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Obstacles to the Mortgage Financing of Forest
Rights and its Countermeasures
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Abstract Current status of the mortgage financing of forest rights is introduced. Significance of the development of mortgage financing of rural for-
est rights is analyzed, indicating that the mortgage financing of rural forest rights is an inevitable trend of rural reform development, Mortgage finan-
cing of forest rights in rural China is an effective vector for the farmers’ income increase project with financial support, explores the great potential of
forest resources, promotes the coordinated development of forestry and financial services. Major obstacles for the mortgage financing of forest rights
at present is pointed out, which are the high assessment fees, the complex mortgage valuation, the unsound element market of forestry, and the
lack of risk protection mechanism. Countermeasures for the development of mortgage financing of forest rights is out forward. For instance, both
government and Forestry Bureau should strengthen the circulation services, establish smooth evaluation mechanism, establish companies for rural
assets platform, increase the interest subsidies for forest right mortgage and the risk compensation, strengthen the team construction and improve

the service system.
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The Three Agricultural Problem is the core of the income
increase of farmers. And the fund shortage of rural construction
and agricultural development is the key restricting the develop-
ment of the Three Agricultural Problem!". Peasant household
is the basic management unit of agricultural production in China
at present; and solving the problems in agricultural economic
development should be started from the household financing.
However, the greatest asset of peasant households in China at
present is their own contract management land, rural housing
sites, and forestry. And implementing property rights financing
is an inevitable trend of rural finance development in future.
China is a big agriculture country, and the " three rights" mort-
gage financing in rural areas is needed urgently. In the year
2003, the State Council and the Central People’s Government
introduced the Decision to Accelerate the Development of For-
estry, which clearly pointed out that forest rights can be used
as mortgage financing. Through the exploration and practice in
different regions, there are typical examples, such as Lishui
Mode of Zhejiang Province, Yongan Mode of Fujian Province,
and Dandong Mode of Liaoning Province. As the core content
of promoting the forest rights reform, new governance frame-
work and practice pattern for mortgage financing of rural forest
rights are put forward, which are different from the former ones
and have realized a series of financial services innovations.
This research uses the literature analytic method and interview
method to analyze the status, importance, and obstacles of
mortgage financing of rural forest rights, and puts forward de-
velopment strategies for mortgage financing of rural forest rights
from the aspects of forest rights assessment, circulation and
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protection according to the specific problems at present. Cur-
rent status of the mortgage financing of forest rights is intro-
duced. Significance of the development of mortgage financing
of rural forest rights is analyzed, indicating that the mortgage fi-
nancing of rural forest rights is an inevitable trend of rural re-
form development, Mortgage financing of forest rights in rural
China is an effective vector for the farmers’ income increase
project with financial support, explores the great potential of for-
est resources, promotes the coordinated development of forest-
ry and financial services. Major obstacles to the mortgage fi-
nancing of forest rights at present are pointed out, which are
the high assessment fees, the complex mortgage valuation,
the unsound element market of forestry, and the lack of risk
protection mechanism. Countermeasures for the development
of mortgage financing of forest rights are put forward. For in-
stance, both government and Forestry Bureau should strength-
en the circulation services, establish smooth evaluation mecha-
nism, establish companies for rural assets platform, increase
the interest subsidies for forest right mortgage and the risk
compensation, strengthen the team construction and improve
the service system.

1 Current status of mortgage financing of

forest rights in rural China

Forest right is a kind of right taking forests, trees and
woodlands as the object. All the rights belonging to the posses-
sion, use, income or punishment of forests, trees and wood-
lands are divided into the forest ownership. Forest right is an
important property right. According to the legal meaning and
practice of forest rights, mortgage financing of forest rights is a
behavior that forest rights owners take their ownership or use
rights of forests, trees and the use rights of woodland as the
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mortgaged goods in order to take out a loan from banks, rural
credit cooperatives and other financial institutions. And in fact,
the former usually occurs, while the latter almost never hap-
pens™ . The long-term single pattern of mortgage loan with real
estate as the major form has broken through, which is the inno-
vation of the mortgage financing of forest rights. At the same
time, woodland use rights and forests ownership rights are in-
troduced as new mortgaged goods, which turns the forest re-
sources into realizable assets.

