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Introduction

Few things are more likely to spark a lively debate at a gathering of people involved in forestry than a discussion of the role of the national forest estate, owned by Scottish Ministers and administered by Forestry Commission Scotland (FCS).

On the occasions when this debate transcends entrenched positions based on political philosophies about the relative merits of the public and private sectors, it is clear that this is a complex issue but also an important one. The public sector estate in Scotland is relatively large (650Kha) and accounts for some 35% of the woodland area of Scotland. It consumes some 35% of the cash resources allocated to forestry by the Scottish Executive and generally has a major impact on the development of the timber market, on forestry policy development and on the perception of forestry among politicians and the general public. It is important, therefore, that there is ongoing debate about the role of the national forest estate and about how it should best be utilised to help develop and deliver forestry policy.

A review of the role of the estate, including a public consultation, was carried out in 2004 and the results were published on the FCS website. The exercise indicated a significant level of support for the national forest estate and the aims and objectives guiding it’s management but also suggested some changes and the need for some more strategic thinking about the future role and nature of the estate. Ministers accepted all the recommendations in the report, including a proposal that the estate was too static in nature and that FCS should be allowed a more flexible approach to acquisition and disposal so that the nature of the estate could be more readily adapted to delivery of current aims and objectives. 

Implementation of these recommendations is underway, including work to more clearly define and explain the role of the estate and this work will include the first review of the Forest Enterprise Scotland (FES) Framework Document. This document sets the context within which FES operates and sets out its aims and objectives as managers of the estate. Since the role of FES is closely linked to the role of the estate, the two issues need to be progressed in parallel. In the run up to the review of the Framework Document FCS is keen to stimulate debate and discussion on the purpose and role of the national forest estate. Decisions on the way forward will be made by Scottish Ministers who will value the views of a wide range of interested stakeholders.

Comparisons with Other Countries 

It’s always useful to look over the fence to see what is happening in other countries, particularly our near neighbours in the EU. It’s tempting to think of other EU countries, which generally have had a much longer involvement in forestry than us, as having relatively long established and stable structures in place for dealing with state owned forests but the reality is very different. I maintain close contacts with a range of State Forestry Organisations and meet many of the key players across the EU annually and it is clear that the debate about the role and nature of state forestry is very active in most countries. Over the last few years there have been significant changes to the objectives of state forest management organisations (SFMOs) in Scandinavia, in France, in the Baltic States and in a number of the German States and significant changes are occurring in the emerging Eastern European countries. 

One thing which appears constant however, despite the different conditions prevailing in each country, is the preference of EU countries for a mix of state and private sector forestry. Sweden is perhaps the only example of an EU country which opted for total privatisation of the state forests but it has been interesting to note that, over the last 5 or so years, the Swedish Government has bought back a significant area of forest to re-create a public forest estate and a SFMO to manage it. Clearly there is something about the long term nature of forestry, and its ability to aid delivery of some key government agendas, which leads governments across the EU to conclude that a mix of state and private sector forestry provides the best overall solution.

There is not, however, a single model when it comes to determining the relative proportions of state and private sector forestry, nor in determining the management objectives set for state forests. The relative proportions of state and private forests vary significantly from country to country (table 1), and there is a wide spectrum of management objectives.

Table 1.   

	
	Average (and range) of EU Countries
	UK
	Scotland

	% Forest Cover
	           38  (10 – 76) 
	        12
	        17

	% State Forests
	           36  (7 – 83)
	        36
	        35

	Ha Forest per Capita
	           0.32  ( 0.02 – 4.4)
	       0.05
	       0.26


 In as much as it is possible to generalise, SFMOs in EU countries can be divided into two sorts: -

