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Thank you all very much. I want to speak briefly about why we should be doing this. I take it that 
most of you here would regard that as blindingly obvious, but I think it’s worth underlining why 
it’s important that we take on the challenge of stopping deforestation.  And secondly say 
something about the how. Now there are many dimensions and perspectives on the how, and 
other people will be covering other parts of that story. But I’m going to approach it as an 
economist as that’s my trade, but this is of course a subject that involves just about everything: 
the science and the biology and the physics and the chemistry and so on. It involves the politics 
and the governance and so many other dimensions. But I’m going to focus mostly on the 
economics. 

So let’s start with the why. The first part of the story is that if we are looking at stopping or 
reducing the risks of climate change then one of the lowest cost ways of doing that is to stop 
deforestation.  We don’t yet know exactly how much it will cost per unit of CO2. Our own 
estimates, the kinds of numbers we used in the Stern Review about three years ago, I still think 
are probably in the right kind of ball park; that you could halve deforestation for around 15 
billion dollars per annum. We won’t really know that until we really get going. There’s no excuse 
to really not get going, we should think in terms of numbers of that kind, and we’ll find out a 
great deal along the way. One clear lesson when you start to think of how to bring the cost 
down is that we have to act across the world at the same time. Because when people differ on 
their estimates of the costs of stopping deforestation, one of the key issues on which they differ 
is the amount of dislocation, or leakage, or however you phrase it. That if you try to stop 
deforestation in place A, and half of it moves to place B, then you’re obviously going to get a 
doubling of the cost estimate than if you assume that none of it shifts from A to B.  

So one of the key aspects of any kind of understanding of cost is this problem of leakage or 
shifting, and that surely should tell us that this is a subject or a set of actions where we have to 
be acting across the world at the same time. Not only because of the magnitude of the 
problem, but also because of the problems of leakage and keeping the costs down. So that’s 
roughly speaking what I wanted to say about the cost. At maybe five or ten dollars per tonne of 
avoided CO2 it has to be cheaper, and who knows, it could be a lot cheaper than that if we act in 
concert in the way that I described. 
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Now the second part of the economics of why, is because of all the benefits that arise which are 
beyond the fundamental issue of reducing the risks of climate change. Like most of you here, 
I’ve worked most of my professional life on the economics of development and the battle 
against poverty. That’s been forty years of my professional life. And if you look at the economics 
of development you see so many benefits from stopping deforestation. Just to think of the 
floods in Bihar and north-eastern India over the last two or three years. Different aspects have 
kicked in at different times, but one way or another, those have in large measure been 
associated with deforestation and soil erosion in Nepal. These floods set back development by 
twenty years. They have a huge effect on development, and that’s just in one part of the world. 
There are many other examples. 

If the Amazon started to collapse, much of Sao Paulo, the driving force, the heartland of 
Brazilian growth, would turn into a desert. These are the kinds of effects on rainfall and on 
patterns of water and flooding that deforestation has, beyond simply of course the association 
with climate change. There are so many more things that most of you here would be able to 
rehearse. There are the incomes of people who depend on the forests for a living, there’s the 
whole story of biodiversity, which my friend Pavan Sukhdev and his colleagues have focused on 
so clearly and strongly recently. So first and foremost there’s an overwhelming climate change 
argument in terms of the low costs of battling climate change associated with deforestation, 
but there’s still more.  And these much stronger and also fundamental arguments are 
concerned with development. So surely the case for action is absolutely overwhelming. 

So what about the how? And I’m just going to focus on a few aspects of the how because 
there’s so many. But the first thing we should underline very clearly is the importance of the 
sharing of cost. Policy has to be designed by the countries where the trees stand. They 
understand their own circumstances, their own challenges of development, their own 
institutional governance, cultural, historical structures, that will influence the way in which any 
kind of battle against deforestation has to take place in their country. They have to design the 
policies. But this is surely a case where the costs that will be incurred, and there will be costs, 
that those costs should be shared globally. Because we all gain from the slowing, or the 
reducing of the risks from deforestation, we’re all responsible for the problem of the very weak 
starting place.  

We do all have a responsibility as a world to partake in the sharing of those costs. We’re also 
responsible as a world for the demand of the wood, which is part of the story. So from 
whichever perspective you look at it: if you look at it in terms of history of where we are, if you 
look at it in terms of the future benefits which will accrue to all of us, if you look at it in terms of 
current demand for wood, and so on, there’s a very powerful argument for us all sharing in 
those costs. But let us be very clear, we constantly have to underline this, the strategies and 
policies themselves are the prerogative of the countries where the trees stand.  

The second part of the how that I wanted to emphasise was that it has to be seen as part of 
economic development. You can’t put the battle against deforestation over here, and the 
challenge of development planning over there. When Brazil puts together its Amazon plan, this 
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is about stopping deforestation and fighting poverty in the Amazon area of Brazil, and indeed 
in other contiguous parts of Brazil. It has to be a story of attacking deforestation and promoting 
development at the same time. The last time I looked at the numbers there was one head of 
cattle per hectare in Brazil. One per hectare. They must be spectacularly lonely cattle. This is 
surely an example where better use of agricultural land, a more intensive use of land, not an 
extensive use of land, is of crucial importance. Many of us have spent some time in Indonesia, 
and there are still parts of Indonesia where something approaching slash and burn agriculture 
takes place. Again, a very extensive wasteful use of land and water and all the other things.  

