
Making national 
forest funds 
More effective



What policymakers  
should knoW about 
national forest funds
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2 • Making national forest funds more effective

1 national forest funds (nffs) 
are publicly managed financing 
mechanisms designed to support 
the implementation of policies on 
the conservation and sustainable 
use of forest resources. 

2 When properly designed and 
Managed, nFFs can be effective 
mechanisms for addressing the 
financing needs of the forest sector 
and managing public and private 
investments at the national level.

3 hoWever, the establishMent 
of an nff will not, in itself, fix weak 
administration, ineffective revenue 
collection, or the poor management 
of collected revenues. 

4 the key deterMinant of an nff's 
efficacy is its governance structure, 
which should ensure complemen-
tarity between the nFF and the 
broader national financial institu-
tional framework.

5 an effectively designed nff 
encourages the wide involvement 
of stakeholders in its governance.

6 coordination aMong the 
public, private and not-for-
profit sectors can achieve 
increases in forest investment by 
capitalizing on the comparative 
advantages of each sector, especially 
when government provides a reg-
ulatory and policy setting that is 
conducive to investment.

7 nffs are iMpleMented Most 
effectively when they have oper-
ational flexibility, technical capacity 
and strong financial expertise.

8 financial discipline, the strate-
gic allocation of resources, and the 
efficient operational management 
of expenditure are key indicators of 
sound financial performance in nFFs.

9 nffs Must attain accepted 
standards of accounting and 
reporting, evaluation, and internal 
and external auditing. 

10 the key eleMents of effective 
oversight of an nff are appro-
priate check s and balances, 
safeguards against conflicts of inter-
est, and mechanisms for ensuring 
transparency and accountability in 
operations.



nFFs are financing mechanisms man-
aged by public institutions designed to 
support the implementation of policies 
for the conservation and sustainable 
use of forest resources. they may be 
funded by earmarked taxes and other 
domestic forestry income and through 
bilateral or multilateral development 

assistance mechanisms, including 
donations. Depending on the source 
of financing, nFFs usually exist for more 
than a single government budget cycle.

nFFs have many potential func-
tions. For example, they may assist 
in the implementation of specif ic 
forest-related activities of government 

agencies, the capacity-development 
efforts of non-governmental actors, 
and payment schemes for the provision 
of environmental services, and they 
may co-finance private investments 
in forests.

effective national forest funds
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challenges to  
institutional adaptation 
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at least 70 nFFs were in operation 
globally in 2014, and nine more were 
in the process of being established. 
the growing importance of nFFs is due 
partly to their potential for harnessing 
multiple sources of financing, and partly 
because they offer specialized man-
agement – such as flexibility, openness 
to innovation, and focus on results – to 
support targeted forest investments.

On its own, the establishment of an 
nFF is insufficient to resolve problems 
in the administration and management 
of revenues. many nFFs have struggled 
to achieve financial sustainability, and 

some exist only on paper. in addition to 
funding challenges, some nFFs do not 
have clear, well-defined goals, and links 
between nFFs and national forest poli-
cies and programmes are often weak.

the financing of SFm is becoming 
more complex with the emergence 
of various national and international 
financing mechanisms, such as those 
related to climate-change adaptation 
and mitigation. the magnitude of 
funding is increasing, along with the 
complexity of accessing such resources. 

Despite the need for institutional 
mechanisms to improve forest financing 

and its governance, there is limited 
information at the global level on how 
nFFs work and how to achieve efficient 
design and operation.

nFF performance can be improved by 
addressing four basic design elements: 
1) fund governance structure and man-
agement; 2) fund capitalization; 3) fund 
utilization; and 4) fund oversight. each 
of these is described in following pages. 
the box on page 7 outlines three critical 
enabling conditions for effective nFFs, 
and page 8 lists actions for increasing 
the effectiveness of nFFs.

4 • Making national forest funds more effective
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the good governance of an nFF includes 
the following five aspects:
1 well-defined goals and objectives 

and a clear set of target parameters, 
aligned with the goals of a national 
forest policy or programme;

2 a governance structure at a high level 
of government that ensures comple-
mentarity and cohesiveness between 
the nFF and the broader national 
financial institutional framework;

3 effective oversight, comprising 
appropriate checks and balances, 
safeguards against conflicts of 

interest, and mechanisms for ensur-
ing transparency and accountability;

4 an appropriate legal form that is 
aligned with the objectives of the 
nFF and the political and institutional 
environment in which it operates; 
and

5 a robust, competent and flexible 
organization, with adequate finan-
cial management capability.
the governance structure of an nFF 

is the key determinant of its success. 
nFFs that operate under the adminis-
trative orders of single ministries are 

generally weaker than those working 
under higher-level institutional set-
ups – for example, they may be less 
effective in negotiating with donors and 
other key stakeholders. 

to be effective, nFFs require the 
involvement of those stakeholders 
whose decisions are critical for achiev-
ing the objectives of the nFF. One way 
of increasing stakeholder involvement 
is to open up membership in governing 
bodies and management committees 
to relevant and competent groups and 
actors, including in sectors such as 
finance, the environment and energy.

