Executive summary

Economic analysis of
sustainable community forest
management in Colombia

Key messages
• Timber harvesting in Colombia's natural forests is a subsistence activity for communities.
This activity is mainly carried out informally and does not involve a structured value chain.
• The costs and time required to obtain forest harvesting permits and the price of forest taxes¹
are not always recovered through selling the timber at market prices. This limits the access
communities have —even if they own the forests— to credit or funding options for community
forest management.
• Management plans provide a good basis for estimating logging and timber extraction costs.
In general terms, the sustainable harvesting of native forests does not require long waiting
periods before it generates cash flow, and the grace period usually does not exceed that of
some cash crops.
• The financial guarantees available to communities to support bank loans are limited, as the
law does not allow them to use community lands, the standing trees and business options
for this purpose, and they depend only on their other resources. However, a number of forest
exploitation activities —including the equipment or tools needed to carry these out— could benefit
from existing credit products on the market, which serve to finance other types of agricultural
activities better known to the banks.
• Sustainable community forest management could benefit from credit lines structured through other
financial instruments, together with the support of both the State and international cooperation.
This would enable building the technical capacities and business training of communities, which in
turn would increase trust between them and the private and banking sectors.
• This study highlights the benefits of sharing data on the state of the sector, as well as the
need to keep building collaborations such as this one to provide input to the National Technical
Committee for Community Forestry. This would respond to the Government of Colombia’s goals
to boost the forest economy and reduce deforestation.
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Study context and goals
In the Technical Bases of the National Development Plan 2018-2022 "Pact for Colombia, pact
for equity", where one of the cornerstones is the promotion of the forest economy², Colombia
recognises the essential nature of this activity. In fact, given that 52% of Colombia's terrestrial area
is covered by natural forests, one of the major challenges in the face of this enormous diversity and
forest potential is to achieve sustainable use of these forests to improve the quality of life of the
communities that inhabit these areas. The FAO-EU FLEGT and UN-REDD Programmes, as well as the
Technical Assistance Project for Implementing the Community Forestry Model (Asistencia Técnica
para la Implementación del Modelo de Forestería Comunitaria), coordinated by the Ministry of
Environment and Sustainable Development (Ministerio de Ambiente y Desarrollo Sostenible; MADS)
and the United Nations Food and Agriculture Organization (FAO) with support from the European
Union, share a common assertion. They claim that sustainable forest management has emerged
in response to the need to preserve the integrity of forests, protect their functions and ensure the
well-being of the communities that inhabit them. Considering that almost 26 million hectares of
Colombian forest are located on collectively-owned land, community forestry is a key element of
the Integral Strategy for the Control of Deforestation and Forest Management (Estrategia Integral de
Control a la Deforestación y Gestión de los Bosques; EICDGB), which in turn constitutes the National
Strategy for the Reduction of Emissions from Deforestation and Forest Degradation (Estrategia
Nacional de Reducción de la Deforestación y Degradación; ENREDD+), developed by the National
Government and the MADS.
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However, the sector is still markedly informal and communities have little technical and financial
capacity to carry out community-based sustainable forest management projects. The Fund for
Financing the Agricultural Sector (Fondo para el Financiamiento del Sector Agropecuario; FINAGRO)
has developed financial instruments to support agricultural activities, including some specific credit
lines to encourage sustainable activities. However, implementing these credit lines for sustainable
community forestry entails important limitations that increase the perception of risk by financiers.
In line with the above, this analysis was carried out as part of the support provided by the EU REDD
Facility of the European Forest Institute (EFI) to the implementation of policies aimed at reducing
deforestation. The study was developed by ONF Andina together with FINAGRO and EFI, with the
support of the FAO and the FAO-EU FLEGT Programme on community forestry, using information from
the project Technical Assistance for Implementing the Community Forestry Model (MADS, FAO, EU).
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The main goal of this study was to analyse and propose the necessary adjustments to be made to
existing credit lines (and their eligibility criteria) in order to encourage sustainable community forest
management in Colombia. The study aimed to:
• Carry out an economic analysis of the sustainable community forestry value chain.
• Identify funding options.
• Provide recommendations for adjusting current credit lines.
• Propose mechanisms for articulating credit lines for sustainable community forest management
through other financial instruments.

