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Abstract
Challenges and Opportunities for the Development of a
Sustainable Forest Sector in the Russian Far East

John C. Simeone

Chair of the Supervisory Committee:
Professor Sergey Rabotyagov
School of Environmental and Forest Sciences

Twenty-three percent of global forests are contained within the Russian Federation’s nine time
zones, which is more than the combined forest area of Canada and Brazil. Despite the fact that
Russia contains the largest area of natural forests in the world, its current share in the trade of
world forest products is below 4 percent. Russia’s forest sector is known for high transportation
costs, aging infrastructure, and high instances of bribery and corruption, issues that have had
widespread impacts. In 2006, Russia’s easternmost region, the Far East, had the ability to process
only two percent of its regional timber harvest. While the Far East’s processing capacity was
particularly low, the situation for most other regions of Russia was little better. With such a low
capacity to process timber, Russia increasingly became an exporter of roundwood logs; between
2003 and 2005, Russia exported more roundwood than any other country. Beginning in 2007, the
Russian government implemented a series of policies, including export tariffs on roundwood, in
order to develop a more competitive timber-processing sector and increase the production and
exports of value-added forest products. Yet, in 2009, 96% of the forest product exports from the
Far East were in the form of unprocessed roundwood logs. Thus, the efficacy of these national
forest policies in the Far East has been unclear in the short-term. Additionally, Russia’s World
Trade Organization (WTOQO) accession in August 2012 is expected to alter many aspects of
Russia’s forest sector development and exports. Through semi-structured interviews with people
involved in the forest sector, this research investigates the most recent challenges facing the

development of a sustainable forest sector in the Russian Far East.
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I) Introduction

The territory of the Russian Federation spans 6.5 million square miles, and forests cover 49
percent of this territory—covering all nine time zones from east to west, as well as extending as
far south as 43° N, near Vladivostok in the Far East, and as far north as 69° N, above the Arctic
Circle, near Murmansk on the Kola Peninsula (Figure 1.1; Global Forest Watch, 2002, UN FAO,
2010b). Indeed, the Russian Federation contains more forests than any other country in the
world, even more forests than the second and third most forested countries, Canada and Brazil,
combined (Killmann and Whiteman, 2006).

Figure 1.1: Distribution of Forests in the Russian Federation—all shaded areas are considered
forested, with each color designating a spec1ﬁc suite of tree species.
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“Forests occupy over half of the land of the country, but the share of the forest sector in the 2010
gross domestic product (GDP) was only 1.3 percent; in industrial production, 3.7 percent; in
employment, 1 percent; and in export revenue, 2.4 percent” (UN FAQ, 2012, p. viii).! These
figures suggest that Russia’s domestic forest sector has struggled to develop since the break-up
of the Soviet Union in 1991. While Tykkylainen and Lehtonen (2008) note that current harvest
and production levels in Russia still lag behind harvest and production levels observed in the
mid-1980s, it is important to recognize that Soviet forest sector production was heavily reliant
upon the presumption that their forest resources were inexhaustible and thus forestry practices
and levels of production and export were neither economically nor ecologically sustainable (Barr

and Braden, 1988).

Simeone (2013a, 2013b), UN FAO (2012), and Teplyakov (2011) have evaluated the
effectiveness of Russia’s most recent forest sector policies at the national level and provide
important discussions of Russia’s forest sector development since 2007. Yet, national-scale
forest conditions and forest sector activity “described at the Russian level of detail masks the
wide diversity across the country” (Backman, 1998, p. 30). Thus, for this reason it is important
that micro-level, bottom-up, regional or provincial analyses be conducted in addition to top-
down national research. Only through both levels of analysis will an understanding of the
intended and unintended effects of domestic forest sector policies be possible. The objective of
this thesis is to provide a case-study analysis of some of the most recent and salient issues
affecting forest sector development in two forest-rich provinces, Primorskiy Krai and

Khabarovskiy Krai, in the southern part of Russia’s easternmost region, the Far East. This

! For comparison, the share of the forest sector in Canada’s 2010 GDP was 1.9 percent and close to 10% of export
revenue (Canada’s Forest Sector, 2013).



research is meant to complement the national-level policy research that was recently completed
(see Simeone, 2013a). Bottom-up, grassroots-level research allows for a better understanding of
individuals’ and firms’ motivations. Understanding the incentives people face is a necessary first
step to designing effective public policies. This research contributes toward finding out how
effective Russian federal forest sector policies are at achieving their intended objectives as well

as illuminates some of the continued issues that the forest industry faces in these two provinces.

Recently, many countries around the world have started to pay more attention to their economic
and political dealings with countries in the Pacific Rim, and particularly with the countries of
Northeast Asia. The newly realized potential for prosperity from the Arctic and boreal regions,
with regard to resource use, has made the Russian Far East economically and politically
significant. There are important institutional, geo-political and ecological aspects of Primorskiy
Krai and Khabarovskiy Krai that make an empirical case study of forest sector development
issues in this region of Russia particularly valuable. There may be no other two provinces in
Russia where political will, economic value, the shadow economy, and international interests for

timber, all intersect and are so keenly observed.

The remainder of this study is divided into four chapters. The second chapter gives necessary
background to the geographic area of study for this research by providing an overview of
literature on forest sector development in Russia. The Russian Federation still retains much of
its Soviet legacy and the geographical, economic, ecological and political conditions of today are
very much shaped by its history. The importance of the easternmost region of Russia, the Far

East, is described in relation to its Soviet legacy, as well as to its current geopolitical, economic,



and ecological significance. Once the broader context is provided, then the geography and
ecology of the specific area of this research is described. Without such a treatment, and without
a cultural understanding of how the Far East differs from other regions in Russia, research on
this topic would fail to live up to any measure of success, whether furthering academic discourse
or contributing to public policy recommendations. The third chapter goes into the methodology
of this research and study design. The fourth chapter presents the study results. The fifth and
final chapter provides an overarching discussion of issues in the Russian Far East highlighted by

the most salient themes of the interviewees, and concludes with some policy recommendations.



2) Background and Literature Review

According to data from 2010, the Russian Federation contains approximately 809 million
hectares, or 1,999 billion acres, of forestland (UN FAO, 2010a). Just shy of one third of Russia’s
forestland is ‘primary forest’ (approximately 256 million hectares), while most of the remaining
two thirds of the forestland is classified as ‘naturally regenerated’ (approximately 535 million
hectares). > Only two percent of Russia’s forests have been planted (approximately 17 million
hectares) (UN FAO, 2010a). With regard to age classification, 17.1% of the forest stock is
considered early seral, or young growth, 28.5% is considered mid-seral, or middle-aged, 10.7%
is considered mid-late seral, and 43.8% is considered late-seral, or mature to over-mature (UN
FAO, 2012). Overall, the forests of Russia support annual growth estimated at around one billion

cubic meters (Backman, 1998).

The predominant forest type in Russia is the boreal forest. Importantly, more than 60% of the
world’s northern, or boreal, forests are located in Russia, and approximately 80% of these forests
are coniferous (Lesniewska et al., 2008). Ninety-eight percent of land covered by forest
vegetation in Russia is of the following species: larch (35.8%), pine (15.6%), birch (15%), and
lesser amounts of spruce, fir, cedar, and aspen (UN FAO, 2012). Sub-boreal forests account for
the remaining 2% of total forest area in Russia and are predominantly comprised of the following
species: oak, beech, elm, basswood/linden, and maple, and to a lesser extent, ash, chestnut,

walnut, and hornbeam (UN FAO, 2012).

2 According to the UN FAO’s assessment (2010b), the term ‘primary forest’ is defined as ‘naturally regenerated forest of native species where
there are no clearly visible indications of human activities and the ecological processes are not significantly disturbed.” The classification
‘naturally regenerated’ refers to ‘forest predominantly composed of trees established through natural regeneration where there are clearly visible
indications of human activities.” ‘Planted forest’ refers to ‘Forest predominantly composed of trees established through planting and/or deliberate
seeding’.



Northern, or boreal, forest ecosystems typically lack high biodiversity, but are still ecologically
important. Boreal forests are the world’s largest terrestrial carbon sink and have the ability to
sequester large amounts of carbon. Therefore, they are of particular importance in the struggle to
mitigate global climate change. According to the World Resources Institute (2005), current
aboveground forest biomass in Russia contains approximately 35.1 billion tons of carbon
equivalents and has a tremendous capacity to maintain high sequestration levels in the future. An
equally important consideration with respect to the carbon budget in boreal ecosystems is the
expected release of carbon and methane trapped belowground in the permafrost, or perennially
frozen ground, as it begins to thaw as a result of climate change. Permafrost exists in a quarter of
the northern hemisphere’s exposed land (that is, the land that is not covered in glaciers) and its
presence depends on such factors as air temperature, snow depth, vegetation, soil, and orientation

to the sun (UNEP, 2012).

“More than half of the forests of the Russian Federation grow on permafrost soils (Siberia and
the Far East) in severe climatic conditions, which determine low productivity and the
fragmentary nature of growing stock” (UN FAO, 2012, p. 5, Figure 2.1). Yet, to the west, in the
European part of Russia, permafrost occurs only in the tundra and the forest-tundra zone on the
Kola Peninsula (which borders Finland). The southern boundary of permafrost is as far north as
the Kola Peninsula in the western part of European Russia, while in eastern European Russia and

Western Siberia the permafrost extends only half-way down the length of the country. However,



in Eastern Siberia and the Russian Far East, “permafrost is spread almost everywhere, except for

south Kamchatka, Sakhalin Island, and Primorijie” (Kotlyakov and Khromova , 2012, para. 1).*

Figure 2.1: Distribution of Permafrost in the Russian Federation
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The major regions mostly void of permafrost—European Russia and part of Western Siberia as
well as the southern part of the Kamchatka peninsula, Sakhalin Island, and Primorskiy Krai,
which make up the southeastern coastal parts of Russia’s eastern-most province, the Far East—
are geographically distant from each other (Figure 2.2). On non-permafrost soils, the diversity of
tree species is affected by elevation, latitude and soil productivity rates. In European Russia, the

forest structure is dominated by second-growth mixed coniferous species, which includes spruce

and fir, and some pine, as well as birch and aspen (Nilsson et al., 1992). In the northern part of

The region known as Primorjie (several different versions of the transliteration are common but all originate from the Russian: ITpumopse) is an
unofficial term that refers to Primorskiy Krai, Russia's southeastern most district in its Far Eastern Federal Region which shares a border with
Khabarovskiy Krai to the north, China to the west, North Korea to the southwest, and the Sea of Japan to the east.



the Far East, forests are predominantly larch®, with areas of spruce and fir. As has been
mentioned, it is only the very southeastern provinces that are void of permafrost, where the forest
structure is dominated by broadleaf hardwoods and conifers—particularly ash, oak, linden,
spruce, fir, and pine—all of which are specific varieties of species that do not thrive elsewhere in
Russia (Newell, 2004).

Figure 2.2: The Four Main Economic-Geographic Regions of Russia
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The Russian Far East (hereafter referred to as the RFE) is Russia’s easternmost economic region
and spans 2.4 million square miles, which encompasses a little more than one-third of Russia’s
total territory. This area is approximately two-thirds the size of the United States (Figure 2.3;

Lee, 2013). Lee (2013) notes that the geopolitical significance of the RFE rests on its natural

¢ In fact, within the Far East, “the larch forest of the Republic of Sakha...is the world’s largest single-species-dominant plant community”
(Newell, 2004, p. 31).



resource wealth and on its strategic location in the North Pacific, where “the interests of several
major powers intersect” (p. 1). In order to contextualize the empirical research conducted in this
study, the rest of this chapter is split into three broad sections that detail the necessary
background and literature related to the forest sector in the RFE: factors of production, federal

and regional governance, and RFE forestry issues.

Figure 2.3: The Russian Far East Economic Region and all of its constituent provinces
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Factors of Production

The distribution of factors of production (raw materials, labor, and capital/infrastructure)
throughout the territory of the Russian Federation is not consistent. For instance, the RFE’s
factor endowments are particularly telling; while the region possesses vast riches of natural
resources, including forests, oil, coal, natural gas, gold, diamonds, other valuable minerals, and
freshwater and fish stocks, the region’s population is only 6.3 million (which is just 4.4 percent
of Russia’s total population). The RFE’s regional products contribute to just 5.6 percent of
Russia’s total GDP (Lee, 2013). Furthermore, Russia’s population is heavily urbanized.
Approximately three-quarters of the Russian population are urbanites and, troubling for Russia’s
regional demography, four-fifths of Russia’s biggest cities are in European Russia. (Table 2.1;
Shaw, 1999). The Soviet government relocated people, settlements and industrial complexes

supporting natural resource exploitation and industrialization
Table 2.1: Levels of urbanization

i;;%s:plz:cs:;i:gz;nomlc TS of Russia’s natural resources based on political, rather than
Russia

North

Northwest

Central
Volga-Vyatka
Central Black Earth
Volga

North Caucasus
Ural

West Siberia

East Siberia

Far East . L. L. .
Source: Shaw, 1999, p. 164 receiving significant compensation from the government to

Ll

1| -1

economic, criteria (Thornton, 2011). Shaw (1999) notes, “the

~1|00 |00

major aim of Soviet migration policy was to induce people to

~1|
R R Y e B

locate in areas of labour shortage, especially in resource

w

oSS m|\o|

~1

~1

frontier regions of the north and east” (p. 158). Despite

~1
O 1= |
0|

-1

live in remote areas, from an economic standpoint, “the lack of realistic measures of opportunity
costs meant that, on the eve of the break-up of the former Soviet Union, everyone was in the

wrong place and doing the wrong thing” (Thornton, 2011, p. 3).
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As the Soviet Union collapsed, so, too, did the government’s support to these remote regions
(Thornton and Ziegler, 2002). The RFE is far removed from Russia’s capital, Moscow, and in
order to understand contemporary development issues facing the RFE it is important to
understand how dramatically the Soviet Union’s dissolution in 1991 affected this remote region.
After the collapse of the Soviet Union in 1991, the RFE was severely neglected and financially
abandoned by the central government, to the point where “the region lost about 20% of its
population, and up to 90% of its heavy industry, plus a lot of its Pacific-based naval and air force
capability” (Lee, 2013, p. 2). Thus, based on the limited criterion of economic efficiency, the

outflow of population was a natural consequence of the lack of emergence of market alternatives.

Furthermore, in the first few years following the collapse of the Soviet Union, the forest products
sector in Russia’s Far East displayed negative value-added at world prices — that is, “assessed at
world prices, the value of domestic output would not cover the cost of purchased raw materials
alone, even if existing labor and capital prices were zero” (Thornton, 2011, p. 14). In order for
the forest sector, as well as the fishery and agricultural sectors, to be competitive at world market
prices, these sectors needed to increase and modernize their technical ability as well as
significantly increase their efficiency (Thornton, 1996). Thus, in response to the lack of support
from the central government after 1991, residents of the RFE began to “assert a measure of
independence from the center and to make their own deals on trade and migration issues, which
was really a survival strategy for the RFE’s provinces in this difficult time” (Lee, 2013, p. 2). As
a result, high levels of corruption, unofficial markets, and weak rule of law led to increased
crime, capital flight and high levels of poverty in the RFE (Lee, 2013; Thorsteinson, 2012;

Thornton, 2011). In an area as remote and resource-rich as the RFE, these illicit activities

11



became highly connected with the traditional mainstays of the RFE economy: the exploitation of

its natural resources, including forestry (Lukin, 2007).

Importantly, the diversity of ecological conditions across Russia’s regions is indicative of the
diversity in economic conditions that exist. For instance, as a result of the expansiveness of
permafrost soils and the low productivity rates of forests that grow on permafrost, only 45% of
the total forest area of Russia is considered available for exploitation and the “predominant part
thereof — in the European North, in the Urals and along the Trans-Siberian Railway — is
exhausted as a result of intensive exploitation” (UN FAO, 2012, p. 5). Backman (1998) indicates
that historically there has been a large disparity between levels of forest sector production
between Russia’s regions and that these differences can be attributable to the absence of
adequate transportation networks over Russia’s vast, forested territories, as well as to the
differences in the quality of harvesting and production technology used. Given that Russia’s
forested territory is vast, the transportation of timber from forest to processing facility is
logistically difficult. Most of Russia’s major rivers flow north into the Arctic Sea, and thus
timber in Russia is typically transported via road or rail. However, the quality of roads
throughout Russia is poor, and this fact plus the lack of an extensive railroad network, severely

limit the geographic extent of cost-effective timber harvesting operations.

The issue of high transportation costs in Russia spans most resource extraction industries;
however, since logs are particularly heavy, the competitiveness of Russia’s forest sector is
impacted significantly, as it depends upon an efficient, extensive rail network for freight.

Currently, as a result of the high costs of transporting timber across Russia’s expansive territory,

12



Russia’s timber supply is geographically segmented and is predominantly split into eastern and
western markets. In this regard, forest use in Russia can be understood as a trade-off between
transportation costs and land rent, first noted with regard to agricultural land use by Johann-
Heinrich von Thiinen in 1826 (and known as von Thiinen’s model of land use). In Russia, a
gradient of transportation costs exists given the lack of an extensive road and rail network, and
thus there is heavy exploitation of forest resources within close proximity to established freight

transportation routes (Backman, 1998).

Given the high cost of transporting wood, one important indicator of forest sector development
in Russia is the ability for timber processing facilities to be located within reasonable proximity
to the forests from which logs are harvested. Data from 2005 for Russia’s regional wood
processing capacity (the capacity each region has to process the amount of timber that is
harvested within its jurisdiction) indicates that “in only two regions, the Northwest and Siberia,
did [regional] processing capacity exceed 25% of the timber harvest. In the remaining five
regions, which possess about half of the country’s available harvest, the processing capacity
averaged just 6.6% of the actual harvest and just over 3% of the economically available timber
harvest” (Eastin and Turner, 2009, p. 1; Table 2.2). WWF (2004) noted the following
breakdown of average production costs for logging operations in Khabarovskiy Krai and
Primorskiy Krai in 2001: 41% share for fuel & energy, purchase of materials, outside service,
etc; 17.4% labor costs; 15.5% tax payments; 14.6% commercial costs; 8.8% depreciation; 2.7%
stumpage fees and rent. Importantly, WWF (2004) observed, “there is a direct correlation

between the depth of involvement in wood processing and increased costs for fuel and energy”

(p. 33).

13



Table 2.2: Comparison of the actual harvest, available harvest and processing capacity in Russian regions

Actual Harvest Economically Available Harvest* Ratio of Actual to Processing
(million cubic meters) (million cubic meters) Available Harvest (%) Capacity (%)**

Northwest Region 44 59 74.6% 38%
Center Region 10 19 52.6% 13%
South Region 3 S 60% 2%
Volga Region 20 36 57.2% 11%
Ural Region 10 37 27% 5%
Siberia Region 32 64 50% 25%
Far East Region 14 33 42.4% 2%
Total 130.3 248.5 52.4% (AVG) 14% (AVG)

Source: CIBC, 2007

*Quantity that is economically feasible to harvest in each region. Eastin and Turner (2009) note “the disparity between
the actual harvest and the economically available harvest varies across regions in Russia and is correlated with the available
processing capacity and the existing transportation infrastructure in each region” (p. 1).

**Percentage of regional harvest that can be processed within the regional wood processing sector.

Russia’s current share of the global trade in forest products, on a value basis, is below four
percent (UN FAO, 2012). As has been mentioned, despite Russia’s natural advantage of having
more forests than any other country, it has not been successful at capitalizing on the potential
value of its forest resources due to insufficient investments in technology, limited transportation
networks with extremely high costs, and ecological constraints (permafrost and productivity
rates) associated with working in temperate and boreal ecosystems (Nilsson and Shvidenko,
1997). Thus, the low levels of regional capacity to process timber that are found in every region
throughout the country, and the lack of domestic forest sector development following the Soviet
Union’s collapse, led to large increases in the export of Russian roundwood, or unprocessed logs.
In fact, between 2003 and 2005, Russia exported more roundwood than any other country

(Global Trade Atlas, 2012).

Federal and Regional Governance

The high prominence of Russian logs in international markets was far from optimal from
Russia’s perspective of developing its own forest sector. If Russia could shift its forest sector
away from exporting roundwood logs to more value-added wood products, it could increase

employment in the timber-processing sector. Additionally, increasing the development of

14



modern forest processing industries within many of Russia’s regions could also encourage more
sustainable use of Russia’s forest resources, as it could reduce the processing and transportation
costs of low-valued wood species and pieces, such as branches and woodchips, thereby making
them more cost-effective to use and process into products like paper, pulp, and wood-based
panels. Following the break-up of the Soviet Union domestic demand for value-added forest
products in Russia was predominantly been fulfilled by imports (Global Trade Atlas, 2012).
Recently, domestic consumption of value-added forest products has been growing substantially
and Russia continues to rely on imports (UN ECE, 2012). The development of regional value-
added processing facilities could lessen Russia’s reliance on imported value-added forest
products and also allow its forest sector to contribute more to the country’s GDP, but “such
investment has not been forthcoming, primarily due to illegal logging, capital flight, and

corruption” (Newell, 2004, p. 68).

Given the diversity of ecologic and economic conditions in Russia, it is important to remember
that Russia is a single country’ and that it institutes national policies that are designed to affect
its entire domestic forest sector. The Russian government, like all governments, uses both
domestic and trade policies to achieve economic and non-economic goals. While Russia has
ample forest resources, the ability to export profitably depends on domestic costs and on the
prevailing exchange rate and thus Russia may not have a comparative or competitive advantage,
necessarily, in value-added processing of certain forest products. Eastin and Turner (2009) warn
that the institution of forest sector development policies by countries that appear to lack a clear

basis for developing an export-oriented competitiveness in wood processing tends to result in an

Some forestry publications split Russia into two separate entities for the purposes of analysis — European Russia and Asian Russia. This is done
to the extent that when European Countries are being evaluated, European Russia is considered, but not Asian Russia. While there may be some
merit to this division (for example, the level of market segmentation that exists) it does not characterize the dynamics of the country adequately.

15



inefficient wood processing sector that is unable to compete internationally without the
continued provision of subsidies over the long-term (Eastin and Turner, 2009). However,
importantly, the Russian government has stated that it has a variety of economic and non-
economic goals for the development of its domestic forest sector in forest-rich regions of Russia,
like the Far East. Current President and former Prime Minister Vladimir Putin stated, “We
strongly believe that our niche on the global market is in products with high-value added,
including construction materials, paper and the like. New jobs should be created here in Russia,

not elsewhere ” (Russian Federation, 2010, para. 9).

Beginning in 2007, the Federal government initiated several forest sector policies with the hope
of ameliorating the widespread corruption and illegal logging that had become characteristic of
Russia’s roundwood exports (Russian Federation, 2010). These new policies were designed to
encourage the development of domestic processing of value-added forest products. The first of
the three major policy changes in 2007 was the revision of Russia’s national forest policy, the
Forest Code. It is important to note that Russian forest policy has undergone significant changes
in the last quarter century. In 1993, the first overarching post-Soviet forest policy was
established, called the Forest Code of 1993. Two subsequent reformulations of forest policy have
taken place, in 1997 and most recently, in 2006-2007. Each edition of the Forest Code has tried
to bring Russian policy closer to other countries’ models of allowing individuals, companies and
governments to have as complete as possible exercise of property rights in forest lands (see
Table 2.3 for a description of the development of jurisdictional changes in the system of land
management for Russia’s forest fund). Despite this, the legacy of Soviet bureaucratic structures

and processes remain (Tysiachniouk, 2012).
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Table 2.3: Jurisdictional Changes in the System of Land Management for Russia’s Forest Fund

: Foundational Forest Forest Code, |Federal Law No. 122 Federal Law No. 199 from
Levels and Functions of Management Legislation, 1993 1997 of 8/22/2004 | 12/31/2005, Forest Code, 2006
Constitutive / Right establishing + + + +
Russian Federation |Property management 0 0 + 0
Supervisory / Oversight + + + +
—= - — =
Sujcts of e [COnae /a1 g ; . ; E
R REGEEon Supervisory / Oversight 0 0 0 0
P e —— Constitutive / Right establishing 0 0 0 0
Rl Property management + 0or + 0 0
9 Supervisory / Oversight 0 0 0 0
(+) - function exists, (0) - no function exists, (*) - limited opportunities

Source: World Bank, 2011

The 2006 Forest Code continued the legacy of federal ownership of 92% of Russia’s forests (the
entire Federal Forest Fund), but re-oriented many other structural aspects away from federal
jurisdiction. (See Appendix A for a flow chart of forest land jurisdiction under the Forest Code
of 2006, with details specific to the Russian Far East). Forest leases are currently offered
through auctions to private companies, with lease rights now being the main means for timber
harvesting. The minimum lease length is one year for uses such as mining or pipelines, but for
forest management, the lease tenure can be from 10 to 49 years, with sub-leasing allowed. The
move to decentralize forest governance was initiated by stripping the Federal Forest Agency
(ROSLESHOZ) of much of their responsibilities and placing the Agency under the Ministry of
Agriculture. The Federal Forest Agency was charged with fulfilling the duties of inventory,
evaluation and monitoring of Russia’s forests (Lesniewska et al., 2008). This included
overseeing pilot and full-scale projects, such as “monitoring using remote sensing, creating a
central database for all forest users and logging permits, and devising a system of roadside
checkpoints with electronic scanning” (Lesniewska et al., 2008, p. 11). In an effort to provide
regions with more responsibility, the 2006 Forest Code stipulated that each province (or oblast,
krai, respublik, or autonomous okrug) would need to create a provincial Forest Service with the
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responsibility of ratifying, implementing, and clarifying the laws expressed in the Federal Forest

Code.

The provincial forest services are split into three separate departments: forest management,
inspection and monitoring, and commercial institutions. First, the department of forest
management is charged with administration and forest management. Previously, “there were
3,500 forest district units (known as leskhozes) that specialized in management logging and
processing which have now been abolished. The new 2006 Forest Code replaced it with the
‘lesnichestvo,’ a forest district with no right to undertake commercial harvesting or processing
operations, responsible only for administration and forest management” (Lesniewska et al., 2008,
p. 12). Second, the department of inspection and monitoring is tasked with forest patrols and
monitoring the general condition of the districts’ forests. These tasks were previously done by
each district’s leskhoz; however, now that these tasks are administered at the provincial level, by
far fewer appointed workers, there has been an overall reduction in forest oversight. The third
and last of the departments are the commercial institutions which are only loosely under
provincial oversight. That is, each province has set up a commercial enterprise that maintains its
autonomy as an independent company, but employs many of those who used to work for the

leskhozes.

In addition to the new Forest Code, the government initiated two other policy initiatives: export
taxes on roundwood and subsidy support for priority investment projects. By increasing the
export tariff on roundwood logs (which would increase the price of Russian logs abroad), Russia

intended to decrease exports of unprocessed wood and thereby direct log sales into the domestic
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market. On February 5, 2007 the Russian government announced an ad valorem, or percentage-
based, export tariff on roundwood that would increase incrementally each year. By instituting an
export tax on unprocessed wood, the Russian government intended to decrease exports of raw
wood in order to increase its price abroad and lower its relative price domestically, thereby
directing log sales into the domestic market to encourage domestic roundwood use and
production. As of January 1, 2007, the Russian Federation’s tax on roundwood was 6.5%.
However, by July 1, 2007, the tax increased to 20% and by April 1, 2008, the tax again increased
to 25% (CIBC, 2007). While the government’s goal ultimately was to raise the tax rate up to
80% by January 2009, Russian authorities announced in November 2008 that they would delay
the increase to an 80% log export tax indefinitely. Citing the rapidly deteriorating global
financial crisis, the government maintained that the tax rate would remain at 25% for both
softwood and hardwood logs. Importantly, high export tariffs might have the effect of increasing

the incentives to divert logs into the informal (illegal) export market as a means of tariff evasion.

This trade policy was meant to work in tandem with a form of subsidies for investments in wood
processing infrastructure known as priority investment projects (Russian Federation, 2010). In
2008, Russia’s Ministry of Industry and Trade (Minpromtorg) adopted a “Strategy for the
Development of the Forest Complex to 2020,” which formally enumerated policies designed to
develop the domestic forest processing industry (MINPROMTORG, 2008). With the passing of
Federal Resolution No. 419 on June 30, 2007, priority investment projects were established to
encourage the development and modernization of wood-processing infrastructure throughout all
of Russia. Status would be given to projects that had an initial investment of no less than 300

million rubles (MINPROMTORG, 2008). Additional perks were given to projects that were
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selected for priority investment project status, like allowing projects to bypass public auctions as
a way of attaining forest land (Bloom, 2010; UN FAO, 2012). Two additional resolutions have
been passed—No. 53 February 2, 2010 and No. 450 on June 8, 201 1—which stipulate additional
selection criteria as well as detailed exceptions given to priority investment projects
(MINPROMTORG, 2012). Post-hoc additions include: (1) requirements for more thorough
detail in project applications concerning project planning, financing, and specific forest resource
management and harvesting, and (2) a requirement that the Federal Forest Agency
(ROSLESHOZ) must give their full agreement prior to the approval of each investment project

(ROSLESHOZ, 2011).

In August 2012, Russia officially joined the World Trade Organization (WTO), which may
significantly alter the short-term competiveness of Russian forest products. In general, the
“cumulative changes will move the [Russian] economy toward an open trade and investment
model of economic development and away from an import-substitution industrialization
economic model” (Tarr and Volchkova, 2010, p. 202). Rutherford and Tarr (2010) find that
Russia will gain from WTO membership in three major ways: liberalizing barriers to foreign
direct investment in services (like telecommunication, banking, insurance, and transportation);
improved gains from trade due to tariff reduction which, in turn, improves domestic resource
allocation; and the potential for improved access for select Russian products in markets of other
WTO member states due to dispute settlement mechanisms inherent in WTO membership (like
rights over anti-dumping and countervailing duty investigations). Russia’s accession to the WTO

will affect the competitiveness of Russian timber in foreign markets, as well as change the
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incentive structure of the domestic timber industry and thereby alter the domestic market

(Sheingauz and Antonova, 2008).

Moreover, in the mid-2000s, after years of neglect, the Russian government re-oriented several
policies towards the development of its most remote territory, the RFE. Simultaneously, in
addition to seeking to re-establish an administrative system of governance, rule of law, and
political control, the Russian government strove further to develop the area economically.® Most
recently, on May 21, 2012 the Russian government created a new State Ministry for the
Development of the Far East (Minvostokrazvitiya). In addition to overseeing the government-
sponsored investments that had already been created to develop the city of Vladivostok in
preparation for hosting the 2012 Asia Pacific Economic Cooperation (APEC) Summit, this new
ministry will oversee all $31 billion federal investments recently pledged for the RFE (Lee,
2013). In order to develop the RFE economically, the Russian government has seen potential for
mutual gain by establishing closer economic ties with its North East neighbors, and principally
with China (Lee, 2013). In September 2009, presidents Dmititry Medvedev of Russia and Hu
Jintao of China signed an economic development cooperation program between the RFE and
Siberian regions of Russia and the Northeast regions of the People’s Republic of China (PRC).
Lee (2013) notes that “considering that the PRC is short of just about every resource needed to
sustain the country’s pace of development — oil, natural gas, coal, most metals, timber, water,
and so on; so China needs to forage in international markets to obtain these raw materials and to

sell Chinese-manufactured goods to pay for them” (p. 4).

e Lee (2013) notes that the real drive behind the economic development of the RFE, though, is not economic criteria, but political reasoning. He
cites the following four primary reasons for the Russian government’s eastern development initiatives: “1) to reaffirm and strengthen Russia’s
sovereign control over its eastern territories; 2) To send a clear message to outside foreign actors that Moscow is a serious player in the Asia-
Pacific; 3) To make the RFE, especially its southern parts, into a modern and efficient hub to expand Russia’s exchanges with the Asia-Pacific; 4)
To stop population outflows and prevent demographic insolvency —the true Achilles’ heel of Moscow’s ambitious designs for its Far East” (p. 3).
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With regard to Russian-Chinese trade of forest products, it is important to note the significance
of Russian exports to China (see Simeone, 2013a and Simeone, 2013b for a thorough discussion
of the Russian-Chinese timber trade). China has become the largest importer of wood products in
the world, and Russia’s largest exports (in both quantity and value) of forest products (mainly in
the form of unprocessed logs) are sent to China (Simeone, 2013a and 2013b). For example, in
2011, 73% of Russia’s roundwood log exports were destined for China (Global Trade Atlas,
2012). With regard to this research, China’s demand for timber on neighboring border provinces
in Russia is of particular significance. While it is true that most of Russia’s forest products’
exports to China come from the Asian part of Russia, they do not primarily come from the RFE
(Figure 2.4). WWF (2011a) notes:

There is a common misconception that Russian timber products export to China is mainly
from the Far East. [...] We consider it to be true that nature of the Russian Far East
mostly suffers from the consequences of trade. It is not correct to analyze the trade
impact on forests of constituent territories on the basis of their share in the total timber
export to China. Mixed coniferous broadleaved forest logging in the Far East causes
stronger damage to biodiversity than logging of pine forests in the Irkutsk Oblast [the
province with 57% of the share]. The share of stolen timber in the Far East is higher due
to procurement of finewood (illegal procurement there amounts to 50%)” (p. 157-8).