Within the context of the law, the Property Law, the Guar-
antee Law, and the Forest Law regulate that use rights of tim-
berland, economic forestry, fuelwood and woodland can be
transferred and can be converted into shares or used as the
conditions for afforestation cooperation, joint venture, and co-
operation and investment of forest management in accordance
with the law. This lays a legal foundation for the forest rights
being used as mortgaged goods. In the year 2003, Decisions
on Speeding up the Development of Forestry pointed out that
forest rights can be used as mortgage financing. In the year
2004, the State Administration of Forestry issued the Applica-
tion of Measures Concerning Assets Mortgage Registration of
Forest Resources, so that forest rights used as financing guar-
antees becomes feasible legally. In July 2008, the central au-
thorities have introduced the Suggestions on Comprehensively
Promoting the Reform of Collective Forest Rights System,
which regulated that forest farmers have the contracted man-
agement right of woodland and the ownership of forest and can
transfer or rent them. In October 2008, the People’s Bank of
China and the Banking Supervision Commission together imple-
mented the Suggestions on Accelerating the Innovation of Rural
Financial Products and Service Mode, selecting several coun-
ties and cities as the innovation sites of rural financial products
and service modes, accelerating the rural financial innovation,
and actively improving the rural financial services. This pro-
vides legal assurance for the development of rural mortgage fi-
nancing of forest rights. After implementing the national policy,
some regions in China begin to actively explore the mode of ru-
ral mortgage financing of forest rights. Taking Yongan of Fujian
Province as the origin, mortgage financing service of forest
rights began to be implemented in China rapidly. During the ex-
ploration and practice, the Lishui Mode of Zhejiang, the Dan-
dong Mode of Liaoning and other reform models have provided
policy blueprint for the mortgage financing of forest rights in
China.

2 Importance of developing the mortgage

financing of forest rights in rural China

2.1 The inexorable trend of rural reform Based on the an-
alyses of forest right system in China in the past, it can be
found out that forestry assets have established neither manage-
ment body, nor clear property rights. And the farmers have not
truly become the masters of the forests. However, with the es-
tablishment of socialist market economic system, reform of for-
est rights with property rights reform as the core and the
" Planting Trees and Thriving People’s Living" as the objective

is the historical necessity, as well as the realistic choice of
deepening rural reform.

2.2 The effective vector of the income increase project of
peasant households supported by the finance The insuffi-
cient agricultural capital input is a major problem restricting the
agricultural development in China. Due to the lack of effective
financing channels, the long-term lack of agricultural inputs has
seriously affected the potential of agricultural development. The
literature shows that there are mainly two channels for the fi-
nancing of peasant households. One is the rural commercial
bank and the other is folk debit and credit. Rural commercial
bank has the disadvantages of few operating sites, little fund in-
vestment, and complex loan processes. Therefore, except the
closely-related units and the big-specialized-households, nor-
mal households can hardly loan from the rural commercial
banks. Therefore, normal peasant households do not care
about the rural commercial banks and usually borrow money
from the folk debit and credit, but they peasant households with
low income can not afford the high interest, which make the
farmers become even more poor'®’. Therefore, it can be con-
cluded that the rural financial system at present is still inhibited
or distorted, which hinders the development of rural economy.
In fact, farmers are not lack of assets in an absolute sense,
they have the use rights of land, forest, and houses under the
current legal framework. Therefore, developing the mortgage
financing of forest rights is an effective way to support the rural
economy.

