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ABSTRACT
Nijnik, M., 2002. To sustainability in forestry: the Ukraine's case.

The general idea of the study is to address the current process of establishing new
economic relations in forestry-in-transition and assess opportunities for its sustainable
development. The scientific value of the thesis derives from the elaboration of
multidisciplinary knowledge and the enhancement of practical applicability in a
transitional economy of the concept of sustainable forestry development. Taking as an
example the forest sector of the Ukraine, the study draws on the state of affairs in
forestry that is developing under changing economic conditions, examining failures and
new incentives in economic and institutional reforms. The central objective of the study
is to determine the appropriate forest policies and economic incentives to improve
future output from Ukrainian forestry, while making the sector economically efficient,
socially acceptable and environmentally friendly.

The way of the forest sector towards sustainable development is explored by
analysing the following sustainability criteria: economics of forest use; forests'
contribution to soil protection and carbon sequestration; the institutional framework in
forestry and the necessity of its transformation in line with the requirements of the
transition economy. The major research questions are: how does the transition to a
market economy affect the Ukraine's forestry and what are the opportunities for its
sustainable development?

The study provides insights into sustainable forestry development at national and
regional levels. Given that the Ukraine is a sparsely wooded country and considering
the economic, social and environmental role of forests, the programme of afforestation
as a long-term strategy for sustainability is elaborated. The implementation of the
programme could enhance economic and soil protective forest functions. The study also
reveals how the expansion of forest cover in the Ukraine enables to moderate carbon
emissions and what forests' contribution to climate change mitigation could be.
Afforestation is seen as a key sustainable forest policy measure if the country receives
credits when trees are planted for carbon sequestration, since the currency obtained
from such a trade can be used for developing the forest sector, taking into account all
other criteria of sustainability.

The research incorporates knowledge from social sciences, forestry and
environmental sciences. It follows the semi-qualitative route and applies quantitative
models where they are available and relevant. The study employs regression analysis;
cluster and factor analysis; simulation and optimisation modelling; and cost-benefit
analysis. Special attention in the study is being given to the implementation mechanism
and to managerial aspects of the Ukrainian forestry's development towards
sustainability.

Keywords: forestry; sustainable development; economy-in-transition; the Ukraine;
institutions; multi-functional forest use; timber rotation; afforestation programme; soil
erosion; climate change; carbon sequestration; cost-benefit analysis; forest policy
measures and instruments.
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1. INTRODUCTION
1.1. Background
1.1.1. Concern of sustainability

Definitions and strategic directions of sustainability have emerged on the grounds of
continuous debates of various theoretical thoughts, starting from those of A. Smith, T.
Malthus, D. Ricardo, J. Mill and other economists of the 18" - early 19" centuries.
Economic growth in the second half of the 20" century meant an expansion in use of
natural resources. Their increasing consumption often justified privately in a rational
manner, appeared to be socially damaging - compromising the interests of present and
future generations (Folmer, 1993). Negative consequences of economic growth, such as
water and air pollution, loss of biological diversity, deforestation and soil erosion have
provoked environmental awareness among scientists and policy-makers.

The concept of "limits to growth" as it was presented in the book of the
Meadows' team and in the Report to the Club of Rome (1972) was an outcome of a deep
concern over environmental and resource problems that have become increasingly
international. The report further developed a Malthusian position that environmental
policies and the promotion of economic growth were incompatible objectives (Pearce
and Turner, 1990). The Meadows' team assumed that economic growth measured by
GNP implied a similar increase in consumption of resources. According to the
Meadows' model, the population and industrial capital would grow exponentially,
leading to a similar growth in demand for food and non-renewable resources. The
supply of food and non-renewable resources was considered absolutely finite. As a
result, exponential growth within finite limits was supposed to lead to a systematic
breakdown.

Managerial ideas of the theory of ecological modernisation (the Club of Rome)
were largely based on Kondrat’ev’s theory of industrial cycles. According to definitions
and strategic directions, these ideas come very close to the concept of sustainable
development for highly industrialised market economies. Their programme was based
on the ideas of a random economic development, on a harmony of limited state
administrative regulation with market relations and on technological progress. Its
implementation presumed the imposition of ecological limits on natural resource use.
Ekins (1993) identified the concept "limits to growth" with ecological limits to the
physical scale of economic activities, with limits to economic welfare to be derived
from growth of economic activities and also with social limits.

The Rome Club report and the UNEP documents of the early 1970s were
followed by the World Conservation Strategy (WCS). The WCS newly acknowledged
that the traditional concept of development to satisfy human material needs alone was
not sufficient (Robinson, 1993). From the point of view of the WCS, parks and natural
reserves, for instance, were not only wildlife habitats but also integral components in
national strategies of development. Acknowledgement of the interdependency of
conservation and development resulted in the term "sustainable development". The
WCS identified its three objectives: essential ecological processes and the biosphere's
life support system must be maintained; genetic diversity must be preserved; and any
use of species or ecosystems must be sustainable ([UCN/ENEP/WWF, 1991).

The World Commission on Environment and Development tagged the
Brundtland Commission, in its report Our Common Future (1987) emphasised a
perceived complementarity between growth and environment. It was the first official



commission to adopt the notion of sustainable development as a prerequisite for
continued societal existence. The Brundtland report calls for "a new era of economic
growth - growth that is forceful and at the same time socially and environmentally
sustainable" (WCED, 1987). Critical objectives for economic and environmental
policies compatible with sustainability were identified as: reviving economic growth;
changing the quality of growth; meeting essential basic needs; ensuring a sustainable
level of population; conserving and enhancing the resource base; reorienting technology
and managing risk; and merging environment and economics in decision-making.

In comparison to the WCS, which focused on the natural world and presumed
human dependency on the environment, the Brundtland report focused on
environmental problems associated with development. Therefore, economic aspects
were seen as crucial. The patterns of production and consumption in the industrialised
market economies were considered as major contributors to environmental degradation
and, on the other hand, the rights of developing countries and economies in transition to
continue their development were recognised. These two aspects predetermined
redistribution of the access to the planet’s limited environmental space, a necessity to
use this space efficiently and sustainably (Folmer, 1993).

The UN Conference on Environment and Development (1992) was the next step
in introducing policy changes towards sustainable development. An important
institutional innovation to control implementation of Agenda 21 was the newly
established Commission for Sustainable Development. New attempts to design policy
measures and instruments to promote its attainment have been undertaken. Among
important outputs of the conference there were the recognition of the polluter/user pays
principle, the necessity of internalising environmental costs, the precautionary approach
to environmental change and the use of economic incentives in environmental policy
implementation.

1.1.2. Forestry in context of sustainable development

Debates around sustainability in forestry also have a long history. Until recently, apart
from scientific debates dating back to the 19" century, the issue of sustainable forestry
was hardly given due attention on a policy level. At the First Ministerial Conference on
the Protection of Forests in Europe (Strasbourg, 1990), this topic was finally discussed.
Sustainable forestry was considered a balanced management of forests that takes into
account their role as a life supporting system and the role in meeting the human needs
of present and future generations for forests and their products, without threatening their
capacity for renewal. The IUCN, WWF and UNEP jointly published the first concrete
document not only on the principles but also on the possibilities of joint actions in the
environmental field. According to the Caring for the Earth report (1991), the principles
for sustainability include to "halt net deforestation, protect large areas of old forest and
maintain a permanent state of modified forest".

Internationally, the creation and maintenance of markets for products of
sustainably managed forests, together with the assistance to lower-income countries,
were identified as priority actions. On a national level, an accent was put on
inventorying and protecting of forests, with the involvement of local people in forest
policy and management (EPCEM, 1995). The actions to enhance sustainable forestry
include the expansion of planted forest area, proliferation of national capacities to
manage forests sustainably, the creation of a market for products from sustainably
managed forests and more efficient use of wood. The International Tropical Timber



Council (ITTC) of the International Tropical Timber Organisation (ITTO) defined
sustainable forest management and decided on a set of criteria for sustainable forestry
and on the examples of sustainability indicators.

By the time of the UNCED conference (Brazil, 1992), quite a few countries had
developed principles for sustainable forestry. The principles for sustainable forest
management were discussed at the Rio conference and an agreement was reached. The
debates resulted in a document that reflected the first global consensus towards the
problems with forests, namely the Statement of Principles of Forests. The statement
"forest resources and forest lands should be sustainably managed to meet social,
economic, ecological, cultural and spiritual human needs of present and future
generations" has become a guiding document, aiming to contribute to sustainable
development and management, and conservation of all types of forests. In the Ukraine,
forestry is based on principles, which are called "the principles of wise use of forest
resources and forest protection". This study addresses the forest sector of the Ukraine's
economy with the special focus on its sustainable development.

1.2.  Focus of the Study
1.2.1. Background to Ukrainian economy and its natural resources

The advance of forestry towards sustainability depends on the changes in the economy.
Ukrainian economy used to be highly concentrated, inefficiently specialised and
integrated with the former Soviet Union. Having had an impressive economic potential,
the Ukraine was focused on trade with Russia and East European countries, especially
in energy, metallurgy and agricultural products. The Ukraine supplied 20-25% of
Russia’s black metal, 30-40% iron pipes, etc., in return, it received from Russia such
important commodities as oil, gas and timber. Political and economic disintegration,
coupled with the abolition of administrative regulation between suppliers and
consumers have resulted in the elimination of existing economic relations and co-
operation between the enterprises, and have required general adjustment of planning and
management systems all over the economy.

In addition to economic disintegration, the country has experienced structural
changes, factory closures and high rates of unemployment. Among the reasons for this,
are the Ukraine’s intensive industrialisation in the past that has promoted a high share of
heavy industry in the structure of the national economy, and the development of
military production and investment projects at the expense of public services and
household consumption. I‘h follows that, while shrinking and transforming its huge
military-industrial complex-, the Ukraine had to expand production for the civil market,
seeking opportunities in commercial space technologies and in public services. It had to
extend job possibilities inside the country and enhance market competition. The country
also inherited from the previous system a long series of problems connected with
natural resource use and the enyironment. They include soil erosion on more than a
third of Ukrainian arable lands”, nuclear contamination after the Chernobyl nuclear

% This complex comprised 1300 factories, with the number of employees over 2 million people, or 20% of
the industrial labour force.

3 Annually, 4 million tons of fertile soil are washed out of the fields and average agricultural losses of
crops in the western areas of the country exceed 40% (Gensiruk, 1992).



accident on 8.4 million ha of arable lands, water and air pollution and exhaustible
exploitation of natural resources such as forests (National Academy of Sciences, 1999).

Due to all these problems, in the course of initial reforms during the period
1990-1995, the Ukraine's economy declined in real terms by more than 10% each year
(FAO, 1997). The country was confronted with macroeconomic instability with
inflation, hyperinflation and huge price shocks (World in Figures, 1995). Average
annual inflation in 1989-1992 was 137% and in 1992-1994 much higher (FAO, 1997).
The changes in values of selected available economic indicators describe the state of
affairs in the national economy when industrial and agricultural output, national income,
food production and living standards have been decreasing (Table 1.1). To avoid social
hardship and misery and to prevent political resistance, the Ukraine did not make radical
steps toward a market economy. Although private property was legalised in 1992,
freeing of prices and restructuring have been slow.

Table 1.1. Rates of Year-to-Year Changes in Values of Economic Indicators

Indicator, % 1989 1992 1995 1998 1999
GNP 2.4 -9.9 -12.2 -1.7 -0.4
Net fixed Investment 2.1 -36.9 -29.0 6.1 2.9
Gross agricultural production 5.0 -8.3 -3.6 9.8 -5.7
Industrial production 3.2 -6.4 -12.0 -1.0 4.3

Source: Rudenko et al (2000) and H. Boss (1993) estimates

The Plan of Action (1993) was intended to cut down the budget deficit
substantially and to encourage much faster privatisation (Business Ukraine, 1993). Over
its first phase, Ukrainian citizens had access to stock certificates with which they were
allowed to purchase shares in government-owned business being sold off to the private
sector. In late 1997, already 6,500 medium and large businesses had been privatised.
Over the second phase of privatisation, foreigners were allowed to take part in bidding
(Woronowycz, 1997). The country had started seeking foreign investment, especially in
its oil, gas and electricity sectors. It took steps to decrease dependence on import,
particularly of oil, but also of timber. In 1994 -1995, privatisation was intensified in
agriculture. Collective farms have been disassembled and private farms have been
emerging. The process of transformation, however, is not complete. There are problems
related to restructuring in rural areas, starting with the political opposition to the land
reform and ending with organised crime during the process of buying/selling of land
(Nijnik, 2001).

The steps that have been taken to stabilise the national economy brought positive
results (Table 1.1.). In 1996, the inflation rate fell to 40% and the decline in real GDP
slowed to 5% (US Energy Information Administration, 1997). The national monetarﬂ
policy and banking system have become based on the domestic currency, hryvna®,
which has enabled the State to implement its domestic policies, to integrate into
international financial institutions and to participate in international trade. In 1997, total
direct foreign investment reached 1.65 billion dollars, 19% coming from the USA, 10%
from Germany, 9.7% from the Netherlands and 7.9% from Great Britain (US Energy
Information Administration, 1997). The government worked out a policy to ensure
intensive promotion of agricultural products such as grain and sugar to foreign markets.
However, the overall situation has not changed significantly.

* Economic crisis in Russia in 1998 influenced the Ukraine’s economy and has devalued its currency by
more than 50%, despite support from the IMF.



The imposition of strict discipline in government spending and control over
widespread corruption are urgently needed in the Ukraine (Talbott, 1998). To bring the
national economy up to a current West European standard, it is necessary to retool the
industry, reduce energy consumption per unit of output, improve transport and
communication and retrain part of the labour force. These measures require tens of
billions of dollars for the next few decades. Such financial inputs are not available
(Handler and Steinher, 1992).

Nevertheless, the forecast for the future is quite optimistic (Carnegie
Endowment, 2001). The Ukraine is the biggest country by area in Europe, 603,700 km?
with the population of 50 million people (Encyclopaedic World Atlas, 1995). The
labour force includes 3.6 million specialists with university degrees, 16.5 million with
higher education and 5.2 million people with secondary education (State Committee for
Statistics, 1993). The country is rich in natural resources, including coal, natural gas,
iron ore, mercury, titanium, magnesium, uranium, kaolin, alumna, peat, salt and
graphite. It is the world’s leading depository and producer of magnesia, having 30% of
the world’s reserves, and has one of the most important deposits of iron ore in Europe.
It has remarkable endowments of potassium and the greatest European sulphur deposits.
The country used to be a large agricultural producer and exporter of sugar, oil, butteéI
meat, salt and grain. In late 1980s, it was the second iy the world in sugar production®.
Its share in world production of grains comprised 20% " and the country held the seventh
place in the world in production of wheat (State Committee for Statistics, 1991). The
Ukraine’s per capita output of main products used to be favourable in comparison with
other countries (Table 1.2).

Table 1. 2. Comparison of Per Capita Output of Main Products, 1990

Products Ukraine ~ Poland Hungary Italy France
Electric energy, KW hours 5701 3843 2795 3650 7431
Petroleum and liquid gas, Kg 105 4 186 78 57
Natural gas,m’ 595 142 581 302 59
Coal, Kg 2 661 6 590 1 894 24 239
Steel, Kg 1059 399 314 436 344
Tractors/1000 people 2.2 1.3 0.01 1.6 0.4
Paper, Kg 6.8 31 43 80 113
Sugar, Kg 100 45 48 28 65
Potatoes, Kg 373 908 123 42 107
Milk, Kg 471 423 274 200 513
Meat, Kg 86 73 161 63 112
Fish and seafood, Kg 22 17 1.6 10 15

Source: State Committee for Statistics: The Ukraine in Figures (1991)

Though in the course of transition during the 1990s, agricultural and industrial
production visibly declined, over recent years, the economic situation has slightly
improved. In 2000, the GDP increased by 6%, industrial output was up by 13% and the
agricultural sector experienced 7.6% growth. The general conclusion is that the Ukraine,
with its rich natural resources and well-educated labour force possesses a good setting
for the reforms and has the chance to achieve economic prosperity before long

> Sugar beet.

% The Ukraine's potential production of grain amounts to 75 million tonnes (National Academy of
Sciences 1999).



(Carnegie Endowment, 2001). The way towards sustainable development lies though
the market and in finding out paths in resource use that will allow for constant
consumption paths per capita.

1.2.2. Research problem and approach

Developments in a particular country, such as the Ukraine, might be sustainable even if
forestry declines because of lack of demand for its products and services or due to trade
between countries or regions. While regarding sustainable development of the economy
it might be rational to import timber and use more lands in rural areas for agricultural
purposes, sustainability in forestry, as a lower level in a hierarchy, applies a more
targeted approach. Defining sustainability in operational terms does not seem easy.
Goldin and Winters (1995) focus on the interrelationship between economic policy,
growth and environmental impacts with the link between sustainable resource use and
growth remaining the key factor. Equity issues both between and within generations
have been discussed extensively in Dasgupta and Heal (1979). The current study
employs the concept of weak sustainability, according to which a necessary level of
consumption can be guaranteed by holding the aggregate stock of capital constant and
allowing for substitutability between its main components.

Sustainable development of forestry is a function of natural, man-made, human
and social capital and the concept of sustainability incorporates economic, social and
environmental components. In the economy-in-transition, under conditions of market
imperfection, non-internalised externalities and weak institutions, these components of
sustainability are to be addressed as separate blocks. Concerning the use of natural
resources, the goal of sustained yield of timber and of maximum sustained yield was
considered a key aim in forestry for centuries. The investment and harvesting problem
was firstly solved by Faustman (1849), who has shown that an optimisation of the net
present value of all the revenue flows made it possible to calculate the optimal rotation
age. This model was extended later by adding to it a flow of non-timber benefits related
to the age of standing stock (Hartman, 1976) and by incorporating forest’s ability to
store carbon dioxide (Van Kooten, et. al, 1995). Howarth and Norgaard (1995) provide
a useful analytical framework for examining trade-off between forest use and
conservation in terms of intergenerational equity and economic efficiency.

The current research provides new insights into the concept of sustainability by
examining multi-disciplinary aspects for sustainable forestry development during the
period of transition from a planned to a market economy. The idea of this study is to
come up with an operational definition of sustainable forestry within the framework of
economic processes that are taking place in the Ukraine. It is equally important for
sustainability that economic, environmental and social interests and consequences of
forestry development are taken into account, with the shadow priced costs and benefits
to be employed in economic analysis of the activities performed in the sector.
Sustainable forestry requires optimal allocation of the resources in space and in time,
and in the Ukraine, where the markets do not function properly and the prevailing
institutions are inadequate, sustainable development requires policy changes towards a
market economy.

With this in mind, the criteria and indicators for sustainable development of
forestry are worked out. The analysis allows me to reveal that so far insufficient
attention has been paid in the Ukraine to such sustainability criteria, as economics of
forest use, forests' contribution to global carbon cycle, institutional framework in



forestry and the necessity of its transformation in the economy-in-transition. Given that
the above criteria require in-depth exploration, they are addressed in the subsequent
chapters of the thesis. Forestry is heavily dependent on natural capital that is the core of
its sustainability, so particular attention is given to sustained use of forest resources with
regard to timber production and indirect user value of forest, i.e. its soil protection role
and contribution to climate stability.

1.3.  Research Design and Content Overview

In Chapter 2, 1 describe the structure of forest and wood-processing sectors of the
Ukraine's national economy, the current state of forest resources, and the problems
facing policy-makers in the period of transition to a market economy. My purpose in
this chapter is to review the current state of forestry in the Ukraine and consider
possible future directions that, in turn, depend on forest policy and the economic
institutions.

In view of the foregoing problem analysis, in Chapter 3, I focus on sustainability
as applied to the Ukraine's forestry. I start with examining the existing definitions and
approaches towards sustainability. Then differing perceptions of sustainability in
forestry are identified. Finally, I add the criteria, indicators and policy measures and
instruments for sustainable development of the Ukraine's forest sector. In this chapter, |
estimate the equations of the stand growth related to the age of main tree species per
forestry zone of the Ukraine. Overall, officially accepted timber rotation ages in
commercial forests appear to be longer than simulated optimal rotations. This is
indicated by the results of the simulated maximum sustainable yield (MSY) rotation
ages for main tree species by zone and is confirmed by the estimates that incorporate
prices and costs in the models and account for time span between inputs in production
and timber output. Therefore, among the proposed sustainable forest policy measures
are optimisation of the ages of timber harvesting with respect to economic objectives
and employing a positive discount rate in economic calculations in forestry. I conclude
the chapter with managing sustainability in Ukrainian forestry. The following issues are
given special interest: How can the concept of sustainable forestry be realised under
changing economic conditions? What comprises a basic incentive mechanism of
managing forest in a transition economy? Which target groups and policy options are
generated? What perspectives and barriers for policy implementation can be envisaged?

A major obstacle to implementing sustainable forest policy decisions is the
combination of past exploitation of forest resources with the slow pace of the reforms.
The way towards sustainability, therefore, goes through changing institutions, and our
purpose in Chapter 4 is to address governance in the Ukraine's forestry by analysing the
institutions and investigating their impacts on economic and environmental
performance. The research questions of Chapter 4 are: How does the transition to a
market affect the forest institutions? What are the trends, impacts and remedies for
promoting sustainable forestry development? The attitudinal diversity of forest
managers on a market economy and sustainability in forestry is identified and explained
by using a Q-methodology approach™ The chapter draws on the state of affairs in
Ukrainian governance with failures and new incentives in economic and institutional
reforms.

7 Data analysis in Q-methodology involves the sequential application of three sets of statistical
procedures: correlation, factor analysis and computation of factor scores.



In view of the Ukraine as a sparsely wooded country and considering the
economic, social and environmental role of forests, in Chapter 5 I elaborate in de@th on
the programme of afforestation, as a long-term strategy for sustainability. The
proposition that the scale of erosion in the country depends on the share of wooded
lands in rural areas has been put to an empirical test in a regression analysis programme.
I examine the relation between the share of wooded lands and the intensity with which
soil erosion occurs. The results provide empirical evidence that the distribution of
erosion in the Ukraine depends on the share of forest cover and that the establishment of
forest plantations is a sound policy measure to prevent the expansion of erosion. The
evaluation of the role of forests in soil protection is deliberated as a complement to
initial assessment of the benefits from the expanded timber supply out of the projected
forest plantations. The chapter proceeds with the cost-benefit analysis of afforestation
and offers an LP model that is to serve as an initial basis for policy analysis. According
to our projections, the implementation of the proposed programme of tree-planting in
the Ukraine will enhance economic and protective forest functions. A brief discussion
on managerial perceptions of the creation of forest plantations and land-use changes in
rural areas concludes the chapter.

The concern of climate change attracts special attention to planting trees for
carbon sequestration. In Chapter 6, I investigate the ability of Ukrainian forests to
remove carbon dioxide from the atmosphere, to store it in the form of carbon in
terrestrial ecosystems and in this way to alleviate the greenhouse effect. The economics
of establishing forest plantations to deal with CO, emissions must be investigated as a
starting point for substantiating and submitting the afforestation programme for
consideration by the world community, raising the option of the Ukraine selling carbon
offset services. The programme of afforestation for carbon uptake is to become a key
sustainable forest policy measure for the country, if it receives credits for planting trees
on its land, because the currency obtained from such a trade can be used for developing
the forestry sector, taking into account all other criteria of its sustainability. Thus, the
chapter addresses the idea of planting trees for carbon sequestration as a means for
Ukrainian forestry to approach sustainable development.

The results reported in this study are integrated in Chapter 7. The major idea of
the chapter is that the way towards sustainability in Ukrainian forestry lies through the
development of markets, internalising the most important externalities and changing
institutions. Chapter 7 gives a comprehensive picture that for forestry to be sustainable,
it has to incorporate sustainable timber management based on investment analysis with
sustainable management of non-marketable forest goods and the intrinsic values of the
forest environment. The study is to contribute to managing sustainability in forestry of
the country where crucial economic changes are taking place.
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2. FOREST SECTOR IN THE UKRAINEEI

The economy of the Ukraine is in transition from a communist command-and-control to
a capitalist system. In this chapter, we describe the current state of its forest resources,
the structure of its forestry and wood-processing sectors, and the problems facing
policy-makers. While the forest sector should be, and still has the potential to become,
an engine for economic growth, the combination of past exploitation and the slow pace
of economic reform are major obstacles to implementing rational forest policies. Given
the right economic incentives and appropriate forest policies, it may still be possible for
the Ukraine to improve its future timber supply while enjoying environmental benefits
from its forests. However, this requires economic and institutional reforms beyond the
forest sector.

2.1. Introduction

Near the end of the first millennium forests covered nearly the entire territory of the
Ukraine, but they had been reduced to one-third by the end of the second millennium.
In this regard, the Ukrainian experience is no different than that of many other
countries. In particular, western Europe and North America (especially the North-
eastern and Great Lakes’ states of the USA) went through a period of rapid reduction of
forested area as a result of economic expansion, followed later by a return to forests as
agriculture became a less competitive land use. In the Ukraine, between 1814 and 1914,
forested area fell by 30.5%, primarily as a result of economic development during the
second half of the 19th century, and the species composition of forest stands worsened.
Timber harvesting increased its pace during the first half of the 20th century, and
Ukrainian forests continued to suffer from over-exploita&lon until the 1970s, mainly
because of the Ukraine’s command-and-control economy. The age structure, density
and stand productivity also declined sharply as a result, while floods and soil erosion
worsened.

Denudation of the Ukraine’s forestlands has come about as a result, first, of the
normal forces related to economic development and then of an economic system that
paid scant attention to environmental values. It was only in the 1970s that further
degradation was neither tolerated nor warranted, as there was no economic surplus left
to extract. At that point, the "environmental lobby" within the Academy of Sciences of
the Ukraine and the Ukrainian Ministry of Forests was able to pursue a programme of
rehabilitation, beginning with the setting aside of 10.8 percent of all forestlands and
lowered rates of harvest. However, with the demise of the Soviet empire in the late
1980s and independence in 1991, Ukraine’s economy has gone into a tailspin and
timber production will be needed as an engine of economic growth. Thus, there exist
within the government bureaucracy two camps influencing Ukrainian forest policy—the
environmental and the developmental. At the same time, there has been little change in
the economy’s underlying structure, with decisions affecting the entire forest sector,

? The chapter is written as a stand-alone paper "Forestry in the Ukraine: the Road Ahead?" (co-author
G. C. Van Kooten) and published in Forest Policy and Economics 1 (2000): 139-151.

1% After WWII, the heavily forested lands mainly of Galich Rus were returned to the Ukraine from Poland
and the former Austro-Hungarian Empire. These comprise some 15% of the total area of the country and
include the administrative regions of Lviv (25% forested in 1946), Ivano-Frankivsk (36%), Za-Carpathian
(48%), Chernivtsy (26%), Rivne (29%), Volyn (17%) and part of Ternopil (12%). As part of the Soviet
Union, forests in these areas were immediately subjected to heavy logging.
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from the forest through to the final processing stages, made centrally and affected by
rampant government corruption (see The Economist 1999; Shleifer and Vishny, 1998).

Our purpose in this chapter is to review the current state of forestry in the
Ukraine and consider possible future directions that, in turn, depend on forest policy and
the economic institutions that the country adopts. We begin in the next section by
examining the state of the forests, the tenure system, the balance between growth and
harvests, silvicultural investment, and potential timber supply. In section 3, we
investigate the state of the wood products processing sector and Ukrainian trade in
forest products. Environmental amenities of forests are the topic of section 4. Then, in
section 5, we discuss current forest policy and the road that future policy needs to take.
The conclusions ensue.

2.2. Forest Management
2.2.1. Forest resources

The forest area of the Ukraine amounts to 10.8 million hectares (ha), of which 9.4
million ha is currently wooded. The standing timber inventory is 1,736.0 million cubic
meters (m?), or some 161 m® per ha (185 m’ per ha of wooded area). Annual growth is
some 35 million m’, so the average mean annual increment (MAI) is 3.7 m’/ha.
Compared with some other European countries, the Ukraine is sparsely forested (15.6%
of its territory), with forests concentrated primarily in its western region. On average
there are 0.18 ha of wooded area and 21 m’® of timber per capita (State Committee of
Forestry, 2000).

Forest health and vitality have been negatively impacted by the Ukraine’s poor
overall environmental situation. The Chernobyl nuclear accident affected 2.3 million ha
of forest, with about 0.2 million ha being highly contaminated. Forests are also
impacted by air pollution in areas around large chemical enterprises and coal-fired
power stations. Locally, forests suffer from inappropriate management. As a result, the
forest sector has been seriously weakened with regard to the commercial and
environmental demands placed on it.

All forests belong to the State, but are divided among various stockholders.
Nearly 66% of the forestland (7.1 million ha) is under the direct and permanent
management of the State Ministry (Committee) of Forests; this area of forest is referred
to as the State Forest Fund. The Ministry of Agriculture controls about 29% of forests
and the Ministry of Defence 2%, with the remainder controlled by some 50 public
agencies, including municipalities and educational institutions.

The Forest Fund’s forestland is divided into protected forests managed for
environmental needs and commercial forests. Protected forests (3.41 million ha)
comprise green areas around towns and industrial centres (37.6%), protective zones
along rivers and around lakes (11.4%), forests to protect fields and prevent soil erosion
(30.4%), shelter zones along railways and around airports (6.9%), recreation areas and
health resorts (7.8%), and State forest reserves (5.9%). These forests have the most
restrictions affecting their use, and the share of protected forests has risen considerably
during the last 30 years, indicating a shift in favour of the environment.

Commercial forests comprise 3.69 million ha (52% of the Forest Fund), and are
used to satisfy commercial demands for timber. Harvests are regulated so as not to
exceed growth (Figure 2.1.)
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Figure 2.1. Annual Harvests versus MAI

30 T
25+
20 +

15 +

mil.m3

10 +

5,,

0 f f f f f f f f |
1945-50 1951-55 1956-60 1961-65 1966-70 1971-75 1976-80 1981-85 1986-90 1991-96

Time Period

The total area of Forest Fund lands comprises wooded and unwooded area
(Table 2.1.). Both the extent of the Forest Fund lands and forested area are increasing,
the latter mainly because of reforestation of denuded forests and of eroded and sandy
lands. According to estimates by the National Academy of Sciences (Gensiruk, 1992),
average wooded area should increase by a further 25%, primarily by planting trees on
lands currently not forested (these lands were likely forested in the past). Such a
programme is justified on environmental grounds, including that trees sequester and
store carbon.

Table 2.1. Forest Fund Lands, by Type (thousands ha)

Forested areca Area not forested
Total covered by unclosed recently roads & swamps, sand
Year arca forests stands denuded canals & ravines
1951 62744 4854.9 723.1 - 369.4 327.0
1956 6088.3 4960.3 251.9 287.2 259.6 329.3
1961 6882.0 5043.1 523.0 288.4 571.7 449.8
1966  7060.3 5387.3 599.9 190.2 503.4 379.5
1975 6884.0 5810.1 278.9 140.0 332.3 322.7
1993  7104.8 61514 194.6 102.6 323.6 313.9
1996 7114.9 6186.1 n.a. n.a. n.a. n.a.

Source: Ministry of Forestry of the Ukraine (1993) and State Committee of Forestry
(1998).

There are some 25 indigenous tree species in the Ukraine. Deciduous species
include oak (Quercus robur) and beech (Fagus sylvatica), as the most common and
valuable, as well as birch (Betula pendula), alder (Alnus glutinosa), aspen (Populus
tremula) and other species. Pine (Pinus sylvestis) and fir (Abies lasiocarpa) are the
most common coniferous species. Today both coniferous (softwood) and some
deciduous (hardwood) species are used in the pulp and paper industry. The species
composition of forests has improved towards valuable species, such as birch and alder,
and fast growing ones (e.g., poplar), instead of less valuable ones such hornbeam
(Carpinus betulus) that are hardly used for commercial purposes. There are also species
valuable for furniture, such as maple, cherry and pear trees.

The average age of trees in the Forest Fund is 36 years, with young stands (of up
to 20 years) accounting for 55.3% of area (Table 2.2). Excessive harvesting in the post-
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war period is a major reason why the age distribution of stands is skewed towards the
lower ages (see Table 2.2). Forest management now focuses on this problem, since the
adverse distribution of stand ages could result in a fall-down in harvests in the near
future, with potentially undesirable consequences for the economy.

Table 2.2. Age Structure of Forests by Species, Forest Fund (thousands ha)*

Predominant young middle age ripening mature and  Total wooded
species stands overmature area by species
Pine 1282 695 215 49 2241
spruce 305 152 72 41 570
oak 680 797 132 101 1710
beech 177 213 62 101 553
others 249 526 178 124 1077
Total 2693 2383 659 416 6151

a . . . .
Age classification varies across species.

Source: Gensiruk and Nizhnik (1995).

Because the age structure is so young and growing conditions are good,
Ukrainian forests are highly productive. Average MAI in the Carpathian forest is some
4.6 m’/ha. Trends in MAI and standing volume for fully stocked commercial
forestlands are generally increasing (Table 1 of the Appendix 2.1). However, there
remain opportunities to further increase forest productivity through enhanced
silviculture, including fertilising.

