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TRAGEDY OF RUSSIAN SOCIALISTIC FORESTRY UNDER CORRUPTION

Abstract
President Vladimir Putin decided in 2006 to substantially increase export duties of roundwood during 2007-2011 in Russia. It’s likely consequences were the most frequently commented in Finland during 2007, because 16 million cubic meters or one fifth of the utilization of wood by the forest industries in Finland then originated from Russia. In heavily corrupted Russia sustainable forestry is not a likely option. A first step had been to raise the stumpage prices of standing timber instead of export duties. In this way the basic source of financing corruption within forestry had been eliminated. Increasing the stumpage prices had produced the same additional income to the government as the export duties. Simultaneously, it had improved the profitability of investments by the forest owner (state) in forest management intensification. Logging had immediately increased profitably of forestry within the most accessible locations. The higher stumpage prices had made logging unprofitable in the old-growth natural forests of Siberia and elsewhere in the periphery. Higher stumpage prices and consequent lower corruption had also decreased the country risk for foreign direct investments in pulp and paper in Russia. Russia now has a rank of 154 from the least corrupted end of the Corruption Perception Index. Major increases in stumpage prices with its benefits are most unlikely under the prevailing socialistic-forestry regime.
1. Introduction
Russia has long traditions in forestry. A special Forestry Department was in charge of the entire Russian forest sector from 1798 to 1918. The first Forestry Academy in the world was established in Russia in 1808. During the Soviet Union period since 1917 a few major and a number of minor transformations in forestry administration took place. The system of Gosplan as a central planning body of all sectors was dismanteled in 1991, when the Soviet Union regime collapsed. Also afterwards a number of transformations of the forestry administration and law have taken place. (Petrov and Lobovikov 2001; Palo 2007)

Russia reported for 1990 a total forest area of 809 million ha and the same for 2010. The reported plantation forest areas were respectively 13 and 17 million ha. Accordingly, natural forest area had declined by 3 million ha. Russia has about 20 % of the total global forest area. Russia has about 40 times the volume of the standing timber in Finland. Russia can annually log only three times more than Finland. In both countries the forests are to a large extent located in similar ecological conditions. Finland is relying primarily on the private ownership and the market system of forestry, Russia on socialistic-forestry. (FAO 2010; Palo 2007)
The purpose of this paper is to describe the tragedy of socialistic-forestry under corruption in Russian Federation. The structure of the paper is as follows. Next the concept of socialistic-forestry is defined. This will be followed by graphic illustration of underpricing of  stumpage. Then the paper will proceed to describe the phenomenon called the tragedy of socialistic-forestry. Lastly, some discussion will end the paper.
2. Concept of socialistic-forestry

Socialism has been defined as “a system or condition of society where the means of production are owned and controlled by the state” (Webster 1989).

The problems of the public forest ownership are actualized under a situation, where the government is the sole owner of all the forests or of the majority of forests in a country. It is as a rule accompanied by a centralized administrative setting of stumpage prices. Financial profitability or quality of logging never became any objective for foresters in the public service under the circumstances. Such a regime we refer as socialistic-forestry, which is in many aspects different from a mere state-forestry, where the state-owned forests exhibit a minority in a country. 

Efficient prices play a key coordinating role in a market economy without any central planning authority. Efficient prices reflect our preferences and lead to efficient allocation of production factors. No single buyer or seller can manipulate efficient price. Efficient or scarcity prices clear the market. Efficient prices correctly inform buyers and sellers of the cost (the forgone alternatives) at which goods and services can in fact be provided if people are free to make such offers they wish. Approximations to efficiency prices can be found through the interaction of demand and supply in competitive markets. (e.g. Lindblom 1977)

Socialistic-forestry has been characterized by central planning. Foresters in general have largely favored national ‘master-planning’ of forestry world over with little reliance on developing the various markets competitive within forestry. The ‘Gosplan’-system of central planning was never developed operational enough under the past socialistic regime of the Soviet Union (Tansey 2000). 

On the contrary, the Gosplan had strong negative effects on the development of natural resources and the environment in the Soviet Union. The links between the Gosplan and the depletion of natural resources and the environment became evident. (Nilsson et al 1992) The Soviet regime finally collapsed in 1991. 