Typology of forest community users
The classification of users is aimed at describing the actors of sustainable community forest
management in Colombia. Its objective is also to identify, review and evaluate their credit
possibilities based on current conditions and the risk evaluation criteria taken into account by
financial institutions. The four variables used for the classification were: i) guarantees to the
banking entities; ii) level of community organisation; iii) importance of timber in the community’s
economy; and iv) commercial potential of community forests.
Based on these parameters, two main user groups were prioritised for the evaluation of credit
lines able to leverage sustainable community forest management.
a. Rural communities with deeds or titles where sustainable forest management is an important
part of the economy, with high forest potential and at least some level of organisation³.
b. Ethnic communities (indigenous or Afro-descendent) where sustainable forest management is
an important part of the economy, with high forest potential, a guarantee supported by tools
and equipment, and at least some level of organisation.
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Stages of sustainable community
forest management
Based on experience and a review of various projects on the sustainable and unsustainable
exploitation of timber and non-timber products, the stages of the value chain have been defined
in order to economically analyse the activity.

1. Obtaining the authorisation of the environmental authority
This stage consists of submitting a formal request for the exploitation of natural resources to
the relevant environmental authority. This request must be accompanied by documents proving
ownership, forestry management capacity, research and efficiency with regard to exploitation and
processing. The application must also include a forest management plan that contains the design
and description of the forestry systems and tasks envisaged in the forest to be exploited, in order to
guarantee its sustainability (Decree 1791 of 1996, compiled in Decree 1076 of 2015).
The present study was based on a review of sustainable exploitation (that carried out following
sustainability criteria and with the obligation to conserve the forest's natural yield⁴ through
silvicultural techniques that allow for its renewal).

2. Felling, logging and primary processing
Once the environmental authority has authorised forest exploitation, the product can be
extracted. In the case of timber products, this activity involves the felling of the tree, its
logging and crosscutting (generally using a chainsaw) to obtain blocks and boards.

3. Transportation
Minor transportation refers to hauling of the products obtained out of the forest. This may be a
stage prior to, or following primary processing, and may be done by waterway (using the available
waterways in the area to haul the products via canoe or human power), overland (using human or
animal power, typically mules), or mechanically (using cables, tractors or some other method).
Main transportation refers to the transport of products (logs or boards) to the point of secondary
processing or marketing. It may be carried out in several stages, so the origin, destination and type
of product must be indicated in each case. Main transportation may be by land or water.

4. Commercialisation
Traders are usually responsible for commercialising the timber products extracted from natural
forests. In Colombia, few projects have been identified that involve a strong forest supply chain
facilitating direct commercial exchange between communities and final consumers (MADS,
ONFA, 2015).
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Assessment criteria for providing
financial support to sustainable
community forestry management
The aim of this study is not to propose the best definition of sustainable community forest
management. On the contrary, it seeks to design simple criteria, easily measurable by financial
entities, allowing them to identify when a project involves sustainable community forest
management. To that end, the following criteria were used, which a banking institution might
apply when assessing the granting of a credit for this type of project.
• Sustainability: the financial entity will define the project's sustainability based on whether it has
a harvesting permit granted by the relevant environmental authority, according to the evaluation
of the applicant's proposed forest management plan (FMP).
• Community management: the project must be presented by a community or a group of people
from the community that owns the forest resource. The financial entity will evaluate whether or
not the project is a community project by means of a document presented by that community⁵,
certifying that they are interested in carrying out a sustainable community forestry project and
in applying for credit for that purpose.
• Area: the project must have a minimum area that guarantees the sustainability of the resource,
as defined in the FMP. Although there are not enough technical studies in Colombia to precisely
define the rotation time that allows the forest to recover after timber extraction, a minimum
turnaround time of 25 years⁶ is proposed before the same area is exploited again. In this
context, the total project area should include a distribution by quarters that guarantees that
the same area will not be re-exploited before the 25 year-period has passed.