2.3 The huge potential of releasing forest resources
China has in all 182 million hectares collective forest land. At
the end of the year 2009, China has finished the forest reform
area of 118 million hectares, accounting for 64.7% of the over-
all collective forest land. A total of 5 542 peasant households
get the certificates of forest rights and farmers become the real
subject of the operation of collective forest land. Moreover, due
to the great response of pilot project, farmers show unprece-
dented enthusiasm for the forestation and their income is signifi-
cantly increased. Capital and production factors accelerate the
flow to rural areas and the grass-roots political authority in rural
areas is further consolidated. Forest industry has long produc-
tion chain, large market demand, and wide employment space.
The mortgage financing of forest rights is to make farmers have
important means of production, which helps to develop the
farmers’ initiatives of forestry production and operation, improve
the forest resource utilization and production rate, and release
the tremendous potential of people™’.

2.4 Promoting the coordinated development of forest and
finance Developing the mortgage financing of forest rights de-
velops the forestry assets in rural areas, makes the forestry as-
sets become floating capital and realizable " green" bank, ef-
fectively promoting the reform of forest rights system in China,
expands the field of mortgage financing, and optimizes the
structure of credit loan. In a word, developing the mortgage fi-
nancing of forest rights plays a positive role in promoting the in-
come increase of farmers, the business development of banks
and the efficiency increase of forestry.
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3 Obstacles for the mortgage financing of

forest rights at present

According to the investigation and analyses, financial sec-
tors worry about the growth of " three rights" resources due to
the scattered distribution of " three rights" resources in rural ar-
eas. Based on the security of funds, the enthusiasm for the
mortgage of " three rights" resources still needs to be im-
proved. Major obstacles for the difficult mortgage of " three
rights" resources are the high assessment fees, difficult mort-
gage valuation, imperfect forest factor market, and lack of risk
protection mechanism.
3.1 High assessment fees At present, China has relatively
few assessment agencies with forest rights qualifications. Be-
sides, the fees are high in these agencies and the applicants
can hardly get loans. Some cites and provinces require that
value determination should be carried out by the appointed
evaluation company and other companies are not authorized by
the banks. But the fees charged are usually too high in the ap-
pointed evaluation companies and the loan applicants are difficult
to accept the price. For instance, Fengdu Huaxia Ecological Agri-
culture Development Co. , Ltd. requested for a loan of 15 billion
yuan, but the evaluation fee is as high as 700 million yuan.
3.2 Complex mortgage valuation Value evaluation of for-
est rights assets is the prerequisite for the certification of prop-
erty rights. But since the assets of forest resources belong to
the special resources assets, it is difficult to carry out value
evaluation and can easily cause the evaluation risks of mort-
gaged goods. Firstly, the assets of forest resources have com-
plex constitution, including trees and woodland. Secondly,
there area great value differences in different forest types; and
even the same forest type as different ages have great differ-
ences. Thirdly, commercial forest and public welfare forest
have different values. Public welfare forest is generally low val-
ues, because ecological benefit is the major functions of public
welfare forest and the eco-compensation policy is still not widely
implemented. Fourthly, corresponding trading market has not
been formed and the trading market is lack of standardization.
Thus, the fair value of forest resources assets can hardly be
determined. Fifthly, the value of resources assets has the
characteristics of natural appreciation and long growth cycle™’.
3.3 Imperfect forest factor market Although the pilot areas
have established the forestry factor market, it is still relatively
backward compared with the development of forestry industry.
The forest and tree resources can not flow freely in the trading
market, which brings risks to the financial institutions when
dealing with the mortgaged goods. The construction of forest
factor market should be further expanded; the farmers can
transfer or rent the woodland and trees; and the financial insti-
tutions can deal with the mortgaged goods to reduce the risks in
mortgage financing of forest rights.
3.5 Lack of risk protection mechanism Due to the partic-
ularity of forest resources assets, great risk is brought to the fi-
nancial institutions who offer loans. Firstly, forest resources are
easily affected by the natural disasters, including fire, drought,
frost, hail, snow, and wind. Once happened, they are devas-

tating and the mortgaged goods are gone. Secondly, the forest
resources assets as mortgaged goods are easily been stolen by
people, and the financial institutions can hardly carry out effec-
tive supervision. Therefore, it is urgent for the insurance insti-
tutions to enlarge the business scope of forest in order to re-
duce the risks of forest farmers and financial institutions.

