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This paper was prepared by World Bank staff as part of a series of short policy notes provided in 
early 2004, at the request of the Russian Government, on several key topics that are of immediate 
relevance to the current economic reform and development agenda in Russia.  It represents a 
condensed summary of the on-going multistakeholder dialogue on the forest policy issues that has 
been supported by the World Bank over the last year in Russia and other countries with transition 
economies (see www.profor.info for details on the new World Bank publication series “Changes 
in Forest Management in Transition Economies”1).  This note builds on a more detailed 
discussion paper on the subject prepared by the World Bank for the Russian Government in 
March 20032 and is specifically aimed to inform the current debate in Russia about its new 
Forest Code.  
 

* * * 

1. The Status of the Russian Forest Sector 
 
Russia’s forests cover some 760 million hectares (about 23 percent of the global forest area).  
They account for 55 percent of the world’s growing stock of coniferous species and play a major 
role in preservation of planetary biodiversity and amelioration of the global climate through 
carbon sequestration.  Much of the resource is located in remote areas with slow biological 
growth and fragile environments, especially in Siberia and the Far East.  Russia’s forests contain 
unique biodiversity; 85 percent of the 605 million ha east of the Urals are covered with closed-
stand forests, much still unaffected by industrial harvesting. Overall, there had been a significant 
increase in Russia’s forest area and growing stock between the sixties and today (mainly caused 
by the natural re-growth on abandoned agricultural lands and also by the sharp reduction in 
industrial wood production after the start of the transition period). The single most important 
source of forest losses is forest fires which have affected large areas especially in Far East and 
Siberia. Given present resources sustainable annual timber harvest  could be more  than sufficient 
to match foreseeable levels of both domestic and export demand, provided there is a shift from 
the currently ‘extensive’ forestry practices to more intensive and socially and environmentally 
responsible forestry.3  
 
Since the 1998 financial crisis, the timber-based industry has begun to recover. The Russian 
forest sector is now at a stage of integration into international markets.  In 2002, timber 

                                                   
1 Among others following workshops have been carried out with support of the World Bank: Workshop on Institutional 
Changes in Forest Management, International Workshop on Concession Management, Workshop on Forest Fire 
Management, Workshop on Forest Financing Systems, Workshop on Training Needs Assessment for the Russian 
Forest Administration. Further  Workshops are envisaged including Bank support for a Eurasian Conference on Forest 
Law Enforcement, Governance and Trade in 2005. 
2 Published in: “Institutional Changes in Forest Management. Experience of Countries with Transition Economies: 
Problems and Solutions”.  World Bank/PROFOR, 2003. 
3 Internationally supported model forests, including the WWF Pskov Model Forest and Komi Model Forest, 
demonstrated effective examples of intensive and environmentally and socially responsible forestry, where economic 
effectiveness objectives were harmonized with biodiversity conservation objectives and independent certification of 
forest management. 
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production was up to 180 million m3 and exports to $4.5 billion.  Further growth is envisaged, 
based on continued increase in domestic and international demand on forest products.  Domestic 
forest product consumption is estimated to grow from 80 million m3 of industrial roundwood 
(IRW) equivalent in 1994 to about 125-165 million m3 by 2010.  Roundwood exports to Nordic 
countries have been growing rapidly.  Exports to the Pacific Rim countries alone (mainly China, 
Japan and South Korea) could feasibly rise to 30–35 million m3 of IRW equivalent by 2010.4 
 
Overall market prospects are positive and clearly indicate that the Russian forest sector has an 
enormous potential for growth and to capture a leading role at global level. Russia’s comparative 
advantages in the global forest industry and especially in pulp and paper industries are: 
 

• Russia holds the largest remaining softwood resource 
• There is a large captive domestic market 
• Overseas marketing prospects in western Europe and China are positive 
• Production costs are comparatively low because of opportunities for integration with the 

sawmilling industry and access to low cost fiber 
• World top producers and financial institutions have a keen interest in investing in Russia if current 

constraints in private sector investments can be overcome. 
 

The main potential for growth, however, would be derived from shifting production from 
exporting raw wood and basic commodities to higher-value added products. This lag can only be 
overcome if a combination of improving infrastructure, training, favorable legal and policy 
framework and overall improving of business climate would lead to considerable new 
investments in the sector modernization5.  
 

2. Key Challenges for the Development of the Russian Forest Sector 
 
At the same time as there are real opportunities for growth and development, Russia faces a 
number of substantial challenges and risks which need to be overcome: 
 
Reconcile dual function of management of public goods and commercial values of forests by 
state forest organizations 
 
The challenge in reforming the institutional, legal and policy framework of the Russian forest 
sector lies in the double value and functions of forests. On the one hand, forests represent a 
vulnerable global and national public good which needs to be managed for long-term 
conservation of the biodiversity, carbon stock, environmental and social values. On the other 
hand, Russian forests represent a key resource for the development and growth of the economy, 
as well as for addressing poverty in many rural forest dependent regions. The two functions are 
                                                   
4  Estimates taken from the 2001-2002 market analyses by Jaakko Pöyry, the IFC, and the 
International Institute for Applied Systems Analysis.  
5 This note does not cover the over 16 million hectares of forests under the jurisdiction of the agricultural 
administration. These forests are part of the Kolkhoz areas which are located mostly at the interface 
between agricultural land and settlements and therefore occupy  more densely populated areas. These 
forests play an important role for local populations in fulfilling basic needs for timber, non-timber forest 
products, environmental, recreational and many other social values. In many cases they are under higher 
human pressure than other forests and show signs of degradation form forest fires, illegal logging and other 
stresses. Behind Kazakhstan, Turkey and Ukraine the Kolkhoz forests are among the biggest in the ECA 
region. Not much is known about their structure, problems and management issues and for comments 
additional information and research is required. 
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not mutually exclusive but require a properly organized, geographically well represented, 
sufficiently funded, trained and motivated forest administration which protects public goods 
while also providing incentives for responsible private sector involvement. 
 