While Figure 2.4 indicates the total percent of all forest product exports in 2009 to China by
volume, it is worth recognizing that exports of wood pulp and paper from Irkutsk Oblast (the
province with 57% share of exports, as labeled in Figure 2.4)—a region well known for its pulp
and paper processing infrastructure—tend to understate the importance of roundwood exports
from Khabarovskiy Krai and Primorskiy Krai (WWF, 2011b). Indeed, with regard to Russian
roundwood exports, by province, to China, Khabarovskiy Krai takes the lead with a share of
33%. Irkutsk Oblast follows with a share of 22%, followed by Primorskiy Krai with a share of

11% and Krasnoyarsk Krai with a share of 10%. Importantly, 96% of all forest product exports
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from the RFE in 2009 were unprocessed roundwood logs. In 2006, together Primorskiy Krai and
Khabarovskiy Krai accounted for over 70% of the timber harvesting in all of the RFE (Forest

Trends, 2006).

Figure 2.4: Exports of Forest Products to China, 2009 (in percent, by province, by volume)

Primorskiy Krai

Y% Moscow Y Vladivostok

Source: WWF, 2011a, colored annotations by author

A widely covered aspect of the Russia’s forest sector is the pervasiveness of illegal logging and
corruption connected with log exports, especially exports of Russian logs to China—see
publications from WWF (2013, 2011a, 2011b, 2004), Forest Trends (2009, 2007a, 2007b, 2006,
2005a, 2005b, 2004), Greenpeace (2006, 2002), and Environmental Investigation Agency (2012,
2007), as well as academic literature, like Robbins and Perez-Garcia (2012), and Krkoska and
Korniyenko (2008). Many of these reports stress the ecological value of RFE forests. With
regard to the commercial utilization of the forests of Primorskiy Krai and Khabarovskiy Krai, it

is important to note that there are many inaccuracies with the official timber inventory data.
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While many inaccuracies may have been attributable to outdated Soviet data (Newell, 2004),
over the course of the last 20 years, inaccuracies may now be a result of the high amounts of
unsanctioned or illegal logging that takes place and thus, without a real-time method of
monitoring and inventorying the forests, the actual amount of standing timber stock can change

while the ‘official’ data becomes out-of-date (WWF, 2013a).

RFE Forestry

As mentioned above, many of the RFE’s southern provinces are void of permafrost, or only have
discontinuous permafrost, and thus are host to some of the most biodiverse forest ecosystems in
all of Russia. It is for this reason that WWF (2011a) has chosen the Russian provinces that
border China to be eco-regions that are “environmentally valuable for the whole world...[that is,]
eco-regions that are characterized by a particular species of plants and animals, environmental
communities, ecosystem dynamics and environmental conditions” (p. 160) (See Appendix B,
Figure B.1). In particular, WWF (2011b) has identified the coniferous broad-leaved forests in the
Southern part of the RFE (Figure 2.5)—and specifically, Primorskiy Krai and Khabarovskiy
Krai—as the most important area since there are endemic plant and tree species as well as
endangered Amur tigers and Far Eastern leopards. However, the Soviet Union, and to a certain
extent the Russian Federation, never made environmental quality and protection a basic priority
of government policy and, as such, it is important to note that the government “has paid even less
attention to ecological concerns in the Russian Far East than in the rest of the country, especially
since it is viewed by many in Russia as a kind of natural resource-rich appendage and not as a

genuine part of the country” (Lukin, 2007, p. 24).
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Figure 2.5: The coniferous-broadleaved forests (dark green) of the Southern RFE
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This has led to a significant decline of some of the most valuable hardwood and softwood
species found in the southern RFE despite these forests being under the scrutiny of international
NGOs for years. In addition to Primorskiy Krai and Khabarovskiy Krai, there are a total of two
other border provinces in the RFE that share a border with China—Amurskaya Oblast (the
region west of Khabarovskiy Krai labeled 4% in Figure 2.4) and the Jewish Autonomous
Republic (JAO) which is the unlabeled small province nestled to the south in between
Amurskaya Oblast and Khabarovskiy Krai. These two regions used to have more expansive

forests and hence productive exports, but Newell (2004) notes that production in these regions
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has dropped substantially over the course of the last 30 years and is due to “heavy over-logging
of accessible timber stands during the 1970s and 1980s” (p. 69). Hence, with regard to current
production and exploitation of forests along the Russian-Chinese border, Forest Trends (2006)
notes, “the richest and most heavily exploited forests in the Russian Far East are in Primorskiy

Krai and Khabarovskiy Krai” (p. 3).

A brief look at the ecology of the forests of Primorskiy Krai and Khabarovskiy Krai will provide
a necessary background prior to reviewing the research methods and discussing the results of this
study. The eastern side of the RFE is part of the Pacific Rim, also known as the Ring of Fire for
its large number of earthquakes and volcanoes. The topography of the RFE along the Pacific
Ocean is quite varied, but can be generally considered a mountainous area with several different
mountain ranges with average mountainous elevations between 3 to 6 thousand feet (Sheingauz,
2003).” While the Krai administrative regions separate the very southern part of the RFE
(Primorskiy Krai, 64 thousand square miles) from its neighboring Krai to the north
(Khabarovskiy Krai, 304.5 thousand square miles), the ecological differences between the two
regions are primarily a function of latitude, elevation, and any historical legacies related to

differences in resource exploitation (Newell, 2004).

The Sikhote-Alin mountain range extends as a low-ridged divide® running northwest to southeast
parallel to the coastline of the Sea of Japan through most of Primorskiy Krai and through the

southern part of Khabarovskiy Krai. A subsection of the Sikhote-Alin in Primorskiy Krai that

7 The highest elevation in the RFE is Klyuchevskoi Volcano on the Kamchatka Peninsula which is over 15 thousand feet tall (Newell, 2004).

8 The highest peak in the Sikhote-Alin Mountains is Mount Oblachnaya (6,085 feet), but the average height the range is around 3,000 feet. In

many respects, topographically speaking, the Sikhote-Alin range has strong similarities to the northern part of the Appalachian Mountains in in
New Hampshire and Maine, USA.
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directly borders Khabarovskiy Krai has been named a UNESCO World Heritage Site since 2001,
cited for being

one of the world’s most distinctive natural regions. The combination of glacial

history, climate and relief has allowed the development of the richest and most

unusual temperate forests in the world. Compared to other temperate ecosystems,

the level of endemic plants and invertebrates present in the region is

extraordinarily high which has resulted in unusual assemblages of plants and

animals. For example, subtropical species such as tiger and Himalayan bear

share the same habitat with species typical of northern taiga such as brown bear

and reindeer. The site is also important for the survival of endangered species

such as the scaly-sided (Chinese) merganser, Blakiston’s fish-owl and the Amur

tiger. [...] The Sikhote-Alin protected areas are considered to contain the greatest

plant and animal diversity on the north-western coastline of the Pacific. [...]The

unique combination of its severe climatic characteristics, physical isolation, and

traditional resource use by the Udege and other indigenous peoples, has meant

that 80-90% of the region's vegetation still remains as dense temperate forest and

taiga (UNESCO, 2013).
The extensive rivers on the western side of the Sikhote-Alin range flow west into the Ussuri
river, which is a major tributary of the Amur River, a well-known river in the RFE that runs
south to north and forms the border between Russia and China (Newell, 2004). In contrast, the
short, fast-flowing rivers that flow from the eastern side of the mountains flow east into the Sea
of Japan. Most of the rivers that flow east off the Sikhote-Alin mountains are not longer than 30
to 60 miles and are salmon-and other migratory fish-bearing. In Primorskiy Krai, there is
approximately 80% forest cover (Newell, 2004). Not only is this region home to the
aforementioned species cited by UNESCO, but also to the two most well-known ‘charismatic
megafauna’ of the region: the endangered Amur tiger (Panthera tigris altaica) and the critically
threatened Far Eastern Leopard (Panthera pardus orientalis). The Amur Tiger (sometimes called
the Siberian Tiger in English incorrectly, since no tigers live in Siberia) is the largest living felid

and lives throughout the forests of Primorskiy Krai and the Sikhote-Alin mountains with a total

population no greater than 400 individuals (See Appendix B, Figure B.2).
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In the very southwestern portion of the Krai (near where Primorskiy Krai borders China and
North Korea), as of 2004, there were approximately 30 to 36 remaining Far Eastern Leopards,
the most northerly subgroup of leopards (Newell, 2004) (See Appendix B, Figure B.3).” As
indicated in Figure 2.6, in Primorskiy Krai and southern Khabarovskiy Krai, there “is a mixture
of zones with different dominant species, such as Korean pine (called cedar in Russia —Pinus
koraiensis), Mongolian oak (Quercus mongolica), linden or lime-tree (7ilia spp.), Manchurian
ash (Fraxinus mandshurica), elm (Ulnus spp.), and maple (Acer spp.)” (Forest Trends, 2004, p.
5). Korean Pine, has served as an important pine nut source for many of the native indigenous
people of the RFE, and thus the harvesting of this tree for commercial purposes was banned
between 1990-2007 and in 2010 the ban was re-instated (WWF, 2008, 2010) (See Appendix B,

Figure B.4).

Most of these mixed conifer and broadleaved forests are second growth, but there are still areas
of virgin mixed Korean pine—deciduous forests (Forest Trends, 2004). In the southwest of
Primorskiy Krai, the rare Manchurian fir (4bies holophylla) grows and in the north of the Krai
and at higher elevations Ayan spruce (Picea ajanensis), East Siberian fir (Abies nefrolepis), and
Dahurian larch (Larix gmelini) are abundant (Newell, 2004). North of Primorskiy Krai is
Khabarovskiy Krai, which stretches over 1,000 miles north to south (its northern zone areas
come within 300 miles of the Arctic circle and its southern area is approximately the same
latitude as Seattle at 47°), and thus while the forest ecosystems in the southern part of the Krai

closely resemble those of Primorskiy Krai, farther north in the upper mid-part of Khabarovskiy

° “Only about 60 [Far Eastern leopards, also known as Amur Leopards] remain in the wild —between thirty to thirty six in southern Primorskiy
Krai, fifteen in Jilian Province, China, and perhaps five or ten in North Korea” (Newell ,2004, p. 112)
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Krai, larch, spruce, fir and European red pine dominate the forest. In the northern part of the

Krai, mountains and valleys alike are covered with tundra and lichen-covered rock (Newell,
2004). Sheingauz (2003) notes, “the ecological capacity of the RFE, especially of its northern

and mountainous areas, is relatively small” (p. 16). Despite the ecological limitations of RFE
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forests, WWF (2004) notes that after 1991, during the transition period, the number of
companies involved in the forest sector increased dramatically. “The number of enterprises in the
regional forest sector grew faster than the regional economy’s average. [...] Many small
enterprises were (and still are) established for short-term harvesting” (WWF, 2004, p. 26). These
small enterprises (companies) do not have the capability to invest in modern, expensive
equipment and technology, nor do they have the means to invest in local infrastructure
development, including building quality forest roads (Nystén-Haarala and Kotilainen, 2009;
WWEF, 2004). Additionally, small firms may have a hard time trying to achieve voluntary forest

certification given their financial constraints (Tysiachniouk, 2012).

While all official statistics in Russia suggest that during the first ten years following the break-up
of the Soviet Union, in the 1990s, there were more than 500 individual forest users operating in
the forest industry in Khabarovskiy Krai, official department statistics vary widely as to how
many firms existed into the 21* century. WWF (2004) notes that the official number of forest
users in 2003 ranges from 156 to 558 logging enterprises and that the difference could be due to
the enumeration of small firms that do not fall under the jurisdiction of the Ministry of Natural
Resources, as well as the inclusion of non-independent logging firms, or ‘subsidiary
manufacturers.” One of the results that experts predicted might happen as a result of the 2007
federal policy initiatives was that small timber harvesting companies would “most likely be
forced to stop independent logging businesses and to proceed with rendering of procuring series
to larger corporations or will be compelled to switch to other businesses” (Teplyakov, 2011, p.
106). While Nystén-Haarala and Kotilainen (2009) note that the federal government has been

encouraging development of bigger companies by its forest policies, Tysiachniouk (2012) notes
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that the primary barriers to sustainable forest management in Russia are the continuous
restructuring of the forest management system (inclusive of the 2006 Forest Code) and the lack
of implementation and enforcement of state forest policy. Importantly, “the enforcement of
forest management [in Russia] is weak, compared with Finland, Sweden, and Canada

(Tysiachniouk, 2012, p. 109).

Gap in previous literature

Several academic studies (Simeone, 2012; Solberg et al., 2010; Tarr, 2010; Makela, 2009;
Tykkylainen and Lehtonen, 2008; Khramov et al., 2008; Turner et al., 2008) have focused on
trade-related aspects of Russia’s 2007 forest sector initiatives (principally, Russia’s decision to
increase export taxes on roundwood), and how these policies affected the Russian and global
wood product sectors. Many of these recent studies have emerged from research institutes in
Europe (for instance, European Forest Institute [EFI], Finnish Forest Research Institute, and
International Institute of Applied Systems Analysis [[IASA]) and thus the scope of research from
these institutions is typically limited to European Russia and Russia’s trade with Europe. There
has been very little English-language academic research'® about the forest industry of Siberia and
the RFE and Russia’s timber trade with China. Current English-language academic research on
forestry in Russia tends to focus on regional northwest conflicts over natural resources, including
forestry (see Nystén-Haarala, 2009), environmental activism (see Henry, 2010) or the emergence

of voluntary forest certification (see Tysiachniouk, 2012). In the first decade following the

10 Naturally, there is much research conducted in Siberia and the Far East on Russia’s domestic forest industry and trade issues. The late Dr.
Alexander Sheingauz (1933-2007) of the Economic Research Institute of the Russian Academy of Sciences, Far Eastern Branch was responsible
for authoring, or co-authoring, over 200 academic monographs in both English and in Russian on the economics of the RFE timber industry and
conservation. His last article, titled “Implications of Russia’s Accession to the WTO for the Growth of the Far Eastern Federal District Timber
Complex” (Sheingauz and Antonova, 2008) was published post-mortem and was co-authored with his former student, Natalia Antonova.
Additionally, in 2008, Antonova and others co-authored and published a post-mortem 185-page monograph in Russian titled ‘The Forest Sector
of the Russian Far East.” While Antonova and other of his former students continue his legacy, since Sheingauz’s passing there has been an
observable drop in academic research on this topic.
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break-up of the Soviet Union, researchers at the Center for International Trade in Forest Products
(CINTRAFOR) as well as the Departments of Economics and Geography at the University of

Washington, in Seattle, formally studied the forest industry in the RFE."!

Compared to the low levels of academic literature on recent forest sector issues in the RFE,
research conducted by environmental non-governmental organizations (ENGOs) since 2007 has
been prolific (See WWF, 2013a, 2011a, 2011b; Forest Trends, 2009, 2007a, 2007b; and
Environmental Investigation Agency, 2012). Many ENGOs have researched and written about
the ecological importance of the RFE, the high levels of illegal logging, and the emergence of
illicit timber trade between Russia and China since the mid-to-late 1990s. Several of these
reports are published by ENGOs with co-authorship by academics. One of the limitations of
these collaborations, in this regard, is that the research team implicitly has become one of the
stakeholders that are within the purview of the subject of their analysis. That is, ENGOs

engaging in empirical research most likely already have policy recommendations in mind.

" It is near impossible to research natural resource issues, including forestry, in Russia and the Russian Far East without citing the scholarship
that has come from this University. I feel very fortunate to have joined the ranks of these scholars in their drive to better understand resource use
in a part of Russia that is of particular geopolitical significance, given the recent re-orientation of many countries’ towards Asia and issues in the
Pacific Rim and Arctic. Current research is carried out by Economics Professor Judith Thornton, Geography Professor Craig ZumBrunnen, and
various professors and graduate students at the Center for International Trade in Forest Products (CINTRAFOR) in the School of Environmental
and Forest Sciences. The research and writings of former University of Washington scholars, Josh Newell (2008 PhD in Geography), and former
CINTRAFOR Professors Charles Backman and Tom Waggener support the University of Washington’s position as an important Russian forest
sector research center.
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3) Methods

The goal of this thesis was to develop a ground-level understanding of current issues affecting
forest sector development in the RFE and understand the extent to which recent federal
government policies designed to develop and modernize its domestic forestry sector are seen as
effective. Yin (2009) defines case study research as “an empirical inquiry about a contemporary
phenomenon (e.g., a “case”), set within its real-world context—especially when the boundaries
between phenomenon and context are not clearly evident” (p. 18). The specific ‘case’ of this
research is the southeastern provinces of the Russian Far East, specifically Primorskiy Krai and

Khabarovksiy Krai.

Based on the work of Simeone (2013a, 2013b, 2012), the overall assumption of this research is
that the Russian government’s attempts in 2007- 2008 at policies that would provide incentives
for forest sector investments and modernization did not fully address some of the underlying
issues with rule of law, property rights enforcement, and evasion that still exist in many areas of
Russia. Thus, while the recent federal government’s policies may have helped the RFE forest
sector develop in some aspects, these policies may still allow for de facto arrangements between
stakeholders which continue to entangle forest sector development with controversy and

struggle.

To achieve the goal of this study, I examined and categorized current stakeholders’ perceptions
of the current issues and challenges surrounding forest sector development in the RFE. The
survey instrument (in the form of interview questions) was designed to be open-ended, yet semi-

structured to allow for ample time for views and opinions from each participant (Creswell,
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2003). The study design and sample survey questions were reviewed and approved for their
compliance with the University of Washington’s Institutional Review Board of the Human
Subjects Division (IRB approval number 43282). The interview question framework was
modeled after two well-known sources: The World Bank’s Doing Business Survey methodology
(World Bank, 2012) and the European Bank for Reconstruction and Development’s (EBRD)
Business Environment and Enterprise Performance Survey (EBRD, 2012). Content of the
interview questions was developed and based on theory regarding the economic and
environmental implications of broader forest sector research in Russia as well as the author’s

knowledge of current forest sector issues in the southern RFE.

Key interviewees were selected based on their involvement (either direct or indirect) with the
timber industry in the RFE. All potential interviewees were contacted by email and phone and
sent a copy of the research introduction (see Appendix C). All interviews were conducted one-
on-one, in-person, by the author. Given the length of the survey instrument (see Appendix D)
and the varying professions and specializations of the interviewees, only a select handful of
questions (across survey instrument modules) were selected prior to each interview based on
their appropriateness to each interviewee’s area of expertise. While several questions posed to all
interviewees overlapped, there were also questions that only were asked of a couple of
interviewees. The interview was structured in such a way to dissuade polar responses (that is,
yes-no responses) but instead to encourage interviewees to feel comfortable elucidating on points
each interviewee felt were important. Due to time constraints, periodically the interviewee was
asked to make his/her point more concisely in order to move on to additional topics. All

interviews were conducted in Russian, except for one* (which is noted with an asterisk in the
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table of interviewees), and the average interview length was 33 minutes. All interviews were
recorded using a handheld digital voice recorder (Olympus VN-702PC). Interview conduct was
structured on principles identified in EBRD’s Management, Organisation and Innovation Survey
(MOIS) pamphlet titled “Understanding the Questionnaire” (EBRD, 2008). Based upon

interviewee availability, interviews were conducted with the following eleven individuals:

Region of Work Generic Title Generic Description of Place of Work

RFE Employee Environmental NGO (ENGO)

RFE *Employee Construction worker in RFE and former logger

RFE Senior Staff Regional RFE Forestry Research Institute

RFE Specialist Regional RFE Agency Forestry Department

RFE Senior Administrator Provincial Government Committee on Forest Industry
RFE Senior Executive An RFE Timber Company that produces value-added products
RFE Administrator Nature Reserve located in the RFE

Moscow Advisor (A) Federal Duma's Committee of Natural Resources
Moscow Senior Employee A division under the Federal Forestry Agency
Moscow Advisor (B) Federal Duma's Committee of Natural Resources
Moscow Senior Administrator A Forestry Institute

Each interview recording was transcribed from Russian audio to Russian text. All transcripts
were read multiple times while simultaneously listening to the audio recordings to ensure
accuracy and to identify the beginnings of potential overlapping themes. The transcripts were
then imported into the computer program ‘NVivo’ (Doncaster, Victoria: QSR International,
version 9) for data analysis. Both inductive (primary) and deductive (secondary) methods of
coding were used to ensure comprehensive analysis for a grounded theory approach to the data
(Saldana, 2009). Inductive coding and analysis refers to “approaches that primarily use detailed
readings of raw data to derive concepts, themes, or a model through interpretations made from
the raw data” (Thomas, 2006, p. 238). Deductive coding and analysis, on the other hand, refers to
“data analyses that set out to test whether data are consistent with prior assumptions, theories, or
hypotheses identified or constructed by an investigator” (Thomas, 2006, p.238). Exploratory

method First Cycle coding was used to group data into categories of similar broad concepts. The
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process of First Cycle coding continued until each interview had been initially coded and then re-
coded through Structural Coding (Saldana, 2009). After First Cycle coding was completed,
Second Cycle coding was used to develop categorical, thematic, and conceptual codes from the
First Cycle codes. Concepts that were mentioned only once by interviewees were not considered
‘themes.” Focused Second Cycle coding was then used to “develop the most salient categories in
the data corpus” (Saldafia, 2009, p. 155). It was in this stage of coding that some deductive
coding techniques were used in order to link larger important concepts together. The inductive
method of Axial Coding was then used to “strategically reassemble data that were ‘split’ or
“fractured’ during the Initial Coding process” (Saldafia, 2009, p. 159). During this stage of
iterative coding the final themes emerged and could be adequately and succinctly described and
connected to other themes and sub-themes. What follows is a presentation of the most salient
themes from the interviews, drawing upon the breadth of views expressed by each interviewee.
Quotations are used to exemplify the issues that are brought up by interviewees. All translations
that appear in this thesis are the author’s. The results are presented (in Chapter 4) and then
followed by a discussion of the most salient themes as well as an overall conclusion (in Chapter

5).
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4) Results

Interviewees expressed their views on a variety of topics on current forest sector issues. For data
analysis, topics were split into three overarching categories: factors of production (section 4.1),
federal and regional governance (section 4.2), and RFE forestry (section 4.3). Each category
contains several themes centered on the topic of each main category; all themes contain multiple

sub-themes (See Appendix E for a full outline of the categories, themes and sub-themes).

4.1 Factors of Production

Interviewees discussed several aspects of labor, land, and capital/infrastructure (and their
associated costs) that are needed to operate in the forestry sector in Russia. These variables,
known as factors of production in economics, are the inputs to any production process and all
three are required simultaneously in some combination in order to produce any given
commodity. Interviewees’ comments on Labor and labor productivity (Theme 4.1a), land-forests
(Theme 4.1b), capital-infrastructure (Theme 4.1c), and costs associated with production factors

(Theme 4.1d) are presented below.

Theme 4.1a: Labor and labor productivity

All of the interviewees who spoke about labor acknowledged several issues related to the
implications with local workers in the RFE. A Senior Staff member from an RFE Forestry
Research Institute noted the distinct lack of labor in the Far East:

3nmech HETY... TpyHoBHIX pecypcoB. There is no workforce here.
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Several interviewees brought up the presence of foreign workers in the RFE forest sector and
noted that they feel that many Russians in the Far East do not want to work under tough working
conditions and be sent to remote areas of the province. Thus, many companies feel the need to
attract foreign workers. A Senior Administrator of an RFE Provincial Government Committee on
Forest Industry noted:

He Bcex Bcerna ycrpanBaet, Mo3TOMY KOMIaHUH BBIHYXK/ICHBI
MIPUBIIEKATh HHOCTPAHHYIO pabodyio CHiy.

Not everyone is always satisfied, so companies need to attract
foreign labor.

The dynamic that this creates for businesses engaged in value-added processing can be difficult,
however. A Senior Executive for an RFE Timber Company that operates processing facilities
observed that Russian labor productivity is low, yet not necessarily cheap. The willingness of
foreign workers to work for cheaper wages makes their labor more competitive:

MBI HCTIBITBIBaEM OY€HB OOJIBIIOE AaBICHHE CO CTOpOHBI KuTas,
MMOTOMY YTO MHOTO OY€Hb KUTAaHCKHUX pabOYHX...H 3TOT TOTOK
JieTeBoi pabodelt CHIIBI, OH COOTBETCTBEHHO OIPEIEIEHHO
JaBUT.

We feel a lot of pressure from China, because there are a lot of
Chinese workers...and the flow of cheap labor definitely puts
pressure on us.

This same Senior Executive of the Timber Company observed that their main concerns, in this
regard, were the mechanization and productivity of labor. Meanwhile, an RFE Construction
Worker and Former Logger noted from firsthand experience that forest sector workers can be
trained easily and that Russian ingenuity can be a real asset. Yet, the Construction Worker also
commented on the culture of hard drinking in Russia, and spoke about how the culture of alcohol

consumption in Russia can severely limit worker productivity.
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Theme 4.1b: Land —Forests
Several issues came up when discussing forest-use issues with interviewees. The two factors that

interviewees discussed the most were the length of forest leases and the process of acquiring a
lease (and commentary on that process). Two interviewees expressed their opinions on the 10 to
49 year tenure length. A Senior Administrator to a Forestry Institute in Moscow indicated that
even though 49 years is the maximum lease length,

Mmuorue peruons naiot Ha 10 ser, He 6oab1Ie, HEKOTOpEIE Ha 20
Ui 25, 3T0 y KOT0 KaKue MOoJgX0 bl

Many regions give out 10-year leases, or shorter, whereas some
give out 20- or 25-year leases; it depends on their approach.

And an Advisor(A) to the Russian Federal Duma’s Committee of Natural Resources noted:

Y Hac MUHUMAaJIbHBIA CPOK IPECTABICHHS B apeHly HY
HaIpuMep Uil 3arOTOBKH JpeBecuHbl 10 1eT, MakcuManbHbIi 49
neT, (PaKTUIEeCKH 3TO MPAKTHYECKH COOCTBEHHOCTH HY, 3a
WCKITIOYEHNEM BO3MOXXHOCTH PACHIOPSDKATHCS 3eMIIeH U
MpoAaBaTh €10, 1a 3TO B 0OIEM TO JOCTATOYHO MIUPOKUIl CIIEKTP
MOJTHOMOYHH COOCTBEHHHKA.

We have a minimal lease term for, say, harvesting timber, which
is 10 years and a maximum term of 49 years —in fact, it’s almost

private property, except for the ability to dispose of land and sell
it —so generally the owner has a fairly wide range of authority.

An important aspect of the ‘Land-Forests’ theme was interviewees’ perceptions about the
process of acquiring rights to lease forest land. Many interviewees were asked to describe the
process of leasing forest land and then asked to comment on it. Box 4.1 indicates the process as
it was understood and described by interviewees. Several aspects were corroborated by more
than one interviewee and all of the major steps were agreed upon by all interviewees who spoke

about the process.
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Box.

4.1: Process of Acquiring a Lease to Harvest Forest Land"’

—_

)

2)

3)

4)
)

6)

7
8)
9)

10)
11)

Forest Fund land (land that is available to be leased or be protected) is categorized into that which is currently leased
(doun apeH10BaHHBIX JIECHBIX 3eMenb) and that which is unleased (©onx HeapeHJOBaHHBIX JIECHBIX 3€MelIb
[cBoGOAHEI Bona]). Unleased forest land, in addition to being available for leasing, is also available in the interim by
contract for intermediate thinning or ‘salvage operations’ or ‘sanitary logging’(all designed to improve forest health).

Company files a request and submits an application in writing to the authority in charge of forest management for the
region in which the forest is located (in Primorskiy Krai this is the Jlenapramenr siecHoro xo3siicta [Ipumopckoro
kpas / Forestry Department of Primorksiy Krai (http://www.primorsky.ru/authorities/executive-
agencies/departments/forestry/) and in Khabarovski Krai this is the Ynpasnenue necamu [IpaButenscrea
Xabaposckoro kpasi / Forest Administration of Khabarovski Krai (http://www.khabkrai.ru/regime/upr les.html).
Along with request, a deposit is submitted to secure space in an upcoming auction.

The above authority begins the process needed to hold an auction for the lease of the requested area by:

a) Preparing a forest inventory (nmpoektupoBanue JiecHoro ydactka) which provides information on the allowable
harvest volumes, species composition, economically feasible timber, etc. ) and other documentation about the
area and making this information public at least sixty days prior to the auction itself.

b) Evaluating and reviewing the completeness of the information provided to potential bidders of the auction.
The auction is conducted. The losing companies have their deposit returned to them.

Within 10 days after the auction is held, the regional authority must issue a provisional lease contract to the highest
bidder (hereafter, referred to as ‘tenant’) for the agreed upon term. Within 1 month the lease contract (norosop) must
be registered with the official government arm that registers the transaction of the real estate (Federal:
https://rosreestr.ru, Primorskiy Krai: http:/www.to25.rosreestr.ru, Khabarovskiy Krai : http://www.to27.rosreestr.ru)

By entering into a contract with the government, the tenant agrees to pay the leasor (federal government) a land rent
(apennHas miara) on a monthly, or quarterly, basis. The amount of this land rent is based on the initial inventory
completed by the regional authority. If at any point the rental rate is not paid, in accordance with contractual
obligations, the federal government will submit a claim to the court for termination of the contract. In addition to the
accrual of interest, a penalty fee for the termination of the contact (termed ‘damages from breaking the contract’) can
be added to the initial debt that the firm owes the government.

The tenant receives a forest harvest declaration and can begin operations.
The tenant may contest certain issues in the contract (zorosop), like liability.

The tenant is required to submit a project plan to the regional forest management department which can be very
similar to pre-auction documentation, but will contain adjustments to planned commercial harvest volumes, thinning
volumes, as well as planned replanting estimates.

The tenant may hire a forest inventory company to re-calculate volumes so as to assure more accuracy.

The regional forest management department is required to monitor the tenant and make sure their practices do not
deviate from the volumes stipulated in the lease contact. Yearly, provinces administer a bidding process to inventory
leased land. Inventories are carried out by the winning firm, which is typically a local affiliate of the national forest
inventory enterprise (the national enterprise is ROSLESINFORG/ Pociecundopr, while the Far East provincial
affiliate is DALESPROEKT / Janbnecnpoekt). With the assistance of the provincial forestry department, these
enterprises do spot checks on forest land where forest management activities had been carried out. The tenants can
select the local lesnichestvo to assist their case in checking for compliance and yearly (non-public) reports are
produced in which the quality of work is rated. One thing that is often checked for is the volume of replanting, which
can, at the minimum just entail the promotion of natural regeneration (cogelicTBue eCTECTBEHHOMY BO300HOBIICHHIO
neca). If the company has not engaged in reforestation within one to two years of a commercial harvest, then the
company risks paying fines. On non-leased land, these checks on forest management activities are done in order to
oversee how well public funds were utilized.