2.2.2. Commercial timber production

Timber harvesting differs by forest zones, growing conditions, the state of the forest and
the "purpose" of forest stands. In commercial stands of the Forest Fund, harvest
consists mainly of clear felling, although commercial thinning has become an
increasingly important source of timber, particularly as the availability of mature sites
has declined due to over-exploitation (see Table 2.2). Together clear felling and
commercial thinning account for 84% of logging output. Reforestation after a principal
cut is mandated, although law and practice often differ (Gensiruk and Nizhnik, 1995).

Thinning occurs in both commercial and protected forests, and depends on the
age of stands, their condition and species composition. Commercial thinning is carried
out several decades before the stand is clear-cut. Pre-commercial thinning and other
stand improvements are meant to increase the health of forests and their productivity;
they account for nearly 20% of the total volume of harvest (Table 2.3). Thinnings in
protected forests account for between 5 and 10 percent of total harvest.

Table 2.3. Share of Harvest by Felling Type, 1956-1995 (%)
1956 1966 1976 1986 1990

Item 1960 1970 1980 1990 1996
Clear felling in commercial forest 72.7 47.7 38.4 39.9 43.0°
Thinning in protected forest 7.3 8.2 53 6.6
Commercial thinning 10.5 21.1 35.1 353 57.0°
Other” 9.5 23.0 21.2 18.2

* Includes pre-commercial thinning, thinnings to improve forest health, and harvests of
forestland that is diseased, burned or damaged by windthrows.

® Sum of clear felling in commercial forests and thinning in protected forests.

¢ Sum of commercial thinning and other.

Source: State Committee of Forestry (1998).
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Between 1945 and 1960, harvests exceeded MAI by 2-2.5 m® per ha in many
areas as forests were overexploited to help the economy achieve its various five-year
plans (Figure 1 of the Appendix 2.2). However, harvesting has changed over the last
thirty years. As mature forests were overexploited, the Ukraine had to rely increasingly
on thinnings of immature stands in order to maintain log output. Annual average
harvests from clear felling and from thinning in protected forests decreased by more than
50% (from 11.52 million m’ to 5.85 million m’) between 1956-1960 and 1971-1975
(Table 2.3), mainly because the ability to obtain timber from these sources declined.
Meanwhile, the volume of commercial timber from commercial, pre-commﬁcial and
other thinnings increased by more than fivefold (from 1.51 to 7.75 million m®).

The uneven distribution of logging activity over the territory of the Ukraine has
further threatened forest sustainability. In 1956-1960, timber harvesting was especially
intensive in the Carpathians, where fellings exceeded MAI by almost 2 times. This
intensified erosion, decreased endurance of spruce stands and contributed to more
frequent flooding and windthrows in the mountains. In the next several decades,
logging activity in the Carpathians will be reduced, primarily because of a lack of
adequate timber, although illegal harvesting continues.

2.2.3. Planning and control

In the past, a number of general economic indicators were used to establish the annual
plan of a forestry enterprise (the company responsible for logging and forest
management). The Ministry of Forestry (or the Ministry of Forest-Processing Industry
in the Carpathians) co-ordinated plans of logging companies, generalised them into
aggregate figures and, after adjustments by the State Planning Committee and their
verification by the Supreme Council, submitted them downwards to the logging firms.
The central planner exercised overall control. The centre also controlled timber
procurement.

As an engine of industrial development from 1945 into the 1960s, this policy
accelerated the decline of forest resources, beginning in areas where forest resources
were plentiful and easy to access, such as the western Ukraine. For the timber
enterprise, the main incentives came from the Material Incentives Fund, which
rewarded managers based on their ability to achieve stated output and delivery targets at
the end of each year. This quantity-driven incentive scheme (see Kornai, 1980) resulted
in inadequate attention on the qualitative characteristics of logs. Further, any net
earnings from a forestry enterprise accrued to the State. The Sate controlled both cash
flows and material/labour inputs and outputs.

Because any excess earnings accrued to the State, managers were unconcerned
about costs and innovations that reduced costs and promoted more effective and
efficient forest resource use. Risk taking was not rewarded and management was
judged only on its ability to fulfill annual production targets. Because the timber
resource itself was undervalued, the easiest means to achieve output objectives, at least
in the short run of seﬁral decades, was to overexploit the most easily available and
valuable forest stocks.™ Essentially fibre input substituted for other inputs.

"' See Gensiruk and Nizhnik (1995) for additional details concerning data.

"2 See also Shleifer and Vishny (1998) for a discussion of perverse incentives and corruption in the former
Soviet Union. The Ukraine has not moved away from such as system in any significant way (see The
Economist 1999a, ¢). We discuss this in the case of the forest sector in sections 3 and 4 below.
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2.2.4. Silvicultural investment

Managers of logging firms in the Ukraine have no incentive to invest in silviculture, so
it needs to be mandated. According to the National Academy of Sciences (1990), total
silvicultural expenditures should increase by 40% by 2010, the average annual value of
standing forests should rise by 43%, and the structure of forest stands has to be
improved. For example, in 1990 some 40,000 ha of forestland was fertilised, but the
Academy felt this had to be doubled by 2010. It also felt that forestry enterprises should
satisfy more completely their requirements for energy, herbicides, fertilisers and other
material inputs out of earnings. That is, silvicultural investment needed to be treated as
a cost of production that had to be covered from "sales" of timber to the processing
sector. Only then would it be possible to increase the productivity of forest stands. The
Academy’s view does not accord with standard investment theory. If forestry is to be
competitive with other land-use activities, such as agriculture, silviculture needs to earn
a future return (which might include recreation and other non-timber amenities) that
exceeds the cost of the investment, and should not be considered a cost of current
production.

According to Academy projections, forest replanting needed to become 90%
mechanised and felling operations 70-95% mechanised by 2010. This would require a
33% increase in capital investment in forest operations between 1986-1990 and 2005-
2010, and a reduction in labour inputs by 6%. In its projections, the Academy expected
timber output to rise by 4.5% as a result of technological progress and more efficient
use of wood (i.e., less waste). The projections by the National Academy of Sciences
can only be considered optimistic, especially since there already exists a gap between
forestry policy and practice.

2.3. Wood-processing and Trade

In 1997, the Ukrainian forest sector (forestry and wood-processing together) accounted
for 2% of GDP, 2.2% of industrial output, and 5.0% of the industrial labour force. Like
the forest (logging and management) enterprises, wood-processing firms are owned by
the State, although these are slowly to be privatised. One step in this direction has
already been taken. Until 1996, the two sectors operated together under the Ministry of
Forests, but they were separated in an attempt to increase efficiency in both sectors.

2.3.1. Wood-processing sector

Wood-processing is divided into three types of enterprises: pulp and paper, wood-
processing, and paper and cardboard manufacturing. The main products are sawnwood,
building components, wood-based panels, wooden boxes, plywood and furniture.
Building construction and maintenance accounts for 67% of domestic consumption of
wood products, followed by industrial needs (20%) and fuel (10%). Further, there has
been a slight increase in the share of wood used for consumer goods (Andrusyshin,
1994).

Statistical data for the Ukraine is difficult to obtain because the country became
independent only in 1991. Some data are available from Ukrainian sources. Data from
the Food and Agricultural Organization (FAO) of the United Nations are also available
and, while also based on Ukrainian sources, are at least consistent in international terms.
With respect to international trade flows, the FAO (1999) data are consistent with trade
flows reported by other countries.
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Production data of Ukrainian origin provide a picture of change in the output of
major wood products from 1970 to the present (Table 2.4).

Table 2.4. Production of Main Wood Products, 1970-1997

Production 1970 1980 1990 1997
Sawnwood (million m) 10.4 7.1 3.8 2.1
Plywood (‘000s m’) 195.4 173.3 162.2 28.8
Chipboard (‘000s m”) 345.0 860.8 1171.0 202.3
Fibre board (million m®) 4.5 26.1 35.6 14.0
Wood pulp (Mt) 131.2 105.1 54.7 8.5
Paper (Mt) 187.4 209.0 369.2 86.6
Cardboard (Mt) 326.0 347.5 542.8 177.0

Source: Academy of Sciences (1990 and 1998)

These indicate that there has been a significant reduction in output of all
products since 1990. Prior to that, there had been increases in the output of wood-based
panels (particularly fibre board) and paper and cardboard; sawnwood and plywood both
declined significantly in the two decades prior to independence. The FAO data are
presented in Table 2 of the Appendix 2.1. These indicate some discrepancies from
those in Table 2.4, particularly with regards to wood pulp output. The data in Table 2
of the Appendix also include roundwood production: some 8.2 million m® of industrial
roundwood are produced annually, of which 4.4 million m® are softwood logs.

The change towards greater output of various types of wood-based panels and
paper-cardboard production since the 1960s is indicative of increased commercial
processing of lower-grade fibre, by-products and hardwood species. This corresponds
with a shift in reliance of harvests from mature to immature stands, the latter via
thinnings. The focus on lower-grade fibre has also offset the declining timber harvests
of the 1970s and beyond.

Since the early 1990s, the situation within the forest sector worsened. Financial
instability, inefficient and inadequate tax collection, budget deficits, insecure economic
relations, and corruption within government led to a decline in the economy that
impacted the forest sector. Further, as traditional trading within the Soviet bloc has
come to an end and with it greater reliance on world prices, the wood products’ sector is
confronted with wood costs that are too high in light of the sector’s inefficiency. High
material and energy inputs due to out-of-date technology have resulted not only in
relatively high prices, but also low quality products that are difficult to sell domestically
and internationally (see subsection on trade). As a result, between 1990 and 1997,
overall output fell by 250% and employment by 160%, as did labour productivity. The
output of sawnwood declined by 45%, chipboard by 83%, fibre board by 61%, wood
pulp by 74%, and furniture production by 78%.

The Ukraine produces annually about 7.5 million m® of wood wastes, with about
one-third resulting from logging and two-thirds from wood-processing. Only 30% of
logs are converted to wood products, with the remainder constituting smaller pieces of
wood (40%), sawdust (20%) and chips (10%). Some one-half of what is not converted
to wood products is used to make wood pulp (small pieces and chips) and fibre board
(chips and sawdust), with the remainder used as fuel wood, primarily by households.
Half a million cubic meters of wood are simply lost, and this wastage has been
increasing during the last decade.

The Ukraine produces half as much chipboard per thousand m® of timber as
Finland, one-sixth as much fibre board as Sweden, one-eighth as much plywood as
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Italy, one-tenth the cellulose of Austria, and one-twentieth as much paper and cardboard
as Germany (Bondar, 1982). More than 25% of wood is lost due to poorly developed
systems for protecting wood during storage from biological and physical agents of
deterioration. Additional fibre is lost due to a failure to collect properly wood residue
and waste, and out-of-date wood-processing technology and technique. All of this is a
consequence of an economic system that provides inadequate incentives for innovation
and quality improvements, and lack of access to capital markets. Thus, wood-
processing enterprises experience difficulties in obtaining machinery (Table 2.5), but
they also have no incentives to produce high-quality outputs (see Ahlander, 1993;
Shleifer and Vishny, 1998).

Table 2.5. Number and Age of Machinery in Wood-processing
Operative using time

less 5 59 10-19  over 20 years

Machinery Number  years years years
Woodworking: 78612 14830 20331 23219 20232
-rotary saws 16719 3119 4403 4907 4290
-band and scroll saws 2873 295 542 754 1282
-frame saws 2888 603 846 845 594
Paper making machines 51 2 1 9 39
Cardboard-making 17 1 2 1 13

Source: Andrusyshin (1994)

The problem is particularly acute in wood products as, in a command-and-
control system that emphasises advanced industrial output, the forest sector is hardly a
high priority for being allocated machinery since wood fibre can easily be substituted
for capital. As a result, sawmill equipment that has been in use for more than 20 years
comprises about 30% of the total, while machinery in the pulp and paper industry in
85% of cases exceeds the norm (Table 2.5). Things only became worse as a result of
the general decline of the economy after independence.

Until 1991, prices of wood products were fixed at an artificially low level.
Since then, prices have been dictated by the market, but, along with devaluation of the
currency (Ukrainian karbovanets or Krb, also known as the Aryvna), this has created
high inflation and uncertainty (Table 3 of the Appendix 2.1). The uncertainty has
created additional problems for the sector.

2.3.2. Forest products’ trade

Before independence, 38 million m’ of timber were consumed annually, with about 15
million m® (about 40%) coming from domestic forests and the remainder (23 million
m’) from Russia. As a result of the economic crisis, domestic timber demand has fallen
to 9.3 million m’, while domestic roundwood supply has fallen to 10.1 million m* (FAO
1999). Some 10% of this difference has recently been exported at prices well below the
international level (mainly due to barter trade), while processing enterprises lack
sufficient financial resources to function properly.

Exports of forest products are regulated by quotas and export duties, which are
set by the Government, while barter remains a prevalent means of exchange, leading to
the possibility that products are sold at below international market prices. Future access
to western markets could be limited by timber certification that requires the Ukraine to
satisfy certain sustainable forestry management criteria.

18



Although Ukraine’s harvest levels are below what is biologically feasible (see
Figure 2.1), wood product imports exceeded exports by more than US$150 million in
1998 (Figures 1 and 2 of the Appendix 2.2). Paper and paperboard constitute the largest
component of both imports and exports, but the quality of imported products exceeds
that of exported ones. The same is true of sawnwood and panels. Further, industrial
roundwood constitutes a large component of exports, but is insignificant as an import
item. The Ukraine also imports wood pulp. The overall picture that emerges from trade
data supports the earlier observation that the Ukraine is producing low-quality wood
products for export, while importing higher quality ones. A major destination of
exports is Germany, while Russia is a source of imports. Further, the Ukraine is
running a current account deficit in an area where, if appropriate policies were enacted,
it could run a surplus.

2.4. Non-timber Benefits of Forests

The Ukraine’s forests are also a source of non-timber forest products, such as
mushrooms, berries and greenery, as well as providing use (recreational) and non-use
(environmental) benefits. Each of these must be considered in the development of
appropriate forest policy.

2.4.1.Recreation

It is estimated that some 25 million people annually take part in out-door recreational
activities in the Ukraine’s forests. Forests that are valuable for recreation are classified
into 265 recreation zones covering 1.3 million hectares. Natural parks such as the
Carpathian and Shatsk are popular recreational destinations. The Carpathians were
assessed as a recreational region of international significance. The main benefits of
forest-based recreation are related to health, as evidenced by the many health resorts.
However, forest recreation and access are generally free, and this has threatened local
forest ecosystems.

2.4.2. Forest policy and the environment

Forests are also important because of their environmental amenities. Pollution
absorption, watershed and soil protection functions of forests are key factors of
ecological stability. Forests remove carbon dioxide from the atmosphere and act as a
carbon sink, thus mitigating climate change, and they provide scenic and biodiversity
benefits to society.

The Ukraine’s main forestry policy document, the Forest Code (1994), identifies
the soil-protecting, water-conserving, air-cleansing and health-giving functions of
forests as being more important than commercial timber exploitation. The Forest Code
lays out the main objectives of forest management as (Samoplavsky, 1997):

« to increase the area covered by forest in every biogeographical zone of the country;

« to conserve the biodiversity of forest ecosystems;

« to increase forest ecosystems’ resistance to negative environmental factors, climate
change and anthropogenic disturbance;

« to ration use of forests in order to satisfy timber and wood product demands; and

« to expand forest cultivation in the Steppe.

These objectives are also contained in various environmental policy documents.

The above objectives are a wish list for the environmental lobby within the
Ukrainian bureaucracy and cannot realistically be used to guide forest management
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without greater knowledge about production possibilities and the trade-offs to be
permitted among the various uses of the forest. For example, what does it mean to
ration use of forests to meet fibre demands? Does this mean more or less harvesting of
timber? Does it mean that more will be spent on silviculture and tree-planting in order
to meet this objective? Does it mean that the environment will be sacrificed and, if not,
how will the forest be managed for multiple use? Clearly, one needs to know the
underlying goals and to provide signals to forest managers as to how various objectives
are to be met. The best signals in this regard are prices because the state is unlikely to
know the trade-offs and production possibilities in advance.

As a result of the 1992 Convention on Biological Diversity, particular attention
in the Ukraine is paid to the nature protection. The natural flora of the country includes
almost 30,000 species, of which 5,000 are higher ones. About 600 species of plants are
rare and endangered (Hardashuk and Nizhnik, 1995). To improve the situation, about
1.4 million ha of protected area of national significance were created, with strictly
protected areas comprising 30%. These include biosphere and natural reserves and
parks. Today, 10.8% of forests are reserved, but this comprises only 2% of the territory
of the country. The immediate objective is to increase protected area to 5%, with all of
the Ukraine’s biogeographical zones to be represented.

There exist over 2 million ha of marginal agricultural land, wasteland, areas
along rivers and canals, and other lands that can be planted with trees. The National
Academy of Sciences estimates that, by planting these areas, there will be
environmental benefits (including carbon uptake) and an increase in timber availability
by 25-30%. Much agricultural land has been degraded as a result of years of state
control. Planting trees on this land is one of the most reliable protection measures
against erosion and further land degradation. Finally, forest regeneration is another
principal means by which the Ukraine hopes to attain sustainable forestry.

The Ukraine is also developing international co-operation in both forest
protection and afforestation as a means to mitigate global climate change.

2.5. Forest Policy in the Ukraine: The Road Ahead?

The Ukraine is a country in transition from a Communist, command-and-control
economy to a market economy, but the transition is extremely slow and even seems to
have stalled (The Economist, 1999a). State-owned firms still dominate and the heavy
hand of regulation remains. This is particularly the case in the forest sector, where both
forest enterprises and wood-processing companies are state owned. The sector is
extremely inefficient and things are not about to change until the entire economic and
political system is revamped.

There are 260 enterprises involved in the management and harvest of
forestlands, while there are nearly 12,500 sawmills and more than 700 more specialised
wood-processing enterprises (including pulp and paper mills). Opportunities to achieve
economies of size are lacking, both in supplying timber and in wood-processing. The
government has placed responsibility for these two sub-sectors in separate ministries in
an attempt to improve productivity and inject market forces, and slowly permit
privatisation of wood-processing companies. However, the government is unwilling
seriously to privatise the sector because this would lead to large-scale restructuring that
would result in the loss of thousands of jobs. The environmental lobby (particularly
within the National Academy of Sciences) also opposes outright privatisation of the
forest-level enterprises because it fears this would result in neglect of the environment.
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While loss of jobs is inevitable, fear that the environmental programme described in the
preceding section will be scuttled is unfounded.

The state of Ukraine’s forests worsened under communism because natural
resources, here agricultural and forest resources, remained undervalued. In order to
meet output targets under communism, managers of state farms and forest and wood-
processing enterprises substituted the undervalued natural resources (soil and wood
fibre) for other, harder-to-obtain inputs. Thus, forests were degraded and/or converted
to agriculture, while agricultural soils were depleted. If enterprises in the primary
sectors are privatised, and land and other markets are allowed to operate without
interference so that owners can collect the economic rents, then natural resources will
become more valuable to users and the substitution of natural resources (fibre) for other
inputs (capital) will become dearer.™ As a result, much land that is currently in
agriculture will revert to forest, because forestry will be more competitive as a land use
than agriculture (van Kooten and Folmer, 1997). Empirical evidence supporting this
contention is the existence of nearly 2 million ha of abandoned land in the Ukraine, land
that had been used in a wasteful manner and is now no longer capable of producing
adequate returns to agriculture. It lies unused because there exist no property rights that
would protect individuals from investing in its improvement (e.g., by planting trees).
Under a free market, economic theory would predict a partial afforestation of marginal
agricultural land in the Ukraine, a process that could be aided by the sale of carbon
credits.

A second factor that will prevent degradation of forest ecosystems is forest
certification. If the Ukraine is to continue exporting wood products into Germany and
other developed countries, it will in the future have to guarantee that such products
come from forests that are sustainably managed. Certification will involve inspection
by international agents who are less likely to be affected by the desires of local
politicians.

Finally, as the economy improves as a result of a successful transition to a
market economy, there will be greater demand for the non-timber outputs and amenities
provided by forest ecosystems. There will be increased demand for forest recreation, as
well as the environmental services of forests, such as provision of biodiversity. Supply
of some non-timber outputs/amenities is complementary with normal commercial forest
operations, or at least is not negatively impacted by them. Some others can easily be
provided by modifying forest management slightly, and it is only necessary to provide
the needed incentives (e.g., allow forestland owners to collect hunting and other
recreation fees), or are addressed as part of forest certification. Nonetheless, there will
remain some environmental benefits that can only be provided by setting aside certain
forest ecosystems, and doing so is a legitimate role for government. Decisions
concerning protected areas should be made as part of a political process and, once made,
should be modified as little as possible to avoid both uncertainty for the forest industry
and/or the eventual demise of protected forests (Sinclair, 2000). Extant Ukrainian
economic and political institutions cannot guarantee that encroachment of protected
areas will not occur.

The situation within the forest sector—inadequate investment in forest
resources, illegal harvesting and sale of timber, waste, out-dated equipment, and so

"> If privatised firms continue to be regulated so that they provide what the politician desires, then
inefficiencies are likely to continue, as has been demonstrated by Shleifer and Vishny (1998, pp.151-81).
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on—is not unlike that elsewhere in the economy. While it is possible, in principle, to
design appropriate forest policies for addressing the problems in the sector, it is
impossible to do so until the larger, national economic problem is addressed. Only then
will it be possible to balance the demands of forest protection against those of
development.

2.6. Conclusions

The Ukraine is a country in transition from a Communist command-and-control to a
market-democratic economy. Essential components of this transition include price
liberalisation, stabilisation and privatisation. If the forest sector is an example of how
the rest of the economy has handled this transition, it must be considered a failure. Log
markets do not exist as timber is sold to wood processors at prices set by the State.
Inflation is rampant as indicated by a comparison average US dollar and domestic
currency prices for four forest products from 1990 to 1994 (Table 3 of the Appendix
2.1), although inflation has abated significantly since then. Finally, there is no intention
to privatise forest enterprises and there has been little privatisation of wood-processing
firms.

In addition to these three steps, "an essential part of the transition to capitalism is
the transition of government" (Shleifer and Vishny, 1998, p.229). This includes
replacing obsolete human capital—local and national politicians and managers of state
firms (p.246). Otherwise, the politicisation of the economy and continued predatory
role of the state will continue, resulting in inefficiency and (perhaps illegal) exploitation
of natural resources, particularly forest resources.

There remains but one conclusion: forest policies to bring about sustainable
forest management, and a competitive wood-processing sector cannot be implemented
until the economic transition to capitalism is complete.
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Appendix 2.1.

Table 1. Mean Annual Increment and Standing Inventory by Species, Forest
Fund’s Commercial Forest (m*/ha)
Year Meanannual  Average stock of stands

increment average  coniferous  oak & beech  Other hardwoods
1956  2.98 123 142 116 73
1966 3.22 120 137 115 73
1976 3.72 139 155 134 92
1993  3.96 170 196 155 120
1996 4.00 185 n.a. n.a. n.a.

Source: Gensiruk and Nizhnik (1995) and State Committee of Forestry (1998).

Table 2. Annual Production of Forest Products, Ukraine, 1997-1998

Item Production
Woodpulp (Mt) 35,000
- Mechanical wood pulp 10,000
Paper & Paperboard (Mt) 261,000
- Newsprint 8,000
- Printing & writing paper 29,000
Industrial Roundwood (m?) 8,242,000
of which softwood 4,371,000
- Sawlogs & veneer logs 6,208,000
of which softwood 3,250,000
Chips & Particles (m?) 930,000
Fuelwood (m’) 905,000
Wood-based Panels (m’) 275,000

Source: FAO (1999)

Table 3. Average Prices of Selected Forest Products

Products Units 1990 1992 1993 1994
Roundwood krb/m’ 30.0 1430.0 9380.0 420000.0
US$/m’ 53.6 37.9 9.9 70.4
Sawnwood krb/m’ 60.0 3270.0  21200.0 1225000.0
US$/m’ 107.1 86.7 224 205.2
Particle board krb/m? 1.5 70.0 240.0 16400.0
US$/m’ 2.7 1.86 0.25 2.74
Packaging krb/m’ 100.0 4500.0  27490.0 1386000.0
US$/m’ 178.6 119.3 29.0 232.2

Source: Andrusyshin (1994)
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Appendix 2.2.
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25



3. SUSTAINABILITY IN UKRAINIAN FORESTRY“‘l
3.1. Introduction

Sustainability in forestry is defined to include economic, social and ecological
components. Economic sustainability, which receives most attention here, addresses the
Ukraine's forest economy where, with the emergence of market relations in timber
production and trade, the investment analysis is becoming an important element in
decision-making. The social component of sustainability largely concerns institutions
and organisations discussed in a separate chapter. Ecological sustainability relates to
the resilience of the ecological system, its integrity and its ability to maintain a
continuous stream of ecological services. An important task is to balance economic
criteria of sustainability with social and environmental considerations. This is to be
solved under conditions of proper institutions and a well-functioning market, when the
most important externalities in the forestry sector are internalised.

The principle for sustainable development presumes the ability of human society to live
within the limits of the Earth (WCED, 1987). Despite the variety of ideas on
sustainability, the concept mainly focuses on non-declining over time consumption or
human well-being per capita (Pearce and Turner, 1990). It contains at least one of the
following components: condemnation of rapid population growth and awareness about
the potential to maintain economic growth in the face of resource scarcity; apprehension
about the welfare of future generations; and concern with the long-term health of the
environment (Van Kooten and Bulte, 2000). Today, the majority of scientists are
optimistic about the future prospects of economic development with "Ricardian
scarcity" being offset by technology and compensatory market processes. Moreover, in
contrast to the idea of the ‘limits to growth’ (Meadows et al., 1972) and in support of
the optimistic point of view on economic development, the concept of Environmental
Kuznets Curve (EKC) has been put on the agenda (Grossman, 1995). The EKC idea is
that environmental damage first increases with income, but after a certain point it
declines. This does not mean that we should not be concerned about the future
development. Deep concern about sustainability remains and is caused by three key
aspects. The first aspect is an economic one. The second ethical aspect presumes moral
obligations for the present generation regarding future ones. The third argument comes
from an ecological point of view that it is intrinsically undesirable to threaten critical
capital that comprises non-substitutable natural resources, e.g. biodiversity (Perman et
al., 1996).

In this chapter, I examine theoretical aspects of sustainability in forestry, which
is developing in specific political and economic conditions of transition from a
command-and-control to a market economy, from an authoritarian to a democratic
society. The purpose of this chapter is to deliberate the sustainable forestry concept and
to examine perspectives and barriers, measures and instruments, regarding its
implementation under the conditions of transition. In Sections 3.2.1 and 3.2.2, I discuss

'4 Adapted from this Chapter a paper, Managing Sustainability in Ukrainian Forestry is published in the
book: H. Essman and D. Pettenella (eds.) Forestry in Transition. Redefining the Role of Forestry Sector in
Ukraine. Padova University, 2002: 25-45.

The paper Economic Considerations on Sustainability in Forestry is in: Ecological Economical Doctrine:
Origins, Problems and Perspectives. The IUFRO, 2002: 60-65.
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the existing definitions and approaches towards sustainability with an attempt at
combining economic, social and environmental perceptions of the subject under
investigation. Then, in Sections 3.2.3 and 3.2.4, I identify differing perceptions on
sustainability in forestry and clarify that efficient, resource carrying and long-lasting
timber production is its important prerequisite. Finally, I suggest the criteria, indicators
and policy measures for sustainable development of the Ukraine's forest sector.

3.2.  Sustainability in Forestry: the Ukraine's case

3.2.1. Economist's concept of sustainability

The diversity of views on sustainability (over 60 definitions, Pezzey 1997) makes it
difficult to clarify the concept itself and a unique one hardly exists. The majority of
economic approaches focus on intergenerational transfer of wealth or natural resources
(Table 3.1.)

Table 3.1. Neoclassical and Neo-Malthusian Views on Sustainability

Neo-classical Neo-malthusians

1. Focus is on the margin. It is here that the 1. Focus is on large ecosystems, possibilities
decisions are made. The scale of the economy for irreversibility. There are scale effects.
is irrelevant.

2. Monetary values are used to measure 2. Monetary valuation is opposed where

changes in environmental quality. threatened ecosystems are concerned.

3. Discounting and present values are used. 3. Discounting is opposed. The emphasis is on
the future.

4. Prices are important, signalling scarcity and 4. Prices do not reflect reality, because of the

encouraging substitution and technological externalities. Technological change is

innovation. Technological change is a unpredictable and unreliable for solving future

powerful factor. problems.

5. Utilitarian value system is employed. 5. A value system must come from outside
ecology.

6. The current generation owes the future 6. Safeguarding the functioning of large-scale

generation opportunities equal to its own. ecosystem satisfies concerns about

Necessity to maintain a non-declining intergenerational fairness. Preservation of

aggregate capital stock or to have adequate variety of ecosystems, aesthetic services is

investment to compensate the future for its use what matters for the future.
or degradation.

7. Attempts are made to measure and compare 7. Rights of future generations trump the mere

the well-being of various generations. enjoyments of current generations, which

come at the expense of the future.
8. The Safe Minimum Standard of 8. The Precautionary Principle permits less
Conservation allows trade-offs. scope for balancing costs and benefits.
9. Economists employ steady state models that 9. Models focus on resilience and non-
assume equilibrium. equilibrium dynamics.
10. Property rights of individuals are 10. Individualism is seen as a source of
prominent. Government’s role is to set and environmental degradation. State intervention is
enforce the law and to correct externalities. needed to protect ecosystems.

Source: Van Kooten and Bulte (2000)

The economist's conceptual approaches reflect the ideas of neo-malthusian and
neo-classical economists, and the debates between them are ongoing with regard to
substitution possibilities between natural and reproducible capital. The neo-malthusians,
adhering more closely to ecologists' ideas, argue that population growth and production
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growth, and the scarcity of the resources will inevitably lead to unsustainability of
economic development (Barbier et al., 1994). The neo-classical point of view is that the
elasticity of substitution between natural capital and reproducible capital is positive and
thus the global economy is sustainable with respect to aggregate output growth. The
neo-classical economists argue that as a resource becomes scarce its price goes up. This
results in substitution of the resources and in technological progress (Scott and Pearse,

1992). The approach presumes that economic growth can be sustained with a

continuous decline in non-renewable resource stock, and that technological progress

will enable the society to shift in a long-run to a renewable substitute of the non-
renewable resource. Among the economist views on sustainability the following basic

concepts are recognised (Perman, Ma and McGilvray, 1996):

1. A sustainable state is one, in which utility/consumption is non-declining through
time. The approach considers a Rawlsian ethical framework (equal utility allocation
on each generation of people over time) to be the appropriate one for developing
principles of inter-temporal distributive justice.

2. A sustainable state is one in which resources are managed so as to maintain
production opportunities for the future. This means that composite capital stock is
non-declining over time. Substitution possibilities between natural and human-made
capital are important in this respect.

3. A sustainable state is one, in which the natural capital stock is non-declining
through time. This approach presumes that natural capital is essential to production
and is not substitutable.

The first and second definitions of the concept of sustainability are closely
connected with each other. The unconvincing point of the first definition is that, in cases
when the concept concerns utility, the realising of sustainability becomes problematic,
because utility is difficult to measure for the future generations, and because it is
affected by various factors, which are often interdependent. Another weakness of the
first definition is that it does not entail any requirements regarding the initial level of the
non-declining consumption, though this level could be low. It follows that in cases
when the initial level of consumption is insufficient, the society aims at improving its
well-being over time rather than at keeping it intact. Then, the objective of maximising
inter-temporal social welfare makes sustainability compatible with optimality.

Concerning sustainability in forestry, as long as the earnings from timber
harvesting are invested and shared between generations, sustainability is compatible
with economic efficiency. However, the objective of maximising the net present value
of benefits does not always correspond to sustainability. Maximising the net present
value involves a comparison of the net benefits from postponing harvesting with the net
benefits from harvesting timber and investing the profits. This objective of maximising
the net present value from the forests with a moderate growth often promotes volumes
of harvesting higher than the net growth of forest stands. It follows that, as long as all
forest values can not be included in economic valuations, in search of sustainability in
forestry that is to be economically efficient, the establishment of fast-growing forest
plantations instead of natural forests is encouraged. However, the establishment of fast-
growing plantations threatens sustainability in forestry, regarding such criteria of
sustainability, as biological diversity, health and vitality of forests, etc. Thus, this
practice definitely contradicts with the strong sustainability ideas. Sometimes also, it
contradicts with efficiency, because it enlarges the costs related to care and protection of
monoculture forest stands, which are less stable biologically, and because these costs
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are not always included in the evaluation process. Hence under conditions of non-
internalised externalities, which is a characteristic feature of market failure, the first
definition could restrict consumption to consumption of goods and services, leaving
ecological component of sustainability underestimated.