The issues raised below are to be seen against this requirement of developing policies which 
provide a balance between the various functions of forests. 
 
Improve investment climate by creating an enabling policy, legal and institutional 
framework  
 
Rapid socio-economic developments in recent years have had a strong impact on the Russian 
forest sector. The development of the policy, legal and institutional framework could not keep 
pace with balancing needs of a growing private sector and basic requirements for sustainable 
management of forest and biodiversity resources. The private sector is struggling for secure and 
long-term access to raw material, a key factor for sound investment decisions. Still, many leasing 
arrangements are based on a shared responsibility between the forest service (management 
planning and reforestation) and the private sector (harvesting) which does not create the 
necessary incentive for applying sustainable forest management. The Russian Forest Agency is 
currently not well prepared to face the challenges of market economy and competition. Under 
current leasing practices technical capacities are not sufficient to assure forward-looking 
landscape-based forest management planning, post-harvest afforestation and supervision of forest 
operations. New forest lease policies which include a more responsible role of the private sector 
in assuming all steps in the  management cycle of forests have been emerging during the last two 
years, but there is little experience with competitive bidding processes and with reconciling 
financial criteria with quality aspects. Current capacities for oversight and control of forest 
management activities are weak, leaving many problems such as forest fires and pests, illegal 
harvesting not properly addressed.  
 
Under international market conditions Russian forest products will need to respond to increasing 
environmental and social requirements based on internationally recognized independent 
certification. There is also confusion over competing certification schemes which increase the 
reluctance to buy timber from Russia for environmentally sensitive international markets.  
 
 
Increase efficiency of existing forest financing mechanisms. 
 
Currently, revenues from increased forest utilization do not adequately contribute to the treasury 
and, correspondingly, to sustainable public financing of improved forest management and 
protection. Timber prices  are still very low compared with international levels and securing the 
collection of revenues needs to be improved. As a result, the Russian Forest Agency is clearly 
limited in executing important management functions (reforestation, planning), forest fire 
management and control of forest operators. This has also severe implications for funding of the 
management of protected areas and other important public good forest functions. Lack of funding 
has created incentives for corruption and illegal logging. “Sanitary cutting” executed at the local 
(leskhoz) level to improve working capital has negatively affected forest quality. 
 
 
Strengthen foundations for forest governance and fight against illegal logging. 
 
Economic pressures of deregulated forest trade, combined with weakened management and 
administrative capacity at the local (e.g. leskhoz) level, cause in many countries worldwide severe 
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problems of weak forest governance and encourage widespread illegal logging. Corruption and 
illegal logging is considered a severe problem in Russia depriving the State (the forest owner) 
from important revenues needed for economic development of the country and for re-investment 
into the resource, and causing destruction of forest resources There is no broadly accepted way to 
categorize all the many forms of corruption and illegal activities. It can be undertaken by political 
or administrative power in expecting personal but also general benefits. It also can be initiated by 
private actors to achieve advantages in a business environment. Overall governance in the forest 
sector is regarded at international level an important obstacle for business and investment because 
of  long and unpredictable interactions with authorities, low recognition of Russian forest 
products environmentally sensitive markets and uncertain production costs.  
 
 
Implement change in forest management 
 
In North-West Russia the quality of forest cover has undergone in the last 30 years a dramatic 
change from coniferous-rich primary forests to secondary forests rich in birch and aspen. Last 
massifs of old-growth high conservation value forests are disappearing rapidly. Taking into 
account the ever increasing transport distances of raw material to processing sites and the and the 
huge costs of building infrastructure to access new forest areas there is in the mid- to long-term a 
need for a shift from extensive large-scale harvesting practices to more intensive and productive 
management practices as already in place in the Nordic countries. As last remaining massifs of 
old-growth forests are decreasing demands for their protection will increase substantially. In 
addition, over-cutting of more accessible forests is leading to ecological degradation of forest 
habitats and increased risks of extinction of some endangered plant and animal species.   
 
Sustainable management of these forests requires a fundamental change toward landscape-based 
and integrated forest planning and management systems which would promote systematic 
reforestation of logged areas, thinning and the establishing of an appropriate balance between 
conservation and utilization of forests.  
 
Forest Fires are the single most important cause of forest, biodiversity and carbon  losses in 
Russia. Forest Fires are concentrated in Siberia and the Far East where widespread wildfires have 
destroyed or damaged  about 20 million hectares in 2003 alone. Forest fires are caused in many 
cases by unawareness or negligence in areas around settlements.  
 
 
Increase capacity of human resources for sustainable management 
 
Human resources in the forest agency, private sector and society are a key factor for initiating 
change towards sustainable forest management. Currently few resources are available to 
familiarize forest staff, private sector and civil society  with new tools for forest management 
planning, biodiversity conservation, silvicultural methods for intensive forest management, forest 
economics and lease/concession management.  
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3. Emerging Government Strategies and Response to Challenges 
 
3.1 Creating an enabling policy, legal and institutional environment 
 
a) Policies and Strategies. In recent years, the rapidly changing role of the state in the countries 
with transition economies has made forest sector reforms one of the more complicated and 
challenging problems, especially in Russia, the world’s largest forest country.  After a period of 
inconclusive developments in 2000-2002, the issue of key choices and options in the development 
of the future forest sector policy in Russia has finally come center-stage in the public debate. In 
February 2004, the Government published a blueprint for a comprehensive overhaul of the 
country’s main forest law – the Forest Code of the Russian Federation and, as part of the building 
of the new Government structure, the reorganization of the public administration and services.  
 
Box 1: Vision Statement in the new draft Forest Code of the Russian Federation: 
 
 
 “The Forest Code shall set forth the legal framework for sound use, protection, and renewal of forests, 
based on the notion that a forest is a natural site protected as a major component of the natural 
environment, and a natural resource serving to meet the needs of the society for forest resources through 
scientifically-substantiated multiple forest use.” 
 
