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ABSTRACT

This paper reviews the current forest policy in the Russan Far East, a region
withabundant forest resources. They are not only sources of raw materias but
also a pivot of regional economic stability; 13.2 percent of the total forest area
is in protective status. However forest resource use was unsustainable during
the full history of its development and continues to be so. Most species have
been harvested at various rates, leading to a significant transformation of
pristine forests into second growth ones. The economic crisis has decreased
the pressure on forests. At the same time, it aggravates social and ecological
problems of forest use. As result there is an increase of forest area but gradual
worsening of forest structure. Maor negative factors affecting forests are
commercid cutting and fires. This paper describes shifts in legidative,
ingtitutional, financial, investment and other systems of the regiona forest
sector. It stresses the dituation in forest conservation policy, and describes
international ecological programs in the Russian Far East and the efforts of
local Forestry Service. It concludes that the gSituation in the regional forest
sector is very complex and the direction of future forest policy is uncertain.

INTRODUCTION

The forest sector was one of the first parts of national economy that was reformed
during the trangition period in the former USSR. After the USSR collapse, it passed
through crucia changes together with other sectors of the Russian economy. In the Russian
Far East (RFE), since the forest sector has a significant role in the regional economy, its
reformation is a critical matter for further economic development, especialy for economic
cooperation with neighboring countries and northeast Asia as a whole (Natural Resources,
1995).

A rather clear management system of forest resource use was formed in the RFE
which lasted until the beginning of the economic reforms. The lases of this regional
system were:

1) Centralized authority and granting of permission regarding resource use, by the government in
Moscow, thousand of kilometers away;

2) Centralized investments from the state budget;

3) Provision of labor force from other regions of the USSR

4) Weak interrelation (and quite often direct competitiveness) between sectors of the
economy;

5) Noncomplex use of some resources with very limited structure and quality;

6) Large losses of raw material in the process of transportation and storage;

7) Small degree of raw materia processing, lack of processing base

8) Absence or only symbolical payment for forest resources;
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9) Minimum of ecological limitations;

10) Obsolete logging technol ogies; and

11) Low compensationof employees by the social infrastructure

12) Asaresult, there was non-rational and unsustainable forest resource use.

Such forest resource use resulted in the reduction of those stocks which could be
extracted by methods designed for virgin forests. For a long time the timber production
volume was much less than the potential capacity of the forest-resource. In spite of that
fact, incorrect methods have resulted in transformation (generally negative) of most of
the forest resources where they were applied. In many places the forest resources are
depleted, and in some places they are exhausted completely. However the extensive
RFE forest resources remain sufficiently large at present.

FOREST RESOURCESAND THEIR USE

The RFE has abundant forest resources that include 225.2 million hectares of dense forests
and 20.4 billion cubic meters of wood stock (Table 1).

Forest lands are the primary land use category in the RFE. Lands that are used for forest
activity cover 495.9 million hectares, or 79.8 percent of the region' s territory. Their Sructureis
relaively complex and varied, and the percentage of lands with no forest cover (15.2 percent
of the totd land area) and non forest lands (28.8 percent) is rather high. Forest lands that are
not covered with forest (i.e. deforested lands) contain forest nurseries, lands burnt over by
forest fires, logging sStes, and open forests. Non-forest lands comprise farms, roads, and
agriculturd lands, but are mainly swamps and mountain deserts.

Dense and creegping forests and bushes make up dightly more than half (277.8 million
hectares, or 56.0 percent) of the total area used for forest activity (Table 2). Most have been
developed though they preserve their native features. Forest plantations make up 2 percent of
dl forest lands (0.7 million hectares) and are younger than 50 years old.

Table 1. Forest Land Use in the RFE, January 1998, million hectares

Provinces Forest Lands Non Tota
Covered with Not Tota forest Area
Forest Covered Lands
with Forest
Sakha Republic (Y akutiya) 143.2 49.3 192.5 62.3 254.8
Y evreiskaya Autonomous 15 0.1 1.6 0.5 21
Oblast
Chukotskiy Autonomous Okrug 5.0 4.6 9.6 17.8 27.4
Primorskiy Krai 11.3 0.2 115 04 11.9
Khabarovskiy Krai 52.5 54 57.9 15.8 73.7
Amurskaya Oblast 225 31 25.6 51 30.7
Kamchatskaya Oblast 19.2 1.6 20.8 23.2 44.0
Magadanskaya Oblast 17.1 10.2 27.3 17.1 44.4
Sakhalinskaya Oblast 55 0.7 6.2 0.7 6.9
RFE Total 277.8 75.2 353.0 142.9 495.9

Source: Data Base of the Economic Research Ingtitute, Khabarovsk, 1999.
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Table 2. Digtribution of Forest Lands According to Dominate Tree Species (thousand
hectares) and Tota Wood Stock (million cubic metres), 01.01.98

Provinces Conifers Deci- | Cresping Totd Totd
duous Forests Area Wood
& Covered Stock
Bushes with
Forests
Sakha Republic (Y akutiya) 119604.6 | 2007.5 | 21614.4 | 143226.5 8843.9
Y evreiskaya Auton. Oblast 559.3 | 970.2 - 1529.5 165.7
Chukotskiy Auton. Okrug 1734.2 | 105.8 3223.6 5063.6 86.4
Primorskiy Krai 6328.1 | 4961.6 456 | 11335.3 1770.6
Khabarovskiy Krai 39256.9 | 6930.5 6316.1 | 52503.5 5265.3
Amurskaya Oblast 14617.6 | 5650.6 21919 | 22460.1 1992.0
Kamchatskaya Oblast 1134.0 | 8323.2 97219 | 19179.1 1191.9
Magadanskaya Oblast 7666.9 | 211.9 9191.3| 17070.1 430.3
Sakhainskaya Oblast 3824.5| 1335.5 306.6 5466.6 616.6
RFE 194726.1 | 30496.8 | 52611.4 | 277834.3| 20362.5

Source: Data Base of the Economic Research Indtitute, Khabarovsk, 1999.

The mgority of forest lands are covered with coniferous species (70.1 percent, 194.7
million hectares) and for the most pat are ample in sructure. Larch is the most broadly
distributed species (59.3 percent of al stands, 164.8 million hectares). After larch is white and
gone birch (7.8 percent, 21.8 million hectares). Fir and spruce forests come in third (5.4
percent, 14.9 million hectares).

The mogt vauable forest lands in the region are very mixed forests dominated by
Korean pine (Pinus koraienss Seb. et Zucc.), whichis named “ cedar” in Russian (1.2 percent
of total forest lands, 3.3 million hectares). Mixed forests dominated by oak (1.1 percent, 3.1
million hectares), linden (0.3 percent, 0.8 million hectares) and ash (0.1 percent, 0.4 million
hectares) are found in the south of the region. Creeping pine (Pinus pumila Rgl.) and cregping
ader (11.8 percent, 32.4 million hectares) forests grow in higher mountain zones and on flat
lands in northern RFE. Bushes are represented mainly by willow and birch.

According to Russan forest standards, the mgority of the RFE provinces are classified
aswdll forested areas. Only Chukotka, where the landscape is dominated by tundra and forest
tundra, is classified asthinly forested.

Annud dlowable cut (AAC) inthe RFE is95.2 million cubic meters. Peak of its use
was passed in 1986 - 36.7 million cubic meters. In 1997 the total cut volume in the
region dropped to 10.1 million cubic meters.

The RFE loggers cut less than haf, in some forest tracts less than 70 percent of the loca
annua alowable cut because of the limits of current logging technologies and equipment and
because of the state of processing technologies and facilities. High tech equipment is needed to
harvest the remaining part of AAC. In dl RFE provinces coniferous stands are the primary
harvest target although harvest practices are very uneven: some stands are over exploited and
some are not harvested at all.

In 1965-1999, the annud alowable cut decreased by 25 percent. This is accounted for,
in part, by a dedine in the amount of mature forests that are available for exploitation and, in
part, by agrowing awareness of aternative functions of the region's forests.
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Current inventory procedures in Russa do not provide accurate information on the
species structure of the harvested timber. Either better expert evauation or field research are
necessary to determine what species should be logged.

