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RUSSIA’S  FOREST,  PULP  AND  PAPER  INDUSTRY  IN  1999-2000

Russia  is known to be the largest forest power in the world (slide 1). The total Russia’s wood reserves are estimated at 80.7 billion cubic meters that is considerably more than in Canada (27 billion m3 ), USA (23.1 billion m3 ), Finland (1.7 billion m3 ). The annual wood increment is utilized only by 15-20%; it is much lesser than in USA, Sweden, Finland (55-70%) (slide 2).

Late in the eighties felling volume in the USSR has been about 350 million cubic meters a year. After disintegration of the USSR, under Russia’s transition from a planned to a market economy it has suffered a drastic decline in output of all the products including reduction in felling volume (slide 3).
Under conditions of a planned economy and artificial price pattern, so-called “expenditure” mechanism of price formation, artificially underestimated prices for raw materials and power resources have been typical for the USSR economy.  Structure of the Forest Industry has been also different from that of industrially developed countries. The Pulp and Paper Industry with its most thorough chemical processing of wood has consumed only less than 15% of the total felling volume. At the same time, about 80 million cubic meters of timber have been used to produce archaic wood container. Paper and paperboard consumption per capita has been about 35 kg a year while in USA and in West European countries it has reached 300-200 kg a year. 

The Russia transition to a market economy and to a global price scale proved to be very painful for the Forest Industry. Whereas one can speak about a real way towards revival of the Pulp and Paper Industry in mid-2000, the situation remains rather complicated in he other branches of the Forest Industry (such as harvesting, woodworking, furniture). 

Any revival of the Russia’s Forest Industry is possible only in the conditions of its restructuring and large-scale investment. At the same time, feasibility of the investment is first of all determined by political and economic stability in Russia as well as by stability of its laws.

Considring that it is the Pulp and Paper Industry which made possible speaking about its today’s revival, it makes sense to analyze to what degree its today’s regularities could be extended to the Forest Industry.

For these purposes it is advisable to consider main reasons of the economic recession taken place in Russia during the last years (as applied to the Forestry Complex), the problems arisen while restructuring the industry when moving towards a market economy.

The Pulp and Paper Industry of the USSR which 15 years ago has occupied the fourth position in the world as to total output of paper and paperboard, has been oriented above all to a domestic market.  Pulp and paper exports have comprised no more than 30-35% of their total output and have been oriented to East European countries. A share of science-intensive paper grades, such as, for example, office paper, in the total paper output has been rather small. These product grades have been imported in the main.

After the sharp setback of 1995-96 when pulp and paper output has been equal to 30-40% of that of 1988-90, some rise has been observed (slide 4). However, during the last years not only pulp and paper output has been progressively increasing but also the production was being really reshaped. This reshaping lies in the fact that the Russia’s Pulp and Paper Industry became export-oriented. As this takes place, not only a share of exports in the total output has drastically increased but also structure and geography of the exports has undergone certain changes. Tha main importers are China, West European countries and even USA (slide 5).

Among main reasons of the decreasing feling volume we can mark out the following:

· transition to a world’s price scale;

· drastic reduction in home efective demand;

· economic inexpediency of exports of the timber harvested, for example, in Western Siberia because of high transportation costs when using the ports of both Far East and the European part of Russia.

The Kyoto Protocol and Russia’s Forest Industry

In 1999 the Ministry of Science and Technologies of the Russian Federation has issued the fundamental monograph “Carbon Cycle on the Territory of Russia”. This was made within the subject-matter “Global Changes of the Environment and Climate” as a constituent of the Scientific and Technical Programme “R&D in Priority Lines of Civilian Purpose Science and Technology”. The monograph describes in details the role of Russian forests in preventing from a global climate change.

Meeting the targets of the Kyoto Protocol calls for fossil fuel, and first of all, coal to be replaced in the coming years by biofuel such as wood, wood residue and other biomass types. In this paper the term “biomass” is used (in accordance with FAO recommendations) in reference to the wood residue and wood biomass components presently unutilized, which have not yet found their qualified uses. They remain more often in forests or at woodworking and pulp and paper mills causing contamination of the environment.