Economic model of forest exploitation
in Colombia
The collection of primary information on forest exploitation and its associated costs were carried
out in the field, through structured interviews with various actors. Primary information was also
gathered from the Technical Assistance for Implementing of the Community Forestry Model project,
implemented by MADS and FAO with the support of the European Union.
Table 1. Sites visited

Region

Department

Environmental authority

Responsible

Northern Amazon

Caquetá

Corpoamazonia

ONFA

Northern Amazon

Cauca

CRC

FAO

Northern Amazon

Guaviare

CDA

ONFA

Southern Amazon

Amazonas

Corpoamazonia

ONFA

Andean

Antioquia

Corantioquia

FAO

Andean

Bolívar

ANLA

FAO

Northern Pacific

Antioquia

Corpourabá

ONFA

Southern Pacific

Cauca

CRC

ONFA

Southern Pacific

Nariño

Corponariño

ONFA

Southern Pacific

Valle del Cauca

CVC

FAO
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The information collected in the field did not allow the identification of any sustainable community
forest management project in the country, within the meaning of the term used in this study. The
interviews and consultations conducted in the field indicated the following:
• Under current conditions, the exploitation of timber and non-timber products from natural
forests is not a long-term economic option for communities.
• Environmental authorities involved in sustainable forest management should be more involved
in accompanying activities other than monitoring and control.
• The high costs of sustainable projects limit community access to this market.
Consequently, communities currently undertake informal and subsistence extraction of timber
products, often with no real community character. Social capital must therefore be strengthened
to improve the promising initiatives.

Figure 1. Information collection sites
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Results of the data analysis
The results present an overview of the exploitation and sale of timber products. Although they
cannot be extrapolated to the entire country's forestry chain, they do contain contributions from
the main institutions and actors in the sector, as well as information collected in the field that
reflects the reality of current forestry operations.
Table 2. General characteristics of the timber projects consulted

Characteristic

Description

Community projects

Some⁷

Compliance with legal requirements

Only in part

Existence of forest management plan (FMP)

Only in some

Size of the forest management unit (FMU)

90 - 200 ha, (FMU of 1600 hectares in the Tarapacá
management area, Amazonas Department)

m³/ha allocated (trees)

12 - 30

Number of species

50 - 200

Number of commercial species

5 - 13

The concept of sustainable community forest management cannot be applied to any of the projects
consulted in this study. Although the land and forests are owned by communities, these currently
act only as suppliers. In some cases, communities are involved in the logging and cutting stage
through individual initiatives. That means that one or more people cut the wood in the collective
forests and sell it on the market to support their families, but without actually belonging to a
collective project. In other cases, the community sells the whole tree, and traders are responsible
for its extraction and commercialisation.
Finally, in other cases, the transition towards sustainable community forest management is
underway, and the technical bases and social capital are being strengthened. Nonetheless, this is
still in an initial phase with respect to the conditions required by the government's proposed model
within the ENREDD+ framework⁸.
Table 3. Cost of sawn timber, placed at the collection site. In Colombian pesos per cubic metre (COP/m³)

Region

Department

Environmental
authority

COP/m³ tax free

COP/m³ incl. tax⁹

Northern Amazon

Caquetá

Corpoamazonia

207 019

227 500

Cauca

CRC

149 815

259 599

Guaviare

CDA

206 608

308 831

Southern Amazon

Amazonas

Corpoamazonia

508 745

531 745

Andean

Antioquia

Corantioquia

318 188

444 651

Bolívar

ANLA

383 200

487 971

Northern Pacific

Antioquia

Corpourabá

357 100

462 100

Southern Pacific

Cauca

CRC

255 034

360 034

Nariño

Corponariño

338 292

434 892

Valle del Cauca

CVC

176 746

199 056
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The data and interviews indicate that the costs and time involved in all the activities required to
obtain a forest exploitation permit or authorisation are very high, and that these are not always
recovered from the sale of the timber at market prices. This situation could encourage informality,
and suggests that taxes are only paid to the environmental authority when the product is transported
to a marketing point other than the place of extraction. In other words, when the timber may be
formally controlled during its transport along national roads.
Another factor that is significantly impacting the economic value of timber is the amendment of the
forest tax to 105 000 COP/m³ for some exploitation activities, as established by Decree 1390 and
Resolution 1479 of 2-3 August 2018, respectively. The data collected indicates that the total costs
of timber production, including the forestry tax and the procedures for obtaining the permit
or authorisation, are higher than market prices.
Given the characteristics of the current forest management system and the timber prices in the
respective regions (which vary according to negotiation conditions, exploitation distances, types
and qualities of species, and input costs), we conclude that this forestry economic model cannot
be used to apply for credit from a bank.