· State Forest Enterprises.  These organisations have a strong commercial agenda and generally will be cash positive or at least self sufficient. While still being state owned, the structure of the organisations varies across the EU with respect to their independence from government, with many having their own boards and an ability to openly compete with the private sector and to invest in timber processing and a variety of other enterprises. Generally there is government involvement in objective setting and an agreement over the level of cash funds to be delivered up to the Government each year. Some of these organisation have no public benefit agenda, others are required to deliver explicit public benefits as part of their objectives and using surplus funds, and some have their public benefit activities separately funded by Government. State Forest Enterprises are most prevalent where there is an established forest estate not requiring investment in afforestation and roading, where timber production and processing is an important part of the country’s economy and where the ratio of forest area to population is relatively high.
· State Forest Organisations.  These organisations have a wider range of objectives and a much stronger ‘public benefit’ agenda. They are likely to be closer to Government and to be, at best, self sufficient or, more likely, in receipt of net funding from government. They are perhaps most appropriate in countries where the forest products sector is relatively small and where the ratio of forest area to population is relatively low.
In general, State Forest Enterprises are becoming more common throughout the EU and this model increasingly represents the ‘norm’. This is a result of a variety of factors. In countries with large, long established forest resources and where forest products are important to the economy (e.g. Finland and Sweden) the Enterprise model is both possible and appropriate as long as social and environmental objectives are not ignored. Countries such as the Baltic States and the emerging Eastern European countries have seen major political upheavals and a move to a more enterprise driven economy. This has led to a re-appraisal of the balance between state and private forestry and a desire to see the State forests generate financial returns as well as playing a part in the development of the forestry sector and the delivery of key social and environmental benefits.  Even in countries like France and Germany where, historically, financial returns have not figured high in the objectives of management of the State forests, there have been significant moves towards the Enterprise model, often precipitated by a downturn in the economy at State or Country level and a desire to reduce public spending. Forest Enterprise Scotland, despite its name, would clearly fall into the category of State Forest Organisation and it is interesting to consider why this should be so. There are many differences between forestry in this country and the other EU countries but the two most important differences are: -

· Age of forest.   Forestry is still a relatively new issue compared to most EU countries where forests have been in existence for hundreds, if not thousands, of years. In these countries investment in afforestation, and infrastructure such as roading was generally completed some time ago and timber production has generally reached it’s maximum potential. The mature forest ecosystems provide conditions more conducive to the use of natural regeneration systems and issues such as the need to restructure even aged, single species plantations have generally been dealt with by now.  The net result of these factors is the potential to more easily cover forest management costs from timber sales income and the relative immaturity of Scottish Forests goes a long way towards explaining the higher cost base of forestry in this country, in both the state and private sectors.

· Population Density.   Low population density in other EU countries generally lead to lower demands on forests to meet social and environmental outputs. While conditions do vary from country to country, the area of forest per head of population is probably the single most useful parameter in explaining differences between countries in the balance between social, environmental and economic outputs. In general terms, the countries such as Finland, Sweden, Latvia, Estonia and Austria which have a strong commercial focus within their State forests are also the countries with the highest area of forest per capita. Countries like Germany, France and Poland which have an increasingly strong commercial focus but also a strong interest in social and environmental outputs, are in the mid range of forest area per capita and the countries such as the UK, the Netherlands and Denmark which have relatively low forest cover and the lowest area of forest per capita, are the countries where there is a very strong focus on social and environmental outputs. This trend tends to be reflected within the UK too, with significant differences between Scotland and England in forest area per capita increasingly reflected in forestry policy divergence.

I’ve tried to bring these issues together in Figure 1 which shows the landscape within which EU State Forest Management Organisations are operating and which suggests the appropriate position for Scotland to occupy in the medium term.

