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While Peru's forest sector is economically undervalued, it
may be much larger than official statistics suggest — and
the potential to improve its contribution to the GDP is vast.

In this document we provide a quick overview of Peru's
forest economy and identify some of its challenges and
potential for growth. We rely partially on official statistics,
but have sought to improve the estimates by broadening
the definition of what is usually accounted for in the forest
sector and through a wider use of sources. Our objective is
that this factsheet becomes a useful input for discussion
for the strategic planning of Peru's forest sector.

KEY MESSAGES

O Eventhough half of Peru's surface area is forested, the
economic value of the forest sector is low compared
to other forested countries, and the forest sector is
not a major source of wealth and wellbeing.

O Peru's timber comes largely from concessions in
natural forests, and the current state of these conces-
sions suggests that a large part of them operates in
an inefficient and unsustainable manner.

O Commercial plantations are incipient in Peru, but the
volume of timber currently produced in plantations
relative to natural forests suggests that plantations
offer great potential for growth.

O Inaddition, Peru's abundant forest resources are sold
largely as low-grade, low-value products with little
transformation or added value.

O Despite these challenges, there is significant current
and potential value which is either untapped or unac-

counted for, underlining the enormous possibilities for
further value creation.

Even though half of Peru's surface area is forested, the
economic value of the forest sector is low compared to
other forested countries, and the forest sector is not a
major source of wealth and wellbeing.

O Large forest area. Peru has more than 73 million
hectares of forests, 94 percent of which is Amazon
rainforest. It has the fourth largest area of tropical for-
est, and the ninth largest area of forests worldwide.!

O Little value created. However, according to the Forest
Investment Program, currently forest-related activities
account for no more than 1 percent of the country's
GDP.? This is markedly lower than in neighboring
countries like Chile, where forestry accounts for around
3 percent of GDP.3

O Large informal sector. Moreover, the largest part of
Peru's forest sector activity is informal. About three
quarters of the 9.5 million m? of timber accounted
for in 2012 was informally harvested firewood. This
means that, while forest resources are an important
part of people's livelihoods (e.g. in the five Amazon
regions alone, there are approximately 910,000
rural households?), they are not exploited on a scale
and in a manner that creates additional value to the
economy.

O Low employment. Although FAO estimates that the
forest sector generates approximately 250,000 jobs
in Peru, household survey data suggests that the
majority of workers are employed informally. Only
about 15 percent of those employed in silviculture

1 Ministerio del Ambiente (MINAM) & Ministerio de Agricultura (MINAG) (2011). El Perti de los Bosques.

2 Forest Investment Program (FIP) (2013). Documento de trabajo -borrador- V20/06.

3 Instituto Nacional Forestal de Chile (2014). Anuario Forestal 2014.

4 Instituto Nacional de Estadisticas e Informacién (INEI) (2008). Censos Nacionales 2007.
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Il Figure 1. Peru's timber production in 2012

Three quarters of Peru's timber production are firewood

Timber production: 9.5 million m?

Firewood 74%

Roundwood 26%

Source: DGFFS, Pert Forestal en NUumeros 2012.

and wood manufacturing have access to ESSALUD,
the national health insurance for workers, which is
half of the national average.

Large incidence of poverty. In addition, the socio-
economic indicators of households involved in silvi-
culture or the manufacture of wooden products are
consistently below the national average. Multidimen-
sional poverty (an index that combines the measure

Il Figure 2. Percentage of households with multidimen-
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* Forest-related includes households dedicated to both silviculture and

the manufacture of wood products.

Source: INEI, Encuesta Nacional de Hogares, 2004-2013.
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DGFFS (2013). Peru Forestal en Numeros Afio 2012.

Processed timber: 878,000 million m?

Charcoal 11%

Plywood 6%

Parquet 2%

Laminate 1%

Sleepers 1%

Sawnwood 80%

of a household's quality of housing, overcrowding,
access to sewage, children's access to school and
economic dependency) in households that depend
on forest activities is on average 20 percent higher
than the national average.

