500 million in DR funds 
since 2001, but many still do not have the skills or personnel to manage funds effectively.  
… 
Corruption and fraud undermined major Reforestation Fund investments in plantation 
development and forest rehabilitation during the Soeharto era, resulting in losses of 
hundreds of millions of dollars in state funds and depletion of Indonesian forests. These 
problems, deeply rooted in political systems and compounded by opaque governance, are 
proving difficult to eradicate. There are signs that corruption and misuse of DR funds 
have become more decentralised during the post-Soeharto period, as Indonesia’s 
provincial and district have assumed increased authority to administer forestry revenues.  
 
During both the Soeharto and the post-Soeharto periods, the use of the Reforestation 
Fund to allocate capital subsidies for commercial forestry development has created 
perverse incentives for unsustainable forest management. It has done so by encouraging 
overharvesting of selective logging concessions and clearing of ‘degraded’ natural 
forests. It is conceivable that many of the forestry companies (or their affiliates) that 
benefited from the Reforestation Fund subsidies and/or the IBRA debt write-off will also 

                                                            
6 Barr, C., Dermawan, A., Purnomo, H. and Komarudin, H. 2010 Financial governance and Indonesia’s 
Reforestation Fund during the Soeharto and post-Soeharto periods, 1989–2009: a political economic analysis of 
lessons for REDD+. Occasional paper 52. CIFOR, Bogor, Indonesia.  
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be among those seeking to secure credits for carbon emission reductions under 
Indonesia’s forthcoming REDD+ mechanism – a possibility that should raise red flags. 

 
We request that the IFC provide information on the extent to which any plantation companies or 
their parent companies proposed for inclusion in this program have been or are currently 
recipients of Indonesia’s Reforestation Funds, the manner in which these funds have been used, 
documentation of the extent to which plantations established using these funds have been 
independently audited and found to be productive, and the extent to which concerns have been 
raised regarding fraud or other abuses of the funds. In addition, we request any information 
pertaining to the prior involvement of such companies or their parent companies in the 
substantial debt write-offs which plagued Indonesia’s forestry sector during the last financial 
crisis. 
 
We assume that the IFC, as per Performance Standard requirements, anti-money laundering 
statute requirements and standard fiduciary, integrity and corporate governance due diligence 
requirements would have most of this information on hand at this time. As such, we are looking 
for a timely and detailed response to this request. 

Thank you, in advance, for your attention to this matter. 

 

Sincerely, 

 
Rivani Noor       Stephanie Fried    Lafcadio Cortesi   
CAPPA   `Ulu Foundation     Rainforest Action Network  
Indonesia   Hawai`i   USA 
rivani@cappa.or.id   stephf99@gmail.com  lcortesi@ran.org 

 
 
 
Marcus Colchester  Heffa Schuecking     
Forest Peoples Programme Urgewald 
UK    Germany 
marcus@forestpeoples.org heffa@urgewald.de 
 
 
 
 
Cc: Department of Forestry, Republic of Indonesia, U.S. Treasury Department, U. S. Senate 
Committee on Foreign Relations, U.S. House Committee on Financial Services 
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On behalf of: 
 
Bernad Steni 
Perkumpulan HuMa, Jakarta 
 
Syahrul Isman 
WALHI North Sumatra  
 
Teddy Hardiyansyah 
Kabut, Riau 
 
Mohammad Djauhari  
KpSHK, Bogor 
 
Kasmita Widodo  
Jaringan Kerja Pemetaan Partisipatif (JKPP), Bogor 
 
Hapsoro 
Telapak, Bogor 
 
Ahmad Zazali  
Scale Up  
 
Bustar Maitar 
Greenpeace South East Asia 
 
Aidil Fitri 
Yayasan Wahana Bumi Hijau, South Sumatera 
 
Halis Sangko 
PPS Central Kalimantan 
 
Dwitho Frasetiandy 
WALHI Kalimantan Selatan 
 
Rukaiyah Rofiq 
Yayasan Setara Jambi 
 
Abet Nego Tarigan 
Sawit Watch, Bogor
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Enclosure:  Appendix A, Excerpts from Executive Summary of Barr, C., Dermawan, A., Purnomo, H. and 
Komarudin, H. 2010 Financial governance and Indonesia’s Reforestation Fund during the Soeharto and post-
Soeharto periods, 1989–2009: a political economic analysis of lessons for REDD+. Occasional paper 52. 
CIFOR, Bogor, Indonesia.  
 
