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Corruption, Illegal Logging and Deforestation – An Overview

Despite international and national initiatives to reform a forest sector worth billions of US dollars per year, deforestation continues at an alarming rate in Indonesia, fuelled by widespread corruption. Over one billion US dollars has been invested in development assistance to the Indonesian forestry sector over the past two decades by more than 40 donors (World Bank, 2006). Yet, management and governance of the country’s forest resources continues to be weak and forests continue to be lost at an astounding rate. During the 1990s, according to official government data, the deforestation rate was between 1 and 1.7 million hectares per year. However, this rate was higher according to NGO and World Bank estimates. The non-governmental organization WALHI reported 1.4 million hectares lost per year
, while the World Bank recorded 2 millions hectares lost annually.

International donor assistance has not resulted in significant changes to the main forestry policies and practices implemented by the Indonesian forestry community. Indonesian wood-based industries depend on their timber supply from natural forests, with up to 70 percent of their wood supply coming from natural sources. Many timber plantation projects have failed to match the significant demand for timber. These projects have also allowed the government - in particular district governments who currently have substantial powers in managing forests - to develop forested land as oil palm plantations and for other agricultural uses. There has been a corresponding failure to develop capacity to build oil palm plantations on non-forested land.  Often, there has also been failure to build the promised oil palm plantations even after a forest has been cleared. 

Incoherent forestry policies and corrupt forestry practices have contributed to illegal logging and land conflicts involving local communities. A huge demand for timber - of around 60 million m3 per year from wood-based companies - has provided incentives for log traders, middlemen (Cukong) and the financial backers of illegal logging, to use and persuade local people to cut timber from protected or abandoned forests. The term illegal logging as used in this paper refers to any timber cut without a proper permit from the appropriate government as stipulated by law. 

This short paper highlights a new enforcement approach to deal with deforestation, illegal logging and corruption. The approach - entitled the Integrated Law Enforcement Approach (ILEA) – is a potential method for the international donor community to help the Indonesian government (and other developing country governments with similar problems) deal with illegal logging, deforestation and corruption. The approach requires international actors working on governance, banking, legal, and judicial reforms to work closely with their colleagues in the forestry and environmental sectors. It involves creating tools and instruments to deal with state revenue losses from the loss of forests. These tools and instruments are designed to seize the proceeds of crimes earned by the beneficiaries of forest destruction. Although the forests in question may have been illegally logged and destroyed some time ago, the proceeds of these crimes can potentially still be traced by ILEA instruments. The proceeds of forest crimes are the lifeblood of the crimes themselves and the main incentives for illegal logging, deforestation and corruption. Confiscating these proceeds is intended to reduce the incentives for engaging in forest sector corruption and the illegal clearing of forests.
The Integrated Law Enforcement Approach Model (ILEA)
As described above, forests are cut or cleared for timber, oil palm development or coal mining. Economic motives have been a major driver of deforestation. In addition, the introduction of greater power to local governments and a lack of financial integrity in the management of forests have also been major drivers of deforestation in Indonesia. Although Indonesian forests are still largely controlled by the central government (Ministry of Forestry), local governments contest the central government’s authority to manage forests that lie in their own administrative jurisdiction. Using forests for economic reasons is the right of the Indonesian government both at the central and local levels, and there is nothing illegal about using forests for financing Indonesian development. Unfortunately, each year, billions of US dollars in forest revenues are directed away from activities related to sustainable development. At the time of the Asian financial crisis in 1997/1998, export-based Indonesian wood firms reported huge losses instead of windfall profits. Additional revenues derived from the strong US dollar in relation to the Indonesian rupiah during the financial crisis were wiped out by reporting losses due to trading with clients located in jurisdictions of high financial risk, such as the Cayman Islands (Setiono, 2007). Though no one has traced these transactions, there is suspicion that they involved removing wood revenues from Indonesia to businesses abroad.

Efforts to stop deforestation must deal directly with these drivers of forest crime and the exact typology of criminal activity embedded in each driver.  There are four typologies of forest crime in Indonesia:

i) First, forests can disappear due to improper licensing for timber exploitation, oil palm development or coal mining. Using a legal instrument for “illegally” clearing forests required that criminal actors use one or more mode such as bribery, using a front company, and/or corruptly creating a new regulation. The legal companies will try to separate themselves from their illegal operators using these modes. 
ii) Second, forests can disappear because of a lack of supervision in timber and forest management. The current weak system of incentives for forest supervisors and law enforcement officers can easily be influenced by criminal actors. Bribery is the usual mode in this typology. 
iii) The third typology of forestry crime involves legal wood-based companies concealing the origin of timber. Legal wood companies have the right to issue documents that can be used to conceal origin. With bribes, however, they can escape investigation by forestry supervisors or law enforcement officers, often using local communities to protect them from investigation.
iv) The last typology of criminal activity in the forestry sector is related to the financial flow of the forest business. There is no system of financial integrity to support sustainable forest management. Despite earning billions of US dollars annually from forests, less than 1 percent of total forest revenues are spent on sustaining the forest sector (Noto and Setiono, 2008). The lack of disclosure and accountability in the financial reports of forest companies is a major weakness in the current financial system. 