Russia possessing almost a fourth of the global wood resources have a real opportunity to export considerable amounts of biomass. Despite the recession that has taken place in the sector in the last years, since 1998-1999 everything points to its real revival.

A considerable portion of the Russia’s forest resources is located in the North-Western Federal area. This area includes the Leningrad and the Arkhangelsk oblasts as well as the Pskov and the Novgorod oblasts and the Republics of Karelia and Komi. The forestry potential of the North-Western area is a base for development of projects of large-scale biofuel use immediately in the Regions and of biomass exports to Western Europe.

The opportunities for biofuel use directly in the Regions and for biomass exports, in particular exports of wood residue, should be estimated with due regard to the diversity of emerging environmental and economic issues. Analysis of these issues and of efficient ways for their solving is one of the most important aspects of scientific support to these projects.

As applied to widening utilization of biomass as a fuel (slide 6), implementation of the Kyoto Protocol concerns:

· rise in forest productivity;

· reduction in a distance of timber and wood residue transportation;

· increase in the intensity of wood processing in the immediate region of trees growing;

· increasing share of plant fuel in the total power balance;

· transition to resource-saving and, in particular, power-saving technologies.

The first of these lines relates directly to the problem of sustainable forest management. While the estimated cutting area in Russia is about 540 million m3 a year, tree harvesting has never been more than 300 - 350 million m3.  As a result of economic recession of the nineties, tree harvesting dropped to 82 million m3 in 1997 and to 75 million m3 in 1998. In other words, no more than 20% of the allowable cut is really being used presently. Russia not only possesses a quarter of the world’s forest resources but it is also located geographically in the Northern Hemisphere where the greater part of fossil fuel consumption takes place (West European countries, U.S.A., Japan). So, Russian forests play a very important part in maitaining sustainability of the eco-system. This is one of the most important factors of the intensifying forest management in Russia.

Currently, the intensity of tree growth in Russian forests is 1.5 m3 per hectare per year for coniferous species and 2.5-3.0 m3 for leaf species. As we know, in recent decades considerable attention has been focused worldwide on developing tree plantations, in particular, the healthy growth plantations. Extraordinary results have been achieved in increasing intensity of tree growth (slide 7 ). For example, the average productivity of pine in Brazil is 28.5 m3 per hectare per year and of eucalyptus -  37 m3 per hectare per year. On certain experimental plantations in Brazil, the annual increment of eucalyptus has been as much as 119 m3  per hectare per year. However, analysis of these figures shows they are primarily applicable to the Southern Hemisphere. The development of healthy growth plantations in the Southern Hemisphere makes it possible, at least strategically, to solve the problem of sustainable forest management and thereby, to guarantee long-term supplies of fibrous raw material to the world’s pulp and paper industry.

With an eye to global climate change, increased productivity of Russian forests and the more efficient use of their wood in manufacturing of both pulp and paper products and biomass is of no lesser importance than the development of healthy growth plantations in Latin America or in the Asian-Pacific Region.

The reduction in tree harvesting is not only the Russian problem. In a sense, this is the problem of climate change all over the Northern Hemisphere. Intensity of tree growth in Russian forests could really be doubled, and this would have the major favourable impact preventing from climate change in the Northern Hemisphere. However, implementation of such a programme would require major investment (many billions of dollars) into the Russian Forestry Industrial Complex, proper attention from the world’s financial institutions, and the political and economic stability in Russia.

Thus, in the context of sustainable development and global warming, there is a mutual relationship between the development of the Russian Forestry Complex and large-scale investment from international financial structures. The fact is that in the coming decades, the political and economic situation in Russia will influence significantly the environmental situation at a global level.

It is worthwhile to consider here one more aspect of the Kyoto Protocol. In the context of the global carbon dioxide balance and prevention from the “greenhouse effect”, it makes far more sense to process wood as close as possible to a place of its growth rather than to export roundwood from Russia. In this case, transport costs and power consumed to transport the wood are sharply reduced. Besides, the place where carbon dioxide is emitted - a processing plant - approaches as near as possible to the place where these emissions can be absorbed - a forest. This points to the advisability of making environmental estimation of Russian timber exports structure along with intensive development of the Russia’s pulp and paper industry and of the mills where wood is subject to mechanical processing. 

