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Background  

India, with a GDP of US $691 billion for the year 2004, 
has emerged as the tenth largest economy in the world. 
The economy has grown at an average rate of 6.7 per 
cent since 1994. The vision 2020 of India targets an 
economic growth rate of 9 per cent per year with a view 
to quadrupling per capita income and putting India as 
the fourth largest economy in the world.  The effect of 
this high economic growth on natural resources, 
particularly the remaining forest ecosystems is a matter 
of concern.   The nation shares just 2 per cent of the 
world s land mass but is home to more than a billion 
people.  Being a mega biodiversity country, forests in 
India play critical role of providing several ecosystem 
services which are mostly unaccounted for in economic 
terms.     

The recorded forest area of the country is 76.52 million 
hectares which is classified into reserved, protected and 
unclassed forests.  India is targeting to have 25% of area 
under forest/ tree cover by 2007 and 33 % by 2012 in 
order to fulfil the objectives of the National Forest 
Policy.  The Forest Survey of India in its latest report 
(State of Forest Report -2003) estimated the forest cover 
in India as 67.8 million hectares (20.64% of geographical 
area).   Of this, the share of very dense forests (i.e. 
canopy density over 70%) is just 1.5 percent.  The 
nation has lost about 26,000 sq. km of dense forest 
(canopy density over 40 %) between assessment year 
2001 and 2003 although there was a marginal increase in 
the total forest cover (FSI, 2005).   

India has introduced strong legal measures for forest 
conservation. Several innovative approaches such as 
Joint Forest Management (JFM)/ Participatory Forest 
Management are in place to ensure peoples participation 
in conservation.  However, the available indicators on 

the progress of the implementation of these measures 
show that there are several gaps and weakness in the 
forest conservation and management. For example, it is 
pointed out that the efforts for compensatory 
afforestation in India have not showing the results in the 
field due to several implementation problems including 
the lack of adequate funds.  Forest Management in India 
has undergone several changes. It is realized that 
government through its command and control methods 
alone cannot manage the forest successfully and this 
calls for looking at strengthening alternate options, 
particularly economic instruments. Currently, forest 
management faces several constraints including a lack of 
adequate funds.  The allocation to the Ministry of 
Environment and Forests is just 1 per cent of the total 
budget. It is possible that the introduction of suitable 
economic instruments for ecosystem services of forests 
would strengthen forest conservation and sustainable 
development in India.     

Economic Instruments are market based mechanisms.  
Any instrument that aims to induce a change in 

behaviour of economic agents by internalizing 
environmental or depletion cost through a change in the 
incentive structure that these agents face (rather than 
mandating a standard or a technology) qualifies as an 
economic instrument .   Economic Instruments include 
(a) Price based incentives such as  user charges, user 
fees, product charges, input taxes and subsidies for 
environmental technology/ research, import tariffs, soft 
loans and grants, deposit refund schemes, 
environmental performance bonds  (b) marketable 
permits, rights or quotas (c) adjusting barriers to market 
entry such as liability insurance legislation, information 
programmes, voluntary measures, ecolabelling and 
certification. Economic instruments have several 
advantages over the command and control standards 