 
These documents have been developed with a view to implement the new strategic targets of the 
Russian Government towards doubling the GDP, economic diversification, and reduction of the 
administrative burden on the economy. However, these strategic targets have not been translated 
yet into a coherent forest policy and strategy which would facilitate the defining of a legal and 
institutional framework. Experience with the development of forest policies and strategies exist in 
various transition countries, such as Romania, Croatia and Bulgaria. The EU member-states and 
signatory countries of the pan-European ministerial declarations have committed themselves to 
prepare national forest programs which would be in line with the UN/ECOSOC proposals for 
action.  
 
The Bank therefore recommends to continue and complete ongoing processes  for the 
development of a Russian National Forestry Program which would provide guidance for 
similar processes at sub-national (Oblast) levels. There is a strong demand for more 
information and discussion and thematic conferences, and recent workshops on topics such as  
concession management and forest administration have had a positive feedback. 
 
 
b) Forest Code for the Russian Federation 
 
The 1997 Forest Code was inconsistent with the new budgetary and land legislation, and 
ambiguous regarding the local forest management units’ dual role of forest guards and forest 
managers.  The 1997 law also failed to provide proper incentives for new inward investments into 
the forest sector that is in dire need for a major modernization in order to maintain and increase 
its competitiveness in the global marketplace.  The 1997 legal and institutional framework 
favored predominantly discretionary and short-term allocation of forest leases, which failed to 
guarantee to new investors a secure and transparent long-term access to forest resource.  
Furthermore, the excessively prescriptive and rigid character of subsidiary forest regulations has 
become a disincentive against introduction of new, economically effective and environmentally 
safe, technologies of forest management and harvesting that are demanded by the global 
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consumer markets.  A growing mismatch between the legal requirements and economic realities 
has become of one the factors feeding a rapid growth of illegal forest activities that lead to serious 
economic, environmental and social damage. 
 
The new Forest Code drafted by the Ministry of Economic Development and Trade of the 
Russian Federation6 emphasizes the principles of sustainable forest management, conservation of 
global diversity, multiple use of forest resources, the separation of functions between forest 
policy, administration and control.  
 
The Law offers several fundamental changes that aim to address or remove the above 
constraints,as detailed in the box 1 below.  
 
There are several important details in the proposed law that – if unaddressed in the final version 
of the law and subsequent actions of the Government – can increase the risk of serious damage to 
the Russian forest resource and lead to distortions and disruptions in forest sector operations, 
thereby undermining their sustainability and competitiveness.  
With a view that  the Russian forest law should reconcile the dual functions of protecting the 
public good values of forests with management of commercial values of forests the Bank has 
comments and recommendations on the following aspects of the draft Law: 
 
 
Roadmap to Private Ownership of Forests 
 
The new forest code contains a provision to allow private ownership of forests after a 15 year  
leasing period. There is nothing wrong in the private ownership of forests as such.  Private forest 
owners can be very effective managers of forests with full consideration of their external and 
intergenerational values, if the government has put in place and enforces a proper framework of 
regulations and incentives that reward responsible private behaviors and penalizes abusive private 
actions.  It is also essential to have adequate provisions (public easements) for public access to 
private forest lands.   
 
It is however also well known from recent international experience that introduction or 
reintroduction of private forest ownership (restitution) can cause substantial and permanent 
damage to the national forest estate because of uncontrolled short-term behaviors of new owners, 
if adequate safeguards and incentive systems are not put in place in advance.  In the above 
circumstances, forest land restitution was typically carried out for political reasons, and there has 
been always a popular compromise between the risk of some damage to the forest resource and 
the socio-political benefit of reestablishment of traditional land ownership systems.  
 
There is no such political demand in Russia.  The proposals for introduction of private forests are 
fundamentally driven by growth-oriented economic strategies which assume that only private 
ownership can provide sufficient assurance for the security of the needed long-term investments 
in forest sector modernization.  This might well be the case, but the inherently high risks in taking 
this untested route in the prevailing business environment should force policy-makers to look first 
for the effective use of other, less risky options that have demonstrated their flexibility and 

                                                   
6  The published version of the draft dated March 13, 2004 that was reviewed and ‘approved in principle’ 
by the Government. 
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economic effectiveness in many regions of the world – namely renewable long-term forest leases 
or forest concessions7.  
 
 
 Box 1: Major Provisions in the draft Russian Forest Code for improving Business Climate 
 
 
 
1. Rights for forest resource use are to be allocated strictly through an open, price-based auction, 

regardless of the lease duration (short- or long-term use).  The option of administrative allocation of 
leases for short-term use (5 years or less) is to be discontinued.  Price shall be the only factor in auction 
decision. 

2. The basic nature of public forest revenues is changed from a pre-set forest use (stumpage) tax to a 
contractual payment that is governed by the Civil Code. The level of payment is determined at forest 
auctions, but cannot be lower than a reserve price. 

3. Administration of forest auctions and leases may be delegated from the federal government to the 
regional government through special delegation agreements.  If the regional government violates the 
codified principles of forest auctions, the federal authority has the right to suspend or terminate the 
delegation agreement. 

4. Two types of forest lease are introduced:  
a. short-term (1 year or less) for selected uses and without management obligations (a single 

forest parcel may have several lessees for different types of use); 
b. long-term (10 to 99 years) for all types of use and with full forest management obligations 

(one forest parcel – one lessee).  
5. Forest leases are transferable and can be used as a collateral. 
6. Forests are legally linked to the land parcel on which they grow (forest parcel).  Any transaction with 

forest parcels (except short-term lease) requires state registration in the land cadastre system in 
compliance with the Land Code.   

7. Long-term lessees in good standing have the right to buy out their leased forest parcel after 15 years of 
lease.  Buy-out (privatization) clause will not be applicable to special categories of forests, such as 
protected areas, defense lands. 

8. No subsidiary regulations will be issued or enforced by the forest management agency.  All essential 
legal norms are incorporated directly in the text of the Code and shall be enforced by an independent 
state oversight service.   