Specid investigation in Primorskiy Kra reveded that species sructure of the krai's
harvest in 1994 was (in percentages): spruce - 40.7, fir - 2.5, yelow birch - 18.6, ash - 4.0,
em --3.6, oak --3.1, larch - 2.2, white birch - 2.2, aspen - 2.0, Korean pine - 1.2, maple- 0.7,
linden --0.2. Primorskiy Krai forests are the mogt diverse in the RFE and are distinguished by a
higher degree of deciduous species. In Khabarovskiy Kra, harvested timber includes
practicaly only softwood: spruce (around 60 percent), fir (around 10 percent), larch (about 30
percent). Only 2 to 3 percent are white birch and aspen. The same dtuation is in
Sakhdinskaya Oblast. In Amurskaya Oblast, 50 percent of the totd harvest is larch, soruce is
30 percent, fir is 10 percent, and white birch is about 10 percent. Larch is dmogt the only
species harvested in Magadanskaya Oblast. In Kamchatka the main harvested timber is larch;
gpruce and white birch amounts to 20 percent of harvest. In Yakutiya pine and larch are
primary harvest targets, the former having a bit more volume than the latter.

Active indudrid development of the forest resources began 130 years ago in the RFE.
Until now methods designed for virgin forests are used. However about 40 percent of forests are
trandformed and new methods and more intensve forestry systens are now needed The gap
between obsolete methods and the new datus of forestsis growing, resulting inggnificant
ecologica disturbances because the RFE forests are a pivot of ecosystem sahility. A complicated
knot of contradictions has developed.

The whole history of development of the RFE forests demonstrates the classical
scheme of unsustainable use and the resulting marginal cost growth. The extraction of
timber and non-timber raw materials is becoming more expensive and this trend will
continue. Global experience shows that as one approachesto a higher level of costs it
becomes more favorable and reasonable to involve secondary use of resources which
are wasted today. The same goes not only for visible waste paper, sawdust, etc., but also
for huge amounts of timber that are left a the area of extraction. In the RFE, not less
than 1 extra cubic meter of timber is left wasted for each 3 extracted cubic meters of
timber.

The forests of the RFE play an important environmenta role, and are a stabilizing factor
on both the regiond and globd levd. Forests contribute significantly to water and soil
protection, and fish conservation; 13.2 percent of the total forest area is in protective status
(forests of the first group) and 1.0 percent are commercid-protective forests (forests of the
second group). The remaining 85.8 percent are commercia forests (forests of the third group).
There is a growing awareness of the sociad importance of forests and of the role they play in
recreation and public hedth. These latter functions, as arule, are provided in the forests of the
first group.

In spite of big transformations affecting forests of the RFE, the forests of the region are
dill extendve. The forests of the RFE can provide opportunities for sustainable forest

management.
BASISOF FOREST POLICY

In problems relating to environmental protection, we should recognize that the
above mentioned disturbance of 40 percent of forest in the RFE is summary index that
reflects a range of ecological violations such as soil damage, forest fires, etc. Such
disturbances are certainly a cause for concern However, the situation can be improved.
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On one hand, the current economic crisgs has decreased the pressure on forests. On the
other hand, crisis and insufficiently considered reforms provoke management deregulation and
loss of forest use control. These aggravate socid and ecologica problems of forest use. A
solution can be found in the replacement of the out-dated forest use methods with the new
ones.

The symptoms of crisis now occurring in connection with the transformation of forest-
resource base of the RFE first gpopeared in middle of the 1970s The centra authorities of the
former USSR did not recognize the new Situations and prolonged the use of older methods that
have resulted in the fast deterioration of production of raw materid in the 1980s As a result,
the recesson of forest sector production began in 1987, i.e. ealier than in the regiond
economy asawhole.

The opinion was held by many that the exhaustion of forest resources has arisen and
widely spread. Actudly the forest resources were and remain one of main eements of RFE
economic development, and in a number of territories, arethe main base of the loca economy.
But a transformation of the forest use syslem has become urgent. It is dready late to have a
transformation, as it was not carried out in an economically rather sable period, which ended
with the beginning of economic reforms. In addition, the old system of forest management has
gppeared rather hardy and does not bresk up at once. However, it should be replaced with a
new one, and this process does not go without struggles of organizations and persons.

The RFE has one of the most important forest stocks of Russa and its role in the
sructure of the federal forest sector isbased on its sgnificant scope of forest resources, but it is
particularly problemetic because of the system of timber export which has been crested.

Latein the 1980s and up to 1991 the forest sector provided 10 percent of the industrid
commodity output and employed up to 13 percent of the labor force in the RFE (The Russan
Far East, 1994). However the economic crisis impacted it stronger than other sectors and its
recession occurred more quickly. This led to a permanent decrease of the forest sector role in
the regional economy to only 3.5 percent in 1997.

As noted dready (Sheingauz et d., 1996), in the course of economic reform the forest
sector of Russia gppeared to be on the periphery of centra power interests. Centra organs of
the sector’s state management were dmost diminated. The rumber of federd decisons on
forest issues made up a smdl share of a whole large flow of these documents. Forest sector
problems were either not regarded at dl or were hardly reflected at the federa level.

In contrast to the federd leve, the Situation in the most parts of the RFE provinces are
different because the forest sector plays not only an important economic but aso socid role. In
many raions (adminidrative didricts), the sector is the principal factor of supporting the
formed level of the territory’ s development and in many places, the main factor of settling and
supporting of villages. That's why both provincid and municipal administrations pay serious
attention to the forest sector.

With its products and services the forest sector provides working conditions for many
indugtries in the RFE, firgt of al to congtruction and transport. It aso provides a consderable
portion of exports

Insde the regiond forest sector the share of provinces changed in the course of
economic reform and crisis (Table 3). Regiona production became more concentrated in
Primorskiy and Khabarovskiy Krais, where in 1997 dmost 62 percent of forest products of the
RFE were produced. Both of them contain the most part of other economic potentid.

The structural changes in many respects were slowed by preservation of old
methods of forest resource use which led to a deepening of the contradictions between
methods of use and the state of resource base. The transformations that have arisen on
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theinside of the forest sector have coincided with restructuring of the external economic
mechanism, and problems now appear to be deeper and more troublesome in
comparison with other economic sectors, for objective reasons. They can be dvided
into groups as analyzed below.

Table 3. Share of Forest Industry Production of Provinces
in the RFE Regiona Volume, percent

Territory 1990 | 1995 | 1996 | 1997
Sakha Republic (Y akutiya) 9.0 6.3 6.1 5.2
Y evreiskaya Autonomous Oblast - 1.9 14 1.9
Chukotskiy Autonomous Okrug 0 0 0 0
Primorskiy Krai 158 224 217 215
Khabarovskiy Krai 32.4* 311 34.0 40.3
Amurskaya Oblast 14.9 12.8 131 114
Kamchatskaya Oblast 9.0 21 18 1.7
Magadanskaya Oblast - 0.9 0.6 0.8
Sakhdingkaya Oblast 189 225 21.3 17.2
RFE 100 100 100 100

* induding Y evreiskaya Autonomous Oblast.
Source: Department of the Far East Representative of RF Economy Ministry (not published).

CHANGES OF THE LEGISLATIVE SYSTEM

The politic and economic changes made the forest legidation of the former USSR
unserviceable. As a result, from 1991 to 1993 there was a burst of local forest
legislation activity at the level of the subjects of the Federation (provinces). In 1993 the
"Fundamentals of the Forest Legislation of Russian Federation™ (1993) were adopted
with urgency. Largely the text was a mixture of old USSR law with completely new
rules caused by the transition to a market economy, resulting in a very contradictory and
actualy fruitless document. In 1997 the "Fundamentals' were replaced with the "Forest
Code of the Russian Federation”. This document is largely oriented to market conditions
in the forms in which they are seen today.

For the first time in the Code "forest” is determined as an entity of wood vegetation,
soil, animals and other components of the surrounding natural environment that have
important ecological, economic and social significance. Such a definition is very
important as a basis for sustainable development and multiple use of forests.

After 1918 all forests on Russian territory were under an extremely centralized state
ownership system It is understardable that in the transition to a market system,
ownership is very important. The "Fundamentals' of 1993 did not contain a formulation
covering forest property. The "Forest Code" has introduced a more complex system of
property ownership. An overwhelming area of forests both in Russia as a whole, and in
the RFE in particular is referred to as state federal property. At the same time the
"Forest Code" does not exclude plurality of types of property: state (federal and
provincia), municipa (raion-district, city, town, village), public organizations,
collective, and private.

The Russian Federation Forest Code does not give property right to subjects of the
Federation but it gives them many rights of management. It describes these rightsin
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Special Chapter 7 but it contains some inaccurate formulations. The Code has cancelled
almost all rights which were previously held by municipalities.