The process, as described by the interviewees, does represent an accurate understanding of the actual process that is outlined generally in the
Forest Code (Russian Federation, 2006).
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Interviewees were then asked to comment on the leasing process. With regard to the auction
mechanism (steps 3 and 4 in Box 4.1), a Senior Administrator at a Forestry Institute in Moscow
indicated that companies previously entered into a competition for concession based on what
services they would provide (which included things such as technology, financing, local
employment, etc.). Yet, this interviewee noted that the new system of auctions that was instituted
with the new Forest Code of 2006 meant that firms the winner of an auction was whichever
company was willing to pay the most money. The highest bidder, and hence winner of the
auction was not necessarily the company that would help the economy of the forest industry the
most. The previous system of competition for concessions was viewed by this interviewee as

more of a mechanism of accountability than the current system of auctions.

An additional element of the auction mechanism that was discussed is that there are ways for
companies to engage in racketeering and collusion during the auction process. A Senior
Administrator at a Forestry Institute in Moscow explained how racketeering can happen:

B Poccuu Bce Taku UIET CrOBOP U OH YK€ UAET Nepes
ayKIIMOHOM, MOT'Y CKa3aTh CX€MY KaK 3TO MPOUCXOIHNT, 5 cam(a)
OpIBas(a) HAa TAaKUX ayKIIMOHAX U HAOII0a1(a) CO CTOPOHBI, BOT
HanpuMmep, 6epém Kakoi-To pernoH, 10 KOMITaHN X0YeT BBIATH
Ha ayKIMOH, IPHUe3KaeT OANHHAAIAaTas u3 MOCKBBI 1 TOBOPHT
JlaBail MHE I€HbI'M HHaYe 51 TeOe Oyay MOBHIIIATh IIEHbI
YMBIIIJIEHHO, €CIU TOT OTKAXXETCA TO OH €My COPBET ayKIUOH,
OH JIOBEJET 10 KAKUX-TO KOCMUYECKUX 1IEH U JOTOBOP HE
COCTOUTCSI HU Y KOrO.

In Russia, there are companies engaged in conspiracy prior to the
auctions. I myself have witnessed auctions from the side where,
take, for example, some region where 10 companies want to go
to auction. An 11" firm from Moscow comes to the others and
states, “give me money or | will raise the price intentionally.” If
the initial company refuses, then the 11" firm would disrupt the
auction by raising the price to some outrageous price so that no
one would end up winning the contract.
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This interviewee continued to describe how collusion can take place:

IlosBHIIach BO3MOKHOCTE 3aKJIIOYATh AO0TOBOP C €AUHCTBCHHBIM
YYaCTHUKOM - TOXKE MOXKET OBITh CTOBOD. I[OI‘OBOpI/IJII/ICI) 49TO Ha
9TOT y4aCTOK BOT Thl UJCHIb, HA prrOfI BOT - ThI OOUH, H C
TOOOM M0 MUHMMAaJIbHBIM IEHaM 3aKJIIOYar0T JOTOBOP.

There is also now the opportunity to enter into a contract with a
single participant-competitor in the auction. This can be turned
into collusion. Prior agreements can be made with auction
participants stipulating that one company win one auction at the
reserve price, another company win another auction at that
reserve price, etc. Contracts are awarded then at only the
minimum reserve lease prices.

Another aspect of the leasing process that one interviewee spoke about was the requirement to

monitor and check harvest activities on leased land (step 11 in Box 4.1). According to

interviewees, regional forest management departments are responsible for monitoring work of

tenants, but as a Senior Staff of a Regional Forestry Research Institute noted:

Ecnu, Hanpumep, TpUHIIMIHAIBHO, €CIIK OHH [apEHAATOPHI | He
BBINOJHAIOT KaKOM-TO U3 MYHKTOB 3TOT0 JOTOBOPA, UX JTOKHBI
B MIPUHITUIIE JINIIATEH apeHIbl. Ho 00BIYHO CXOAUT BCE € PYK.

For instance, if they [leaseholders] don’t fundamentally fulfill
any aspects of the contract, then they should, in principle, have
their lease revoked. But usually they get away with anything.

Theme 4.1c: Capital —Infrastructure/Roads

When thinking about capital and infrastructure as a production factor in Russia, one of the most

fundamental aspects of infrastructure is a transportation network. The expansiveness of Russia’s

territory given its lack of transportation infrastructure was of concern to several interviewees. In

particular, an Advisor(B) to the Russian Federal Duma’s Committee of Natural Resources noted

that there are:

OrpoMHBIe IIJIOIIAU TJe HET AOPOT T/ie TPYAHBIA JOCTYTI, TaM
BOT Kak pa3 [laneuuit Bocrok, Bor CHOUpE TaM OrpOMHBIE
TUTOIIA T, TAE 33 HEAEIIO MECSI] He OOOWTH TENIKOM.
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Huge expanses of territory where there are no roads; it’s hard to
suppose that, for instance, in the Far East or Siberia, there are
such huge expanses where you wouldn’t cover the whole
territory by foot in a week, or even a month.

A Senior Engineer for a division under the Federal Forest Agency in Moscow noted that the

biggest concern for Russian forestry is the low density of forest roads:

Just Hac vy nist tecoB Poccuu, ecHbIe TOPOTH [caMble
BaXKHEIE |, TOTOMY YTO IPOTSKEHHOCTH Y HAC HY €CIIH OpaTh Ha
€JIMHUILY TUJIOIIA/IA 110 CPABHEHUIO C €BPOINEUCKUMU CTpaHaAMU
oHa taM 10, 15, a To u 20 pa3, Hy B 3aBUCUMOCTH €CTECTBEHHO
OT PErMOHa OHA HUXKE, 3TO €CTECTBEHHO OYEHb CepbE3Has BELb,
OYEHb CepPhE3HASI BEIIb, TOTOMY HTO JIFOOBIE TPAHCIIOPTHEIE
U3AEPKKU U KOJMYECTBO JOPOT BEUb JOCTATOYHO 3aTpaTHas,
9TO Kak OoJee cepbE3Has BEIIb.

For us, well...for Russian forests, forest roads [are the most
important], because the extent of our roads, depending on the
region (province), is compared to European countries... are 10,
15, or even 20 times lower. It is, of course, a very serious thing,
because transportation expenses and the number of roads are all
quite costly. It is a very serious thing.

This sentiment was also echoed locally in the RFE by a Senior Administrator for an RFE

Provincial Government Committee on Forest Industry. This interviewee noted:

B kpae cnabo pa3BuTa ceTh aBTOMOOMIBHBIX JIOPOT, @ JIECHBIE
IIJIATEXKH [0 TOH CUCTEME, KOTOPas CYIIECTBYET ,CTPOUTCS B
3aBUCUMOCTH OT YJAIEHHOCTH MECTA 3aTOTOBKH JPEBECUHBI JI0
MecTa €€ OTTPY3KH. JJopoxKHasi COCTABISIOMAs aBTOMOOMITbHAS
pasBuTa cnado, m03TOMY OTHAIEHHOCTH OT ITyHKTA 3aTOTOBKH JI0
MecTa OTTPY3KHU JOBOIBHO MpUiIndHOe. CEerogHs pacCTOsSHUE
JUIs1 BBIBO3KHU Y Hac ceroans nepexoaut 3a 150, 200 kM, a To u
6omnpre. [loporu coOOCTBEHHO JIECOBO3HBIE HE TOTO KA4eCTBa,
KOTOPOE MOXKET OBITh XOTEI0Ch, TO3TOMY OHU TaKHe HU3KHE

In the province, the network of roads is poorly developed and the
system of forest payments that exists is structured according to
its remoteness of location relative to its shipment location. Road
infrastructure is poor and so the distance from the point of
harvesting to the point of shipment is quite significant. Today,
the hauling distance surpasses 150-200km or even more. The
quality of logging roads is low.



The corollary dependent factor that is directly affected by absent transportation infrastructure in
Russia is the unavoidable, yet variable, high cost structure for all transportation services.
Additionally, the lack of energy infrastructure in the RFE means that fuel and energy costs are

high. Many of these costs are addressed in the next theme.

Theme 4.1d: Costs associated with Factors of Production

Various costs are associated with acquiring and utilizing land, labor, and capital-infrastructure. It
should be noted that the costs that are paid as part of any dealings with the shadow economy are
considered under the section of ‘Federal and Regional Governance’ (Section 4.2) under the sub-
theme ‘Soviet-and Post-Soviet Institutional Legacies’. Two sub-themes that emerged with regard
to official costs were the starting bid price for the forestland lease auctions, as well as the costs
associated with transportation. With regard to the starting auction price, the view of many
interviewees was that the cost structure is quite complex and that, in general, the costs were

relatively low. Both of these factors are addressed below.

Despite the logical view that a Senior Executive for an RFE Timber Company considered the
current land rental costs entirely acceptable, all other interviewees viewed the leasing costs as
particularly low."” A Senior Staff from a Regional RFE Forestry Research institute noted that
the average price per cubic meter of roundwood is approximately 50-100 rubles, or 2-3 dollars.
A Senior Administrator for an RFE Provincial Government Committee on Forest Industry agreed

with this assessment and emphatically said:

* A Senior Staff for a Regional RFE Forestry Research Institute raised an exception with regard to much higher, and
according to the interviewee, adequate, lease rental rates on forest land where there is substantial valuable hardwood
species, like oak and ash. This interviewee noted that if a parcel that contains valuable oak is leased, then the
combined leased rent and stumpage could be as high a 1,500 thousand rubles (approx. 45,000 USD). In this case,
the interviewee noted, the fees are similar to European fees, and comparable to a world standard.
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Koneuno necHple MmIaTeXu MOJKHBI OBITH JOpoXxe... B
MaTepUaIbHOM UM B CTOUMOCTHOM BBIPAKEHHUU 3TO HE
OUYCHb 3HaUMTENbHASA cyMMa. [ e To B mpeaenax 2-3-
J0JIJIapOB B 3aBUCHMOCTH OT ITOPOJBI U yAAJIEHHOCTH.

Of course forest payments should be more expensive. In terms of
material, or value, it is not very significant....somewhere in the
range of 2-3 dollars depending on the species and the distance.

When asked about the costs of leasing land and if they were adequate, a Senior Staff from a
Regional RFE Forestry Research Institute noted:

B mpunIumne 3o 6051€B0oit BOIPOC...IOTOMY 9TO 3TO OyIeT
BIIMSATH KaK-TO Cpa3y Ha I[EHBI JIECOMATEPHAJIOB, Ha MTOTpebIeHne
JpoB . DTO KOMITJIEKCHO, Ha TOCY/1apCTBEHHOM YpOBHE Oyer
3aTPOHYTa BCS CHCTEMa 3KOHOMHKH, IT03TOMY Harie
MIPAaBUTEIHCTBO KAK-TO CTAPAETCs HE TPOTATh ATy CHCTEMY .
IToka y Hac 3TO Tak ecTsb.

In principle this is a painful question...because it would
immediately affect the price of timber and on the consumption of
firewood. This is complex; at the state-level the whole system of
economics would be affected so our government is not trying to
alter the system somehow. For now that’s what we have got.

In terms of the complexity of cost structure, this Senior Staff from a Regional RFE Forestry
Research Institute explained that the beginning single bidding price at an auction for forest land
is comprised of several different constituent payments which are sent to different authorities:

I'ocynapcTBeHHBIE TUTATEXXH, TaK Ha3bIBaeMasl MONEHHAs OIIaTa
B KaBBIYKaX KaK €€ paHbIIle HAa3bIBAJIN , OY€Hb HeOoIbIIas. ...
HeOGomnpmoi, mimtoc kK HeMy g00aBiseTcs 3eMenbHbIN Hajor. OH
TOK€ COBCEM HEOONbIION . 3eMeNbHBIA HAIOT UAET B PalilOHHBIE
BJIACTU , MECTHBII HAJIOT OCTAE€TCS B palioHE U B Kpae. A
MIOTIEHHAs OIjIaTa BCSA YXOJIUT, MUHUMAaJIbHAs, B (peiepaabHbIN
OIOJKET .

Government payments, it used to be called stumpage, is very
small.... Not much at all...plus add to that the land tax. It, too,
is not very much. The land tax goes to regional government, and
the local tax stays within the region and province. But the
stumpage all gets sent, however small, to the federal budget.

The portion that goes to the federal government, the federal government’s forestland rent
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(apenanas mata), is established in the Forest Code (No. 133-®3 from 28.07.2012), Article 73
(Russian Federation, 2006). A Senior Advisor(A) to the Russian Federal Duma’s Committee of
Natural Resources noted that the rental fee is based on an initial classification of the activity that
the land will be used for and whether that activity results in the withdrawal of resources from the
land (for instance, the difference between harvesting timber and recreational use). Several
interviewees corroborated this and also added that rental rates vary by region as well as species
composition and the area of the leased parcel. These factors make up the cost of one cubic meter
of standing timber (CTOMMOCTHh OAHOTO KyOOMETpa JPEeBECHHBI Ha KOpHIO)—previously referred
to as stumpage (monénnas miaara). Additionally, the starting bid price for forest leases also takes
into account the proximity of timber stands to accessible forest roads. According to an Employee
at a local RFE ENGO, this cost, which is figured into the total forest land rent,

3aBHCHT OT MOPOJIBI, OT COPTHOCTH, OT JaTbHOCTH BBIBO3KH —
9YeM JasIblle BEIBO3KH, TEM JCIIEBIIE - 4eM OJIKe K MyTH, K
TPAHCIOPTHOM COCTABIAIOIIEN, TEM JOPOXKE. .. Y CTAHABIMBACTCS
STUMHU IUIATEKAMU B X0JI€ PACUETOB, KAKOIO-TO KOHKPETHOTO
y4acTKa 10 HaJIU4HIO JOCTYIHBIX PECYPCOB, PACCUUTHIBAKOTCS
Ha y4aCTOK KOJIMYECTBO AOCTYIHBIX PECYPCOB IEPEMHOKAETCS
HAa CTOMMOCTH Ka)XJIOT0 KyOOMeTpa U B TaJbHEHUIIEM 3TH
MUHHMAJIbHBIE [IATEXKHU YCTAaHABIUBAIOTCS B BUJIEC ayKIIHOHHOU
LEHBI, 10 JIOTY KOHKPETHO, 10 KOHKPETHOMY y4YacTKY, 32
KOTOPBII IOTOM KOHKYPHUPYIOT YUYaCTHUKH ayKIIHOHA.

Depends upon species, timber quality-grade, and haulage
distance —the farther it is to haul to the road the cheaper, the
closer it is to transportation services the more expensive....
These payments are set in the calculations of some specific area
and by the presence of available resources which is then
multiplied by the cost per cubic meter and then, ultimately, these
minimum payments establish the base auction price, by specific
lease area, on which competitors bid.

Importantly, this ENGO Employee touched upon a very important aspect that several
interviewees also alluded to: all of these calculations help determine the forest land rent which is

paid regardless of how much actual harvesting activity is done. With regard to the importance of
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transportation costs, an Advisor (B) to the Russian Federal Duma's Committee of Natural
Resources noted that transport costs for companies were particularly high, even to the point
where it might not be worth cutting down trees because the hauling and transport costs would be
so high and thus make the whole operation uneconomical. A Senior Administrator for a
Provincial Government Committee on Forest Industry noted:

T'oBopuTs 0 3aTparax, TPaHCIOPT AJIS JIECHOU
IIPOMBINUIEHHOCTH OH O4€Hb BaxkeH. Hy 3aTpatsl rae-to
TPAHCTIOPTHOW COCTAaBIISAIOIEH Ce0ECTOMMOCTH 3aHUMAET B
npenenax 40%.

Speaking about costs, transportation is very important for the
timber industry. The transport component of total costs is in the
range of 40%.

A Senior Engineer for a division under the Federal Forest Agency also noted the importance of

transportation costs by noting that distances of

...500, u 600,u 700 xumomerpos, 10 1000 kuIOMETPOB, 3TO O
KEJIE3HOU TOpoTre, KaK MPaBIIIO, IIOITOMY TPAHCIIOPTHBIE
Tapu(bl €CTECTBEHHO OHH OYEHb CEPhE3HO BIHUSIOT HA
CTOMMOCTb JepeBa.

...500, 600, 700 kilometers...up to 1000 kilometers by rail is
typical, so freight rates naturally have a large effect on the cost
of wood.

And a Senior Staff from a Regional RFE Forestry Research Institute noted:

B necHOi NPOMBIIIEHHOCTH. .. CHUTAETCSI, YTO BBIBO3KA
npeBecuHb! peHTadbensHa 200kM 10 MyHKTa OTIPY3KH Ha
JKeJe3Hyo gopory unu B noptT . Hy u ciieqoBarensHo
HEKOTOPBIE IPOCTO JIECHBIE MACCUBBI B IPUHIIUIIE
SKOHOMHUYECKHU HENOCTYIIHBI.

The forest industry ...thinks that timber is only profitable within

200km to the point of rail or port shipment. Consequently, some
forests are just economically unavailable.

An Employee from an RFE ENGO noted a dynamic that is caused as a result of high

transportation costs of hauling logs long distances, and the low rental costs of forest land farther

47



away from roads:

Uro emg...001ee yapydaeT, Tak CKakeM, 4To 0ojiee HeraTuBHO
HUKTO HE HaKa3bIBaeT 32 OCTABJICHHYIO APEBECUHY Ha JIECOCEKE,
KoTopas octaércd Tam. MHorjaa 10 ceMUIecaTd BOCbMUIECATH
MIPOIIEHTOB. .. TAKOE OBIBACT.... IOTOMY 4TO OepéTcs camoe
Jy4Iee, OCTAIbHOE CPYOIEHHOE OCTaBISAETCS.

What’s more depressing, say, more negative, is that nobody
punishes for the felled timber left at the harvesting site which
remains there. Sometimes 70-80% [of the felled timber
remains]...it happens...because only the best wood is taken off
the site, the rest of the felled wood is left at the site.

Additionally, a couple interviewees touched upon the high costs of energy in the RFE. The lack

of energy production in the RFE drives up the cost of electricity in this region, and is a potential

barrier for the development of newer-energy intensive industrial processes used in the
manufacturing and processing of value-added word products. A Senior Staff from a Regional
RFE Forestry Research Institute observed:

W 1uttoc HET y Hac YHEPTHH CTOJIBKO, 3/IECh HETY CTOJIBKO
9JIEKTPUYECTBA, YTOOBI ITO BCE MepepadaThIBaTh .JTO HaM Hal0
051 OBIJIO CTPOUTH HOBYIO SKOHOMHKY B PETHIOHE.

Plus we do not have much of an energy base in place. Many here
do not have electricity to process at all. We’d have to build a
new economy in the region.
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4.2 Federal and Regional Governance

Several different aspects of federal and regional governance were discussed by interviewees. The
topics discussed under this broad category fall into three distinct themes: Soviet and post-Soviet
institutional legacies (Theme 4.2a), 2007 Federal policies (Theme 4.2b), and international trade

of Russian timber (Theme 4.3b).

Theme 4.2a: Soviet and Post-Soviet Legacies

Within the Russian forestry sector, two of the most notorious realities are the presence of
corruption and illegal behavior. While these phenomena are not exclusive to the forest sector
and can be seen as part of a larger historical dynamic of governance and institutional aspects of
the post-Soviet Union, the Russian forest sector, in particular, is known to be rife with dealings

in various aspects of the informal economy, from bribery to illegal logging.

One aspect of governance that several interviewees touched upon was that if the government was
going to try to genuinely fight these issues, they needed to find better ways of using leverage
(cuctema peruaro) as a controlling mechanism to encourage people to adhere to the law. The
notion of leverage, and related concepts, came up with several interviewees. According to one
interviewee, a Senior Administrator for a Forestry Institute in Moscow, there need to be both
positive and negative incentives:

Kak y Hac 3HaeTe noroBopka ectb B Poccuu, BOCIUTHIBAIOT
METOJIOM KHYTAa U NMPAHUKA, XOPOLIO CHeJall -- MPAHUK CIAIKUM,
IJIOXO -- KHYT, BOT, IO3TOMY y Hac B 3aKOHOAATEJIbCTBE KHYT
€CTb a MPSHUKOB HET, & HYKHO €I11€ MOOUIPATh XOPOLIO
apeHJaTopa, €CiM OH Ka4eCTBEHHO C/eJIall KaKyl0 TOXE CUCTEMY
MOOILIPEHMUS a €€ HETY Ha CErOJHA.
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There is a saying in Russia that you can train someone using the
carrot and the stick method. If you do something well or adhere
to the guidelines then you get something sweet; if you don’t,
then you get the stick. Here, for example, in the government
there is a ‘stick’ but no ‘carrot’. We need to encourage the notion
of a good tenant, like if the tenant uses a quality management
system, we need to encourage this, but currently we don’t do
this.

While this interviewee spoke of the need for a positive set of incentives (the ‘carrot’ in the carrot
and stick analogy), several other interviewees suggested that the government’s ‘stick’
disincentives were not strong enough. A local construction worker and previous forest sector
employee noted:

The penalty is the regulations — following the regulations should

be controlled by the penalties. If you go beyond the rope, so to

speak, you are getting hit by the penalties, and that penalty might

be severe. Of course the more severe the penalty is, the fewer

people will cross the rope. So that might be a good solution.

On one hand, are fines and penalties, real severe penalties. For

example, in the United States and Canada, everyone is afraid of

penalties. Whereas, penalties in Russia are modest, ... and

therefore, sometimes, well I know that, sometimes... where there

are some issues, some operational issues, and the management is

thinking, “Okay, we have two ways, one is to follow our goal

and one way is to adhere to the rules. Which way should we go?

Which is more profitable? ... Very often it is profitable just to

pay the penalties. This is a problem.
Turning now to the several different types of corruption and bribery that exist in the forestry
sector, one aspect of corruption that was previously mentioned (in Section 4.1) was the potential
for corruption to take place during and after auctions for forest leases (p. 34-35). A local RFE
construction worker and former logger noted that many people outside of Russia use the terms
corruption and illegal logging interchangeably. This interviewee noted that Russians exclusively

view corruption as giving money under the table. This interviewee observed in detail the

pervasiveness of corruption:
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I have to admit that there is corruption everywhere. For example,
the government officials and the officers. If you are trying to do
business, let’s speak about forestry, you have to pay for the
license to cut and you have to give kickbacks for someone to
arrange for the license faster. And then, you have to pay the local
authorities, local forestry officers, for them not to notice the
illegal cutting in this particular site. And then you have to pay
the traffic police in order to bring the logs out and to deliver
them to the log yard. And therefore there is corruption
everywhere. There are some firm taxes, so to speak. The amount
of revenue of remuneration, there is a fixed price, but everyone
is trying to get some more from that.

[...]

The corruption is growing. The kickbacks are large. If you are
planning some business or something, so you have to be ready to
give some kickbacks. Unfortunately, this is true ...On one hand,
the government is struggling with corruption. But that fight is
like...fighting ... somebody who has given 300 rubles to a traffic
policeman. This is just an example. But those who are stealing —
let’s call a spade a spade — who are stealing millions of dollars,
they are really high up, and they are never punished probably
because they are sharing. Probably this is the reason and
therefore there is huge corruption in the higher elevation....

[...]

The amount of bribes is increasing. There is even official
statistics and all that. First time I heard on the radio about that
there is a special term ‘average size of bribes’ or something like
that. First I heard about that, I was shocked. And I thought,
“What the fuck are they talking about! How do they know the
average bribe? How do they figure that?” This was a great
mystery to me. ...Generally the amount of bribe was 20,000 or
15,000 rubles, about 500-700 bucks.

This RFE construction worker touched upon many important aspects of corruption in Russian

society that were echoed by several other interviewees, including interviewees who worked in

the RFE and Moscow. A Senior Administrator for a Forestry Institute in Moscow noted that the

federal government has started to fight corruption, yet any sense of a result is unclear. This
interviewee added that the first place to look for corruption in the forestry sector, though, is to
see if the company that has the harvesting rights is owned by a relative of the mayor, governor,

head of large company, son of the head of a large company, etc. The local RFE Construction

51



Worker brought up similar observations about how hard it is to have non-corrupt monitoring of
forestland:

The question is who is going to control? Which body or which
person will come to the site and monitor? If it is [somebody]
who lives in the same village, and whose brother in law is the
manager in this company and they are drinking and hunting
together, then in this case, is this real control monitoring? Of
course not.

The aforementioned corrupt means used to bypass monitoring of forests where there is unlawful
cutting taking place is an example of how corruption and illegal logging often go hand in hand.
All interviewees spoke about the topic of illegal logging, how it is a matter of major concern in
the RFE and for all of Russia, and presented their specific views on the issue. A Senior
Administrator for a Forestry Institute in Moscow noted that the term ‘illegal logging’
(me3axoHHast pyOka) as it is used sometimes includes many different activities, several of which
this particular interviewee did not think should be counted as ‘illegal logging.” This Senior
Administrator explained:

Ha moit B3rna, He3aKOHHOM pyOKO¥- 3TO KOTJa BOT BBI
MIPHIIUIH, Y BaC HET HUKAKHX JIOTOBOPOB, @ MPOCTO B3SUIH U
BBIpYOMIH, 1100 KOT/1a KOMIIAaHHUH 32 IpeielaMi OTBEAEHHOTO
ydactka pyosT. Korga BHyTpH HEIpaBMIIBHO YTO-TO CAENANH, 5
HE CUMTAIO 3TO HE HE3aKOHHOM pyOKoii. DTO HapymIeHHe
TEXHOJIOTHYECKUX TPeOOBaHNH, 3TO HapyILIEHHE TEXHOIOTHH.
Ceiiuac meITaercs 1o caenatsh Bepxosusiii Cya, u caTh
MTOCTAHOBJIEHHE B KOTOPOM OYyJIeT CKa3aHO 4TO TaKoe
He3aKoHHas pyOKa, ceiiuac MpOeKT rOTOBUTCA, MBI OYET KAaTh
ot sToro. Hy Mo€ MHeHHe 4TO Takoe He3aKOHHAsA pyOKa -3TO
KOTJIa HeT Pa3pelInTeIbHBIX JOKYMEHTOB, a KOT/1a €CTh
JOKYMEHTBHI HO 4TO TO HE MIPAaBUIILHO CAETAJ, 3TO HE HE3aKOHHA
pyOxa.

In my opinion illegal logging is when you do not have any sort
of contract but simply cut trees down or when a company cuts
outside an allotted area. When something is not done correctly
inside a leased area, I do not think that it is illegal logging. This
is a violation of technical requirements, a technical violation.
Currently, the Supreme Court is trying to pass a resolution in
which a formal definition of illegal logging will be passed, but
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we will wait on that. Well, my opinion is that illegal logging is
when there are no permits, but when documents exist and the
work is not properly done, it is not illegal logging.

Thus, according to this Senior Administrator for a Forestry Institute in Moscow, it appears that
any time a company or individual is cutting without documents it could be considered ‘illegal
logging.” This includes the possibility of companies or current forestland tenants cutting beyond
their allotted boundary area (korma komMmnaHuu 3a mpeenaMu OTBEIEHHOTO y4yacTka pyosr). Yet,
based on several interviewees’ responses, it appears that several loopholes exist. Interviewees
were split, however, as to whether wood that has been harvested by means of these loopholes
qualifies as ‘illegal logging.” One loophole that an interviewee spoke about was the ability for
companies to over-cut their allotted amount within their own leased area. A Senior Administrator
for a Forestry Institute in Moscow noted:

B AOTOBOPE €CTh OTBETCTBECHHOCTH B BUC HCYCTOfIKH, OH

CpyOwmI Ha JBa AepeBa WU HA IISITh IEPEBHEB OOIBIIE, MBI

TMOCYUTAIN 1 CPpa3y €ro NPUBJICKIN K OTBETCTBECHHOCTH.

In the contract there is the liability to a penalty of overcutting,

whether it is two or five trees, etc. How many trees have been

overcut are counted and then the company is held accountable.
In addition to overcutting legal amounts on land where there is a current lease contract, another
method that some companies will utilize is to harvest different species than were assigned in

their contract. For instance, an Administrator for a Nature Reserve located in the RFE noted:

Ot pyOKH OBLIH COTIACOBAHUE C JIECHOM cIyx00il — HO, K
COKaJICHUIO, B TIpolecce pyOoK, BeIpyOasiack He Ta IPEBECHHA,
KOTOpasi OTBOJMJIACH U HAC 3TO BOJHOBAJIO —TO €CTh PYOHINCH
MOPOJIbI, KOTOPBIE TIOTHOCTHIO 3alpeIIeHsl K pyOke. 1 Mol
MPUHAMAJIH aKTUBHBI Y9aCTHUH B TOM, YTOOBI
MPOTUBOIEHiCTBOBATE. [103TOMY, BCKpPBIBAIN TaKHE CIIydae, MBI
o0pamaince K IpaBOOXPaHUTENbHBIE OPTaHbl, 1 KOHEYHO, B
UTOTE, MBI 00paIaIich K MECTHOMY COOOIIECTBY M Pe3yIbTaT
COBMECTHOMW JeHCTBHA Yepe3 CeMb JIET MbI TOOMINCH TOTO, YTO
ceifuac pyOKH 3arpernieHsl.
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These harvests were in agreement with the Forest Service —but,
unfortunately, during harvesting, the trees that were logged were
not the species assigned for logging. We took an active role in
counteracting this. Therefore, we opened a case with the law
enforcement authorities and in sum we were able to turn to the
local community for help and after 7 years we have been
successful in making this sort of felling prohibited.

An additional loophole that was discussed by interviewees is found through (pre-commercial)
thinning operations as a cover to ‘thin’ trees that are merchantable and ‘thin’ species that have

been banned from commercial harvesting (like, Korean pine). One interviewee noted that this

method was utilized often which suggests that bribes and corruption are used in order to have the

necessary people turn a blind eye. However, according to a Senior Administrator for a Provincial

Committee on Forest Industry:

Ho tem He MeHee B 3TOM rofy Ha TEPPUTOPUH Kpas MPUHAT
3aK0H 00 000pOTE U OTAETHHBIX ITOJTHOMOYHSIX, B 00JIaCTH
000poTa JPEBECHUHBI, B COOTBETCTBUU C KOTOPHIM
MPeyCMOTPEHO, YTO MBI Oy/I€M OCYIIECTBIISITh KOHTPOJIb 32
JPEBECUHON MOCTYNAOIEH HA IyHKTBI OTTPY3KH U
OTTpy’XaemMble oTTyAa. To ecTh, Ha cTauu OTTPy3Ka APEBECHHEI
KEJIe3HOT0POKHBIM BOJIHBIM PEYHBIM TPAHCIIOPTOM, OyaeT
BBISBIISITECA HEJIETAIBHO 3aTOTOBJIEHHAA. A JIECHbIE HHCIEKTOpa
OHM €3]IAT T10 JIECY CMOTPSAT M TaM YEpHOTO Jiecopy0da ¢
TOTIOPOM BBIMCKHBAIOT.

Nevertheless, this year a province passed a law on back of an
individual mandate in the area of timber trafficking, which
stipulated that will exercise control over the timber arriving and
leaving at the points of shipment. This is the stage of shipping
timber by rail or river transport that illegal harvested timber
could be identified. Forest inspectors ride through the woods
and look and seek out illegal logging lumberjacks.

An Advisor(A) to the Russian Federal Duma’s Committee on Natural Resources noted:

VY Hac, K COXKaJIEHUIO, €CTh HEKOTOPHIE MMPOOIEMBI C
B3aUMOOTHOILIECHUAMH 110 3KcnopTy Ha JlanbHem BocToke
CBSI3aHO 3TO ¢ MPOOIEMOii HeNleraabHBIX PyOOK B TOM YHCIIE TIPU
Y4acTHH HAIINX cOcele. DTO HE CEKPET, YTO 3HAUUTEIHHOE
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KOJIMYECTBO HeJIETaJbHBIX pyOOK M HEJeTalbHbIX JIEC03ar0TOBOK
Ha JlaneHeM Bocroke uner ¢ yuacruem Kuraiickux koMIaHuii.

Unfortunately, we have some problems with relationships
regarding exports in the Far East connected to problems with
illegal logging, including the participation of our neighbors. It is
no secret that a significant number of illegal felling and
harvesting in the Far East involves Chinese companies.