As summarised in Figure 1 below, the ILEA is an instrument that seeks to address the drivers and modes of the above forest crimes. Corruption including bribery is the main mode used by criminal actors in all of the typologies of forest crime described. Under Indonesian law, creating private wealth while at the same time losing state assets through improper processes is an act of corruption, and forests are classified as state assets. Therefore, deforestation that occurs due to improper processes and resulting in the creation of private wealth is an act of corruption. The private wealth earned via this corrupt process is referred to as the proceeds of forest crime. The proceeds or illegal wealth created from corruption is subject to international corruption laws and international anti-money laundering regimes. Chasing the wealth created from corruption in the forestry sector can involve international investigations and prosecution. Regional and global ILEA models are being developed as a potential international instrument to return the proceeds of forest crime in a certain country. 
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Figure 1 - The ILEA Model

The ILEA model has five components, of which the leading component is the law enforcement unit. This unit has the authority and mandate to conduct investigations on corruption and money laundering.  The four other components work to prevent and provide inputs for the law enforcement unit. These components are the internal control unit, the auditing unit, the financial service provider (FSP) unit, and the accountability unit.

The Law Enforcement Unit aims to address deforestation and return the proceeds of crimes from illegal forest losses due to corruption. Under the Indonesian corruption law, forests are state assets and any loss of these assets constitutes a loss to the state. If a person has enriched him- or herself, has enriched associates or a corporation at the expense of losses to the state by breaking the law, he or she can be charged with corruption.
 Government officers in charge of managing forests and directors of forestry companies can also be subject to the corruption law.  A person in a position of authority who has misused his or her power for the purpose of enriching him/herself, or associates, or corporations at the expense of losses to the state can also be called a corruptor.
 A corruption charge can also be made against a person or government officer involved in bribery. A person who gives or promises to offer something (a bribe) to government officers who have responsibility for forests in order that they do not perform their function is also termed a corruptor.
 In addition, the government officers involved can also be charged with receiving a bribe.
 

The Law Enforcement Unit is intended to work together with other ILEA units in seven stages to confiscate the proceeds of forest crimes and return state losses:

i) First, the internal control unit will conduct analysis of deforestation size and rate in a particular forest area. This activity will provide information on the location, size, and type of forests being deforested, using geographic information system analysis, Google earth analysis, and other technologies.
ii) Second, using information provided by the internal control unit, the auditing unit will collect evidence of deforestation and estimate the size of losses to the state from the deforestation. The government auditing agency that has the authority to conduct audits of forest management will collect this information. The activity to calculate losses to the state from deforestation is also conducted by the accountability unit. This unit provides analysis of financial reports produced by companies and government agencies responsible for the deforestation. 
iii) Third, using information received from the forest auditors, the fraud auditors at the auditing unit will conduct fraud investigations in deforestation areas focusing on corruption and the identification of the suspects. This activity will be conducted by a special investigation unit under the government auditing agency. 
iv) Fourth, using information provided by the internal control and the auditing units, the Prudential Financial Service Provider (FSP) unit will identify and report suspicious financial transactions related to business activities that have led to deforestation. This unit works closely with the financial intelligent Unit (FIU). 
v) Fifth, the law enforcement unit will trace and freeze proceeds of crimes as identified by suspicious financial reports and investigative audit reports. With the help of the PSP unit, they will close the opportunity for the criminal actors to access the proceeds of crime.

vi) Sixth, the law enforcement unit will quickly build the case for corruption and money laundering offences. Based on data provided by other members of the ILEA system, they will collect evidence that will support corruption and money laundering charges. 
vii) Finally, the seventh stage is activity to confiscate the proceeds of forest crimes and return it to the state treasury. The law enforcement unit will work with international partners supporting a Regional ILEA as described in Figure 2 below.
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Figure 2 - Regional ILEA

The Indonesian Law Enforcement Unit may form a joint investigation team with, for instance, the Hong Kong law enforcement authorities to trace and confiscate the proceeds of crime deposited or transferred to Hong Kong institutions. The Hong Kong law enforcement unit would receive support from other agencies as described in Figure 2. The same approach could be established in Singapore as another key financial center in Asia.

Perspectives for the international donor community
It is fair to say that development assistance to Indonesia has yet to address key challenges in the Indonesian forestry sector. This does not imply, however, that international assistance is not needed or cannot be useful. Indeed, international assistance for reducing deforestation rates is growing as a new climate regime linked to deforestation is introduced. The World Bank and other donors have developed a new environment-based financial incentive system entitled ‘Reduced Emission on Deforestation and Degradation’ (REDD) that offers financial rewards to forest stakeholder for changing their forest use behaviour.
Without proper law enforcement that directly curtails incentives to continue illegal business activities destroying forests, REED incentives are unlikely to have much effect. No environmental money can compete directly with the ‘extraordinary’ profits earned by elite groups from oil palm plantations and coal mining in Indonesia. The ILEA model attempts to reduce these extraordinary profits and could potentially make the proposed REED incentives more attractive to Indonesian stakeholders. 

There is a gap, however, in implementing the ILEA model by government agencies and by NGOs, and there is a need to develop capacity to conduct the seven stages of the ILEA model and promote a culture of cooperation. The international donor community has a role to play in helping organisations supporting the ILEA model to reduce this gap. Moreover, the donor community could potentially help Indonesian law enforcement agencies to use the ILEA model to address corruption in other natural resource management sectors (ELSDA Institute, 2008).
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