The "Forest Code of the Russian Federation" marks out only seven kinds of forest
use (Clause 80):

1) Timber harvesting;

2) Coniferous resin extraction;

3) Extraction of secondary forest resources (stumps, cork, Christmas-trees, etc.);
4) Extraction of by-products (hay, honey-making, berry picking up, etc.);

5) Use of hunting lots

6) Use for scientific purposes;

7) Use for cultural, sanitary, touristic and sport purposes.

It is evident that the list of usesis not complete and does not comply with concept
of sustainable management. Later, in the "Forest Code of Khabarovskiy Kra" the list
was developed to 4 classes, 24 uses and the local Code indicates that the list is open for
further additions.

The ddlivery of use rights to users is very important in Situation of state property.
The Russian Federation Code is the first forest law that identifies gratuitous and
chargeable uses. The latter are differentiated in various kinds: lease, concession, short-
term use, etc. Each kind is connected to terms and rights of the user. The maximum
term of lease is 49 years. However, such terms do not correspond to the conditions
required for maturity of forests in the RFE: 80-150 years. In the Khabarovsk Forest
Code the situation has been improved by introduction of a so-called "green lease", i.e.
elongated lease.

The Russian Federation Code stresses that forest lot allocation must be made
through competition: tenders and auctions. It permits also direct negotiations.
Unfortunately, it does not stipulate precisely, in what conditions the direct negotiations
are applied, and it maintains loopholes for arbitrariness and corruption of bureaucrats.

The federa Code unconditionaly prohibits subleases (Clause 31). However,
implementation is not straightforward, and the prohibition contradicts the real situation
and limits management opportunities.

The certification of forest users has been made mandatory. Khabarovskiy Krai was
one of the first in the Russian Federation that established a special commission for those
purposes, firstly under supervision of the Krai Forestry Service Directorate and now
under the Department of Natura Resources in the Krai Administration. Such
certification applied in many subjects of Federation even before entry of the Code into
force as a result of the appearance of many new private users. The certification is the
basis to receive a license for the right to use the forest. Accordingly, the Code gives new
significance to the license. Today licensing only verifies the professional, technical and
financial capability of the user. To lease aforest lot a candidate must win a competition
process and sign a lease agreement.

The system of forest use payments consists of forest dues (payment for use) and
rents.

Forest dues include the following:

1. Payment for timber, i.e. traditional stumpage fees.

2. Payment for secondary resources and by-products.

3. Payment for land use.

4. Some additional payments (for information, for participation in auctiors, etc.).
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This is a more complicated system than that which was implemented during the
planned economy era.

The federal Code fixes a double level of determination of forest payments. The
Federal Forest Service designates the minima level. The fees of this level are
differentiated by region, wood species, and timber quality. At alocal level, these rates
can be increased either as a fixed price list or as bid prices. Forty percent of payments
collected on the minimum rates go to the federal budget, and sixty percent to the budget
of the Federation subject. The amount over the minimum rates is transmitted to
leskhozes (forestry enterprises) only for forestry management.

Unfortunately, "Forest Code of the Russian Federation” contains a number of
internal contradictions as well as contradictions with other laws in force including such
basic acts as the "Civil Code of the Russian Federation”. They arise because the Code
perpetuates some defects of "Fundamentals' of 1993, and does not take into account
local conditions, and new market experience.

The essential defects of the Code consist in the following:

It does not contain precise definitions of terms and concepts.

It is a component of the Russian Federation legidation about natural resources but it is
not coordinated with relation to branches of the Russian legidation.

Interpretation of property rights contradict the spirit of Constitution and Civil Code of
the Russian Federation. The questions of competence of different bodies and agencies
are not clearly delineated.

The mechanism of forest use payments is determined without adequate consideration
The public participation in decision making is very poorly addressed.

Clauses of the Federal Code require numerous clarifications and detailing. It is
being executed through adoption of about twenty additional acts at a level of the
Russian Government and Federal Forestry Service. Government has authorized the list
of such acts.

The federa Code has not become fully democratic and market-oriented. It
maintains the spirit of strong central power of the state.

In spite of its imperfection, the Forest Code of the Russian Federation is a big step
ahead in the forest policy of the transition period. Its preparation and then adoption
generated a new wave of local forest law development. Such a situation was not
reinforced by the Federal Forestry Service. The latter considered the federal Code to be
an act to be directly applied and thought that the Code did not require additional local
laws. However, the majority of forest provinces has not agreed with it. And what is
more, Khabarovskiy Krai lodged a complaint against the Russian Constitutioral Court
that the Federal Code violates some rights of the Federation Subjects. The complaint
was rejected but it did not extinguish the desire of provinces to establish their rights,
especially heavily-forested provinces for which the forest sector is one of the mainstays
for their economy.

One of the firsts was the "Forest Code of Khabarovskiy Kra" (1999). Its
development began before acceptance of the federa Code and went within the
framework of the Russan-USA "Russan Fa East Sudanable Natura Resource
Management Project”. Groups that included more than 20 experts of very different specidties
elaborated the draft. It was discussed at workshops organized specialy for the purpose,
and passed through a procedure of two-month public consideration with wide
publication in mass media. Finaly, one of the first Russian public hearings was
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implemented. More than 600 remarks were considered. The qualified international
experts helped to achieve the best resullt.

The main purpose of the local Code was drawing up a document, which, on the one
hand, does not contradict the federa Forest Code and corresponds to al its basic
concepts, and on the other hand, takes into maximum account local conditions of forest
use in Khabarovskiy Krai. The main distinctions of Khabarovskiy Krai Code from the
federal one are described below.

In contrast to the federal Forest Code the local Code begins with definitions of all
the main terms and concepts, that at once removes a number of the contradictions and
makes the local Code more precise. Competencies of krai and municipa authorities are
described more exactly.

It has been mentioned above that the types of forest use are described more broadly
and in more detail in the Krai Code. The entire system of forest use allocation has a
more definite construction and includes operatioral mechanism as its main elements.
The local Code legitimized the krai commission on forest use.

The Krai Code emphasizes a competitive basis for forest allocation. Direct
negotiatiors can be used only under any social preferences. In al other cases the local
Code proclams equality of al users that has not made the Code of the Russian
Federation.

Khabarovsk Code gives a more extersive and more accurate list of lease conditions.
The lease agreement specifies the user's rights and responsibilities concerning use,
guard, protection, and reproduction of forests on a leased plot. The agreement gives the
lessee the exclusive right to the leased resources (such exclusiveness is not stipulated in
the federal Code), but does not entitle the use the resources which have been not leased,
and does not limit access of the population to the forest. However, the latter may not use
leased resource. Thisis also new in comparison of the federal Code.

The prices and fees should always be defined on the basis of tenders and auctions
instead of fixed price-lists. The rates established as a result of competition are firm for
all terms of use but can be indexed after change of a financia and economic situation.
The Khabarovsk Code introduces also the separate payment for the volume of resource
used annually, in fact, and for the whole leased area. The latter is implemented to
prevent unreasonable extension of the lease, and also to increase the user's interest in
using the resource rationally. Another new element is the allocation of 20 percent of
forest payments to municipalities.

The Khabarovsk Code contains new clauses and sections devoted to the roles and
rights of the public in management and control of forest use, and access to forest
information. A special chapter about ecological assessment, including the role of the
public, is written. The anti-monopoly clause prohibits a concentration in one hand of
more than 30 percent of a krai's resource (such a clause is absent in the federal Code).
Specia attention is given to aboriginal forest use.

As a whole, the Forest Code of Khabarovskiy Krai in comparison with the Forest
Code of Russian Federation is more democratic, transparent, adequate to the spirit of
economic reform, a more suitable for implementation The experience now extends in
some other forest provinces. Drafts of a loca forest code have been prepared in
Amurskaya Oblast (the RFE). A specia group is elaborating the local forest code now
in Krasnoyarskiy Krai (Siberia), All the RFE provinces have passed a number of local
laws or decrees of administration on separate questions of forest use. The process of
developing forest legidation at the local level has become practically continuous.
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INSTITUTIONAL CHANGES ASINSTRUMENTS OF FOREST POLICY

The organizational structure of the forest resource and forestry management system
was elaborated after World War 11 and until the current period of economic reforms it
had a rather clear and relatively simple structure (Tseplyaev, 1965; Nove, 1977;
Blandon, 1983; Barr & Braden 1988; Sheingauz et a., 1995; Russia: Forest Policy,
1997). It remains basically the same but in the course of reforms it has become more
complicated.