The second concept called weak sustainability is related to the first definition,
because the way toward sustainable development lies in finding out paths in resource
use that will allow for constant consumption paths per capita. The concept is practicable
and according to it, necessary consumption level can be guaranteed by holding the
aggregate stock of capital constant and allowing for substitutability between its main
components. The approach is based on the ideas of neo-classical economists that the
answer on the question of whether the state of the economy is sustainable, depends on
whether the total stock of capital is non-declining in time and is sufficient to meet the
needs of present and future generations. The concept allows future generations to
possess a no less effective set of capital, than is in the possession of the current
generation and to derive from this stock of capital at least the same level of
consumption.

If we consider a very simple economy, in which just man-made capital and
natural capital, or natural resource, are inputs in production:

Y,=Y (Kn;, Km;),

where
Y is output/income;
Kn is resource input;
Km  is input of man-made capital,
the question whether there exists a positive and sustainable level of consumption
depends on the substitution possibilities between man-made capital input and natural
resource.
For simplicity, let us consider three options:
1. Y, = aKn,+ bKm;,
the resource is inessential in production and the finite nature of its stock is not a
constraint on production and consumption. With sufficient man-made capital any level
of consumption could be attained.
2. Y, = min (aKn,, bKm,)
the natural resource is essential in production and there does not indefinitely exist a
sustainable positive level of consumption. In cases one and two, the conclusions are
straightforward.
3. Y, = AKn Km,"* , 0<a<lI
constant returns to scale production function, for which the resource is essential in
production and there exists a possibility that a positive level of consumption will be
indefinitely sustained. There will be sustainability as an outcome if the society follows a
particular saving and investment rule (Hartwick, 1977). Then, sustainability can be
realised by always saving the rent arising in the efficient depletion of the natural
resource and investing it entirely in man-made capital. If saving and investment are as
required for sustainability, total wealth will be constant, and the sustainable
consumption level will be an equivalent of the interest on the constant wealth. This is
called the Solow and Hartwick Rule and is a basic framework for the economic theory
of sustainability. The idea is that a general capacity to produce can be passed to future
generations.
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However, efficient depletion of natural resources may be too fast for
sustainability, causing the current resource price and rent to be lower than what is
sustainable. In this case even full investment of the resource rent will not ensure enough
capital formation for sustainability. Thus the Rule is a necessary but not a sufficient
condition for maintaining constant level of consumption (Van Kooten and Bulte, 2000).
Though there are weak points in this criterion of sustainability, as there is no
justification of the initial level of the non-declining consumption and very strong
assumptions are required for the validity of this rule, investment is a crucial point for
achieving sustainable development. The aspect that concerns sustainability is to allocate
resources correctly between investment and consumption, and to make correct trade-
offs between investments in natural capital, nature conservation, and reproducible
capital, human-made capital and knowledge. While criteria and indicators of
sustainability have been broadly and often critically discussed in literature (Vellinga and
Withagen, 1995; Van den Bergh and Verbruggen, 1999; Slangen, 1999; Van Kooten
and Bulte, 2000), the "constant capital" rule remains the most relevant economic
definition of sustainability.

As follows from the rule, a key condition for sustainability in forestry is the
availability of the capital that enables the state to maintain economic development for
the future. The capital includes natural (Kn, as forest resources), man-made (machinery,
financial assets, etc.) and human (technical and managerial expertise) capital. Yet, I
consider social capital (Ks) also a very important asset. It is decisive for the country-in-
transition where institutional transformation and societal changes play a very important
role™ Thus, sustainable development of Ukrainian forestry is a function of natural,
man-made, human and social capital Y(Kn, Km, Kh, Ks), and the concept of
sustainability incorporates economic, social and ecological dimensions.

« Economic dimension concerns the ability to maintain sufficient production capacity
of forest to meet current and future demands for timber and non-timber forest
products and services through using the resources efficiently.

« Social dimension concerns institutions as embodiments of a comprehensive system
of new rules and organisations that is to be placed under the obligation to turn the
forest sector towards sustainability. This also adds in socially acceptable equity in
the distribution of incomes and benefits from the forest, including those of a cultural
and ethical nature.

« Environmental dimension of sustainability concerns the ability to maintain sufficient
forest resources (productivity of forests, health and vitality of ecosystems, etc.) and
to enhance the environmental benefits of forest.

Under conditions of market imperfection and non-internalised externalities, three

dimensions of sustainability are often addressed as separate blocks and then supposed to

be balanced. Sustainable development, therefore, revolves around the question of the
extent to which markets are functioning in delivering appropriate signals to achieve the
optimal allocation of the resources. The development of a market economy in the

Ukraine is seen as a way towards sustainable development of its forestry sector. It is

important here to emphasise that there are various taxonomy levels of sustainable

development: sustainable development of Ukrainian economy that can lead to a

decreasing forestry and sustainable development of forestry. Although sustainability for

the Ukraine is a broader concept and I largely focus on the concept of a lower level, as it
applies to forestry, these two concepts are interrelated.

15 . . .
These issues are considered in Chapter 4.
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Sustainability requires that the value of net change in the total capital stock (K)
has to satisfy the conditions defined by Pearce and Atkinson (1995), which with the
inclusion of social capital become:

dK/dt = d (Kn + Km + Kh+ Ks)/dt >0,

where K =Kn+ Km + Kh + Ks,
Kn  natural capital;
Km  man-made capital;
Kh human capital,
Ks social capital.
Since, net capital accumulation:
dK/dt = S(t) - d K(2),
where S(#)  gross savings;
d depreciation rate on capital stock,
the condition for sustainability becomes:
S(t) - dK(t) >0
Assuming that knowledge and skills, and social capital do not depreciate:
S(t)- dm Kn(t)- dn Km(t) >0
Dropping time and dividing by income Y, gives a condition for sustainability and
provides us with a sustainability indicator:
Z=S/Y-dm Kn/Y - dn Km/Y >0

An economy igsustainable, if it saves more than the depreciation on its man-made
and natural capital.m This indicator is an index of weak sustainability, which is
employed in the current study.

The third definition of the concept advocates for what is called strong
sustainability. It comes close to ecologist's ideas and could be misleading since does not
promote economic growth. Beckerman (1994) considers this approach "morally
repugnant and totally impracticable", given the poverty and environmental problems in
which large part of the world's population live. This concerns the Ukraine for which the
priority objectives are to be economic. The strong sustainability concept could be
relevant when forests, providing important non-substitutable resources and services for
the society, are in danger of depletion. Then, their non-substitutable resources and
services are called critical capital, which includes endangered species and habitats, etc.
The strong sustainability paradigm requires that the development in forestry should not
lead to a decline of the stock of these resources over time. The non-substitutable goods
and services of forests (critical capital) fall out of the spectrum of this study.

Considering timber management, the strong sustainability concept supports the
idea of maximum sustainable yield that does not take into account economic
requirements. This is critically discussed in Section 3.2.3. The economic requirements
are very important for Ukrainian forestry since meeting economic objectives will bring
financial gains to the sector and will promote sustainable development, also regarding
its social and environmental dimensions. The weak sustainability concept that considers

' Further, if in analysing human and social capital, it is possible to conceive that there might exist a
"depreciation" of knowledge, in that if it is not upgraded over time, it might become obsolete. This also
concerns social capital. Theoretically, we may talk about its "depreciation" when with societal changes
old institutions become dysfunctional, but they tend to persist, as it is shown for the Ukraine in the
following Chapter 4.
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economic objective crucial and allows for trade-offs between various components of
sustainability is pertinent, therefore, for forestry-in-transition.

3.2.2. Ecological ideas on sustainability

Putting even stronger constraints on economic growth, than does the idea of strong
sustainability, the ecologist's approach relates sustainability to the resilience of an
ecological system, its integrity and ability to maintain production of ecological services
(Robinson, 1993).

Desirable Undesirable
yield
high
productivity low
. time
) time
yield unstable system
stable system
L N
stability
) time time
yield

sustainable stress .
non-sustainable stress

i N

proportion of time time
population

relatively equal distribution unequal distribution

equitability

income income

Figure 3.1. Sustainability Criteria by Conway (1985)

According to the ecological ideas of the Caring for the Earth document (1991),
the term sustainable use of renewable resources, as regards forests, means that their
harvesting should be within their capacity for renewal. Sustainability of the natural
systems can be assessed in terms of four properties (Figure 3.1). They include
productivity, measured in terms of yield or net income; stability of yield or net income;
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sustainability of yield or net income and equitability in terms of income distribution.

This idea, which considers economic, social and ecological dimensions of the ecological

sustainability of agricultural systems is relevant also for forestry.

However, Conway's concept (1985) deals with the ability of the system to
withstand stress and to recover from it afterwards, while a threat to sustainability does
not always result from the accident, like that of Chernobyl, but it may develop
gradually. Threats to sustainability can be diverse in content, time dimensions and
levels of hierarchy. Often, impacts on forest systems are permanent and they are not
definitely exogenous (Tisdell, 1993). An ecological approach does not allow for trade-
offs between characteristics of productive systems and between policy alternatives.
Considering sustainability in forestry, one must evaluate an acceptable loss of certain
species or environmental impacts. The ecologist's concept of sustainability experiences
real difficulties in bringing in one dimension the variety of aspects in order to evaluate
and compare the policy outcomes. The ecological approach is qualitative rather than
quantitative, and it does not have a quantitative method for a good measurement and
comparison, such as the net present value used in economics. Generally, it has no strict
spatial and scale dimensions, no empirical substantiation and no real reference to a
specific product and service, such as the forest sector of the economy.

According to Pezzey (1997), to address sustainability the following rules that are
in concordance with Barbier’s (1989) conditions for sustainability can be helpful:

« For a given technology, the rates at which renewable resources are to be used must
always be less than the available flows.

« Renewable resources must not be driven to extinction - a safe minimum standard of
conservation must prevail (Ciriacy-Wantrup, 1968).

«  Waste flows must be kept below the assimilative capacity of the environment.

« The stock of non-renewable resources should not be depleted as long as the
economic benefits of maintaining this stock at some (minimum) level exceed the
costs of doing so.

« Excessive governmental intervention in the economy causes development that is not
sustainable, and this should be prevented.

Following Van Kooten and Bulte (2000), failure to realise the above rules need not be
catastrophic, but it makes standards of living in the country considerably lower. This
has occurred in the Ukraine. The first rule suggested by Pezzey (1997) was not present
in the forest practice until the middle 1970s, while the last rule on the excessive
governmental intervention remains relevant today. All at once, the concern over the
state of the environment, which was degraded to a large extent by the absence of these
two basic rules, resulted in the prevalence of the ecological ideas on sustainable forestry
in the Ukraine. Sustainable forestry is seen as a silvicultural activity that maintains and
protects natural resources. The ecological approach to sustainability in forestry hampers
economic development and provides additional evidence in favour of the concept of
weak sustainability as the most appropriate approach for the forestry-in-transition.

3.2.3. Sustainable management of forest resources

Considering sustainable forestry a lower level of hierarchy within the development of
economy, sustainability in forestry is quite a broad concept by itself. It is broader than
efficiency since it takes into account such aspects, as social acceptability, moral and
ecological considerations. Regarding its economic dimension, sustainability is already a
more comprehensive concept than efficiency, because sustainability requires resource
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carrying and long-lasting production. A basic requirement of sustainable forestry is
obtaining a constant or an increased flow of wood from a forest whose natural structure
and species composition are maintained to some degree (Rice, Gullison and Reid,
1997). Under conditions when growth rate of the forest is larger or equal to the interest
rate, weak sustainability is compatible with efficiency. Sustainability in forestry can
exist only if the returns to it exceed those of alternative uses of the land and exceed the
costs of forest management (Pearce, Putz and Vanclay, 1999). In such a way,
sustainable forestry is embodied in the practice of sustainable timber management
where management regimes allow for economically efficient production and where
forest regeneration is an important forestry activity. Yet profit maximising objectives do
not always correspond to efficient behaviour, because when amenity values are large
and not captured by the forest owner, inefficiently short rotation of timber is promoted.
This is important to stress in view of the forestry-in-transition where rent seeking
objectives have to be balanced with the goal of a long-lasting production, which is to be
brought about by forest regeneration.

For many years forest scientists have been dealing with the concept of
sustainability in forestry, which was based on the idea of maximum sustained yield
(MSY). This concept considers a sustainable state as one in which resources are
managed so as to maintain a sustainable yield of resource services. The natural stock is
held constant and delivers a constant flow qf resource services over time (Perman et. al.,
1996). Forestry in Germany and Austrid—~ where this idea came from has not started
through investment on bare lands. Forests were available and had to be managed in a
sustainable way. Therefore, MSY that corresponded to an objective of the highest
revenue was appropriate for the forestry of the 19" century, under conditions, when the
main question was not, whether to invest capital in forestry or in some other economic
activity, but where to find the best allocation of the existing capital stock within the
forestry sector.

Maximisation of mean annual increment V(t)/t with respect to t was the goal of
sustainable forestry at that time, with the first-order condition: dV(t)/dt = V(.
However, harvesting at MSY will not always be sustainable in the long-run due to
natural fluctuations of the stock (Conrad and Clark, 1987). Another and even more
important shortcoming of this idea was a 0% discount rate employed in calculations, a
rate that does not account for a time span between inputs in production and timber
output. Also, prices and costs were not incorporated in the concept and therefore the
scarcity of investment was not taken into account. Consequently, that practice led to
solutions not really useful to economic decisions in forestry.

The Ukraine's forestry has inherited from the Austrian practice the idea of MSY,
which has become consistent with the command-and-control economy. After Ukrainian
forests had been over-exploited, during 1950-1960s, and there was no economic surplus
left to extract, economic considerations in forestry ceased to be rudimentary. Since the
middle of the 1970s, the forest sector has been focused officially on forest ecological
functions. Economic objectives in forestry were addressed via plans, such as that of
maximising the volume of certain timber assortments, but not via considering net
present value or forest rent. Today, the idea of maximising the average annual cash flow
remains popular in the Ukraine when both revenues and costs of timber harvesting stay
relatively low. Officially accepted rotation ages of forest stands in the Ukraine are
roughly that of MSY. This observation is proven by calculations on MSY done for main

'7 Also, in Western Ukraine that was a part of the former Austrian Empire.
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tree species per forestry zone of the Ukraine. The zones were defined via a spatial
classification of forest management (Gensiruk and Nizhnik, 1995). This is described in
Chapter 5 and is used as a methodological setting of this study. Data on growth rates of
main tree species per zone is that of the State Committee of Forestry (1987).

Different tree species possess different functional forms of stand growth, which I
estimate by using the data of the continuous records of the Forest State accounts. The
statistical analysis (with all parameter estimates statistically significant at p=0.05) has
resulted in the equations for the estimates of the stand growth related to the age of trees
of the first site classes (the most productive in particular conditions). The average
growth functions of main tree species per zone of the Ukraine are shown in Figure 3.2.

Figure 3.2 Growth Functions of Main Tree Species
by Forestry Zone

= Carpathians/spruce
Polissja/Wooded
St/pine

—Wooded Steppe/oak

= Steppe/pine

On basis of the equations for the estimates of the stand growth for main tree
species per forestry zone of the Ukraine, I compute the ages of timber harvesting based
on maximum sustainable yield, and later on, the Faustman and Fisher rotation ages
(Table 3.2.). In practice of forest management, the optimal rotation ages could diverge
substantially from these rough estimates. The figures obtained in this study are initial
approximations of the rotation ages and are to serve rough indicators for policy changes.

In the Carpathians, the following functional form of tree growth is defined for
spruce (m’): V(t) = 0.159 2240 ¢ 00181
Maximisation of mean annual increment with respect to time results with the MSY
rotation of spruce stands of 70 years.

The growth function of pine in the Polissja and Wooded Steppe is (m?):

Vit) = 0.704 1 55 00101
Similar calculations result in 65 years MSY timber rotation for pine of the first site class
in the Polissja and Wooded Steppe.

The growth function of oak in the Wooded Steppe is determined as:

Vit) = 1.043 1 1515 ¢ 00081
and thus a MSY rotation age of oak appears to be 64 years.
For pine in the Steppe, which growth function is defined as:
V(t) = 0.006 £547¢00%6
the maximum sustainable yield rotation age appears to be 71 years.
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During the transition period, with the elimination of the former centralised
supply of timber and with the emergence of market relations in timber production and
trade, the investment analysis is becoming an important element in decision-making.
The high interest rates with comparatively low costs of timber harvesting per unit of
effort have changed former views on forest as an ecological asset. Thus, the existing
attitude on sustainability in forestry based on MSY revealed above has to be adjusted.

If the objective of forest operation is to maximise the net benefits from a one-

time timber harvesting, the Fisher equation is employed:
Max ; PV(t)e” would result in the first order condition: PV'(t)e”-rPV(t)e"'=0;
V'(t)/V(t)=r, for spruce in the Carpathians e.g.: V'(2)/V(t)=2.240/t-0.018; and the Fisher
rotation age is 39 years. Then trees should be harvested at time when an increase of
their value, or a rate of their growth, is equal to the rate on alternative investments. The
Fisher rotation ages (Table 3.2.), however, are not pertinent when sustainability in
forestry is considered and when future harvests are to be taken into account, as well as,
forest regeneration.

Faustman (1849) gave the first economic formulation of the harvesting problem
correct enough to be used in economic calculations in forestry. He considered even-
aged stands planted on bare lands, took into account the investment and argued that the
optimisation of the net present value of the revenue flows of timber

Max {PV(t) e -C}/ (1 -e™)

would result in definition of an optimal rotation age. The first order condition for the
optimal rotation age is:

PV'@®)/(PV(E)-C)=r/(1-¢e"),
where
P stumpage price per unit of timber (fixed), for simplicity it is assumed that the
cost of harvesting is a constant marginal cost that can be subtracted from price of logs to
obtain a net price or stumpage price (P);

40) volume of timber over time;
C regeneration costs (fixed);
r interest rate.

PV'(t) / (PV(t)-C) represents a relative growth rate in net harvest revenues (Bowers and
Krutilla, 1985).

In the models, I employ average values of prices and costs for main tree species
per forestry zone defined in Chapter 5 (Table 5.7).

The right hand side of the Faustman equation (RHS) is  / (I - ¢™). Its left hand
side (LHS) is PV'(t) / (PV(t) - C). The optimal rotation age lies at the intersection of two
curves that represent the RHS and LHS of the Faustman equation and this can be
presented graphically (Bulte, 1997). The estimations are carried out by forestry zone.
The RHS under the same discount rate of 4% remains unchanged for all forestry zones
of the Ukraine and is 0.04/1-¢"%". For the Carpathians, for instance, where spruce has
the following functional form of tree growth (m”): V() = 0.159 t %**" ¢ *"'¥ the LHS of

the Faustman equation is: {5%(2.24/t-0.018) 0.159 2% &%) /(5%0.59 1+ "% _ 7.5).

Graphical representation of the Faustman equation for spruce is provided in
Figure 3.3. The LHS estimates and the graphs for the other tree species by forestry zone
are computed similarly.
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Figure 3.3. Faustman Rotation Age of Spruce, r=4%

LHS

RHS

T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T I IT]
-1 © =« © «d ©OW «d © « O© "I O «d O
I " N N O O F T O IO © © ™~

Years

Concerning harvesting of spruce stands in the Carpathians, and considering 4%
discount ratelgﬂ the age of timber rotation recommended by Faustman's rule is that of 32
years. The optimal rotation age is the age when marginal benefits of postponing
harvesting are equal to the marginal cost of its delay. It is low enough, because of low
regeneration costs and high interest rates and due to good growth of spruce in the zone.
High ages of timber rotation of pine in the Steppe can be explained by relatively low
growth rates of pine and rather high regeneration costs (C=50 €/ha). The regeneration
costs of oak in the Wooded Steppe are also high (about 33 €/ha) to compare them with
7.5 € per ha, for spruce in the Carpathians.

By analysing the intersection of the curves when values of costs, prices and
interest rates are different we may observe the state of art in forestry and define various
strategies. High interest rates and more sophisticated silvicultural decisions tend to
reduce ages of timber rotation. By rising costs via taxes and by introducing quotas it is
possible to regulate harvesting in the opposite direction. The computed above MSY
rotation ages for main tree species per zone and the estimates that account for time span
between inputs and output in production and incorporate prices and costs in the models
(Fisher and Faustman rotation ages) are shown in Table 3.2.

Table 3.2. Timber Rotation Ages of Main Tree Species by Zone, Years

Forestry zone, species Officially MSY Fisher Faustman

prescribed =4% =4%
Polissja, pine 81-90 65 33 23
Wooded Steppe, pine 81-90 65 33 24
Wooded Steppe, oak 91-100 64 32 65
Steppe, pine 81-90 71 43 70
Carpathians, spruce 81-100 70 38 32
Crimea—, pine 121-130 n.a n.a n.a.

Source: Data on prescribed rotation ages is that from the State Committee of Forestry
(1998); the rest estimates are computed on basis of the data from the Committee.

Presented in the table officially stipulated ages of commercial timber harvesting
of main tree species by zone are comparable, but higher than the MSY rotation ages.
The results of the analysis indicate that in the Ukraine, officially recommended timber
rotation in commercial forests is longer than simulated optimal rotation. This does not
mean, however, that the ages of harvesting should be exactly the figures defined above.

'8 The rate of discount largely influences the results. This will be discussed below.
' The figures where not computed, because commercial timber cut is prohibited in the natural reserves.
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The most important reason why it is not so is that the models do not account for multi-
functional use of forests (Perman et al., 2000).

Multi-functional use of forests is the objective of Ukrainian forest policy (The
Forest Code, 1994). This recognises that in addition to main forest function of timber
supply, a variety of goods and services can be produced from the same land and such
management can increase the net value of the forest (Panayotou and Ashton, 1992).
Non-timber forest production and forests' use for recreation are consistent parts of the
Ukraine’s forest sector. People have open access to forests, and non-timber forest
products are an important source of their consumption and additional income.
Environmental role of forests and their soil protection and carbon sequestration
functions are essential. Option, existence and bequest values (Krutilla, 1967) that
individuals attach to biodiversity are considered priorities in the Ukraine's forest policy
(The Forest Code, 1994). Under such circumstances, neither Fisher nor Faustian
rotation, which incorporate only timber production, lead to optimum solutions and to
highest social benefits.

In order to take into account multi-functional use of forests, the Faustman model
was extended into the idea of maximisation of the net present value of the revenue flows
from both timber and non-timber forest outputs (Hartman, 1976; Calish, 1978 et al.).
When forest’s ability to accumulate carbon and in such a way to prevent greenhouse
effect is incorporated into the model, it is further extended. In most cases the rotation
ages of stands in forests that are used for multiple purposes appear to be higher than that
of commercial forest plantations (Van Kooten and Bulte, 2000). However, sometimes
they become lower, as with regard to forage production (Bowers and Krutilla, 1985).

The results of calculations provide evidence that the economic objectives of
sustainable forestry are not met in the Ukraine and that the rotation ages in commercial
forests (the second group of forests) are to be lower than officially stipulated ages of
timber harvesting. They are to be comparable with the Faustman rotation ages. The
MSY rotation ages are relevant for the forests of the first group= (Table 3.2). In the
future, when the most important externalities are to be taken into account in economic
calculations, the rotation ages will be adjusted more precisely to the requirements of the
weak sustainability in forestry.

3.2.4. Choice of discount rate

It is important to distinguish theoretical aspects of using the appropriate discount rate
considered optimal for a society under specific conditions, and a rate of discount based
on a private decision driven by the actual behaviour of protagonists in real situations. At
the level of the society, positive interest rates have two sources. The first represents
social time preference. That is, we have to discount the future because of diminishing
marginal utility of consumption. Under this assumption, one more unit of consumption
in the future is less valuable than one more unit of consumption today. The second
source is the productivity of capital or its social opportunity cost. This means that if
certain resources are invested instead of being consumed, it is deemed that these
resources will provide in the future a higher level of consumption than if they were
consumed (Pearce and Turner, 1990). With perfectly functioning markets, social rate of
time preference equals social opportunity cost of capital, since there is no logic in
undertaking the investment unless future benefits offset the social rate of time

2 Major functions of forests of the first group (roughly 50% by area) are environmental (The Forest Code,
1994).
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preference. In the actual world with imperfect markets, the situation is quite different
and a choice is to be made.

In forest economics, because many effects are long-lived and growing forests
give benefits far away into the future, discounting is very important. The main problem
that economists are faced with here is a shortage of information on future effects of
current forestry activities. Uncertainty relates to future demand and supply of the
timber, to institutional setting of the resource management, to the forest stock and its
reproduction, technological advance, etc. Therefore, one more justification for
discounting relies on the uncertainty about upcoming events and their outcomes. On one
hand, since the growth of the economy is affected by random shocks, the uncertainty
about the growth of incomes would induce people to invest more for the future. This
precautionary effect provides an argument to reduce the discount rate (Gollier, 2002).
The concept of intergenerational equity works in the same direction as Clark's concern
about the depletion of forest resources (1993) and Ramsey's notion (1928) of ethical
indefensibility. These concepts provide arguments in support of low rates of discount or
non-discounting in forestry. On the other hand, financial returns in forestry are
commonly low. There are high risks with investing in silvicultural activities due to long
rotation ages, possible forest fires and so on, and due to frequently insecure property
rights. Hence, decision-making on long-term investments in forestry practice, under
risks and uncertainties, tend to encourage the employing a positive and even rather high
value of discount rate, in order to ensure securing the benefits of timber extraction now
rather than later (Samuelson, 1976).

The public forestry sector is usually able to allow for larger investments and for
broader distribution of risk across risk-bearers. For that reason, the social rate of
discount is usually lower than the private discount rate. Pertaining to the environment, a
discount setting of 0-3% (Hanley and Spash, 1993) is most commonly chosen by
governments for the forest policies world-wide. In private forestry, given the financial
attractiveness of basic management and due to uncertainties, the choice of forest owner
is in view of economics rather than in favour of the environment. Logic suggests that he
limit the investment in incremental silviculture and keep the investment in growing
trees until more can be earned by cutting the timber and investing the cash at the
alternative rate of return, or discount rate. Consequently, forest corporations tend to
employ basic management, which is based on quick replanting of desired tree species
after harvesting. Thus the rate of interest plays an important role in economic
calculations that determine decision-making in forestry. The discount rate is something
we choose (Heal, 1981), and this choice, especially in public project appraisal, is partly
a political issue.

During the transition period in the former command-and-control economies with
the emergence of market relations governing timber production and trade, time
preference is becoming an important factor in decision-making. Today, while the social
rate of discount in forestry is officially kept at 0%, the rate of interest starts playing an
important role in calculations that support decision-making at the level of forest
enterprises. Risky investments in forestry-in-transition where the institutional
environment is unstable and a high rate of interest evoke positive discount rates in
financial calculation. This fact causes certain concern, because the use of a positive
discount rate in commercial forestry will change forest management substantially. The
results of calculations carried out for spruce provide evidence that using a positive
discount rate of 4% and even 2% will greatly shorten the rotation period of timber
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(Table 3.3). Using positive discount rate in Ukrainian forestry could jeopardise the
valuable forest stands and enhance instead the creation of monoculture forest plantation.
This practice will increase economic efficiency but will threaten sustainability and is
especially dangerous for the mountainous forestry zone of the Carpathians. Currently,
illegal timber harvesting is expanding in this area (Gensiruk, 1999).

Table 3.3 The Rotation Ages of Spruce in the Carpathians

Officially accepted MSY, r=0% Faustman, r=2% Faustman, r=4%

81-100 70 36 32

Source: Data on prescribed rotation ages is that from the State Committee of Forestry
(1998); the rest estimates are computed on basis of the data from the Committee.

The conclusion is that the choice of a discount rate is essential for formulating a
harvest policy. In economic decision-making the future matters,, and therefore, a
positive discount rate has to be considered for the second groupE:I of forests in the
Ukraine. The discount setting of 4% is employed in the majority of calculations in this
study, given also the programme of afforestation. However, the introduction of a
positive discount rate in forestry practice has to be done in combination with
consideration for environmental effects of forests (cf. Brukas, 2001). Under the present
institutional setting, the imposition of a discount rate higher than 4% in commercial
forestry decisions could threaten the environment. Risk is involved when the resources
are undervalued, when rural amenities and environmental services are not remunerated
and when positive externalities are not incorporated in the forest policy design.

A purely economic approach might be socially unacceptable for forestry-in-
transition. Firstly, even under conditions of a properly functioning market, it is hardly
possible to account for all social and environmental costs and benefits of production and
to set prices to guide the use of resources in a sustainable way. In forestry-in-transition,
neither prices nor rents are useful indicators of forests' sustainability. Secondly, in the
Ukraine, the ideas of MSY and maximum increment of the most valuable assortments
are deeply embedded in the way of thinking, and time is needed to realise the changes.

3.2.5. Sustainability criteria and indicators

Sustainable forestry means stewardship and use of forests and forest lands in a way, and
at a rate, that maintains their biodiversity, productivity, regeneration capacity, vitality
and their potential to fulfill, now and in the future, relevant ecological, economic and
social functions, at local, national and global levels, and that does not cause damage to
other ecosystems (Helsinki, 1993). For the concept to become operational, it has to be
defined by criteria. Generally accepted criteria of sustainability in forestry have been
developed by a number of international organisations, such as the ITTO (1991), IUCN
(1993), Canadian Council of Forest Ministers (1997), and a number of others. In the
current study, I make an attempt to accommodate generally accepted criteria in the
particular setting of the forestry-in-transition (Hardashuk and Nizhnik, 1995).
Sustainable development of Ukrainian forestry is seen in view of the advance of
economic and institutional reforms towards a market economy. This will promote
economic efficiency and welfare maximisation and will attend to balance economic,
social and environmental components of sustainability, and within the forest economy,

! Forests of the second group are used for timber supply.
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to balance the demand and supply sides of timber production. The suggested criteria of
sustainability for Ukrainian forestry-in-transition are as follows:

« Economics of forest resources’ use;

+ Institutional framework in forestry.

« Productive capacity of forests;

« Contribution to global carbon cycle and climate stability

« Social functions of forest;

« Soil, water protection and regulatory forest functions;

« Health and vitality of forest ecosystems;

« Biological diversity.

Some of the criteria characterise economic development of forestry, the others are
important under specific institutional setting, environmental conditions or with respect
to ecological forest functions. The criteria that have not been addressed sufficiently for
Ukrainian forestr)ﬁlfare explored in the subsequent chapters of the thesis.

Because of the non-internalised externalities and market imperfection,
sustainability in forestry is to be assessed by using economic, social and physical (Kuik
and Verbruggen, 1991) indicators. Working out sustainability indicators is an important
task for forestry in many countries. The examples of most commonly used indicators
are provided in Table 3.4.

Table 3.4. Examples of Sustainability Indicators in Forestry

Economic SocialEI Physical
prices of timber and non- welfare and health of rural ~ wooded area, volume of standing
timber products, communities, level of timber, MAI, non-timber production,
investments, costs, employment, recreational area of old-growth forest, strictly
benefits and NPV from  activity protected area, spread of erosion, area
the investments, producer used for recreation and density of
and consumer surpluses, people, measures of biodiversity

scarcity and quasi rents

The economic criterion of sustainability seems to be less defined in the literature
and in the indicator systems currently being employed. Consider rents that are useful
indicators of sustained timber management. Scarcity rent is a difference between
marginal revenue and marginal production cost that can only come about as a result of
the scarcity of the resource. Quasi rent accrues to a resource supplied out of human and
human-made capital, and it is the difference between total revenue and total variable
cost (Van Kooten, 1995). As a rule, rent is a measure of wealth. The proportion
captured by government indicates whether or not government revenue from forestry is
sustainable. Recording of rent capture provides an indicator of the sector's
sustainability, because under the conditions of a market economy, rent capture
accelerates technological development in forestry. The rent from timber harvesting
incorporates technological advance that allows for more efficient production and rent
accounts for changes in timber supply. All these measures are based on a rather stable
market environment.

2 Forest ecology, productivity, health and vitality and biodiversity have received sufficient attention in
the Ukraine The Ukraine's Laws (1995-2002), on: http://www.rada.gov.ua and http://www.rada.kiev.ua

* To limit the scope of the study, this block of indicators has not been paid enough attention to, but this is
a challenge for the future research.
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In the country-in-transition, the situation is different, and neither prices that
under the conditions of economic instability are incapable of reflecting resource scarcity,
nor dissipated rents, can serve this purpose. In an economy where forest resources are
undervalued and the market does not function properly, rent-seekers tend to redistribute
wealth according to their private interests by artificial manipulation of prices. These
personal interests usually have nothing to do with more efficient use of the resources or
technological innovation. The discrepancy between the prices of timber production in
the Ukraine and the prices for timber on the world market allows the rent-seekers to sell
timber ahrpad, to capture the rents and to accumulate the money in personal bank
accounts. Total losses to the state budget from illegal export of natural resources are
substantial (Fonkych, 2000). In the way provided in Figure 3.4, rent seeking promotes
illegal harvesting and exporting of timber, while neither prices nor rents are useful
indicators of sustainability.