Meanwhile, interviewees expressed unanimous agreement that the main perpetrators of illegal

logging and illegal trafficking of timber were small companies whose reputation was not on the

line, or individuals from remote towns who were struggling to make a living. A Construction
Worker in the RFE and former Forest Sector Employee explained:

But speaking about illegal cutters, you see this is kind of a sad
story, unfortunately. People go for illegal cutting because they
need money. Usually they live in small communities and there
are no other jobs. Practically, for those people who cut the tree
and take the chain saw and cut the tree, they use some old-
outdated worn out equipment to bring the logs out of the forest.
For them, this is the only way to feed their families,
unfortunately. And they are punished. But those who hire them,
who arranged all those schemes — usually those who are pulling
the strings, they exist at the higher elevations and therefore the
struggle with corruption goes at the low elevation - it’s like the
top of the iceberg and therefore there is no success.

And a Senior Staff from a Regional RFE Forestry Research Institute observed:

Kpynnabie ¢pupmbl oHE (H3NYIECKH HE MOTYT 4aCcTO 3aHUMAThCS
KaKUMU TO HE3aKOHHBIMH 3aroTOBKaMu. Ecili y HUX BO3HHUKAeT
JIMIIHAS APEBECHHA, TO 3TO CBSI3aHO UMEHHO € y4€TOM JIECHOTO
¢doHIa, a HE C UX KPUMUHAIBHON IS TETBHOCTBIO. ...

Large firms are often physically unable to engage in some sort of
illegal logging. If they have extra wood, it is in connection to the
miscounting of the Forest Fund inventory, not with their criminal
activities.

An Administrator for a Nature Reserve in the RFE noted:

Curyanus Ha [lansHeM BocToke MOCTENIEHHO YIIy4IIaeTcs B TOM
IUTaHe, 9TO MPUXOJAT BCE-TaKH PyOUTH KPYIHbIE KOMIIAHUH.
KpynHble KOMIIaHUH. . .CTAPAIOTCA TOAABUTH BCAKHE MEIIKHE
HeJEeTalbHble OPraHU3alMK, KOTOPHIE 3ar0TaBIUBAIOT JIEC.

55



The situation in the Far East is gradually improving in the sense
that larger, more well-established companies are coming in.
Larger companies try to suppress any small clandestine
organizations.

A Senior Executive for an RFE Timber Company shed some light on some of the firsthand

struggles the company deals with when trying to suppress small clandestine organizations:

VY Hac ecTh elle crenualbHOE OTAEICHHE JIECHOW OXpaHbl. DTO
mopsiika 25 4enoBek. JTO CIeNTeXHUKA, CIEICPEICTBa, KOTOPEIE
3aHUMAaIOTCS YUCTO OXpaHoi seca. [Ipocto oxpaHoit jeca.
[ToTomy 4TO y Hac Ha CETOMHSIIHIN IEHb MOPAIKA [COTHH
TBHICSTY | TEKTApPOB M MEPHOAMYECKH TIOBEPTalOTCs HE3aKOHHBIM
pyOKaM, T.e. CO CTOPOHBI MECTHBIX TaM OpaKoHbepoB. JItoau
3aX0JIAIT, B IEPEBHAX MHOTIa HET pabOTHI T.€ 0Y€Hb IMPOCTO
3aiTH CIIUIUTH HECKOJIBKO JIEPEBLEB U MOXKHO IOJIy4YHUTh
HaJau4HbIe AeHbIU. [103TOMy MBI 3aHHMaeMcsl IECOOXPAHOH, HO
XOTs 3TO Takasi TOXe HEYPEeryJIUpOBaHHas 3aKOHOJATEIbCTBOM
JesATeNnbHOCTh. II0TOMY 4TO MBI HE UMEEM IIpaBa HE JOIYCKATh
Ha CBOM apeHJHbIEC YYACTKH JIIOJIEH, T.¢ He nMeeM Ipasa. He
HMEEM IIpaBa UX JOCMaTPUBaTh, HE UMEEM MIPaBa HAXOIUTHCS
TaM C OpY>KMEM, U3bIMATh TEXHUKY. MBI MOKEM TOJIBKO TaM
0o0HapyXHUTh HE3aKOHHYIO pyOKy, 00HapyXHUTh pyoutnka. Jlaxe
3aJiepKaTh UX HE UMeeM INpaBa. MBI JOIKHBI COOOIINTE B
MUJIMLIMIO U OHA YK€ J0JDKHA AeiicTBoBaTh. Ho TeM He MeHee
MBI 3TUM 3aHUMaeMcCsl.

We also have a special forest protection division. It’s about 25
people. This is a special technical division, with their own
technical means, to protect the forest. Because we currently
have [hundreds of thousands of] hectares and it is periodically
subject to illegal logging by local poachers. People come from
the villages when there is no work since it is easy to go cut down
a few trees and get cash for them. This is the reason we protect
our own forests, although it is still not an entirely resolved lawful
activity. We do not have the rights to forbid people from coming
onto our leased areas. We do have the right to inspect them, we
have no rights to be there with guns, or confiscate equipment.
We can only detect illegal logging there, find the sawyers. We
don’t even have the rights to detain them. We need to inform the
police and they will follow-up. But we still do it.

Theme 4.2b: 2007 Federal Policies
Interviewees were asked to discuss their thoughts on the federal government’s recent policy

changes, which began in late 2006 with the passing of a new redaction of the Forest Code. In



2007, Russian increased its roundwood export tax rate significantly, and also the Ministry of
Industry and Trade (Minpromtorg) instituted priority investment projects. As has been previously
mentioned (p. 9 in Introduction) all of these initiatives were described in full in Minpromtorg’s
2008 document titled ‘Strategy for the Development of the Forest Complex to 2020.” An
Advisor(B) to the Russian Federal Duma’s Committee on Natural Resources noted optimism that
this fairly recent Strategy will be 100% realized. A Specialist for a Regional RFE Agency
Forestry District was equally optimistic about the effect these new policies have in the RFE:

Uro kacaercs,... BBO/Ia MOILINH Ha KPYTJIBIE JIECOMATEPHAIBI U
MEXaHU3M IIPUOPUTETHHIX HHBECTUIITMOHHBIX TIPOEKTOB, BCE
TaKW, KOHEYHO K€ MOJI0KATEAbHAS B YaCTHOCTH KaCaroIasics
TATBHEBOCTOYHOTO (pemepanibHOro okpyra ecth. Kak Osl,...3T0
YBEIUYCHHE MPOU3BOACTBA MIIOMATEPHUATIOB, 3TO YBEITUUCHUE
JIOXOTHOCTH B OIOKETHI BCEX YPOBHEMH, TO €CTh
COOTBETCTBEHHO,... MEXaHU3M IMIPHUOPUTETHBIX TPOEKTOB -...dTO
yKe KpyITHEee HHBECTHUIINH, ITO YK€ BEITIOTHEHUS MEPOTIPUATHN
JIECOXO3AMCTBECHHBIX B 0053aTEIHCTB II0 CTPOUTEIHCTBY TEX KE
JIOPOT ¥ OCBOCHHS JIECHBIX PECYPCOB, TO €CTh, HY
MOJIOKUTENbHAS PEAKIHSI BOT HA HOPMATHUBHEIC aKTHI.

As for the introduction of export taxes for roundwood and the
mechanism of priority investment projects, there is a positive
aspect in particular regard to the Far East Federal District. There
has been an increase in timber production, an increase in the
budget earnings, on all levels; that is, the mechanism of the
priority projects...it is already involving serious investments,
and forestry activities have already been performed and there

have obligations to build roads and develop forest resources; so
yes, I have a positive reaction to these policies.

An Advisor (B) to the Russian Federal Duma’s Committee on Natural Resources noted that with
such recent new changes taking place throughout various aspects of the domestic forestry sector,
it was important that many people followed and researched the effects of these policies. Both
Advisor(A) and Advisor(B) observed that the dissemination of information, as well as
discussions about the effects of the recent laws are carried out by the Federal Forest Agency

(ROSLESHOZ) in addition to other departments and regional authorities, as well as academic
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institutions. Advisor(B) noted that the role of academic institutions isn’t just to disseminate
information, but also to conduct scientific research to help determine the effectiveness of these
policies. One major theme that several interviewees spoke about was that, even if these policy
changes might do some good for the economy, a major problem within Russian domestic forest
policy has been the constant tweaking and changing of laws. Thus, these new changes caused
some interviewees to remark that stability was needed first and foremost. A Senior Staff of a
Regional RFE Forestry Research Institute observed:

IIpocTo Hy>kHa cTabMIBHOCTE. TONBKO CTAONIBHOCTH U BCE U

TOTJa Bce OyJeT HamaxeHo. ...HykHa IMEHHO cTaOMIIBHOCTG.

Hano o4enb yMepeHHO IPUHUMATL U3MEHEHHUS B JIECHOM

3aKOHOAATCIIbCTBCE. Bce GeckoHeuyHBIE U3MEHEHUS MIPUBOJAT K

Z[I/IC6aHchy B JICCHOM KOMIUICKCE U 3TO HUKOMY HC BBITOAHO.

Hu necororoBurensm, HU JIECHON OXpaHe, HU TOCYAAPCTBEHHBIM

opranam, mOTOMY 4TO MEHAIOTCA BCE BPEMA YCJIIOBUSA UT'PLI. A

OHH HC€ JOJIDKHBI MCHATHCA.

Just stability is needed. Only stability and then everything will

be fixed. ...Stability is what is needed. It is necessary to make

very moderate changes to the forestry legislation. All the

endless changes result in an imbalance of the forest complex and

it isn’t beneficial to anyone, not to foresters, forest protection, or

to public authorities because the rules of the game are changing

all the time. They do not need changing.

Thus, in order to understand interviewees’ perspectives better on the recent policy changes, they
were asked to comment on each of them, starting with the most recent changes to the Forest
Code. Several interviewees commented on the fact that the newest redaction of the Forest Code
transfers much oversight and appropriations of the nation’s forests away from the Federal
government and to regional governments. A Senior Administrator of a Provincial Government
Committee on Forest Industry remarked:

[TomHOoMOuMs poccuiickoii (heaeparyii B 06J1aCTH JECHBIX
OTHOIIEHUH Kparo NepeaHsl W Ha TEPPUTOPUH Kpas UX
WCIIOJTHEHHEM 3aHUMaeTCs yIpaBJICHHE JIECaMHU.
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The Russian Federation’s federal authority over matters of
provincial forestry issues have been transferred to the territory of
the province, which directly implements forest management.

Yet, a Senior Staff of a Regional RFE Forestry Research Institute was more emphatic about the
effects of the re-shuffling of authority:

Ceifgac ToCy1apCTBO HE BBIIIOIHSIET B KAKOH-TO CTETICHU CBOH
¢yHKIINH, ceifuac BOIPOC MUAET BO BpeMsi, Kak ObI cKa3aTh...
unet pepopmupoBanre. CHIKEHUE TPOU3OILIO TIEpeIadn
MOJTHOMOYHH U3 (eAepaIbHBIX OPTaHOB B CyObeKTHI. [loaTomy
U7ET KaJpoBas NMepecTaHOBKa, Kak OBl CKa3aTh BOT 3THX
JIECHHUKOB, JIECHOM OXpaHBbI M JOKHOCTHBIX JIHI. A Tak Kak
pedopma B porecce Mo3TOMy J€C03arOTOBUTEN JIENaeT celyac
BCE YTO XOYET, TOKa UIYT KaJpoBbIe epecTaHOBKH. U
HEKOTOPBIE palioHBI BOOOIIIE OCTar0TCA 6€3 KOHTPOJIL.

Currently, the Federal government is insufficiently fulfilling its
functions, which is taking place concurrently with the, how to
say, reformation process. The transfer of powers from Federal
agencies to the provinces has caused a decrease [in performance
of regulatory function]. So goes the reshuffle of foresters, forest
guards and officials. And since the reforms are ongoing, while
there are staff changes, loggers can currently do as they wish.
Some areas are left without any control.

This same worry was echoed by an Employee of an RFE ENGO. This interviewee noted that the
reshuffling of jurisdiction in the new Forest Code, as well as the 2010 creation of a Ministry of
the Russian Federation for the Development of the Far East Federal District that has its
headquarters in Khabarovsk, could mean that forest use and protection might no longer be
controlled by Federal authorities:

OTH HOBOBBEACHHS MPHUBEAYT K HETaTUBHBIM MTOCIIEACTBUAM TaK
KaK COTJIaCHO HJIee 3TOT0 MHHHCTEPCTBA PECYPCHI, KOTOPHIE
6maromaps nporpamme pa3sutus [lansnero Bocroka OyayT
BBEJICHHI ...B HCIIOIB30BaHNE, [J1eca] OyayT HE MOJKOHTPOIBHBI
(eneparbHOMY 3aKOHOJATEILCTBY.

These new policies may lead to negative consequences because
in accordance with the Ministry of Resources, through the
program of the development of the Far East, forests will be not
controlled under Federal law.
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An Advisor(B) to the Russian Federal Duma’s Committee on Natural Resources observed that as
this shift takes place, it is essential that the regions must not contradict any federal laws, but that:

...BCe€ OCTaJIbHOE, B IPUHITUIIE, 103BOJIEHO / ...everything else, in principle, is permitted

A second 2007 policy initiative of the Federal government’s was the Ministry of Industry and
Trade’s 2007 institution of priority investment projects. Several interviewees provided details on
the requirements of acquiring priority investment project status and most interviewees provided
their commentary on this new federal policy. Priority investment projects in the forestry sector
were established in June 2007 by Russian Federation Resolution No. 419 to attract investments
into Russia’s domestic timber processing sector. The basic requirement that a company must
fulfill in order to be considered for priority project status is a guaranteed investment of at least
300 million rubles (approximately 10 million USD). Interviewees were asked about the process
of acquiring priority investment status and then asked to comment on it. Box 4.2 indicates the
process as it was understood by interviewees.

Box 4.2: Application Process for Forest Sector Priority Investment Projects'*

1) Company develops a business plan. The business plan must include a full financial breakdown of the company and the
full funding sources for the planned investments. Also a description of the full production chain for the whole project,
what kind of economic returns are expected over a given timeframe, and various economic indicators of how the
project will focus on the development of infrastructure within the region, social development.

2) Submit business plan to the Ministry of Industry and Trade (Minpromtorg) of the Russian Federation in Moscow.
Minpromtorg will consult with the Federal Forest Agency (Rosleshoz).

3) Minpromtorg has the final say and can accept or deny the application.

4) If granted priority investment status, Company may begin to start operating under the privileges and preferences that are
stated in Russian Federation Resolution No. 419 (2007) as well as its various amendments, like No. 53 (2010) and No.
450 (2011). Privileges include auction free leasing of land (no auctions), and the Company pays 50% lease rent.

An Advisor(B) to the Russian Federal Duma’s Committee of Natural Resources noted that the

mechanism of priority investment projects offers companies an easy way to access resources and

" The process, as described by the interviewees, does represent an accurate understanding of the actual process of obtaining priority investment
projects that is outlined by MINPROMTORG (2012).
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that the government wishes to develop the forest industry infrastructure and job opportunities

across Russia’s vast territory. This Advisor(B) observed:

51 nymaro, 4TO rOCyJapCTBO HAIIPABJIICHO HA TO YTO OBI
OOJIETYNUTH AOCTYI, S [yMaro YTO B3aHMOBBITOJJHO YTO HHBECTOP
MOJTy4aeT KaKyl0-TO BBITOAY, M TOCYIapPCTBO TOXKE MOTydaeT
KaKyIO TO BBITOAY, MOXET OBITh M JOJITOCPOYHO, HO HUYETO
CTPAIIIHOTO.

I think the government is aimed at something that would
facilitate access; I think that is mutually beneficial as the investor
receives some benefits and the government receives some

benefits, which may be felt only in the long-term, but that is
okay.

While priority investment projects are an exclusive program of the Federal Ministry of Industry
and Trade (Minpromtorg), regions and provinces in Russia try to encourage development
projects in their area. According to a Senior Administrator of a Provincial Government

Committee on Forest Industry:

EcTecTBEHHO y Hac B Kpae CO3/1aHbI TOXKE CUCTEMBI JIbIOT U
npedepeHnuii, KOTOpbIe Ha yPOBHE Kpas MBI IOJAEP)KUBAEM,
BOT 3TH MIPOEKTHI, KOTOPBIE IPU3HAKOTCS IPHOPUTETHBIMHU.

Naturally, in our province we also create a system of privileges
and preferences that are at the Province level for these projects,
which are a recognized priority.

A Specialist for the Regional RFE Agency Forestry District noted that as of August 2012, the
RFE had 13 priority investment projects in the region: seven in Khabarovskiy Krai, three in
Primorskiy Krai, two in Amurskaya Oblast, and one in Jewish Autonomous Republic. Box 4.3
provides a brief summary of the 10 approved priority investment projects in Khabarovskiy Krai

and Primorskiy Krai (as of August 2012), which is based on descriptions of these projects given
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by several interviewees.'> Commentary on some of these companies was given by a couple
interviewees. In particular, Rimbunan Hijau’s investments in Khabarovskiy Krai and Les
Eksport’s investments in Primorskiy Krai were discussed. A Senior Administrator for a
Provincial Government Committee on Forest Industry noted that of all the priority investment
projects in Primorskiy Krai and Khabarovksiy Krai, Rimbunan Hijau was the only one with
100% foreign capital. It is important to note, however, that almost all of the priority investment
projects that have been accepted by Minpromtorg have some amount of foreign funding (as

Box 4.3: Priority Investment Projects in Khabarovskiy Krai & Primorskiy Krai

Khabarovskiy Krai:

- Arkaim (Apkaum) — is implementing a project in the area of Octoberskiy-Vaninskiy region, which is in its first
stage produces 500,000 cubic meters of lumber and 140,000 cubic meters of particleboard per year.
Then they added wood-pellet production. After first stage of production the company plans to expand
its quantity of output and the range of products to include dried lumber, glue-laminated timber
furniture components, and furniture board.

- Amur Forest (Amyp @opecr) is implementing a project in the Berezovoi Solnechnoiy region to produce
150,000 cubic meters of lumber, and 75,000 cubic meters of chip processing depending on the
equipment. The company anticipates moving into the production of dried, planed lumber.

- Rimbunan Hijau MDF (Pum6ynan Xumpkay MJI®) is implementing a project near the town of Khor to produce
an MDF (medium density fiberboard) plant producing 150,000 cubic meters of MDF.

- Dallesprom ([lanbnecnpom) is implementing a project near Vanino to produce lumber, manufactured veneer,
and possibly looking into MDF and wood chips.

-Ros-DV(Poc-/IB) is implementing a project near Sukpai to produce lumber and components for wooden houses.

-Asia Les (A3zus Jlec) is implementing a project in the Berezovoi Solnechnoiy region for a timber processing
facility.

-Dallesprom ([lanbiecnpom) is implementing another project to build a pulp and paper mill located in Amursk.
Primorskiy Krai:

-Les Eksport (JIec Dxcnopr) is implementing project to build three-layerd parquet flooring near Dalnerechensk.

-TerneiLes (Tepreiinec) is implementing a project to build a veneer manufacturing facility in Plastun.

-Primorsklesprom (ITpumopckiecnipom) is implementing a project to build timber processing facilities and
sawmills in Svetlaya and Olga as well as a laminated veneer facility in Chuguevka.

noted by a Specialist for a Regional RFE Agency Forestry District). Rimbunan Hijau is a
Malaysian company with operations around the world. According to a Senior Administrator for a

Provincial Government Committee on Forest Industry, Rimbunan Hijau has 4 groups of

> More detailed information on these projects can be found from the following websites (in Russian):
http://mpr.khabkrai.ru/contents/33/ (Khabarovskiy Krai) and http:/primamedia.ru/news/dv/12.10.2011/174659/primorskie-
predpriyatiya-lesnoy-promishlennosti-zainteresovani-v-zaprete-na-vivo.html (Primorskiy Krai).
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companies within Khabarovskiy Krai. A Senior Staff for a Regional RFE Forestry Research
Institute noted that the company leased a very large forest area of around a million hectares, in

the north of Khabarovskiy Krai and described their plans:

B 00miem oHM XOTAT B34Th JIeC B apEeHAY AJIS OCATKH JIECHBIX
ra"Tanuil. YToObl M0 YCKOPEHHOW CUCTeMe BBIPAIINBATh
apeBecuHy. Ho Tak kak pykoOBOACTBO y HUX MaJIa3UICKOE, OHU
OBl XOTENH 3a MATHAAUATH JIET €T0 BEIPACTUTH, HO B HAIINX
YCIOBHSIX 9TO HEPEAIBHO.

In general, they want to turn the forests they have leased into
forest plantations in order to expedite the timber growing
enterprise. However, since their management is Malaysian, they
would like to grow trees to have a 15-year rotation age, but in
conditions such as ours, this is just not doable.

This Senior Staff remarked that a 40-year rotation age might be more realistic, and additionally

wondered what their long-term plans were:

Onn B3sn Ob1BIIYIO KoMTauuio "@opect Crap”
AmMepukaHckylo...."@opect cTap" npojana 6usHec, TaK ke
MosxeT u PumOynan Xumxay npoaats 6usHec. Korna,
HaIpruMep, KaKHe-TO Pecypchl HCUEPIAIOTCS U OHH ITOCYUTAIOT,
9TO HEepeHTa0eNbHO 3aHMMATHCSA ATHM. B KanmuTanuzMe Helb3s
MpeayraaaTh, 9TO 3aX0UeT XO3SIUH.

They took over the former American Company ‘Forest Star.’...
‘Forest Star’ sold their business, just as Rimbunan Hijau could
sell its business. When, for instance, some of the resources are
exhausted and they believe it is not profitable for them to
continue operations. In capitalism, it is impossible to predict
what the owner wants.

Interviewees also spoke about Les Eksport’s investments in Primorskiy Krai. An Employee at an
RFE ENGO noted that even though Les Eksport was a Russian company, their capital assets
were from Chinese sources. Almost all interviewees were familiar with the company Les Eksport
because, they admitted, there was a current controversy taking place between the company and
World Wide Fund for Nature (WWF) over an area of land in the Bikin river valley at the north

end of Primorskiy Krai, near the border with Khabarovskiy Krai. Box 4.4 provides a brief
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background as to the facts of the controversy as they have been reported in published, public
news articles. However, it is important to mention the general range of comments from
interviewees on their perceptions of this controversy. Several interviewees felt that since Les
Eksport was a well-established, large company with a reputation to uphold, the company would
not want to damage its reputation and hence not engage in unethical behavior. Other
interviewees felt strongly that Les Eksport was engaged in a scam to receive even more highly
valued forest land as part of their priority investment project agreement. Nevertheless, when
interviewees were asked to view the controversy from Les Eksport’s perspective, they admitted
to understanding that if the federal government was going to make value-added wood processing
a priority it needed to be able to ensure that companies were gaining enough resource-base for
production purposes. Yet, when interviewees viewed the controversy from WWFs perspective,
several brought up questions related to whether certain areas of Russia, including the Far East,
had enough timber viable stocks of specific, highly valued species to supply new production

facilities.

Box 4.4: Background to the Les Eksport / WWF Controversy in Primorskiy Krai

Joint-stock company ‘Les Eksport’ (also transliterated from the Russian ‘JlecOkcropt’ as Les Export) is a large
timber company in the RFE and operates a parquet flooring mill near the town of Dalnerechensk, close to the
Chinese border. Historically, WWF and Les Eksport have worked closely on several projects together. Les Eksport
was given priority investment project status in 2010 by Minpromtorg and received expedited leases on forest land in
the Bikin River Valley, Primorskiy Krai. One of the parcels of forest that Les Eksport received as part of its deal
with Minpromtorg for having priority status overlaps an area of the Bikin Valley that is currently a pine-nut
harvesting zone (Pozharskiy Pine Nut Harvesting Zone). Les Eksport had previously signed on to a commitment
with WWF resolving that they would not lease any protected areas (3amurtHsle sieca) which includes pine nut
harvesting zones. WWF -Amur branch insists that Les Eksport give up its rights to lease the area if it wishes to
partner with WWF in the future, while Les Eksport contends that the pine-nut harvesting zone has had ‘intermediate
thinning’ operations take place for years that are even more destructive than their operations would be and that it is
their legal right to start leasing the area. The controversy is heavily nuanced and has been going on for over two
years. In July 2011, Russian Federation First Deputy Prime Minister Victor Zubkov chaired a meeting about the
issue. This controversy has received heavy media coverage in Russia, but there is little English-language
information that is non-partial (reported neither from Les Eksport’s nor WWF’s perspective).
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With regard to an overall evaluation of priority investment projects as an initiative to modernize
and develop Russia’s domestic forest sectors, interviewees’ perspectives were nuanced. That is,
while many interviewees observed that the motivations of the investment project were in line
with their wishes for the development of Russia’s forest industries and that the production and
export of more value-added forest products had greatly increased since 2007, they also expressed
several trepidations. A Specialist from a Regional RFE Agency Forestry District noted that the
investment projects, when viewed comprehensively, have helped to increase the RFE’s
production of lumber by 30% since 2007 and that overall the range of timber products that the
RFE sells domestically and exports has increased and expanded greatly. Yet, Advisor(A) to the
Russian Federal Duma’s Committee of Natural Resources noted that, in general, priority

investment projects were a good idea, but worried about their implementation:

Bor Bonpoc kak OHU pean3yroTcs U pa3BuBarorcsa. Koneuno,
ecim Bc€ Oy/IeT UATH TaK Kak 3an0xeHo B CTpareruu 3To ObUI0
OvI oueHb Her10x0. Ho s mymato, 9T0, K COKaleHUIo, Ha
MpaKTUKe, KaK IPaBUIIO, HE BIOJTHE YIAETCSl JOOUBATHCS TEX
Pe3yIBTaTOB, KOTOPHIE 3aIlJIAHUPOBAHEI.

The question is how they are realized and developed. Of course,
if everything goes as it is indicated in the Strategy that would be
very good. But I think that, unfortunately, in practice, the
planned results are not achieved.

Furthermore, another advisor, Advisor(B), to the Russian Federal Duma’s Committee of Natural

Resources observed:

WHBecTHIIMOHHBIE TPOEKTHI IOMOTAIOT HaM OBICTpEe
Pa3BUBATHCS. .. KOHEYHO, 32 CUET HHBECTUIIUH MOXKET OBITH MBI
oTIIaeM, Ja, CBoM pecypchl. OHU HE BCEeT]a MOKET OBITh
MIOJIE3HBI U BEITOIHBI JUIst Hac. Ho, B OCHOBHOM, IPHOPUTETHRIC
WHBECTUIIMOHHBIEC MPOCKTHI, KOHEYHO, HAM JAI0T BO3MOXKHOCTh
OBICTpee pa3BUBATHCS, M B IKOHOMUYECKOM U B COIIMATEHOM
JaHe.

Investment Projects are helping us develop faster...of course, in

order to get investments, perhaps we give away our resources,
which cannot always be useful or beneficial to us. But, the idea
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of these priority investment projects is to give us the ability to
develop faster, both economically and socially.

A Senior Executive for an RFE Timber Company noted that the government has helped
companies greatly but noted that under the contract of priority investment projects, the
government was required to supply each of the 78 companies that received priority status with
adequate forest land. A Senior Administrator for a Forestry Institute in Moscow had several
problems with investment projects. This interviewee’s biggest concern was the risk that the

government may face if some of these heavily subsidized companies go bankrupt:

S Mory 04eHb KpacUBbIM HHBECTUIIMOHHBIN POEKT
HapHUCOBAaTh... O4CHb KPACUBBIN, M ITOJYYNTH 32 TT0J LIEHHI 0e3
ayKIIMOHa OOJIBIION TecHOH ydacTok. Bort ceitwac moaxomsit
CTPOMKHM MHBECTUIIMOHHBIX MPOEKTOB. TaM JOIKHBI OBITH
MTOCTPOEHBI JJOPOTH, HHPPACTPYKTYpa, a HUYETO HET, U BOT...
ceifuac s rymaro, 9To OyayT cyneOHBIe IPOIECCH 10
pacTopskeHuto foroBopos. Hy m 4To, oH 00aHKPOTUTKCS, YIlZIET,
KTO OyzeT yOBITKH 3aMeIIaTh TOCy1apCcTBY?

I can very beautifully design an investment project, very
elaborately, and receive forest land at half price and without
engaging in an auction. Here there is a great construction site for
an investment project. Roads and infrastructure should be built,
but there is nothing....now I think that there will be trials for the

termination of contracts. What if the company is bankrupt...gone
— who will compensate for the losses to the government?

The third of the major initiatives that the Russian Government implemented in 2007 was to
increase its export tax on roundwood logs (See Simeone 2013a for a thorough background to
Russia’s roundwood export tax). All interviewees confirmed the role that the export taxes played
in the government’s overall design for its forest industry and felt that the government’s idea to
partner export taxes with subsidies in the form of investment projects seemed like a good idea.
For instance, an Advisor(A) to the Russian Federal Duma’s Committee on Natural Resources

noted:

Yro Kacaercs SKCIIOPTHBIX MNOIIIMH TO KOHEYHO B CBOC BpEMA
rocyaapcCTsa IoOIUIO Ha 3TOT IIar Ha YBCJIMUCHUE PasMEPOB

66



MONLIXNHEI JIJISI TOTO YTO OBI HAIIPABUTH MEPEPadOTKY JECHBIX
pecypcoB Kak Obl BHYTpPb CTpaHbl. BOT 1 mpuopuTeTHBIE
MIPOEKTHI TOKE JOIKHBI CHITPATh B 3TOM CBOIO POIB -TO €CTh
CO37aTh HOBOE IIPOM3BOJICTBO Tae ObUTa OBl mepepadoTka, He
OpUEHTHPOBATHCA “Ha CHIPHE.”

With regard to the export taxes, of course, at the time the
government took this step to increase the size of the taxes in
order to redirect the processing of forest products into the
country. And priority investment projects play a role in this in

order to create new facilities that would not be oriented to ‘raw
materials’

Most interviewees felt that the increase in roundwood export taxes to 20% and then 25% played
a positive role in helping to move Russia away from roundwood exports since 2007. Yet, a
couple interviewees noted that while these taxes seemed to have helped Russian objectives, they
are still relatively recent policies and thus only in the medium-to-long-term might we really be
able to evaluate their effectiveness. Several interviewees cited a well-known, and very apropos,
Russian proverb: nec pyost — menku netst (literally: when trees are cut, chips fly; figuratively:
one action can have an inevitable effect on many other things, there is a ripple effect of
unintended consequences). For instance, the same Advisor(A) to the Russian Federal Duma’s
Committee on Natural Resources observed that this government policy was justifiable for the

goal of developing wood processing facilities domestically, yet

...B TOKE BpeMs, 4TO KacaeTcsi Ou3Heca, TO s TyMaro, 4To He
BCEM 3TO HPABWJIOCh U OT YaCTH MOXET OBITh KaKoil To On3Hec
KOTOpbIH 3aHUMancs 13:02 HCKIIFOUUTENBHO 3KCIIOPTOM ChIPbS
MocTpaiai, oT, HO K COKaJIEeHHUI0, KOTJa TpedyeTcsa 4To-To
KaKyI0-TO pe(opMy, IENKH JIETAT, Y HAC TOBOPAT...

...at the same time, with regard to business, I think that not all
liked it, especially since those involved businesses that
exclusively exported raw wood suffered...but, unfortunately,
when something needs reform, inevitably there are some losers.
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In this regard, several interviewees expressed concerns about the Russian government’s idea of
ultimately moving the roundwood export tax to 80%. The reasons interviewees stated mostly
had to do with the fact that the development of Russian processing, they felt, would need to
precede any serious increase in the roundwood export tax rate. A Senior Staff from a Regional

RFE Forestry Research Institute observed:

Hust lansHero BocToka, 3TO [BRICOKHE MOMIIMHBI| COBEPIIEHHO
ObLTO OBI HEMTPUEMIIEMO. ..TIOTOMY YTO 3€Ch HETY, KaK OBl
CKazaTh, TPYJOBBIX PECYPCOB, IepepadaThIBAIOIINX MOIITHOCTEH,
KOTOpBIE€ MOTJIN OBI CIIPaBUTHCS C 3TUM 00OBEMOM JPEBECHHBI.
3T0 Hazo ObUTO OBl BCE CTPOWUTH 3aHOBO M CTPOUTH APYTYIO
9KOHOMHUKY. HeoTkyaa Ob110 OBI B3STH JTr0AEH. 3aB03
ractapOaiitepoB u3 Kutas - 370 TOXXKE He peleHne npooaem.
3auem HaM?