Fund governance and management 
can be improved by ensuring greater 
congruence between an nFF’s mandate 
and the overall goals of forest policies 
and programmes. empowering nFFs 
with the necessary legal, financial and 
organizational capacity is critical. 

iMproving governance
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the success of fund capitalization 
depends on an nFF’s ability to mobi-
lize and harmonize financial resources 
from all sources. nFFs that depend on 
forest-sector-related taxes and fees 
tend to experience slower growth in 
capitalization than funds that receive 
non-forest revenues. they may there-
fore face greater challenges in achieving 
financial sustainability.

adequate provisions for accountabil-
ity and transparency, and an efficient 
mechanism for revenue collection, will 
help ensure that revenues continue to 
be available to an nFF.

Strong government support and 
funding can help legitimize a fund 
and generate trust among stakehold-
ers. Domestic policy and institutional 
frameworks that meet the governance 
requirements of international funding 
mechanisms will increase the potential 
for fund capitalization.

increased coordination among the 
public, private and not-for-profit sectors 
in forest investment can achieve syner-
gies by capitalizing on the comparative 
advantages of the various sectors. the 
public sector can especially assist by 
providing an enabling environment for 
investment by others. 

Diversifying sources of income and 
devising innovative schemes such as 
payments for forest environmental 
services can help nFFs to mobilize 
resources and provide the forest sector 
with continuous support. 

iMproving capitalization
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iMproving utilization 
the main hurdles for effective utilization 
are: lack of awareness about nFFs 
among potential recipients; complicated 
administrative procedures for receiving 
funding; low levels of funding; and a 
lack of appropriate technical support. 
matching user needs with incentives 
and applying a mix of incentive mecha-
nisms to support forest investment can 
result in stronger and more sustainable 
outcomes.

receptivity and responsiveness to 
local community needs and aspirations 
can improve an nFF’s visibility and 
sustainability. Funds with specific and 
clear target areas and beneficiaries 
are most likely to have a significant 
impact, and combining financial and 
technical support can also help ensure 
effective fund utilization. key indica-
tors of financial performance in nFFs 
include the extent of financial discipline, 

the strategic allocation of resources, 
and the operational management of 
expenditure.

nFFs are most ef fective when 
they have operational flexibility and 
technical capacity. Strong financial 
expertise is also essential if an nFF 
is to competitively manage a diverse 
portfolio of assets.

iMproving oversight
effective oversight can be achieved by:
 ensuring broad representation of 

stakeholders in fund governance; 
 maintaining effective accounting and 

monitoring and evaluation systems; 
 strengthening mechanisms for 

independent review, oversight and 
safeguards against conflicts of 
interest; 

 improving public access to informa-
tion on nFFs; and 

 building the capacity of staff in 
managing funds and good gover-
nance practices.
there is no excuse for an nFF failing 

to meet accepted standards of account-
ing and reporting, internal control, and 
internal and external auditing.
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three key enablers

nFFs operate most effectively within 
a regulatory and policy environment 
conducive to forest investment. 
Such an environment includes the 
following three key aspects:  
1 strong policy and political 

support for nffs at the highest 
levels of government – the public 
sector plays an important role as 
promoter, investor, regulator and 
facilitator of nFFs. Funds obtained 
through the public sector can lever-
age private-sector investment. 

2 Well-defined tenure systems 
and property rights – policies to 
promote forest-tenure security 
act as incentives for forestholders 
and forest managers to engage 
actively in nFFs. 

3 a positive investment climate 
that encourages innovation 
and private-sector investment 
– such an environment would 
include openness to free-market 
principles, transparency and 
accountability in business trans-
actions, and simple and quick 
dispute-resolution mechanisms. 



the following actions can increase the 
effectiveness of nFFs: 

 boost private-sector and community 
awareness of and participation in 
nFFs.

 ensure wide stakeholder represen-
tation in nFF governing bodies to 
provide legitimacy and transparency, 
strengthen support and promote 
synergies. 

 establish nFF financial governance 
and fiduciary standards that meet 
the requirements of international 
financing mechanisms with a view 
to obtaining funding for national 
priorities from such mechanisms. 

 diversify funding opportunities to 
increase the stability and sustain-
ability of nFFs. 

 Make an attractive business case for 
investment by the private sector in 
nFFs.

 decentralize nFFs with the aim of 
increasing their responsiveness to 
local communities and other stake-
holders directly involved in the 
implementation of forest activities.

 create a global nFF platform to 
expand the sharing of information 
and knowledge on real-world nFF 
experiences.

the Way 
forWard

this policy brief is based on Towards effective forest funds, an FaO 
Forestry Paper published in 2015. For copies of the Forestry Paper, visit 

www.fao.org/3/a-i4359e.pdf or contact rao.Matta@fao.org.

i4574e

Fr
O

n
t 

cO
V

er
: ©

 k
la

u
S 

a
c

k
er

m
a

n
n

, B
a

c
k 

cO
V

er
: ©

 S
c

h
u

lz
ie

   
   

D
eS

ig
n

/l
aY

O
u

t:
 k

at
e 

Fe
r

r
u

cc
i

© fao 2015

http://www.fao.org/3/a-i4359e.pdf
mailto:Rao.Matta%40fao.org?subject=