International organisations, funds, banks

. | . .
mvestments credits mvestments
in forestry

Government

subsidies | State Committee of | tax payments
Forestry (budget) bribes

tax |
* payments i subsidies A\ 4
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forest resources ¢ - -forests resources
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] .
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labourin  benefits/goods of mohey illegal ﬁna}nmal money,
forestry forestry, workers return trans;actlon reSOl]lI"CGS
. | v v
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in foreign banks forest resources

€ —-- missing link of sustainable development

Figure 3.4. The Dissipation of nt and Losses from Rent Seeking under
conditions of Improper Institutions
Source: Developed from Fonkych (2000)

The returns from this exporting of natural resources largely go to personal
accounts of the accomplices of the shadow economy (Hryniv, 2001). The dissipated
rents are used to bribe the policy-makers and government officials. Partly, they are
invested in further development of intermediary firms. Over time, some of these firms
simply disappear and some become a monopoly in trade that deals with the natural

* Recent legislative rules (2002) restrict export of timber: http:/www.rada.gov.ua
** The arrow shown partly with a dash, and partly with a continuos line means that a part of the money
comes from intermediary firms to the forest companies.
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resources. Hence, while with proper institutions, exporting of timber will be beneficial
for the forest economy because it can be used to shorten budget deficit and to modernise
the machinery, in the country-in-transition, this is not the case. The phenomenon of
"missing links" is indicated in Figure 3.4. Ukrainian economists argue that the losses to
the national budget from these "missing links" that support the shadow economy of
natural resource extraction/use and also shadow export operations are considerable
(Hryniv, 2001). This discussion indicates that in a transition economy it is much more
difficult to suggest economic indicators of sustainability than in a market economy,
because the prices do not reflect the real value of the resources and their scarcity.
Therefore, for the Ukrainian case, it is exceptionally important to use concurrent types
of sustainability indicators: economic, social and physical.

The development of markets to internalise externalities and the role of institutions
are essential in realising sustainable forestry development. In this sense sustainability is
more than a scientific concept, being also a political concept that is supposed to be
implemented practically. I consider sustainability as a goal and also as a strategy.
Transition to sustainability means transition from the planned economy to a market
economy. Sustainable development of the Ukraine's forest sector requires economic and
institutional changes, changes in objectives, in legal and institutional frameworks and
also in the attitudes of the actors towards the common interest of maximizing inter-
temporal social welfare.

3.2.6. Sustainable forest policy

Economic, social and environmental components of sustainable forest policy
incorporate a set of measures to direct the forest sector towards sustainability. For
simplicity, it is assumed that policy measures answer the question: what has to be done?
For instance, one of the proposed forest policy measures is economic substantiation of
optimal harvest cycles. This measure is to decrease, in most cases, the ages of timber
harvesting and is to balance demand and supply sides of timber production. An
expansion of the forest area into waste and marginal agricultural lands is also put
forward as a sustainable forest policy measure that will positively affect the resource
base of the forest sector and will address environmental goals. The majority of the
policy measures, provided in Table 3.5, are elaborated in separate chapters of the thesis.

Application of the policy measures presented in Table 3.5 requires policy
instruments to be employed. Policy instruments answer the question: how the changes
(policy measures) are to be implemented. Oskam et al. (1998) distinguish six main
groups of instruments: regulation; information, persuasion and awareness; technological
and institutional change; arrangements between governments and organisations;
economic incentives; and private law instruments. There are other approaches to
environmental policy in practice (Verbruggen, 1994) and to its certain aspects, such as
the interaction between companies and the authorities (Woerd, van der, 1997).

The purpose of the current section is to present an initial scheme for sustainable
forest policy implementation in the Ukraine rather than to discuss policy instruments in
detail. Because of that, a number of questions put forward by Oskam et al. (1998) are
not developed in this study. It is also omitted because, in economy-in-transition certain
policy instruments, such as private law instruments or arrangements between
governments and organisations, are not yet applicable.
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Table 3.5. Policy Measures for Sustainable Forestry in the Ukraine

Economic Social Environmental
Focus on economic Focus on human Focus on physical indicators,
indicators of sustainability, dimensions and social e.g. wooded area, standing
e.g. prices, economic rents, indicators of sustainability, stock, MAI, species
costs and benefits. e.g. employment, welfare composition, and health and
Economic substantiation of of rural communities vitality of forests (Chapter 2).
timber rotation ages (Chapter 4).
(Chapter 3).
Institutional transformation, Institutional transformation, Afforestation, reforestation
redefinition of property changes of informal rules,  and forest regeneration

rights and development of  attitudes of the policy actors, (Chapter 5).
private sector of the forest upgrading of social capital

economy (Chapter 4). (Chapter 4).
Technological Structural reorganisation Development of recycling,
modernisation, rising with respect to demographic material saving and-cleaner
economic efficiency in the and social conditions, technologies, LCP™, alternative
forestry sector development of transport sources of energy and waste
(Chapters 2 and 4). and social infrastructure in  utilization.

less advanced regions.
Extension of regional Creation of new working Co-integration the economy and
economic relations and places, enhancing of social  the environment, multi-functional
international co-operation, security and human use of forests, environmental
development of joint dimensions in forestry. focus toward rural development
projects. (Chapters 2 and 5).
Demonopolisation, Extension of information Extension of the network of
structural reconstruction and and education, including natural reserves, creation of the
functional differentiation  distance education in joint system of natural protected
of the sector (Chapter 2).  forestry/management. areas.

In view of the approaches to sustainable development mentioned above and on
the basis of the classification used in the Netherlands Environmental Plan (VROM,
1993), three major sets of policy instruments: economic-financial, regulatory and
informative are proposed for the forest policy in the Ukraine:

* Economic instruments applicable for the policy of sustainable resource use and the
environment under conditions of a market economy are analysed by Baumol and
Oates (1975). Pettenella (2001) considers them for forestry-in-transition. In
Ukrainian forest policy, main economic instrument is a subsidy. The level of the
pollution charges is usually set too low to serve a feasible incentive to prevent the
pollution. The stumpage fees do not provide the enterprise with economic incentive.
An important task is to make economic instruments workable and to broaden their
scope. Economic instruments are (1) to bring opportunity cost principles and (2) to
internalise externalities by improving the system of payments for natural resources’
use and environmental pollution. Economic policy instruments are to presume profit

*® Life-cycle production.
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and demand oriented timber production and privileged conditions for silvicultural
investments, including foreign.

* Regulatory instruments comprise scientifically substantiated system of norms, rules
and permits. The norms of annual allowable cut in the Ukraine's forest sector have to
be adjusted. It is so, because for many years, harvesting that could be sustained
forever was regarded as the best option. Consequently, today, official timber cut in
the Ukraine comprises less than half of MAI, while in stable economic conditions the
country has good opportunities for wood-processing and timber use.

* Information, as a productive force that encourages cost-efficiency and enhances
environmental standards, is becoming a prerequisite for sustainable forestry
development. The rising demands for economic and social forest functions require
additional information. The process of globalisation makes the role of means of
communication important (¢ f. Nijnik and Melnik, 1999). Therefore, to meet present-
day requirements of the forestry sector, it is acute to develop computerized
informational system that will provide sufficient and relevant information to the
stakeholders, and top-down, to a single production unit. Concurrently, the system
will enable the Ukraine to offer necessary data to the world community for the
development of the European common policy of sustainable use of forests. In view
of that, reliability and authenticity of information become very important.

Important tasks are to choose proper policy measure to focus on each objective
(target) of the forest policy and to elaborate policy instruments that will ensure its most
effective, efficient, legitimate and feasible implementation. To develop a complete set
of the proper combination of policy measures and instruments for a transition economy,
as was done by Oskam et al. (1998) for a market economy, is not possible within the
capacity of this study. Therefore, I adjust the ideas for a particular case of Ukrainian
forestry-in-transition. In Figure 3.5, I explain briefly which instruments are most
appropriate for certain policy measures. The perceptions presented in the figure are
largely adapted from Krott et al. (2000) who have done quite some work in this
direction and with particular interest to forestry in the Ukraine. Certain elements of
Figure 3.5 are developed in the subsequent chapters of this thesis.

Current separation of forest enterprises from timber harvesting and the
separation of timber production from financial flows limit effectiveness of economic
policy instruments (Krott et al, 2000). Closed production lines (Figure 3.5) within the
forestry enterprises that start from silvicultural activities, such as tree-planting and
thinning operations, and end with timber harvesting and forest renewal will be much
more beneficial for implementing sustainable forest management. Today, however,
having no incentives for the creation of valuable stands, forest enterprises intend to
substitute final harvesting with thinning and to gain profits through thinning operations,
violating the forest policy rules and leading to unsustainability in the sector (Krott et al,
2000). Cost-benefit analysis of managerial decisions, and demand and profit orientation
of timber production, are necessary requirements for transition to sustainable forestry.
Then, there will be no acute necessity in high state investments in silviculture, and
forest renewal will become a reasonable goal for each closed forest enterprise. Profit
orientation in the sector will decrease the necessity for subsidizing heavily timber
production, and forestry will better address market demands and environmental
requirements.
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Forest Management in
Transition to Sustainability

Figure 3.5. Forest Managemerit in Transition to Sustainability
Source: Developed on basis of Krott, M. et al. (2000)

To ensure sustainable multi-functional development of the forest sector, the
economic forest policy reform focused on enlarging efficiency in timber supply should
be complemented with well-targeted measures to preserve forests and to conserve their
biodiversity and landscape values. Since forestry-in-transition is faced with acute
market failures, improper institutions and rent seeking, governmental intervention in
terms of public environmental and social policies is justified. Thus during the transition,
administrative regulatory forest policy instruments will remain strong. However, main
focus should shift to the development of economic-financial incentives of sustainable
use of forests and to the advance of informative forest policy instruments.
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3.3. Conclusions

Sustainable forestry is a component of sustainable development of the economy.
Economic sustainability in forestry, however, has not been paid attention in the Ukraine,
because an ecological approach to sustainable forestry and the ideas that relate
sustainability to the resilience of forest ecosystems have received strong support within
the National Academy of Sciences and since 1970s, among official policy-makers. The
ecological concept of sustainability that governs in forestry negatively affects the
performance of the forest economy. During transition to a market economy, economic
analysis is becoming an important element in decision-making in the forest sector and
on the level of forest enterprises. High interest rates and comparatively low costs of
timber harvesting per unit of effort provide forest practitioners with incentives to
encourage harvesting. Thus there is a contradiction between the forest policy and
practice, and the ecologist's attitude on sustainability in forestry has to be changed. A
sustainability concept that is to be introduced in forestry has to be based on the idea of
weak sustainability and has to incorporate first of all economic dimensions.

An economic perception suggests that sustainable forestry in the economy-in-
transition to a market economy can exist only if the returns to it exceed those of
alternative uses of the land and exceed the costs of forest management. In such a way,
sustainable forest management is embodied in practice of sustained timber management.
However, the Ukraine inherited from the previous political and economic systems
mechanisms of decision-making that are not adjusted to the present and future
conditions for wood production and consumption. Adequate financial and capital inputs
are not available. Thus the changes have to be introduced into the forest sector to
address sustainability economically. Sustainable forest policy measures and instruments
that are proposed in this chapter and developed further in the thesis are focused on the
enhancement of economic and environmental role of forests and the improvement of the
country’s forest resources potential. To enlarge the efficiency of timber production, with
perspectives for the Ukraine to become an exporter rather than an importer of timber
(the idea supported by Nilsson and Shvidenko, 1999), it is suggested to substantiate
according to economic requirements timber rotation ages in commercial forests.
Afforestation of waste and marginal agricultural lands is elaborated as another major
complementary measure of sustainable forest policy.

It is not possible, however, to make the economic concept of weak sustainability
operational, under conditions of inadequate institutions and acute market failures, when
forestry is a monopoly of the state, property rights are not guaranteed, labour and capital
markets are meagre, information for producers and consumers is incomplete, and forest
resources are undervalued. The conclusion is that, under conditions of market failures
and improper institutions, which are typical for transitional economies but also hold for
external effects in every economy, the economic concept of sustainability is to be
supported by social and environmental components, and sustainahi]ity has to be
measured concurrently in economic, social and physical terms.” The way to
sustainability in forestry lies through the development of markets, internalising the most
important externalities and changing institutions.

*TOf course, that still brings up the question how to balance these different aspects.
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4. TO SUSTAINABILITY BY CHANGING INSTITUTIONSE|

In this chapter, I address governance in Ukrainian forestry by analysing the institutions
and investigating their impacts on economic and environmental performances. The
research questions are: how does the transition to a market affect the forest institutions
and what are the trends, impacts and remedies for promoting sustainable forestry? The
combination of past exploitation of forest resources with the slow pace of economic and
political reforms is a major obstacle to implementing sustainable forest policy
decisions. The way towards sustainability goes through changing institutions. The
human dimension of institutional changes investigated in this chapter plays an
important role in the process of transition. The chapter draws on the state of affairs in
forestry with failures and new incentives for economic and institutional reforms.

4.1. Introduction

The future of the economic and social development of a country in transition
substantially depend on institutional transformation, and the changes that are taking
place have contributed to focusing new attention on the role of institutions and
organisations in the transitional process. For the Ukraine, institutional transformation is
seen as a way to build a democratic society and to bring economic reforms, to favour
the forest sector of the national economy with economic incentives and appropriate
policies and to improve its economic and environmental performances.

The objective of this chapter is to consider institutional transformation in the
forest sector of the national economy. The chapter provides the analyses of the existing
institutions and organisations and derives directions of institutional changes for
enhancing sustainability in the Ukraine's forest sector. The study deals with changes in
the institutional environment, encompassing both formal and various informal rules. It
also focuses on the transition of the institutional arrangements. Institutional
transformation in forestry is addressed as a comprehensive system of new rules and
organisations that is to be placed under the obligation to turn the forest sector towards
sustainability in conditions of a market economy.

There are two main methodological approaches to investigate institutional
changes (Ostrom, 1990; North, 1993; Sabatier, 1998;). The first approach focuses on the
role of the involved actors and considers action in their field. The Institutional Analysis
and Development Framework (IADF) considers a minimal action situation, where actors
have their preferences, information-processing capabilities and selection criteria
(Ivanova and Nygaard, 1999). Substantial changes in the action arena have to be made
to enhance economic development. Both the attributes of the physical world (cf. Nijnik
and Van Kooten, 2000) and the rules in use that constitute the institutional environment
and attributes of the community have to be modified (Ostrom, 1994).

There are two ways of exploring the mechanisms of institutional changes from
the actors' perspective (Weimer, 1995). One way is to consider changes as caused by the
protagonists' response to shifts in relative prices and preferences. This approach argues
that inefficient institutional arrangements could exist because of path dependency when
it is too expensive to change organisations but new institutional arrangements that

¥ The chapter is originally written as a stand-alone paper "Governance in Ukrainian Forestry: Trends,
Impacts and Remedies" (co-author A. Oskam) submitted for publication to Agricultural Resources,
Governance and Ecology (2001).
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enhance economic growth are continually created in the society (North, 1991). Another
view within the actors' scheme explains institutional transformation as a result of
conflicting interests, when institutional arrangements change because of bargaining and
thus changes are not always progressive (Knight, 1992).

The second way to address institutional transformation is to focus on economic
development and to consider endogenous the system of institutions that depends on the
level of economic advance. At certain stages of societal development, economic
development exceeds the pace of institutional development. When this gap appears to be
too broad, political and social preconditions for institutional transformation arise within
the society itself. Organisation and actors' perceptions are regarded as important, though
they are not considered the main cause of institutional changes but rather their
consequence. The idea is relevant for a command-and-control economy, where the role
of actors was not crucial, while the economy was considered as a basis for the progress
of the society.

The situation with the collapse of the command-and-control system can not be
purely incorporated into any of the theoretical schemes I have just discussed. It was
likely the case that the actors themselves have realised political changes. Thus initially
the changes probably occurred according to Knight's theory. They favoured those with
advantageous bargaining power, and that could be among the reasons for the poor
performance of the transitional economies. The purpose of the study is to review the
current state of institutions in Ukrainian forestry and to consider their future
development, which in turn depends on the forest policy which the country adopts.

We begin in Section 4.2 by discussing the institutional environment in the
Ukraine's forestry. The institutional environment comprises formal and informal rules
that will be investigated. Then, we examine the institutional arrangements, the play of
the game (North, 1993). Considering institutional arrangements, special attention is
being given to government failure and to market failure in the forest sector, which
hamper its progress towards sustainability. There are three basic problems while
changing the rules of the game (Carlsson and Olsson, 1999), which we consider as valid
for the institutional transformation in the Ukraine. First, there is the legacy of history,
i.e. for any new order of things policy makers have to prove that this order is better and
more effective than the old one. The second problem is that knowledge and skills reside
in people and that "organisational renewal is a more complicated process than just
reorganising or instituting new units and agencies". In order to change the state of
affairs special competence from the authorities is therefore needed. The third issue is the
role of the individual and his ability to change his behaviour, norms and attitudes,
because "institutional changes go along with changes of the individual and versa".

These basic problems of changing the rules of the game are analysed in Section
4.3, which focuses on social capital in the forest sector, on knowledge and skills in
people and on the role of individuals in the institutional transformation. Advanced
silviculture and education are the endowments that the Ukraine possesses to
successfully develop its forestry towards sustainability (Gensiruk et al., 1995).
However, to switch on to a sustainable path, forestry has to have - together with
advanced science and education - properly established informal rules and competencies.
They are reflected in public opinion, namely in the attitudes of forest managers to the
process of institutional changes. Attitudinal diversity of forestry actors towards
sustainability and a market economy is identified and explained by using a Q-
methodology research tool. The Q-analysis enabled us to conclude that for successful
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transition of the forest sector towards sustainable development within a market economy
it is important to enhance the changes in the action arena, "moving away from old sets
of norms, rules and mental models" (Benham, 1995). The section concludes with the
framework of institutional transformation proposed for the Ukraine's forest sector.

Then, in Section 4.4 we identify key directions in changing the rules of the game
and the road that future forest policy needs to take. Transformation of the institutional
environment and institutional arrangements, entailing a shift in the attitudes of the
policy and management actors and their acceptance of market relations, are crucial for
the transitional process. To make the changes radical, not incremental, all actors
involved in the process of institutional transformation have to acknowledge that there
will be no sustainable forestry without recognition of market changes. Privatisation,
stabilisation and liberalisation are essential components of the transition. To put forest
management on its sustainable path and to develop a highly productive wood-
processing sector, the country needs to shift all building blocks of institutions towards
market changes.

The research methods focus on documentation of the institutional environment
and institutional arrangements, on the developed framework of institutional
transformation and on interviewing the forest policy actors. A Q-methodology approach
is applied as the main tool to study attitudinal diversity of forest policy actors
concerning market changes and sustainability in forestry. The conclusions ensue.

4.2. Rules in Use: Do They Work for Sustainability?
4.2.1. Institutional environment: political and economic rules

Following actors' perspectives of exploring institutional changes in the Ukraine's
forestry, we consider that institutions represent themselves through a legal relationship
between economic actors, and that the rules in use, both formal and informal, are forces
that govern the patterns of interaction among various actors within the institutional
system (c f. Ostrom, 1994). The Ukraine had no market tradition for almost a century
and with the collapse of the communist regime, the stock of institutions in the country
has changed at a margin. Sequencing of the institutional environment is therefore a
priority for the Ukraine, together with proper timing of the reforms (Schrieder, 2000).
Currently, the institutional environment is not ready for rapid market changes, and the
transition is likely to take decades (cf. Eggertsson, 1994).

During transitional period, the relation between state and economy remains very
important in the society, and its further development involves first of all a redesign of
the institutional environment and of the framework of what was once a centrally
planned economy (Raisser, 1997). The role of the state in the Ukraine is therefore to
create and to enforce "rules of the game". Only if the state commits itself to rules and
norms of behaviour, will the process from totalitarian over-regulation (Soviet type
economies), through dysfunctional ad hoc arrangements, and inefficient selective
intervention (typical for transition economies), to a stable self-regulating new system be
successful (Hohmann, 1999). Thus for the Ukraine, and for its forest sector, progressive
changes in the institutional environment, in formal and informal rules, are crucial.

Currently, because of hierarchy in governing the institutional environment in the
forest sector comprises mainly government laws and regulations. It is necessary that the
state, in these conditions, plays an active and formative role in the creation of new rules
to overcome the legacy from socialism (Schrieder, 2000). However, there is now no
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emphasis on property rights in the Ukraine's forestry legal documents, nor any visible
relations between prevailing institutions and contracts/markets, also in the main forest
law. The Forest Code (1994) formulates regulatory rules of forest management towards
sustainable use of forests in the national interest. However, the legislation stipulates
that forests have primarily water-conserving, soil protective, air-cleaning and health-
giving functions, their economic use having a limited importance (Andrusyshin, 1994).
The directions of forest management stated by the Forest Code are: increase of forest
covered area up to the optimum for every natural zone; conservation of biological
diversity of forest ecosystems; increase of forest ecosystems resistance to negative
environmental factors, climate change and anthropogenic factors; rational,
inexhaustible use of forest in order to satisfy demands in timber and wood products;
amelioration and forest cultivation in the Steppe (Samoplavsky, 1997).

Other laws related to forest management include the Land Code (1992), On the
Conservation and Development of Areas of Natural Reserves (1992), On the Permits
and Limits of Natural Resources' Use (1992), The System of Payments for Natural
Resources Use and Environmental Pollution (1992), On the Protection and Rational
Use of the World of Plants (1999) and On the Protection and Rational Use of the
Animals’ World (2002), On the Red Book of the Ukraine (2002) (The Ukraine's Laws,
2002). Due to high transaction costs, the laws remain sometimes "paper laws".

Also, though the legal system regarding forestry has already been established,
legislative norms and rules do not correspond to the idea of market changes. As a result
of concern caused by the environmental situation in the country, in all these legislative
documents, forests' shelter functions have received special attention, while economic
reforms are not the main focus. The most important for forestry-in-transition economic
role of forests, with a clear definition and insurance of both property rights and market
liberalisation in forestry, have not been resolved. The environmental lobby impedes
structural institutional changes by actively opposing the idea of incorporating market
dimensions in forest policies. The law "On the Moratorium on Clearcuts in the
Mountainous Slopes of Spruce-Beech Forests in the Carpathians" (2000) is further
evidence of environmental priorities within the forest policy, and of an attempt to apply
administrative command-and-control instruments to forest management.

Furthermore, the Ukraine's forest policy documents "lack specificity in
administrative and fiscal processes and leave many interested parties with control over
forest resources without properly defining their responsibilities" (cf. Nilsson and
Shvidenko, 1998). The legislation is often misleading and contradictory. The Forest
Code conflicts with the Constitution on property rights issues concerning the question
of forest privatisation. Often, there is lack of synergy between legislative rules, so that
there are two parallel processes "where parliament adopts its laws in the form of
resolutions, and the President does likewise in the form of presidential decrees"(OECD,
1997). Also, regulations regarding e.g. the tax system and price-forming policy are
changing rapidly, and enterprises are often unable to follow them. The prices on forest
products were fixed at a low level until 1991, mostly by a central authority. Price
liberalisation with subsequent high inflation affected the forest sector and frequent
reactive changes in the price-forming policy attempted to restrain a consequent rise in
prices. Frequently changing regulations, their contradiction and verbosity make
management rules hard to implement practically and they remain open to arbitrary
decisions as well as provoking corruption.
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Corruption in the form of patrimonialism is among the main problems that
substantially hamper the process of transition in the Ukraine. Patrimonialism is when
the state or her politicians considers herself the ruler and the proprietor of the country.
The phenomenon unites together the economy and politics (Jensen, 1997) and brings in
politonomy. "No institutional or ethical border separates statesmen and businessmen in
Ukraine. State is often (mis)used to strengthen the individual position of a politician,
his industry's or his region's financial position. Careers are made across government,
enterprises and lobbying groups" (Von Hirschhausen, 1998). The most destructive
phenomenon that is observed in the Ukraine is the "criminal-political nexus, the
alliance among former Party elite (communist), members of the law enforcement and
security apparatuses, and gangs of organised criminals". These phenomena in
governing have resulted in the Ukraine's situation: that the "privatisation programme
was undermined by former Party officials and a criminal elite, who appropriated state
resources by stripping assets from banks and enterprises" (Shelley, 2000). The
processes are observed despite an anti-corruption law (1995) and a national anti-crime
programme (1996).

Table 4.1. "Unofficial" Payments by Enterprises for Official Permits

"Unofficial fee": type of license/ favour Average "unofficial" Share of enterprises
fee, required for admitting to pay
"favour", USD* "unofficially", %
1996 1994 1996 1994
1. Enterprise registration 176 186 66 64
2. Each visit by fire/health inspector 42 40 81 72
3. Tax inspector (each regular visit) 87 91 51 56
4. Each phone installation 894 550 78 95
5. Lease in state space (m® / month) 7 (n.a) 66 88
6. Each export license/registration 123 217 61 96
7. Each import license/registration 278 108 71 93
8. Each border crossing (lumpsum) 211 194 100 90
9. Each border crossing (% of value) 3% (n.a) 57 (n.a)
10. Domestic currency loan from bank 4% (n.a) 81 (n.a)
(preferential terms)
11. Hard currency loan (prefer.terms) 4% (n.a) 85 (n.a)

Source: Raiser (1997).

*- Average among those that admit making unofficial payments. Data is based on survey of
150 state and private enterprises in five large cities of the Ukraine.

The officials in the Ukraine are poorly paid and take advantage of their
positions. Continuity in governing is characterised by the support of high taxes among
the officials, who oppose tax cuts "for fear that they will tempt many private firms out
of the shadow economy, thus eliminating lucrative corruption-related opportunities for
themselves" (Shelley, 2000). The existing system of taxes creates strong incentives for
enterprises to pay off officials rather than pay those taxes, and negotiations and
agreements between managers and authorities, even edging over into cheating become
necessary for business survival (Raiser, 1997). Table 4.1 shows that business is paying
significant amounts in bribes to avoid inefficiency or intends to submerge its
operations. "Violation of the rules is often profitable as the possibility of being caught
is low, punishment is no deterrent, and one can usually bribe one's way out of a
situation" (Ivanova and Nygaard, 1999). Thus, half of the enterprises regularly pay an
unofficial fee to tax inspectors (Kaufmann, 1998), and almost two-thirds of the
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managers regard corruption as a major problem that business has to face (Shelley,
2000).

Average levels of unofficial fees and the proportion of enterprises that pay,
indicate the difficulties which entrepreneurs have to overcome in order to establish a
private firm, to receive a bank loan, or to initiate export and import operations.
Consequently, unofficial economy in the Ukraine has increased considerably, and in
1998, 70% of enterprises operated in the "shadow", providing about 50% of the GDP
(Shelley, 2000). Unofficial business reduces the tax base of the State and official
foreign exchange holdings and worsens an overall economic performance. Though we
do not have data on business underground in the forest sector, the situation is likely to
be especially bad in the sectors of the national economy that are coping with extraction
of natural resources. In this respect, we can only add that illegal timber harvesting in
the Carpathians recently expanded enormously (Gensiruk, 1999), reflecting the
continuity of governing in the Ukraine's forestry and general difficulty with which the
process of transition to a market economy in the forest sector is proceeding.

4.2.2. Continuity of governing

Continuity of institutional arrangements in the Ukraine's forestry is even better
observed than that of the institutional environment. Governing in a transitional
economy entails four major institutional strategies: democratisation and participation;
economic liberalisation and privatisation; political, administrative and fiscal
decentralisation; and restructuring government (Gerrard, 2000).

The institutional arrangements in the Ukraine's forestry are characterised by co-
management arrangements among the four major forest policy actors - central
government agencies, local governments, community-based organisations and
enterprises, including privatised wood-processing units. At this time, however, the state
through its politicians remains the main policy-maker and the dominant and privileged
principal in the Ukraine's forestry. The Parliament, the central legal body, and the State
Committee of Forestry, the Ministry of Ecology and Natural Resources, the forest user
and the co-ordinator of forest policy implementation, are the main actors involved in
the forest sector's institutional framework. Implementation of the forest policy is carried
out by forest enterprises and by user groups from local communities that directly
interact with forests. Task division between various managerial structures is not
legislatively defined and their institutional consolidation is thus not properly ensured.
The role of scientists, educators and public organisations is minimal. Public opinion
hardly influences policy decisions and it is not able to promote sustainable development
as forest policy (Hardashuk and Nizhnik, 1995). Democratisation and participation in
the forestry sector therefore do not occur.

There are three basic mechanisms of governance in the economies: markets,
hierarchy (authority), and collective action. Markets constitute governance by voluntary
exchange between two parties. Hierarchy is governance by command-and-control,
when authority is assigned from one to many actors, top-down. Collective action is a
co-ordination by common interest, when people act together (Gerrard, 2000). Prevailing
institutions in the Ukraine officially constitute the authority of the hierarchy, when rules
of governance correspond to government laws, and organisations are based mainly on
governmental structure, while the whole system of institutions does not maximise gains
for the participants. Markets, which are almost missing in the forest sector, provide
scarce information about quantities and qualities of goods and services. This increases
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the costs of bargaining and of enforcing property rights leading to uncertainties in
making, monitoring and enforcing contracts. Usually, the contracts, laws and
conventions of a society (its institutions) either evolve to reduce transaction costs or fail
to do this (Hubbard, 1995). Markets in the Ukraine's forestry are meagre, because their
emergence has been blocked by the former system through decades.

The organisational form of governance in the Ukraine, a hierarchy (authority),
was appropriate for extensive growth. Today, it is not workable due to cumulative
effects of the system's agency problems and changes in the economy causing an
increase in transaction costs. The changes identified by North (1997) include (1) a
change in the productive potential of a society, which is a consequence of (2) a basic
change in the stock of knowledge and which entails (3) an equally basic change in
organisation to realise that productive potential. During these societal changes in the
Ukraine old institutions become dysfunctional, but they tend to persist.

Following North (1991), the key reason for that lies in path dependency, in
which institutions are self-perpetuating until trends of change in relative prices so
increase the costs of maintaining existing institutions that pressure for reallocation of
resources becomes irresistible. There is also a Prisoner's Dilemma explanation of the
difficulties with the imposition of new institutions, showing that the costs of breaking
rules are too high on individuals, and the imperfect information paradigm, which is
based on uncertainty in the distribution of future gains from institutional changes.
Market and democracy can therefore be established in the Ukraine only when it
becomes feasible to "anchor them in the culture, history and traditions of the country”
(cf. Hohmann, 1999 and Schrieder, 2000). New institutions have to adjust gradually to
the stock of productive resources and to the stock of the existing institutions
(Eggertsson, 1994). This is one of the reasons, why the second major institutional
strategy in transitional economy i.e. economic liberalisation and privatisation also
falters.

Organisations based on authority in the Ukraine's forestry further do not address
the officially proclaimed policy of economic liberalisation and privatisation because of
the informal rules within its institutional environment. Among plausible main coalitions
in the Ukraine’s Parliament, i.e. democrats, communists and the union of "parties of the
power” with the corresponding lobhies in forestry, only the democrats appear to pursue
a strategy of open market changes.“~ The communists oppose privatisation for political
reasons that are based on the idea of common property rights. The "parties of the
power" union, which supports the current administration, has instituted a legacy of
corrupted bureaucrats among the politicians ("The Day", 2001, Ukrainian Political
Thought Journal, 2001 and Carnegie Endowment, 2001), is also not in favour of open
privatisation. Specifically, they oppose diversified mass privatisation, because they
could lose their power to distribute the natural resources according to their wishes, and
they are not willing to share either their current notional rights to the resources or their
current "profits" with private owners and western investors (Financial Times, 2001).
They oppose the creation of an open market economy of a European style. The
environmentalists, who recently dissolved among other political factions, also oppose

* The current composition of groups and fractions in the Parliament is as follows: the so-called "party of
power" (United Ukraine - 178 and Social Democrats - 31); the democrats (Our Ukraine - 119; the
Motherland - 23; Socialist Party - 21); Communist Party — 64 members; independent - 11
(http://www.rada.gov.ua).
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market changes in the sectors of the economy related to the extraction of natural
resources, because they are concerned that the resources would be "mined" and sold out
by private owners. The transformation of political and economic institutions in the
Ukraine therefore proceeds with extreme difficulty.