If private forestry has a majority ownership in a country, the minority is here called state-forestry. Then the Forest Service commonly applies stumpage and delivery price references from auctions, as in the United States of America (Sedjo 2006) or from the private market-based forestry under non-corruptive conditions, as in Finland. 

The market-based state-forestry in Finland has been executed since the establishment of the Forest Service in 1851 with a financial profitability requirement of its director and board. It has motivated for 150 years the staff of the Forest Service to increase productivity and other means towards better profitability and sustainability. For all the time since 1880, with only exceptions of   three years, the annual revenues have exceeded the annual expences. State-forestry has been also managed sustainably. (Rytteri 2005) 

3. Underpricing stumpage
Corruption motivates the civil servants to underprice the public forests, which again facilitates financing of corruption. Underpricing of stumpage of timber or the whole forest with socially excess deforestation as its consequence is illustrated in Figure 1.  

Line MR represents the market demand for deforestation or permanent clearing of forests for various purposes by the local deforesting agents. It can be interpreted as derived demand from demands for forest and agricultural products and for other products, which require forest clearing. Line MR can be viewed as a marginal revenue curve for the local deforesting agents. In this perspective we are viewing marginal cost and revenue curves and their intersections by the local deforesting agents. 

The marginal cost lines MC0-MC3    cover only the costs of stumpage to the local deforesting agents with different pricing principles as the function of the quantity of deforestation. Our specific interest here is to illustrate how the different stumpage pricing principles and levels of these prices affect the extent of deforestation. 

Line MC0 refers to the marginal costs for the local agents with a lump sum fee for the whole concession, MC1 refers to marginal costs with a lump sum plus a low (lower than the market price) administrative stumpage price per m3 and no internalized external costs, line MC2 to marginal costs with competitive market pricing but excluding external costs, and line MC3 to marginal social costs with competitive market pricing and internalized external costs. The MC-lines represent supply curves for deforestation by the local deforesting agents. 

A local deforestation agent (e. g. a farmer or a logging contractor) with e. g. MC1 finds his optimum quantity of deforestation (most efficient amount of deforestation) with a stumpage price P1 in Q1, with MC2 and stumpage price P2 in Q2, while the social optimum (provided the social opportunity cost of forestry < P3) without socially excess deforestation would with price P3 be in Q3. 

Excess deforestation Q1-Q2 is a result of administrative under-valuation of standing timber and forest. It increases with P2-P1, which can be called the social opportunity cost for sustainable forest management. Subsidies for agriculture or tree planting have similar impacts on deforestation of natural forest. In both cases the social opportunity cost of sustainable management of natural forests is artificially increased. 

Excess deforestation Q2-Q3  (Figure 1) is caused by the missing markets for socially positive forest externalities of biodiversity, carbon sequestration and stocks, soil and water conservation, maintenance of landscape and ecotourism services etc. The opportunity cost due to the externalities is reflected by P3-P2. This refers to a government and market failures of not being able to internalize these externalities, which further is increasing the social opportunity cost of sustainable forestry. 

We may conclude as a hypothesis to be tested below that undervaluation of forests, and especially of stumpage prices, is leading to excess deforestation. Under expanding domestic consumption or exports the derived demand for deforestation will shift the line D to the line D*. This shift in demand would expand deforestation by Q*-Q1 and increase the opportunity cost by P*-P1.
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Figure 1 Impacts of shifts in marginal costs and revenues on excessive deforestation by local deforesting agents (Palo and Lehto 2011).

The stumpage prices (prices of standing timber) in Russia are administratively set remarkably below the market prices. These prices have recently been EUR 4-5 per cubic meter of industrial wood, which is a tiny fraction of the respective price of EUR 30 in Finland.
“Low forest revenue not only has a negative impact on total government revenue and expenditure, but also sends incorrect price signals to the market about the value of forest and wood. Such messages are damaging to sustainable forest management in that low prices can result in overharvesting and undervaluing of the resource, both of which contribute to deforestation and forest degradation.” (p. 112 in FAO 2003)

4. Tragedy of socialistic-forestry in Russia
Corruption is undermining also the effectiveness of property institutions, which means de facto open access conditions, and undermining also the value of forests, and community institutions. Underpricing creates a financing source for corruption in socialistic-forestry. Corruption is supporting illegal logging and deforestation by increasing artificially the social opportunity cost of sustainable forestry (Bromley 1999). 