The dructure is divided horizontaly into legidative, common executive and departmental
verticad lines. These three verticds cover dl levels exiging in the Russan Federation.
However, the depth of ther influence in fact varies. Each verticd is divided according the
territory: the Federa levd, the leve of the Federation subject (province), and municipa level.

Management of forest use in each province is implemented via two verticds. provincid
adminigration (“governor vertica”) and Forestry Service. In some provinces (eg. in
Khabarovskiy Krai) the provincid Forestry Service Directorate submits not only to the Federa
Forestry Service Rodeskhoz) but dso to provinciad Adminigration. To some extent, this
complexity is inherited from Soviet times when forestry management in provinces was in
double submisson: Minigtry of Forestry of the RSFSR and provincid Executive Council. In
Khabarovskiy Kra such double submission is currently stated in the loca Forest Code.

In dl provinces the forest use management now is not only the responghility of the
Forestry Service as in previous times. There is permanent increase and pressure to this sphere
from the provincid adminigration that consders the loca Forestry Service to be a federd
body. However local adminigtration does not want to relinquish its power to centra authority.
Each provincia administration has specia divisions that manage forest use. There are specid
departments in such heavy-forested areas as Khabarovskiy and Primorskiy Krais,
Sakhdinskaya Oblast.

As an inter-departmenta body, most provinces now have a Commission of Forest Use,
which unites various agencies and has under its authority al forest resource use, as mentioned
above.

Other new agencies in forest resource management include locad Committees on
Managing the State Property of the provincid Adminidrations, which are getting more
actively involved into managing of forest use.

From the 1980s until early in the 1990s the system of environmenta control began to be
affected by forest use. However it lost power on the federal level gradualy. The same process
occurred on the provinciad leve. At present loca Committees on Nature Preservation and their
raion subdivisons implement only functions of outer nature protection control and also carry
out the ecological assessments of forest projects.

To daify the current structure it is useful to look at the most developed one, in
Khabarovskiy Kral. Direct regulation of forest use on the krai leve is executed by the
following Sate organizations:

1. Commisson on Forest Resource Use, headed by the First Vice-Governor. It consders
gpplications for use of forest resources mekes decisons on competitions to obtain lease
rights, and cancels lease agreements.

2. Kra Administration Committee on Economy, headed by a Vice-Governor. It compiles krai
budgets including those relating to forest use and forest regeneraion, and deers the most
important economic projects related to forests. In particular, it currently implements dl the
activities related with the Rilot project of the World Bank and some projects of USAID. The
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Committee Chairman is the permanent representative of the adminidration in the krai
Legidative Dumaand desls with al the forest legidtive initiatives.

3. Committee on State Property Management, headed by a Vice-Governor. It organizes open
auctions/competitions for lease rights, has under its authority forest units stock packages
belonging to the dtate.

4. Department of Natural Resources and Resource Extracting Industry. The Department Head
is a Deputy Chairman of the Kra Commisson on Forest Resource Use. it implements
generd date srategy of nature use in krai, compiles normative-legd aspects of nature use,
includes the Divison of Forest Industry and the Division of Licensng. The latter deals with
forest use licensing.

5. The State Enterprise 'Khabarovskglavies'. It is respongble for the implementation of State
policies in relation to wood harvesting and processing, the industria potential of Krai forest
sector development, as well as the forming of proposals on regiona srategy of forest sector
development, implementation of new methods, technologies and machinery. It is under the
adminigration of the Department of Natural Resources and Resource Extracting Industry.

6. Forestry Service Directorate of Khabarovskiy Kra. The Head of the Directorate is the
Deputy Chairman of the Kra Commission on Forest Resource Use. In addition to that the
Directorate delegates to the Commission the Chief Forester and Forestry Department Head
(Secretary of the Commission). The Forestry Service Directorate is a pecidly authorized
gate organ on management in the sphere of use, protection, sewardship and regeneration of
al naturd resourcesin the forest land use (lesnoi fond) of Khabarovskiy Kral. It provides:

- Rationa use, protection, stewardship and regeneration of forests that are trandferred to its
economic authority and operative management in the forest land use (lesnoi fond);

- Methodical management and control of use, protection, stewardship and regeneration of
the forests over the whole territory of Khabarovskiy Krai.

The Directorate provides both regiond and federd interests in regulating of forest resource

use and dso protection, guard and regeneration of the forests. The totd activity of the

Forestry Service Directorate is based on its primary units, known as leskhozes. Leskhozes

were and remain to be the lowest independent organizations (juridical persons) in forestry.

The dructure of the Khabarovsk Forestry Service includes 44 |leskhozes and among them

are the Genetic Center, Nanal Experimenta Leskhoz, and Vyazemskiy Leskhoz-College.

The average area of one leskhoz makes up 1638,,000 hectares, and without taking into

account the area of three largest leskhozes - Ayanskiy (15907,6,000 hectares),

Chumikanskiy (9405.7) and Okhotskiy (15826.0), the average area of one leskhoz is

775,000 hectares.

Leskhozes are the specidly authorized state management units in the sphere of use,

protection, guarding, and regeneration of forests in the areas of state management entrusted

to them by the krai forestry Directorate and Khabarovskiy Krai adminigtration in those parts

of Khabarovskiy Kra territory, which are covered by the zones of ther activities. They

perform various functions, the main of which are:

- Accounting of growing stock;

- Signing agreements for lease and assigning of Forestry Service lands for short term use on
the basis of Kra Commission on Forest Resource Use decisions;

- Allocation of felling areas according to the types of forest use;

- Annud dlotting of felling Stes and issue of logging and forest cards, orders, etc.

The main structura subdivisons of |eskhozes are lesnichestvos They are minimd territorial

forestry administrative units, which are responsible for:
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- Current inventory of forest lands, feeding of current changes into materias of forest

inventory;

- Direct executing of forestry, forest regeneration, and other activities;

- Prevention and control of forest fires, damages and poaching cases,

- Protection of the forests from pests and diseases,

- Examination of logging sites and areas of other forest use types and so on.
Leskhozes of the Khabarovsky Krai Forestry Service include 157 lesnichestvos. The
average area of one lesnichestvo is 457,7,000 hectares. The number of the Krai's forestry
gaff in December 1998 was 2,800 persons.

7. Far East Base of Aircraft Protection of the Forests. It is directly under the authority of the
Central Base of Aircraft Protection of the Forests thet is divison of the Russan Federd
Forestry Service. The god of the Far East Aircraft Base is prevention, detection, and control
of forest fires as well as mass outbresks of forest pedts. Its functions include arcraft
patrolling of forest territories for timely detection of forest fires, forest fires control with
smokgumpers and rappdllers teams and groups, arcraft forest pathology survey and air-
visud examination of forest areas with on-the-ground checking to reved the sanitary
condition of the forests. To meet these goas forest aviation fire staions and mechanized
detachments are organized in the serviced territory. The Far East Aircraft Base in
Khabarovskiy Krai includes 22 mechanized detachments.

8. Far East Forest Inventory Enterprise. It is a zona unit covering the whole RFE and under
the direct authority of the Federal Forestry Service (Rodekhoz) but its headquarters and
main volumes of activities are located in Khabarovskiy Kral. Hence, its forces are broadly
involved to meet krai gods In paticular its Chief Engineer is a member of Kra
Commisson on Forest Resource Use. The main respongbility of the enterprise is the
Forestry Service lands inventory and forest survey works, development of the projects
(plans) for forestry organizing on the territory of leskhozes.

9. The Far East Forestry Research Indtitute is also under the direct authority of Rodeskhoz and
works for the whole zone of the RFE. The Inditute itsdlf and its two important subdivisions
are located in Khabarovsk and its outskirts. The Director of the Indtitute is a member of the
Kra Commisson on Forest Resource Use. The Inditute carries out and coordinates
scientific research to study practicaly the whole specter of issues related with condition and
dynamics of forests, forestry activities in them, and develops recommendations and
normative-lega acts for foresiry of the RFE zone,

10. The conaulting firm "Dalespromproekt”. It designs projects of new forest industry
enterprises and road congtruction in dl provinces of the RFE.