While the factors driving a strong focus on social and environmental outputs in this country are very unlikely to diminish over time, the prospects for an improvement in the underlying ‘profitability’ of woodland management where timber production is a major objective, are very real. As capital investment programmes are completed, as restructuring is progressed and as forest ecosystems mature, the cost base should reduce and the contribution of well managed productive forests to delivery of social and environmental outputs will increase. We can begin to see examples appearing now in some of the older forests in Scotland of mature, restructured woodlands delivering a sustained yield of timber and a high degree of social and environmental outputs at little additional cost in terms of forest management costs. It is largely the period and consequences of the transition from plantations to mature forests which adds cost and complexity, particularly if it is happening at a time of relatively low timber prices. As time progresses, and the public forest estate matures, it may well be that different options for the role and management objectives of our State forests become possible and/or appropriate. We would be alone in the EU in thinking that the current model will always remain the most appropriate.

State Forests as a Delivery Mechanism

Discussion of the role of state forests must begin with a consideration of the role of forestry as a whole. In Scotland the vision for forestry is set out in the Scottish Forestry Strategy and in helping to deliver the SFS, FCS has three main delivery mechanisms: -

1. Use of regulatory and grant aiding powers to require and persuade non -state woodland owners to manage their woodlands in a particular way.

2. Direct action through the public forest estate.

3.  Provision of support for research, for studies and for partnership projects, all of which in some way help to deliver the priorities set out in the SFS.

All three mechanisms have an important part to play in delivery of the SFS and our aim is to achieve the combination of mechanisms which delivers the most effective result overall. The relative contribution of each of these three mechanisms is likely to vary over time and has to be responsive to changing conditions and changing policies so no single or fixed-in-time model is appropriate but it is useful to consider the circumstances under which the use of direct action through the public forest estate might be an effective delivery mechanism.

In general, direct state intervention is most appropriate where there is market failure and where policy objectives are not being efficiently delivered by the free market or by other forms of intervention such as regulation and the provision of incentives. Private sector ownership is, quite reasonably, generally operated to provide direct gain to the owner but government has an interest in generating gain for a much wider range of recipients and can do this either by paying or requiring the private sector owner to produce these benefits or by delivering them directly through state ownership of forests. It is not easy to be precise about the circumstances in which one delivery mechanism is quite clearly better than the others and we must remember that we are not starting from square 1. There is already, for a variety of reasons, a public forest estate which has a high degree of public support . Not setting out to create a public forest estate is one thing but backing out of ownership of an existing estate is, from a political point of view, quite another issue. However, given the above principles, and the fact that the estate does exist, it is productive to try to set out some thoughts on the core rationale for a national forest estate.

· Safeguarding ‘national treasures’   Public ownership of ‘special’ sites of conservation, recreational or cultural significance can provide assured long term management geared towards production of public benefits within a framework of public accountability. A number of areas within the current forest estate would come into this category.
· Informing policy development. Involvement at the sharp end has greatly increased the Forestry Commission’s understanding of forestry issues and has been beneficial in the development of forestry policy and implementation measures. The estate has been used to develop policies and techniques with wider application such as Forest Design Planning and community involvement approaches.
· Responsive policy implementation/exemplar role. Ministers’ policies can often be implemented much more quickly and directly through the national forest estate, particularly when developments are of no direct benefit to owners of non-state forests. For example, the development of greater community involvement in local woods has progressed rapidly from policy to practice in the national forests with the development of community partnerships and the National Forest Lands scheme and the estate can be used to provide exemplars of new policies, systems or techniques. This ability has been particularly useful in circumstances where Ministers seek wider rural development benefits from woodlands and, more recently, in circumstances where a greater role for woodlands in urban regeneration is being sought.
· Sustained duration of action. The national forest estate can facilitate the adoption of a long term and more strategic approach to issues such as timber production, wood supply guarantees, long term commitments to species and habitat action plans, recreation provision and community involvement. It’s worth, at this point, thinking a little bit more about the role of the estate in the timber market as this is often the area which stimulates most debate and discussion. Currently the FCS estate accounts for about 45% of the softwood timber harvested in Scotland each year but the relative importance of the private sector is growing year by year. Historically, the FC has played an important part in providing supply guarantees to underpin inward investment in timber processing and the willingness of the FC to commit to bringing forecast volumes to market at all stages of the externally driven timber price cycle has provided a predictable and secure supply base which has undoubtedly been a factor in maintaining confidence in the processing sector and in ensuring that continued investment takes place. It is a moot point as to whether the willingness to behave in this way is a function of the size of the FC as a player in the market or a function of its public sector status. It can be argued that a private sector player of equivalent size would have to act in a similar way if it wanted to ensure the continuation of a diverse and viable customer base. While small owners may feel able to withdraw from the market when prices are low, a major player, whether public or private sector in nature cannot afford that luxury. Not everyone, of course, agrees that the role of the FC in the market place has been wholly positive. Some will no doubt argue that it’s involvement has hampered the development of the market in some area and that it has lessened the imperative for the development of secure and predictable supply chains involving the private sector.  This issue will continue to generate different views but what is clear is that, at the moment, there are no signs of the emergence of any particularly large private sector owners in the supply chain. This means that the processing sector will increasingly be dependent on obtaining supplies from a large number of relatively small players with a wide range of management objectives and whose willingness to market timber may be more influenced by short term factors. While this points to a pressing need to find ways of better marshalling and co-ordinating the private sector supply chain, it also generates a need to consider the value of continuing to have a significant proportion of the raw material supply vested in a public sector owner which has market development as a key objective. Whether this role is necessary or desirable, and the scale of involvement needed to fulfil the role, are key issues for consideration and discussion over the next few months.  