9. Functional classification of forests (so-called ‘forest groups’) is simplified. The group of forests with 
limited commercial functions (formerly ‘Second Group’) is abolished.  Classification of the group of 
protection forests (‘First Group’) into protection categories is simplified.  Essential regulations for 
forest management and use in the protection forests become a direct norm in the law.  

10. Detailed technical regulations (‘technical reglaments’) that should govern special aspects of forest 
management and use and that would have the force of separate laws are explicitly listed in the Code 
and shall be developed by the policy-making body (ministry) that has no oversight or management 
authority on forests.  

11. Administration of forest leases and management of state forests that are not under long-term leases 
(with full management obligations) shall be carried out by the state agency that does not develop 
norms and regulations and does not carry out oversight and enforcement.  

12.  Forest management activities (including forest inventory, fire and pest protection, thinning and 
reforestation) shall be contracted out to eligible contractors on a competitive basis.  Leskhozes (forest 
management districts) are no longer a legally required element of the public forest management 
system. 

 

                                                   
7  Unlike in Russia, in the international practice these two terms are used interchangeably and denote 
broadly the same concept. 
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In the same context, the proposal to fix legislatively a 15-year ‘waiting period’ for the buy-out of 
the leased forest can also have unintended side effects.  The exact financial terms of future buy-
outs are not (and cannot be) well assessed now. It seems however that they would be based on 
preceding leases which were allocated solely on a financial  and not qualitative criteria, including 
evidence of environmentally sustainable forest management. Such a provision will likely cause 
wide-spread distortion of rational investment decision-making towards maximization of the area 
of new leases and their artificial fixation at a 15-year term.  This could cause serious equity 
concerns as there is a risk that sustainably operating small and medium size enterprises with 
lower financial resources, local communities and populations would have lower chances to get 
access to rights on forest products or ownership.  The economic effect could result in a 
disturbance of the normal forest lease reallocation process for the next 15 years, with losses in 
productivity gains and other associated negative effects.   
 
 
At this stage Russia is clearly not ready for private ownership of forests.  The new Forest Code 
does not provide yet the necessary enabling framework and incentives in a way that 
Governmental functions of regulation and oversight are clearly spelled out and the legal 
provisions for private forest ownership are preventing abusive practices.   
 
The critical new functions that are currently not developed in Russia include: (i) a national forest 
inventory system allowing annual collection and analysis of forest data on a detailed statistical 
basis – for proper monitoring of the status of all forest lands regardless of their ownership and 
management regime and for strategic planning of forest areas suitable for future sales; (ii) a 
national system of cadastre valuation of forest lands – for enabling proper and transparent forest 
land pricing mechanisms; (iii) a system of mandatory educational and professional qualification 
standards for certified forest managers (like certified doctors or public accountants) who would 
have to be employed by the forest owner in order to comply with legally binding forestry 
regulations (technical ‘reglaments’) and (iv) a high quality forest governmental forest planning 
system which assures that forest management and leasing decisions are part of a systematic 
approach including biodiversity conservation and social equity concerns and not driven by private 
sector demands only. 
Such government functions vis-à-vis private owners should be included in the new Code now, so 
that the Government would plan for preparatory investments in these systems to allow for 
eventual introduction of the private forest land at a later stage.. 
 
 
Development of Forest Leases and Auctions 
 
As mentioned above, the new Code offers substantial improvements in the organization of forest 
leases and forest auctions, which should allow more transparency and security for resource 
allocation, improve sustainability of forest operations, reduce bureaucratic interventions in 
business decision-making and improve overall sector attractiveness for new long-term 
investments.  There are however several important aspects in the development of these 
instruments that require further attention in the law. 
 
Strategic lease planning.  In order to ensure that management of leased forests takes an 
integrated, multi-functional approach to the forest landscape, the planning, identification and 
preparation of forest tracts for future lease auction should be the prerogative of the forest 
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owner (the State). The lease planning exercise that takes into account economic, social and 
environmental priorities should be carried out regularly (every 3-5 years) at the regional level, 
and should be included in the mandatory list of functions to be implemented by the regional 
government either directly, or under the delegation agreement with the Federal Forest 
Management Agency.  This process should include, among other aspects, identification of high-
conservation value forests (HCVFs) of regional importance within all groups of forest (First, 
Second and reserve) and agreement on their appropriate management and utilization regimes 
before the delineation of future lease areas is finalized.  Detailed guidelines for these activities 
would need to be developed, tested and widely disseminated.  The information about each stage 
of this process should be freely available to the public, and clear procedures for public comments 
should also be developed.   
 
Auction Terms.  In the present proposal the only determining factor of the forest lease auction is 
the offered price.  This is clearly a very transparent mechanism and it should be supported but 
only if it has been made sure in a pre-qualification step or other appropriate measures that 
the selected participating bidders abide to sustainable management practices and have the 
proven capacity to do so. Auction announcements should also include, among other details, the 
lease duration for which the auction is being held and the required investments critical to the 
sustainability of the area leased. Other criteria could include special rights for local 
populations and the protection of high conservation forests. As, especially in North-West 
Russia, there is a need to shift from forest frontier approaches to more intensive reproductive 
forest management leasing systems should provide incentives which would encourage such a 
change of paradigm. In previously logged secondary forests private ownership could be one 
way to raise interest in establishing or re-establishing sustainable forest management. 
 
Box 2. Forest concessions: practice and experiences from two countries. 
 
Canada. Several types of forest tenures including two longer-term renewable concessions: (a) area based 
concession of 20-25 years duration, which carry reforestation and forest management responsibilities, and 
are renewable at 5 to 10 years intervals subject to performance; (b) volume-based concessions of 5 to 20 
years duration which do not carry forest management responsibilities, and may or may not carry 
reforestation responsibilities. These volume-based concessions too are renewable subject to performance. 
These two concession types have been successful in providing security of timber supply to the industry and 
in delegating forest management. In most cases however, these concessions have been allocated through 
negotiations rather than auction and, as a result, have not generated as much revenues as they could have. 
 