At the same time, the analysis of structure of Russia’s forest exports shows (slide 8) that rough timber exports are dominant (36.3% in 1999), with their increase even taken place as compared to the level of 1998 (31%). Of special note is the fact that the first position among importers of the Russia’s timber is occupied by Finland with almost 40% of the total exports of forest products (slide 9). In the context of the Kyoto Protocol and macroeconomy, intensive mechanical processing of the timber directly in Russia is more promising. This calls for investments into the Forestry Complex. The North-Western region and first of all the Leningrad oblast ae preferable for the investment. However, even here rough timber has been the prevailing type of exports in 1999-2000 (slide 10). 

Construction of new ports in the Leningrad oblast, in the regions of Ust-Luga and Vyborg, and expansion of the St. Petersburg Port open up possibilities not only to develop new logistics schemes of carriage of timber cargoes but also to construct large modern timber processing mills which would export both sawlog and the products of more extended timber processing.

As noted above, such the decision would make sense both in the context of the Kyoto Protocol and for reasons of creation of new jobs in Russia. Russia is known to have rather high scientific and engineering potential which could provide intensive development of the processes of extended timber conversion. The political and economic stability in Russia produces presently the favourable conditions for investments as well as for import of up-to-date technologies into Russia. Taking into account that the level of remuneration of labour will remain significantly lower in Russia than in West European countries, it would be quite promisimg to export the products of extended wood processing from Russia.

Thus, in the context of Kyoto Protocol implementation it is advisable not only to increase felling volume in Russia but also to achieve better wood processing just in the places of its growing (slide 11). In so doing, we obtain increasing wood residue output at the woodworking and pulp and paper mills. Besides, in the context of sustainable forest management, industrial wood and pulpwood logging must be accompanied by firewood logging and logging waste utilization. All the above measures extend considerably the biofuel raw material base both in case it is utilized directly in the region and if it is exported.

The current prices for gas on the Russian domestic market are known to differ from those on world markets and from export prices for the Russian gas approximately by a factor of ten. Because of this, it is planning significant increase in prices for gas on the Russian market in a short time (they will be approximately doubled during a year) and, in prospect, they will be equal to the world ones. The increase in domestic prices for gas fuel results in considerable changes in biofuel competitive capacity and just in a short time wood will be a quite competitive type of fuel in the North-Western Region of Russia.

The forecast of development of the Russia’s Power Sector (slide 12) presented at the Saint Petersburg Economic Forum (June 2000) provides for 8-20-fold increase in utilisation of unconvetional renewable power resources under favourable conditions. However, in our opinion, these figures are inadequate to the the biofuel potential, which is really available in Russia and, first of all, in its North-Western region.

As to Russia, here the use of wood as a fuel is basically in conformity with the Russian mentality and its historical traditions. However, conversion of the existing boiler-houses to woodfuel involves a bulk of organizing, technical, economic, including financial, problems. Nevertheless, all these problems are quite tractable.

Forestry and Certification Issues

Prevention from the global climate change is to be realized on the basis of an effective transition to sustainable forest management. Because of this, much attention is given worldwide to forest certification, first of all, according to the ISO 14000 system. The Pan-European Forest Certification System is now being developed in West Europe. 

The most significant scientific aspect of the problem is assurance of conformity of every chain element - from a forest to a final product - to the ISO 9000 and ISO 14000 International Standard Systems. Considering their universality, it seems to be advisable for forests as sources of wood usable for different purposes to be first of all certified according to the ISO 14001 System.

In the last years the works were rather intensively being performed in Russia to certify the Forestry Complex production as to its conformity with the ISO 9000 System. For example, in summer 2000 the certificate of conformity with the ISO 9001 International Standards has been issued to the IP Svetogorsk Mill. The St. Patersburg GOZNAK Paper Mill and a number of other enterprises are being prepared to obtain accreditation in accordance with the ISO 9001 Standards. 

The case of forest certification is different. In 1999 Russia has effected the obligatory certification of cut wood. A number of international workshops on forest certification has been held where such forest certification schemes as ISO 14000, FSC and PEFC have been discussed. For example, in December 1999, the UN Economic Commission for Europe together with the Section of Forest Sciences of the Russian Academy of Natural Sciences, the Section of Forestry Technologies of the Russian Engineering Academy, the Ministry of Science and Technologies of the Russian Federation, the Government of the Leningrad oblast and the St. Petersburg University of Plant Polymers have held the special workshop on forest certification. The next similar workshop is scheduled to be held in spring 2001.