So we have to think, and this is a major part of the story, but not the only part of the story about 
why the battle against deforestation has to be integrated with development. It’s agricultural 
development, agricultural productivity, and that has to be a big part of the story of the battle 
against deforestation. Surely it tells us very clearly there’s no way we can think of policies on 
attacking deforestation unless we also are thinking about policies of development. They’re 
intermentally integrated, if we try to pull them apart we’ll create confusion and havoc and it will 
be much less effective. 

You can go on of course; governance is a key part of the story, in some countries as we know 
you find different parts of government fighting each other as to who’s going to make off with 
the trees. In some places the police think it’s their prerogative to make off with the trees, in 
other places, or even the same place, the army will think it’s its prerogative to make off with the 
trees. We in our charming way in the economics of development, talk about these as problems 
of governance. I know it doesn’t quite conjure up the kind of thing we’re thinking of here, but 
you cannot have good legal structures, good development plans, unless there’s a way of the 
country itself enabling these plans, having the institutional structures and the behaviour that 
can make these plans happen. So that will be a crucial part of the development strategy itself of 
a country fighting deforestation, but also an area where others, if they’re asked, can help.  

So the first part of the how was the sharing of the costs, the second part of the how is the 
absolute priority for integration with a whole development strategy, now the last part of it of 
course is prices. Now I put it at the end, not because I think it’s minor; it’s not minor, it’s major, 
obviously at a very simple economic level if people are not to cut down trees it has to be more 
rewarding to them to leave the trees standing as opposed to cutting them down. This is 
fundamental, but I put it at the end of the story because of the logical structure of the whole 
thing. You can’t build a prices and markets story unless the rest of it is starting to make sense. 
Now it would be madness to wait for a perfect market until everything else is perfect, that’s not 
a route to making things happen. But you have to be thinking about the whole development 
story in order to be successful with any kind of market structure. Now the development story’s 
going to be imperfect, the market structure story’s going to be imperfect, but both of them 
together can do something strong and powerful, and really make a very big difference here. But 
that’s why I left it to the end. 

But it is going to be important to have market structures that work. I think we have to think 
because of the dependence on development, the story of public money being most important 
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in the earlier days of this story, and then over time private money and carbon finance start to 
kick in. You know the clever thing about markets is you can always take money that’s coming 
later and bring it forward through capital markets, and we can think of structures that actually 
could advance some of the private money. But in terms of making markets work well, I think we 
have to think of the earlier part of the story as being primarily government money. 

Now I’ve worked in a ministry of finance, it was actually quite a good ministry of finance; I was 
Chief Economist of the World Bank, and spent a lot of my time with ministers of finance. And 
most of them were also serious and conscientious. All of them are very cautious about public 
money. Now in particular they’re cautious about public money because of the events in the 
financial and economic world over the last few years, which many of you will have noticed; they 
are under greater pressure, at least in rich country public finances, than they have been for a 
very long time. That’s why we have to take the argument to finance ministries very strongly; 
because this will be in large part, in the beginning of the story of the fight against deforestation, 
something that requires public money. That case has to be made, and it has to be made 
strongly. 

Now as somebody who worked at a senior level in the ministry of finance, and worked for the 
World Bank, and advised people on these issues, you tend to be quite conservative; why would 
you want to borrow rather than raise taxes? Well those things are always evenly balanced. But 
actually in this case, on this subject, we have a clear argument for some role for borrowing in 
public finance. Why? Because if you ask yourself, if our children were roughly like ourselves, let’s 
imagine they have preferences roughly like us, would they like to have a better climate and a bit 
more debt, or a bit less debt and a lot worse climate? Now I think the answer to that question is 
obvious. You can pay off debt over time in a way that suits you, but much of the damage, the 
rundown, the destruction of environmental capital would be irreversible. So as a rather 
conservative person in approaching public finances, you have to recognise that sometimes the 
arguments for borrowing are better than others. And this is one where in the logic of the 
economics, in the logic of the market failure of the externality, there’s some case for some of 
this funding to be debt funding. 

Now I think in Copenhagen we’re going to have to look very hard at various sources of funding. 
This is one of the key areas I would argue we want at least 15 billion dollars a year, by 2015, for 
support for the battle against deforestation. And much of it in that early period will have to be 
public money. We’re going to have to look very hard, all of us here, from rich countries and poor 
countries, we’re going to have to ask ourselves the question: how do we raise the kind of 
money that we’re going to need? If you look at adaptation in Africa and other vulnerable 
countries, if you look at the importance of developing and employing new technologies, we 
need at least 15 billion dollars a year by 2015 to fund the kind of activity we’re talking about. Of 
which deforestation is a major element.  

We’ve got to look right across the board at new sources of finance; we don’t want this to just be 
re-juggled money or non-additional money. We’ve got to look right across the board at 
auctioning of permits, debt instruments that I just mentioned, taxation of things which are not 
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yet taxed under carbon taxes such as international aviation and maritime. We should be looking 
at creative uses of special drawing rights, we should be looking at things like transaction taxes. 
We should be looking right across the board, because one of the outcomes of the work here has 
got to be a serious financing package, and given the pressures on public finances, it’s got to be 
in large measure put together with new sources of funds. Both because of pressures on rich 
country public finances, but also because the developing world should have some kind of 
confidence that it will be additional. So let’s build up the story of prices, let’s build up these 
markets, let’s make the trees more valuable standing than cut down. But let’s also recognise the 
investment, and a lot of it from public money, that has to take place, and we have to get serious 
about where that money comes from. Thank you very much. 
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