Funding options
Credit options for sustainable community forest management have been identified according to
two principles:
1. By reviewing how FINAGRO's existing credit destinations could be applied to the activities
in each of the sustainable community forest management stages identified (investment
destinations).
2. The banking requirements identified (technical, legal and economic) for granting credit
to applicants.
FINAGRO has four specific credit destinations for forest exploitation, valid for both commercial
plantations and natural forests:
1. Forests
2. Forest renewal
3. Maintenance
4. Exploitation and processing
According to FINAGRO's disbursement data, these destinations have traditionally been used
for forest plantations. Table 4 shows the main activities and funding needs at each stage of
sustainable community forest management, and their funding potential according to FINAGRO's
credit destinations applicable in each case.
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Table 4. Funding potential for sustainable community forest management activities, based on the applicable FINAGRO
credit destinations

Stage

Activities

Can be
financed on
credit

Justification

1. Procedures
for obtaining a
forest exploitation
or harvesting
permit from the
environmental
authority

1.1 Negotiation and other pre-operational
costs (includes travel, meetings and internal
community decision-making to agree to and
set the conditions to carry out sustainable
forestry management)

No

These activities are carried out
before the financial viability
of the forestry operation is
assessed

1.2 Statistical forest inventory

No

These expenses cannot be
related to any income

1.3 Forest inventory (includes labour, fuel,
food, materials and tools)

Possible

No financial product currently
exists, but could be designed if
the FMP¹⁰ and environmental
permit are available in advance

1.5 Development of the management
plan (time a professional team requires
for the drafting and consolidation of the
document, in addition to submitting it to the
environmental authority)

Yes

Financial product exists in
FINAGRO: technical assistance
841 250

1.6 Submission of the management plan
to the environmental authority (payment
to the environmental authority for reviewing
the plan, verification visits and follow-up)

No

These expenses cannot be
related to any income

1.7 Harvest and transport taxes (payment
to the environmental authority according
to the value of the cubic metres exploited;
paid on the basis of the timber cut and
transported)

No

No credits available for the
payment of taxes and fees

Chainsaw, portable saw

Yes

Financial product exists in
FINAGRO: forestry equipment
447 300

Fuel, labour, spare parts, tools and supplies

Yes

Financial product exists in
FINAGRO: forestry support
132 250

Mule rental (includes labour of mule
driver or transport worker), human carrier
(labour for hauling timber on the shoulder),
fuel, loading and unloading; payment for
transport services

Yes

Financial product exists in
FINAGRO: forestry support
132 250

Boat

Yes

Financial product exists in
FINAGRO: purchase of nonspecialised transport 641 160

1.4 Marking of trees for felling (days for
field marking trees)

Felling and logging

Minor transport
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Stage

Activities

Can be
financed on
credit

Justification

Main transport

Boat, flatbed, vehicles

Yes

Financial product exists in
FINAGRO: purchase of nonspecialised transport 641 160

Fuel, loading and unloading, labour, payment
to transport service

Working
capital

Financial product exists in
FINAGRO: forestry support
132 250

Travel, leases, sales staff

Possible

This does not exist at the
moment, but it could be
designed in case the FMP and
environmental authorisation are
available in advance

Commercialisation

* Destination is understood to be the specific purpose for which the credit money will be used
(FINAGRO, 2019)
** Not applicable: the fields "Not Applicable" have no related funding products under respective
FINAGRO concepts and codes