In April 2000 CEPI has published a special matrix for comparison of the available forest certification schemes. In September 2000, within the frameworks of the Lesdrevmach-2000 and PapFor’2000 Exhibitions, the Finnish Council for Forest Certification has held in Moscow and in Saint Petersburg the special-purpose workshops: “Today’s Forest Certification in Europe”.   

The FSC forest certification scheme supporters are also rather active in Russia. 

A number of pilot projects on forest certification according to different schemes has opened. Presently realization of the pilot projects and comparative analysis of their compatibility and suitability for the Russia’s conditions are among primary tasks.

General Economic and Political Situation

In 1999-2000 great economic and political changes are known to be continued in Russia. However we can in general speak of quite considerable political stabilization and a possible beginning of economic one.
It is possible to speak of rather complete political stability by the fall of 2000.

After a severe political, economic and financial crisis suffered in autumn 1998, the Russia’s economy not only stopped its recession in 1999 but became more brisk as well. Instead of the forecasted reduction in GDP by 7%, there is its estimated growth by 7-8% (accoeding to different estimations the growth was from 1.5% to 14%).

In recent years profound political and economic changes have taken place in Russia. Russia became a democratic open country. Large-scale privatization has been really conducted in the economy and its transition to a market economy is being realized. Owing to liberalization of foreign trade, a flow of imports has poured into Russia. This resulted in further curtailment of the production. As late as 1999 the setback of industrial production was brought to a stop and its growth began.

Some economists believe there will be economic explosion in Russia in the next two – three years. 

The Russia’s transition from a planned to a market economy was accompanied by a long-term recession with alternating periods of stability and depression. In summer of 1998 the bank crisis has taken place in Russia when six major banks of the country stopped paying deposits. The dollar rate (that did not show any variations during the previous 18 months and was in so-called rather narrow “currency gap”) raised more than three times – from Rbl 6 to Rbl 22 per US dollar – during the period from mid-August to the end of 1998.

During 1999 the dollar rate changed much less than during the last four months of 1998 – from Rbl 22 to Rbl 26.5 per US dollar. During 9 months of 200 the dollar rate was in range from 26.5 to 28 Rbl per Us dollar.

The variations of dollar/ruble exchange rate of late 1998 and during 1999 changed radically competitiveness of Russian and import goods in the Russian market and contributed to development of the manufacture of Russian goods, which began to supplant imports in the Russian market. 

A considerable rise of oil prices in 1999-2000 (oil is one basic constituent of Russian exports) contributed also to the economic stability in Russia.

Situation in the Forest, Pulp and Paper Industry

In 1999-2000 the majority of Russia’s forest, pulp and paper enterprises have increased their output and raised production profitability. This may be attributed both to adaptation of the mills to market conditions and to the change in the dollar/ruble exchange rate. Whereas the cost of pulp and paper products in ruble terms underwent three-four-fold changes during the last two years, production costs increased only 1.5-2 times.

The preliminary comparative data as to consumption, production, exports and imports of pulp and paper products in 1999-2000 are presented in Tables.

The certain trends towards stability, which were already evident in 1998, were boosted in the Forest, Pulp and Paper Industries in 1999-2000. The output of key pulp and paper products increased by 20-30% (slide 13). The first positive results of privatization and realization of investment programs have shown up. Structural reorganization of the industry proceeds. The Russia’s Pulp and Paper Industry has become export-oriented (slide 14). A share of sulfite pulp output has been reduced. There was a drastic increase in A4 cut-size office paper production that made it possible to reduce significantly this paper import. The newsprint output is really on the level of 1988-89 or of its peak and we can speak that newsprint mills are in full operation.

Compared to other industries, the Russian Pulp and Paper Industry has a number of advantages, which explain its stability in 1999-2000 and the expected growth in the years to come.