Government failure in the Ukraine could be examined on the basis of three
theoretical models of the government (Shleifer and Vishny, 1998) called the helping
hand, the invisible hand and the grabbing hand models. Good institutions are
instrumental to positive economic development. Bad institutions retard economic
growth. Government within a grabbing hand model is not oriented on efficiency, but
rather on redistribution, and the institutional incentive to address economic efficiency is
displaced by the idea of wealth redistribution for personal gain. Politicians and
bureaucrats, focusing on their own objectives and on their desire to stay in power,
follow their impulse to redirect wealth and the resources to themselves. Their actions
substantially retard economic growth, leading to social distortions, corruption and
poverty, restricting political and economic freedom (cf. The Economist 1999a),

Certain steps regarding decentralisation and restructuring of governing in the
Ukraine's forestry have been undertaken, and structural reorganisation of the forest
sector has taken place. The politicians substantiated the necessity of reorganisation by
explaining that big wood-processing units could hardly be functioning efficiently
within forestry enterprises in sparsely wooded countries such as the Ukraine.
Differences between wood-processing, silvicultural, and timber harvesting activities
and their production assets were given as major reasons for restructuring. The
prevailing argument is that if wood-processing units are incorporated in forest
enterprises, the sectoral principle of control over wood production becomes insufficient
and levels of concentration and specialisation in the production stay low, thus
efficiency decreases. Forest and wood-processing activities taken together increase the
likelihood of inefficient division of labour and of the use of inappropriate technologies.
This likely results in lower levels of professional specialisation and decreases labour
productivity. Another argument was that the shortage of wood to satisfy the demands of
wood-processing made preconditions for the violation of the regime of harvesting, and
forests were threatened with overcutting. This political reasoning led to forestry and the
forest (wood products) industry being split into two distinct bodies in 1996.

The State Committee of Forestry, which replaced the Ministry of Forestry and
the Ministry of Wood-Processing Industry (Gensiruk eds., 1999) is currently a
managerial body of the Ukrainian Forest Fund. The state forest resources are managed
by the sole agency that ensures regeneration and improvement of the forest stock.
Figure 4.1 shows that either the State Forestry Union or the Forestry Board exists in
every administrative area of the country, and these are the main agencies responsible
for the forest within the administrative areas. The newly established governmental
structure of forest management also includes a network of educational institutions and
research centres, special forest protection units and two National Natural Parks.

At a lower level of hierarchy within the system of state forest management,
there are state forest enterprises and their functions include tree-growing activity and
timber supply. The list of activities of the state forest enterprises differs substantially
across regions, and in low forested areas they focus, in the majority of cases, just on
silvicultural operations (Krott et al., 2000). State forestry enterprises comprise under
their managerial structure numerous production units, forestries, wood-processing
sectors and other enterprises that manage silviculture and timber supply (Figure 4.1).
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The governmental structure of forest management also includes 41 hunting
enterprises, 5 natural reserves and the supporting sections. It was expected that a newly
established structure of forest management would be beneficial for forestry. Structural
reorganisation as a political shift towards forest regeneration, afforestation and rising
qualitative characteristics of forest stands was a positive phenomenon, under
environmental reasoning. We think, however, that these changes, considerably further
weaken the economic role of forests, all the more so after the State Committee of
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Forestry was incorporated into the Ministry of the Environment and Natural Resources
(Presidential Laws, 1999 and 2000). Officially, the Ukraine's forests are increasingly
becoming conserved amenities, rather than resources of timber for the economy.
Forestry depends on direct state investments and, when they are in short supply, it turns
to the underground economy. If silviculture and wood-processing were placed together
within properly established vertical integration instead, the industry would give
economic incentives and economically support forestry, which now is hardly able to
survive solely on the state budget (Krott et al., 2000).

Furthermore, structural reorganisation has caused distortions in practical aspects
of the forestry sector because it has enhanced improper distribution of the machinery
between the forestry and wood-processing sectors. As interviews with the forest
managers have shown, this is an acute problem for forestry. In the absence of a market,
it has also led to shortages of the equipment for logging and for transporting wood, and
has resulted in decreasing productivity, in losses of timber and in its illegal selling out
of felling sites (Olijnyk, 2000). This problem can be solved with economic
liberalisation, with the introduction of market relations in forestry and with further
development in the market of wood-processing technology.

A positive feature of recent reorganisation in the forestry sector was therefore a
certain reduction of bureaucracy and non-productive costs. Governance structures did,
however, spread out using command-and-control instruments rather than market
incentives for sustainable forest management, and that threatens the forest economy.
Additionally, control bodies have got lower expectations on enhancing proper
utilisation of forests, the forestry agencies have become less able to perform their
functions regarding resources allocation, and the enterprises have frequently become
unable to function properly. Changing the governance, but keeping it a hierarchy
without introduction of a market mechanism of governance with economic incentives,
thus causes the forest policy to fail.

4.2.3. Forest policy and market failure

Economic liberalisation and privatisation should become strategic priorities of the
institutional changes. The Ukraine's forests are, however, still owned by the State. The
forest enterprises have the right to permanent use of forests, but privatisation and
redefinition of property rights concerning forest resources and land are not established.
The forest enterprises are not privatised and there is a monopoly held by the State. The
main work in planting and in the protection of forests is still financed by the
government, and statutory prices for standing timber are fixed. Thus, it is too early to
analyse the impact of transition and the structure of property rights within the forest
sector. According to the existing legislation, an overall privatisation in the forestry
sector will not take place.

The shift towards a market economy will be limited to production assets,
distribution of forest products on market principles and the implementation of payments
for the use of forest resources. The decrees of the Cabinet of Ministers of the Ukraine
(1992) and the normative rules have legalised a country-wide system of payments for
special use of forest, such as for organised recreation. This system is based on different
forms of property, on enhancing property rights and on economic evaluation of natural
resources, particularly forest.

In comparison with forest units, the wood-processing and cellulose and paper
industries were more prepared for new market conditions. These industries sufficiently
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changed their previous practice, and have introduced and enhanced property rights
relevant to the new economic reality. Demonopolisation of state property, which was
passed into the holdings of non-state forest industry enterprises, started in the early
1990s. As Table 4.2 shows, wood-processing enterprises, which have become
collectively owned by the employees, appeared to be main producers in the industry in
1997. In cellulose and paper sectors they accounted for 99% of the production. Their
labour force comprised accordingly 90% and 89% and the value of production assets of
enterprises of this form of ownership accounted for 90% and 98%, respectively.

Table 4.2. Types of Property Regimes in Forest and Wood-Processing Industry
(produce of enterprises by forms of ownership in 1997, % to total production)

Enterprises by forms of  Forest and wood-processing timber wood-processing
ownership industry, including harvesting

State ownership 24.5 89.0 7.6
Collective ownership 75.1 11.0 91.8
Private 0.4 - 0.6
Totally 100 100 100

Source: Estimations based on the data from the National Academy of Sciences (1998)

Wood-processing and manufacturing facilities are gradually being privatised
mainly through internal privatisation. It means that privatised wood product enterprises
were formed as joint stock companies, where the employees have become shareholders.
Managerial initiatives with the majority of shares were, however, siphoned off into the
hands of the former command-and-control bureaucrats related to the corrupted
government officials. Thus restructuring of management has not occurred. Also, though
a legal framework for restructuring enterprises was established in 1992, the bankruptcy
law makes this irrelevant because it permits companies to accumulate debts and then to
close down, but it prevents restructuring (Kaufmann, 1998). Separate departments
within wood-processing combines can therefore barely be privatised and they are not
able to pursue their own commercial activity. Restructuring of production processes
and an overall privatisation in the wood-processing industry has, in consequence, not
taken place so far.

Privatisation of wood-processing production units was also carried out in an
artificial way, with the assets passed to a property of employees for symbolic prices. No
financial assets were brought into the ventures and funds remain inaccessible for the
future investments as a result. The bureaucratic procedures with the involvement of
four parallel State Committees on foreign direct investments and the unstable legal
environment have in addition led to difficulty in attracting foreign investments in the
sector. Consequently, there is a shortage of investments, without which the economic
efficiency of forest enterprises remains inadequate, which further discourages
investment.

Government additionally interferes considerably with the activity of privatised
wood-processing units through specific price policies, complicated rules for enterprises'
registration, ambiguous tax laws and customs rules, bureaucratic procedures for
receiving government loans and credits, export and import licenses, substantially
limiting economic liberalisation. So in the absence of a market, given imperfect
information and high transaction costs, privatised enterprises are put in conditions that
not only provoke spreading of the shadow economy, but also hamper the process of
further developing open market relations. As a result, the performance and economic
efficiency of the enterprises are lower than in the state plants: their outputs per capita of
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the labour force are lower, as are the outputs per value of the production assets
(National Academy of Sciences, 1998). The majority of private and collectively owned
enterprises is unprofitable and has debts, with their stagnation and failure being 96%
attributed to high taxes (Shelley, 2000).

The enterprises in the Ukraine also usually continue to exist after bankruptcy.
The bankrupt enterprises have three possibilities to keep on functioning. They can
receive direct state subsidies, they can be allowed to delay tax payments and they can
rely on inter-enterprise transmissions (Von Hirschhausen, 1998). In these conditions,
despite the low economic efficiency of the privatised forest industry enterprises, few
enterprise closures have taken place so far, and if the privatisation process in the forest
sector has occurred, is not irreversible. Successful private firms or their profits could be
expropriated to cross-subsidise unsuccessful firms. Risk of expropriation, the practice
of financing unprofitable units at the account of profitable ones and government
assistance to bankrupt enterprises, result in a heavy financial burden on the State
budget. Besides, "asset stripping" is a popular method of extracting valuables, when
enterprises are declared bankrupt. This situation continues to hamper entrepreneurs and
threatens the long-term political sustainability of the privatisation process.

Moreover, there is no market to determine prices on forest products, and the
stumpage fees that indicate the legitimately established lowest limit of the prices do not
reflect the market prices. The prices for standing timber, which were claimed to be
high, actually are substantially lower in comparison with the prices on the world
market. Logging, road and transportation costs are twice as high as the stumpage fee
(Shvidenko and Andrusishin, 1998). The price system in forestry that is mainly based
on "cost-plus" estimates does not reflect the prices under market competition, and
therefore serves to increase costs and leads to unsustainable forestry.

The prices on timber products, especially export prices, are partially set by the
market, but costs often are not reflected in the market prices. The prices often fall lower
than the production costs, because of the decreased domestic wood demand for
construction and mining. Consequently, low economic efficiency of wood-processing
enterprises with high level of barter as a measure to keep the enterprises functioning in
the short term, leads to high transaction costs, providing scarce financial inputs into
business and resulting in poor performance of the forest economy (Krott et al., 2000).

The state of affairs in forestry waned even more due to general economic
problems in the country when the forestry sector as a part of the national economy
faced financial instability, inflation, high interest rates, etc. The situation that leads to
weak economic performance in the forestry sector also endangers the forest
environment. High interest rates result in "mining of the resources" when the
enterprises, despite officially existing norms of forest use, employ flexibility in timber
harvesting. In such a way the Ukraine's forest policy that officially is focused on the
expansion of wooded area and on environmental priorities conflicts with the interests of
forestry units’ management causing unsustainability in forestry. Hence, in the absence
of economic liberalisation, privatisation and decentralisation, as necessary institutional
strategies in the economy-in-transition, sustainable economic development of the forest
sector remains elusive. Policy and market failures are preconditioned by the state of
affairs in the economy in general and it is hardly possible to transform the practice of
forestry without changing the economic system itself.

62



4.3. Human Factor of Institutional Changes

The human factor, which is in the focus of the current section, appears to be very
important for changing the state of affairs in the Ukraine's economy and in its forest
sector. People have to implement all political, societal and economic changes, because
"people need organisations and institutions in which they feel at home, motivated and
committed" (Vink, 1999). Therefore, a lot depends on public opinion about various
issues of the institutional transformation, on the competencies, on public support of the
reforms and on active involvement of individuals in the process of transition.

4.3.1. Competencies

Competencies include knowledge, experience, communication, motivation and trust.
They are personified in codes of human behaviour and are much more stable and often
much more resistant to change than formal rules (Slangen, 2000). Continuity of
competencies in the Ukraine's forest sector is an acute problem, and likely it is not the
level of social capital regarding knowledge and learning that is the main point of
concern, but rather other aspects of informal rules, such as motivation and trust.

Traditionally, the Ukraine's silvicultural science and education are advanced
(Gensiruk et al, 1995). Alongside the institutions that belong to the governmental
structure of forest management (Figure 4.1) there are the Ukrainian State University of
Forestry and Wood Technology, forest departments within the National Agricultural
Academy, forestry colleges and forest schools. Therefore, despite a destabilised
economy and certain shortcomipgs in the system of forestry education, which require
efforts towards its improvement™, the forest sector has got specialists and managers of
various levels. The main problem of poor economic performance in forestry, regarding
informal rules, is likely the lack of proper communication and reciprocity between the
actors and the absence of their proper motivation, commitment and trust.

Violation of selling agreements and contracts, high transaction costs and poor
co-operation are common features in the forest sector. Even if the enterprise can muster
the expenses to apply to the arbitration court regarding the violation of business
agreements and the decision of the court on payments is in favour of this enterprise, it
does not mean that it will be paid. Informal sanctions (as using the "mafia") are often
more effective in resolving conflicts between the enterprises (Ivanova and Nyggard,
1999), while the conflicts between business and authorities on tax payments are usually
resolved through bribes (Raiser, 1997). The causes of the disputes often originate in
low respect for the rules and also in lack of commitment and trust between the actors.

Trust promotes co-operation between people, and that co-operation leads to
better performance of all institutions in the society, including the government (Shleifer
and Vishny, 1998). Fell (1999) argues that in the post-communist countries institutions
were "ill famed for a long time for their characteristic subjugating of individual
interests in favour of those of the state and for their oppression of individual liberties".
Consequently, lack of trust between the actors appeared to be a usual feature within
political and civil institutions of the former communist countries. Both cultural
(Fukujama, 1995) and institutional (North, 1991) theories of trust consider it to being
based on experience. People in the post-communist countries are used to being

* International Tempus-Tacis Programme ENARECO focuses on economic issues of forest education.
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motivated with commands rather than by their own opinions and interests such as
entrepreneurial decisions, and they are hardly able to be receptive to institutional
transformation and to be flexible in the changing environment. According to Shleifer
and Vishny (1998), trust in the countries of Western Eurogﬁ is on average between 45%
and 65%, while in Eastern Europe it seldom reaches 30%.

Table 4.3. Trust in Political and Civil Institutions by Country, 1996: Means
(standard deviations)

Trust in: Bul Cze Sik Hun Pol Rom Sle Bel Ukr

Government 2.7 4.6 3.7 32 35 33 3.7 3 2.4
(1.6) (1.6) (1.7) (1.7) (1.6) (1.7)  (1.8) (1.6) (1.6)

Parliament 2.2 3.6 34 32 35 3.2 35 2.9 2.6
(1.4) (1.5) (1.5) (1.6) (1.5) (1.6) (1.6) (1.6) (1.7)

President 4 5.1 4.8 5 3.1 4.0 4.2 33 2.6
(1.9)  (1.8) (1.7) (1.8) 1.7y @.1) (2.0 (1.7 (1.8)
Civil 2.9 3.7 3.7 3.8 3.5 34 4.1 32 3.0
Servants (1.6) (1.3) (1.5) (1.6) 14 (1.7 ((1.6) (1.6) (1.6)
Courts 2.8 4 3.8 4.3 3.9 4.1 4.1 3.5 3.2
(1.7) (1.5 (1.6) (1.7) (1.5) (1.8) (1.8) (1.6) (1.8)
Parties 2.5 3.7 3.2 2.8 2.6 3.0 2.8 2.7 24
(1.6) (1.3) (1.6) (1.5) (1.3)  (1.6) (1.5 (1.7) (1.5)
Army 4.6 4.1 4.4 4.3 4.8 5.5 3.9 4.0 3.8
(1.9 (1.5 (1.6) (1.7) (1.6) (1.6) (1.9 (1.8) (1.9)
Police 2.9 3.9 3.7 4.2 4.1 3.8 4.0 32 2.8
(1.7) (1.5 (1.6) (1.7) (1.6) (1.8) (1.7) (1.7) (1.7)
Media 3.7 4.2 4.0 3.7 3.9 32 3.8 3.7 3.7
(1.8) (1.4 (1.5 (1.60 (1.5) (1.6) (1.6) (1.7) (1.8)
Church 34 3.5 4.2 4.1 4.0 54 3.5 4.6 4.2
2.00 (1.8) (2.0 (1.9) (1.9 (1.8) (.00 (2.0 (2.1)
Patriotic 2.7 4.0 3.8 33 3.2 33 4.1 3.0 3.0
societies (1.8) (1.4 (1.6) (1.6) (1.4 ((1.8) (1.7) (1.7) (1.7)
Farms 3.1 4.0 3.8 3.9 3.6 4.0 n.a. 3.7 3.3
1.8) (1.4 (1.4 (1.6) (1.5 (199 na. (L7 (1.8)
Unions 2.5 3.4 3.4 3.5 3.0 34 3.2 3.0 2.7
(1.5 (1.2) (1.2) (1.3) (1.3 (1.9 (1.7) (1.4 (1.4)
Private 2.7 4.2 3.5 3.9 3.1 4.1 34 2.9 3.4
enterprises (18 @14 @7 (@16 (15 a9 a7 @.8 1.9
Foreign 2.5 3.6 3.2 33 2.9 34 3.5 3.1 3.2
experts (1.7)  (1.6) (1.5) (1.7) (1.6) (1.9 (1.7) (1.7) (1.8)

Source: Rose, Mishler and Haerpfer (1997).

Note: Trust is scared on a 7-point scale with 7=maximum trust and 1 = minimum trust. BUL - Bulgaria;
CZE - the Czech Republic; SLK - Slovak Republic; HUN - Hungary; POL - Poland; ROM - Romania;
SLE - Slovenia; BEL - Belarussia; UKR - Ukraine. The sample for each country/institution range between
755 and 1000 cases.

Table 4.3 provides evidence that trust in political and civil institutions in the
Ukraine is very low. It rates as one of the lowest even in comparison with the other
countries of Central and Eastern Europe (CEE). Trust for the government that had to
implement institutional changes in the late 1990s was especially weak, and only 7% of

3! The percentage of people that answered "yes" when asked "would you say that most people can be
trusted?"
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Ukrainians believed that the government was "doing a good job" (Shelley, 2000).
People believe more in the army, independent organisations or the church (Table 4.3).
Their trust in farms, private enterprises and foreign experts is also reasonably above
their worst expectations. Therefore, people likely are open to changes but they do not
trust the bureaucrats and politicians.

This once more suggests moving away from a hierarchy mechanism of
governance to a market mechanism with the involvement of new and more progressive
policy actors in the action arena of the Ukraine’s forestry. La Porta et al. (1997) have
found a positive relation between trust and governance performance across the world,
from which we may conclude that the lack of trust established with those who are
governing in the Ukraine and between the policy principals holds back the institutional
reforms. Low trust is also among the reasons for slow institutional transformation in the
forest sector, and shifting the attitudes of the people towards favouring market changes,
with increasing trust in those who implement the changes, would considerably enhance
the process of transition.

4.3.2 Attitudinal diversity of forest policy actors: Q-methodology analysis

The objective of this section is to assess attitudinal diversity of the forest policy actors
in the transitional period in order to find out the areas of conflict among them and to
define their ideas on market changes and on sustainability in forestry. A Q-methodology
approach based on a questionnaire was applied as a research tool. Q-methodology does
not presume to define the number of people with certain views, but clarifies why people
have their beliefs, and from which perspectives the attitudinal diversity can best be
observed. Even several cases addressed with Q-analysis are suggestive in this respect,
because they provide knowledge about the process. The methodology was used in
political and social sciences to define Brazilian Attitudes toward Agrarian Reform
(Peritore, 1990), to Measure Attitudinal Diversity of Siberian Forest Policy Makers
(Mashkina, 1998), to Understand Participant Perspectives in  National Forest
Management (Steelman and Maguire, 1999), to realise Factors Influencing People's
Participation in Forest Management in India (Lise, 2000), etc.

Data analysis in Q-methodology involves the sequential application of three sets
of statistical procedures: correlation, factor analysis and computation of factor scores.
The study method allows for a relatively simple data set, and the factor analytical tool
makes it possible to analyse interviews even when the respondents have not explicitly
revealed their opinions (Brown, 1986; McKeown and Thomas, 1988). There are two
alternative directions established for the future development of the Ukraine's forest
sector: (a) - towards a market economy or (b) - back to the command-and-control
system, with two dimensions: (¢) — with, or (d) - without concern of sustainability
(Table 4.4).

We analyse the attitudinal diversity of fifteen forest managers from ﬁveEIkey
forest areas, distinguishing their views about market changes with respect to
sustainability in forestry. The investigation is mainly based on our personal knowledge
of the interviewed people who were initially asked about their willingness to participate
in the study. Then three forest managers per zone, of different age groups, education
and position have been chosen for interviewing and they were sent normal distribution
Q-sort cards with the statements (Appendix 4.1).

32 Northern and Southern Steppe were considered jointly as a Steppe zone, because of the scarcity of
forest resources and similar economic and environmental conditions.
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Table 4.4. Q-Sample Design for the Q-Study on the Ukraine's Forestry Transition
to a Market and Sustainability

Main Effects Components

A. Directions a) pro-market economy b) command-and-control system
B. Dimensions c¢)sustainable development  d) low concern of sustainability
Combinations: ac be

(A)B)=(2)2)=4 ad bd

Replication number (m)=6

Q-Sample N = (A)(B) (m) N=(2)(2)(6)= 24

The problems that affected the forestry sector, economic, social, environmental
and institutional have been identified in the statements and the participants were asked
to rank each Q-statement according to their opinions. The answers are recorded on the
scale ranging +3 through -3 (Appendix 4.2). "Plus three" indicates complete agreement
and "minus three" complete disagreement, with zero indicating a neutral attitude
towards the statement. Then the data is run through a factor analysis (Q-method:
software, 1986). A factor analysis is used to reduce the dimensionality of the data by
creating new uncorrelated variables. It is a method that translates a large set of variables
that are often highly correlated into a few independent choice variables or into a set of
principal components, known as factors. The forestry areas, by which the respondents
have been chosen, were defined via the spatial classification of Ukrainian forests
(Gensiruk and Nijnik, 1995) that is presented in Chapter 5.

The results of the analysis provide the identification of the groups with similar
views, according to the orientation of the blocks of statements (page 4 of Appendix 4.3,
Rank Statement Totals). The analysis indicates the existence of two main groups of
attitudes regarding market reforms. The perceptions of the protagonists on sustainable
development of the forest sector and on the protection of natural resources are also
distinguished (page 4 of Appendix 4.3, Rank Statement Totals with factors 1,2,3 and 4).
The first group of the actors has a belief that only radical institutional transformation
towards a market economy will result in a breakthrough in the development of the forest
sector. The respondents consider the market as an important attribute of sustainable
development of forestry (page 5 of Appendix 4.3, Distinguishing Statements for factor
1). The second group of forest managers has a command-and-control economy
orientation. The actors blame radical economic reform for the problems in forestry and
are in favour of centralised government planning regulation (page 5 of Appendix 4.3,
Distinguishing Statements for factor 4). They support their opinion by citing the
environmental problems that arose during the transitional period.

There are also two other groups of the actors, the first of which is supporting
market reforms but considering sustainability issues not very important (page 5 of
Appendix 4.3, Distinguishing Statements for factor 2). This group blames all the
problems on the existing legislative system; tax policy; corruption; high interest rates;
difficulties with new investments; high costs of energy, fuel and raw materials; and
other features of the transitional period. The last group of forest managers supports a
command-and-control economy and does not have a clear opinion about sustainability
in forestry (page 5 of Appendix 4.3, Distinguishing Statements for factor 3).

The investigation via forestry zones indicates that the respondents from the
Polissja and the Carpathian regions support radical reforms directed towards
implementation of a market economy in the forest sector. In the Carpathians, the stress
is further placed on sustainable development and the protection of natural resources.
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This could be explained by high non-timber values of forest in this area, e.g. its
potential for outdoor recreation and richness in biodiversity. The attitudes of the
respondents from the Wooded Steppe and Steppe zones reflect their preoccupation with
the problems of protecting natural resources and sustainable development. This could
be explained by the special position of the forest industry in these areas. Forestry
comprises just a small part of the regional economies, while environmental problems
are acute both for the Wooded Steppe zone and for the Steppe. The same explanation
could be applied for the Crimea, where the respondents pay particular attention to the
environmental problems of the Black Sea area (page 1 of Appendix 4.3, Factor Matrix
I, Q-Sorts =15, 3 from each zone respectively).

The social perspective of the study shows that the forest managers and engineers
in the age range 24-38 mainly support radical economic reform but have little concern
for the problems of sustainability in forestry. The respondents over 40 care about nature
conservation and sustainability issues (page 4 of Appendix 4.3, Factor Matrix I). Pro-
market attitudes with concern about sustainability prevail among local administrative
staff and managers, and it was not the case some 5-7 years ago (Ukraine Today, 2000).
In contrast, attitudes of the workers appeared to change in resistance to market reform.
This could be explained by the decreasing economic activity and instability in the forest
sector, and by the declining income of the workers (page 2 of Appendix 4.3, Factor
Matrix II).

The results of the Q-analysis have not distinguished differences in opinions of
female and male respondents; neither in their views regarding the economic reform, nor
with respect to sustainable development of the forest sector (page 2 of Appendix 4.3,
Factor Matrix I). However, it was fqund that of the actors with a comparatively high
salary (more than 200 Hr per month™), both men and women support radical market
changes and are concerned with the problems of sustainability in forestry. The low-paid
respondents do not care about these problems (page 3 of Appendix 4.3, Factor Matrix
IT), and that could be explained by increasing economic difficulties during the
transitional period that have become an especially heavy burden for people with low
salaries. Also, the forestry actors, who have worked in the sector for 10 years and longer
are in favour of the reformation and are concerned with the problems of sustainable
forestry development (page 3 of Appendix 4.3, Factor Matrix I). This observed opinion
shows that knowledge and experience provide a better understanding of the necessity of
the institutional transformation in forestry towards a market economy.

The results of the analysis enable us to identify differences in the forest actors'
attitudes on market changes and sustainable development. The attitudinal diversity
appears to be dependent on the age and living conditions of the respondents and still
more so on their competencies, such as working experience, position, etc. The study
identifies forest areas in which support of the reforms is weak, and enables us to discuss
the reasons for that. It also provides important insights for understanding why certain
governmental forest policies are unfavourably received by one group of the actors, or in
one forestry zone, and favourably received elsewhere. Through the different importance
accorded to the problems of transition by the forestry actors, we become aware of the
priorities existing in forestry and of the factors that most hamper the process of
transition. The results serve as an initial basis for considering the human factor in the
process of institutional transformation and for advising on policy decisions to promote
public support of the reforms.

33 About 45 USD, to compare with an average salary of a teacher that is 19 USD (Ukraine Today, 2000).
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4.3.3. The framework of institutional transformation

The intensity and irreversibility of political, economic and social reforms depend on
pressures on the stock of institutions coming from the world's economic system and the
international community, as well as on pressure arising within the forest sector itself.
For a better understanding of the processes that are taking place in the forest sector of
the Ukraine, the framework of institutional transformation has been developed.

> Forest Policy Actors €
pro-market pro-market command-and- command-and-
economy with | economy with control system control system
no concern for concern for with concern for with no concern
sustainability sustainability sustainability for sustainability
ad ac be bd

Action

rogressive
prog arena

pressure

opposing
pressure

\4

Market
economy

Command-
and control
economy

Sustainable
Forestry
Economic, Social
and Environmental
dimensions

Institutional
arrangements

transitional pressure

Forest Policy Outcomes (changing the rules)

Formal rules Informal rules Competencies

Institutional Environment (rules in use)

Figure 4.2.The Framework of Institutional Transformation in Forestry-in-transition
Source: Based on North (1993), Slangen (2000) and the results of the study

As we see from Figure 4.2, processes taking place in the system include the
interaction between key institutional blocs, the institutional environment and the
arrangements made for the active participation of the policy actors. The forest policy
actors "ac" and "ad" discussed in the previous section, who are oriented towards a
market stand for progressive pressure that originates with those who are involved in the
process of transition and who support it, bringing new ideas and initiating changes.
These progressive movements towards the reforms have to offset the inertia-ridden and
opposing pressure "bc" and "bd" defined in the previous section, that protects the
former institutions. The enhancement of the reforms in the Ukraine's forestry depends
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on the force of the “ac” and “bc” actors and on their competencies, which play a crucial
role in the process of transition. f*]

Figure 4.2 shows that it is in the action arena that the main bottlenecks are
observed between pro-market oriented forest policy actors and the command-and-
control system supporters with and without concern for sustainable development. The
forest policy outcomes are influenced by the actors and depend on their competencies
and capabilities, positively correlating with their power. The victory of the progressive
forces in the action arena is a basic prerequisite for changing the rules of the game and
for successful institutional transformation of the Ukraine's forestry.

The transition of the institutions in forestry has already started, but given that
support of market reforms and opposition to them are still in relative equilibrium
(Ukraine Today, 2000), the crucial task is to accelerate institutional changes. The
institutions have to be further developed via improvement of the legislative system,
transition of the government and upgrading of the social capital. "Institutional reforms
should be pushed very fast wherever the circumstances warrant, and may need to be
postponed in other areas or occasionally slowed down - in order to allow
complementary development to catch up, absorptive capacity to grow, or public
tolerance to be rebuilt (cf. Schrieder, 2000)". Understanding of institutional
transformation requires a long-term perspective, and it is necessary to study policy
developments over at least 10 years in order to explain the change (cf. Andersson,
1999). Upcoming studies will examine the evolution of attitudes of the forest
protagonists in order to know the pace of pro-market transformation and to make
judgements about the success of the reforms, with projections for the future
development of forestry towards sustainability.

4.4. Changing the Rules of the Game: Discussion

The study reveals that the institutional environment now incorporates many features of
the prior command-and-control system, and it is often responsible for inertia in the
process of institutional transformation. Therefore, the first task is to change the "rules
of the game". Together with speeding up the progressive alteration of the institutional
environment, the gap between legislative rules and their implementation should be
eliminated via the enhancement of proper institutional arrangements. This involves the
transition of the governance, with the creation of new industrial networks based on
market criteria, such as prices, costs, profits, efficiency and competition. The market
has to determine the prices of property and goods, and private investors should be able
to realise the returns on their financial inputs into forestry development.

Thus the first problem concerns formal rules in the Ukraine's forestry, where the
most important question is to settle the structure of ownership and to ensure
stakeholders' rights to use forest resources for their own benefits on terms which are
well-defined and enforced. The country’s legal documents regarding forests have to
redefine and enforce property rights on forest resources and wooded lands through the
introduction alongside with State forests of community managed forests (not a common
propert)ﬁég and private forests (cf. Carlsson, 1999). 1 agree with Carlsson that

3 For identification of forest policy actors (ad, ac, be and bd) see section 4.3.2

3 For explanation of the differences between common property and community managed forests see
Carlsson (1999). Using the Swedish forest commons as an example for Russia, he argues that an
introduction of community managed forests is an alternative to massive privatisation, as well as to
undesirable continuation or strengthening of state forest management.
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privatisation of forests is only one option. The forest inventory of the Ukraine has to
comprise the State forest fund, non-state forest fund (municipalities, farmers,
enterprises, organisations and institutions, privately owned wooded lands) and the fund
of afforestation. The afforestation fund will include state, communal and private lands
ready to be sold or leased to various stockholders for forest development.

Successful development of forest sector in the country-in-transition, such as the
Ukraine, very much depends on the success of institutional transformation. However,
the capacity to generate a simultaneous change in a whole range of political, economic
and social institutions is limited. Therefore, it is vital to economise and find a feasible
time-path for step-wise reforms that do not totally unhinge the macroeconomic balance
(cf. Eggertsson, 1994). Today the Ukraine does not have the institutional framework
that "is able to handle such a dramatic change in property rights" (cf. Carlsson, 1999) as
privatisation of forests. Thus restructuring of rural areas and transformation of
economic activity in forestry towards a market economy should proceed more
intensively, though carefully. The alternative for an overall transition to markets is to
create a favourable setting for alternative forms of organisation and to establish a
selection process via which the winners between organisations are selected on an
economic criterion, and those who minimise social costs win (cf. Schrieder, 2000).

Privatisation is definitely the best solution to enhance cost-efficiency and
quality of production in the wood-processing sector of the Ukraine. When assets are
publicly owned the manager is not the owner and he receives only a fraction of returns.
He has weak incentives to make the investments to reduce costs and to improve quality
or bring innovations. Privatisation facilitates the process of enterprisation that makes a
shift towards cost-efficiency and quality improvements in the wood-products industry.
Thus the process of privatisation of wood-processing and manufacturing facilities
should proceed intensively, and besides privatisation of separate enterprises, the State
has to ensure legitimacy and feasibility of privatisation of the departments and the
production units within the forest industry combines, with their managerial
restructuring. In order to approach sustainability, which is preconditioned by successful
transition of the institutions, wood-processing and manufacturing economy, have to
shift to a market radically, not incrementally. However during the transition, when
market incentives of sustainable use of the resources are not workable the State has to
enhance responsibilities of forest protection agencies and local governance to control
the state of affairs in forestry, especially with regard to timber harvesting.

