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Case Study: Taxation and Agriculture in Costa Rica

Costa Rica has a rich biodiversity and forest reserve. In an attempt to curb the negative impacts of other sectors on biodiversity and to preserve biodiversity and forest resources, the country introduced an economic incentive system after the 1992 Rio de Janeiro convention. Costa Rica uses economic incentives as instruments to foster sustainable use of forest ecosystems and to effectively preserve forest biodiversity.

The environmental service payment program compensates forest owners for the provision of environmental services to other sectors, i.e., society in general, including watershed protection, biodiversity preservation, provision of environmental quality and greenhouse gas reduction.

Historically, the economy of Costa Rica has been dependent on the agricultural sector, where large tracts of land were cleared for farming and pasture. This trend further accelerated with population growth in the country. As a result, between 1950 and 1994, 37% of forested land was cleared. To tackle the problem of deforestation and biodiversity loss, Costa Rica introduced a number of forest policies: Income Tax Deduction Program (1979) and Soft Credits Program (1983) aimed at providing financial incentives for the conservation and sustainable use of forests. The 1986 forest law initiated forest reserves and limited logging in environmentally sensitive locations. Subsequent laws, Forest Payments Title (1986) and the Forest Advance Payment Title (1988) further introduced incentive systems for sustainable forest ecosystems in Costa Rica. In 1990 and subsequently in 1994 and 1996, forest management incentive payments were reinforced to address limitations with previous legislation. 

The incentive system compensates $201.6/ha/year for forest protection, $516/ha/year for reforestation, and $314/ha/year for sustainable forest management practices as these measures provide services to other sectors. To facilitate incentive payments, a national environmental service fund for forestry was set-up. Part of the funding came from a 3.5% fuel tax, from the issuance of bonds, and from private sector contributions.

As a result of these initiatives, more than 280,000 ha of forested land was involved in the incentive based program. Regions like Huetar Norte have more than 66,500 ha of forested land, with additional 42,000 ha forested land in marginal lands. As a result, the region contributes 43% of wood supply in Costa Rica. In the years from 1998 to 2001, about 4,710 ha were reforested, with an additional 20,248 ha being given a protection status, and approximately 8,371 ha of forestland under a sustainable management scheme.

Costa Rica’s experience provides an example of how incentive systems, adapted through participatory process, can reverse degradation and loss of forest biodiversity and lead to further expansion of the ecosystem base in ways that also generate income to local communities and provide environmental services to society.

