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The profit-sharing reforestation contract and the social optimal

cutting ages. A case study on a local public forest corporation.
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Résumé

The Profit-Sharing Reforestation Contract and the Social Optimal Cutting Ages. A Case
Study on a Local Public Forest Corporation

The local and central governments in Japan have been actively promoted the profit-sharing
reforestation contract between private forest owners and local public forest corporations
since 1960. It is well known that this contract is the useful tool for a public sector to realize
the efficient use of forest resources and that the efficient use depends on several
socioeconomic parameters such as the wage rate, the stumpage price, the discount rate, the
individual preferences and so forth. In Japan, the rise in the wage rate and the decline in the
stumpage price have been simultaneously and continuously observed since 1960. By contraries
the contents of the contract has not changed. This suggests that the contract might no longer
realize the efficient use as was expected.

This paper studies data from a local public forest corporation under several scenarios with
the various discount rates such as 0.035, 0.03, 0.025, 0.02, 0.015, 0.01, which are regarded to
induce the social optimal use of forest resources. We show that in the context of micro
economics, the existence of uncertainty in the real world and the externality which forest
resources generate can justify that these discount rates are lower than prevailing market
interest rates.

We estimate several cost functions whose variables are the site indexes, the distance to a
market, the future wage rate, and the future stumpage price. Using the functions and the
scenarios including the future stumpage prices and wage rates, we compute the social optimal
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cutting ages for current forests and the social land values for the bare lands when the contract
is finished. The number of computed forests is 644 and the species are Cryptomeria japonica
and Chamaecyparis obtusa which are popular for reforestation in Japan.

We show that the cutting ages under the current contracts are much shorter than the social
optimal for most forests and that when the contract is finished, the value of bare lands is
zero in the most cases. The latter implies that the lands will not be reforested by the land
owner. We point out that in brder to realize the efficient use of the forests, the local public
forest corporation might have to pay more to the land owners than the payment under the
current contract. Furthermore we consider the recent important issue, that is the problem of
final balance of the corporation. We additionally show that the final balance will yield deficit
when the discount rate is equal to and greater than 0.015. The important question arising
from this result is whether such a low discount rate are admitted socially or not. When the
discount rate is not low enough even if the uncertainty and the externality are considered, the
corporation come to face the difficult problem on welfare economics, that is the balance
between the efficiency, the social optimal use of forest resources, and the equity, the
distribution of profits and ~or social benefits among land owners and others in the society.