Peru's timber comes largely from natural forests, but the
current state of forest concessions suggests that a large
part of them operates in an inefficient and unsustainable

manner.

O Natural forests are exploited through concessions. In
2012 about 10 million hectares —some 14 percent of
Peru's forest area— were given in concession for use,
of which close to 8 million hectares were for timber
production.® In concessions, the land remains prop-
erty of the state but permission is given for resource
use.

O But many concessions are not working. Few con-
cessions have the financial and operative means to
work profitably and sustainably. Almost a third of the
609 timber concessions have been cancelled due to
non-compliance with regulations and two thirds are
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being investigated for presumed irregularities about
extracted timber volumes.® The problems plaguing
concessions have opened the door for more suspect
and less sustainable forest exploitation. Some conces-
sionaries have been found to use their concessions
to “whitewash” timber originating from illegal logging
operations.”

And non-concession extraction is on the rise. On
non-concessioned forest land, timber and non-timber
forest products (NTFPs) can be accessed via so-
called permits and authorizations, which are issued
for forests on private land, community forests, forest
plantations, and others. The timber volumes which
are officially approved for permits and authorizations
are considerable: in 2012, they amounted to approxi-
mately 1.9 million m® of roundwood - i.e. 78 percent
of Peru's total roundwood production. While there
is no data to prove that these volumes were actually
extracted from the area of permits and authorizations,
they seem to play an important role while the effective
area under concessions has diminished as conces-
sions expire or are investigated for non-compliance.®

Box 1. Success stories: concessions can work!

Despite concerns about the sustainability of the Pe-
ruvian concession system, there are several success
stories. For example, in the Madre de Dios region
there are a number of FSC-certified concessions
which are profitable, while complying with social
and environmental standards. Our review suggests
that success factors of these companies include: (1)
adequate financial capital, (2) technical and mana-
gerial skills, (3) large concession areas (> 40,000
hectares), (4) high stock and quality of standing
timber, (5) road access, and (6) clearly defined land
rights and no overlapping claims with communities.

Area of active timber concessions millon has

Figure 3. Area of timber extraction via concessions
The area under operating timber concessions has de-
clined 30% between 2006 - 2012
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Source: DGFFS, Peru Forestal en Numeros, 2007-2013.

Figure 4. Relative importance of plantations and natural

forests in Chile and Peru* Chile's forest economy is built
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* Planted species are Eucalyptus and Pine.
Source: DGFFS, Peru Forestal en Nimeros, 2006-2012; Instituto Na-
cional Forestal de Chile, El Sector Forestal Chileno 2012.

Commercial plantations are incipient in Peru, but the

volume of timber currently produced in plantations rela-

tive to concessions suggests that plantations offer great

potential for growth.

O

Current area. According to official government statis-
tics there are more than a million hectares of forest

Finer et al. (2014). Logging Concessions Enable lllegal Logging Crisis in the Peruvian Amazon.

Environmental Investigation Agency (EIA) (2012). The Laundering Machine.

DGFFS (2013). Pert Forestal en Numeros Afio 2012.
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plantations in Peru. However, the area of commercially
managed plantations is likely much lower. Based on
the amount of Eucalyptus and Pine (the two main
planted species) produced, we estimate that in 2012
only between 25,000 - 60,000 hectares of plantations
were harvested.®

Untapped potential. This is still very small compared,
for example, with Chile, where about 2 million hect-
ares of industrial-scale plantations are a major driver
of the forest economy. However, despite the small
area, plantations in Peru account for a relatively large
amount —up to 24 percent in 2012- of roundwood
production. Given that Peru is estimated to have up
to 2 million additional hectares suitable for plantation,
the potential to boost production through properly
managed plantations is enormous.

In addition, Peru's abundant forest resources are sold

largely as low-grade, low-value products with little trans-

formation or added value.