4.5. Conclusions

There is a general consensus that the objective of an economic system transformation in
transition countries, such as the Ukraine, is the creation of an effective market oriented
economy of a European type. Institutional transformation in the Ukraine's forestry has
already started, though the rules of the game and the arrangements have not changed
substantially so far. Neither democratisation with open privatisation nor
decentralisation, have been achieved. Governance is an authority, without properly
functioning market incentives. The main idea, therefore, is to enhance the changes.
Together with institutional environment and institutional arrangements that govern in
the system, the human factor appears to be important for successful implementation of
market reforms. Changing the motivations of the actors, directing them in support of
the reforms and increasing their capacities via uprising of their commitment and trust
will substantially enhance policy outcomes and promote sustainable development of
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forestry. Though the analysis has shown the support of market changes, actors' attitudes
on the process of institutional transformation and on sustainability in forestry differ
considerably. Pro-market and command-and-control oriented groups, with another two
groups of attitudes concerning sustainability in forestry, discussed in section 4.3.2
provide understanding of the present nature of economic behaviour in the forest sector
and the actors' perceptions on sustainability.

The proposed key policy measures to enhance institutional transformation of
forestry on its way towards sustainability are: definition and insurance of property
rights; incorporation of open market changes in the forest policy design; restructuring
of the production processes, economic dispositions and management; economic
liberalisation; elimination of the grabbing hand model of the government; promotion of
collective action; enhancement of social capital with shifting of the mentality of the
forest policy actors towards a market economy. Important issues are sequencing and
timing of the reforms.
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Appendix 4.1.
The Statement

(ac) pro-market economy orientation with concern of sustainability in forestry

1. Appropriate economic and institutional reform that introduces changes of property
rights and their insurance, as well as the involvement of international investments into
the forestry sector will cause a break through in the development of forestry.

2. Complete freedom of productive activity with market structural changes in the
forest sector will stimulate wood production and enhance sustainable forest
management.

3. If forest enterprises and land are privatised and the market is allowed to operate
without interference from the authorities, so that owners can collect the economic
rents, then forest economy will improve and forest resources will become more
valuable to users, promoting sustainability in forestry.

4. Market should balance demand and supply sides of the forest industry production
via prices. Today prices on Ukrainian timber are underestimated considerably. Market
will increase prices and thus address environmental goals.

5. Increasing investments in forestry and in its technological modernisation with the
introduction of more qualified labour (training courses, foreign specialists) would
considerably improve the performance of the forestry enterprises.

6. Growing international trade will support the market via increasing demands for
forest products and through the implementation of environmental requirements
(sustainable production).

(be) command-and-control system orientation with concern of sustainability in
forestry

7. Only centralised government investments and administrative control system could
promote successful development and sustainability in the forest sector. The State has
enough financial possibilities to support forest economics and its technological
innovation.

8. Current laws and legislative rules are sufficient and really helpful for the forest
sector production and for its sustainable development.

9. Wood production activity under strict ministerial control does not contradict with
the sustainable forestry management. However the transition to a market leads to the
fact that more than 30% of timber harvesting is not reflected in the official statistic
reports.

10. Low level of forestry production is caused only by the process of structural
transformation and by the decreasing co-operation within the CIS and CEE countries.
The governmental planning-control system provided all necessary guaranties to meet
economic and environmental demands.

11. There is no necessity to switch the mentality of all actors from common property
to private. Previously existed incentive system in the forest industry practice met the
requirements of the producers and supported sustainable forestry development.

12. Without governmental demands it is impossible for forest enterprises to perform in
the market. It is also impossible to balance volumes of production with sustainability
of the environment.

(ad) pro-market economy orientation without concern of sustainability in forestry

3% The diversity of problems existing in the forestry and various approaches to their solution that were
distinguished via Q-analysis suggest that these initial statements have to be further improved.
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13. Privatisation in Ukraine's forestry will positively influence productive activity of
forestry enterprises, their better performance in the market. However, it will cause a
decrease of environmental demands and will lead to job losses.

14. Transition to a market economy will expand export of forestry industry products
but will result in unpredictable increase of forest harvesting.

15. The preservation of the existing forests is hardly one of the main directions of the
forest policy during the period of transition to a market. Volumes of timber harvesting
mainly depend from the marker demands.

16. High prices of energy, fuel and raw materials and market competition for forest
industry products have caused acute attention to economic issues and resulted in low
level of financial support of environmental reforms.

17. High interest rates on new credits and investments for the privatised forestry units
caused problems to further implement structural changes. Market reforms under
particular conditions of the country have adversely affected sustainable development
of forestry.

18. In transition period, some 30% of forestry industry production are done by barter
and through third persons. Because of that there is no financial opportunities to
provide financial inputs in environmental protection.

(bd) command-and-control orientation without concern of sustainability in forestry
19. Planing-control system will allow to stabilise the economy, to increase production
and consumption of forest industry products, but will once again distract sustainable
forest management.

20. Forests were degraded because to meet output targets, under planning-control
system, the managers of forest and wood-processing enterprises substituted the
undervalued forest resources for other, harder-to-obtain inputs. Besides, stumpage fees
were inappropriate.

21. Still existing administrative-regulatory system is focused on economic targets
(volumes of output). Government regulates prices on forest industry products and
levels of their consumption, environmental values and human dimensions in these
conditions are underestimated.

22. Volumes of timber harvesting depend from governmental voluntary decisions,
which are sometimes replaced by personal desires (corruption). This situation distorts
sustainable forestry management.

23. Under government control there is no concern about the environment, because
people are not involved in real decision-making and also because half of the forest
industry personal staff has not got necessary environmental management training.

24. Forests are used unsustainably under conditions of a planned administrative
regulation, because there are no property rights that protect individuals from investing
in forestry management improvements (e.g., by planting trees).
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Appendix 4.2. Normal Distribution of the Q-sort37|

Disagree Neutral Agree
-3 -2 -1 0 +1 +2 +3

Name

Sex

Age

Education , Occupation ,

How long do you work in forest sector?

Salary , Marital status ,
Children

Appendix 4.3. Q-Analysis

Rot ati ng Angl es Used Between Factors
FTR#1 FTR#2 ANGLE
1 2 -13.
PAGE 1 (by forestry areas)
Factor Matrix | with X Indicating a Defining Sor t B

o Loadi ngs
QSORT 1 2 3 4
1P 0.6480X 0.1471 0.1470 -0.1341
2 P 0.8235X 0.1735 -0.1131 -0.3967
3P -0.5317 0.1552 -0.0324 0. 6305X
4 F-S 0. 1498 0.8040X -0.0318 0. 2544
5FS 0.8399X -0.0683 -0. 0308 -0.1953
6 F-S -0. 0169 0. 8225X 0. 0962 -0. 1423
7S 0.1171 0. 2507 0.8564X -0.1007
8 S -0.6697  -0.2044 0. 2210 0. 5239X
9 S 0. 4101 0. 2974 -0.1134 -0.7524
10 C -0. 1453 -0. 1527 0. 7240X 0. 3210
11 C 0.7462X 0. 0399 -0. 1155 -0.4758
12 C -0.0482 0.4121 0. 0821 0. 8307X
13 Cr -0.5444  -0.1900 0. 1356 0. 6677X
14 Cr 0. 8580X -0.0907 0. 0998 0. 0598
15 Cr -0. 1656 0. 4309 -0. 4566 0. 5950X
% expl . Varkd 29 13 11 22

T For measuring the attitudes, the respondents are to judge a set of statements (Appendix 4.1). There is an
example of the form used for interviewing fifteen forest managers by five forestry zones of the Ukraine.
The statements are scaled as an integer value in a range of -3 to +3.

3% Dominating indicators are those with factor loading = 0.5 or < -0.5.

% P - for the Polissja; F-S - for the Wooded Steppe; S - for the Steppe; C - for the Carpathians; Cr - for
the Crimea

“the first factor explains 29% of the variation, the second, 13%, etc.
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PAGE 2 Appendi x 4. 3. (femal e/ nal e)

Factor Matrix | with X Indicating a Defining Sort

Loadi ngs
QSORT 1 2 3 4
1 0.8235X 0.1735 -0.1131 -0.3967
2 0.8399X -0.0683 -0.0308 -0.1953
3 -0. 0169 0.8225X 0.0962  -0.1423
4 0.1171 0. 2507 0.8564X -0.1007
5 -0. 0482 0. 4121 0. 0821 0.8307X
6 fenunle/ -0. 1656 0.4309 -0.4566 0. 5950X
7 /mal e 0.6480X 0.1471 0.1470 -0.1341
8 -0. 5317 0.1552 -0.0324 0. 6305X
9 0.1498 0.8040X -0.0318 0. 2544
10 -0.6697  -0.2044 0. 2210 0. 5239X
11 0. 4101 0.2974 -0.1134 -0.7524
12 -0.1453  -0.1527 0.7240X  0.3210
13 0.7462X 0.0399 -0.1155 -0.4758
14 -0.5444  -0.1900 0. 1356 0.6677X
15 0. 8580X -0.0907 0. 0998 0. 0598
% expl . Var . 29 13 11 22
PAGE 2 (manager s/ technicians and \/\/orkers)EJ-'I

Factor Matrix Il with X Indicating a Defining Sort

Loadi ngs

QSORT 1 2 3 4

1 0. 6480X 0.1471 0.1470 -0.1341
2 0.8235X 0.1735 -0.1131 -0.3967
3 0. 1498 0.8040X -0.0318 0. 2544
4 0.8399X -0.0683 -0.0308 -0.1953
5 0.1171 0. 2507 0.8564X -0.1007
6 -0.1453  -0.1527 0. 7240X  0.3210
7 0.7462X 0.0399 -0.1155 -0.4758
8 0. 8580X -0.0907 0. 0998 0. 0598
9 -0. 1656 0.4309 -0.4566 0. 5950X
10 -0. 5317 0.1552 -0.0324 0. 6305X
11 -0. 0169 0.8225X 0.0962  -0.1423
12 -0.6697  -0.2044 0. 2210 0. 5239X
13 0. 4101 0.2974 -0.1134 -0.7524
14 -0. 0482 0. 4121 0. 0821 0. 8307X
15 -0.5444  -0.1900 0.1356 0.6677X
% expl . Var . 29 13 11 22

I managers are holders of university diplomas, while technicians and workers not
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PACE 3 (working experience in forestry nore than 10 years/| ess)

Factor Matrix | with X Indicating a Defining Sort

Loadi ngs

QSORT 1 2 3 4

1 0.6480X 0.1471 0.1470 -0.1341
2 0. 1498 0. 8040X -0.0318 0. 2544
3 0.8399X -0.0683 -0.0308 -0.1953
4 0.1171 0. 2507 0.8564X -0.1007
5 -0. 1453 -0.1527 0.7240X 0.3210
6 0.7462X 0.0399 -0.1155 -0.4758
7 0. 8580X -0.0907 0. 0998 0. 0598
8 - 0. 1656 0.4309 -0.4566 0. 5950X
9 0.8235X 0.1735 -0.1131 -0.3967
10 - 0. 5317 0.1552 -0.0324 0. 6305X
11 -0. 0169 0.8225X 0.0962 -0.1423
12 -0.6697 -0.2044 0. 2210 0. 5239X
13 0.4101 0.2974 -0.1134 -0.7524
14 - 0. 0482 0.4121 0. 0821 0. 8307X
15 -0.5444  -0.1900 0. 1356 0.6677X
% expl . Var . 29 13 11 22

PAGE 3 (salary nore than 200 Hr/l ess)

Factor Matrix Il with X Indicating a Defining Sort

Loadi ngs

QSORT 1 2 3 4

1 0. 6480X 0.1471 0.1470 -0.1341
2 0. 1498 0.8040X -0.0318 0. 2544
3 0.8399X -0.0683 -0.0308 -0.1953
4 -0. 0169 0.8225X 0.0962  -0.1423
5 0.1171 0. 2507 0.8564X -0.1007
6 -0.1453  -0.1527 0.7240X  0.3210
7 0.7462X 0.0399 -0.1155 -0.4758
8 0. 8580X -0.0907 0. 0998 0. 0598
9 -0. 1656 0.4309 -0.4566 0. 5950X
10 0.8235X 0.1735 -0.1131 -0.3967
11 -0. 5317 0.1552 -0.0324 0. 6305X
12 -0.6697 -0.2044 0. 2210 0. 5239X
13 0. 4101 0.2974 -0.1134 -0.7524
14 -0. 0482 0. 4121 0. 0821 0. 8307X
15 -0.5444  -0.1900 0.1356 0.6677X
% expl . Var . 29 13 11 22
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PAGE 4 (age under 38/ over)

Factor Matrix | with an X Indicating a Defining Sort

Loadi ngs
QSORT 1 2 3 4
1 0. 8235X 0.1735 -0.1131 - 0. 3967
2 - 0. 5317 0. 1552 -0.0324 0. 6305X
3 0.8399X -0.0683 - 0. 0308 -0.1953
4 0.4101 0.2974 -0.1134 -0.7524
5 0. 7462X 0. 0399 -0. 1155 -0.4758
6 -0. 5444 -0. 1900 0. 1356 0.6677X
7 0. 8580X -0.0907 0. 0998 0. 0598
8 0. 6480X 0.1471 0. 1470 -0.1341
9 0. 1498 0.8040X -0.0318 0. 2544
10 -0. 0169 0. 8225X 0. 0962 -0. 1423
11 0.1171 0. 2507 0.8564X -0.1007
12 -0. 6697 -0. 2044 0. 2210 0. 5239X
13 -0.1453 - 0. 1527 0. 7240X  0.3210
14 -0.0482 0.4121 0. 0821 0.8307X
15 -0. 1656 0. 4309 - 0. 4566 0. 5950X
% expl . Var. 29 13 11 22
PAGE 4
Rank Statement Totals w th Each Factor
Factors
No. St atenent No. 1 2 3 4
1 Appropriate economic and institutional 1 1.37 2 0.04 10 1.12 20 -1.09 20
2 Conpl ete freedom of productive wll 2 1.51 1 1.34 4 1.36 22 -1.54 23
3 Privatisation in forest industry is 3 1.05 6 0.28 15 0.44 14 -1.86 24
4 Narket shoul d bal ance demand and 4 0.51 7 0.32 9 0.66 16 -0.41 14
5 Increasing investnments in forestry 5 1.16 5 1.34 4 0.68 8 0.32 10
6 Gowing trade will support the market 6 1.28 3 0.98 6 0.46 10 0.46 9
7 Centralised government investnents 7 -1.57 24 0.67 18 1.14 21 1.31 3
8 Current laws and |l egislative rules 8 -0.79 18 0.00 13 0.46 15 0.02 13
9 Transition to the market caused 9 -1.19 19 -0.63 17 0.22 12 0.68 8
10 Low |l evel of tinber production is 10 -1.31 21 1.02 20 -0.70 18 0.75 7
11 There is no necessity to switch 11 -1.34 22 0.71 8 0.92 5 1.06 5
12 Wthout governnental demands it is 12 -0.77 17 1.37 2 0.90 6 1.06 4
13 Privatisation will inprove the 13 0.50 8 1.37 22 0.90 19 -1.25 22
14 Transition to the nmarket wiil expand 14 -0.02 15 1.37 2 0.68 8 -0.61 18
15 Preservation of forests is not the 15 0.46 9 0.00 13 1.58 2 -0.42 15
16 Hi gh costs of energy, of fuel and 16 0.31 11 1.65 24 1.82 1 -0.70 19
17 High interest rates on credits have 17 1.22 4 1.06 21 0.66 9 0.30 12
18 In transition period 30% of forest 18 0.22 12 0.35 16 1.17 3 1.05 6
19 Pl anni ng-control systemis able to 19 -1.41 23 0.04 14 1.60 24 1.49 1
20 Forests were degraded because of 20 0.36 10 1.65 24 0.68 17 -1.25 21
21 Still existing adm nistrative- 21 0.03 14 1.30 5 0.00 13 1.48 2
22 Vol unmes of tinber harvesting depend 22 0.10 13 0.00 13 1.39 23 0.31 11
23 Under governnent control 23 -1.19 20 0.95 7 0.92 5 -0.56 16
24 Forests are used unsustai nabl e 24 -0.49 16 0.98 19 0.44 11 -0.58 17
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PACE 5

Di stinguishing Statenents for Factor 1

Both the Factor Q Sort Value and the Nornalized Score are Shown.

Factors
1 2 3 4
No. St at erment No RNK SCORE RNK SCORE RNK SCORE RNK SCORE
1 Appropriate econonmic and institutional reformw Il in 1 3 1.37* 0 0.04 -2-1.12 -2 -1.09
3 Privatisation in forest industry is inproved its posi 3 1 1.05* 0-0.28 0-0.44 -3 -1.86
13 Privatisation will inprove the performance of forest 13 1 0.50* -2 -1.37 -1-0.90 -2 -1.25
20 Forests were degraded because of administrative plann20 0 0.36* -3 -1.65 -1 -0.68 -2 -1.25
16 High costs of energy, of fuel and raw materials causel6 0 0.31* -3 -1.65 3 1.82 -1-0.70
12 Wthout governnental denmands it is inpossible successl2 -1 -0.77* 3 1.37 1 0.90 2 1.06
23 Under governnent control there is no concern ab 23 -2 -1.19 1 0.95 2 0.92 -1-0.56
11 There is no necessity to switch mentality to the "prill -2 -1.34* 1 0.71 2 0.92 2 1.06
Di stinguishing Statements for Factor 2
Factors
1 2 3 4
No. St at erment No. RNK SCORE RNK SCORE RNK SCORE RNK SCORE
1 Appropriate economic and institutional reformwll in 1 3 1.37 0 0.04 -2-1.12 -2 -1.09
19 Pl anni ng-control systemis able to stabilise the econol9 -3 -1.41 0 -0.04* -3 -1.60 3 1.49
17 High interest rates on credits have created new difficl? 2 1.22 -2 -1.06* 1 0.66 0 0.30
16 High costs of energy, of fuel and raw materials causedl6 0 0.31 -3 -1.65 3 1.82 -1-0.70
Di stinguishing Statenents for Factor 3
Factors
1 2 3 4
No. Statenent No. RNK SCORE RNK SCORE RNK SCORE RNK SCORE
16 High costs of energy, of fuel and raw materials cause 16 0 0.31 -3 -1.65 3 1.82* -1 -0.70
15 Preservation of forests is not the main priority int 15 1 0.46 0 0.00 3 1.58* 0 -0.42
24 Forests are used unsustai nabl e under planned adminstr 24 -1 -0.49 -1 -0.98 0 0.44 -1 -0.58
22 Vol unmes of tinber harvesting depend from governnental 22 0 0.10 0 0.00 -3-1.39* 0 0.31
Di stinguishing Statenments for Factor 4
Factors
1 2 3 4
No. Statenent No. RNK SCORE RNK SCORE RNK SCORE RNK SCORE
19 Pl anning-control systemis able to stabilise the ec 19 -3 -1.41 0-0.04 -3 -1.60 3 1.49*
7 Centralised government investments pronotes succes 7 -3 -1.57 -1-0.67 -2 -1.14 2 1.31*
10 Low |l evel of tinber production is caused by the proe 10 -2 -1.31 -2 -1.02 -1 -0.70 1 0.75*
23 Under governnent control there is no concern b 23 -2 -1.19 1 0.95 2 0.92 -1 -0.56
16 High costs of energy, of fuel and raw materials caue 16 0 0.31 -3 -1.65 3 1.82 -1-0.70
3 Privatisation in forest industry is inproved its poi 3 1 1.05 0 -0.28 0 -0.44 -3 -1.86*
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5. CONTRIBUTION OF AFFORESTATION STRATEGY TO SUSTAINABLE
MANAGEMENT OF THE RESOURCES

The diverse nature of rural developments has changed our views on the role of forests.
Recently, an important move in the debates around the expansion of wooded lands is
observed in the direction of multiple, economic, environmental and social forest
functions. The objective of this chapter is to provide innovative perspectives on the role
of afforestation in the Ukraine, a sparsely wooded country with acute environmental
problems, which has good forest growing conditions but imports timber. I attend to the
challenge of planting forests on bare and marginal agricultural lands and, by using a
simulation technique and employing a cost-benefit analysis, as an evaluation criterion,
reveal that afforestation for multiple purposes is a proper means to address
sustainability in the Ukraine's rural development.

5.1. Introduction

Today, when the traditional concept in forestry is to be left, and a sustainable forest
management for multiple benefits is required (Montalembert and Schmidthusen, 1993),
a discussion has begun around the role of afforestation and reforestation in realising
sustainability (IFF, 1999). Afforestation is an expansion of forest area on lands, which
more than 50 years ago contained forests, but later, have been converted to some other
use. Reforestation is seen as a restoration of degraded or recently (20-50 years ago)
deforested lands (IBN-DLO, 1999). Afforestation and reforestation of marginal lands is
seen as a long-term means to rise wood production and to enhance multi-functional role
of forests. Planting trees is an instrument for mitigating climate change, expanding
recreational use of forests, and enhancing all environmental forest functions, which are
concurrently considered to be economic functions (Pearce, et al., 1999).

In view of the environmental situation in the Ukraine, of which 15 % lies in the
zone of an extreme environmental pressure (Ministry of Environmental Protection,
1993), and taking into account the role that forests play in the environment and their
low share, extended forest regeneration is an important sustainable forest policy
measure. Land is to be allocated to those users and be used for those purposes, which
maximise as much as possible its aggregate social value. If the social value (Perman et
al., 1996, p.251) of wooded land is higher than the social value of this land when used
for other purposes, afforestation is reasonable. Financial returns, therefore, from forest
management are to be adjusted to shadow values to reflect the true opportunity costs of
the forest resources and to account for environmental and social externalities.

This chapter substantiates afforestation and reforestation as a long-term policy
for sustainable management of the resources. The programme of afforestation (Gensiruk
and Nizhnik, 1995) is proposed as a policy measure to realise sustainability criteria in
forestry defined in Chapter 3. While Chapter 6 discusses the role of newly planted
forests in mitigating climate change, this chapter focuses on timber supply and soil
protection role of the projected forest plantations. In the starting sections of Chapter 5, I
present the state of affairs with forest regeneration and reforestation in the Ukraine and
define the objectives of the expansion of forest cover. In section 5.3, I assess
afforestation potential of the country, estimate afforestation costs and benefits with the
programme. | provide empirical evidence that low share of forest cover is among the
causes of erosion in the Ukraine, and that planting trees is a sound policy measure to
alleviate the erosion. The evaluation of soil protection role of forests is a complement to
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initial assessment of timber supply benefits from the newly established forest
plantations. If the programme adds to the welfare of the society, its implementation is
reasonable. Initial cost-benefit analysis of the proposed programme and an LP model
that serves a basis for policy analysis, are deliberated at the end of this chapter. The
conclusion on land use changes in rural areas of the Ukraine ensues.

5.2 Afforestation and Reforestation in the Ukraine: Management for Sustainability
5.2.1. Wooded area

Initially forests were spread almost all over the territory of the Ukraine with the
exception of the Steppe zone. The Polissja, the Carpathian and the Crimean mountains
had almost unbroken forest cover (Figure 1).

oA

7 L a Y g b D
i B (s
"""3-’"'\':/; é % Poltava %
> Cherkasys,

%% Ternopil ll % "’
S \fano—Frankxvs A 7 sy %«\ 45
K £ A innytsja ZZ4477 Dnipr K ﬁQ
Z/////l///j%/:/é/// 0 n J.mm e!{fos{.sug; /
? 2 //////z “ \//,. __\ovog,rar '~~D£r\1clsk
e R AN Zapoiihia

o

/S
J M\

, J O Mykolajiv

forestry areas N Odesa LA 1iorcon Sl

Figure 5.1. Originally wooded area (the first millennium AD)
Source: Gensiruk and Nizhnik (1995)

Under the pressure of human activity forest area has decreased during the last
500 years to one third, while species composition and age structure of the stands have
been changing. In the 18™ and 19" centuries, economic development and growing
demands for timber resulted in high rates of deforestation. In great quantities timber was
used for the industry as a raw material and fuel, in construction and railways building.
Besides, it played a leading role in export. Figure 5.1 presents the map of forests in the
first millennium AD. Its comparison with the map of forests in the 20" century (Figure
5.2) testifies to considerable forest depletion. Deforestation, according to FAO and
IGBP definition, is a 10% or more decline of forest crown cover and a conversion of the
former wooded areas to another land use (IBN-DLO, 1999).

This process went intensively in the Ukraine, because land was accessible, interest
rates were high, rural wages were low and there were opportunities for long distance
trade. The low stumpage fees also contributed to the conversion of wooded lands into
agricultural lands since even modest rates of return that were expected from agriculture
compare favourably to forestry at low stumpage prices (cf. Kaimowitz and Angelsen,
1998). Valuable forest sites were harvested first of all, and species composition of the
forest stands worsened. Consequently, the unbroken impenetrable dense forests of the
Polissja and Wooded Steppe have been reduced, and forests alternated with the
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prevailing St%fe. Due to excessive felling age structure, density and stand productivity
of the forests™substantially declined.
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Figure 5.2. Forests in the late 20th century.
Source: Gensiruk and Nizhnik (1995)

The forest share in percentage to the land area in the Ukraine comprises 15.6%
(State Committee of Forestry, 2000). It is one of the lowest estimates to compare with
other European countries (in France 23%, in Germany 30%, in Poland 28%, etc.). Only
such countries as Ireland, Denmark, the Netherlands and the United Kingdom have
lower shares of wooded area. Because forests in the Ukraine are on the frontier of the
Steppe zone, gradual deforestation under these conditions could lead to the devastation
of land and the expansion of the Steppe. Economic, social and environmental
consequences of deforestation, therefore, could be more complicated than in any other
parts of Europe.

5.2.2 Forest regeneration and afforestation

Afforestation and reforestation are traditional in the Ukraine, in view of the
environment. The success has been achieved in the Steppe forest growing as far back as
the 18™ century. However up to the 1920s, the efforts of the foresters concerning
afforestation were isolated and episodic (Gensiruk and Nizhnik, 1995). The protection
of lands by means of tree-planting was considerably hampered by economic and social
conditions. Great volume of silvicultural operations fell to the post-war period, when
annually 70 thousand hectares of lands were planted with trees. The highest level of
afforestation and forest regeneration was reached in 1951-1955. During the last 50
years, the wooded area in the Ukraine has expanded by 2.5% (Appendix 5.1). With
time, however, afforestation of marginal lands has become more difficult and expensive
since the lands that were more suitable for tree-planting had been already afforested.
The area under reforestation and afforestation has been decreasing due to the suspension
of the programme and because the area of non-forested lands has decreased (Figure
5.3).

* Definition of forest in the present assessment is rather broad and includes lands with a minimum crown
cover of 20% (as seen on: www.fao.org, 2001).
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Figure 5.3. Afforestation/Reforestation and Forest
Regeneration in the Ukraine in 1960-2000
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Source: State Committee of Forestry (1998 and 2001)

Later, methods of logging operations moved away from clear-cutting and were
partially replaced by selective and gradual cut, further reducing the area, which required
tree-planting. Recently tree-planting activities have decreased further and the share of
natural regeneration after timber harvesting has risen, especially in forestry zones where
the conditions are appropriate to provide natural forest renewal.

Together with afforestation and reforestation, both artificial and natural, the
creation of protective wooded belts around fields, water basins, and industrial
agglomerations and along roads is a recognised sustainable rural policy measure. Over
1.2 million hectares of wooded hedges, including 0.5 million hectares of wooded lands
around fields, have been created in the country to prevent soil destruction and to
increase land productivity. These wooded areas protect 13 million hectares of arable
lands. Especially protective wooded areas are helpful in periods with extreme weather
conditions when forest save the soil and the harvest.

Despite the fact that afforestation and forest regeneration are traditional policy
measures that are considered in the National Programme on Land Protection for 1997-
2010 (Ministry for Environmental Protection, 1998)™~, tree-planting activities in the
country have been shrinking (Figure 5.3). In addition to the mentioned reasons, this is
caused by difficulties of the transition period, which include: institutional weakness; an
absence of well-defined and ensured system of property rights on land; a shortage of
investments; an absence of economic incentives for tree-planting activities; a shift in the
mentality of forest policy actors away from long-term strategies of sustainability to
short-term problems e.g. rent-seeking, in conditions of high interest rates. For a sparsely
wooded Ukraine that imports timber and experiences environmental problems the trend
towards decreasing rates of tree-planting activities causes concern. A necessity to
optimise the balance between arable and wooded lands in the Ukraine’s rural planning
becomes evident.

5.2.3 The objectives of the Programme

Afforestation and reforestation is to enhance a long list of forest functions, with the
enlargement of timber supply and the protection of land against erosion as priorities
(Table 5.1). Since economic problems in the Ukraine's forestry are discussed in Chapter

*Reforestation coefficient (the share of reforested areas after cutting through 5 years) stays high, 94%
(SCEFORMA, 2000).

85



2, my purpose in this section is to substantiate afforestation programme in view of the
environment, and particularly with regard to forests' contribution to soil protection.

Table 5.1. Forest BenefitsELI

Production/goods (material) Services (non-material)

Wood: Environmental
- logs Regulatory:

085 - protection of soil (erosion, floods)
- industrial roundwood . ) )
- pulpwood - regulation of climate:

p global (CO2/02 exchange) and local
- paper and paper board

(screening, absorption of pollutants and noise)
- water regulation and purificationl]
Support:

- chips and paticles
- wood based panels

- fuel . .
uel wood - of livelihoods and habitats
- other . . . .
- biological diversity
Non-wood products: Social
- food, as berries, mushrooms, Recreational functions:
nuts, honey, game, birch juice - leisure and tourism
- medical herbs - hunting and fishing
- landscape
- fodder for domestic animals Information and reservoir:

- a source of species and genes,

- materials, as wool and skins . e
- socio-cultural, spiritual,

- decoration - intrinsic natural values
Source: Adapted from FAO (1992) and IAC/EC-LNV (2000) for Ukrainian forests
In conditions of a sparsely ded territory and an extensive agriculture, with

the high level of cultivation (54.8%)~, the Ukraine is faced with erosion on 35% of its
arable lands (National Academy of Sciences 1999). Twenty million hectares of land are
under various stages of erosion, and it is expanding with time (Figure 5.4). Erosion is
especially harmful in the Carpathians, where it causes windthrows and floods. Water
erosioEi[[m slopes is caused mainly due to incorrect use of slopes and the loss of forest
cover.In the Carpathian Mountains, about 70% of agricultural lands are under erosion
(60%-water and 12%-wind erosion), with 8% share of highly eroded lands (Ministry of
Environment, 1993). Water erosion is also extensive on riverbanks and shores of water
reservoirs, including of the Black and Azov Seas. Erosion in river basins occurs due to
the destruction of watersheds and cultivation of banks of the rivers. Wind erosion is
spread in the plain regions of the Steppe, in the Southern and Eastern Ukraine, where
blowing away soil and sandy storms are often observed.

Erosion causes substantial economic losses. Due to erosion, on 2 million
hectares of land in the Western Ukraine, average agricultural losses of crops are up to
40% (National Academy of Sciences, 1992). According to the Academy (1992), if
erosion spreads further with the same intensity as now, it will cause considerable losses

* The indented issues are studied in-depth.

* See Appendix 5.2.

% The share of arable lands in rural landscapes of some administrative regions exceeds 90% (Gusjatin
region 94%, Kizivsky 94.2%, Chortkivsky 93.8%, etc. See Gensiruk et al., 1998).

*7 Cultivation, timber harvesting, using of machinery, etc.
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in productivity of 1/3 of arable lands. Annually, because of erosion, 4 million tons of
fertile soil are washed out of the fields (National Academy of Sciences, 1999). Thus
with the price of soil (fertilisers) 10 Hr per ton™, annual damage to agriculture from
erosion exceeds 8 M€. In addition, water erosion and floods in the Carpathians cause
annual damage of about 40 M€ (Gensiruk, 1999).

Figure 5.4. Erosion for some of the forestry zones
of the Ukraine
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Forests use ground water for transpiration, decrease soil humidity and prevent
the spreading of erosion. Economic and environmental functions of Ukrainian forests
are essential, but according to the projections of the National Academy of Sciences
(1998), the share of wooded area in the Ukraine and in each forestry zone is insufficient
(Appendix 5.1). In view of the role of forest in alleviating erosion™, optimal wooded
area for the country and per forestry zone was estimated at the National Academy of
Sciences (Table 5.2). According to the projections, optimum wooded area in the
Ukraine should be 20%, and this will prevent further spatial spreading of erosion and its
intensity. To reach the optimum wooded area, afforestation is pertinent.

Table 5.2. Wooded area in the Ukraine per Forestry Zone, %EI

Forestry Zone Original Present Optimum
Polissja 72.8 26.1 37.1
Wooded Steppe 52.0 13.0 16.8
Steppe 20.0 3.5 7.7
Carpathians 76.0 40.2 50
Crimea 14.2 10.0 12
The Ukraine 44.4 15.4 20

Source: National Academy of Sciences (1998) and the State Committee of Forestry (2000)

Considering the above, a sound policy measure to approach sustainable
development is to expand forest cover. Because to address all gains from afforestation is
not possible within the capacity of this chapter, its scope is limited tﬁimber supply and
soil protection benefits to be received with the proposed programme.

* In 2000, 1 hryvna corresponded to 0.2 €.

¥ 1t is suggested that forest starts providing protection benefits after the age of 5 years (National
Academy of Sciences of the Ukraine, 1999), and with its gradual regeneration, it keeps providing
protection effect for an indefinite period of time.