For the Far East, [high export taxes] would be very
unacceptable...because here we have no labor, processing
capacity, which could deal with the volumes of roundwood on
the domestic market. A different economy would have to be
already built here. There would be nowhere to get labor. Guest
workers from China? This is not the answer either. Why should
we?

An RFE Construction Worker and former Forest Sector Employee noted that even though the
government had not raised the export tax to 80%, the impact of even the 25% tax rate caused

many businesses and small factories to go bankrupt. This interviewee noted:

Our government announced that the customs duties would go up
to 80% from the 1st of January 2008 — if I remember that right —
and well, most of the companies decided to shut their operations
down because they didn’t produce anything in Russia because
they were only buying logs and selling them to China, Japan and
Korea. ... Those who were smart readjusted their capacities in
their facilities and started producing lumber. The other people
who didn’t have any long-term plans for development or
anything just went out of business. Those companies who
survived so far, some of the companies are still exporting round
logs. You know the situation is interesting because on one hand
the government is trying to stimulating and trying to give support
to processing here in Russia, but on the other hand there is a lot
of local investors in Russia, capital and companies that don’t
want to produce anything because, you know, it’s difficult...it’s
difficult to produce anything. It is much easier to buy and to sell
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and there are many companies that do not want to deal with
production — there is the conflict.

An additional point that was brought up by several interviewees was the effectiveness of the
export tax to thwart exports of all species and all grades. This point was mentioned by both an
employee for an ENGO and by a Senior Executive for a RFE Timber Company. The employee at
an RFE ENGO noted:

Ho  coxxanennro, MOBBIIIIEHNE OIUIMH B TOH opMe, B KOTOPOH
OHU OBLTH BBEACHBI HE SBJISIOTCS HEKOU MOIyMepPHI. TO eCTh,...
9TO HE CHIIBHO OTPAaHUYMIIO0 — MOXKHO CKa3aTh IMOYTH He
OTPaHWYMIIO BBIBO3 Har0oJIee EHHBIX TBEPOIMCTBEHHBIX
OPOJ, IPEBECUHBI.

But, unfortunately, the increase in export taxes in the form which
they were introduced is only a half-measure. That is, exports
were not very limited — you could even say that it did not restrict
the export of the most valuable hardwoods.

This view was also expressed in detail from a Senior Executive of an RFE Timber Company:

BrIB0O3 Kpyriisika ocTaeTcsi peHTa0enbHBIM B CTpaHe KaK U
MSATKHX MTOPOJ , TBepAbIX TeM Ooiee. [laxxe 100 eBpo Ha KyO He
BIIMSIET HA TIEPBbIe U ayKIIMOHHBIE cOPTa. THI MOXKEIIb JIETKO
9KCIOPTUPOBATH ¢ OOJIBIION Ol MPHOBLTH He epepabaTeiBast
st10. [ToaTOMY peanuzoBanbl 14 uHBECT. IPOEKTOB, a He Bee 70,
KOTOpBIE OBUTH 3aBIICHBI. DTO KOHEYHO CBA3aHO - KPU3HC,
nemeBoe (pMHAHCUPOBAHKE U HE TOBEIEHHAs 10 KOHIIA
MOJIUTHKA TI0 3aIPETy BBIBO3a KpyTisaka. [loaToMy mombITKH
rocyapcTBa ObUIH, TO €CTh, HAIIPABUTh OTPACIH HA TITyOOKYTO
nepepadoTKy, Ha MOIyYeHHE [0OABOYHOW CTOMMOCTH, YTOOBI
OBLIN TOTIOJNHUTEIRHBIE pabodne MecTa, He OBLIN TOBEICHBI 10
KOHIIa.... Sl MOTy cKa3aTh 3a TBEPAOJINCTBEHHBIE 1y0 U SICEHb.
Ha ceronusmmuanii nens cymectsyet nomutnHa 100 eBpo ¢ kyba. .
...Hy BOT aykunoHHbIe copTa, IepBBIe COpTa, AyOa, siceHs. OHn
3Ty HOLUIMHY, HY YCTPanuBaJIo, JIETKO MOXHO OBLIO TUIATHTH.

Roundwood exports continued to be cost-effective for
softwoods, even for hardwoods. Even at an export tax rate of
100 euros per cubic meter, the first and auction grade exports
were not affected. You could still export roundwood and make a
lot of profit without actually doing any processing. That is why
only 14 investments were carried out, out of 70 that were
announced. Of course, this is also connected with the crisis,
cheap financing and policies that haven’t been fully carried out.
Therefore, the government’s attempts to direct industry into
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downstream processing industries, to obtain more value and
create more jobs, have not been carried out in full. I can say that
for hardwoods like oak and ash, today there is a 100 euro per
cubic meter tax. At least for qualities such as auction- and first-
grade oak and ash, this duty is easy to pay.

Theme 4.2¢: International Trade of Russian Forest Products

Interviewees were asked to discuss the influence of international markets on the RFE forest
sector. Not only did interviewees speak about the RFE’s primary export markets, China and
Japan, but also brought up the role of Russia’s burgeoning domestic consumer market as well as
European markets. Furthermore, interviewees were asked for their views on Russia’s WTO

accession and how they felt that might affect the RFE forest sector.

A local RFE construction worker and former forest sector employee observed that it has been
very hard to sell Russian sawnwood in the Japanese market:

Russian factories in 2007 or 2008...started producing lumber —
but that lumber was sold in Japanese markets because the
Japanese are so picky, so to speak. Their demand for quality was
too high, extremely high. Their policy in general was like a
double-standard or maybe there is just a Japanese mentality
because they were not buying 100% of the volume — they were
buying only fractions...maybe 35% because there is a lot of
different sizes and dimensions of boards and they were buying
only particular grades and dimensions. Some grades [of lumber]
were still sitting in the berth and so in the long-run, it turned out
to be very difficult to sell Russian wood in the Japanese market.

According in interviewees, China, on the other hand, is seen as an ever-present source of demand
for Russian wood. A Senior Administrator for a Provincial Government Committee on Forest

Industry noted that selling into the Chinese market means low prices, however:

Hanname HU3KOM IIEHEI, B CBA3H ¢ TeM, 9TO B KnTae mosBuiics
nemeBsiid Jec u3 CeBepHoit Amepuku u HoBoit 3enmananu
MPUBOJNT K TOMY, 4TO Hamu Kuralickue mapTHEPHl CHIKAIOT
uensl. [Ipu Hanmmaum Takoit monumHel, 25% U CHIDKCHHH 1IEH, a
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Yy Hac 3a IOCJIeIHUM roj IeHbl Ha KpyTJblil iec B Kutae
cHU3WIUCH Topsaka 50-60 momnapos. TO CTaBUT B
oTpeeIeHHYI0 (PMHAHCOBYIO 3aBUCUMOCTE HAIlIH MPEATIPUITHS,
YXyALAeT UX (MHAHCOBOE COCTOSTHHE.

The presence of low prices is due to the fact that in China there
is cheap wood coming from North America and New Zealand
which leads our Chinese partners to lower their prices. In the
presence of export tax rates of 25% and lower prices we have
seen roundwood prices in China fall by 50-60 dollars. This poses
a certain degree of financial dependence on our businesses and
their financial condition worsens.

Yet, despite recent decreases in China’s imports of roundwood from Russia since 2008, an

Employee for a RFE ENGO noted:

Ho Taxxe ecii c4uTarh, CIPOC —MMEHHO KUTAICKOIO PBIHKA K
JpeBecuHe, KOTopas 34eCh PyOUTCS U IIOTOM MOCTaBIsIeTCA B
Kuraii — TOXe€ KanuTaabHbIMU BIOXKEHUSIMU —...TO POJb
KUTAMCKOrO PbIHKA U POJIb KUTAHCKOIO KallUTAJIA- TAK CKAXKEM,
BCEOOBEMITIONIAs OCHOBHAA U MOXKHO CKa3aTh €ANHCTBEHHAS.

And if you also consider demand -specifically Chinese demand
for wood that is harvested here in Russia and then shipped to
China- and capital investments -...then the role of the Chinese
market and role of Chinese capital is pervasive and, one can even
say, it’s the only game in town.

A Senior Executive for an RFE Timber Company noted that Chinese produce a lot of products in
Russia, but that they are not recognizable under their own typical brands, as they sell more
products when they operate under the auspices of other firms or other networks of people.
However, a Senior Staff for a Regional RFE Forestry Research Institute noted that it appears that
most companies in Jewish Autonomous Republic (JAO) and Amur Province are of Chinese
origin and have a Chinese name and Chinese capital, but in Khabarovskiy and Primorskiy Krai,
this is not the case:

Ectp Takue [Kuraiickue] ¢pupmbl, HO nx oueHb Mano . EcTp
HekoTopsle pupMmel ¢ KuTaiickum Toxe kanmutanoMm. Ho B
ocHOBHOM KuTaiickuil KanurTan HalpasiIeH Ha JIECO3arOTOBKH U
nepepadoTKy npeBecuHbl. OHU 0OecrieunBaT paboueii cuioi,
obecnednBaroT ObIBaET cBOMM 0OopyaoBanneM. Ho mo moemy
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CUTyalus 10CTaTOYHO HOopManbHas. Ecnu Kuraliupel Hyxnatorcs
B JIpEBECUHE, OHU BKJIAJIbIBAIOT AEHBI'H B 3TY 3arOTOBKY...OHU
CTUMYIUPYIOT epepaboTKy 3TOH APEBECHHB UMEHHO IS
CcOOCTBEHHBIX HYX]I, IO CBOMM cTaHaaptam. [loaTomy HIYEro
CTPAIIHOr0 TAKOTO HE IIPOUCXOIUT.

There are some of those [Chinese] companies, but very few.
There are some companies with Chinese capital, too. But mostly
Chinese capital aimed toward harvesting and the processing of
timber. They provide the labor force and sometimes provide their
own equipment. But, in my opinion the situation is quite normal.
If the Chinese are in need of timber, then they are putting money
into the purchases...and they stimulate the processing of timber
for their own created need, by their standards. Therefore, this is
perfectly normal.

However, not all wood production in the RFE has been oriented toward Asian export markets.
Domestic consumption of wood has increased dramatically over the last several years. An RFE

Construction Worker and former Sector Employee explained:

A lot of companies cut down their export operations and they
started to sell their production in the domestic market. The
consumption in the domestic market was huge. I know this
because I’ve been working in the freight forwarding company.

In particular, what we were doing was receiving...there was a lot
of machinery coming into Russia — imports, like bulldozers,
excavators, graders, etc. In my company, we were receiving that
machinery and loading it onto the railroad platforms and fixing
(that is, securing) the cargo. We used to use a lot of lumber to
secure the cargo. And I was buying, purchasing, and in charge
for replenishing the materials and therefore I know about them.
Sometimes it was difficult to buy lumber on the domestic
market. This was a kind of discovery for me... We may sell
everything here domestically because the consumption is so huge
...residential housing and everything, industrial construction,
framing, and so on.

Additionally, two interviewees noted that only recently, since the institution of the federal
government’s policy initiatives in 2007, some companies in Primorskiy Krai and Khabarovskiy
Krai have started to export higher-quality value-added products to Europe. A Senior Executive
for an RFE Timber Company noted that Russian companies compete with European

manufacturers with regard to the quality of their products, whereas they compete with Chinese
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producers with regard to the price. A Senior Administrator for a Provincial Government
Committee on Forests Industry noted that in 2010 was the first time in history that sawnwood
from Khabarovskiy Krai and was shipped to EU countries including Belgium, Germany, France,
and Italy. This Senior Administrator noted that several of the companies that received priority
investment projects in both Primorskiy and Khabarovskiy Krai were starting to export to EU
countries. This interviewee noted that some of the sawnwood was made...

...13 JAIbHEBOCTOYHOM MuCcTBeHHNUIIBI. Crierududnas noposa,
KOTOpo# HeT HU B EBpore , Hu B Apyroi yactu Poccun. OueHn
XOpOIIEero KauyecTBa, TAaKKe MIJIOMAaTepHalIbl TaM ObIcTpee
IPOJAIOTCS, HO OTBEUAIOLIEr0 YCIOBUSM HHOTO €BPOIIEUCKOr0
PBIHKA, OHU OTBEYAIOT.

...from Russian Far East larch [and other] specific species which

do not grow in Europe or other parts of Russia. The sawnwood is

very good quality and is sold in European quickly as [the

companies] respond to meet the conditions of the European

market.
Interviewees also addressed Russia’s recent WTO accession and how they thought WTO
accession may affect the RFE forest sector. An Advisor(B) to the Russian Federal Duma’s
Committee on Natural Resources commented that exports of roundwood will become even more
profitable, especially in the border areas. An Employee for an RFE ENGO noted that if, as part
of WTO accession, roundwood export taxes decreased significantly, then it would be a...

...HETaTUBHBIN 2P PEKT — BO3BPAT K MPOLLIOMY.

...negative effect, a return to the past.
The Senior Administrator for a Provincial Government Committee on Forest Industry, pointed

out, however that WTO accession also means that import tariffs will also be lowered which will

help enable value-added processors in Russia to import their equipment at lower prices.
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4.3 RFE Forestry

Interviewees also discussed issues related to the overall category of forestry issues in the RFE.
Themes within this category include interviewee perspectives on: the support RFE businesses
receive (Theme 4.3a); issues affecting the competitiveness of RFE timber processing companies
(Theme 4.3b); shifts in the average size of companies in the forestry sector (Theme 4.3c¢); forest
management in the RFE (Theme 4.3d); the role that forest certification plays in the RFE (Theme

4.3e).

Theme 4.3a: Support for Business

The two types of support that interviewees spoke about were the federal government’s role in
furthering business and the types of assistance that business can find locally within the RFE. An
Advisor(B) for the Russian Federal Duma’s Committee of Natural Resources spoke about the

willingness to support issues that arise with businesses:

MBI BO IEPBBIX C Hadaja JOJKHBI 3HATh YTO MPOOIEMBI €CTb. ..
MBI BCET/1a OTKPBITHI K THAOTY ¢ OM3HECOM, eclii OM3Hec
00paTUTCs ¢ KaKOH-TO MPOOIEMON 4TO TPYIHO YTO-TO
MPUMEHSATH, UM HCIIOJIHATH TO MBI KOHEYHO Ke MoiIEM Ha
BCTpEUy MMOCMOTPUM KaK 3TO MOKHO YJIyUIIUTb, WIIH MOXKET
OBITH OHU 3JI0YTIOTPEOIISAIOT, MBI IIPOBEPUM, J1a, MBI BCETIa
OTKPBITHI.

We first need to know what the problem is...we are always open
to dialogue with business, if the business appeals to us with what
the problem that it is difficult to apply or fulfill something, then
we, of course, will go to meetings and see how we can improve
the situation, or maybe something is being abused, and so we
will check. We are always open.

Yet, a Senior Staff for a Regional RFE Forestry Research Institute expressed a desire for more

government involvement:

Mkue kaxerca ['ocy1apcTBO TOJKHO BJIMSATH Ha
KOHKYPEHTOCTIOCOOHOCTH, OHA JOJKHA CIIEIUTH 32 JIETATHLHBIM
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000pOTOM APEBECHHBI, YTOOBI KPYIIHBIE KyIbTYPHBIE (DUPMBI
nMeny npenMyuiecTsa. Ho He Takue npeuMyniecTBa, 4To UM Kak
OBl 1aI0T IPENMYIIECTBA, & MIMEHHO TO YTO OHH MHOTO
BKJIAJIBIBAIOT JEHET B IPOU3BOJACTBO, B COL[UAIBHYIO
MHQPACTPYKTYpY U Tak jAajee. ...Y HHUX BBICOKas
ce0ecTONMOCTh MPOAYKINH, a BOT 3TH BOT MEJIKHE (YUPMBI,
KOTOpBIE HE BKIAABIBAIOT JICHET B COLUAIBHYIO CTPYKTYpY, HE
BKJIQJIBIBAIOT JICHET B IPOU3BOACTBO, HA CTPOUTENIBLCTBO JOPOT.
OHM UX TOJKHBI BBISABIIATH, HAKA3bIBATh 332 TO YTO OHU NMEHHO
coBepmatoT npectymierns. Bot ecim ['ocynaperso Oyner

st exTuBHO paboTaTh, BCe BCTAHET HA CBOM MECTa U OyIeT
pa3BHUBATHCSA HOPMAIbHBIN, KyIbTYpHBIN On3HEC. ['ocymapcTBO
JOJDKHO MMEHHO BBITIOTHATH CBOM (DYHKIIMK KOHTPOJISA M TOTAA
OHO CHHU3UT 3TU aHOMAJILHBIE SIBICHUS.

I think the Government should influence the competitiveness; it
should look after the legal trade of timber in order for major
civilized companies to have advantages. Not so they have the
kind of advantages, but so they would be given advantages, in
particular since they are investing a lot of money in processing,
social infrastructure, and so on. They have high production costs,
unlike small companies which don’t invest in social
infrastructure, or invest money into processing or roads. They
should identify them and punish them for any crimes these
companies commit. Now only if the Government would work
effectively, everything would fall into place and we would
develop normal, civilized business. The Government should
carry out all of its functions of control and then it will reduce
these anomalies.

A Senior Executive for an RFE Timber Company observed:
B mesnom KkoHEUYHO XOTEIOCH OBI OOJIBIIIETO BHUMAHUSI CO
CTOPOHBI TOCYTAPCTBEHHBIX OPTaHOB MMEHHO B IUIAHE TTOMOIITH
MIPOU3BOUTEIISIM.
In general, of course I would like more attention from

Government agencies in terms of assistance to producers.

Within the RFE, interviewees spoke about current collaborative efforts to support businesses. A
Senior Administrator for a Provincial Government Committee on Forest Industry spoke about
collaborative efforts between Primorskiy Krai and Khabarovskiy Krai:

B3anMopaeicTBHS CyIIECTBYET MEKy HATUMU MUHUCTEPCTBAME
HO W HE TOJIFKO MEXy HAITUMU MUHUCTEPCTBAMU. Y HAC €CTh
normyctuM acconmanus JamsIdxkcnopt]lec, dwieHb KOTOPOTo
HaxoAsTcsa U paboTatoT u B XabapoBckoM U B IIpumopckom

75



kpae. Y XabapoBCKOTO Kpasi €CTh COI03 JIECOMPOMBITIUIMHHKOB H
skcnopTepoB. U B IIpuMopckoM kpae Takast OpraHu3anus ecTb.
To ecTb, MBI TOCTOSHHO KOHTAKTHPYEM, OOMEHHBaeMCS
nH(pOpMaIel, IpuriamaeM ApyT APyra Ha T€ MEPOTIPHATHS
KOTOpBIE POBOJIATCS , HA BBICTABKH, (POPYMBI KaKHE-TO CaMble
MTOCTOSTHHO KOHTAaKTHpyeM. To ecTh, MOJTHOE B3aUMOTIOHIMAaHNE.

Interaction exists between our ministries but not only between
our ministries. We have DalExportLes, whose members are
located and work in Khabarovskiy Kai and Primorskiy Kai.
Khabarovskiy Krai has an association with forest industry
representatives and exporters. In Primorskiy Krai a similar
organization exists. That is, we are in touch, share information,
invite each other to activities that take place, exhibitions, forums.
That is, we share full common understanding.

Forest sector industries in the RFE do take part in business associations, however. When asked
what types of services their company receives from such organizations, a Senior Executive for an

RFE Timber Company noted:

Ms1 Tam 00CyXKaaeM Kakue-To o0IIre mpoOIeMsl, 0 Hamen
oTpacnu.... MHOTHE BEIH, B TUIAHE JIECHOTO 3aKOHOIaTEIbCTRA,
OHU HE YPETYJIHPOBAHHBIE OCTAIOTCA. [...] K coxanenuio B
oTpaciiu [3HaueHue: B ['ocynapcTe] MHOTO paboTaeT
HEKOMITETCHTHBIX JIOEH, TaM MEePUOTUICCKH TIOIBEPTAIOTCS
KOPPEKTUPOBKAM HOBBIE JICCHBIE 3aKOHOAATEIECTBA, TPUBOISTCS
B COOTBETCTBUE C POCCUICKUM 3aKOHOJATEIbCTBOM cTaphie. 1
HE BCET/Ia YUUTHIBAIOT HHTEPECHI JIECO3arOTOBUTEIICH, JIECHON
MPOMBITIUIEHHOCTH. [lo3TOMY, B 9TOM IJIaHE accoluaIus HaM
SIBJISIETCSI TIOMOIIBIO, YTOOBI MBI MOTJIM HE JIMYHO, KAK KOMIIAHHUS
MPEICTABIATE CBOM MHTEPECH Ha (perepasbHOM ypOBHE WIIH
TaMm Ha MecTHOM Biactu. Ho yepe3 accounanuio nmyrem
KOHCOJIMJIAITAY TaM HECKOJIBKUX JIECONPOMBIIUICHHUKOB TN
BCET0 KOMILIEKCA, TPAHCIUPOBATH CBOM HHTEPECHI HABEPX.

We discuss common problems of our industry...Many of the
things, with respect to forest legislation, are not regulated. [...]
Unfortunately, a lot of incompetent people work in the
government and periodically new forest legislation is adjusted to
be brought in line new federal laws. And they do not always take
into account the interests of loggers or the forest industry.
Therefore, through industry associations we are helped since we
can’t go personally as a company to represent our interests to
Federal or regional authorities. But through the association,
through the consolidation of several timber industries, our
interests are represented higher up.
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Theme 4.3b: Competiveness of RFE Processing Companies

Interviewees spoke about their perceptions of issues facing the competitiveness of forest sector
companies in the RFE. Issues included the RFE’s general low economic development,
corruption, and the lack of technical ability and technology infrastructure. In regard to economic
development in the RFE, an Advisor(A) to the Russian Federal Duma’s Committee of Natural
Resources noted that companies’ competitiveness is directly related to the socio-economic
development of the RFE. In particular, this interviewee stressed the need for a higher density of
roads and energy facilities as the main obstacles for further development of value-added
processing infrastructure in the RFE. This perspective reflects some of the dominant issues that
interviewees expressed related to the costs associated with factors of production (Theme 4.1d, p.
44). Additionally, the same interviewee, Advisor(A), also noted how problems with corruption
are particularly acute in the Far East. However, several interviewees felt that the most severe
issues facing competitiveness of forest sector companies was connected with the low technical
ability and lack of advanced technology that the forest sector uses. An Employee for an RFE
ENGO suggested that it was factors connected to the low quality of wood processing and
secondary product manufacturing that were limiting the competitiveness of forest industry
companies. This interviewee noted that if there could be increased investments into advanced
processing technology, then...

...Ka4ecTBO MepepadOTKH JAOKHEI 371eCh pacTu. / ...quality processing here should increase.
An RFE Construction worker and former forest sector employee also noted that quality
processing equipment was essential, but noted that even in the last 5 years Russia has been able

to make much progress in this regard:

Russian quality has become much better because factories were
buying better machinery —Japanese machinery, Korean
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machinery. In the crises of 2008, a lot of forest companies went
bankrupt in Canada, America, and Japan and some companies
have been fortunate in buying used equipment from companies
in these countries. Right now a lot of used, but new to Russia,
forest processing equipment is being sold to Russia from
Finland, Germany, Canada, United States, and Japan. And a lot
of new factories have been developed. For example, TerneyLes —
there is a joint venture between Russian company Terney and
Japanese company Sumitomo Corporation.

A Senior Administrator for a Provincial Government Committee on Forest Industry felt that the
RFE needed to figure out how continue to promote the new value-added processing capacity that
had already been planned and realized over the last several years. Meanwhile, a Senior
Executive for an RFE Timber Company noted that the interviewee’s company has been making
major investments over the last several years and that the company now sells air and kiln dried
softwood and hardwood lumber for export but that it pays the same 10% sawnwood export tax
rate as other exporters do for exporting green lumber. From this interviewee’s perspective, the
company has high costs due to the length of drying and storage time and thus would be more

competitive on the export market if tax rates reflected those cost differences.

Theme 4.3c: Firm Size

Interviewees expressed several observations about the size of companies in the forest sector in
the RFE. A couple of interviewees felt that the changing dynamic of firm size was a function of
the Federal Government’s policies over the last several years. Others interviewees did not
identify what, they thought, caused the shift, but did provide commentary on potential effects
this would have in the RFE. A Senior Engineer for a division under the Federal Forest Agency
(ROSLESHOZ) observed:

VY Hac Takux HEOOIBIIUX MPEINPHUATHI HE OUE€HBb BBITOTHO.
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We have such small enterprises that are not very profitable.

A Senior Staff from a Regional RFE Forestry Research Institute noted that small businesses and
small property owners have suffered greatly as a result of the recent government policies of 2007
and noted that many have gone out of business. In fact, an Advisor(B) for the Russian Federal
Duma’s Committee on Natural Resources commented:

S mymaro 94TO MENKHUH U CpeaHUIA OM3HEC KOTOPBINA
nepepabdaTeIBaeT APEBECUHY, OH MOXET HCYE3HYTh MPAKTUIECKH
BECh, OCTaHETCs JIMOO0 0UeHb KPYMHBIN U OyIyT KaK MpaBUIIO
BBIBO3HTE. ..

I think that small- and medium- sized business that process wood
will practically disappear entirely, and almost all that remains
will be either large-scale or tend to export...

However, according to a Senior Executive of an RFE Timber Company, a large number of small-
and medium-sized businesses still exist in the RFE, but the situation is not necessarily ideal. In
reference to Primorskiy Krai, this interviewee notes:

Ha cerogusmnuii nesws B IIpumopckom kpae ectb 350 J1ecHBIX
nojab3oBatenei. ...Ja , 350 necononb3oBareneil - 3T0 MHOTO.
[Toromy 9TO B N1ece Bce-Taku , HA TAKOW TEPPUTOPHUHU, MOTIIO OBI
JeHCTBOBaTh, UMEHHO apeHAaTopoB, 10-15 koMnaHuii, KOTOpbIE
05l 32 cueT 3 dekxra MacmTaba UMEITH BO3MOXKHOCTh CTPOUTH
noporu oonpime. mest 60bIIyIo apeH Iy, IMest BO3MOXKHOCTD
MPHUBIIEKATh MHBECTUIINH, TO €CTh, COOTBETCTBEHHO CTPOS
CTPATETHIO Ha AONTYIO0 OKyHnaeMocTh, Ha 7-10 met. O Morin
OBl CTPOUTH IOPOTH B Talry , MOCTHI U T.71. A koraa 350
KOMIaHUH, U3 HuX TaM 10 OoJiee MeHee Kak-TO 001a1al0T TaM
100,000 rexrapos u Boite. OctanpHbie 001a7a10T TaMm 10
rexrapos, Hy 10,000 rexrapos, 5,000 rekrapos. Hy o xkakom
Pa3BUTHH TaKOH KOMITAHUW MOXHO TOBOPUTE. COOTBETCTBEHHO
0OmBIIIe HIIET KAaKOW-TO HEeNETalbHEII 000pOT IO BHAOM
JOKYMEHTOB U T. A. PerynupoBanus B 3ToM 1uiaHe HeT. Her
MEXaHM3Ma U3BATHIX YIacTKOB. CaMOTEKOM 3/1€Ch Pa3BUBACTCA
6oJbIIIe ¥ TOCYIapCTBO Ha 3TO HE oOpariaeT BHUMaHue. TonbpKo
TaM B IIEPUO/J] TTOXKAPOB KaKUX-TO, B IEPUOJ O0ECTIeUEHUS
HaCEeJIEHUS IPOBAMH.

To date, Primorskiy Krai has 350 forest users....Yes, 350
users...that’s a lot. Because in these forests, after all, in such a
territory, there should exist only 10-15 leaseholders, that is,
companies, which, due to economies of scale, would be able to
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build a big road. Having a large lease area, having the ability to
attract investment, and accordingly develop a strategy for a long
payback of maybe 7-10 years. These companies could build
bridges into the taiga, bridges, etc. But when there are 350
companies and, perhaps 10 of those hold leases for 100,000
hectares or more, the rest hold leases for 5,000 or 10,000
hectares, what kind of development can those companies
undertake? Accordingly, there is more activity in illegal log
trades by use of fake documents, etc. There’s no regulation in
this respect. There is no mechanism to expropriate tenants. It is
developing here extremely haphazardly and the government isn’t
paying any attention. They only pay attention when there are
fires, or to make sure people have adequate firewood.

This Senior Executive’s perspective is shared by an RFE Construction Worker and former Forest
Sector Employee. This interviewee observed that it is important to think about the potential
behaviors of big or small companies and suggested that companies which are supported through
the government are most likely respect their image. The interviewee continued:

[These companies] are not stupid — they are smart companies.
They will follow the procedures and they will have to adhere to
the regulations. They will have to do everything properly- first,
in order to defend themselves from every accusation, and then,
not to spoil their image. And third, they are thinking about the
future. So they will try to minimize their environmental impact.
But speaking about some other companies — some smaller
companies - if they have the license, they might say, we have the
license, so just get out of our way. Get the hell out of here! This
is the problem.

Theme 4.3d: Forest Management

Interviewees spoke about several aspects of forest management and silvicultural practices in the
RFE. Many forest users in the RFE only cut trees for firewood and thus do not ‘manage’ their
forest per se for economic profit. Any person or company that leases land in the RFE for profit
based from timber harvesting is required to view the forest from a management perspective.
Within forest management, the initial starting place for any harvesting activity is a forest

inventory and a forest management plan. These plans are usually based on previous inventory
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data and may include sample plots to determine the accuracy of previous data. In the RFE, it is
often true that what exists as an initial inventory is often wrong. A Senior Executive of an RFE
Timber Company observed:

V¥ nac B Poccun, TO 9TO Ha Oymare ecThb jeca u TO, 4TO €CTh B
JeHCTBUTENBHOCTH, HEKOTOPas pasHHIa cymiecTByer. [lotomy
9TO, JIECOYCTPONUCTBO, TO €CTh, MOHUTOPHHT JIECOB ITPOBOIAMIICS
30-40 et Ha3ad, HA OCHOBE KOCMHYECKHX CHUMKOB, HE
HATYPHBIM IPOXOXKJAeHHEM 1o 3emie. COOTBETCTBEHHO OH
NpUOIU3UTENBHEIH, TIoc 3To ObLT0 40 meT Hazan. Ha
CETOHAILIHUN JI€Hh MHOTHE Jieca MPOUIeHBI pyOKaMH, TaM
JIECX03Bl PYOHIIH, IITIOC TTOXaphl. OT M0KapoB 04€Hb MHOTO
cTpazgaer seca. [Imoc 310 He3akoHHBIE pyOKH U (pakTHUECKH,
KOT/Ia THI IPUXOAMIIE Ha Y9aCTOK, TO €CTh Thl OCHOBBIBACIIBCS
Ha IOKyMEHTaX TPHUALATHICTHEH JaBHOCTH, a IPUXOIHIIE Ha
YYaCTOK M JieJIaellb JeCOyCTPOHCTBO, TO TaM MOXKET OBITH
IpyToil cocTas, Mo 00beMy, IO BO3pacTy | Tak Aajee, Hy,
HECKOJIBKO JIPYTOE.

Here in Russia, on paper there appear to be forests, but in reality
several discrepancies exist. This is because forest management,
for instance monitoring and inventory has taken place 30-40
years ago and was based on satellite images, not on-the-ground
collection. Accordingly, it was only approximate, plus it was 40
years ago. Since then, many forests have been logged, leshozes
harvested timber, and many forest fires have occurred. Many
forests have burned as a result of fire. Plus, there’s illegal
logging. In fact, when you travel to the forest site and you have
30 year old documents, and you begin to do a management plan,
you find that there may be a different inventory, by volume, by
age, and so and so forth.