O

O

Poorly developed value chains. Production is domi-
nated by sawn wood and secondary transformation
is small and undifferentiated. Some of Peru’s neigh-
bors, in particular Chile and Brazil, have developed
not only large areas of forest plantations, but also
specific value chains for primary (pulp, paper, pan-
els and sawn wood) and secondary transformation
processes (engineered wood products, doors, win-
dows and furniture).!® In Chile, the forestry industry
contributed almost 8 percent of the total export value
in 2009.11

Negative trade balance. Despite its vast natural wealth,
Peru is a net importer of wood products. The import/

12

Million US$

export balance of timber products is 4:1, and most
exports are products with little value added. According
to official estimates the combined value of Peruvian
forest exports (wood and wood-derived products) was
just under 300 million US$ (FOB), just 4 percent of
the nearly 5.4 billion US$ (FOB) exported by Chile
that same year.'?

Il Figure 5. Wood export versus import in Peru, 2012

Peru imports four times more timber products than it
exports
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Source: DGFFS, Pert Forestal en Numeros 2012.

Box 2. Promoting plantations and adding value
are needed to boost the forest sector

Sustainable production in natural forests must be
complemented with commercial forest plantations.
Selective, reduced impact logging in natural forests
can produce high-value species with high market
prices for exports. Forest plantations can be used to
produce either valuable species (e.g. teak) or high
amounts of biomass of comparatively low-value spe-
cies (e.g. pine) for use in the domestic market for

furniture or construction.
Continues in page 6 ~———>

Based on expert opinions, we assume a productivity of 10 - 25 m3 of roundwood per hectare per year.

United Nations Economic Commission for Europe (UNECE) & Food and Agricultural Organization (FAO) (2002).

Forest Products Annual Market Review 2001-2002. Chapter 5: Chile’s forest products markets - a plantation success story.

Secretariat for International Forestry Issues (SIFI) (2010). Challenges and Opportunities in Chile’s Forest Sector. DGFFS, Pert Forestal en
Numeros 2012; Instituto Nacional Forestal de Chile, Anuario Forestal 2014.
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Box 2. Continued

Moreover, unless Peru improves the value chains of its
forest products, the overall contribution to economic
development, employment and social inclusion will
continue to be low. If Peru professionalized production
in natural forests and plantations, as well as respective
value chains, the forest sector could cover a broad mar-
ket segment both for domestic and export purposes.

Despite these challenges, there is significant current and

potential value which is either untapped or unaccounted

fo

r, underlining the enormous possibilities for further

value creation.

O

The contribution of forests is likely undervalued.
Even though the commercial exploitation of forest
resources in Peru is incipient, forests provide a wide
variety of goods and services for many people. Official
statistics are strongly biased towards formal export
markets, so it is not easy to assess the magnitude of
this unaccounted for value. Given the pervasiveness
of informality in the timber and NTFP markets, official
statistics have to be triangulated with other sources
and methodologies. According to our estimates, the
approximate value of the domestic timber and NTFP
market in 2012 (870 million US$) is likely to be more
than double the size of the timber and NTFP exports
forthat year (415 million US$). If firewood is included,
it would be about three times as big (1.2 billion US$).13

Forest value — beyond timber. The wealth of Peru's
forest resource goes well beyond timber and non-

13

timber forest products. Forests provide a range of
services like recreation, carbon capture, and shade
and pollination for crops, the demand for which is
likely to increase in the future. Although there are
some initiatives to tap into the economic value of
these services, the potential for growth based on the
magnitude of Peru's forest resources is enormous
(see box).

Il Figure 6. Economic value of timber, NTFPs and other

*
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forest-related products: official statistics and estimates

The economic value of forest products and activites is
far larger than official statistics suggest
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Official statistics (Sources: DGFFS, Per( Forestal en Nimeros 2012);

** Own estimates (based on DGFFS, Pert Forestal en Nimeros 2012;

DGFFS, Anuario de Precios de Productos Maderable y no Mader-
ables 2012; Galarza & de la Serna, 2005, Las concesiones forestales
en el Perl: ;como hacerlas sostenibles?; MINCETUR & SIICEX,
2014, Reportes para el sector biocomercio; INEI & MINAGRI, 2013,
IV Censo Nacional Agropecuario; MINCETUR, 2013, Estadisticas;
Wunder, 1996, Deforestation and Wood in the Ecuadorian Andes;
and VCS, 2014, The VCS Project Database. The methodology to
estimate the value of the domestic market of timber and NTFPs is
based on Galarza & de la Serna, 2005).