> Original wooded area stands for the beginning of the 20™ century and optimum is explained in
Appendix 5.1.

°! Planting trees in the Ukraine to sequester carbon is considered in Chapter 7.
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5.3. Afforestation Potential Assessment
5.3.1. Assessing area suitable for tree-planting

The proposed afforestation programme is aimed at planting forests on low-productive

agricultural lands and bare lands and the creation of forest stands along rivers, canals

and water bodies. It is expected that by planting trees wooded area in the Ukraine will
increase by about 20%. Consequently, additional wood will be produced, and the
environmental situation will improve.

The lands that fit for afforestation include:

« previously productive lands in the Wooded Steppe zone that originally were covered
by forests but later on were converted into lands of other categories, including waste
lands;

« marginal agricultural lands;

« certain highlands not covered with forests in the Carpathian mountains;

« eroded and contaminated areas in various regions of the Ukraine;

« lands on sands, slopes, along roads, around water basins, etc. where it is wise to
create nature protected belts and keep these areas under conservation;

« zones around industrial agglomerations and lands that were used in the mining
industry for storage of wastes and which today are under recultivation (Ministry of
Environmental Protection, 1998):

The Comprehensive Forest Zone Classification System (Gensiruk and Nizhnik,

1995) is used as a methodological background for assessing the possibilities of

enlarging forest cover in the Ukraine. The need for zoning as a basis for assessment of

afforestation potential arises from the fact that forest zoning enables a precise definition
of ecological aspects of tree-growing, choice of the most appropriate tree species for
planting and estimation of the costs and benefits of afforestation. All these
characteristics will be approximately equal within each spatial unit of forestry
classification, depending on the level of hierarchy (Table 5.3).

Table 5.3 Some of Economic and Environmental Characteristics per Forestry Zone

Characteristics Polissja Wooded Steppe Carpathians Crimea
Steppe

Annual average, t°C 6.9 7.2 9.0 4.7 6.0
Precipitation, mm/year 600-650  550-600 350-450 1200-1600 500-600
Wooded area, % 32.1 11.4 2.5 40.2 32.0
Harvesting, m’/ha 1.9 2.2 0.6 3.9 0.8
Labour inputs,

people/1000ha 19 22 23 12 10

Source: Gensiruk and Nizhnik (1995)

The spatial classification of forests has been developed by us as a separate study
with the aim to enhance sustainability of forest resource use. The objective of the study
was to improve spatial planning of forestry with respect to various forest functions and
to different perceptions of forest management in different areas. The starting phase was
to define borders between forestry regions of various levels, according to natural,
economic and social conditions of the areas under investigation (Table 5.3). The

88



hierarchical method of multi-criteria classification, cluster analysis (Aldendetfer and
Blashfield, 1984) was applied in the study, together with the other research tools™=
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Figure 5.5.Forestry Zoning of the Ukraine. Scale: 1: 15 000 000

Forestry region: 1-Western and Central Polissja (1 and 2); 11-Kyiv-Chernigiv Polissja (3 and 4); lll-
Western Wooded Steppe (5, 6, 7, 8 and 9); 1V-Dnister-Dnieper Wooded Steppe (10, 11, 12, 13 and 14);
V-Leftbank Dnieper Wooded Steppe (15, 16 and 17); VI-Middle-Russ Wooded Steppe (17 and 18); VlI-
Rightbank Dnieper Northern Steppe (20 and 21); VIII-Leftbank Dnieper Northern Steppe (22, 23 and 24);
1X-Donetsk-Don Northern Steppe (25); X- Black-Azov Sea Southern Steppe (26, 27, 28, 29, 30 and 31);
XI-Mountain Crimea (32 and 33); Xll-Southern coast (34); Xlll-Pry-Carpathian (35); XIV-Mountain
Carpathian (36, 37, 38 and 39); XV- Za-Carpathian (Transcarpathian) (40 and 41)

The territory of the Ukraine has been divided into six main forestry areas
(oblast), the Polissja (Wooded Area), the Wooded Steppe, the Northern Steppe, the
Southern Steppe, the Crimea and the Carpathians with their subdivision into spatial
units of lower levels of hierarchy (Figure 5.5). All forestry areas (oblast) were
subdivided into forestry regions (okrug), by taking into consideration landscapes
development, soil distribution, climatic conditions, fauna and flora of the territories
under investigation, specific forestry characteristics, zones of economic specialisation,
areas under recreational use and nature conservation. Fifteen forestry regions (okrug)
were defined, and there were distinguished forty-one forestry units of the lowest level of
taxonomy. Each of these spatial units, called "rajon", has within its area homogeneous
economic, social and environmental conditions for sustainable forestry development.
The work resulted with the detailed description of the spatial subsystems of the
Ukraine's forestry and with recognendations on improving forest management and its
focusing towards sustainability.™ Thus, the afforestation potential in this thesis is
assessed per forestry zone.

32 Because the project had been completed, during my work at the National Academy of Sciences of the
Ukraine, before I initiated this thesis, it is not the scope of the current study. In this thesis, I use its results,
the spatial classification of forests, as a basis for assessing the programme of afforestation.

>3 The recommendations have been implemented in practice on various levels of forest management in the
Ukraine. The comprehensive spatial forestry classification is to be up-dated in due course to account for
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Within each area of spatial classification (of the highest level of hierarchy),
lands suitable for afforestation are defined. The estimations employ the data from the
State Committee of Forestry (1998). According to the estimations, the total unwooded
area of the State Forest Fund suitable for afforestation comprises 0.4 million ha (Table
5.4.). These bare lands have been used neither in agriculture, nor for any other purposes.
They are under management of the State Committee of Forestry and hardly have an
alternative option for their development than that of being converted into forests.

In addition to the unused lands of the State Forest Fund, bare and marginal
agricultural lands are considered for afforestation. These are the lands that are not used
at all and the opportunity costs of these lands are deemed to be zero. These are also the
lands associated with forage and pasture and some marginal lands used for wheat
production, where net returns associated with their current agricultural activity are low.
All these lands are defined on basis of the data from the State Committee on Lands. The
estimations are carried out across forestry zones. Totally 2.29 million hectares are
suitable for afforestation. The afforestation potential comprises areas under maﬁﬂgement
of the State Committee of Forestry and marginal agricultural lands (Table 5.4).

Table 5.4. The Potential for Afforestation by Land use by Zone (1000 ha)

Zones State Forest Fund Agricultural lands Totally
ravines sand rocks  eroded deflated  rocky
Polissja 65.0 82.0 0.5 73.7 0.7 26.1 248.0
Wooded Steppe 95.0 84.0 0.6 451.6 18.3 61.0 710.5
Steppe 24.0 64.0 na. 669.4 40.6 137.5 935.5
Carpathians 1.6 n.a. 1.4 24.6 n.a. 143.4 171.0
Crimea 0.8 n.a. 1.8 13.1 1.8 206.8 224.3
The Ukraine 186.4  230.0 4.3 1232.4 61.4 574.8 2289.3

Source: Estimated on basis of data from the State Committee of Forestry and State
Committee on Lands (1998)

The main task of tree-planting activity is to create during the shortest period of
time highly productive, economically valuable and stable forest stands. In most cases
mixed cultures are more productive and biologically stable. However, under marginal
conditions, pure stands could grow, e.g. pure pine stands on very poor or dry soils.
Taking into consideration recommendations of specialists in silviculture (Gensiruk,
1992; Shvidenko et al., 1987; State Committee of Forestry, 1998), the following main
tree species are suggested for planting: pine in the Steppe and the Crimea; pine and oak
in the Polissja and Wooded Steppe;lﬁld beech, fir and spruce in the Carpathians. The
results of the LP model (Section 5.4)**advocate that, with regard to user values of forest
to agriculture and forestry, monoculture plantation is the right decision, from an
economic perspective.

5.3.2 Valuing afforestation costs

The computation of afforestation costs is carried out for the lands that belong to the
Forest Fund and also for the marginal agricultural lands suitable for tree-planting. Since

changing economic and environmental conditions of the country that influence the development of its
forest sector.

> Further on, after estimating NPV of afforestation, the area to be planted with trees is reduced at the
account of the lands for which the opportunity costs of land appear to be comparatively high (see the
following sections).

> The model, however, is a simple one and is not able to consider all the problems comprehensively.
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the lands of the State Forest Fund have no alternative use to that of tree growing, costs
of their afforestation comprise tree-planting costs and silvicultural expenses. According
to the Ministry of Environment™] (1998), the costs for creation of 1 ha of forest
plantation are 1000 UAH or 200 €, and the expenses for establishment of 1 ha of forest
shelterbelt are 620 UAH or 124 €. These costs include tree-planting and care and
protection costs. So, the data from the Council for Studies of the Productive Forces of
the Ukraine used in my analysis coincides with the estimates of the Ministry of
Environment. Given that the conditions for tree-growing and sustainable forest
management differ across spatial units of forestry classification, within each forestry
zone, the direct tree-planting costs, and care and protection costs are deemed to be
equal. These expenses are comparatively low in the Ukraine due to good forest growing
conditions and because of low labour costs (Table 5.5).

Table 5.5. Afforestation Costs (€/ha)

Afforestation costs State Committee of Forestry Agricultural lands

1.Tree-plating costs: first year costs 100-200 100-200
that depend on forestry zone

2.Care and protection costs, annual

basis, depend on forestry zone 12.3-30 12.3-30
3.OpE_j>rtunity costs of land, annual 0 7-61.5
basis™, in addition to the above,

they depend on land use

Source: Estimated on basis of data from the Council for Studies of Productive Forces (1998)

The afforestation costs for the lands that belong to the State Forest Fund differ
from the costs for the marginal agricultural lands, within the same zone. The reason is
that agricultural lands have alternative options for their use. Thus, for each agricultural
land, in addition to direct costs of tree-planting and silvicultural expenses, net returns
associated with their current use, which constitute the lowest level of opportunity costs
of afforestation, are considered (Table 5.5). The estimates on net annual returns to
current wheat production are based on data on land productivity, costs of wheat
production and output prices (Table 5.6).

Table 5.6. Productivity and Costs of Wheat Production

Zones Ergded land Deflated land
Yield, tons/ ha™' Costs, €/ha Yield, tons/ha Costs, €/ha
Polissja 1.6 16.3 1.3 15.3
Wooded Steppe 2.2 16.3 1.4 15.3
Steppe 3.6 16.3 2.4 15.3

Source: The Council for Studies of Productive Forces of the Ukraine (1998)

Wheat is not produced in the mountainous areas of the Ukraine. The opportunity
costs per hectare of lost forage, pasture and wheat production are provided in Table 5.7.

%% In 1994-1999, it was The Ministry of Environmental Protection and Nuclear Safety, and starting from
15.12.1999, the Ministry of Ecology and Natural Resources. Presently, the State Committee of Forestry is
within its organisational structure.

*” The opportunity costs will be higher if to consider the case that after the conversion of a marginal land
into forest, the Law will not allow the transference of this forest back to agriculture in a due term.

*¥ Average price of wheat is 30 €.
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Table 5.7. Net Annual Returns to Current Agricultural Activities (€ per ha)

Forestry zone Forage and pasture Wheat production
Polissja eroded and deflated 8.0 37.8
rocky lands 7.8 n.a.
Wooded eroded lands 10.0 52.1
Steppe deflated lands 9.2 14.7
rocky lands 8.0 n.a.
Steppe eroded lands 20.0 61.5
deflated lands 6.0 27.2
rocky lands n.a. n.a.
Carpathians  eroded lands 7.8 0
rocky lands 7.0 0
Crimea eroded and rocky 7.0 0

Source: The Council for Studies of Productive Forces of the Ukraine (1998)

The households use marginal agricultural lands suitable for forage production
and pasture to feed their own cattle. There is no forage production from such lands
provided to the farmers. The market relations are not established properly. Since under
such conditions it is impossible to evaluate the private market value of forage, the
estimations are based on productivity of lands in various zones and on prices, which the
Ukraine's agricultural enterprises pay for equivalent cattle feeding.

Allowing for about 100-years legally stipulated ages of timber harvesting (State
Committee of Forestry, 1998), a time horizon of 100 years is considered in this section.

Table 5.8. Afforestation Costs by Forestry Zones, M€

Forestry zone Annual Costs by Zone™ Present Value Costs
Opportunity Planting  Care and r=0% =2% 1=4% r=6%
protection
Polissja 1.4 16.1 2.0 356.3 162.7 99.5 72.7
Wooded Steppe 6.4 32.8 4.1 1084.3 486.0  290.5  207.5
Steppe 14.1 49.8 7.1 21733 965.0 570.2  402.7
Carpathians 0.8 7.5 0.9 177.9 80.9 49.2 43.8
Crimea 0.8 19.6 2.5 345.0 159.9 99.4 73.7
The Ukraine 23.5 125.8 16.6  4136.8 1854.5 1108.8 7924

The costs that occur during this period are computed and converted into the
present value costs at different discount rates (Table 5.8). The results of the estimations
appear to be very sensitive to the discount rate. At 4% discount rate, the present value of
afforestation costs is 484 €/ha on average for the country. The highest PV afforestation
costs are in the Steppe zone (609.5 €/ha), and the lowest PV costs are in the Carpathians
(288 €/ha), at 4% discount rate. The divergence in afforestation costs is explained by the
diversity of conditions across zones.

5.3.3. Timber supply benefits with the Programme

The programme is focused on the establishing of a proper share between the arable and
wooded lands in the Ukraine’s rural planning. The positive effects discussed in this

) While annual costs of afforestation per ha come very close to the estimates of the Ministry of
Environment (1998), the annual figures on afforestation expenses for the country, which are provided by
the Ministry are higher than our estimates. They are in the range of 212M€ to 290 M€, likely because
additional expenses are necessary for afforestation of the lands contaminated with radio-nuclides. I do not
take these expenses into account.
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study include direct user benefits, those of additional timber supply, and indirect user
benefits obtained in agriculture as a result of soil protection function of forests, which
mitigate the expansion of erosion and alleviate the devastation of arable lands.

A method of approximating a sum of monetary value for additional timber yield
obtained from the newly created plantations and monetary estimates of soil protection
benefits with the project comprise the model being used in our study for computing total
benefits of afforestation. Regarding monetary value of timber yield changes, the
traditional type model employed in the study, multiplies estimates of a physical crop
change based on acreage in production, by the current price of timber (Hanley and
Spash, 1993). This simplified approach implies an assumption that timber use and
prices remain constant. Therefore, the estimates received by using this approach are
initial approximations of the values of benefits to be obtained from additional timber
supply via expanding of wooded area in the country.

The implementation of afforestation programme in its full scale would enlarge
wooded area in the Ukraine by 2.29 million ha. Allowing in a long- run for a stable
average annual timber cut of about 2 m’ per ha, on its present level that corresponds to
50% of mean annual increment (MAI), some 4.6 million m’ of additional timber could
be produced, bringing annual returns of 23 M€. This volume of wood comprises
roughly 30% of the Ukraine’s annual timber supply.

In addition, I c%lpute the benefits from extra timber supply per forestry zone
over a 100-year period~ and compare previously made measurement of annual returns
to forestry with the sum of the estimates received according to forestry zone. Given
growth functions of main tree species, estimated in Chapter 3, and allowing on this
basis that, at harvest time pine in the Polissja has 250 m’ per ha, with the stumpage
value of timber 5 €/m’ (Nilsson and Shvidenko, 1999), the returns per ha in the year of
harvesting of pine stands appear to be 1250 € per ha. The returns from timber harvesting
are computed respectively for another tree species (Table 5.9).

Table 5.9. Initial Estimates of the Returns from Timber HarvestingEI

Forestry Tree Stock of Returnsin PV returns PV returns by Zone
zone species stands  the year of €/ha,

in 100  harvesting Me

years,

m’/ha €/ha 4% 0% 2% 4% 6%
Polissja pine 250 1250  24.75 310.0 42.8 6.1 0.9
Wooded- pine 350 1750  34.65 612.9 84.6 12.1 1.8
Steppe oak 350 1750  34.65 612.9 84.6 12.1 1.8
Steppe pine 250 1250  24.75 584.7 277 11.6 1.7
Carpathians  beech 350 1575  31.18 134.7 18.6 2.7 0.4

fir 400 2000 39.6 171.0 23.6 34 0.5

The Ukraine 2304.0 318.0 45.6 6.8

Source: Data used for calculations is from the State Committee of Forestry (1998).

In addition to per ha estimates this table presents the results of calculations made
per zone. Areas that are suitable for tree-planting in each zone of the Ukraine are taken
from Table 5.4. The following assumptions are made: stand composition in the Wooded

% This roughly corresponds to officially stipulated ages of timber harvesting in the Ukraine (State
Committee of Forestry, 1998)

%! In this study, I take into account commercial timber cut and do not consider other use of the resources,
as for small local business.
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Steppe comprises 50% of pine and 50% of oak trees; 50% of the Steppe area are planted
with trees precisely for protection purposes; beech stands in the Carpathians are planted
on 50% of the area, as are fir stands.

In the Crimea, which is largely a health resort and a natural reserve, plantations
are to be established for environmental purposes. Thus, commercial timber harvesting
here is not considered. The present value of returns from timber harvesting over a 100
year period is 2304 M€ if 0% discount rate is employed. This figure is comparable with
the annual returns of 23 M€ computed earlier. The PV returns from timber harvesting
depend on the discount rate employed in calculations and differ by zones. The highest
benefits are to be received in the Wooded Steppe.

5.3.4. Soil protection values with the Programme

The expansion of wooded area, in addition to the above benefits with regard to timber
production, will lead to increasing indirect user values of forests. Being the focus of this
section, the soil protection role of forest plantations to agriculture is discussed in details.
Economic attractiveness of planting trees to mitigate erosion is assessed, and the
estimates obtained in this section are compared with the figures put forward by another
authors (Iljev and Gordienko, 1980; Gensiruk and Ivanytsky, 1999). Numerous
observations by Ukrainian scientists have indicated that forest depletion and soil erosion
are closely related phenomena (National Academy of Sciences, 1999).

The proposition that the scale of erosion depends on the share of wooded lands
in the Ukraine is put to an empirical test in a regression analysis (Figure 5.6).

Figure 5.6. Relation: Wooded Area-Erosion
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It would be definitely better to include in the analysis also other factors that
affect soil erosion, such as precipitation, soil type and spatial indicators of wooded
cover, though the data was not available. Thus as the first approximation, I examine the
relation between the share of forest cover and the share of erosion in rural landscapes.
To perform the empirical analysis, I use the data of Gensiruk et al. (1998) on 111
observations, spatial units of the Ukraine. Erosion is considered a dependent variable,
while forest cover is seen as an independent variable (Appendix 5.3).

Different functional forms are analysed, and the best statistical and theoretical
fit is achieved by using the following equations. The results of the estimations show
statistically significant (at 1% significance level) negative relationship between the
share of eroded lands (E, %) and the share of wooded lands (W, %) in rural areas of the
Ukraine:
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log(E) = 3.4653 - 0.0329*W:  or E = 31.986¢"V R’ =045
(29.13) (-9.38)

The t-statistic of -9.38 tells us that the negative coefficient on W is significantly
different from 0, and with the increase of forest cover, the erosion rates decrease.

In addition, the relation between wooded lands and erosion is analysed per
forestry zone. The results of the regression analysis show that in the area, which is most
sensitive for water erosion, in the Carpathians, forest cover plays even a more important
role in the prevention of erosion:

log(E) = 4.3702 - 0.0523*W:  or E = 79.059¢"%%V R’ =0.50
(5.46) (-3.99)

Overall, erosion appears to be dependent on wooded cover. The value of R?
allows us to advocate that there is a room for the improvement of the model. Simulated
rates of erosion are shown in Table 5.10.

Table 5.10 Simulated Rates of Erosion

Wooded area  Erosion (E), Erosion (E), Elasticity® Elasticity,
(W), the Ukraine, the Carpathians, the Ukraine, the Carpathians,

% % % % %

0 32.0 79.1 -1.05 -4.13
5 27.1 60.9 -0.89 -3.18
10 23.0 46.9 -0.76 -2.45
15 19.5 36.1 -0.64 -1.89
20 16.6 27.8 -0.54 -1.45
25 14.1 214 -0.46 -1.12
30 11.9 16.5 -0.39 -0.86
35 10.1 12.7 -0.33 -0.66
40 8.6 9.8 -0.28 -0.51
45 7.3 7.5 -0.23 -0.39
50 6.2 5.8 -0.20 -0.30
55 5.2 44 -0.17 -0.23
60 4.4 34 -0.15 -0.18
65 3.8 2.6 -0.12 -0.14
70 32 2.0 -0.11 -0.11
75 2.7 1.6 -0.09 -0.08
80 2.3 1.2 -0.08 -0.06
85 2.0 0.9 -0.06 -0.05
90 1.7 0.7 -0.05 -0.04
95 1.4 0.5 -0.05 -0.03
100 1.2 0.4 -0.04 -0.02

The defined from the equations ratios of marginal changes in erosion rates to
marginal changes in wooded cover rates are as follows: for the Ukraine, dE/dW=-
0.0329E, and for the Carpathians dE/dW=-0.0523E. These estimations show the
elasticity of erosion with respect to wooded cover in the Ukraine and in the Carpathians.
Until wooded cover is up to 27% in the Carpathains, and only when wooded cover in
the Ukraine is very low, erosion is elastic. That means that when wooded cover is

52 AE/AW=¢%, 1% increase in W leads to € % decrease in E. The figures on W and E are already given in
percentage, thus it is not a straight forward computation of elasticity.
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increasing marginally, erosion is reduced proportionally as much. This is observed,
when the share of eroded lands is around 30% in the Ukraine, and as far as it falls below
19% in the Carpathians. With further expansion of wooded cover, and consequently
with further decreasing rates of erosion, it becomes inelastic. The regression suggests
that if there were no woods in rural landscapes, the share of eroded lands would
comprise 79% in the Carpathians and 32% on average for the Ukraine. However, even if
all rural areas in the Ukraine were covered with forests, marginal erosion would exist
anyway.

Using the results of the regression analysis on the elasticities of erosion with
respect to forest cover, I compute initial average indicative estimates of soil protection
role of forests per zone. The reasoning behind my estimations are as follows. In the
Polissja where wooded cover comprises 26% (Table 5.2 and Appendix 5.1), the
elasticity of erosion is -0.43% (Table 5.10). This means that 1% increase in wooded
cover leads to 0.43% decrease in the erosion rates. In the Polissja, 1% increase of forest
cover and that is an increase of 0.029 Mha, will mitigate erosion on 0.2 Mha of lands in
rural areas. The last figure is computed, as follows. Currently, erosion is spread on 13%
of lands, or on 1.43 Mha. The decrease of erosion by 0.43% involves the area of 0.006
Mha. Therefore, the 0.029 Mha expansion of forest cover mitigates erosion on 0.006
Mha of land. Hence, 1 ha of additional forest protects from erosion 0.2 ha of land. The
net annual returns from 0.2 ha of agricultural land calculated on basis of data from
Table 5.7, are about 1.6 € for the land used for forage and pasture, and 7.6 € for the land
used for wheat production. These figures are indicative measures of soil protection
benefits to agriculture from marginal expansion of forest cover in the Polissja.

Similar estimations are made for the other forestry zones. The general formula for
calculations is as follows:

X=¢EW
where
£ elasticity of erosion with respect to forest cover, % (Table 5.10);
W share of wooded lands in rural landscapes, %;
E share of eroded agricultural lands, %;

Soil protection benefits to agriculture in the mountainous areas of the
Carpathians and the Crimea appear to be rather low. The reason is that there is no wheat
production here, and pastures are not common in the Crimea, because of comparatively
low level of precipitation. Though according to our calculations, in the Carpathians, soil
protection benefits to agriculture appear to be not really high, in addition to the
increasing returns in agriculture, by means of the mitigation of erosion, mountain
forests provide essential environmental effect (National Academy of Sciences of the
Ukraine, 1999). Their hydrological function is significant. Annually, their prevention of
waterfalls, floods and avalanches in the Carpathians offers up to 90 €/ha of non-
marketed gains (Gensiruk and Ivanytsky, 1999).

In the Steppe where forest cover comprises 3.5%&! it appears that 1 ha of wooded
land mitigates erosion on 7.5 ha of lands. Continual observations by Ukrainian
specialists confirm that 1 ha of wooded land enlarges yield on the area of up to 25-30 ha
(National Academy of Sciences of the Ukraine, 1999). Forest has a great spatial

%3 Together with the share of wooded cover, spatial distribution of fields and woods in rural landscapes
plays important role in erosion mitigation, particularly in low-forested areas. Spatial sequencing of fields
and forest shelter belts in rural areas is to be investigated further.
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influence on the erosion rates in the Steppe zone. However, this impact decreases with
greater distance between the forest and the agricultural land it protects. On average,
gains in productivity are up to 15-20%, as compared with shelterless fields (Ministry of
Environment, 1998). These considerations are incorporated in calculations. The acreage
of lands that are suitable for afforestation in each zone is taken from Table 5.4. An
assumption is made that in non-mountainous forestry zones, 30% of agricultural lands
are used for wheat production.

Table 5.11. Indicative Measures of Soil Protection Benefits to Agriculture

Forestry zone Annual average benefits, €/ha Annual benefits
Wheat Forage/pasture M¢€/zone
Polissja 7.6 1.6 0.8
Wooded Steppe 33.0 9.0 11.5
Steppe 58.2 17.0 27.5
CarpathiansEI 0 9.7 1.7
Crimea 0 12.2 2.7
The Ukraine 44.2

The estimates presented in Table 5.11 are comparable with the figures provided
by the other authors. According to Gensiruk and Ivanytsky (1999), annual soil
protection benefits of forest for prevention of sandy storms are up to 86-93 €/ha. An
expansion of forest cover by 1 ha enables to receive from one ha of the protected field
net annual inconﬁl of around 25 €, and from the protected pasture, 7 € (Iljev and
Gordienko, 1980). A limited number of studies dealing with erosion prevention were
carried out for the other countries, such as Java, the Philippines, and Malaysia.
Conversion of forest to row crops increases erosio&lby a factor of 20 to 1000 times,
depending on the conditions (Van Kooten, 1993),” while the protection function of
forest to alleviate erosion is argued to be around 30 USD per ha (Lampietti and Dixon,
1995).

The results of the current analysis indicate empirically the dependence of erosion
expansion from the share of wooded lands and propose economic estimates of soil
protection function of Ukrainian forests to agriculture. According to our estimations,
annually, 1 ha of forest provides soil protection benefits to agriculture in the range of
1.6 € to 58.2 €, and 19.3 € on average for the country. The soil protection benefits of
afforestation to agriculture are the highest in the Steppe zone.

5.3.5. Economic evaluation of the Programme

The analysis of the afforestation programme is carried out on various levels of
hierarchy. In this section, the programme is analysed for the country and across forestry
zones (over the period of 100 years, at discount rates 0-6%). In Section 5.4, the analysis
proceeds in detail, by taking into account various land users, tree species and three
management regimes (the discount setting is 4%). The cost-benefit analysis of the
programme is carried out, by taking as a criterion of the project evaluation the net
present value of afforestation. The NPV determines the present value of net benefits by
discounting the stream of benefits (B) and costs (C) back to the beginning of the base
year t=0:

% The figures are relatively low, because these are the benefits that accrue only to agriculture.
% The estimates were initially given in rubbles and are transferred in €.
561000 stands for tropics
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n n
NPV=3 B,/(1+1)' - ZC,/(1+r)'
t=0 t=0

An important problem is to set time horizon for the programme evaluation. Benefits
from afforesation are expected to accrue over a very long period, and the time of 100
years is chosen to capture most of the benefits and costs. (Table 5.12).

Table 5.12. Economic Evaluation of Afforestation Programme over the Period of
100 Years at Different Discount Rates, M€

Forestryzone r PV timber PV erosion PV total PV costs NPV
%  benefits benefits benefits
Polissja 0 310 84 394 356.3 37.7
2 42.8 36.2 79 162.7 -83.7
4 6.1 20.6 26.7 99.5 -72.8
6 0.9 13 13.9 72.7 -58.8
Wooded Steppe 0 1125.8 1150 2275.8 1084.3 1191.5
2 169.2 495.6 664.8 486 178.8
4 242 281.8 306 290.5 15.5
6 3.6 177.8 181.4 207.5 -26.1
Steppe 0 584.7 2750 3334.7 2173.3 1161.4
2 27.7 1185.2 1212.9 965 247.9
4 11.6 673.9 685.5 570.2 115.3
6 1.7 425.2 426.9 402.7 24.2
Carpathians 0 305.7 170 475.7 177.9 297.8
2 42.2 73.3 115.5 80.9 34.6
4 6.1 41.7 47.8 49.2 -1.4
6 0.9 26.3 27.2 43.8 -16.6
Crimea 0 0 270 270 345 -75
2 0 116.4 116.4 159.9 -43.5
4 0 66.2 66.2 99.4 -33.2
6 0 41.8 41.8 73.7 -31.9
Ukraine 0 2303.6 4424 6727.6 4136.8 2590.8
2 318.1 1906.7 2224.8 1854.5 370.3
4 45.6 1084.1 1129.7 1108.8 20.9
6 6.8 684.1 690.9 792.4 -101.5

The study outcome suggests that planting trees in the country and the
establishment of proper share of wooded and cultivated areas will contribute to timber
supply and to the prevention of erosion, providing substantial benefits also to
agriculture. The present value estimates of soil protection role of forest appear to be
high in the Ukraine. The results of cost-benefit analysis depend on the discount rate.
The net present value of the programme on average for the country is positive for the
discount rates of 0%-4%, when its benefit/cost ratio is higher than 1. At these discount
rates, the programme enlarges social benefits to the Ukraine's agriculture and forestry
and adds to the welfare of the society.

The observation across forestry zones gives more precise results. The general
conclusion is that even if to limit benefits to timber supply gains and additional indirect
user values of the project to agriculture, these benefits will already cover the costs of
afforestation at 0% and 2% in the majority of the zones. The best results are achieved
for the Steppe and Wooded Steppe, while in the Polissja and the Crimea for the discount
rate of 2% the establishment of forest plantations is not rational. The investigation
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across forestry zones provides the following results: the area to be planted with trees is
to be 2.07 Mha for the discount rate of 0% (excluding the Crimea); it is to be 1.82 Mha
for the discount rate of 2% (excluding the Crimea and the Polissja); it is to be 1.65 Mha
for the discount rate of 4% (excluding the Crimea, the Polissja and the Carpathians);
and its is to be 0.94 Mha for the discount rate of 6% (with the establishment of forest
plantations only in the Steppe).

In the Carpathians and in the Crimea commercial timber harvesting is restricted.
Thus, the benefits from the extended timber supply from the newly created plantations
are not that high in the Carpathian Mountains and are not considered at all in the
Crimea. Agricultural production is also limited in the mountainous areas and, therefore,
the benefits that accrue to agriculture from soil protection forest function are moderate.
Consequently, NPV of the programme is relatively low in the Crimea and not that high
in the Carpathian Mountains

In addition to the discussed above forest values to agriculture and forestry, the
afforestation programme will contribute to managing sustainability via offering ot
forest functions (Table 5.1). These gains will include the use of forests for recreatio
and their role in global carbon budget, which is the focus of the following chapter. The
non-user forest values such as biodiversity are high in the Ukraine, especially in the
mountains (Ministry of Environment, 1998). The incorporation of these forest values in
the analysis will enlarge PV total benefits from afforestation and will provide higher
NPV of the programme.

The cost-benefit analysis considers afforestation programme for the country and
across its zones at various discount rates, though, without judging which exactly lands
(bare, marginal agricultural lands currently used for forage/pasture or used for wheat
production) is reasonable to convert into wooded areas or which management regime is
preferable. A more detailed decision-support tool is proposed in the following section.

5.4. An LP Model for the Projected Forest Plantations
5.4.1. Analytical framework and description of parameters

In cases, when it is impossible to specify precisely the production function that relates
inputs and outputs of forest management and when inputs and outputs are to be
considered together, the best solution is to employ linear programming. Constrained
optimisation technique allows to explore technical and economic dimensions of input
and output selection simultaneously and to account for sustainability in forest resource
management and planning. The application of LP for analysing sustainable forest
resource management is usually done by maximising economic benefits of timber
production while accounting for preservation of environmental quality and productivity
of forests (Hof, 1993; Buongiorno and Gilless, 1986).

The general idea of the model discussed in this section is to provide guidelines
for the establishment and management of future forests in a way that allows achieving
maximum cumulative net present value of benefits from them over the period of timber
rotation subject to the constraints. The model is a manageable and is to serve a scheme
for decision support system that addresses the production side of the Ukraine's forestry.
The discount rate employed in this analysis is 4%.