If the starting inventory is changing for the above reasons, determining how much aggregate
forest land exists in Primorskiy Krai and Khabarovskiy Krai can be particularly difficult. With
regard to these provinces determining the annual allowable cut (AAC) for its tenants and also
having forests that can still be leased out as part of priority investment projects to help bring
investment and modern processing infrastructure into the region, a Senior Staff of a Regional

RFE Forestry Research Institute noted that:

B npuHnune, y Hac He Tak y> MHOTO Jieca Ha JlaneHeM Bocroke,
YTOOBI OPTaHU30BBIBATh €0 3aTOTOBKY.
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In principle, we don’t have much forest in the RFE in order to
organize logging operations.

Several interviewees spoke about some of the historical ecological effects of forestry harvesting
in the RFE. Importantly, there is very little, if any, history of intensive forest management in
Russia. A Senior Administrator of a Forestry Institute in Moscow observed:

V¥ Hac HeT mnaHTanui npaktudecku B Poccun. Her, y Hac
€CTECTBEHHBI JIeC, 1 TaM Bce 3T0 Aenaercs. CrenuanbHbIX
IJIaHTAll KOMMEPUYECKHX, KOMMEPUYECKOrO BhIPAILIUBAHUS
JpeBECUHBI y HAaC HET B Poccuu.

We have practically no plantations in Russia. No, we have
natural forest and that’s where we do everything. Special
commercial plantations and commercial cultivation of wood
does not exist here.

One aspect of the utilization of natural forests that interviewees discussed was the practice of
replanting. Trees can only regenerate via two methods: natural regeneration and by human
planting. Two interviewees (a Local Construction Worker and a Senior Executive of an RFE
Timber Company) likened tree growth to that of a vegetable growing in a garden. Yet, both of
these interviewees then admitted that reforestation is a serious problem in Russia. It is important
to remember that it was established earlier in this chapter (Section 4.1b) that tenants are required
to partake in replanting as part of their contract to lease forest land. According to a Senior
Executive of an RFE Timber Company, the minimum requirement for replanting, in accordance
with Russian law, is the promotion of natural regeneration (comelicTBIe eCTECTBEHHOMY
BO300HOBJICHUIO jeca). Nevertheless, it was also established in the same section (Section 4.1b)
that tenants are often able to get away with anything in regards to replanting and other required
forest practices. Box 4.5 details the various ways regeneration takes place in Russia, as directly

quoted from an Employee for an RFE ENGO.
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Box. 4.5: Forest Regeneration in Russia (as described by an Employee for an RFE ENGO)

Jlecosoccmanosnernue Y Hac 6eoémcsi OGVM}l mpemAa nymsimu - Ho 064 OCHOBHbBIX nymu ecmbs.

1) lepBasi —3Ta, Tak Ha3bIBaeMoe, cojieiicTBHE eCTeCTBEHHOMY BO300HOBJIeHHUIO. [...] Koraa mocne pyOku,
B OCHOBHOM, BBIOOPOUHOM pyOKH, COXpaHMIICS TOAPOCT U MO CYJy HUYEro He Hal0 AenaTh. To ecTb, Thl
MIPOCTO aKKypaTHO PYOUIIIb U THI YK€, TaK HA3bIBAEMO, ThI YK€ BHOCHIb CBOIO JICTITY B CO3[JaHUE JIECHBIX 110
CYTH KYJBTYp -TO €CTb, CO3JaHHEM MOJIOJIbIX HACAKISHUN. DTH MIIOMAN BKIIOYAIOTCS TOTOM B (QOH]
JIECOBOCCTAHOBJICHUS, UMH JIIO0SIT OYEHb OTYMTHIBATHCS IOTOMY YTO, TaHHBIE MEPOIIPUATHS HE TpeOyeT
HUKAaKUX 3aTpaT HO Ha Oymare 3TO OYeHb OOJIBIIUE MIIOMA N KaK Obl BHOBH CO3/IaHBI.

BTopoii noamyTh — 3T0 TOXKe COACHCTBHE €CTECTBEHHOMY BO30OHOBIEHHUIO — 3TO TaK Ha3bIBaEM
MUHEepalnu3alus MouBbl Ha pyOkax. B OCHOBHOM, 3TO TOKE MOUTH HUKAKHAE MEPOMPHUITHS — TO €CTh, 9TO
MOBPEXK/ICHIE BEPXHETO HAIIOUBEHHOT'0 IOKpOoBa. MexaHnuecKoe MOBPEXKACHNE KOTIa HIET TPEIEBIINUK TaK
9TO JIeNaeT, TaK MOBpexaaeT. Y moToM, TaM JIErkKo BO30OHOBIISIIOTCS] KAKHE-TO MOPOJAEI. ... BoT 3To sBIsieTcst
TOKE MEPOIPHUSITHEM.

TpeTbeM BapHaHTOM ITOTO CONEHCTBUS SBISETCS Mojcanka KyabTyp. [loacanka yxe caxeHieB Kyaa-HuOyab
B JIeC B Takue MecTta. Bor.

2) A BOT BTOpO¥i cepbE3HOii hopMoii JIecOBOCCTAHOBICHUS SIBJISIETCS] HEMOCPECTBEHHO CO3/1aHMe
KYJBbTYP U3 CEMEHHOr0 MaTepHaja Jin0o U3 caxkeHIeB, KOTOPBIH BhIpAIMBATNCH B MUTOMHUKAX. U 31O
y’ke KOHEYHO CephE3HbIE MHBECTULIUH — I10 CPABHEHUIO, 110 KpalfHe Mepe, C TeM, YTO OBIIO CAETAHO JI0 ITOTO.
BorT, TO ecTb, OHU CBSI3aHBI C BEIpallUBAaHHEM CHAuYalla U3 CEMEHH — CeSHIIa, TaK Ha3bIBAEMbIH, OJTUH I'OJ] TaM,
IIOTOM B3paIlMBAaHUIO IO BO3pacTa TPEX-MATHU JIeT. BOT, TO ecTh, MOTOM MOKYNKY €ro <u3> NUTOMHUKA (eciu
HET CBOET0 MUTOMHHKA), IIOCJIe 3TOr0 MOcajaKa, HO Ha 3TOM, Ha CaMOM JIeJie, BCe MEPOINIPHUTHE He
3aKaHYMBAIOTCS 110 3aKOHOAATENBCTBY — 3aKOHOJATEIBCTBY ISl TOTO, YTOOBI HOTYYHTS JIeC <Th> OJIXKEH 3a
HUM yXaXXUBAaTh.

Regeneration is done by two or three methods, but there are two main ways:

1) The first is the promotion of natural regeneration, as it is called, which is when, after a harvest,
principally a selective harvest, the understory is preserved and legally you don’t have to do anything else. That
is, you simply have to fell carefully and in doing so you have done your part towards the cultivation of more
forests, in essence, by contributing to the propagation of trees. These areas [of reforested land] are then
included in the Reforestation Fund (porx necoBocctanornenus), which they [The Federal Forest Agency,
Rosleshoz] love to account for since these activities require no monetary expenditures, and on paper it is a
huge area that has been newly created.

The second option that is also considered part of the promotion of natural regeneration is the mineralization
soils on harvesting. Basically, this, too, requires almost no activity —that is, it is the scarification of the upper
layer of groundcover. Mechanical scarification is just by the movement of a skidder, that’s it. And then, the
regeneration of some species is easier. That’s also considered a procedure.

The third option that is also considered the promotion of natural regeneration is through replanting.
Replanting seedlings from somewhere in the forest to that area. That’s it.

2) The second major form of reforestation is to establish seed trees outright, either from seed or
seedlings that are grown in nurseries (artificial regeneration). This is, of course, already a serious
investment compared, at least, with what has been done prior. Here, the nurseries are connected with growing,
first from seed, seedlings, as they’re called until 1 year, and then grow them until the they are 3-5 years old.
Here, you can buy them from the nursery (if you don’t have your own), and then plant them. But, in fact, the
whole procedure hasn’t been completed yet under existing legislation —that clarifies that if you receive
forestland, you must look after it.
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This Employee from an RFE ENGO noted, however that reality is not what’s on paper:

A Senior Staff at a Regional RFE Forestry Research Institute noted that in the RFE, 80% of

forests that have undergone some form of reforestation are regenerated by a method that falls

Bor, 310 camas Gonpimas mpobieMa, KOTopasi y Hac CyIIeCTBYeT:
To ecTb, TH00SIT OTYUTHIBATLCI ““BOT OH TaM B 3€MIIIO
caxeHamu’’. BOT 9T0 MOTOM ¢ HUM IPOUCXOTUT HU KOTO HE
HWHTEpeCcyeT IOTOM OHHM JHOO0 CroparoT MO0 3aTeHSIOTCA
JIPYTUMH TIOPOJIaMU OBICTPOPACTYIIUMU, U B pe3yIbTaTE, HA
OyMare 9To-TO XOpOIIee, a MOTEPsTHa Kyda BPEMEHH,
CPEICTB...BOT...HO...KaK OBl Bcex Bcé ycTpanBaet. Hukro, Ha
caMoM JieJie, He JOBOJIUT dTH HaCaXKJICHUS J0 TOW CTaauu Korja
OHU B TIOCTICACTBUH peaIbHO MOTYT CaMU pacTu. S yxe He
TOBOPIO, O TOM YTOOBI TOTOBUTH U3 HUX XOPOIIYIO IPEBECUHY -
ATO YK TOYHO HUKTO HE JICTACT. ..

This is the biggest problem we have here: that is, they love to
report “there’s the regen in the forest.” But, what ends up
happening to the regen after it has been planted, and no one is
interested in it, is that it either burns or is shaded-out by faster-
growing species, and, as a result, on paper things look good, but
in fact it is a loss of time and money....and yet...everyone seems
satisfied. No one, in fact, sees that these potential crop trees have
reached the stage where they can grow successfully. I am not
even talking about pruning and prepping the trees to make good
quality logs - for sure no one does that...

under the classification of natural regeneration. This interviewee explained:

Ha lansaem BocToke enie He HapyIIEHbI €CTECTBEHHBIE TAKHE
BOT cBsi3U. [loaTOMY, €ciii COXpaHUTh NOAPOCT WIH CAENATH
BBIOOPOUHYIO pyOKY, TO JIecOceKa 0UY€Hb XOPOIIOo
BOCCTaHaBIUBAETCA. 10 KOCMHUECKHM CHUMKaM Bbl MOXETE 3TO
BCE YBU/JIETD.

There is still a natural connection that hasn’t been disturbed in
the RFE. Therefore, if you save the undergrowth or make
selective harvests, then the harvested area will regenerate well.
You can see this based on satellite images.

This interviewee noted that sometimes a harvested area’s understory was minimal or had burned,

and thus, there was a need for companies to use artificial regeneration methods. The interviewee

explained:
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HexoTopsble apeHaaTOpbl BBIHYAKAEHBI, HE UMEIOIINE CBOETO
[0CaJOYHOr0 MaTepuaia, HOKynaTh OCaJOUYHbIA MaTepual y
CHEeNHNATN3UPOBAHHBIX MpeanpuiaTuii. Y o0pdHO 3TO
MPEANPUATHS JIECHOTO X03SICTBA HAILIETO - CIELCEMXO03.
CrneunanbHOE XO3MCTBO IS BRIPAIIUBAHUS TTOCATOIHOTO
Marepuasia. 1 BOT OHU MOHOIIOJIUCTHL. Y HUX O4€Hb JOPOTHE
MocaJlo4uHble MaTepUalibl. A HEKOTOPBIE NPEANPUITHS OHU, KaK
OBI, BKJIAJBIBAIOT JICHBTY B TAKHE-XKE XO3MCTBA U I10 3aKa3y
BBIpAIIMBAIOT O0JIee MENIeBhIiA MOCaA0YHbIN MaTeprar. OHu
(akTHUecKku PUHAHCUPYIOT, aBAHCUPYIOT BBIPAIIMBAHHE dTOTO
nocaso4Horo Marepuana. 'y Hux noimydaercs pasa B 4-5
JICIICBIIC.

Several tenants that do not have their own seed source are forced
to buy seedlings from special companies. Usually these are state
forestry enterprises. They are specific facilities for growing
seedlings. They’ve got a monopoly. They have very expensive
planting material. Some companies invest in such facilities and,
by request, grow cheaper planting stock. [The companies]
actually fund the advanced cultivation of planting stock. Their
saplings are 4-5 times cheaper.

An Employee of an RFE ENGO also noted that if you had enough capital to invest in a nursery,
then the company would avoid paying high sapling costs and thus receive higher profits and, in
the end, be utilizing better forest management. Additionally, a Senior Executive for an RFE
Timber Company noted:

MBI HECeM 3a JIECOBOCCTAHOBIIEHHE, HECEM OTBETCTBEHHOCTD
Mbl. Bo mepBeIX Korga popMupyercs miaH OCBOSHHS JECOB,
JIECOyCTPONCTBA, KOT/Aa MBI 3aKJII0YAEM JIOTOBOP apeH/IbI, MBI 3a
CBOM JICHBI'U JEJIa€M JIECOYCTPOMCTBO U IIaH OcBOeHHUs. [1nan
OCBOEHUS MPEAYCMaTPUBAETCS B COOTBETCTBUH C POCCHICKIM
3aKOHO/IaTEIbCTBOM, COJIEHCTBHEM €CTECTBEHHOMY
necoBoccTanoBienuto. Hy T.e. Tam pyOku yxona,
MIPOpEKUBAHNE, JJeco3aMelleHne opogamMn. Tak Ml
3aHHMAaeMCs B paMKax MPOEKTa JIECOOCBOCHMUS, T.€.
MOJMUCHIBAETCS IPOTPaMMa CKOJIBKO MBI JOJKHBI TOCATUTh I/1e
KaKuX Hopof. /st 3Toro Mel HalpuMep BOT B 3TOM IOy
CO3/1aJIM CBO JIECOMMMTOMHUK. ... BrIca)knBaeM CakeHIBI,
MOTOMY 4TO OoJbIIas mpobsieMa HeT M0CaJOYHOr0 MaTepHaIa.

We are responsible for reforestation. First, when we develop a
plan for the development of forests, a forest management plan.
When we sign a lease for land, we, with our own money, do a
forest management and development plan. The development
plan is done in accordance with Russian law and the promotion
of natural regeneration. Well, there is pre-commercial thinning,
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intermediate thinning, and the replacement of specific tree
species. We are engaged in a project to develop forestland —that
is, we’ve signed onto a program of how much we should replant,
where, and which species. Just this year, for this purpose, we
have, for example, built ourselves a tree nursery. We are
growing saplings since the lack of planting stock is a big
problem.

Nevertheless, it was evident to many interviewees that genuine reforestation was needed
throughout much of the RFE. An RFE Construction Worker and former Forest Sector employee
noted, that, in reality:

Reforestation and regeneration is a huge problem....I only
thought that this is the obligation of the cutting company, of
those who are sustaining and cutting the wood and they have to
plant something. But usually this is not done. The view is, for
example, this is a forest, and in three years new trees will come
up one way or another.

A Senior Administrator at a Forestry Institute in Moscow suggested:

51 GBI HaBEpHO 1O APYTOMY CJieiaja, JeJI0 B TOM YTO CETOAHS
apeHaaTop, OH caM OCYIIECTBIIAET pedopecTeHIH -
JIECOBOCTAHOBIICHUE - 3a CBOU CUET, U BEJIET BCE XO3SIICTBEHHBIE
paboTsl. [loaTOMy OH HE CTpEeMHUTCS CAeNaTh 3TO XOPOIIO U
Ka4eCTBEHHO, 110 3TOMY s OBbI CYHMTAaJIa YTO MOKET OBITH
YBEIMYUTH apEHIHYIO IJIaTy, HO TIOTOM €My BO3BpaIlaTh 3a
KayeCTBEHHO BBINIOJHEHHE paboThl. BoT 310 OBI OBITO
MPaBWIBHO, TOT/Ia OBLT OBI y TOCyIapcTBa, OBUT OBI phIvar,
KOHTPOJIBHBI MEXaHN3M, KOHTPOJIUPOBATH MJIOXO CAeTal. Y
HEro HeT CTUMYJIa.

Probably, I would have done it differently. That thing is, today
the tenant carries out reforestation at his own expense and pays
for replanting at his own expense, and carries out all of the
management tasks. Therefore, the tenant doesn’t strive to do
quality, good work. For this, I would think that maybe we
should raise the forestland rent (apennnas miara), and then
return some of it for fulfilling quality work. That would be okay,
since then the government would have leverage, a controlling
mechanism to control if work was done poorly. There is no
incentive.

This dynamic has meant that many forest tenants are currently cutting on some second-growth,
but also there still exist areas of virgin timber. In fact, a Senior Staff for a Regional RFE

Forestry Research Institute noted that within the RFE:
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Bce 50% meco3aroToBok BeayTCs B IEBCTBEHHBIX JECaX.

Fifty percent of all logging operations are carried out in virgin
forests

Given the problems with replanting in Russia and the continued utilization of natural forests, one

of the other aspects that interviewees discussed was the ecological issues associated with

utilizing forests in this way. An RFE Construction Worker and former Forest Sector employee

observed that since there wasn’t equally as much genuine replanting as there was harvesting,

companies typically only sought to harvest the biggest and highest quality trees in virgin forest.

This Construction Worker noted:

There is not too much big diameter logs anymore.[...] And yet,
on one hand, the companies that are logging need to have profit.
Therefore, they need to cut as much as they can. Also, how to
say... cutting on the bed of the river versus the mountain. It is
much easier for them to cut logs in the mouth of the river rather
than climbing up the hill. For example, in Khabarovskiy Krai
there is a big problem with that. Forests are severely cut in the
river beds, and the rivers become shallow. [...] In the long-run,
the forest is dying. The solution for cases like that, I don’t know
about the incentives, but there should be some limitation if
cutting logs affects the rivers. Of course, there are some
regulations on that, but I don’t know if it is followed or not. I
think it’s easier to cut there where it is easier.

This perspective was corroborated with an Employee from an RFE ENGO

noted:

VY Hac B Xoe pyOOK BBKHMBAET HAUXYALINH, caMblil yOOTHiA,
caM¥ KOPSIBBIN, M CAaMBIN CJTa0BIN M CaMbIii HEIIPOAYKTUBHBIN C
TOYKU 3PEHUSI CEMEHHOI'0 IOTOMCTBA, KAYECTBO CEMEHHOTO
MaTepuana u T.1.. A BEIONPaeTcsl HOCPEICTBOM ITHX PyOOK
caMoe€ 370pOBO€ U IPOAYKTUBHOE U T.A. BOT 3TO TOT
nepekoc.|[...] Xapakrep Bc€ TO KOMILIEKCAa HAYMHAS OT
JIECO3ar0TOBKH K JIECOTIepepadOTKe JOTKEH ObITH
ONTHMHU3HUPOBAH Ha CIEAYIOLIEM YPOBHE: TOJKHBI
palOHAIBHBIM HCIOIB30BaTHCS BCE BUIBI PECYPCOB — TO €CTb,
HE CHUMAThCS CITUBKH CaMBble.

From the perspective of establishing a good seed source, and
seed bank, here, during harvesting it is the worst, poorest, most

. The interviewee
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crooked, weakest, and most unproductive trees that are left
uncut. The trees that are harvested are the ones selected to be the
most healthy and productive. Here is the problem. The nature of
the industry, from harvesting to timber processing, should be
optimized to use all types of resources efficiently -that is, we
need to stop taking only the best trees.

A Senior Executive of an RFE Timber Company noted the forest management practices of the
Company and elaborated on how large companies, like theirs, has the means to manage the
forests they lease responsibly:

Jlec - 3T0 BO30OHOBIIsIEMBIH pecypc, T.€. 3TO KaK KapTOIIKa.
ToJibKO EepUOI HE Kax bl roJ| Konaelsb, a pa3 B 30-40 ner, Hy
TaM 3aBUCUT OT nopoasl, 70 u T.4. To yTo cagum, Mbl
IJIaHUpPYyeM, T.€. €ClIM y Hac apeHja Ha 50 1eT u ¢ npasom, T.¢€.
9TO MO3BOJISAET KOMIIAHUU CTPOUTH JOJIFOCPOYHbIE CXEMBL. J[axke
B CBSI3U C TEM YTO Mbl UHBECTUPOBAIIA UHBECT. IPOEKT, IEPUOJ
OKyIIa€MOCTH TaM BCEX MHBECTULUH y Hac nopsajka 7 jer. Bo
MEPBBIX Y HAC 00bEM U3BATHA APEBECHHBI C HAINX JECHBIX
Y4acTKOB TOpa3fo MeHbIle, ueM o mupy. B Kanane, B Amepuxe
C TeKTapa M3bIMaeTcs nopsiaka 3-x KyOoB u OoJbIe
MpeobIaaaroT CIUIOIIHbIE pyOKu. Y Hac Oosblne npeodsagaroT
BbIOOpOUYHBIE pyOKH. MBI n3piMaeM nopsiaka 0,6 kyba ¢
reKTapa..... I.e. y HaC €CTb €CTECTBEHHBII IPUPOCT APEBECUHEI.
Ha HekoTOpbIX y4acTKax MpeBbIaeT B 2 pasa, moutu B 3. To
€CTb, MUHMMAJIBHO B 2 pa3a €CTECTBEHHBII IPUPOCT JPEBECUHBI
roJI0BOM. DTO BBINIIE, YeM n3bATHe uieT. [lmoc uryt
JIECONOCAKH U T.J.

The forest is a renewable resource —that is, it’s like a potato, but
instead of harvesting it every year, it’s every 30-40...well,
depending on the species, 70 and so on. We plan what we plant —
that is, if we have a lease for 50 years and that allows the
company to build long-term plans. Even, connected to the fact
that we have invested in an investment project, the period of
payback for all our investments is in the range of 7 years. First,
the volume of excess timber that we have in our leased lands is
many times less than exists around the world. In Canada, in
America, three times the cubic meters are extracted per hectare,
and there clear-cutting is common. More common for us is
selective harvesting. We extract around 0.6 cubic meters per
hectare. ...That is, in some areas we have an annual increment
that is more than a factor of 2, almost 3 times [larger]. That is,
minimally, [we harvest annually] 2 times [lower] than the
average annual increment. Plus, there’s reforestation, and so on.



Theme 4.3e: Forest Certification

Interviewees also expressed their views on forest certification and the role that certification plays

in the RFE. An Advisor(B) from the Russian Federal Duma’s Committee on Natural Resources

noted the positive aspects of certification, especially when big companies seek certification. Yet,

this interviewee expressed the view that the government wishes to have its own national

legislation that would regulate their own national certification standard, which, they hoped,

would integrate into voluntary forest certification through Pan-European Forest Certification

(PEFC). The idea, as Advisor(B) suggested, would be to have the legislative level of the Russian

Government attached to each aspect of the supply chain so that it can be traced at the Federal

level. A Senior Staff from a Regional RFE Forestry Research Institute noted, however, that

Forest Stewardship Council (FSC) was the standard system in Russia and thus it is well known.

This interviewee noted that there was not much difference between FSC and PEFC other than

nuances, but that companies should, indeed, become certified by one. The interviewee

commented:

U ecnam nmpocTo KOMITaHUS HE 3aHUMAETCsl HeJIeTalIbHBIM
000pPOTOM JIpEBECUHEBI, TO U Hee BOOOIIE HE JOJDKHO HUKAaKUX
OBITH TPOOITEM.

If a company is not engaged in the illegal timber trade, then there
should not be any problems [with becoming certified].

However, a Senior Executive for an RFE Timber Company noted that the only way to become

FSC certified in Russia was to have the blessing of WWF, one of the key stakeholders in the

FSC certification process. Additionally, this Senior Executive noted:

Ceitgac BOT 3Ta cepTH(UKAIHS 1O OOIBIINM BOIIPOCOM , T.€. €€
He TPU3HAIOT, MBITAI0TCS OTMEHNTH. Hy ecTh eme eBponeiickue
CTaHJApPTHI cepTU(HUKAIUU. MBI CUUTaeM, YTO MBI IOJTHOCTHIO
MOIXOJIMIM TI0JT 9KOJIoTHYecKue TpedoBanus. IIpocTo Henb34
MIPUMEHATH Ype3MepHbIe TpeboBanus. JlomycTum, o aToi
ceprudukarun, JIIIC Tpedyet, Tam y T€0s BEIXOIUT Ha
apeHIHBIX yJacTKaX , KOTOPHIE Thl apEHIyelb AaXe , ThI
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MJIATHUIIG 32 HUX €KETOTHO apeHay. A THI OTKa3bIBACIIHCS B
pamkax cepruukannu ot 30% mrorna 40% 370 TeppUTOPHH.
Tl 3a HEee MIaTHITL APEHY, OXPaHsIENb ee, COACPKHUIIb, a
TOTOBUTH THI TaM HE MOXKEITb. JTO UJIET B pa3pe3 ¢ caMoi
Teopuel yCTONYMBOTO JIECONO0JIb30BaHMS U 3aKOHO1aTebCTBA.

Currently, certification is a big question —that is, it is not [well]
recognized —they are trying to change that. Well, there is also
the European Certification standard (PEFC). We believe that we
comply fully with environmental requirements. But they just
can’t use excessive demands. Let’s say, for this certification,
FSC requires that you abandon some land that you have rented.
You pay each year for the lease and yet, under the requirement
as part of the certification, you refuse to use 30% or 40% of the
territory. You have paid for the lease, protect the land, hold onto
it, and yet can’t even use it. This is at odds with the theory of
sustainable forest management and legislation.
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5) Discussion and Conclusion

Information collected from interviewees on various topics related to the forest sector in
Primorskiy Krai and Khabarovskiy Krai was presented in the previous chapter. It is clear that the
issues facing forest sector development in this part of Russia are numerous and infused with
social, political, and cultural legacies. What follows will be a discussion of some of the most
salient issues that have emerged from this research, since, in reality, none of these categories,
themes, or sub-themes exist in isolation. The forest sector in Primorskiy Krai and Khabarovskiy
Krai functions within legal, economic, ecologic, and cultural spheres of influence that are not
mutually exclusive. This chapter provides a discussion and synthesis of the results in order to
better understand the connections that exist within and between themes. The structure of this
discussion attempts, where possible, to follow the order in which themes were first mentioned in

the results section.

Interviewees’ responses about the availability of factors of production in the RFE expose some
of the underlying development challenges that face remote regions in Russia. In fact, while the
RFE is the narrow subject studied in this thesis, all of the interviewees’ comments in regard to
labor, land, capital, and the associated costs, are not unique to the RFE, but can be considered
development challenges for the whole of the forest sector in the Russian Federation. With regard
to land, there are many aspects of the Russian tenure system that interviewees touched upon and
that this chapter will discuss; one of the fundamental aspects of Russia’s current tenure system
that deserves attention is tenure duration. Russia’s forests are federally owned and leased for
terms ranging from 10 to 49 years for forest harvesting operations. While Article 72 of the

Federal Forest Code (Russian Federation, 2006) does indicate that tenants nearing the end of
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their lease period have a preferential right to renew their lease term, Nelson et al. (2003) note
that “one of the fundamental problems of the tenure system is that the lack of ownership, coupled
with the long time frame between harvests, reduces the likelihood that a company will receive
the benefits from its reforestation activities” (p. 241). While the dynamic this creates for
incentives to reforest land will be discussed later in this chapter, it is important to note the
fundamental problem that is created due to differences in the ecology of northern forests. As was
discussed in the Introduction (see p. 3) the underlying ecological productivity and growth rates
of boreal forests are particularly low. Even in the areas of the southern RFE that are void of
permafrost soils, the rate at which trees grow and mature to harvest does not coincide with the
tenure length. For instance, “such terms [of even 49 years] do not correspond to the conditions
required for forests to reach the definition of ‘mature’ in the RFE commercial forests, which is

80-150 years” (Forest Trends, 2004, p. 13).

The behavior of individuals and firms in the RFE forest sector is often tied to choosing factors of
production that allow for as large a profit as possible, which often means trying to minimize any
and all costs. Interviewees’ comments on the costs incurred during forest sector operations
touched upon two important issues. First, according to a Senior Staff from a Regional Forestry
Research Institute (see p. 38), the stumpage part of the forest lease payment does not get sent to
regional or provincial authorities, but to the federal government. This may create a lack of
incentive for a local administration to try to receive higher stumpage prices. Second,
transportation costs seem to cause an accessibility gradient for available resources. This gradient
can be thought of in terms of von Thiinen’s model of land use with respect to the tradeoff

between transportation costs and land rent (see p. 13). Indeed, as one interviewee noted, the cost
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of forest land rent depends upon how far the forest stand is from transportation services (see
interview with an RFE ENGO on p. 46). That is, the closer forests are to transportation services,
the more expensive they are to lease, whereas more remote forest stands are cheaper to lease.
While the notion of an ‘accessibility gradient’ results from Russia’s vastness and uneven
distribution of its population relative to its natural resource stockpiles and the fee structure for
leasing forest land, this situation was compounded by a large increase in transportation tariffs
during the transition period of the 1990s. This increase in transportation tariffs “outstripped the

growth of forest product prices and the inflation rate” (Forest Trends, 2004, p. 26).

Thus, forests within close proximity to transport services, like rail, became heavily exploited as
forests farther away remained uneconomical to exploit, and logging took place even closer to
border regions or seaports where transportation costs could be kept as low as possible (Forest
Trends, 2004). As an example of the accessibility gradient that exists, Alexander Sheingauz
noted in 2004 that in the RFE, “it is difficult to find leases that are both available and profitable:
the establishment of [sawmills] and investment in existing ones are also not very reliable”
(Forest Trends, 2004, p. 31). Furthermore, Tysiachniouk (2012) notes that the Russian railway
has a monopoly on transportation of timber and the frequent imposition of additional taxes to use
rail transport continues to make the movement of timber over long distances even more
unprofitable. Recently, in order to combat this issue, the Minister of Natural Resources and
Environment for the Russian Federation, Sergei Donskoi, proposed introducing discounts for

transporting timber over 600km (Russian Federation, 2013a).
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An additional dynamic of high transportation costs is created under the current system of forest
lease payments in Russia. That is, forest tenants are not charged based on what they harvest, but
rather, are charged an up-front, annual land rent fee that is paid by the tenant regardless of how
much timber is actually harvested (see Theme 4.1d: Costs associated with Factors of Production,
pp. 44-48). The lack of government fees associated with harvesting timber, combined with the
high costs associated with yarding and transportation, result in felled timber being left at the
harvest site, as waste. This fact was noted by an interviewee (Employee at an RFE ENGO, p.
48), as well as identified by A.S. Sheingauz in 2000 and corroborated by Yanfang (2008).
Sheingauz (2000) observed that large quantities of felled timber were left at the extraction site
and noted “in the RFE, not less than 1 extra cubic meter of timber is left wasted for each 3
extracted cubic meters of timber” (p. 135). The lack of conscientiousness with regard to wasted
timber seems to suggest that there are no economic or legal incentives for harvesters to change
their behavior. This wasteful situation could be remedied to account for all felled timber by
creating a system of incentives through federal and regional policies. A Senior Administrator for
a Forestry Institute in Moscow spoke of a carrot and stick analogy to describe a much-needed
system of leverage that could help align incentives (see p. 50). Sheingauz (2000) observed that
“the payments for forest resources should also become a powerful lever to regulate and stimulate
rationalization of forest use; unfortunately, the revenues are designed so they do not play this
role” (p. 147)."° It is clear that since Sheingauz’s comment in 2000, little has been done to

properly incentivize responsible use of remote forest resources.