Other part of forest sector now conssts of private firms that deal with forest resource use,
mogt of al with timber use. Some of them are former state enterprises, —and others are new
firms. Significant inditutional changes include a specific feature of this component of the
forest sector in recent years. Before reforms a great portion of the forest industry was
represented by big state firms such as “ Ddlesprom’, "Primorsklesprom’, etc. They supervised
red production units known as "lespromkhozes', and the entire sysem belonged to the
Ministry of Forest Industry of the USSR. The share of timber that was harvested by
lespromkhozes made up to 65-70 percent in the RFE and up to 80 percent in Khabarovskiy
Kra and Sakhdinskaya Oblast.

Now such big firms as “Ddlesprom’, "Primorsklesprom”, "Sakahlinlesprom™ are
reorganized into joint-stock companies. Forest harvesting and wood-processng enterprises,
which were their subsidiaries, became the founders of the companies dongside with state. The
big firms transferred into holding companies that have a target to coordinate deliveries of
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forest products according to mutua obligations between stockholders and to provide timely
payments as well as materid and technicd provison of the industrid units. Almogt dl the
former forest industry enterprises have been converted into joint-stock companies.
Lespromkhozes themselves became open joint-sock companies. In dl companies 15 to 51
percent of shares belong to state. Although quite often the controlling portion of the stocks
belongs to the date, as a matter of fact they work as private non-governmenta firms. Most of
them stopped their production activity and trandferred it to smadl subsdiary units, which
sprang up in great number. Officidly state shares are managed by provincial Committees on
State Property Management, but in redlity, by officers of provincid Administration divisons
responsible for forest resource use. New forest industry enterprises are established both in the
form of corporate and private property. Now 95 to 98 percent of harvested and processed
timber is produced by private enterprises.

In 1995 and subsequent years a redistribution of controlling packages of shares happened
ina mgority of stockholders companies of the forest sector, both through exchanges between
various owners and through purchasing the shares on the secondary market of vauable papers.
In 1998 and specificaly in 1999 one more way of share redistribution appeared: the provincia
authorities started to take them into their property to clear off the debts of the enterprises to the
locd budget. And hence the share of the state ownership of the stocks grew as well as the
extent of date influence on the management of stockholders companies. However, it is
sgnificant that now it isprovincia rather than federa property thet isincreasing.

During the trandtion period the number of enterprises (and users) increased by 4to 5
times. Particularly quick were new firms formed in the years 1992 and 1993 (the era of mass
privatization) and after that the rate of new enterprise growth permanently decreased. Increase
of working subjects in the regiond forest sector paced fagter than average in the regiond
economy. Many smal enterprises were established for short-term harvesting and were
ineffective in forestry management.

The enterprises have different organizationa forms. For example in Khabarovskiy Kra in
1997 there are open type joint-stock companies (22 percent of tota enterprises in the Kra
fores sector), limited partnerships (the same percent), smal enterprises (10 percent),
individua private enterprises (8 percent), limited associations (6 percent), closed-type joint-
stock companies (5 percent), and joint ventures with foreign capitd (2 percent). The remaining
25 percent include agricultural farms, municipa enterprises; gold-mining co-operatives,
aborigind communities, congtruction, repair and road-congtruction organizations, and training
centers. The mgjority of newly established enterprises have rdaively smdl facilities and are
intended for smdl production volumes. Almost haf (47 percent) of the enterprises have
production capacities enabling them to harvest up to 5000 cubic meters of wood annualy.
The remaining enterprises have annua production capacities of 6,000 to 20,000 (24 percent),
21,000 to 50,000 (16 percent), 51,000 to 100,000 (7 percent), and 100,000 cubic meters (6%
percent).

Now the policy of provincid adminigrationsisto support middie- and large-sized firms.

The role of forest industry joint ventures and foreign companies in the economy of forest
sector has increased gppreciably. In spite of the fact that their number islow their proportion of
the total volume of felling operations is rather sgnificant and makes up 6to 10 percent of
provincia forest production.

Ingtitutiona-structura changes in the forest sector occurred amidst the background of
production volume decreases(Table 4).

Volumes of wood production by so caled “base enterprises’ (old firms) of the forest
industry decreased faster than in the industry as a whole which confirms the growing role of
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newly established forest enterprises. In the course of the prolonged economic criss the sectora
Structure got considerably worse and the share of wood harvesting relative to wood processing
greatly increased. Currently the share of processed wood is 10 to 15 percent of the sector
production in contrast to 30 percent before the crigs:the sectora structure became “heavig” as
it aimost completdy switched to primary production.

The devauation of the ruble in August 1998 provided favorable conditions for the
restoration of forest exports which account for 50 to 70 percent of the current forest production.
It is possible to note increasing production from late 1998 through the first haf of 1999.
Unfortunately the increase is linked only with the dollar/ruble exchange rate and other
economic factors are not changed.

Table 4. Volumes of Commercia Production in the Forest Sector of the RFE

Products Maximum Recent
production production
Year | Product- | 1990 | 1997
ion
Tota Round Timber Production, million cubic meters | 1986 36.7 29.6 10.1
Commercia Round Timber, million cubic meters 1986 28.8 26.1 6.1
Sawn Wood, thousand cubic meters 1986 6595 5415 553
Chipboards, thousand cubic meters 1989 227 189 9
Fiberboard, million square meters 1986 25.9 238 3.0
Pywood, thousand cubic meters 1986 39.8 253 <1
Pulp And Cdlulose, thousand tons 1988 625.8 539.9 16
Peaper, thousand tons 1979 248.7 215.5 0.7
Paperboard, thousand tons 1988 266.4 240.6 51

Sources: Russian Federation Industry, 1991; Regions of Russa, 1998.

The generd restructuring of forest sector enterprises is such that their economics and
production potentid are somewhat diffuse and not adapted to new conditions of the economy.
The ngority of the so-cdled "base enterprises’ comprise subsidiary units, which can be
classed into individua shops and production units. This structure reduces production potentid,
production opportunities, and trading of traditiond types of products. At former Sate
enterprises a “multi-dratum”  sructure arose, its man goads being-seeking ways of
preservation of at least some employment, and obtaining profit despite inefficiencies of old
production units. Privatization and auctioning in the forest sector did not lead to improvement
of the financid and economic performance of corporate units. The drect relation between
privatization and production volume dynamics, profitableness and production structure change
was dso not madeclesar.

All thiswesakens control and management of forest industry sector as a part of the regiond
economy and this was furthered by the fact that the smallest enterprises are registered on the
leve of raions larger - on the level of Federation subjects (provinces), above that there exist
quite a few firms' branches registered outside of the RFE. Specia departments/divisons that
were established in the provincia adminigtrations to manage have forest sector have no rights
and ingtruments of direct interference into economic activity of firms and enterprises, one
reason why administrations are continuing to seek new opportunities to gain of forest sector
control. This is one of the main current conflicts in the adminidrative system of the forest
Sector.
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Great hopes have been placed on the federa restructuring program of the industria forest
sector that was gpproved by the Russian Federation Ministry of Economy in November 1998.
It was suggested that smilar programs be implemented in each forested region of the
Federation. The principal dements of restructuring are:

1. Hedth of financia conditions of indebted enterprises (currently they are in mgority) with
restructuring of their debts (in agreement with creditors, the mgority of which arelocd or
regiond governments). If debt restructuring appears impossible the enterprise is declared
bankrupt, and a new enterprise not burdened with debt established on its foundetions.

2. Where possible enterprises integrate verticdly. On one hand this fosters subsequent
technological processes of wood felling, processing, and trangporting of product. On the
other, it dlows firms to escape paying taxes at every stage of product converson and by that
to reduce production cogs.

The situation of governmenta administration of forestry is more stable and controlled than
in the forest indudtry. In dl the Federation subjects of the RFE excluding Chukotskiy
Autonomous Okrug, forestry on 99 percent of the territory is under the authority of special
organs which join under their power leskhozes, which are under the authority of the Federa
Forestry Service (Rodeskhoz) of Russa As mentioned earlier, the old forestry management
dructure of the former USSR is preserved. However nowadaysterritoriad Forestry Services are
obliged to a greater extent than before —the reformsto cooperae in forest use management
with territorid adminigtrations. Formaly, it is necessary to agree on main decisons with
provincia committees of the State Committee of the Natural Environment Preservation, which
in fact implement only inspection functions.