· Cost effective delivery.  Where the public estate can provide cost effective delivery it should be enabled to do so. This is most likely to occur in circumstances where the need to compromise private benefit flows is highest. For example the development of free recreation facilities within forests generates a high level of public benefits but brings a cost and liability burden which many owners would be unwilling to bear at other than a very high level of incentive. Similarly, recent experience of woodland creation issues suggests that direct land purchase and afforestation by FCS, followed by later sale of the established woodland,  can be more predictable and less costly than securing afforestation through the grants scheme where this involves high levels of grant aid including Locational Premiums, long term Farmland Premium payments and the continuation of Single Farm Payments.
The above list is not exhaustive and does not imply that these outputs cannot be delivered through the regulation/incentive route but it highlights the circumstances in which delivery through the national forest estate is likely to be competitive and appropriate. There is also of course an issue of scale in relation to the size of estate needed to deliver the above outputs and the need, or otherwise, for the estate to be positioned to enable delivery of these outputs in all parts of the country.

Implications for the Nature of the National Forest Estate

The national forest estate has been built up over many decades in response to a variety of quite different policy drivers and it’s current size and geographic distribution are the net result of many different acquisition and disposal policies. If we were setting out to create a public forest estate today to help deliver the current Forestry Strategy it’s unlikely we would end up with the estate we have now. This doesn’t mean that the current estate is inappropriate or inefficient but it suggests a need to evaluate the contribution that the current portfolio of properties makes to FCS’s objectives and a need to consider whether a rolling programme of sales and purchases could be used to achieve a closer fit between the size and nature of the estate and it’s role as a modern delivery mechanism.

There are essentially three directions in which the estate might go:-

1. It’s nature and objectives could be focussed on the delivery of a very commercial agenda, along the lines of the State Forest Enterprise model, with the aim of maximising income and restricting expenditure on non market benefits to the minimum necessary to meet the UK Forestry Standard. This would increase the returns from the estate but it might increase its impact on the timber market (which might be considered a good or bad thing!). It would significantly reduce the output of social and environmental benefits from the estate and it would mean that the focus for delivery of these benefits would move to other owners requiring more sophisticated and, perhaps, more costly delivery mechanisms and incentives. Starting from where we are now, this is a very unlikely direction which, in any case, does not focus the relative roles of the state and private sectors on the areas where they are likely to be most effective. This does not mean that the estate should not be expected to operate at least cost and it doesn’t exclude the possibility of future reductions in running cost but it reflects the reality that the State forests are always likely to be expected to generate a particular contribution to non-market benefit outputs.