1o The notion of ‘rational use of natural resources’ is a direct and literal translation into English from the Russian: paronansHOe Ucroabp30BaHNE
npupoaHEIX pecypeoB. This is particularly vague to a native-English speaker because, what is, after all ‘rational use’? Couldn’t any use, perhaps,
be rational? An equally vague, but more appropriate translation would be ‘efficient use of natural resources.” Not only does this translation
mirror the opaqueness of meaning that is found in the Russian phrase and is, at least, conceptually ‘rational’ to native English speakers, it is much
closer to the full-sense of the use in Russian. Antonova et al. (2008) provide a Russian-language definition of ‘ratsionalnoe / rational” which is
“the most complete and efficient use of individual forest utility value or industrial utilization without harming other beneficial utilities, the
condition of the natural environment and biodiversity —that is, a utility value which achieves a Pareto optimum” (p. 20, translated by the author)
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Additionally, an issue that many interviewees commented on and described in detail was that the
government has the ability to use leverage and adjust the system of incentives in order to alter
the pervasiveness of corruption and illegal logging. Yet, interviewees noted that the government
did not use leverage effectively and thus there exist many ways to skirt the rules and regulations.
For instance, interviewees spoke about a variety of ways that timber can be harvested via
loopholes (see pp. 43-47) like over-cutting their leased land, cutting beyond their leased
boundary area, and cutting different species than initially approved. The ‘illegality’ of these
actions and their repercussions are given in Table 5.1. Actions that take place within logging
class ‘A’ are not defined as ‘illegal’. While some of the cases of loopholes, like harvesting
species different than allowed by contract, would be classified under Logging Class ‘A’, Sub-
class ‘b’, and be considered in violation of technical requirements (just as the Senior
Administrator for a Forestry Institute in Moscow interviewee noted on p. 45), other loopholes,
like cutting in adjacent land outside of one’s leased area, would be classified under Logging

Class ‘B’, Sub-class ‘b’, and be defined as ‘illegal logging’.

Two important aspects of these loopholes become evident when Table 5.1 is examined. First,
when looking at ‘share of total area, %’ (3" column), there is most likely more forest area in
Russia that can be classified as having had a technical violation on it (Logging Class ‘A’, Sub-
class ‘b’), than forest areas where no violations have occurred (Logging Class ‘A’, Sub-class
‘a’). Second, Table 5.1 also indicates the current measures taken by the Federal government to
reprimand a violation (5™ column, ‘Forest User (Tenant) Liability’). Based on interviewees’
observations about how the government could better demonstrate its use of political leverage by

providing additional, more nuanced, ‘carrots’ and more severe ‘sticks,’ it would seem that a
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forest tenant that has committed any aspect of violation escapes without much punishment. For

instance, Logging Class ‘A’, Sub-class ‘b’, is deemed in violation of technical requirements and

thus the tenant receives sanctions but harvesting rights are not affected. While the severity of the

sanctions are unknown, if operations are allowed to continue, then it could be that tenants

continually opt to not follow the regulations and find it more profitable to make ‘technical

violations’ and cut the timber they wish to cut (this was suggested by a Local Construction

Worker and is referenced on p. 43).

Table 5.1: The Structure of Illicit (Illegal) Timber Harvesting in the Forests of the Russian
Federation and the Division of Responsibility

Share*
Logging of total Forest User (Tenant) Corrective
Class Sub-class area, Source of Damage Liability Action
%
2] 8) In accordance Damage is possible, but is
'g with applicable redetermine di) Forest user shall not be Improving the
o 2 policies and <20 deﬁlc)iencies in T ulzlltor liable if meeting all legal and
_g % = procedures of frameworl% Y| conditions of the project | regulatory system
=28 logging
g Ey = b) In accordance
v & 3 with the applicable
g v B policies and . Damagg to the The Forest user shall be .
=S = rocedures of imperfection of the held responsible under Strengthening of
Z = g lggging but in <35 predefined technological sanctions + without Forest Protection
o0 E = Violati,on of process and violation of termination of logging and Control
.é ] g technical technological discipline activities
% § % requirements
-~ = = .
by o= The damage is The forest user shall be
é § < c). In accordance predetermined by held responsible under The same, plus
29 3 Wth pennlt§, but <15 intentional actions for administrative and the support of the
z £ 5 Wlth intentional unrelated reasons criminal liability + with public
g ,g g (cll}sregz}rd Orf (vandalism) restricted logging rights
= B g 1st0r.t10n o
25 = applicable The damage is The forest user is The same, plus
E 5“ procedures and <15 predetermined by criminally liable + the support of the
= rules of tlmber intentional actions for termination of logging public and law
< harvesting selfish reasons (profit) activities enforcement
- .
2 Eﬂ 2) Small quantities The damage is The forest user shall be iigi?g;ﬁ;g&
L 25 = for personal use <1 predetermined by way of | responsible under civil and judicial
g éﬁ ; g targeted criminal actions and criminal liability system
E€s5 8
=227
P~ 5 T £ | b)Onan industrial The damage is The forest user shall be Strengthening of
= E E scale in order to <9 predetermined by way of | held responsible under the legal
s g receive profit targeted criminal actions criminal liability proceedings

*Maximum probable extent of violation
Source: World Bank, 2011, p. 20; World Bank, 2010, p. 8 [In Russian, translated by the author]
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An important question concerning the pervasiveness of these sorts of violations is whether the
wood itself, (for any of the violations in question) is confiscated.'” The confiscation of illegal
timber and equipment is recognized by the UN FAO (2005) as an important ‘best practice’ for
improving law compliance in the forest sector because it decreases the profitability of illegal
operations (see UN FAO, 2005, pp. 46-57). Yet, in Russia, timber harvested under violation still
enters the supply chain and even the government, sometimes, is required to compensate the
responsible (out of compliance) company for any loss in business (Rossiiskaya Gazeta, 2011).
Nevertheless, if a tenant has harvested timber illegally, or in violation of a technical requirement,
and gets away with it, the tenant will usually find ways of making sure the wood has adequate,
legal, documentation. As WWF (2013) notes, this is problematic as there is illegal wood in the
supply chain and yet everyone has correct documents. Wood that is harvested as part of ‘salvage
operations’ or ‘sanitary logging’ (Step 1, Box. 4.1, p. 40) on un-leased land is not subject to
stumpage or land rent (since the land is not actually leased, technically) and thus there are
incentives to harvest commercial quality wood instead during these operations and to have this
wood enter the supply chain with all other harvested wood of legal (and illegal) origin (WWF,
2013a; Forest Trends, 2006). That is, a legal framework is used as a template for illicit
harvesting. With regard to tenant liability and the corrective actions that need to take place to
strengthen the current structure (5™ and 6™ columns of Table 5.1), WWF (2013) notes that
“specialists of the Primorskiy Krai Forest Management Agency registered 691 cases of illegal
logging in 2011... [Yet] of the violations registered in 2011, only 16% [of them] made it to trial”
(p. 18). Equally as important is the fact that only 8% of sentences against tenants are prosecuted

for violations that are larger than 90 cubic meters —the average ‘official’ volume of illegal

Y In this way, illegal harvesting (or wood harvested under a technical violation) and the movement of illegal timber through the
supply chain resembles any of the well-known examples of poaching and trading flora and fauna, like the illegal ivory trade.
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harvesting in the Far East (WWF, 2013a). There are large discrepancies between ‘official” and

unofficial data.

Since the break-up of the Soviet Union, Russia has attempted to fully decentralize its forest
harvesting decisions through several editions of its Federal Forest Code. Many interviewees
were concerned about the most recent restructuring of forest oversight and jurisdiction of forest
governance due to the changes in the newest Forest Code of 2007 and the creation of the new
Ministry of Far Eastern Development (Minvostokrazvitya). For instance, the comment from a
Senior Staff of a Regional Forestry Research Institute about the pervasiveness of single bidder
and winner auctions (see p. 42) corroborates Yanfang’s (2008) analysis, which pointed out that
the auction mechanism newly instituted in the 2006 Forest Code allows for collusion.
Additionally, it is important to note that Brown and Wong (1993) describe the implications of
achieving efficiency in harvest levels under a quasi-decentralized system. Brown and Wong
(1993) note, “while a local agent is free to choose the values of some variables, other variables
whose values are needed to achieve an optimal harvest are controlled by the central
government...even if the goals (such as production levels) are accurately specified to maximize
some national objectives (such as welfare), there remains a lot of room for the regional units to
choose the type of production process to satisfy its own objective and at the same time fulfill the
assigned goals” (p. 212). The most recent version, the 2006 Forest Code, attempted to correct the

problems of inefficient quasi-decentralization with mixed success (Hitztaler, 2011).

Interviewees expressed their concerns regarding the recent ‘reshuffling’ of forest governance

and protection from federal to regional (and provincial) authorities (see pp. 51-52). Only by
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situating interviewees’ concerns within their historical context is it possible to observe that their
worries are connected with the fact that such a high percentage of ‘commercial’ harvesting
occurs under the aegis of legal intermediate harvesting operations, such as thinning, and sanitary
and salvage harvesting. While the federal government transferred authority to regional
governments, it did not directly appropriate funds to the regions to fulfill these new duties and
tasks, and thus interviewees noted that there was a decrease in oversight and regulatory control
of forest lands. The interviewees seemed to indicate that they didn’t trust local, provincial, or
regional governance structures (take for instance, an RFE ENGO Employee’s general
nervousness, expressed on page 52, that forest governance and oversight decisions won’t be
made at a federal level). Their concerns are not ill-founded; the pervasiveness of commercial
harvesting via loopholes was born out of the need for provincial government-owned forest
management enterprises (then called leshozes and which received only a portion of their funding
from the federal government) to balance their budgets in the late 1990s and early 2000s and thus
they turned to intermediate thinning (which they were allowed to do) as a means to fill the
budget gap (Forest Trends, 2006). During the Soviet era, the central government covered greater
than 90% of the costs in the provinces, yet by the mid-2000s only 25-30% of the Federal Forest
Service budget was covered by the federal government (Forest Trends, 2004). “The Forest
Service finances the rest from profits yielded by intermediate cutting; ...as a result, foresters are
forced to switch from doing intermediate cutting for the purpose of stand improvement, to
undertaking commercial high-grading for immediate returns” (Forest Trends, 2004, p. 18).
Moreover, some species are banned from commercial harvesting, like Korean pine (a valuable

softwood), yet harvesting during ‘thinning’ operations allows these trees to be cut ‘legally’.
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WWEF (2013) shows that certain valuable hardwood species are logged during intermediate
thinning operations and are then added to the legal supply chain. Thus, the harvesting of certain
species ends up being beyond the legal, permitted amount. WWF (2013) explains:

In 2010, the forest agencies of Primorsky and Khabarovsky
Provinces authorized the logging of 452,213 m® of Mongolian
oak, the region’s most valuable hardwood. From these two
provinces 340,780 m’ of oak products (logs, boards, glued panels
and veneer) were exported in 2010, mostly to China. But
calculating the ‘roundwood equivalent’ of these exported
products shows that at least 905,702 m’ of oak timber would
have to be logged to produce them, or 200% the permitted
volume. At least half the exported oak was stolen” (p. 9).

WWF (2013) quoted the former head of the Primorskiy Province Forest Management Agency,
Pyotr Diuk. In 2010, Diuk was featured in a secretly filmed, undercover television expose titled
‘Dark Forest’ and noted then that there may be only 5 to 10 years left of the oak stock in
Primorskiy Krai and 10 years left for ash if the high levels of harvesting continue. WWE’s
analysis and Diuk’s stark appraisal of the available oak and ash available for harvest in
Primorskiy Krai is an important addition to this analysis given that some of the frustrations
fueling the Les Eksport & WWF controversy have to do with the miscalculation of the true
quantity of timber stock, particularly valuable hardwoods, that exists in many of the forests in

Primorskiy and Khabarovskiy Krai.

Indeed, on the 19 June 2013 at a meeting on the implementation of priority investment projects

in the timber industry with Prime Minister Dmitry Medvedev, the Minister of Natural Resources
and the Environment of the Russian Federation, Sergei Donskoi noted severe problems with the
implementation of priority investment projects. The third most pressing issue raised by Minister

Donskoi was in relation to ‘outdated forest management materials:’
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“According to the Federal Forest Agency, forest management
information for over 60% of the forest land is obsolete. Often
neither forest management authorities, nor the investors have
up-to-date information about the make-up of forest plantations,
timber reserves, or their quality. This increases business risks
and makes production and economic planning impossible. Of
course, we need to be aware of the prospects of forest resource
in order to be able to implement priority investment projects and
have fresh data about the quantity and quality of forest projects.
To do so, we need to perform a forest inventory in commercially
promising forest areas. The recently adopted state programme
allocates nine billion roubles for these purposes, but the funding
mechanism for this nine billion hasn’t been properly set up.”
(Russian Federation, 2013a, para. 15)

As of the 19 June 2013, there have been 117 priority investment projects announced with a
projected total investment of 419 billion rubles (12.7 billion USD) and projected creation of
44,000 jobs in the forestry sector. Yet, to date, only 27 projects of the 117 have been launched,
with an actual investment total of 80 billion rubles (2.4 billion USD) (Russian Federation,
2013b). The first two issues Minister Donskoi raised were equally as important and touched
upon several of the underlying trepidations of interviewees. The first issue that Minister Donskoi
raised was that the amount of timber land that had been provided to investors was too low in
some regions. Interestingly, Minister Donskoi cited one case of the opposite happening in
Primorskiy Krai, where investors were leased an area that was almost double their processing
capacity. The second issue raised by Minister Donskoi was that investors’ projected progress has
been severely delayed and fallen behind schedule (evidenced by the fact that only 27 projects
have begun). Moreover, Donskoi noted that some companies that have received investment
projects status have resorted to reselling timber instead of processing it and noted that often these
companies just end up exporting raw unprocessed wood (Russian Federation, 2013a). Minister
Donskoi put forward two proposals:

“We propose establishing additional grounds for refusing to sign
auction-free lease agreements if a forest plot is not included in
the concept of a priority investment project and also establishing
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grounds for terminating lease agreements with companies
carrying out priority investment projects if they do not comply
with the project schedule” (Russian Federation, 2013, para. 12).

The second of Minister Donskoi’s proposals touches upon an aspect of priority investment
projects that one interviewee, a Senior Administrator for a Forestry Institute in Moscow (p. 59),
was afraid might happen. That is, this interviewee was concerned that potential investors would
create wonderful proposals on paper with the anticipation of receiving large subsidies, and end
up not being able to fulfill the initial project plan and thus the government would reap all the
losses and receive no gain. An additional point made by Minister Donskoi was the need to build
energy infrastructure within Russia to improve the competitiveness of the Russian forest sector
and priority investment projects. Minister Donskoi’s comments focused on how bioenergy could
be used to develop an energy industry by processing low-grade timber and wood waste (slash).
Interviewees touched upon the fundamental need in the Far East for the presence of more energy
facilities. Indeed, one of the major costs associated with forest industry processing in the RFE

are high energy costs (Forest Trends, 2004).

Interestingly, interviewees expressed general consensus that the larger the company operating the
forest leases, the better off the Far East would be in almost every matter (from the ability to build
roads, construct energy facilities, invest in nurseries, and be clean of illicit activities).
Interviewees’ unanimously viewed the presence of larger, more reputable firms in the Far East as
a positive development. According to Alexander Sheingauz, “during the transition period, the
number of enterprises and users in the forest sector increased four to five times” (Forest Trends,
2004, p. 26). Research from NGOs (like Forest Trends, 2006) corroborates what many

interviewees noted with respect to illegal logging; it tends to be done more by smaller
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companies. However, WWF (2002) found that “the largest volume of overcutting and cuttings
beyond the limits of a site [that is, concession] tend to be found on the cutting sites of big-lease
holders” (p. 10). Interviewees’ comments (presented in Themes 4.3a and 4.3c) support the
generally held view that small firms do nothing for the economy as they are viewed as unreliable
operations that often engage in illegal activities. Nevertheless, even those companies that may
be honest, just small, do not have the money to invest in long-term planning. Thus, it seems that
the general view is that only large investments for ‘deep processing’ facilities that attract
attention and marketing power (so they have a name brand to protect) offer the RFE any

potential to escape its struggles with development, corruption and crime.

However, the extent to which these investments and companies with longer-planning horizons
may lead to better forest management practices, is unknown. It is important to remember that in
relatively slow-growing forests like those in Russia, and where the tenure lease length is shorter
than the rotation age, there is very little financial incentive to invest resources in regeneration
(Adamowicz, et al., 2003). Adamowicz, et al. (2003) note that, “forest management legislation
and regulations often link the allocation of timber harvest rights to a commitment for
reforestation...[...] however, it is crucial to recognize that these regulations are contrary to the
underlying financial forces driving firm behavior” (Adamowicz, et al., 2003, p. 190). This is
particularly true in boreal forest ecosystems where the main financial value of the forest is in the
standing timber and the “pure financial incentives are to remove mature standing timber and

minimize effort on regeneration and related activities” (Adamowicz, et al., 2003, p. 191).
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However, concerning the management of northern forests, the reality of these incentives calls
into question the notion that northern forests are thought of as renewable resources. Indeed,
Brown and Wong (1993) note, “while much of the economic research on forestry treats timber as
a renewable natural resource and investigates issues such as the optimal length of rotation, the
Soviet Union is drawing down old growth timber and not replacing it” (p. 213). It is important to
remember that two interviewees likened forests to gardens as justifications for their utilization
and exploitation (see p. 82). However, it also appears from interviewees’ comments that Russian
forests are not managed like a garden, i.e. there is no intensive forest management in Russia and
there is little monitoring and follow-up management of regeneration. Therefore, given that
Russia is continuing to draw down virgin timber stocks and not monitoring their replacement,

forests in Russia could best be thought of as a non-renewable resource (Brown and Wong, 1993).

Under the current institutional and jurisdictional system, providing incentives to companies to re-
examine the sufficiency of current status-quo management and monitoring is particularly
difficult in the RFE. For example, consider the RFE Timber Company Senior Employee’s
comments (see pp. 82-83) on the onerous demands that companies must comply with in order to
become certified by the Forest Stewardship Council (FSC). This Senior Executive of an RFE
Timber Company noted that they were not willing to set aside forest land that they had leased in
order to protect flora and fauna. Yet, on 14 August 2013, another large RFE Timber Company,
TerneyLes, which holds priority investment project status and has been certified by FSC since
2011, signed a memorandum of understanding with WWF which confirmed that TerneyLes will
give up logging in some areas where it currently leases forests. The area it has agreed to conserve

includes old growth forests (145,000 hectares) and floodplain forests (59,000 hectares) as well as
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an additional 400,000 hectares of area where the company has agreed to preserve the forests to
help habitat preservation for the Amur tiger (WWF, 2013Db). In fact, as of 2012, the total number
of companies certified under FSC in Khabarovskiy Krai and Primorksiy Krai was 20 and 21,
respectively (FSC Russia, 2012). Thus, while some companies in the RFE find it unimaginable
to voluntarily give up some logging rights and protect forest land, other companies are adopting

this strategy.

Conclusion
The objective of this thesis was to provide a case-study analysis of some of the most recent and

salient issues affecting forest sector development in Primorskiy Krai and Khabarovskiy Krai, two
of the most biodiverse provinces in Russia’s easternmost region, the Far East. This thesis
examined and categorized current stakeholders’ perceptions in order to determine a ground-level
understanding of current issues affecting forest sector development and the extent to which
recent federal government policies designed to develop and modernize its domestic forestry
sector are seen as effective. Based on the results of this research it is evident that the Russian
government’s attempts in 2007- 2008 at policies that would provide incentives for forest sector
investments and modernization did not fully address some of the underlying issues with rule of
law, property rights enforcement, and evasion that still exist in many areas of Russia. Yet, the
federal government’s attempts were not futile; that is, compared to many years of neglect during
the post-Soviet era, the domestic forest sector recently has become more of a priority than it ever
has for national politicians, researchers, and the media. While the federal government’s policies
may have helped RFE forest sector development in some aspects (for instance, to bring in

investment in the form of the 13 priority investment projects in Primorskiy Krai and
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Khabarovskiy Krai), these policies may still allow for de facto arrangements between
stakeholders which continue to entangle forest sector development with controversy and
struggle. Understanding individual and corporate responses to incentives is fundamental to
designing effective public policies. Thus, one goal of this research was to provide some
suggestions as to potential areas that policy-makers might consider. What follows is a list of six

recommendations:

1) The federal-regional changes with regard to jurisdictional duties of the Russian forest sector
appear to be more of a hindrance than a help (see pp. 14-24, 57-60, and 91-99). Achieving the
financial and administrative means to try to accomplish the intended results of restructuring has
also been a struggle. One recommendation, in this regard, is for federal policy-makers to partner
with other countries that have similar, or nearly similar tenure systems, and to collaborate in
order to identify key aspects to federal-regional governance that work well in other countries.
Previous researchers have drawn parallels between Russia’s and Canada’s northern forests (see
p. 31) and thus a potential area for future research and collaboration could be between Russian

and Canadian forestry professionals, administrators, lawmakers, public servants, and academics.

2) Based on Brown and Wong’s (1993) analysis on the efficiency of forest management under a
quasi-decentralized governance system (see page 99) and the results of federal and regional
forest governance issues since the breakup of the Soviet Union (see pp. 98-99), it is evident that
a new system of forest governance, inclusive of federal and regional dynamics, is needed in
Russia and ought to be discussed and addressed by all stakeholders. If regions and provinces are

to hold partial authority, it is essential that a solution be found for these administrative units to
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balance their budgets in a way that does not involve taking advantage of harvesting loopholes in
the Forest Code. Brown and Wong (1993) suggest that short of giving the central government
authority to control all endogenous variables, one option might be a “tax system which will
induce the local government to choose the optimal path of harvesting [...] Precisely, a tax is
imposed on the resource (hectares) to be harvested” (p. 231). A tax, or fee, imposed by regional
authorities on harvested timber could increase regional revenue and encourage more responsible
harvesting practices (see p. 94). The creation of a new fee, separate from the forest lease
payment (of which little revenue goes back to the local or regional authority), that might closely
resemble stumpage fees in the United States, could help align regional incentives of all

stakeholders and provide revenue for regional and provincial forest management functions.

3) Given the detailed accounts by interviewees as to the outdated and inaccurate nature of
Russian forest inventories (see pp. 80-85 and 99-100), as well as the comment by Minister of
Natural Resources and the Environment of the Russian Federation, Sergei Donskoi (see page
100), an essential, necessary first step, is that Russia conduct a country-wide audit of its forest
resources. Given the sheer scale of forest resources in Russia, the ideal scenario of conducting a
full-country audit before distributing additional forest lease rights to any companies is
unrealistic. However, there are a variety of options involving public-private partnerships that
might provide a starting place for the development of an accurate, and up-to-date, forest
inventory. Partnerships could be mandated and required to start audits and inventories in areas
that are known to be particularly problematic and/or contain valuable timber stock. Requiring
that companies perform full audits of forest resources with the help of other stakeholders as a

condition of acquiring a new lease is essential, but since many productive forest lands in the RFE
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are already under lease for long-term contracts, an additional mechanism is needed (see pp. 81-
82). One suggestion is that companies could be required to develop a timeline for a continuous
forest inventory of their resources with the help of regional foresters and representatives of a

local ENGO.

4) It was evident from interviewees’ comments that forest resources in Russia were viewed as a
renewable resource; utilization of RFE forests was seen as resembling a longer-term version of a
garden. While, in theory, there can be many parallels between forest management (silviculture)
and agriculture, given the reality that Russia’s forests are not managed intensively, this analogy
does not work (see pp. 103-104). Referring to forests as a garden does not appear to be
appropriate given the lack of intensive planting, care, monitoring, etc. in Russia. In fact, there
may be several circumstances where Russian forest resources would best be modeled as non-
renewable resources, particularly if there are distinctions drawn between species and locations
(see pp. 103-104). Increasing education to both professionals and the public as to responsible
utilization and exploitation of renewable and non-renewable resources could facilitate a more
grounded understanding of Russia’s forest resources and the long-term effects of current
management practices. Further study on the pervasiveness of this ‘forests as a garden’ mentality

and its implications would be particularly helpful for determining long-term recommendations.

5) Pervasive evasion thwarts many intended results; there are examples of companies using
large-scale government initiatives like priority investment project subsidies to ‘use the system’
by acquiring forest land for half-price and then continuing to export unprocessed wood instead of

building processing mills and infrastructure (see p. 101). There needs to be stronger
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repercussions for not adhering to laws and more creative, nuanced ways of providing positive
incentives for people to follow the rules (see pp. 49-50 and 94-95). With regard to instituting
more nuanced ‘carrots,” a Senior Administrator for a Forestry Institute in Moscow suggested (see
p. 50) that the Russian government should devise financial incentives for companies to manage
their forests responsibly. This interviewee suggested an important recommendation: “the
government should raise the forestland rent (apennnas mara), and then return some of it for
fulfilling quality work™ (p. 86). With regard to instituting stronger ‘sticks’ or punishments, one
recommendation is that the government raise its fines, penalties, and sanctions to the point where
their strength acts as a deterrent to repeat offenses for individuals and companies (see pp. 95-

96).

6) Interviewees’ comments regarding the current operational definition of illegal logging
highlight a problematic aspect of the administrative labeling of illicit forest activities in Russia.
Despite the fact that the Supreme Court of the Russian Federation tried to pass a resolution of a
formal definition of illegal logging (see p. 52), agreement has not yet been reached and no
resolution has been passed. While there may be justifiable reasons from an administrative
perspective for considering some unlawful activities as violations of technical requirements, it
seems like certain activities ought to be considered illegal logging from a forest management
perspective—for instance, cutting the wrong species within an already leased area, or creating
false justifications for cutting valuable species during a thinning operation on un-leased land. In
order for Russia to tackle issues of corruption, crime, and illegal activities in its forest sector, a
stringent, internationally accepted definition of illegal logging must be acknowledged by all

stakeholders.

109



Based on this research, it is important to note that all of the current institutions, policies, and
management practices account for the unfavorable results observed in the RFE forest sector and
that problems on one issue create problems in all of the other aspects of performance.
Remembering that the forest sector in Primorskiy Krai and Khabarovskiy Krai functions within
legal, economic, ecologic, and cultural spheres of influence that are not mutually exclusive is
important when trying to suggest solutions to the problems that are described in this thesis.
Improvements to Russia’s system of governance—including property rights and rule of law—are
of paramount importance. However, within the current institutional framework and an unlikely
drastic shift in domestic forest governance structures, the aforementioned six recommendations
provide ideas for an incremental approach to remedy the challenges facing the sustainable

development of Russia’s domestic forest sector.
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Appendix B: Additional Maps of the Russian Far East (Source: WWF, 2008).

Figure B.1: Species Diversity Indices in the southern RFE (p. 32)
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Figure B.2: Distribution of the Amur Tiger (p. 53)
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Figure B.3 Distribution of the Far Eastern Amur Leopard (p. 55)
LEGEND R U s s il f o

Porveinlsap et

Awer besm baastey

Tonrt bon
el 0
‘ Labe, Basanen
_ cmTA
P, N Coanvy Bicedany =
*?_v-—-—-—
'} _ MGINSKOVE
L w
-
..\\ —
S
.,
.I'
TOOENAL cnoveaLsan.’ ’-
O &~ ({

BANTUN LXRT "."\_‘--\

& \,
M ONGOL]| A
N
~ / Seu
I N S e?
\ SN - c
>
-.J"’-

Distribution of LEOPARD
(Panthera pardus orientalis):

- Current range

Historical range

; / :;Il'l.i = “I

113



Figure B.4: Change in Korean Plne Forest Cover and Comp0s1t10n (p 256)
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Appendix C: Research Introduction (in English and Russian)

School of Environmental and Forest Sciences

Summer 2012

Hello!

My name is John Simeone. I am a graduate student at the University of Washington in Seattle.
I would like to interview you as a part of my research. The interview will last around 1 hour.
Your responses are voluntary and you may elect to abstain from answering any questions. [ will
ask questions related to the forest sector in the Far East: timber resources, policies intended to
support the forestry sector, forest resources, economic and business decisions, forest
management and environmental considerations.

The purpose of my research is to identify the economic reasoning, incentive structure, and forest
management practices that companies operating in the Russian Far East forestry sector face as a
result of changing federal forest policies. This research will contribute towards finding out the
effectiveness of federal policies as well as helping to illuminate some of the continued issues that
the forest industry faces in this particular region of Russia. The interview will be only used by
me for research purposes. To this end, I will be audio recording this interview so that I can
correctly understand and consider your responses. After I have transcribed your interview, I will
delete the audio file. Upon completion of this research project, all transcriptions will be fully
deleted and erased from my computer.

If you have any questions, you can reach me by email at: jsimeone@uw.edu.
I appreciate your time and assistance with my research.

Respectfully,
John Simeone
jsimeone@uw.edu
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School of Environmental and Forest Sciences

3apaBcTByiiTe!

MHue pexoMeH10Ba)IM Bac, Kak 0JTHOTO U3 KPYITHBIX YKCIEPTOB B JIECHOM CEKTOpPE Ha JlanbHeM
BocTtoke.

Mens 30ByT JI>xoH Cumeonu. S acnupant BamuHrronckoro yHusepcurera B CunTie .
Yuausepcurer Bammnrrona oopamaercst kK Bam ¢ npocs00ii nomo4b B NIpoBeIeHNH
HcciIel0BaHNsA, OTBEeTHB Ha psl Bonpocos. CobecenoBanue 1uuTces okoio 1 gaca. Bammn
OTBETHI OYAyT HECTH JOOPOBOJBHBIN XapakTep, U Bl MoxeTe BO3/1epKaThCsl OT OTBETOB Ha
nro0ble Bompockl. S Oyy 3a1aBaTh BOIPOCH!, CBA3aHHBIE C JIECHOM 0Tpacibio Ha JlanbHeM
BocToke: 0 1eCHBIX pecypcax, IMOIUTHKE, HAIIPABICHHON HA MOAAEPKKY JIECHOTO X0341CTBAa,
9KOHOMUYECKUX PELICHUSX, JIECHOM XO3UCTBE U OXPAHE OKPYKAIOLIEH CPEIbI.

[{enp MOUX HUCCIETOBAHUI COCTOUT B TOM, YTOOBI IOHATH, KaK JIECOMPOMBIIIIICHHBIC KOMITAaHUT
Janbaero BocToka pearupyroT Ha U3MeHEeHUs (peiepaibHOM JTECHON OTUTHKU. MHE X0TelnoCh
OBl y3HaTh, KAK H3MEHEHUS (eIepaTbHON MOTUTHKY BIHUSIOT HA YKOHOMUYECKUE CTHMYJIBI U
METO/IbI JIECOTIOJIB30BAHMSI. DTH UCCIIEIOBaHUS OyayT ClIOCOOCTBOBATH BRISICHEHUIO

3¢ (heKTUBHOCTH (eiepabHON MOJUTHKOM, a TAKKE MOMOTYT OCBETHTH HEKOTOPBIE BOIIPOCHI,
KOTOpBIC UMEIOT BXXHOE 3HAUEHUE B JIECHOM OTpaciu B 3ToM peruoHe Poccuu. HTEpBEIO OyIeT
HCIOJIb30BAHO TOJIBKO ISl UCCIIENOBATENBCKIX TeNei. S 3anuiry HHTEpBbIO Ha TUKTa(OH,
9TOOBI IPABUIILHO MOHSATH U epeBecTH Bamm otBeTsl. [locie 3aBepiieHus: JaHHOTO
HCCIIeIOBATENILCKOTO IPOEKTa, BCE HHTEPBBIO OYIyT MOJHOCTHIO YAICHBI H CTEPTHI C MOETO
KOMITBIOTEPA.

Ecnu y Bac ecthb kakue-mu00 BOnpochl, Bel MOXkeTe CBSI3aThCsl CO MHOM O DJIEKTPOHHOM MOYTe:
jsimeone@uw.edu.  nenro Bamie BHMMaHUe U jKeTTaHUE IOMOYb JTaHHBIM HCCIICIOBAHUSIM.
C yBaxxeHuem,

Joxon CumeoHu

jsimeone@uw.edu
Asryct 2012 1.
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Appendix D: Survey Instrument (in English and Russian)

Module 1: General Info

Today’s date

Name

Name of organization

Job title

Tenure in job

Previous position

What is your affiliation with the forestry sector in the RFE?
Education

Specialty

Primary responsibilities

Number of employees in company/unit within company?
Specific type of timber mill (for example, MDF mill)

CAETITEE e a0 o

Module 2: Enterprise Characteristics
a. Please state the full name of the company you work for?

b. Is it a multi-national company?

c. Number of employees? How many Russians? How many foreigners?
d. Date, place of incorporation

e. Ownership - Government agency? Private company?