Thus, great indtitutiona changes have occurred in the RFE forest sector during the period
of reforms. To agreat extent, they are rdated with changes of economic, politicd and legd
conditions in Russa. The drict vertical administration collapsed, the syslem of state planning
was canceled, and system of centralized materid-technica ddiveries and sales was changed
into afree-market system that in many cases works better and is more operationd. The dtate
ownership of enterprises was canceled by thelr being auctioned off, and many new enterprises
arose with different forms of ownership. But in spite of restructuring, it is impossible sill to
say that this process is complete, a fact confirmed firgt of dl by the financial and economic
condition both of enterprises and the sector asawhole.

One of the main current features that influences further inditutional restructuring is
evident in the struggle for power and property between the federal center and provincia
adminigrations.

FINANCIAL BASE OF FOREST POLICY

Many descriptions do not take into account crucial changes in the forest sector
financial systemof the Russian Federation

The main former source of funds for forest sector development was centralized
investment. This has been reduced to such an extent, that it practically has no influence
on further development. Forest users today must either borrow funds, or provide their
own means for investment. They use various approaches, such as increasing raw
material exports, seeking new domestic or foreign partners and investors, and obtaining
new sources of raw materials. These options allow decisions ontactical questions of the
investments, but practically do not create the possibility of significant upgrading of
equipment. The increase of raw material prices is countered by decreases of production
output, and fast growth of production costs. Therefore, enterprises fail to accumulate
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their own means of investment. The high costs of credits, low competitiveness of local

raw materials and semi-finished products on the international market also impede the

accumulation of such means.

The reform has introduced fees on amost all forest resources. The part of the
payments that remain in the local budget would ideally become a source of investments
but the level of payments remain rather low. The local authorities have not yet realized
the necessity of supporting re-investment in production and use resource payment
income to solve the most urgent short-term needs in other sectors.

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
that they do not play thisrole.

Thelegd principles of the payment system for forest resource use were described above.
The most developed loca system isimplemented in Khabarovskiy Krai, and has the following
specifics:

- High species-specific coefficients for ash-tree and Korean pine;

- Therateislowered by 20 percent during non-clear cut commercia timber operations,

- Theraeislowered by 50 percent when removing timber during intermediate harvest;

- Theraon (digrict) adminigtration can lower the rates, depending upon the loss of the
timber's technical qudities and local market conditions after forest has undergone fire, pest
infestation, fungus disease, or when there is wind dash, blow down, snags,

- Theraefor timber is doubled for short-term use;

- Mark ups are added to the lease payment based upon different lease periods. one to five
years - 46 percent; Sx to twenty-five years - 40 percent; twenty-six to fifty years - 35
percent of the assessed vaue (payment plus rent) of one cubic meter of timber;

- The rate of payment for the lease of non-timber forest products is set based upon an
asessed vaue (payment plus rent) of the potential volume of resource on the leased
territory;

- In cases where the lease holder takes responsbility for conducting other forestry activities
and sarvices, the rate of payment for the sections of the forest leased can be reduced
equivaent to the cost of such work;

- If new technologies are introduced to improve environmentd and forest management
conditions when using the forest, lease payments can be reduced (by a rate not stipulated
in the law);

- When fadilities are built to harvest and process forest products at Stes that are once again
being developed, the payment can be reduced to 10 percent over the period needed to put
production capacity for the degp timber processing into operation;

- The lease payment for smultaneoudy using severa resources can be lowered to 20
percent when asingle operator undertakes integrated use of forest resources on alease Site;

- With the exception of commercid timber harvest, payments for integrated use of forest
resources on territories of traditional nature use for indigenous peoples of the north are
reduced.

Asde from these direct use payments, there are yet other forms of payment thet are levied:
a) to paticipate in tenders and b) to obtain information. A condition for participating in a
tender is making adown payment to theKrai's Property Fund, the tender organizer. The size of
the payment is set for each specific tender, but it cannot be lower than the cost of issuing a
license. A negotiable, one-time payment is used. Their initid rates are set based upon the vaue
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of the forest territory being leased and market opportunities. It cannot be lower than the
assessed vaue of the timber, accounting for marketing costs.
Digribution of a One-time Payment is as follows
a) Kra's Property Committee obtains an amount that covers the costs to shift aforest lot into
exploitation and an additiona 5 percent from the residua amount to create an insurance
fund intended to compensate for unforeseen expenses (law suits, additiona environmenta
assessment, etc.;
b) 50 percent of the resdud amount is sert to the settlement account of the leskhoz the
manager of the leased forest ot given over for exploitation;
c) 45 percent of the resdua amount goes to the budget of the raion (digtrict) where the leased
forest lot is located.
The actud digtribution of these paymentsis shown in Table 5.
The onettime payment does not free the winner of the tender from paying a forest
asessment and a lease paymern.
The gtructure of financia sources for the Forestry Service Directorate in Khabarovskiy
Kra showsthat the role of the lease payment increased as a source of financing for forest
management (Table 6).

Table 5. Ditribution of the Funds Recelved from One-Time Payments Made to Participate in
Forest Tendersin Khabarovskiy Krai, percent

Recipient 1996 | 1997

Property Fund, for Conducting the Tender 137 126
Property Fund - 5% of the remainder 4.3 4.8
Leskhoz 431 426
Raion Budget 389 40.0
Totd 100 100

Source: Department of Natural Resources and Resource Extraction Industry, Khabarovskiy
Kra Adminigtration, 1998 (non-published).

Table 6. The Structure of Financia Sources for the Forestry Service Directoratein

Khabarovskiy Krai
Source Million Rubles Portion, percent

1995 | 1996 | 1997 | 1995 | 1996 | 1997

Federal Budget 20.2 325 29.5 56.2 495 41.4

Means Earned by Forestry 8.6 17.1 26.3 240 26.1 36.8
Service

Non- Budget Funds 7.1 16.0 155 198 244 21.8

Total 35.9 65.6 71.3 100 100 100

Including:

Forest Dues 3.6 9.0 5.6 102 136 7.8

L ease Payments 12 3.8 8.4 3.4 5.9 11.8

Fines and Forfeitures 22.5 3.2 1.5 6.2 4.9 2.2

Source: Khabarovskiy Krai Forest Service, 1998 (non-published).
The forest resource use systemis just as rife with the problem of non-payment as dl other

sectors of the economy. Thus, actud receipts differ sgnificantly from assessments made. For
example in 1997 in Khabarovskiy Kra red receipts of payment were only 56.9 percent of
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asessed amounts, 52.7 percent faion common budget), 46.1 percent (raion forest budget),
and 53.2 percent (average). In Amurskaya Oblast in 1996, the collection of forest payments
was alittle more than 30 percent of assessed amounts.

In Amurskaya Obladt, forest payments were set & a very low rate. In 1996, the average
sumpage rate was 2.5 denominated rubles per cubic meter; in 1997 —it was 3.3 rubles.
Stumpage rates were 0.7 percent of total production costs. Loca budgets received only an
indgnificant portion of the forest rent; the remaining portion was appropriated by timber
harvesting enterprises. In September 1998 after the federal Forest Code adoption, Amurskaya
Oblast introduced a new principle of caculating rates of payment for timber. In addition to the
minimum rate set by the Russan Federation government, a premium payment, ranging 20-50
percent for different raions, isindicated for primary timber species (pine, larch, fir, and Korean
pine). No premium is collected for non-primary species. Even with e average rate of the
regiona premium in Amurskaya Oblast at 0.8 rubles per cubic meter (a 15 percent increase),
the totd timber payments only amounted to 1.3 percent of the production cost of commercial
timber.

Forested provinces have one more source of forest revenue: payments madein the case of
transformation of forest lands into non-forest ones for congtruction, mining, etc. Sakhdinskaya
Oblast adopted relatively high prices, i.e. about 10,000 rubles per hectare ($400 a summer
1999 exchange rates). The man consumers of forest land there are now internaiond oil
companies. Anadogous regulations are now being developed in Khabarovskiy Kra.
Meanwhile the current price here is 2,000 rubles per hectare ($80), and the nmain consumers
are gold miners. The same consumers and level of payments are in Amurskaya Oblast. In that
territory payments for forest land transformation make up 17.5 percent of the tota volume of
the Forestry Service Directorate revenues.

As shown above, the question of non-payment for the use of forest resources is not so
much a result of economic conditions as it is a consequence of inadequate lega and financia
discipline.