1. By the end of 1999-2000 the situation in the Russian Pulp and Paper Industry was such that more than a half of its products was exported. In this connection, the change in dollar rate relative to the ruble is likely to be rather a positive than a negative factor. The major cost components (costs of wood, power and labour) underwent changes to a lesser extent than prices of pulp and paper products in Russian and world markets.

2. Exports of pulp and paper products are of considerably greater importance and have more prospects for Russia than exports of raw materials. Raw material conversion on site and manufacture of high-technology, science-intensive products provide the creation of new jobs and growth in the living standards of population and in its purchasing power. The national income per capita increases and this is also the case for the Pulp and Paper Industry, i.e. paper and board consumption per capita is rising.

3. The Russia’s transition to a market economy resulted in a growth in consumption of a number of science-intensive pulp and paper goods, such as different office paper grades (above all, A4 cut-size), up-to-date types of board and paper package and container, tissue goods. The total imports of these pulp and paper products into Russia are as much as 600-700 thousand tons a year. At the same time, such products as market pulp, newsprint, kraft-liner, and to a lesser degree, reeled offset paper, which are science-intensive to a lesser degree, were exported from Russia. Considering the current drastic change in the dollar/ruble exchange rate, it became evident that it would be profitable to manufacture all kinds of science-intensive pulp and paper products directly in Russia. The main investment programs of strategic investors entered the Russia’s Pulp and Paper Industry have precisely these purposes.

Participation of strategic investors is presently typical and radically important for the Russian Pulp and Paper Industry because in this way large-scale investment projects can be started and advanced strategic planning can be carried out. The Svetogorsk J.-S. Co. as well as the Ilim Pulp Enterprise Holding are the most prominent examples of this phenomenon.

The Svetogorsk J.-S. Co. In late 1998 such the largest company in the world as International Paper has purchased the mill from the Tetra-Laval Concern. The International Paper Company is implementing a major investment program at the mill (more than US$ 120 million). It was just this mill, which pioneered ECF-bleached pulp manufacture in Russia. A reconstruction of heating plants with their conversion to gas fuel was carried out, a large cycle of works is being performed to improve product quality (in particular, a new “Sim-Sizer” sizing press was installed). In April 1999 the A4 cut-size office paper line of annual capacity 140 thousand tons has been put into operation at the mill. This line is the largest in the world. All these measures allow the mill to export successfully about a half of its products. A number of measures were taken for restructuring supervisory personnel and its training in Western management principles. Scientific support to the investment programs was largely given by Russian scientists. The Russian University of Plant Polymers, which is a leader in professional training of specialists for the Pulp and Paper Industry, started a special-purpose training of engineers for the Svetogorsk J.-S. Co..

Among Russian investors, the Ilim Pulp Enterprise Holding is the largest. This young dynamically developing company is presently the main shareholder of the Kotlas Pulp and Paper Mill, the Bratsk Forest Industrial Complex, the Saint Petersburg Polygraph Mill and, moreover, it is a shareholder of a number of pulp, paper and timber enterprises. Thus, at present, the Ilim Pulp Enterprise exercises control over more than one-third of pulp manufactured in Russia, over more than one-third of board and over a great part of paper. The Ilim Pulp Enterprise is also the major exporter of pulp and paper products.

Processes of vertical integration were developed in the Forest, Pulp and Paper Industries in 1999-2000. The major pulp and paper mills were developing their systems of wood supply. For example, the Ilim Pulp Enterprise possessing about 30 logging enterprises is harvesting approximately 3 million cubic meters of pulpwood a year. Contribution of Russia to the global pulp and paper output has dropped from 5.2% to 1.1.% in the period from 1980 to 1997. However now the Russia’s share has increased up to 1.5%.

Problems of financial activities of the Russia’s Forestry enterprises have been the point at issue at four conferences organized by the Adam Smith Institute (Amsterdam, December 1996; Vienna, December 1997, December 1998, December 1999).

Within the frameworks of the UN Economic Commission for Europe, there is a special project for strengthening the financial base for trade and development of investment into Russia’s Forestry Complex (slide 15).

After the crisis of August 1998, pulp and paper mills have built up their volumes of production, solved the tasks of refusing imports and mastering of science-intensive product grades.