4 Countermeasures to develop the mort-

gage financing of forest rights

4.1 Strengthening the circulation service of forest rights
by government and forestry bureau Firstly, we should re-
form the logging management system, simplify the procedures,
offer convenient logging services for the mortgagee, and further
implement the disposition rights of forest farmers. Secondly,
we should accelerate the construction of forest factor market,
establish forestry trading centers and transaction networks, set
up forest right platform with many information and scientific esti-
mation for the forest farmers, realize the standard circulation of
woodland and forest, and gradually form an integrated service
network of villages, towns, counties, and cities, and offer
services for the forest operators in the aspects of legal policy,
transfer of forest ownership, forest products prices and so on.
Thirdly, we should provide effective market protection for the
credit input of financial credit departments, which is the most
important means to vitalize the forestry resources.

4.2 Establishing smooth evaluation mechanism The
standardized " three rights" assets evaluation system should be
established in rural areas, including the intermediaries of assets
evaluation, the professional assessment team and the evalua-
tion standards. Learning from the successful experiences of the
urban and rural harmonious development in pilot areas, owner-
ship certifications of each farm building, contract land, and
woodland evaluation should be given to the peasant house-
holds, and the peasant households can use the certifications to
get loans from the local banks.

4.3 Establishing the assets platform company in rural ar-
eas The "three rights" mortgage financing is a system engi-
neering. Each bank assumes the part functions of the govern-
ment and plays an important part in the financing mortgage.
According to the analysis, with the implementation of the forest
rights mortgage, the bad assets of banks due to the mortgage
financing of forest rights will increase. It is suggested that we
should establish state-owned assets platform companies in rural
areas based on the agricultural guarantee corporation and man-
age these bad assets. For instance, by taking the state-owned
companies as the dominant parts under the guidance of govern-
ment capital, we should absorb a large amount of social capital
to invest in rural economic construction, and carry out financing
and investment of the key project of rural economic develop-
ment. Besides, mortgaged goods of rural forest rights should
be firstly transferred within the collective economic organiza-
tions. After that, assets platform companies in rural areas can
purchase the mortgaged goods.

4.4 Strengthening the construction of mortgage discount
interest of forest rights and the risk compensation mecha-
nism Local governments should actively exert the leverage of
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financial fund on financial resources, increase financial discount
capital and the risk compensation fund of bonding company,
establish risk compensation system for the agriculture-related
loans, increase the banks’ ability to resist risks, and enhance
the lending initiative of financial institutions. At the same time,
the insurance company should continuously upgrade the cover-
age and penetration of agricultural insurance, develop new in-
surance types of fire, pests and disease, explore agricultural
related loan guarantee insurance, and establish the rural credit
guarantee mechanism with government support, market opera-
tion, and multiple participants.

4.5 Strengthening the team construction and improving
the service system of forestry According to the require-
ments of " guidance, management, law enforcement, and
service" , we should change the administrative functions, inno-
vate management modes, transfer the focus of the work into
the forestry law enforcement, market supervision and public
services, establish an open and transparent management sys-
tem, a fair and equitable enforcement system, and a conven-
ient and high-efficient system of administrative services. Be-
sides, government should strengthen the local forestry team
construction and the service functions, provide all-around serv-
ice for the people developing forestry, cultivate forestry industry

leading companies with large scale, high technology content,
strong driving force, and good market prospects, enhance the
level of forestry industrialization, cultivate the forestry resources
by the bases of enterprises, promote the transfer of traditional
forestry into modern forestry, establish the protection system of
forestry sustainable development, and improve the legal con-
sciousness and management level of forest farmers.
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" three rights" mortgage loans. Third, in order to play the role
of leading enterprises, the government and relevant depart-
ments should integrate capital, offer interest subsidy to " three
rights" mortgage loans for the leading enterprises with good
credit, and reduce the burden of the borrowers.
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