Cameroon. Recent reforms with forest concessions in Cameroon are referred to in the 2003 World 
Development Report. Concessions are allocated through transparent and open bidding process balancing 
technical and financial criteria. For each individual concession, the winner’s financial offer determines the 
rate of the annual area fees. These area fees increased by 40 times following improved transparency in the 
selection process. Forest management plans are drawn up and implemented by concession-holders as a 
clause of the contract; and 50% of the area-based fees are transferred to local communities. However, 
Cameroon’s experience shows that increasing the pricing for access to forest may render illegal logging and 
fiscal evasion more attractive. Forest services hence need to be strengthened on core-functions such as : (a) 
forest control in the field; and (b) collection of revenues. 
 
 

Reserve price.  The current proposal envisages calculation of the reserve (floor) price at forest 
lease auctions on the basis of minimum stumpage rates periodically approved by the federal 
government.  If conditions for true auction competition are not yet right and the reserve price 
would end up being the final price of the auction (which may be a typical situation in many parts 
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of the country), this would essentially replicate the previous system of administrative price 
setting.  The government should develop and implement, initially on a pilot basis, a rent-based 
system of calculation of reserve prices through on the periodic (annual) analysis of average 
weighted regional costs of production and realized prices by type of timber product, and related 
export prices for comparable products. Area-based unit prices should be strongly preferred 
over volume-based prices. The former are easier to administer and collect and they are more 
transparent and corruption-proof.  They also encourage more efficient use of the total forest 
resource leased.  Volume-based prices may encourage wasteful ‘creaming’ behavior in the forest. 
The total forest charge should be a combination of Area fees (A) and Stumpage fees  per m3 of 
wood cut (S). The total Revenue (R) accruing from a concession would then equal: R = S.V + A. 
(with V: volume). 
 
Duration and renewal of lease.  The proposed extension of the maximum duration of lease from 
49 to 99 years does not make much practical sense, especially if the buy-out option would be 
introduced at some stage in the future.  Also, if there is no proper system in place for efficient 
monitoring and enforcement of lease contracts, very long leases can cause much higher economic 
and environmental damage than the shorter leases.   
 
The international practice has demonstrated that the optimal combination of efficiency of lease 
contract implementation and accountability of lessees before the forest owner (the state) is 
achieved through 10-20-year leases with the automatic renewal clause subject to satisfactory 
performance of the lessee’s contractual obligations, including forest management obligations.  
The basic principles of renewable lease contracts, mechanisms for periodic performance 
evaluation (e.g. every 5 years), key criteria of non-compliance and partial compliance, and 
appeals process should be written in the law and/or the respective ‘technical reglament’ to 
ensure transparency and consistent implementation throughout the country.   
 
Evaluation of performance shall be based on measurable outputs of lessee’s forest management 
(e.g. regrowth survival rates after 5 years) rather than on inputs (e.g. number of seedlings 
planted).  More detailed guidelines for lease evaluation and renewal procedures may be best 
developed and approved at a regional level to account for the specific local conditions.  The law 
should also allow acceptance by the lessor of the results of the independent certification of 
forest management by a third-party auditor accredited under one of the internationally 
recognized schemes in lieu of the government lease performance audit.  Certain financial 
incentives might be designed to encourage the lessees use independent forest certifiers, as this 
would reduce direct costs of lease supervision on the government side. 
 
c) Institutional Reform 
 
The restructuring of the public administration has major implications for the Russian forest 
sector. Much in line with the Bank’s earlier recommendations in the context of the ongoing forest 
policy dialogue, there is now a clear separation of government policy/regulation, oversight and 
management functions. Little is known however about the specific functions of the new 
institutions beyond the following general description: 
 

• Ministry of Natural Resources: Has the overall responsibility for the implementation of 
the Governmental policy in the sector. It determines policies and rules and will take the 
initiative with legislative drafting. It will supervise, monitor and evaluate the 
performance of subordinate services and agencies. 
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• Federal Forest Agency: The FFA will have the overall responsibility for the 
management of the State forests and will implement legal and regulatory provisions. Its 
clients can be private sector and individual service users and it can be funded from the 
Federal budget and own income. Fees may be charged for the use of resources and 
functions can be outsourced. It is unclear how the Agency will be structured at regional 
and local level (leskhoz). 

 
• Federal Ecological Service: This service will be responsible for control and supervision 

of compliance by state authorities, local authorities, private sector and individuals with 
the rules set by the State. It will implement regulatory activities and will issue licenses 
and permits. The Service will be funded by the Government and will not be able to 
charge fees. 

 
This fundamental reform is very ambitious and complex. At short and mid-term it will cause 
uncertainty among staff and potentially some disruptions; however, if properly implemented, the 
separation of functions has an enormous potential to improve governance, the quality of 
management of public forest goods and to contribute to recovery of the forest sector.  Most of 
these approaches are definitely long overdue steps and have already been successfully 
implemented in several countries with transition economies.   
 
While the concept of separation of functions is quite clear at the federal level, there is widespread 
uncertainty about the implications of the administrative reform at regional and district (lezkhoz) 
levels.  The following remarks are therefore only preliminary and raise generic aspects of 
public forest management.  
 