The market value of firewood is based on firewood prices of Wunder (1996). Deforestation and Wood in the Ecuadorian Andes. Prices were

adjusted for inflation in 2012.
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Box 3. Realizing the value of Peru’s forest resources

There is vast potential to develop the value of Peru's
forests through the promotion of non-traditional activi-
ties as tourism, agroforestry, biotrade and bioprospec-
tion, as well as through mechanisms like payment for
ecosystem services (including REDD+). Such mecha-
nisms can generate incentives for the conservation and
sustainable use of forests, but it is crucial to include
smallholders and local communities in these initiatives.

Tourism. There are no official statistics on forest-based
tourism, but our estimates suggest it is quite low. The
five Amazon regions combined generated approximately
200 million US$ of tourism revenues in 2012, some
of which is likely to be forest-related. This represents
only 2 percent of Peru’s total revenues from tourism.
Moreover, only some 700 thousand people visited Peru's
protected areas in 2012,'* compared to the more than
1.6 million visitors to the protected areas in Costa Rica
(a country that is 3 percent the size of Peru) the same
year.'> Given the size and diversity of Peru's forests,
there is much room for the development of a sustain-
able tourism industry.

REDD+. Until the 3 quarter of 2014, the voluntary
market of REDD+ (Reducing Emissions from Defor-
estation and forest Degradation) in Peru generated
approx. 2.3 million verified carbon units, worth 13.3
million US$.16 In 2009, Peru’s greenhouse gas emis-

sions from forests amounted to 56 million tonnes
(41 percent of its total emissions).” In the voluntary
market,'® the mitigation of these emissions would be
worth 330 million US$. In view of the scale of Peru's
natural forest endowments, a well implemented REDD+
strategy can become a major source of revenue and
positive social impacts.

Agroforestry. There is no data separating agroforestry
from conventional agriculture, but many economi-
cally important products such as coffee are grown in
a farmland / forest mosaic, and depend on the shade
and pollination services provided by forests. If only 5
percent of the production of coffee and cacao were
generated in agroforestry systems in 2012, its value
would have been 83 million US$, although these figures
are a conservative estimate.

Other ecosystem services. In addition to the services
described, forests provide many services such as ero-
sion prevention, water purification and retention, and
bioprospecting. These and many other services have
been estimated to provide as much as 406 US$ per
hectare in tropical forests in Latin America.l® While
these services are currently provided “free of charge”,
there is great potential for capturing their value through
well-designed and socially inclusive mechanisms for
payment for ecosystem services.

SERNAP (2013). Pert visitas de ANP.

Gerencia SINAC (2013). Memoria Anual Institucional.

Voluntary Carbon Standard (VCS) (2014). The VCS Project Database.

PlanCC (2013). Actualizacion del Inventario Nacional de GEI al afio 2009.

Ecosystem Marketplace & Bloomberg (2013). Maneuvering the Mosaic — State of the Voluntary Carbon Markets 2013.

The Economics of Ecosystems and Biodiversity (TEEB) (2014). TEEB Valuation Database.
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About the Global Green Growth Institute (GGGI):

GGGl is an intergovernmental organization founded to support and promote a new model of economic growth known as “green growth.” The
organization partners with countries to help them build economies that grow strongly and are more efficient and sustainable in the use of
natural resources, less carbon intensive, and more resilient to climate change. GGGI's experts are working with governments around the world,
building their capacity and working collaboratively on green growth policies that can impact the lives of millions.

To learn more, see www.gggi.org and visit us on Facebook and Twitter.

About The German Development Institute (DIE):

The DIE is one of the leading Think Tanks for development policy world-wide. It is based in the UN City of Bonn. DIE builds bridges between
theory and practice and works within international research networks. The key to DIE’s success is its institutional independence, which is guar-
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