Transparency International (www.transparency.org)  assessed in 2006 the Corruption Perceiption Index in Russia as 2.5, while Finland scores 9.6. Russia’s rank among 163 assessed countries was 121 as counted from the least corrupted end (Finland, Iceland, New Zealand). 
Russia’s rank was 154 in 2010 as indicated by the Corruption Perception Index. The index identified only twenty more corrupted countries than Russia in the world (www.transparency.org). Accordingly, Russia is under high corruption pressure , which maintains underpricing of stumpage and increases financial risks in timber harvesting and in investments in forest industries.
It was lately assessed that under socialistic-forestry in Russia 10-35 % of all the production of roundwood was illegal. In the worst areas in the most eastern remote territories about half of logging has been assessed illegal. (Metla 2011) Major increases in stumpage prices towards markets with its benefits are most unlikely under the prevailing socialistic-forestry regime. Ad hoc devolution of Russian forests under heavy corruption would lead even to a worse situation. 

Since 2004 Russia has tried to curb the illegal logging by its own and with participating in ENA-FLEGT-process (Europe and North Asia Forest Law Enforcement and Governance). It is run by the World Bank, IUCN and WWF jointly with various national partners. A system of remote sensing was constructed to redress illegal logging in 180 million ha of forests. Also a novel national system for scaling is under development. Expansion of forest certification has been slow – only 26 million ha so far. (Metla 2011) Under socialistic-forestry and heavy corruption illegal logging is continuing in Russia.

5. Discussion
Finland has only 0.5 % and Russia 20 % of the total global forest area. Finland is a big power in the production and exports of forest products, while Russia is not. The gross value added of forest sector was USD 10 billion (5.7 % of GDP) in Finland and only USD 7 billion (0.8 % of GDP) in Russia in 2006 (FAO 2009). Finland is relying primarily on private-forestry and the market, Russia on socialistic-forestry and linked ‘Gosplan’.
Both Russia and Canada have reported to FAO in March 2009 that their monitoring systems of forest resources are inadequate to indicate reliable estimates of changes in forest areas and growing stocks. Therefore, no reliable data have been provided on changes in forest resources of their joint 28 % of the global forest area.  Finland has most modern forest monitoring system and is able to report annual changes in its forest resources.
In corrupted Russia sustainable forestry is less likely option. A first step had been to raise the stumpage prices instead of the export duties. In this way the basic source of

corruption within forestry had been eliminated. Neither the Russian forest industries nor the politicians wanted this effective policy instrument. Instead export duties of roundwood were raised up to EUR 50 per cubic meter during 2007-2011. 

Increasing the stumpage prices had produced the same additional income to the government as the export duties. Simultaneously, it had improved the profitability of

investments by the forest owner (state) in forest management intensification. Under such intensified silviculture logging could be immediately expanded profitably within the best

economic-geographic locations. 

The higher stumpage prices had made logging unprofitable in the old-growth natural forests of Siberia and elsewhere in the periphery. The financial accessibility of forests for logging could even be shrinked due to rising stumpage prices. Consequently, under higher stumpage prices and values of Russian forests the markets could even be supportive for more forest conservation.
Higher stumpage prices and consequent lower corruption had also decreased the country risk for major foreign direct investments in pulp and paper in Russia. All three Finnish giant forest companies have canceled their plans to invest in pulpmills in Russia. Under the present situation the increased export duty will not decrease the country risk. Major increases in stumpage prices with its benefits are most unlikely under the prevailing socialistic forestry regime.
Ad hoc privatization or decentralization of Russian forests under heavy corruption would lead to the worse. This is the Gordian knot of Russian forestry behind the curtains of the

export duties, which may be lowered again along with Russia’s entry to WTO.
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