Concessionnel management versus direct forest management. The Bank welcomes the intended 
separation of functions of forest monitoring/control and forest management. It will lead after a 
period of transition to more transparency, accountability, efficiency and overall fiscal benefits. 
Clear separation of functions and assignment of responsibilities is expected to improve forest 
governance and reduce illegal logging. However, the draft Forest Code proposes an approach in 
which – on the basis of lease contracts - the private sector will be in charge of doing much of the 
day-to-day forest management activities over the great majority of the forest area. Based on 
experience in other transition countries (Bulgaria, Romania) the Bank believes that this approach 
is not realistic and that only a portion of the Russia’s state forests is suitable for 
leases/concessions. A considerable part will need to be directly managed in one way or 
another under the responsibility of the Federal Forest Agency. Not all forests can fall under 
concession-type arrangements because they would not (yet) be profitable from a private-sector 
point of view or because they have a protection status. The Federal Forest Agency will need also 
in the future a strong representation at the local level to assure that public good forest functions 
are taken account of and that private sector activities are properly supervised. Despite the legal 
obligation of forest leaseholders in day-to-day forest management8, the Agency will have a 
special responsibility to protect the forests as a public national and global good against risks 
(forest fires and pests) and for biodiversity, carbon and social values.   
 
Forest management in Russia will therefore fall under two main systems corresponding to two 
subsets of the Forest Estate (so-called ‘Forest Fund’). 
 

                                                   
8 Includes all activities of forest management planning, (re-) generation, maintaining, harvesting and 
protecting of forests within a forest management unit. 
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• Concession-type management (leased forests): forests are managed by private sector 
forest users under the supervision of the Federal Forest Agency and control of the new 
Federal Ecological Service. This might include various degrees of responsibility ranging 
from full and integrated management of large forest areas, including protected areas of 
areas of high conservation value to more specific limited uses. 

• Direct management (non-leased forests): forests are managed by the Forest Agency 
through its execution body. This system would be applied to non-production forests and 
to production forests where concession-type arrangements are not, or not yet, viable. This 
would also include also areas damaged by forest fires/pests or severely overlogged 
forests. Consequently, direct management would focus on protection forests, young or 
depleted stands, forest reserves, and too fragmented or inaccessible areas. No or little 
“final harvesting” would be conducted in these forests. Basically, operations could be 
carried out under direct contractual arrangements with private sector firms or by using 
own capacities. 

 
Suggested key roles and responsibilities of the Federal Forest Agency and private sector would 
include: 
 
 
Federal Forest Agency 

 
Private Sector 

• Forest Inventory 
• Strategic management planning for all 

forests 
• Strategic lease planning 
• Organization of bidding processes and 

preparation of lease contracts 
• Day-to-day supervision lease contracts 
• Management of non-leased forests 

(outsourced or own capacities) 
• Management of protected areas and 

unproductive forests 
• Forest fire & pest management  
• Management of non-timber forest products 
• Support to local forest populations 

• Long-term management of leased forests 
(including detailed management plans, 
harvesting, thinning, planting, etc) 

• Short–term leases for specific uses 
• Contractual execution of outsourced 

operations in State managed forests 
• Provision of specific services (protected 

areas, nurseries etc) 

 
Successful performance of these functions will depend on the question whether it will be possible 
to build a well thought through organization and allocation of resources at district (leskhoz) level. 
There is an open question who and how forest leases/concessions should be administered. The 
Bank suggests that leased areas should be administered as an integral part of the territorial 
responsibility of the Agency at leskhoz level. Figure 1 provides an idea of a possible scheme on 
how forest resource management functions could be allocated depending on the geographic and 
socioeconomic conditions. 
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Figure 1.  
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Forest management planning. Execution of public good functions will be at the core of the tasks 
of the Forest Agency, creating a balance to private sector activities which are more driven by 
economic considerations. A key element of public good forest management is forest land-use 
planning which is the most important ingredient for rational and sustainable management of all 
types of forests. Such planning would include mapping of all forest areas of the Forest Estate 
according to their classification (sustainable production; environmental protection; others). Forest 
zoning should be conducted at the regional level by the Forest Agency in close coordination with 
the regional administration and through a transparent participatory process including all interested 
stakeholders. It will determine which areas should be allocated under concession-type contracts 
or should remain under direct management. The forest zoning would also show the size and 
boundaries of proposed concessions, and set the timeframe for their gradual allocation over the 
next 10 years. 
 
Management of change processes. Careful and comprehensive restructuring plans will need to be 
developed before splitting functions at the district (leskhoz) level. Existing social and technical 
capital may lead to a restructuring pattern which could vary from place to place throughout the 
country to minimize stress and disruptions for staff involved.  Experience in many reform 
processes in transition countries has shown that willingness and motivation of existing human 
resources are key factors determining success of change. Investments in awareness building and 
training at all levels are important and yield high rates of return. Staff needs to be informed and 
included in all major steps. Without such transparency there is a tendency to resist or slow down 
reform and corruptive behavior might be the result in some cases. Special emphasis should be 
given to training of mid-level managers who should play a key role in promoting the reform. A 
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system of pilot activities and the use of distance learning facilities would help to multiply new 
ideas and stimulate willingness for reform.  
 
3.2 Increase efficiency of existing forest financing mechanisms 
 
Proper financing of the emerging Federal Ecological Service and Federal Forest Agency is 
critical for the well functioning of the forest services, for improving overall governance in the 
forest sector and to play a mature role vis-à-vis a growing increasingly powerful private sector.  
Substantial under-funding and irregular allocation of funds have led in the past to severe 
constraints regarding the performance of the Forest Agency leading to widespread corruption and 
perverse incentives for revenue generation (sanitary cuttings). Financing of the forest sector has 
been a major theme in the discussion on forest sector reform in many transition countries. 
Institutional reform and financing mechanisms are closely interrelated. There are two basic 
approaches (with various degrees of convergence): 
 

• “Top-down” financing of the forest management: This type of forest financing is 
being applied in European countries with traditional forest administrations or agencies 
which are part of governmental institutions. Revenues from forest products sales are 
transferred directly or indirectly to the treasury and forest management activities of the 
Forest Agency are financed through allocations in the state budget every fiscal year. This 
system is being applied for example in parts of Germany, Bulgaria, and, with some 
variation, in Russia9. Revenues and financing are not directly related and do not respond 
to seasonal needs (no budget available in January when bulk of forest harvesting occurs) 
or extraordinary situations (forest fires, pests). With such a system there is a strong risk 
that in times of budgetary constraints vital investments into the forest resource (forest 
roads, buildings, cars, information systems, afforestation, rehabilitation of forests etc.) are 
postponed or totally neglected. Normally, deficits from under-funding of forest 
management are not immediately visible but they result in long-term depreciation of the 
forest capital stock with lower economic and financial returns, reduced production of 
public goods (biodiversity, carbon stock, social and recreational benefits etc.). It is 
difficult to reverse such processes which take many years to show an impact. The 
Russian forest sector is currently in a similar situation in which we can see a rapid 
depreciation of accessible resources without appropriate re-investment (planning, 
reforestation, protection of forests against fire and pests). “Sanitary cuttings” have been  
in the past an attempt to keep the Forest Agency operational but resulting in disrespect of 
good silvicultural practices and poor sector governance.  