Although there are credit instruments available on the market, the banks are highly reluctant
to grant loans for partnership ventures, due in large part to the high default rate of this type of
credit. This is even more pronounced in the case of forestry activities, which are characterised
by high rates of informality and illegality, and are governed by few or no market rules. All this
generates a remarkable degree of financial uncertainty.
In this context, a series of steps must be taken before these projects are eligible for credit,
suggesting the need to adjust the community-based sustainable forest management model in
order to achieve economic viability in the legal context and make it an economically attractive
business for banks. These adjustments should not only be economic, but also regulatory and
technical. They should also involve community training, with the ultimate goal of building trust
among the actors (communities, banks, private sector).
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Making the economic model
financially viable
Currently, sustainable community forest management in compliance with the law (including the
costs of the procedure before the environmental authority, the forest taxes and the formalisation
of the labour force) is not competitive. For this reason, amendments to the current model must be
proposed to better position this activity on the market. The adjustment proposals are as follows:
• Revise the environmental authority requirements relating to the forest inventory so that only the
information needed to guarantee the sustainable management of the resource is requested. This
would reduce project start-up costs, since the applicant would not have to incur unnecessary
expenses to obtain documentation that is irrelevant for planning the exploitation of the
resource.
• Review the value of the forest tax, which under current conditions is equivalent to more than
20% of the timber sale price, affecting the economic viability of any project.
• Ensure that the forest management units (FMU) are at least 500 hectares so that the project
can be economically competitive and guarantee a minimum income for a family. This condition
is also aimed at ecological sustainability, since a 500-hectare FMU allows for harvesting periods
of 25 years or more to be planned, guaranteeing the recovery of the exploited resource.
• Increase sales prices by 10% over the current highest average value. The increased market
prices based on improved quality, guaranteed supply and legal timber production from natural
forests being used to negotiate improved market prices. This condition could be reflected in
purchase or supply contracts.
• Diversify production, beyond timber products. Several studies and other experiences in
the region (Guatemala, Mexico and Peru) have shown that sustainable community forest
management not only contributes to conserving forests and reducing deforestation, but also
to the quality of life of those who engage in it.

Initial meeting of
the forest inventory
with the entire Unión
Natural project team
and the population
of Vigía del Fuerte
trained in inventory
techniques by ONF
Andina and SENA
Photo: ONF Andina
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On the basis of these considerations, we propose a sustainable management model, in principle
based only on timber products, according to the available information. Figure 2 compares the
four models: i) current model; ii) current model adjusted to the environmental regulations for
small units; iii) current model adjusted to the regulations for large forest management units;
and iv) sustainable model.
Figure 2. Comparison of economic models for forest exploitation (values in COP)
700 000
600 000
500 000
400 000
300 000
200 000
100 000
Current model

Current model
adjusted to the
regulations,
small units

Current model
adjusted to the
regulations,
large units

Sustainable
model

Procedures before the environmental authority/m³

Maximum sale price COP/m³

Felling, logging and crosscutting COP/m³

Minimum sale price COP/m³

Forest Tax COP/m³
Timber price COP/m³
Minor transport COP/m³

In addition to the four conditions described above, which directly impact the costs and benefits of
a project, capacity building or continuous training to the communities is required to strengthen not
only their technical skills, but also their partnership and managerial capabilities. In addition, support
from the environmental authorities is key throughout the process in order to rapidly overcome
potential barriers.
Technical assistance allows an applicant to be trained in managing the resource, be guided towards
regulatory compliance, and receive support on project management. In addition, given that the
potential for sustainable community forest management in Colombia is greatest in areas of the
country that have experienced armed conflict, support must be provided to overcome social
conflicts that prevent or hinder the involvement and joint work of communities.
With regard to existing technical assistance tools in Colombia, Law 1876 of 29 December 2017,
which establishes the National Agricultural Innovation System (Sistema Nacional de Innovación
Agropecuaria; SNIA), envisages the provision of the Agricultural Extension Service (Servicio de
Extensión Agropecuaria). However, it is unclear that this framework provides the human and financial
resources required to deliver technical assistance to those interested in implementing sustainable
community forestry projects (GGGI, DNP, ONFA, 2018).
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In addition, business training must adopt a very different approach to the survival logic that
communities have pursued up to now. The training or support should involve a holistic approach
that includes not only technical, but also managerial, financial, production, time and transportation
aspects, as well as responsibility for economic issues (credit) and partnerships. It is important to
directly involve the private sector in this support, for example through trade unions, in order to
promote a business perspective.
Additional issues that were not addressed in this study, but which deserve a detailed review in order
to improve the technical, environmental and financial viability of forest use, are outlined below.
1. Technological improvements to the felling, logging and crosscutting stage, which directly
impact the quality of the product and the costs of this stage.
2. Technological and financial improvements to minor transport.
3. The need to overcome a series of barriers to the sustainable exploitation of non-timber
products, which have significant marketing potential in several of the locations where the
interviews were conducted.