2. The key role of the estate could be delivery of public benefits, particularly in areas where market failure is most likely or where delivery through the estate represents good value for money. This would imply a heavy concentration of effort on the delivery of social and environmental programmes and a withdrawal from properties where timber production is likely to remain the most important objective. This would, over time, significantly reduce the ability of the estate to influence development of the timber market and would hasten the dependence on a wide range of private owners. This route would undoubtedly lead over time to an increase in the unit cost of management of the estate as non-market benefits increased and the income earning ability reduced but it is perhaps more consistent with the rationale set out earlier in this paper and concentrates the relative skills of the public and private sectors in the most appropriate areas. 

3. The estate could continue to attempt to do both the above. To some people this represents an unsatisfactory compromise, which leads to a multiplicity of management objectives, but to others it is a sensible and pragmatic response to a situation where political, financial and non-market issues have to be taken into account.  In practice it is becoming increasingly difficult to categorise forest properties as being predominantly market or non-market output dominated, as many woodlands are highly productive yet produce a high level of social and environmental objectives. By a judicious choice of properties to retain, coupled with a ‘re-positioning programme of sales and acquisitions, it would be possible to envisage the estate moving to a position where it generates additional social and environmental outputs while maintaining the ability to generate a significant income stream. This would imply that, consistent with the other management objectives, the estate would, where appropriate, be managed to optimise income earning opportunities from timber production and other possible revenue streams such as renewable energy projects. One clear advantage of retaining a significant income earning capacity is that it ensures that income earned from these sources comes back into forestry to defray costs and it opens up the possibility of the cost of management of the public sector estate being significantly offset by income generated.  A private owner who takes ownership of a forest area with a windfarm on it is not going to claim fewer grants because there is income from the windfarm development and that income will not be likely to come back into forestry.

Taking this Issue Forward

I see this progressing in four stages; each representing a follow up to the Review of the Estate carried out in 2004:

1. Generation of discussion and clarification, through articles such as this, of the role of, and rationale for, a public forest estate. Given that the review of the estate in 2004 included a public consultation, and that this exercise is a follow up to that work, it is not intended to run another consultation but to use this ‘think piece’ as means of inviting further discussion and views. This paper will be discussed by the Scotland National Committee and comments invited from the National and Regional Forestry Forums as well as key representative bodies such as Confor and Environment Link.  I am happy for it to be circulated widely and will welcome views from any interested parties.

2. At the same time, we are moving forward with an evaluation of the current estate with a view to assessing the extent to which current forest areas, or parts thereof, are contributing to the delivery of social, environmental and economic objectives. This will enable us to better understand how each property fits with current and future management objectives and will assist in the business of determining how well the current nature and distribution of the estate fits with the role and purpose which emerges from the above discussions.

3. The next step will be consideration of the scale of a ‘re-positioning’ programme involving a gradual change in the nature of the estate through a self funded programme of sales and re-investment in woodland purchase, afforestation and recreational infrastructure where such activities would deliver against current policy priorities. The aim of this exercise would be to seek a better fit between the nature of the estate and the agreed management objectives and to establish the scope for, and rate of, any changes which might be necessary.

4. The final step in the process will be a review of the FES Framework Document to ensure that the aims and objectives of the Agency are closely aligned with any revised role for the estate which emerges from this process. The intention would be to complete the process by early next year.

Conclusion

The long term size, nature and role of the national forest estate are issues with a significant political dimension and will no doubt be subject to periodic review by Ministers in the future.  At the moment, Ministers have agreed to implementation of the review of the estate carried out in 2004 and to the principle of a ‘re-positioning’ policy. Taking forward these issues will be helped by development of a shared view of the optimum role that the estate can play in delivering the Scottish Forestry Strategy and I hope that this paper will help to stimulate discussion and debate on this subject.
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