 
 
 
 
 
 
 
 
Appendix A 
Excerpts from Executive Summary:  
 
Barr, C., Dermawan, A., Purnomo, H. and Komarudin, H. 2010 Financial governance and Indonesia’s 
Reforestation Fund during the Soeharto and post-Soeharto periods, 1989–2009: a political economic analysis 
of lessons for REDD+. Occasional paper 52. CIFOR, Bogor, Indonesia.  
 
This study was funded by grants from the World Bank, AUSAID, and the European Commission. 
 
Executive Summary: 
 
Established in 1989, [Indonesia’s] Reforestation Fund is a national forest fund financed by a volume-based 
levy paid by timber concessionaires. It was created with a stated mandate to support reforestation and the  
rehabilitation of degraded land and forests. Over the past 20 years, the DR has had aggregate (nominal) 
receipts of approximately US $5.8 billion, making it the single largest source of government revenues from  
Indonesia’s commercial forestry sector.  
 
During the Soeharto era, the Ministry of Forestry used the DR to promote the development of industrial timber 
and pulpwood plantations, allocating more than US $1.0 billion in cash grants and discounted loans to 
commercial plantation companies. The Ministry distributed a significant portion of the DR funds and forest 
conversion licenses to companies with close ties to political elites, allowing a few well-connected actors to 
capture sizeable forest rents. Many of the recipient companies fraudulently ‘marked up’ their costs and 
overstated the areas planted in order to secure DR allocations above the levels they were formally entitled to. 
Others invested little in managing the plantation sites that were established, causing the programme to fall well 
short of its area and productivity targets. The Ministry also disbursed US $600 million to finance politically 
favoured projects that had little to do with the Reforestation Fund’s mandate of promoting reforestation and 
forest rehabilitation.  
 
As part of the US $43 billion financial rescue package provided by the International Monetary Fund (IMF) in 
the wake of the 1997–1998 monetary crisis, the Government of Indonesia agreed to transfer administration of  
the Reforestation Fund to the Ministry of Finance and to commission a comprehensive third-party financial 
audit. Conducted by Ernst & Young in 1999, this audit documented systematic financial mismanagement,  
fraudulent practices by recipients of DR subsidies and routine diversion of funds for uses that were not 
consistent with the Reforestation Fund’s mandate. Ernst & Young documented losses of US $5.2 billion in 
public funds during the five-year period FY 1993/4–FY 1997/8, approximately 50 per cent of which were 
incurred after receipts from the DR levy had entered the Ministry of Forestry’s accounts. As of December 
2009, however, the final audit report produced by Ernst & Young had not been released for public review or 
discussion.  
 



 

10 
 

… 
 
During both the Soeharto and the post-Soeharto periods, weak financial management and inefficient 
administration of revenues by government institutions at all levels undermined effective use of the 
Reforestation Fund. Major public investments in plantation development and rehabilitation of degraded forest 
lands have repeatedly fallen well short of their objectives. In the absence of effective mechanisms for oversight 
and accountability, large sums intended to fund development of plantations have been lost to fraud, diverted 
for other uses or wasted on poorly managed projects.  
 
… 
 
[R]ecent audits by Indonesia’s Supreme Audit Board (BPK) have documented continued widespread 
irregularities and weak internal controls in DR funds administered by the Ministry of Forestry, resulting in 
repeated disclaimer opinions in audits of the Ministry’s financial reports. The recently formed Forest 
Development Funding Agency Public Service Unit (known by the abbreviation BLUBPPH) – which manages 
at least US $2.2 billion in DR funds – had failed as of at least mid-2009 to disburse any of the US $500 million 
budgeted for plantation development during 2008 and 2009. Similarly, district and provincial governments 
have collectively received US $500 million in DR funds since 2001, but many still do not have the skills or 
personnel to manage funds effectively.  
… 
 
Corruption and fraud undermined major Reforestation Fund investments in plantation development and forest 
rehabilitation during the Soeharto era, resulting in losses of hundreds of millions of dollars in state funds and 
depletion of Indonesian forests. These problems, deeply rooted in political systems and compounded by 
opaque governance, are proving difficult to eradicate. There are signs that corruption and misuse of DR funds 
have become more decentralised during the post-Soeharto period, as Indonesia’s provincial and district 
governments have assumed increased authority to administer forestry revenues.  
 