 
• “Bottom-up” financing of forest management: This type of forest financing is an 

emerging pattern in many transition countries but increasingly also in Western European 
and Nordic countries (Latvia, Lithuania, Slovakia, Croatia, Romania, Austria, Finland, 
Sweden, Ireland, etc). In these countries forest management is organized in independent 
State-owned enterprises or agencies. Revenues are used to finance forest operations and 
investments and revenues to the State are coming in as taxes, dividends, or share of 
profit. Regulatory and management functions are separated from each other with the 
enterprise/agency focusing on forest management functions. Staff in such institutions are 
receive a portion of their remuneration on the basis of performance. In many cases public 
good management activities (e.g. management of protected areas) is executed on a 

                                                   
9 Some countries like Croatia, Bosnia, Albania have additional extra-budgetary funds which provide 
targeted financing for purposes like afforestation, rehabilitation of forests etc. outside the fiscal budget (the 
approach that is strongly discouraged by the IMF). 
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contractual, remunerated basis. In separating functions and in creating a forest  agency 
Russia has made an important step towards such an approach. It is however unclear how 
this agency should be funded. This question will determine the success or failure of the 
institutional reform. There would be scope to organize the various Oblasts or groups of 
Oblasts as decentralized economic units which basically operate partly or in total from 
revenues (leases, thinning operations, non-timber forest products) and pay taxes, 
dividends, fees to the treasury (local, regional, federal). In areas where public-good forest 
management prevails (protected areas, protection forests, low productive forest, 
environmental services etc), these activities should be financed by the state budget. 

 
The Bank suggests that the financing of the activities of the Forest Agency should consider 
the following aspects: 

• The Federal Forest Agency and its regional and district offices should be financed 
through a mix of: (a) federal budget allocation through regular budget cycle; and (b) 
though the generation of direct revenues to be collected at regional levels. The 
Government would need to make an important basic decision which would influence the 
ratio between the two types revenues whether revenues from forest leases should be 
collected by the Forest Agency or paid directly to the treasury. Such mixed financing 
framework would provide an incentive to the Forest Agency to increase their 
performance in forest management and collection of forest fees. 

• It is likely that direct management of non-leased forests will absorb the largest 
proportion of the total forest budget, to cover the costs of forest protection works or to 
contract out these works to private firms (through open procurement procedures).  

• The new Budget Code (2001) has removed the incentive for leskhozes to conduct 
excessive sanitary cuttings (since proceeds from sales now accrue to the federal budget) 
but inversely this new rule leads to artificially low sale prices (since the field units have 
no interest in the proceeds from the sale).  Direct interest of field offices in good 
management of public goods should be restored  and entrepreneurial instincts should be 
supported through an enabling institutional structure. . In addition, transfer of budget 
allocations to field units should be timely to give the Forest Agency the means to act in 
field. 

• Performance-based premiums (on top of regular salaries) should be put in place to 
improve governance in forest management. Such incentive should be part of the 
Government’s forest reform agenda, and should be set up for both regulatory and 
executing bodies, regardless their status of office, agency or enterprise. Lack of such 
incentive would undermine success of the Government’s new forest policy. 

 
3.3 Strengthen foundations for forest governance and fight against illegal logging 
 
Illegal harvesting and corruption is caused by many factors They are caused by many societal 
issues of poor governance, crime, or poor security which cross sectors. They also include 
narrower issues related to poor management often related, at lower levels, to inadequate pay and 
underfunding of forest administration. 
 
There are no magic solutions, and improvements need to be based on multiple routes The Bank 
believes that the new draft Forest Code and the separation of functions under the institutional 
reform are important first steps for improvement. Transparent and accountable organizational 
structures and procedures supported by modern information management systems have proven to 
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be in many countries a key to improved governance. As already mentioned, success of 
institutional reform will also depend on the questions whether the new ecological service and the 
forest agency will be sufficiently and regularly funded. Forest staff will be motivated not only by 
adequate remuneration but also through leadership and good understanding of the need for 
change. Activity in the forest sector need to be developed in the framework of an overall national 
integrity system, involving many other governmental services. Such inter-ministerial approaches 
have been successfully developed in some transitions countries (Romania, Albania, Armenia) and 
have raised the understanding and proactively considerably . The Bank welcomes the latest 
initiative of the Russian Government to address the issues of Forest Law Enforcement and 
Governance (FLEG) under the framework of a proposed regional Ministerial Conference for 
Europe and Northern Asia, with engagement of both the ‘producer’ and ‘consumer’ countries.  
 
The following concrete actions should be considered to improve forest governance: 
 
The Government (the Ministry of Economic Development and Trade, jointly with the Ministry of 
Natural Resources) should review and harmonize the existing systems for collection and 
analysis of statistical information on forest utilization (harvesting) and on wood products 
exports and trade.  This simple measure would allow for more accurate definition and 
estimation of the economic and fiscal ‘leakages’ through unrecorded logging and associated trade 
from individual regions of Russia, help improve targeted efficiency of law enforcement services, 
and – importantly – provide key information to the Government for decision-making regarding 
economic regulation of export and import of wood products (tariff adjustments), as well as to the 
public at large – to promote transparency of sector operations and increase public trust in forest 
use activities. 
 