OTHER MEASURES FOR POLICY IMPLEMENTATIONS

As mentioned, RFE forests suffer unsustainable logging, labeled locally in Russian
as "bad-managed”. One of the reasons for such logging practices is the use obsolete
machinery and technologies. Rerovation is not only a problem of investment, but one of
policy as well. The technological improvements here are still inadequate, and the state
of technology and engineering in the RFE forest sector does not correspond to the world
level; urgent changes are necessary. The absence of means on updating the equipment
practically prevents progress to the newest technologies, though it is necessary to
introduce them quickly. One of the most redlistic paths of obtaining the new
technologies and know-how is to attract foreign companies. However not al foreign
investors make efforts to bring new technologies, and atendency exists to continue
damaging and unsustainable exploitation of raw material.

Today in the region some new technologies are evident, mainly as a result of
foreign investment or specialty production businesses for export production. However
most encounter difficulties due to the economic crisis.

During the whole history of the RFE its forest sector had only a small portion of
wood that was processed. In pace with the crisis even that portion decreased further.
Manufactured products, which are made with out-of-date technologies and for which
thereisalong and ineffective organizational and administrative chain of infrastructure,
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are uncompetitive, and their output has amost halted. This situation does not
correspond to the market tendency in northeast Asia.

In connection with a recovery from crisis the share of processing will increase
inevitably because of:

1) adeterioration of the quality of raw materials;

2) areorientation of demand in related industries and in household consumption;

3) thelikely updating of engineering and technologies, especially after the crisis; and
4) the introduction of technologies and know-how into the Russian market.

The implementation of policy is impossible without appropriate personnel. In
former times there was a constant inflow of new staff from other regions. After
economic reforms, the inflow was stopped almost completely. Higher salaries and more
regular payments in the new enterprises have caused a migration to businesses of the
most skilful and efficient persons, resulting in deteriorating staffing conditions for the
former state enterprises.

Especialy important is the problem of managers, who can be divided into two
digtinct groups. One group includes persons who cling to obsolete methods of
management, whereas the second group consists of people with new ways of thinking
more appropriate to the current conditions of transition to a market economy. The new
style of managers is capable to work in new socia frameworks, especially those
consistent with sustainable development. However, there is a shortage of such managers.

FOREST POLICY AND FOREST CONSERVATION

Past experience has shown that the forest sector has caused consderable environmenta
problemsin the course of the development process. In order to achieve ecologica sound
sugtainable development it is desirable to integrate environmental objectivesinto a nationa
development framework.

Environmenta problems related to forest resource use have two main trends.

1) Disturbances arising in forests directly on the spot of forest resource use in the form of raw
materials extraction, recregtion, etc.; and

2) Disturbances occurring in forests due to forest fires, pollution, and the disposal, accidental
discharge, storage and burid of wastes,

During the last ten years the RFE economy suffered from a deep criss and manifested a
decrease of productivity, resulting in a decrease of pollution and wastes production. However,
the degree of the decreasein red pollution and discharge is smdler than that of the economic
dump. And what is more, the lack of financing has resulted in a decrease of fire control and an
expansonof theareaof burnt forests.

The established forest use systems resulted in dramatic change in the forest resources,
often exhaustion and complete depletion in some places. As a whole, the resource
deterioration and long-term economic losses are rising.

An additiond reason for forest resource transformation is pollution caused by industrial
wastes or substances used in ecologically non-safe technologies. Such pollution reduces the
potential forest-resource productivity. It manifests itsdf in various ways and as a rule
accumulates, leading to both quantitative and qualitetive changes. The forests lose their old-
growth characteristics, become ecologicaly impoverished, and lose ther tree dengty.
Undoubtedly in such a vast and diverse region as the RFE, the degrees and types of forest
resources transformation differ greetly. This fact dong with differences in extraction or
harvesting methods results in various degrees of acuteness of forest use issues.
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The ecologicd capacity of the RFE especidly in its northern and mountainous aress is
relatively small, and the naturd environment has indeed suffered serious damage. Moreover,
these areas have enormous significance for preserving the biodiversity and a vital "cleansing”
role in the generd system of circulation for polluted ar masses in the entire Northern
Hemisphere. The RFE forests serve a particularly pivotal role in ecosystem stabilization. They
protect the regiona environment, about 3 percent of globd land area. They also play aleading
rolein water protection and soil maintenance. This is epecialy important for the preservation
of the unique Far Eastern sdmon. However, the forests have been changed consderably by
indudtriad cutting and forest fires. The problem of magor forest fires in the RFE is known
worldwide now, especidly after fires in Khabarovskiy Krai and Sakhdiskaya Oblast in 1998
that covered about 2.4 million hectares. UN experts cdled them as globa catastrophe.

The sysem of legidative, organizationd, and technicd measures for environment
protection is being carried out in the Russan Federation as awhole, and in al RFE provinces.
For example, snce 1991 dl cedarbroadleaf forests have been regarded as specidly protected
forests. Another example is the steadily increasing of area and number of natura reserves
(zapovedniks) from 0.5 percent of the RFE areain 1980, to 0.7 percent in 1985 and 1.9 percent
in 1998. Besde the naturd reserves, which conserve dl nature on ther territories, there are
some dozens of naturd preserves (zakazniks) in which the use of only some animds, birds or
plants are prohibited. Almost al natural reserves and dl naturd preserves are dlocated to
forested areas. In addition, there are 65.6 million hectares of protective forests. Altogether, the
land prescribed for nature protection congtitutes 12 percent of the region's area. However, the
fact that in the RFE there are no any nationa parks illustrates once again that the regiond and
provincia systems of environmental protection are not maintained to asufficient degree.

Both federd and local authorities try to implement measures to improve ecologica
Stuation. However long economic and some financia crises have made futile many legidative,
inditutional and financid messures. The lack of funds has resulted in the loss of
comprehensive ecologica management and control. Laws and decrees are not implemented
with full force. Corruption has become very common in the whole of adminigration,
especidly in forest resource use where control is more difficult. The criminal black market has
grown, including contraband from the RFE abroad.

Of coursg, efforts to launch new Russian ecologica programs have been undertaken. In
the early 1990s, the provincid authority adopted the "Ecological Program for Primorskiy Kra'".
The "Program on Reforestation and Forest Protection 1996-2010" was put into operation in
Khabarovskiy Kra. Unfortunately, most of the programs are not adequately funded.

Adjacent countries and some internationa organizations are very interested in promoting
ecological protectionin the RFE because of the globd role of its natura environment, and are
prepared to invest funds into the ecologica dability of the region. Programs have been
implemented since the end of 1980s. There has been an increase of intermational ecologica
programs in the RFE, joint programs of foreign and Russan organizations. Five main types of
foreign and internationa activity in the ecologica sphere of the RFE can be identified:

1) "Vey green’, darmigtic propaganda and resistance to economic devel opment;
2) Study, collection and dissemination of information;

3) Education and training;

4) Implementation of hands-on ecologica projects, and

5) Supporting of ecologicaly sound business projects.

An example of the firg typeis the three-year Sruggle of the "Pacific Energy and
Resources Center”, a non-governmenta organization (NGO) from Cdifornia. The Center
operates a gpecid "Sberian Forest Protection Project” to prevent forest leases in the RFE by
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large foreign companies, such asacase in Khabarovskiy Kral, involving Weyerhaeuser, one of
the largest US logging companies. Such corporate nvolvement has not brought significant
funds for the RFE, dthough according to estimates such bodies have spent a large sum of
money for their operations. The pogtive results of this type of activity are that they attract
public attention to current ecological topics and expanded Internet use for information
exchange.

An example of the second type of activity is the three-year (1993-1996) Russa-ChinaUS
project, "A Program for the Environmentadly Sustainable Development of the Ussuri River
Watershed”, that was completed with monograph and map, which consss of
recommendations on land use improvement, especidly forest land use, in the sense of
ecologicd and economic sustainability. The cogt of the project was about US$ 1.5 million. The
other example was a three-year project initiated by ingtitutions of China, Japan, Mongolia, the
Republic of Korea, and Russia for study of economic cooperation in Northeast Asa One
block of the project was devoted to naturd resource use and environmental problems. It
resulted in some internationa conferences and publishing of some books.

The third type of activity now embraces awide circle of organizations, most of which are
municipdities or NGOs. The types of activity are very diverses specid programs in
kindergarten, ordinary schools, gymnasums, establishment of television programs, production
of video films, publishing of brochures and booklets, implementation of workshops and
seminars; student exchanges, etc. Perhaps the brightest issue of the direction is many-years
publishing of the Russan 'Zov Taigi" (Taigas Apped) magazine thet is prepared by Russan
volunteers and financed by international funds. It has gained the sympathy of many loca
readers "who are not hurry up to Hawaii" (the motto of the magazine) and devotes many pages
to forest consarvation. The results of these activities are difficult to assess, however it is
evident that 10-years of efforts manifest themsdves now in a wider and more detailed
common understanding of ecological problems by the loca population.