… 
[T]he vast majority of corruption and fraud cases continue to go unpunished, as they are handled by the normal 
law enforcement and judicial institutions. 
 
… 
 
During both the Soeharto and the post-Soeharto periods, the use of the Reforestation Fund to allocate capital 
subsidies for commercial forestry development has created perverse incentives for unsustainable  
forest management. It has done so by encouraging overharvesting of selective logging concessions and 
clearing of ‘degraded’ natural forests. DR subsidies have included cash grants and discounted loans  
to promote commercial plantation development and DR levies on natural forest timber that are well below the 
stumpage value of the wood harvested … 
 
… 
The use of Reforestation Fund subsidies to promote plantation development, coupled with weak mechanisms 
for accountability,  has contributed to high levels of moral hazard in Indonesia’s forestry sector. One result is 
that although the GOI allocated US $1.0 billion in DR subsidies during the 1990s, only limited areas of 
commercially productive plantations have actually been developed. The Ministry of Forestry has failed to hold 
most DR subsidy recipients accountable either for the plantations they failed to develop or for the loans they  
have failed to repay. As with the GOI’s multibillion dollar write-off of forestry debt held by the Indonesian 
Bank Restructuring Agency (IBRA) in 2003–04, such low levels of accountability have effectively  
encouraged forestry companies to engage in high-risk investments and irresponsible financial management – 
practices that are likely to continue in the future, especially when their activities are funded by public money.  
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It is conceivable that many of the forestry companies (or their affiliates) that benefited from the Reforestation 
Fund subsidies and/or the IBRA debt write-off will also be among those seeking to secure credits for carbon 
emission reductions under Indonesia’s forthcoming REDD+ mechanism – a possibility that should raise red 
flags. It will be important to review the track records of prospective REDD+ participants and to consider the 
implications if project owners fail to meet their obligations under REDD+ payment schemes.  
 
For REDD+, moral hazard appears to be a point of particular concern in forestry projects involving permanent 
credits. The use of insurance policies, for instance, to ensure that emission reductions remain permanent once 
such credits have been issued, could inadvertently encourage project owners to renege on their obligations in 
ways that lead to permanence reversal (i.e. through the clearing of forest cover). Although most carbon 
insurance schemes apparently assign partial liability for permanence reversal to the project owner, it is not 
entirely clear how or by whom liability will be determined, or how disputes over liability will be resolved.  
 
Some observers assume that host governments will ultimately need to provide guarantees for liability claims in 
the event project owners fail to meet the obligations or disappear. However, as Indonesia’s experience  
with the Reforestation Fund has demonstrated, the possibility that the GOI could be required to guarantee that 
REDD+ participants will fully meet their obligations raises important questions about the degree to which 
public institutions may ultimately assume private risk.  
 
Equity and benefit distribution  
 
Particularly during the Soeharto era, the distribution of benefits from the Reforestation Fund was highly 
inequitable. Powerful actors captured economic rents while forest-dependent communities were often  
displaced from their customary domains. Conflicts between local people and forestry companies have often 
undermined DR-financed plantation projects. To the extent that REDD+ provides financial incentives for large 
emitters of forest-based carbon to reduce emissions, a substantial portion of funds could go to large forestry 
enterprises, pulp and paper producers and oil palm companies. Many of these companies are closely tied to 
state elites and are, therefore, in a good position to access economic rents from REDD+, particularly when 
payments are distributed by government agencies.  
 
In Indonesia and other tropical forest countries, inequitable distribution of REDD+ payments could increase 
existing disparities in the forestry sector, and could displace and impoverish forest-dependent peoples. The 
risks are particularly high when state agencies assert control over forests that have been managed by rural 
communities for generations. Unless governments take proactive measures to recognise forest people’s rights 
and to facilitate equitable benefit sharing with rural communities from the outset, allocation of forested land 
for REDD+ projects could spark conflicts. Although REDD+ may reduce deforestation and forest degradation, 
this could be at the cost of the wellbeing and livelihood security of forest-dependent communities.  