Additional funding options
Based on the above, adapting the existing credit lines does not seem to be a priority. In order for
communities to be able to finance the updating of their management plans and the corresponding
use permits, different aspects must be addressed in parallel.
• Generate a more favourable legal and administrative context to reduce the procedural costs of
obtaining exploitation permits. This implies modifying the technical requirements applicable to
the management plans and census and controlling the timeframes for processing and granting
the permits.
• Improve forest knowledge and estimates of their commercial potential. In other words, comply
with the National Forestry Inventory cycles and disseminate their results; develop forest
management plans in the regions with the greatest potential for commercial forestry use;
consolidate knowledge of commercial species (life cycles, physical and mechanical properties,
market options, etc.). These activities should be a priority for the various environmental
authorities, from the MADS to the regional authorities and research institutes.
• Develop a tax regime that favours legality and the reinvestment of revenue into the
forest sector.
• Support communities technically, administratively, managerially and commercially to adopt
a business mindset. It is important that they consider the initial investments (management
plan, inventory) as assets that depreciate throughout the period of the sustainable forest
management project, with the goal of establishing provisions that can be used to finance
these stages again when the cycle ends. If philanthropic companies can be created, a logic
similar to that used for unemployment benefits could be applied to them, with compulsory
savings that can be recovered under pre-established conditions. This support is part of the
State's obligations, as set out in the Natural Resources Code and Decree 1791 of 1996
regulating forest use, now compiled in Decree 1076 of 2015, and can be financed through
public resources and cooperation.
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International cooperation and
public incentives
In the medium term, the management and use of natural forests cannot continue to depend on
international cooperation. In the short term, however, international cooperation aid can be used
to promote the strengthening of this activity.
Public economic incentives are currently unavailable in this sector. Nonetheless, they appear to
be viable options for encouraging the development of large-scale sustainable community forestry
projects. In 2014, ONF Andina and MADS proposed two types of incentives. The first is a tax
exemption for physical and operational capital investments in sustainable forest management,
which seeks to encourage investment in this type of project. The second is a subsidy for technical
assistance with multilateral credit, which helps finance the procedures before the environmental
authority in the development of a sustainable forest management project. This subsidy is based on
the fact that the best way to manage the resource and support the communities that administer it is
by funding the technical assistance required to properly implement sustainable community forestry
projects, including the development of the forest management plan.

Revolving funds
There are positive examples of revolving funds operating in Colombia, so these are considered
viable as long as the capital required is low and the return periods are short, as is the case with
timber commercialisation.
Figure 3. Stages of sustainable forest management and funding alternatives in each case

Procedures before the
environmental authority

International
cooperation

Felling, cutting and
crosscutting
Public incentives

Minor transport

Credit lines
Transport

Commercialisation
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Community integration with large
or medium-sized companies
Integration involves uniting communities (in this case those dedicated to the sustainable use of
timber and non-timber forest products) and companies (either processors or traders who have
capital, positive financial results and credit history). In these cases, it is the company that applies
for the credit from the bank or financial entity, after signing an agreement with the community.
Raw materials are used to pay off the credit: the business owner deducts the value of the credit
and the difference is given to the community. The subject of the credit is the business itself, which
mitigates the conditions required by the funding entities. In this type of alliance, the intervention of
a mediator/facilitator can generate sufficient trust between the two parties¹¹.

The lead species
identifier in an
inventory crew from
the Vuelta Cortada
community (Murri
River) measuring
the diameter of a
deformed tree
Photo: ONF Andina

Microcredits
This type of instrument corresponds to operations with maximum values of approximately
COP 20 000 000 and a current average effective annual interest rate of 44%. In addition to the
interest rate, financial intermediaries may charge fees and commissions in accordance with the
rates authorised by the High Council for Microenterprises. This financial instrument facilitates
access to the resource and reduces disbursement times. In short, it is an important tool for
increasing levels of financial inclusion and can leverage specific elements of sustainable forest
management. It is not proposed as a funding solution for sustainable community forestry projects,
since this is an industrial activity that requires high economic volumes to operate, but as part of a
combination of funding instruments.
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2. Within the “Pacto por la sostenibilidad: producir conservando y conservar produciendo”.
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