The fourth type of activity includes some projects that plan and achieve concrete results.
One of the wel-known projects is the program for Amur tiger preservation. In fact, it is
collection of projects. One of the main conditions for tiger preservetion is the preservation of
forests. So, the program includes abig forest block and it is continuing to this day.

Another example is the RussaUS "Russan Far East Sudtainable Naturd Resource
Management Project” known aso as EPT/RFE-project (Environment Policy and Technology,
1994-1998). USAID has spent for its fulfillment about US$ 18 million. The project embraced
Primorskiy and Khabarovskiy Krais and had three blocks: policy and legidation, forest
management, and biodiversity conservation. Along with the project the Forest Code of
Khabarovskiy Krai was developed, the firg RFE functiona zoning plan for the forested
Chuguyevskiy Raion (digtrict) was designed in Primorskiy Krai, and a forest greenhouse
complex in Khabarovskiy Kral was completed, etc.

The project "Gassnski Model Forest” was put into the practice in Khabarovskiy Krai by
an agreement between Russian and Canadian Forest Services. The term of agreement was
1994-1998. The Canadian sde invested 3 million Canadian dollars. The project resulted in a
high-class survey of the Modd forest territory, design of a development plan, construction of
modern offices, and procurement of some equipment.

The Russia-US program "Replication of Learned Lessons' sarted in 1997. Initsframe are
a dreft of the "Foret Code of Amurskaya Oblast” and "Regulation of Forest Lands
Transformation into Non-Forest Ones in Khabarovskiy Kra", congtruction of greenhouses in
Primorskiy and Khabarovskiy Krais, €tc.
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Thefifth type of activity does not have big impact a present. One of the progransis the
RussaUS "Russan Ecologicad Partnership (REP)" which is devoted to ecologicaly sound
business in the sphere of wood processing and production of non-timber forest products. The
term of program is 1998-1999; totd budget is US$ 1.5 million.

The internationd ecological programs in the RFE ae gradudly teking on two new
characteristics:

1. Wheress previous projects were mostly botanical, zoologica and other programs with some
socid features, row mogt of them ather include socid-economic eements or are devoted to
socid and economic development with the obligetory ecological soundness

2. Mog of the former projects egpecidly the big ones were directed to governmenta
organizations. At present, they are modtly dlocated to NGOs. It became possible because the
number of NGOs has grown (about 150 red organizations are acting in Khabarovskiy Kra
done) and some of them have accumul ated successful finance and business results.

Among the new projects, one can mention the introduction of voluntary certification of
timber products that are produced in the RFE which takes into account voluntary certification in
Europe promoted to move away from unsudainable to sugtainable foret management. The
success encouraged WWIF to implement the same procedure in the RFE. Because Jgpan is the
main consumer of RFE timber, the process is being launched now onboth sdes: organizing of
certification cdls among ecological NGOs of the RFE, and among the consumers associgtions of
Japan. Timewill show whether these efforts will be useful or not.

The World Bank is attempting to launch in Khabarovskiy Kra a PFilot Project for
Sugtainable Forest Use for both the local Forestry Service and for forest indudiry, with an
estimated loan of US$ 25 million.

The Canadian Internationa Development Agency (CIDA) began in 1999 in Khabarovskiy
Kra the project "Integrate Economic Development of theNanaiskiy Raion” asan extenson of the
"Gassinskiy Modd Forest Project”. It is an economicaly and sodidly sound program in one of
the forested aborigind didricts.

The large catagtrophic forest fires in the summer of 1998 in the Khabarovskiy Kra and
Sakhalinskaya Oblat atracted the attention of many internationd bodies indluding the United
Nations, World Bank, etc. At present, some projects linked with forest fires are at the sage of
preliminary discussons. USAID announced that it has dlocated US$ 500,000 for fire control
projects.

It is expected that some big programs in the RFE, especidly in forest areas can dat to
promote carbon sequestration according Kyoto protocol.

To conserve biodiversty WWF began new a "Prgject of the Far Eastern Ecoregion” in the
frame of the program "Globd 200". The initid fundingis US$ 2 million and it will increase
if the first phase succeeds. Forest use and consarvaion is apivotal topic of the project.

As dexcribed here, in the RFE the system of internationa ecologicd programs is wdl
developed and has become a ggnificant pat of the ecologicd management in the region.
However, naturdly, it cannot replace the local system of forest preservation thet is supported with
many efforts, epecidly the efforts of Forestry Services Such a sysem exigts and operaes. In
gpite of difficulties and cdamities during reforms, crigs, and trangtion to a new economic and
palitical system, it survived and adapted to new conditions (Table 7).
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Table 7. Volume of Forestry operaions, 1997

1 2 3> 4 5 6 7

Territory 2a 2b
Sakha Republic 28 40.0 - 185.7( 0.1 39 2755 221
Yevreiskaya Aul. 6 75 0.7 115 15 20 117 26.3
Onl.
Primorskiy Krai 30 36.5 4.1 271 11.2 341 22074 64.6
Khabarovskiy 43 1071 | 81 | 1255 170 200 15004 55.9
Krai
AmurskayaOblast | 23 34.7 3.0 36.2 50 20 5888 39.0
Kamchatskaya 11 54 0.6 6.0 0.1 10 511 17.7
Oblast
Magadanskaya 10 45 0.1 7.9 0.1 12 68 204
Obhl.
Sakhalinskaya 22 18.2 3.2 185 3.2 65 6086 454
Oblast
Totd RFE 173 | 2539 | 198 | 4184 | 382 707 52503

Source: Data Base of Economic Research Inditute, 1998.
1: Number of Leskhozes
2:Reforegtation, thou. Ha, 2atota  2b:lncluding Planting
3 Transfer of Y oung Stand to Forest Cover, thou. ha

4: Thinning of Y oung Stands, thou. ha
5: Treatment and Sanitary Cutting, thou. cu. m
6:Forest Revenue*, thou. rubles
7. Share of Earned fundsin Financing of Forest Service, %

* 199

Different indices have been proposed to estimate the successfulness of forest
management. The best indices are the dynamics of forest area and wood stock (Table 8).
As Table 8 shows the assessment is complicated. From one side, an increase of total
forest area is evident. At the same time there exists a change of forest cover structure
from conifers to deciduous, and especially to the less valuable bushes. Despite increases
of area the wood stock is decreasing because of the logging of mature forests and
appearance of young stands. Accordingly, it is only possible speak about partial
effectiveness of curent forest policy in the RFE from point of view of forest

conservation.

Table 8. Dynamics of Forest Area and Wood Stock in the RFE

Forest Area, million hectares Wood Stock,
Y ear Conifers | Deciduous | Creeping Forests & Total billion cubic
Bushes meters
1983 198.6 26.2 41.2 266.0 21.7
1988 199.7 26.9 48.4 275.0 20.8
1993 196.9 29.0 47.8 273.7 20.4
1998 194.7 30.5 52.6 277.8 20.4

Source: Data Base of Economic Research Inditute, 1998.
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CONCLUSION

To summarize, it is possible to affirm that there are four streams of forest policy in
the RFE. The first is officiad and formal. It consists of laws, decrees, programs,
declarations, etc., that usually introduce the correct concepts and modern ideas are
directed toward rational forest use, and ultimately, toward sustainable development.

The second stream consists of the real activity of Forestry Service, which attempts
to manage and control forest use, protection, and rehabilitation. However, with a lack of
production factors many activities have been poorly implemented, leading to inadequate
management of forest resources. In particular, large calamities have occurred relating to
forest fires.

The third stream is the forest industry, which uses only unsustainable methods and
isa very negative factor of forest policy. However, local authorities have no choice but
to support these industries because of the social-economic situation. This stream
generates the biggest conflict in the forest policy of the RFE.

The fourth stream is new but it isaccumulating power very quickly. It is represented
by local populatiors, communities, NGOs and international organizations. Ther
demand is to shift from destruction of forests and nature as a whole to conservation and
sustainable development on the basis of ecological stability.

All streams have created a complicated and intertwined knot of conflicts and
contradictions with very different interests of participants. Only timewill show in what
direction the knot move.
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