The general structure of production cost is approximately as follows:

(    about 25% of production cost falls on wood;

(    about 25% - on raw materials and chemicals;

(    about 20-25% - on heat and power;

(    5-10% - on wages;

(    10-15% - on depreciation.

The cost of 1 m3 of wood with due regard for transport varies depending on mill location in the range between US $ 10-12 and US $ 30.

The total number of people engaged in the pulp and paper industry amounted to 155 000. Before August 1998, an average pay in the pulp and paper industry ranged between Us $ 200 and US $ 250 a month, and late in 1998 it has dropped to less than US $ 100. Most of mills have drastically increased their profitability during 1999-2000; as to the industry as a whole, its level of profitability is higher than 40%.

Because Russia has turned to the global scale of prices in recent years, the problem of switching to resource- and power-saving technologies is of the greatest importance for the survival of Russian mills.

Forecasts for the future
Availability of great forest resources together with the high scientific and technological potential and the positive experience of a number of mills where investment programs have been realized allow to look forward not only to a rapid and unique revival of the Russia’s Pulp and Paper Industry but also to its further development if economic and political stability is achieved.

This is due to a number of reasons:

1. The Russia’s Pulp and Paper Industry is based on the largest wood resources. Rise in their utilization efficiency is not only the Russia’s target but also the worldwide as far as the global climate change prevention is concerned. 

2. The Russia’s Pulp and Paper Industry has essentially unlimited prospects for its growth in the context of the Kyoto Protocol implementation. According to the Protocol, a reference level of greenhouse gas emissions is proposed to be that of 1990. For the Russia’s Pulp and Paper Industry it was the time when it was in full operation even in the absence of any power-saving technologies. With an eye to a very high portion of plant fuel in the total power balance of pulp and paper mills, the pulp and paper production can be increased many times in Russia without any increase in the greenhouse gas emissions relative to their level of 1990.

3. The Russia’s proximity to promising markets (Chinese, West and East European) makes possible long-term exportation of Russian pulp and paper products.

4. The Russian Pulp and Paper Industry features a low level of recovered paper utilization. First of all, this is due to a low level of paper and paperboard consumption per capita. Pulp and paper product exports from Russia introduce high strength virgin cellulose fiber to global pulp and paper flows. This creates further prerequisites for increasing globally average figures of recovered paper utilization.

5. Despite the considerable growth in pulp and paper product output in 1999-2000 (by 20-30%), the use of production capacities is still far from full at the majority of mills. However, it is real for the majority of mills not only to begin working to capacity (the level of 1988-89) within the next two – three years but also to get increase in capacity by the factors of 1.5 – 2.

6. Reconstruction of the currently available mills requires lesser capital costs per a ton of products than construction of new mills. When pursuing the investment policy properly, a drastic growth in volume of production can be achieved in a short space of time. In 1999-2000 the investment projects directed to the structural reconstruction of production and improvement of product quality have been successfully completed at a number of mills. This is especially true for the A4 cut-size paper lines at the Svetogorsk and Syktyvkar mills. The realization of these projects resulted in the considerable structural change in products turned out by the Russian Pulp and Paper Industry.

In 1999 the Russian Association of Pulp and Paper Makers was established which does not incorporate for the moment certain major mills.

In spite of all the economic problems, Russian Universities continue to provide good training of specialists for the Pulp and Paper Industry. It is these Universities that can be expected to be the base for scientific support to investment programs.

Conclusion (slide 16)

Possessing a fourth of the world’s forest reserves, Russia uses only 20% of its allowable cut.

Roundwood prevails in the Russia’s timber exports; it is exported predominantly to Finland (~40%) and Sweden (`10%).

Revival of the Russia’s Pulp and Paper Industry was accompanied by reshaping of its structure of production. It became the export-oriented industry with increasing proportion of science-intensive products. 

Restructuring of the Forest Industry aimed at increasing proportion of high-quality sawnwood and other products of extended timber conversion in the Russia’s timber exports.

Development of biofuel utilisation is promising.

A number of workshops and meetings on forest certification, biofuel and logistics of timber cargoes has been held with the active support of UN ECE. These meetings laid a foundation for a number of investment projects. We are planning together with UN ECE and Russia’s leading research institutions to held next workshops on these problems in 2001.
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