1. What is the hierarchical structure of your command/jurisdiction?

2. Who are some of the investors/shareholders? Where did financing come
from?

3. Are there multiple affiliates or branches of the same organization in different
locations? How are the branches differentiated from one another? Is there
communication in directives and oversight between the branches/companies
and also between companies and its parent company?

4. Is your firm a member of a business association or chamber of commerce?

5. What services do you receive from the association or associations to which
you belong, and what is the value of these services to your firm?

6. Are there any services that significantly reduce the costs of your firm or
significantly increase the sales of your firm? (Examples include: lobbying
government, resolution of disputes, information on market access, information
on standards of quality, information on government regulations).

Module 3: Firm-level questions

a. What is the proposed and actual timber production? What is production output?

b. What is the timescale of this establishment’s production targets for your various
products?

c. Does this establishment use production performance indicators to compare different
teams of employees? Why or why not?

d. Within your organization/company, what normally happens when a process problem
arises, for example, machinery breakdowns, human errors or failures in
communication?
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e. Are production performance indicators monitored in your business? How many and
what types? How often are the indicators collected and shown to managers? Shown to
workers?

f.  What is the spatial extent of each mill and lease area? Is it adequate based on current
needs? Expected future needs?

g. Where does the timber that your firm processes go? Where is it processed? How is it
transported there? Who are the consumers of these timber products? What
percentage is sold domestically? Exported directly? Exported through a distributor?

h. For domestic sales, can you give me a sense of where your product goes? Small-
companies? Multi-national firms? Your firm’s parent company or other subsidiaries?

i.  How many competitors do you face? In Russia? Abroad?

j. By what margin does your sales price of wood exceed your operating costs (i.e. the
cost of material inputs plus wage costs but not overheads and depreciation)?

k. Have you ever had any business disputes? If so, have you brought any of them to
court?

l. To what degree do you agree with this statement? “I am confident that the legal
system will uphold my contract and property rights in business disputes”.

m. Have you had any losses as a result of theft, robbery, vandalism, or arson against your
establishment? If so, when and please describe the estimated value of your losses?

n. Would you briefly describe your current business strategy?

Has your business strategy changed since 2005?

p. How would you describe your firm’s interactions with other companies? With other
stakeholders? With non-governmental organizations? With government agencies
involved in overseeing the forest industry?

e

Module 4: Government Taxes, Tariffs and Subsidies
Section A: General: Government Relations

a.How easy is it to obtain laws and regulations affecting your organization? Please
explain how you go about obtaining laws and regulations?

b. Would you evaluate the interpretation of the laws and regulations that affect your
business as consistent and predictable?

c.How has the export tax and the federal subsidies (priority investment projects)
altered the decisions your firm makes?

d. Has your firm ever sought to influence the content of laws or regulations affecting
it? Please explain.

e. Can you name any groups or individuals that work to influence recently enacted
national laws or regulations that have a substantial impact on your business?

f. Is it common for organizations in the forestry sector to have to pay some ‘irregular
additional payments/gifts to get things done” with regard to customs, taxes,
licenses, regulations, services, etc.?

g.How often is the following statement true? “If a government agent acts against the
rules I can usually go to another official or to his superior and get the correct
treatment without recourse to unofficial payments/gifts.”

h. When firms in the forestry sector do business for services or contracts with the
government, how much of the contract value would be typically paid in additional
or unofficial payments/gifts to secure the contract?

118



Section B: Priority Investment Status

a.

g.
h.

Since 2007, has your organization received any subsidies from the federal,
regional, or local government, or any other sources? If yes, please be specific and
indicate what was the average amount of these subsidies as a percent of average
annual sales?

Since 2007, how have Federal subsidies in the forest sector affected your
business?

Did your company apply for priority investment status? If your company did not
apply for priority investment status, why not?

Who did you approach?

Would you please describe the steps needed to acquire a priority investment
status?

How do you view the policy process to acquire ‘priority investment status’?

Was it an easy process to navigate?

Did you run into any problems?

Section C: Export Taxes on Roundwood

a.

b.

How has the 2007 Federal government policy on export taxes on roundwood
affected your business?

How will the lowering of the tariff rate due to World Trade Organization (WTO)
accession affect your business?

Are there other issues related to the export tax on roundwood that you believe
affect business in the Russian forestry sector?

Have you observed more foreign direct investment into the timber industry in
Russia since 2007 and the imposition of the export tax?

Module 5: Finance and Accounting

a.

AT @ o A

What proportion of your organization’s working capital and new fixed investment
has been financed from: internal funds, borrowed from local banks, borrowed
from state owned banks including development banks, foreign banks, trade credit,
leasing arrangements, etc.?
Does your organization use international accounting standards (IAS)?
Does your organization have its annual financial statements reviewed by an
external auditor?
How much has your firm reinvested out of profits per year from 2007-today?
Does your organization have plans for any new investments? Please describe.
What role do transportation costs have?
What are some other costs that your company deals with regularly?
Does the price of input materials fluctuate? Please describe.
Does the price of your good(s) that you are producing fluctuate? Please describe.
How do you differentiate between short-term and long-term sources of profit?
What are the prices that firms pay for stumpage
1. How is the stumpage price determined?
2. How sensitive are firms to changes in stumpage price?
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Module 6: Work Force

a.

What percent of your current, permanent full time workers are: managers, professionals
(e.g. accountants, engineers, scientists), skilled workers, unskilled workers, support
workers (e.g. administration, sales)?

Do you offer formal training for your employees?

Who does the formal hiring for your organization? Where is this person/office located?
How much time did it take you to fill your most recent vacancy for a manager? For a
professional? For a skilled worker? For an unskilled worker? For a support worker?
How do you deal with workers who do not meet expectations in their position?
Hypothetical question: If you could change the number of regular full-time workers your
organization currently employs without any restrictions (without seeking permission),
what would be your optimal level of employment?

Where does your workforce for the mill come from? Are the workers Russian? Foreign
workers? Are you bringing in guest workers? Do you see a reliable Russian work force
in rural regions for the forest industrial sector?

Does your organization hire external consultants? If so, how often and what companies
are used and for what purposes?

Module 7: Forest Resources

a.

Gaining access to forest lands

1. How are forests leased from the government?

2. Would you please describe the process and expenses involved for acquiring a
forest lease that includes harvest rights?

3. What is the total area leased by your organization?

4. Would you briefly describe the forest area allocation, lease tenure length? Were
other lease lengths discussed?

5. What is the nature of forest management for your company? Who manages the
forest management?

6. What is the relationship that your organization has with those who manage the
forests? Do they ever act in a way that is counter to your wishes?

b. How is wood supply determined?

—

. Are these numbers accurate? Do you do your own measurements to arrive at a more

precise available supply?

How do the given numbers for wood supply affect your decision making?

Of the forests that Russia considers ‘exploitation forests’ is there a reliable supply from
the areas you are familiar with?

*How would you describe the forest management practices? How are forest
management decisions made?

Who is responsible for replanting? Is it successful? What are the costs associated with
replanting? Is this a cost that is internalized by private companies?

Is there any monitoring of forest land?

Are there any areas or forests that are ecologically important in the area leased by your
firm?

Is there a desire to lease more land that is adjacent to currently leased land?

What do you think of forest certification?

How do you view your timber harvesting practices (in the area of your jurisdiction)?
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m. How would you describe the timber harvesting impacts on habit and environmental
values (either that you are responsible for or you know goes on)?

Module 8: Concluding questions
a. What is the role of Chinese investments (or other foreign financing) in the forest sector?
b. Do you think that the possibility of a downturn in the Chinese housing sector has a
potential impact to your business?
c. Can you suggest at least one key (governmental) reform that you think should be
implemented in order to increase competitiveness in the RFE forest sector?

Is there anything else you’d like to add — any questions or comments?
Thank you very much for having taken the time. The information you have provided is very
important input for the evaluation of forest sector conditions in Russia. Please feel free to follow-

up on any questions at any time in the future. You can reach me at the email address on my
business card.
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Mopayas 1: O6mas uadpopmanus

SRS @R e a0 o

Harta

Wmsa, ®amumus, u OTuecTBO

Haszeanue opranuzanuu

JIOIDKHOCTD

Cpok paboTsI

[Ipenpiaymmas 10KHOCTD

KaxoBo Bamie oTHoeHHe K JiecHOW oTpaciu Ha JlaneHeM Boctoke?
ObpazoBanue

CneunaibHOCTh

OcHoBHBIE 0053aHHOCTH

KonuuecTBo cOTpyAHUKOB B KOMITAHUY / TIOJpa3AeICHUI KOMITAaHUN ?
Kounkpertnsiii Tum necozaBoaa (Hanpumep, MJI® menpHuLa)

Mopnyasb 2: XapaKkTepucTHKH OPraHU3aluu

a.

o a0

VYKakuTe MOoJHOe HAa3BaHUE KOMIIAaHUH, B KOTOpoil Bl paboTaere?
DTO0 MHOTOHAIlMOHAJIbHAs KOMIIAHUS?
Kaxkoe konnuectBo coTpyAHUKOB? CKOJIBKO pyccKuX? CKOIBKO HHOCTPAHLEB?
JlaTa 1 MECTO PETUCTpaLIUU.
Kro aBnsiercs coOcTBeHHHKOM Bameit komnanuu? Tum npeanpusTus.
1. Yo siBNsETCS OPraHU3allMOHHON CTPYKTYpOM Npeanpuarus’?
2. Kro sBnsercs uaBecTopoMm / aknronepom? Kto puHaHcupyer JaHHOE
npennpustue?
3. Ckonbko ¢unmanoB Bel umeere? Uem Gumuansl OTIHMYAIOTCS IpYT OT Apyra?
Kakas cymiecTByeT CBs3b MEXAY MAaTEPUHCKON U TOUEPHUMH KOMITAHUSAMU ?
4. SIBnsiercs nu Bama koMnaHus YWICHOM acCOLMAIIMU JEI0BOM MU TOPTOBO-
IIPOMBIILIJIEHHOM NaJ1aThl?
5. Kaxkue ycnyru Bel nonydaere ot acconranuy, K Koropoil Bel npunauiexure,
1 KaKOBa CTOMMOCTb 3TUX YCIIyI?
6. EcTb 11 kakue-mb0 ycayr, KOTOpble 3HAYUTEIHHO COKPAIIAIOT PACXOIbI
WJIU 3HAYUTEIBHO YBEIMYUBAIOT npoAaxxku Bameit komnanuu? (Hampumep,
71000KpOBaHuUE MPABUTENBCTBA, PA3pPELICHHUS CIOPOB, HHPOPMALUS O JOCTYIE
Ha PBIHKM, MH(OpPMAIU O CTaHAapTaxX KauecTBa, HH(POpMAIHS O
IIPABUTEIBCTBEHHBIX IIOCTAHOBIICHUSX )

Mopayas 3: Bonpocsl 0 KOMIIaHUH

a. Kakosa 1iens 06beMoB npousBozactsa? Kakoit 00bem mpou3BoacTBa?

b. KakoBbl CpOKH BBITIOTHEHUS POU3BOJCTBEHHBIX 3a1aHUI?

c. Hcnonp3yer u JaHHOE TpEAPUSATHE TPOU3BOICTBEHHBIE TOKA3aTENN
MIPOU3BOIUTENFHOCTH JUISL CPABHEHUS pa3IMyHbIX cOTpyaHUKOB? [louemy?

d. Yrto 0OBIYHO MPOUCXOIUT B CITy4ae BO3SHUKHOBEHUS KaKOW-INO0 poOIeMbl,
Harpumep, MPOU3BOACTBEHHON aBapuH, YeIOBEUECKUX OIIMOOK MM HEYy1ad B
obmeHun?
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e. Kontponupyrotcs au nokazarenu 3¢)(heKTHBHOCTH NPOU3BOACTBA B Bamiem Ousnece?
Ckonpko ux U kakue uMeHHo? Kak gacTo mokasarenu coOuparoT U MpeaoCTaBIsSIOT
MeHekepaM komnanuu? Kak 4acTo ux mpeocTaBIIsiioT pab0oYrM KOMITaHUHU?

f. KakoB macmTal gaHHON opraHu3aliy U apeHayemoit oonactu? JlocraToueH jau oH
JUTS TeKyIIUX notpebHoctei? JloctaToueH Jiv oH it Oy Mymux moTpedHocTei?

g. Kyna manpapnsitor necomaTtepuaisl mocie oopadotku? I'ne onn oopadaTsiBatoTcs?
Kak mpoucxonut nporuecc TpancnopTupoBku? Kto sBnsercst morpedurenem 3Tux
necoMarepuanoB? Kakoil mpoueHT jecomaTepraioB IPOJAETCsl HA BHYTPEHHEM
priHke? Kakoil mpoleHT 3xcnopTupyeTcs Hanpsimyro? Kakoil npoueHt
HKCHOPTUPYETCS Yepe3 AUCTpuObroTOpa?

h. Kyna pacnpenensior nrecomarepuaibl Ha BHyTpeHHEM pbiHKe? B Manbie komnanun?
B mexxnynapoansie ¢upmbl? B Banry MmateprHCKYI0 KOMIIaHUIO, THOO pa3inyHbIe
JIOYEepHUE KOMITAaHUU?

i.  Kro sBnsercs Bammm konkypenTom B Poccun u 3a rpanuneit?

J.  Ha cxompko cTOMMOCTD JIeCOMaTepHUaIoB MPEBbIIIACT HKCIUTyaTallHOHHBIE PACXOIbI

(T.e. pacxo/pl Ha MaTepUaANbHBIE 3aTPATHI, 3aTPAThl Ha 3apabOTHYIO IIaTy,
IIPOLIEHTHBIE CTaBKH, KPOME HAKJIAJHBIX PACXO/J0B U aMOPTU3aL1H)?

k. Bosuukanu nu y Bac korna-nn6o kommepueckue criopsl? Ecnu a, ciaydanucs au y
Bac pasz0uparenscTBa B cyne?

. B kakoii crenenu Bol cornacHsl ¢ JaHHBIM yTBepkaeHHEeM? "SI yBepeH, 4To nmpaBoBas
cucTeMa MOAACPKHUT MO KOHTPAKT U IIpaBa COOCTBEHHOCTH B KOMMEPUYECKHX
criopax».

m. Cayuanuch 11 y Bac norepu B pe3ysibTaTe Kpaky, BaHAAIM3Ma WIM MIOJKOTa Ha
Bawmewm npennpuarun? Ecinu aa, To yKaXuTe BpeMs U ONULIUTE (PACCKAXKUTE O)
IIpeojiaraeMoe 3Ha4eHHe BalluX MOTeph?

n. Onumure TeKyIyo OU3Hec-cTpaTeruo?

o. W3menunace nmu Bama 6usnec-crparerus ¢ 2005 roga?

p. Kax 651 Bol ontucanu B3aumozeiicTBue Bameit Gupmsl ¢ IpyruMu KOMIAHUSIMU U C
OPYTMMH 3aMHTEPECOBAHHBIMU cTOpoHamMu? C HENPaBUTEIbCTBEHHBIMU
oprau3anusmMu? C NpaBUTEIbCTBEHHBIMU YUPEKICHUSIMU, 3aHUMAIOIIUMUCS
KOHTPOJIEM JIECHON IIPOMBIILIIIEHHOCTH?

Mopnyas 4: I'ocynapcTBeHHBbIe HAJIOTH, TAPH(BI U cyOcuann
Paznen: O6111e BOIPOCHI: OTHOLIEHUE C TOCY1aPCTBOM

a.

b.

Kakum o0pa3om Bl y3HaeTe 0 HOBBIX 3aKOHAaX U HOPMATHUBHBIX MPABOBBIX aKTaXx,
Kacaroutuxcs Bameit orpaciu?

KakoBo Bamie MHEHHE 110 OTHOILICHHIO K 3aKOHAM M HOPMATHBHBIM aKTaM MOCJIEIHUX 5
neT, Kacaromuxcs Bameit otpaciu?

Kakum 00pa3om 3KCTIOpTHBIE TONUTHHBI M CyOcuanu u3 ¢enepaabHoro Ormkera
(mproOpHUTETHBIE MHBECTUIIMOHHBIE TPOEKTHI) BIUAIOT Ha pemeHus Bameit pupmbr?
Crpemunack in Bamia ¢pupma noBiausTh Ha coiep)KaHUe 3aKOHOB U HOPMATUBHBIX
MIPaBOBBIX AKTOB, Kacarouuxcs Bameit otpaciun? Kakum o6pazom?

[lepeuncnaute opraHu3aiy WIK 3aWHTEPECOBAHHBIE JINIA, KOTOPHIE CTAPAIOTCS KAaKUM-
1100 006pa3oM MOBIUATH HA 3aKOHBI UJIM HOPMATHBHBIE ITPABOBbIC AKThI, KACAIOIINECS
Bamueii orpacin.
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Kak yacTo opranu3anusM JIECHON NPOMBIIUIEHHOCTH TPUXOJUTCS OIJIaYUBaTh
HEpETYJISIPHBIE AOIOJHUTENBHBIE IIATEXKHU B OTHOLIEHUH TaAMOKEHHBIX IOLUINH,
HaJIOTOB, JIMLICH3UH, YCIYT U T.1.7

B kaxoii crenenu Brl cornacHsl ¢ 1aHHBIM yTBepKAeHUEM? "Eciin rocy1apcTBEHHbIN
YMHOBHHK JICHCTBYET B HE COOTBETCTBHH C KAKUMHU-THO0 HOPMATHUBHBIMH ITPABOBBIMU
aKTaMH, TO 51 BCET/1a MOTY OOPaTUTHCS B BBICIIECTOSIIUI OpraH Wik K HHOMY
JOJKHOCTHOMY JIHILY.”

Korna opranusaiuu JecHOro ceKTopa UMEIOT JEJI0 C IPaBUTENIBCTBOM, KaKas CyMMa
JOTIOJTHUTEIBHBIX WM HEO(PUIMATIBHBIX TUIATE)KEN OIUIaYMBACTCS, BKIIIOYAs LIEHY
KOHTpaKTa?

CGKI_[I/IH B: OPUOPUTCTHBIC MHBCCTUIIMOHHBIC ITPOCKTHI

a.

[Tonmyyana nu Bama opranuszanus cyOcuanu u3 GpenepaibHOTro, perHOHAIBHOTO WITH
MECTHOTO CaMOyIpaBJeHUsA? YKaKUTE CPEIHIOI0 CYMMY 3THX CYOCHIHH B IPOIIEHTaX OT
CPEAHEroZI0BOT0 00beMa MpoaaxK.

Kakum o0Opa3zom denepanabHbie cyOcuanu B 00JIaCTH JIECHOTO CEKTOpa MOBIMSAIN Ha Bai
ousnec ¢ 2007 roga?

[TonaBasna nu Baiia kommaHust 3asBKy, YTOObI TOJIyYUTh IPHOPUTETHBIE
MHBECTULMOHHBIE IPOeKTHI? [Touemy?

K xomy Ber oOpamanucs?

Onumre Bamm aeiictBusi, HeOOXOAMMBIE /Il IPUOOPETEHHsS CTaTyca MPHOPUTETHOTO
WHBECTUIIMOHHOTO MpOeKTa?

KakoBo Baiie oTHOmIEeHHE K MpoIeccy, CBI3aHHOMY C IPHOOPETEHNEM cTaTyca
MPUOPUTETHOTO WHBECTULIMOHHOTO MPOEKTa?

Hackomnbko coxHBIM OBLT Tporiecc?

CrankuBanuch a1 Bl ¢ kakuMu-nmn60 npodiemamu?

Pasnen C: monuInHbl Ha SKCIOPT KPYIIIOTO Jeca

a.

b.

Kakum o0Opa3zom ¢enepanabHble 3aKOHBI 00 SKCTIOPTHBIX MOIIIMHAX HA KPYTJIBIN Jiec
noBnusuK Ha Bam Ouznec?

Kakum o0Opa3om, no Bamemy MHEHHIO, CHUKEHHE TIOITUH, CBA3aHHBIX C
npucoeanHenneM Poccun k BcemupHroit Toprosoii opranuzanuu (BTO) nosnuser Ha
Bamr 6usnec?

CymecTBYIOT JIM Kakue-nmuoo pyrue npoOaeMbl, CBSI3aHHBIE C SKCIIOPTHBIMU
MOLUIMHAMHY Ha KPYTJIBI JIec, KOTOphIE, 10 Bamemy MHEHHUIO, TOBIMAIOT Ha OU3HEC B
obnactu 1ecHoro cexkropa B Poccun?

PaccmarpuBanu nu Bel kakue-mu60 npsiMmble HHOCTpaHHbIE HHBECTULIMHU B 00J1aCTH
necHoro cexropa Ha JlansHem Bocroke ¢ 2007 rona?

Mopnysb 5: ®uHAHCHI U OyXTaJITEPCKUH ydeT

a. Kakas nonst 060poTHOTO KanurTana U MHBeCTUIMKA Barel opranuzanuu
¢buHaHCUpPYETCS U3 CPEACTB, B3ATHIX B IONT Y MECTHBIX OAHKOB, TOCY/1apCTBEHHBIX
0aHKOB, BKJIIOYAs pa3BUBAIOLINECs OAHKU, MEXIyHapOIHbIe OAHKU, TOPTOBbIE
KpPEIUThI, TU3UHT U T.1.7

b. Hcnonesyer nu Bama opranusanus MeXayHapOAHbIe CTAaHIAPThI OyXTaJlTepCKOTO
yuera?
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c. CymecTByioT 11 B Bariei opranu3zaiuu rozioBbie (fMHaHCOBBIE OTYETHI,
MIPOBEPEHHBIC BHEITHUM ayIUTOPOM?

d. Kakyio cymmy Bama opranusanus peMHBECTHPYET U3 OOLINX JOXOA0B KK T/ C
2007 roga mo Hacrosiiee Bpemsi?
[Tnanupyet nu Bamna opranusanusi OCyIeCTBUTh KalTUTAJIOBIOKESHUS?
Hackonbko BayKHBI TPAHCTIOPTHBIE PACXObI?
Cy1ecTBYIOT JIM KaKue-Tu0o0 Ipyrue pacxoibl, HeMaJoBaKHbIE 115 Bateit
KOMIIaHUU?
Koneb6netcst mu crouMocts chipbsi? Pacckaxure Oonee nmoapooHo.
W3meHseTcs 1M CTOMMOCTh MPOIYKTOB, KOTOpbie Bl mpon3BoauTe?
Kak BbI pazinnuaere HCTOUHUKH KPATKOCPOUHOTO U JI0JITOCPOYHOTO
¢buHaHCHpOBaHUS?
k. KaxkoB Hajnor Ha mopyOKy rocyJapCTBEHHOTO Jjieca?

1. Kak ycranaBiamuBaeTcsi HaJIOT Ha IOPYOKY TOCYJapCTBEHHOTO Jieca?

2. Hackosbko 4yBCTBUTENbHBI (PUPMBI K H3MEHEHHUIO HAJIora Ha TIOPYOKY

rocy/1apCTBEHHOIO jeca?

@ o

%‘. :_‘.FA

Moayas 6: PaGouasi cuia

a.Kaxoil IpoLeHT COTPYTHUKOB TEKYILEr0 NEPUOAA ABIISETCS PYKOBOAUTEIEM,
KBaJH(HULIHUPOBAHHBIM CIIELUAIUCTOM (HapuMep, OyXraaTepoM, HHKEHEPOM,
YU€HBIM), HEKBATH(PULIMPOBAHHBIM CIICIIHATUCTOM, BCIIOMOTAaTEIbHBIM IEPCOHATIOM?

b. CymectByer 11 y Bac ¢popmanpHOe o0ydeHue nepconana’?

c. Kto 3anumaercs HaliMoM coTpyaHUKOB B Bameli opranuzanuu? I'ne pacnonaraercs
ero/ux oguc?

d.Cxonbko BpemeHH Bam moTpe0oBaioch, YTOOBI 3aOTHUTH MTOCIICTHIO BAKAHCHIO JITIS
meHekepos? s kBanuduupoBaHHbIX paOOTHUKOB? J1J1s1 HEKBAIM(UIIMPOBAHHBIX
paboTHHKOB? J[J1s1 BCIIOMOTaTeNbHOTO MepcoHaa?

e. Kak Brl oTHOCHTECH K COTpYJHHKAM, KOTOPHIE HE ONPaBAbIBAIOT Bamux oxxugaHuii?

f. TunoteTnueckuii Bonpoc: Ecnu 661 Bel MOTTIN H3MEHUTH KOTUYECTBO COTPYIHUKOB
0e3 Kakux-Inbo orpaHuueHui (0e3 pa3peiieHus), yTo BIsII0OCh Obl st Bac
ONTHMAJIbHBIM YPOBHEM 3aHATOCTU?

g. Otkyna Bel npuBnekaere pabouyto cuiny? Ecte u y Bac pycckue paboune?
Wnocrpannsie padoune? Ilpunekaere iu Bel racrap6aiirepoB? Cunraere au Bl
HAJIe)KHOHN PYCCKYIO pab0ouyIo CHITy B CEJIbCKUX paioHax /sl JIECOMPOMBIIIIEHHOTO
cekropa?

h. Hauumaer nu Bama opranusanus BHEIIHUX KOHCYIbTaHTOB? Kak yacTo, kakue
KOMIIaHUM Bl pennounTaeTe U ¢ Kakoi 1eNIblo?

Monyas 7: JlecHble pecypcbl
a. [TomyuyeHnue noctyna K JIECHBIM 3€MIISIM
1. KakuM 006pazom oCyIIecTBISIETCS apeH/1a JIECHBIX 3eMeTb?
2. OnumuTe MpoLecc U pacxoibl, CBI3aHHbIE C APEHJI0M JIECHBIX 3EMEIb,
BKJIIOYAIOIIME pyOKH yxo/a 3a Jecom?
3. KakoBa o01m1ast 1j0mia s apeH1I0BaHHbIX 3eMellb, IPUHAuIeKaux Barei
opraHu3aluu?
4. Onumure pacupezesieHue IIOIAIu JIECOB U CPOK UX apeHbl. Jlymanu a1 Bl
0 KaKUX-TH0O0 IPYyTUX CPOKaxX apeH Ibl?
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5. KakoB xapakrep secononbp3oBanus s Bameit komnanun? Kro ynpasinser

JIECHBIM XO3SIUCTBOM?

6. KaxkoBa B3auMOCBsI3b MEXly Bamieli opranusanueil 1 TeMu, KTO yIpaBiseT

JeCHBIM X03stiicTBOM? CoBepIiany 1 OHU KOTJa-TM00 JeHCTBYS,
npotuBopeyaniye Bammm xenanusm?

b. Kakum 00pa3oM ycraHaBnuBaeTcs MpeuioskeHue Ha apeBecuny? KakuM koimdyecTBoM

npeBecuHbl Bol Bianeere?
c. Hackonpko TounbiMu siBistoTes 31U 1UQpr1? [IpoBoaute 11 Bl kakue-n160
BBIUMCIICHUS, YTOOBI MOATBEPIUTH JaHHbIE U PHI?
d. Kakum o6pa3zom naHHble LU PHI BIUSIOT HA IPUHATHE PEIICHUN?

C. CYH_IGCTByIOT JIK CPpCaU SKCIUTYATAllTUOHHBIX JICCOB HAJIC’)KHBIC TTIOCTABKH U3 (I)OH,HOB, C

KOTOpbIMU Bbl 3HAaKOMBI?

f. Kak 651 Be1 onucanu necHoe xo3siicTBo? Kakum 00pa3om NpUHUMAIOTCS peIIeHus,

CBSI3aHHBIE C JECHBIM X03AHCTBOM?
g.KTo HeceT 0TBETCTBEHHOCTSH 3a JiecoBoccTaHOBIeHUE? Hackoabko 3To ycnenrHo?

KaxkoBbl pacxobl, CBSA3aHHBIE C IECOBOCCTAHOBICHUH? DTH PACXO/bl OTUIAYMNBAOTCS

YaCTHBIMU KOMITAHUAMHU?
h. CymecTByeT 11 MOHUTOPUHT JIECHBIX YTOAUNA?

i. CymiecTBYIOT M Jieca, apeHI0BaHHbIe Batieii opranuzanueii, KOTopbie SBISIOTCS

SKOJIOTUYECKH BaXKHBIMU?
J. Xotute nmu Bbl momyuuTs B apeHy Ooubliie 3eMenb, IpUMBIKaromue K Barei
apeHI0BaHHOM 3eMJe?
k. Uro BeI nymaete o necHoii cepTudukanumn?
1. KakoBo Barre oTHomeHne k BeIpyOKe JiecoB Ha Bammx apeH10BaHHBIX 3eMIISIX ?
m. Kak, mo Bamemy MHeHUI0, BRIpyOKa JIECOB BIUSET HA OKPYIKAIOUIYIO cpeay?

Moayas 8: 3aki0uuTe/IbHbIE BOMPOCHI
a. KakoBa poJsib KUTaliCKMX KallUTAJIOBIOXKEHUH (MM IPYTMX BHEIIHUX UCTOYHUKOB
(uHAHCHUPOBAHUS) B JIECHOM CeKTOpe?

b. Kak Bel qymaere, kakum 00pa3oM BO3MOKHOCTH CIIaj[a HA KHTaliCKOM PBIHKE KHJIIbs

noBiaugeT Ha Bam Ouzuec?

c. Moxete i1 Bbl peyioxkuth Kakue-mudo yiydiieHus, KoTopele, 1o BameMmy MHeHHIO,

MOCTIOCOOCTBYIOT MOBHIIIIEHUIO KOHKYPEHTOCTIocoOHOCTH Ha [lanbHem BocToke B tecHOM

cekrope?

Ectb 1m y Bac kakue-1m60 Bonpocsl ko mHe? Win, moxkeT 0bITh, Bbl X0THTE YTO-HHOYAD

A00aBUTH?

Bonbmioe ciacu6o 3a To, yTo Bhl Hanum Bpems Ha nHTEpBbIO. MHpOpManus, kotopyro Be

IIPEAOCTaBUIIA, BHECET HEOLIEHUMBIN BKJIAJl B OLIEHKY Pa3BUTH JIECHOIO cekTopa B Poccun. Bel
MOXETE CBA3ATHCS CO MHOM 110 aIpeCy 3JIEKTPOHHOM MOYThI, KOTOPBIN IIPEAOCTABIICH HA MOEH

BU3HUTKC.
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Appendix E: Outline of Themes and Sub-themes from Results Section

Overarching categories:
Category 4.1: Factors of Production
Category 4.2: Federal and Regional Governance
Category 4.3: RFE Forestry

Category 4.1 Factors of Production
4.1a) Theme: Labor and Labor Productivity
4.1b) Theme: Land-Forests
-Leasing forest land
4.1c) Theme: Capital-Infrastructure
-Vast areas without roads
4.1d) Theme: Costs associated with Factors of Production
-Fees connected with leasing forest land
- Transportation costs
Category 4.2 Federal and Regional Governance
4.2a) Theme: Soviet and Post-Soviet Institutional Legacies
-Carrots and Sticks (KHYT ¥ IpSTHUK)
-Corruption
-Illegal Logging
4.2b) Theme: 2007 Federal Policies
-Views on Federal-Regional Dynamics
-Forest Code
-Priority Investment Projects
-Roundwood Export Tax
4.2¢) Theme: International Trade of Russian Timber
-Chinese and Japanese and EU export markets
-Domestic Market
-WTO Accession effects on export market
Category 4.3 RFE Forestry
4.3a) Theme: Support for Business
-Government Support
-Industry Association
4.3b) Theme: Competitiveness of RFE Processing Companies
-Connected to General Economic Development
-Connected to General Levels of Corruption
-Connected to Technical Ability, Technology
-Connected to Effects of WTO on RFE
4.3c) Theme: Firm Size
4.3d) Theme: Forest Management
-Ecological Effects of Forestry in RFE
- Commentary on Forest Management and Land Leasing Issues
4.3¢) Theme: Certification
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