The new Forest Code (or another legal act) should give the appropriate Government bodies an 
authority to issue to forest users, and enforce as part of the lease contract supervision, the 
documents authenticating proof of origin of the harvested wood.  The system should be 
sufficiently simple and easy to operate (i.e. compatible with the existing formats of waybills), so 
as to allow spot audits of the harvesting companies’ compliance with their forest declarations and 
forest management plans.  Phased implementation of such systems in areas of intensive forest use 
would provide incentives to responsible forest users to implement corporate ‘chain-of-custody’ 
schemes.  The legal status of these ‘proof-of-origin’ documents should be such that they could be 
used in the various voluntary third-party forest certification systems, as well as in arbitration 
procedures in case of conflicts or disputes between the user and the auditing body.  
 
In addition, the Government should develop a number of toolkits such as awareness raising, and 
access to information which would bring the issue of illegal logging and corruption to the 
public’s attention, development of new procurement rules, defining new business ethics and 
improving diagnostic tools.  
 
Experience in many countries where forest governance, corruption and illegal logging are 
problem shows that inclusion and collaboration with civil society in areas adjacent to forests 
could stop or even reverse forest destruction.  This could happen by providing incentives for 
developing responsibility for forest management even with the possibility for communal or 
private ownership10 
 
 
                                                   
10 See example of the recently completed Russian GEF Biodiversity project and projects in Armenia, 
Albania and Turkey.   
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3.4 Need for change in forest management 
 
Although Russia’s forests cover has been growing over the last decades it becomes increasingly 
clear that in areas which are accessible the quality of forests rapidly deteriorates and unique sites 
of high conservation value forests are diminishing in a fast pace. The Bank believes that it will be 
increasingly difficult to continue, especially in North-West Russia with the existing type of 
“surplus” forest management which is mainly based on the use of previously untouched or close 
to nature forests. The need for intensive, reproductive forest management will grow as transport 
distance between forests and processing sites become longer (in Archangelsk Oblast already 
about 800 km), costs of building infrastructure become a more important cost factor and 
externalities in production process will become a factor for decision making. Such externalities 
for example will be the demands for protecting global biodiversity and carbon stocks. Forest fires 
become an increasing risk for lease holders and the society. 
Sustainable forest management systems in Siberia where large forest resources are still 
untouched, will be less intensive with longer rotations but also there, biodiversity aspects and 
risks of forest fires should become an increasingly important aspect in forest management. 
 
Profitable forest management and protection of global and public goods are not necessarily in 
contradiction as it is being demonstrated in some Nordic countries. Forest productivity in Finland 
for example is seven times higher than in comparable forests in Russia. 
However, a change in paradigm is necessary which is based among others on the following 
principles: 
 

• Improved landscape based forest management: Modern planning approaches are 
integrating all different types of forest values and functions. They focus less on 
harvestable timber as the only decision making criteria. Protecting areas of high 
conservation areas within production zones is a new element which is being applied in an 
increasing number of countries throughout Europe. Mainstreaming of biodiversity is not 
only a concept applied in forest management planning but should also applied in concrete 
forest operations (protecting river boards, protecting certain tree species, leaving 
deadwood in the forest , driving on marked trails only with heavy machinery etc.). 

 
• Harvesting operations should be done in way that natural regeneration or reforestation 

will lead to a follow-up vegetation which is close to nature. Young forests should be 
tended and thinned. 

 
• Russia should prepare for third party, independent forest certification. Environmentally 

sensitive markets in Western Europe but also North-America increasingly require 
products which are in line with international standards for sustainable forest management.  
The ongoing process for the preparation of a national standard is very promising. The 
Bank recommends that forest management standards should be as broad as possible so 
that they can serve as a basis for all internationally accepted forest certification schemes. 
Given its share in global markets there is scope for an own Russian forest certification 
system. It should, however be compatible with and recognized by major established 
schemes like the Forest Stewardship Council or the Pan-European Forest Certification 
Scheme (PEFC). 

• Collaborative approach with forest industries: The forest administration and forest 
industries depend on each other. There should be a close collaboration which would be 
based on an agreed code of conduct which would be applied to all actors independent of 
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forest certification. Such a code could include certain provisions to curb corruption and 
illegal logging. 

• Forest protection: Investments in forest protection should be reinforced and made an 
obligatory part of leasing contracts. In addition, the forest administration should continue 
to establish a country-wide early warning and forest detection system which would allow 
to fight fires still in their early stage. Pro-active fire management would include 
awareness programs and close collaboration with local populations. 

 
 

 
 
3.5 Increase capacities of human resources for sustainable forest management 
 
Experience in many reform processes in transition countries has shown that skills and motivation 
of existing human resources are key factors determining success of change. Investments in 
awareness building and training at all levels are important and yield high rates of return. Staff 
needs to be informed and included in all major steps. Without such transparency there is a 
tendency to resist or slow down reform and corruptive behavior might be the result in some cases. 
Forest administration and private sector, both have specific roles and responsibilities in forest 
management and depend on each other. A collaborative approach is required and it is strongly 
recommended that both sides should participate in training and awareness programs. Special 
emphasis should be given to training of mid-level managers who should play a key role in 
promoting and multiplying the reform. A system of pilot activities and the use of  distance 
learning facilities would help to multiply new ideas and stimulate willingness for reform.  
 
The Bank welcomes the efforts on training and capacity building which have been initiated under 
the leadership of the Ministry of Natural Resources. All possible tools, including distance 
learning, should be used to multiply and disseminate emerging training curricula and information 
packages. 
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Training and awareness building should focus on the following priority themes:  
• modern, landscape-based forest management planning,  
• silvicultural methods of intensive forest management,  
• forest economics, business development and marketing,  
• modern forest administration and forest organization,  
• legal aspects of concession and contractual forest management,  
• forest certification and mapping of high conservation value forests,  
• protection of biodiversity and carbon stock protection  

 
 

**** 