7 This was the topic of earlier studies. See, for instance, the book of Nijnik, M. (1989) Forest
Management and Recreation, Kiev, Ukraine.
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The model considers bare and marginal agricultural lands suitable for
afforestation in all forestry zones, with the exception of the Crimea. The timber
production benefits from newly planted forests and soil protection forest functions are
taken into consideration. Theoretical representation of the model presumes that the
production function is multi-input and multi-output. The land and management regimes
across forestry zones are inputs to the production system. The input of land comprises
bare lands and marginal agricultural lands, such as pastures and the lands presently used
for forage and wheat production. Thus, trees can be planted on bare lands for which the
opportunity costs of afforestation are deemed to be zero. Then, the area of forests may
include the lands that are presently used as pastures and for forage production. Further
on, it might be also reasonable to create forests on marginal agricultural lands that are
used for wheat production. These lands currently provide positive net returns associated
with their agricultural activity. However, these returns might be insufficient and allow
the conversion of the lands into forest plantations.

The analysed management scenarios allow for different species composition of
the projected forests. Pine and oak are main tree species grown in the Wooded Steppe
and the Polissja. Pine is considered for planting in the Steppe, and fir and beech, in the
Carpathians. In addition to species composition, three forest management regimes are
considered.

The first regime is a basic silviculture (m;), with officially accepted in the
Ukraine ages of timber harvesting (State Committee of Forestry, 1998). The regime is
based on quick replanting of the desired tree species after harvesting that is often
followed by brushing and weeding of tree stands. It is largely used in the USA and
Canada. The reason for preferring a basic policy, e.g. in Canada, lies in the objective of
forest companies to achieve quick full stocking and to maximise volume of stands rather
than to receive high quality wood (Wang and Van Kooten, 2001). The financial
attractiveness of basic policy and the opinion that due to uncertainty it is reasonable to
limit investment in incremental forest management allow me to consider a basic regime
among the alternatives. The option is also supported by the view that there are only two
prospects for value adding stand management in addition to basic silviculture, i.e.
fertilisation and genetic improvements (Binkley, 1997).

The second forest management regime (m;) chosen for analysis is that of
planting trees and then attending all silvicultural operations that are prescribed by the
rules of the Ukraine's forest legislation. The rotation ages are the same as under the first
management regime. Currently, the Ukraine's forest law recommends harvesting of pine
stands in 90 years, fir in 90-100 years, and oak and beech stands at 100 years of age.
Before main cut, felling operations connected with silviculture take place. In the
Ukraine, they are called improvement fellings. Depending on the age of stands, they
comprise activities, which are now specified in this text. Clarification and cleaning are
carried out in stands of up to 10 and 20 years old, respectively. Thinning is carried out
at the age of up to 40 years. Increment felling is the last felling operation that is
performed in Ukrainian forests one age class before the main felling. This regime is
comparable with incremental silviculture in Canada that refers to stand tending
treatments, such as conifer release, juvenile spacing, pruning, fertilising and commercial
thinning (Wang and Van Kooten, 2001). All these activities are undertaken to maintain
a desired species composition of forests, to accelerate tree growth, increase timber yield

% Due to the shortage of investments a broad-scale fertilisation and genetic improvements are not
imminent for Ukrainian forestry.
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and improve the quality of wood. According to the evidence provided by Ukrainian
specialists, incremental forest management increases total productivity of forest stands
by 5-10%, and of oak stands up to 16% (Gensiruk, 1992).

The third management regime (ms) considers basic silviculture with the rotation
period of timber that corresponds to MSY. Timber harvesting takes place as forest
stands reach maximum of mean annual increment. In Chapter 3, I compute the MSY
rotation ages for each tree species according to zone (65-70 years). Designed to attend
to the management of forests that consist of different species projected for planting in
different zones, the model presumes quantitative assessmentﬁ the perspectives for
sustained use of forest resources, as is seen today in the Ukraine™.

Sustainability is addressed within the modelling process through testing the
MSY timber rotation scheme for basic silviculture that is largely accepted among
market-oriented forest practitioners. Allowing for sustainability, the model deals with
multi-functional use of the plantations and, as mentioned above, together with timber
supply it accounts for soil protection forest function. Thus, the output set of the model
comprises a marketed commodity, timber, and soil protection benefits of the forests, for
which the values are imputed from the calculations made in the previous section.

The model provides guidelines for the establishment of future forests in a way
that allows, over a specified period of timber rotation, to achieve maximum cumulative
net present value of timber and soil protection benefits from the forests subject to the
constraints. Though this simple model concerns comparative static decision-making,
given the alternatives, it assists in assessing the areas to be planted with trees, to clarify
species chosen for planting, and by analysing the scenarios, to distinguish a basis for
cost-efficient sustainable forest policy decisions.

A mathematical framework of the LP model is as follows:

[l
Maxéz Xzatm |]Dzatm ITat + z Bzatm Ij)(zatm - z Xzatm |]jzatm D
atm D

zatm zatm

where

z=1,2,3 and 4 forestry zones (1 - the Polissja; 2 - the Wooded Steppe; 3 - the
Steppe; 4 - the Carpathians);

a=1,2,and 3 types of land (1 - bare; 2 - pastures and used for forage; 3 - used for
wheat production);

t=1,2,3and 4 tree species (1 - pine; 2 - oak; 3 - beech; 4 - fir);
m management regimes (m;, my and mj3) presented above;

Xoatm the hectares of land "a" allocated in the zone "z", to be planted with
"t" species scenario when management regime "m" is applied;

Oamm timber output per ha of "z" zone of land "a" planted with tree
species "t" and treated with management regime "m", m*/ha;

Py the discounted stumpage price of 1 m® of timber of tree species "t"
grown on the type of land "a", €/m’;

% As it is elucidated in Chapter 3, the idea of MSY differs substantially from the concept of weak
sustainability that is pertinent for the forestry-in-transition.
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B zatm

Czatm

the discounted soil protection benefits of 1 ha of forest planted in
the zone "z" on the land "a" with tree species "t" and treated with
management regime "m", €/ha;

the discounted costs per ha during the rotation period in the zone
"z" on the land "a" planted with tree species "t" and treated with the
management regime "m", €/ha. The costs include direct tree-
planting costs, care and protection costs, the costs of timber
harvesting and the opportunity costs of land.

The figures in "timber" and "soil protection" rows in Table 5.13 stand for the resource
flows per hectare, which result from applying the chosen management regime on the
land X1m; through X434m3. For instance, Ojj1m; is the output of timber m’ per hectare of
bare land in the Polissja to be planted with pine stands when the first management
regime is to be applied.

Table 5.13. An Input Matrix of LP for Multiple Forest Use in the Ukraine

Z= a=
POLISSJA m=

bare lands (b) pastures (p) wheat lands (wh)

ml m2 m3 ml m2 m3 ml m2 m3

m3/ha Pine (p)
m3/ha Oak (0)
Pp (€/m3) Prices(p)
Po (€/m3) Prices(o)
Bp(€/ha) Soil

Bo(€/ha) Soll

Cp (€/ha) Costs (p)
Co (€/ha) Costs (0)

463  509.3 283 594.6 654.1 592 594.6 654.1 592

237  260.7 145 397 436.7 263 481.7 529.8 272

0.17 0.17 0.43 0.17 0.17 0.43 0.17 0.17 0.43

0.30 0.30 0.76 0.30 0.30 0.76 0.30 0.30 0.76
29.1 29.1 27.7 29.1 29.1 27.7 184.4 184.4 1755
29.4 29.4 27.7 29.4 29.4 27.7 186.2 186.2 1755
336.8 663.8 4294 598.2 932 1091.4 889.4 12232 1368
251.2 657.7 327.7 5757 990.3 719 861.7 1280.6 961.7

Wooded a=
Steppe m=

bare lands (b) pastures (p) wheat lands (wh)

ml m2 m3 ml m2 m3 ml m2 m3

m3/ha pine (p)
m3/ha oak (0)
Pp (€/m3) prices(p)
Po (E/m3) prices(0)
Bp (€/ha) soil

Bo (€/ha) soail

Cp (€/ha) costs (p)

Co (€/ha) costs (0)

354 3894 272 594.6 654.1 592 5046 654.1 592
233  256.3 145 397 436.7 263 481.7  529.8 272
0.17 0.17 0.43 0.17 0.17 0.43 0.17 0.17 0.43
0.30 0.30 0.76 0.30 0.30 0.76 0.30 0.30 0.76
218.4 2184 2074 2184 218.4 207.4 800.8 800.8 760.5
2205 2205 2074 2205 220.5 207.4 808.7 808.7 760.5
298.0 671.0 4878 615.2 1000.5 11084 16344 2019.8 2076.4

2492 6554 327.7 5757 990.3 719 1589.7 2008.6 1913.5

Steppe a=

bare lands (b) pastures (p) wheat lands (wh)

m=

ml m2 m3 ml m2 m3 ml m2 m3

m3/ha pine (p)
Pp (€/m3) prices(p)
Bp (€/ha) soil

Cp (€/ha) costs(p)

136 149.6 150.3 211.7 232.9 1741 211.7 232.9 1741
0.17 0.17 0.35 0.17 0.17 0.35 0.17 0.17 0.35
4125 4125 397.7 4125 412.5 397.7 1412.4 14124 1361.6
1945 11112 2245 657.9 1578.8 729.5 2417.3 3338.2 24256

Carpathi- a= bare lands (b) pastures (p)
ans m= ml m2 m3 ml m2 m3
m3/ha fir (f) 524 576.4 387 415 456.5 285

m3/ha beech (b)
Pf (€/m3) prices(f)
Pb (€/m3) prices(b)
Bf,b(€/ha) soil

Cf (€/ha) costs(f)

Cb(€/ha) costs(b)

421  463.1 317

0.11 0.11 0.35 0.11 0.11 0.35
0.20 0.20 0.62

237.7 237.7 2269 237.7 237.7 226.9
298 6745 550.6 4515 900 618.8
262.4 11371 4722

Source: Self estimates on basis of data from the State Committee of Forestry (1998),
State Committee on Lands (1998) and Shvidenko et al. (1987).
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The "outputs" of soil protection benefits of 1 ha of forest to mitigate the erosion are
presented already in monetary terms. They are the discounted benefits B,,m, €/ha that
are estimated in Section 5.3. For instance, Bijim1 stands for the discounted soil
protection benefits from planting of 1 ha of pine forest on bare lands of the Polissja
when the first management regime is applied.

The discounted prices Py of one m® of wood are provided in the "prices" row. For
instance, Py, 1s the discounted price of one m’ of timber produced from pine plantations
established on bare lands.

The coefficients in the "costs" row in Table 5.13 define the cost of applying one or
another management regime on one hectare of forest land. For example, Cijjm, are the
discounted costs per ha of pine ﬁrest created on bare lands of the Polissja and treated
with the management regime m;.

The lands suitable for afforestation in each of the zones and in the country in
general have their upper limits. The objective function, therefore, is maximised subject
to the following acreage constraint:

Z X m SF Uz,a
tm

where [, is total area in the zone "z" of the user "a".
The data on lands suitable for the establishing forest plantations is provided in Table 5.14.
Table 5.14. The Lands Suitable for Afforestation by Zone, Mha

Zones (z=) Lands (a=) Area (Fza=) Area by zone (F=)
Polissja (w) bare/b 0.12

pastures/pa 0.06

wheat/wh 0.07 0.25
Wooded bare/b 0.28
Steppe (W-s) pastures/pa 0.37

wheat/wh 0.06 0.71
Steppe (s) bare/b 0.13

pastures/pa 0.14

wheat/wh 0.67 0.94
Capathians (c) bare/b 0.01

pastures/pa 0.16 0.17
The Ukraine 2.07

Source: Computed on basis of data from the State Committee of Forestry and State
Committee on Lands (1998)

X5, =0Ua,m
X4, =0Ua,m
X, 5, =0Ua,m
X, 4, =00a,m
X35, =0Ua,m
X,,3,, =0Ua,m

7 The forest growing conditions of pine and oak stands in the Wooded Steppe and the Polissja are
assumed to be similar.
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X34, =0Ua,m
Xy, =00a,m
X4y, =00a,m

The above constraints imply that only main tree species "t" chosen for planting are to be
planted across zones "a'", whatever management regime "m" is applied.

X o4 = 0Um
X 43, = 0Ut,m

The last two constraints mean that in the Carpathian Mountains, beech forests do not
grow on high altitudes, where main pastures are located, and that there are no lands
suitable for wheat production in the mountains.

The software used to run the model is Visual Xpress, for the programme see Appendix 5.4.
5.4.2. Results

The results provide evidence that under the assumptions that have been considered, and
for a discount rate of 4%, it appears to be reasonable to plant trees only on bare lands
allocated for afforestation in the Wooded Steppe, Steppe and the Carpathians. The total
area to be converted in forest is 0.42 Mha. (Table 5.15).

Table 5.15. The Programme of Afforestation: Qutcome of the Model, 4% discount rate

Forestry zone(z) Lands  Area to be planted with ~ Tree Management  Shadow
(a) trees (Fza), Mha species (t)  regime (m) prices €/ha
Wooded Steppe  bare 0.28 oak basic my 41.2
Steppe bare 0.13 pine basic m; 245.2
Carpathians bare 0.01 beech basic m; 59.5

The dual-primal property of LP problem is one of its useful features, because it
yields shadow prices for the constraints. A shadow price indicates how much the value
of the objective function changes if the constraint is changed by one unit. This is very
important for sustainable management of forests when shadow prices often take the
place of actual market prices as guides to the evaluation of non-marketable
environmental services. The shadow prices of land appear to be the highest in the
Steppe. Overall, it appears to be more efficient to establish monoculture forest
plantations. This result could be largely explained by the fact that in the model I account
only for user values of the plantations. Regarding management regimes, in all forestry
zones, basic silviculture proves to be more rational.

Concerning the rotation period, the model does not allow for really good
comparison of different ages of timber harvesting. The reason is that the period of time
chosen for investigation is too short. Much better results could be obtained with the
expansion of the period and when several timber rotations are observed. Then,
harvesting at the ages of maximum sustainable yield (m3) or even shorter could appear
to be more economically efficient than under the options when timber is harvested when
it is officially prescribed in the Ukraine, at ages of trees around 100 years (m; and m;
scenarios). This is because, with shorter rotation ages, as under the third management
regime, more revenue flows will occur over a longer period. In 140 years, for instance,
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under the first and the second management regimes profits will be received only once,
while under the third management regime they will be obtained already twice. The
model that considers a period of one time timber rotation does not allow seeing that.

5.5. Afforestation Programme: Managerial Perceptions

The programme has been assessed in its first approximation by using a static modelling
approach and making an assumption that it could be implemented all at once, without
taking into account its temporal and spatial sequencing. Though we do not expect that a
dynamic approach will change study outcomes substantially, it has to be done in the
future, with regard to policy-making objectives. Currently, reforestation and
afforestation are under execution and control of the State Committee of Forestry
(previously, the Ministry of Forestry), and silviculture is a monopoly of the state. The
weaknesses of command-and-control mechanism of implementation of the afforestation
programme include the lack of diversity and experimentation, the absence of flexibility
and economic incentives for providing tree-planting. However, control mechanism is
justified on efficiency grounds if savings in transaction costs exceed the gains from
using another co-ordination mechanisms, or if there are economies of scale and scope
that would not be realised otherwise (Van Kooten et al, 2001). This implies to external
benefits, such as erosion prevention. An important issue related to practical
implementation of the programme is a discrepancy in distribution of benefits and costs
from afforestation. Certain lands that are to be converted into forests currently are used
in agriculture. The establishment of forest plantations is to be executed in the forestry
sector, while the soil protection benefits accrue to agriculture. The problem "who pays
and who receives the benefits" that can not be solved through the market is to be settled
by the government. To implement the programme, Ukrainian authorities have to use the
production capacities of the state forest enterprises. In addition, they could consider the
option to give certain lands suitable for tree-planting to the farmers and co-operatives.
Concurrently with the lands, the farmers are to be given subsidies, which enable them to
initiate and carry out tree-planting activities. This will intensify the process of
afforestation only in conditions of appropriate level of subsidies, which provide
economic incentives to the farmers to plant trees on their lands.

Today, under the existing system of forest management, only the forest
enterprises are in charge of planting trees in the Ukraine. They receive government
investments to fulfil this task, while their activities are controlled by the state. Weak
feature of the existing structure of silvicultural management is that because the forest
enterprises receive money from the state, they focus on budget maximisation from
centralised funding rather than on their production goals. The market is not functioning
properly, and without profit maximising objectives and production-oriented goals, the
forest enterprises have no incentives to growing trees and to producing valuable stands.
This practice could hamper the implementation of the afforestation strategy. If the
production is financed by the capture from timber and non-timber forest benefits the
process of forest renewal would be economically justified. In order to motivate a tree-
planting process within the system of timber production, the stumpage fees are to
become higher, and the share of earnings from timber selling has to reside within the
forest enterprises. That is not the case nowadays (Krott et al., 2000).

Despite that afforestation costs, especially for the wastelands, are low, and there
are external benefits from tree-planting, e.g. the effects of alleviating erosion, a large-
scale implementation of the programme will not take place without government
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subsidies or foreign investments. This is because the afforestation costs, being low, still
are higher than the value of forested land. The conclusion is that the afforestation
programme is to be implemented as an administrative sustainable forest policy measure,
because of its external benefits and since the present managerial setting, with the
absence of economic incentives for tree-planting and growing, make the programme
non-viable without centralised management and funding.

5.6. Conclusions

The proposed programme is seen as a means to realise sustainability in the Ukraine's
forestry and in its rural economy. For the excessively ploughed and sparsely wooded
country, the expansion of its forest cover is an important sustainable rural policy
measure. 2.29 million hectares of lands are defined suitable for tree-planting. The costs
of afforestation, particularly direct tree-planting costs, are low in the country due to
good forest growing conditions and low labour costs. Total benefits of afforestation
considered in this chapter include the timber production and soil protection benefits of
forests to agriculture. Annually, 1 ha of forest in the Ukraine provides soil protection
benefits to agriculture in the range 1.6 € to 58.2 €. The results of the statistical analysis
suggest that planting trees and the establishing of proper shares of wooded and
cultivated areas will substantially contribute to the mitigation of erosion.

The cost-benefit analysis indicates that the costs for afforestation in the Ukraine
will be covered by the returns at 0% through 4% discount rates, on average for the
country. The analysis made across forestry zones shows that the highest gains from
afforestation are to be received in the Steppe zone. This result can be largely explained
by forest function to alleviate soil erosion in the Steppe, where it causes sandy storms
and brings substantial economic losses. The benefits from afforestation are high also in
the Wooded Steppe zone and the Carpathians. The results of the cost-benefit analysis
provide evidence that when only timber supply gains and the benefits from the
protection of agricultural lands against erosion are taken into account, planting trees is
not economically justified in the Polissja and the Crimea for the discount rate of 2% and
higher. Thus, considering timber supply and soil protection benefits, the programme is
to be limited to the Steppe and Wooded Steppe zones, and the Carpathains, totally 1.82
million ha, when the discount rate of 2% is employed. As the results of LP modelling
have shown, when the discount rate of 4% is used, it is economically efficient to plant
trees only on bare lands in these zones, on the total area of 0.42 Mha. The newly
established plantations will provide a long list of other benefits, however, they are not
within the scope of this chapter.

Though planting trees in the Ukraine will enlarge social benefits to agriculture and
forestry, and will add to the welfare of the society, welfare maximisation conditions will
not be met, because of market failures. This justifies public policy concerning tree-
planting. Due to the fact that the present value costs of afforestation will be covered
mainly by the gains obtained in agriculture from the prevention of erosion (Table 5.12),
and these social gains can not be achieved without State regulation, the role of the
government remains very important. The State Committee of Forestry is to guide
practical implementation of the proposed afforestation strategy, which is to be based on
centralised investments. As the practice of the creation of forest plantations in the
Ukraine has shown, annually 70 thousands ha of land can be planted with trees
(Gensiruk and Nizhnik, 1995). About 25 years, therefore, are needed to implement the
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programme. In this study, however, temporal and spatial dimensions of the programme
implementation are not considered.
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Appendix 5.1.

In the Ukraine, in view of the environment, optimum wooded area is such that allows to
sustain natural ecological balance (Rejmers, 1990). The projections on the optimum
wooded area per administrative regions of the country (Table 1) were made on basis of
environmental criteria with the major focus on hydrological and soil protection forest
functions that are deemed to be the priorities for the Ukraine (National Academy of
Sciences, 1998). The estimates per forestry zone are shown in Table 5.2.

Table 1. Wooded area of the Ukraine in 1946-1996 per administrative area, %

Stock of
Region 1946 1956 1966 1976 1986 1996  Optimum stands,

m’ /ha
Vinnytsja 10.0 10.7 11.2 11.7 11.4 11.5 16 144
Volyn 172 231  28.0 30.7 29.2 30.4 37 134
Dnipropetrovsk 1.9 2.6 24 33 3.0 3.6 8 72
Donetsk 2.8 4.2 4.2 5.6 4.8 4.8 12 113
Zhytomyr 241 278 292 31.0 31.7 313 37 190
Zacarpathian 48.1 477 46.6 48.2 49.7 50.0 55 276
Zaporizhja 1.3 1.6 1.8 1.2 1.2 1.3 5 48
IvanoFrankivsk ~ 35.8 343 338 32.9 39.6 40.7 49 216
Kiev 143 173 184 19.5 20.1 19.4 25 184
Kirovograd 4.6 4.5 4.8 4.0 4.1 4.5 11 136
Lugansk 52 6.2 6.4 8.2 8.6 8.8 16 101
Lviv 249 240 248 25.4 25.5 28.0 30 189
Mykolajiv 0.8 1.5 1.9 1.9 1.6 1.9 7 56
Odesa 24 34 3.7 3.5 3.8 4.1 9 104
Poltava 5.0 6.5 6.4 7.1 7.8 7.5 15 142
Rivne 285 309 324 355 36.1 36.2 40 116
Sumy 13.6 142 147 15.5 16.0 16.3 21 221
Ternopil 11.2 107 112 12.0 12.6 12.9 20 138
Kharkiv 8.9 92 103 10.3 10.4 10.7 15 148
Herson 1.6 1.8 2.0 3.5 3.1 3.1 8 85
Hmelnytsky 10.8 109 10.8 11.4 11.6 11.9 17 150
Cherkasy - 115 124 13.2 13.7 13.8 16 164
Chernivtsy 258 27.6 262 28.0 28.8 28.8 33 234
Chernigiv 15.1 165 16.6 17.7 18.9 19.2 23 177
Crimea - 9.2 9.8 10.0 9.8 10.1 19 130
On average 103 124 129 13.7 14.2 14.5 20 171

Source: National Academy of Sciences of the Ukraine (1998)
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Appendix 5.2. Environmental Forest Functions

The role of forests in soil protection is related to their hydrological functions. Forests
decrease surface water flows, slow down the process of snow melting, stabilising the
stocks of groundwater, decreasing floods and supporting river regimes. Water
regulatory impact of forests is particularly important in the Carpathians, where average
annual amount of rainfall is up to 1600 mm. The Carpathians annually evaporate almost
20 km® of water, providing moisture to the unwooded areas of Europe (Nijnik, 1998).

In addition to soil and water protection functions of forests, their function to clean water
is worth to be mentioned. General annual water consumption in the Ukraine is around
36 km’, and water resources are limited. The deficit of clean water is caused not only by
growing water consumption, but also by water pollution. Forests purify water from
pesticides and chemicals on average by 60-90%, and decrease bacteriological
contamination on average 20 times (Gensiruk et al., 1982). Thus to decrease the deficit
of drinking water in the Ukraine, instead of creating big and expensive water reservoirs,
which negatively impact the environment, the extension of wooded area could be
considered as an alternative (National Academy of Sciences, 1992).

Forests are also important with regard to air pollution. There are areas in the Ukraine,
where 5 tons/ha of dust come annually to the atmosphere. Forests purify the air and
enrich it with active oxygen. One ha of spruce forest is able to accumulate 32 t of dust,
one ha of pine forest 36 t, and one ha of beech forest accumulates 68 t of dust
(Gensiruk, 1992). Purifyng the air, forests themselves are impacted by air pollution, e.g.
within Lysychansko-Rubezhansko-Severodonetsky and Cherkasy agglomerations.

On the 26 of April 1986 a global environmental disaster occurred in the Ukraine.
According to the official sources of information, the outflow of radioactive elements
into the environment exceeded 50 million Curi. After the accident, forests played
important role in slowing down the nuclear expansion (Ministry of Environmental
Protection, 1998).

Table 1. Forest area affected by Chernobyl accident

Level of radioactive contamination of forests Forests area, mil.ha
area

Investigative forestry area: 10.0
Radioactive contamination of wooded area; 2.3
Including Curi /km?

0.1-1.0 0.7

1.0-5.0 1.4

5.0-15 0.1

15.0 and higher 0.03

Source: Ministry of Environmental Protection and Nuclear Safety (1993).

Being protectors of the environment, forests suffer from radioactive contamination. It
affected forests not only within 30 km zone that has been excluded completely from any
form of economic activity, but on the area of 2.3 million hectares. Three forestry
enterprises with the forest’s area of 46,000 ha where nuclear contamination by 137 Cs
exceeded 15 Curi/km® were excluded from exploitation. About 157,000 ha of forests
have high levels of contamination by Cs, Cs, Sr, Pt. The largest areas of polluted forests
are located in Zhytomyr region (439,000 ha), Kyiv and Rivne (194,300 ha).
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Appendix 5.3.

Given that theory suggests that neither the share of wooded cover, nor the rates of
erosion can be less than 0%, so that a linear functional form is not logical, a number of
other functional forms are been checked. The statistical analysis of the estimations shows
that the best fit is achieved by using the following equations for the Ukraine and across
its forestry zones. All parameter estimates are statistically significant (at p=0.05) and
coefficients have expected signs and magnitudes.

Table 1.

Regression Analysis: Forest Cover-Erosion Rates in the Ukraine

Dependent Variable: LOG(ERO)
Method: Least Squares
Date: 10/22/01 Time: 13:02
Sample: 1 111
Included observations: 111
LOG(ERO)=C(1)+C(2)*WOOD
Coefficient Std. Error  t-Statistic ~ Prob.

C(1) 3.465274 0.118958  29.13025  0.0000
C(2) -0.032863 0.003504  -9.379475 0.0000
R-squared 0.446629 Mean dependent var  2.564560

Adjusted R-squared  0.441552 S.D. dependent var 0.989821
S.E. of regression 0.739687 Akaike info criterion ~ 2.252675

Sum squared resid 59.63794 Schwarz criterion 2.301495
Log likelihood -123.0235 _ Durbin-Watson stat ~ 1.532420
Table 2.

Regression Analysis: Forest Cover-Erosion Rates in the Carpathians

Dependent Variable: LOG(ERO)
Method: Least Squares
Date: 12/19/01 Time: 16:52
Sample: 18 35
Included observations: 18
LOG(ERO)=C(1)+C(2)*WOOD
Coefficient Std. Error  t-Statistic  Prob.

C(1) 4370161 0.800377  5.460129  0.0001
C(2) -0.052262 0.013102  -3.988921 0.0011
R-squared 0.498613 Mean dependent var  1.297735

Adjusted R-squared  0.467277 S.D. dependent var 1.264650
S.E. of regression 0.923041 Akaike info criterion ~ 2.782154
Sum squared resid 13.63209 Schwarz criterion 2.881084
Log likelihood -23.03938 Durbin-Watson stat 0.689310
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Appendix 5.4.

The Problem of Establishment of Forest Plantations in the Ukraine
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6. AFFORESTATION STRATEGY TO MITIGATE CLIMATE CHANGEEI

Contribution to climate stability is one of the criteria of sustainability in forestry.
Forests remove carbon dioxide from the atmosphere and store it as carbon in terrestrial
ecosystems, playing important role in climate stabilisation. Growing trees act as sinks,
absorbing carbon from the air. Mature forests, whose carbon flows are in balance, play
the role of reservoirs. Thus the forest sector offers climate mitigation opportunity, and
apart from economic and environmental benefits, the expanded wooded area puts
forward an attractive economic alternative to reducing carbon emissions. In addition to
enlarging carbon sequestration benefits of growing and mature forest stands, the
expansion of wooded area contributes to timber supply, and wood used in products
serves as carbon sink for many years after timber harvesting.

6.1. Introduction

Various aspects of using forests to mitigate climate change have been broadly discussed
in the literature for Canada, Finland, the Netherlands, Russia, the USA and some other
countries (Adams et. al., 1999; Alexeyev and Birdsey, 1998; Bateman and Lovett, 2001;
Peng and Apps, 1998; Pettenella, 2000; Sikkema and Nabuurs, 1995; Slangen et. al.,
1997; Van Kooten et. al, 1993). The issue of terrestrial carbon sinks was a major item
on the agenda of international conferences, as the COP-6 conferences in The Hague
(2000) and Bonn (2001) and the COP-7 conference in Morocco (2001).

The Ukraine is a moderate air polluter. It has already reached its targets to
stabilise emissions at 1990 levels by the commitment period of 2008-2012. This means
that, before the increase in its sink claims, the country stands to profit from the sale of
"hot air", the amount by which its emissions have been reduced further than their target
levels (Corporate Europe Observer, 2001). The most recent regional scenarios for the
emissions of CO, provide evidence that, during the Kyoto Protocol's 2008-2012 budget
period, the surplus of the country will not fall lower than 3 Mt C per year. In 2015, in
the baseline scenario with_implementation of mitigation measures, emissions are
expected to be 45 Mt CE~ less than they were in 1990 (Ministry of Environment,
1998). Even scenarios with high economic growth and carbon intensive technologies do
not exhaust Ukrainian "hot air" before 2012 (Victor et al, 2001).

In addition to selling its "hot air" to other countries that can afford to buy it and
keep polluting, the Ukraine can sell its carbon uptake services from forestry. With the
completion of talks in Morocco, key decisions on terrestrial biospheric sinks were
taken. The carbon sink option has become eligible, and it includes forest management
and soil carbon, in addition to afforestation and reforestation, but not wood product
sink. Thus, pertaining to climate change mitigation the proposed afforestation
programme appears promising, because by expanding wooded area the Ukraine can

' Adapted from this Chapter a paper Mitigating Climate Change via Afforestation is published in the book:
H. Essman and D. Pettenella (eds.) Forestry in Transition. Redefining the role of forestry sector in Ukraine.
Padova University, 2002: 160-175.

The paper Contribution to Carbon Cycle and Climate Stability via Expansion of Azonal Boreal Forests in
the Ukrainian Carpathians was presented at the Conference The Role of Boreal Forests and Forestry in
the Global Carbon Budget, Canada, p.58. The paper is accepted for publication by the Canadian Forest
Service, 2002: 1-10.

72 Carbon equivalent.
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create carbon credits that it can offer for sale to other Annex B countries. There exists a
possibility of a trade between highly developed countries where carbon dioxide
emissions are high and the Ukraine (UNFCCC, 1998).

The investigation of the economics of forest plantations on CO, emissions is
required as a starting point for substantiating the option of selling carbon offset services
by the Ukraine. In this respect it is important to analyse the potential to mitigate climate
change by creating tree plantations, to assess stock and flows of carbon in forests, and to
estimate the required investments. I investigate planting trees for carbon sequestration
as a separate study. The programme of afforestation for carbon uptake necessitates
planting different tree species and employing different management regimes than the
establishment of forest plantations with the purposes of an increasing timber supply, and
the protection of lands from erosion. While afforestation programme put forward in
Chapter 5 is to be implemented in view of enlarging social welfare in the Ukraine,
planting trees for carbon sequestration can be considered by the government only under
conditions of selling carbon offsets and receiving credits for planting trees. This study is
seen, therefore, as a base for initiating international carbon trade negotiations.

Chapter 6 explores the potential of afforestation of waste and highly eroded
unwooded lands within the State Forest Fund and also marginal agricultural lands in the
Ukraine as an option to initiate carbon trade negotiations. Using cost-benefit analysis as
an evaluation criterion, I judge if planting trees in the country is an economically
efficient way of removing carbon from the air. Section 2 presents an assessment of the
expansion of carbon uptake by afforestation and the economics of carbon sink in trees: a
storage option. I examine the case, when trees are planted for a period of 40 years,
without considering future use of wood and land after timber harvesting. In Section 3, I
discuss costs and benefits of carbon sequestration when other policy options are applied.
This section considers economics of substitution wood for fossil fuel and of storing
carbon in wood products. The conclusions consider why and how responding to the
Kyoto Protocol with afforestation in the Ukraine is feasible.

6.2. Expanding Carbon Uptake by Afforestation
6.2.1. Background

The emissions of greenhouse gases, as carbon dioxide, result in climate change and
global warming with consequences for the global environment and economic systems.
In response to the threat of climate change, countries are taking commitments to reduce
or to stabilise their CO, emissions. In 1998, Ukrainian emissions of CO, amounted to
360 Mt, comprising 1.6% of the world's total (IEA, 2000). In the baseline scenario, with
implementation of climate change mitigation measures, the projected carbon emissions
in the Ukraine are shown in Table 6.1.

Table 6.1. Carbon Dioxide Emissions/Removals, in Tg=Mt

1990 1995 2000 2005 2010 2015
Direct Emissions of CO,
CE* 194.0 116.0 144.6 155.2 163.1 173.0
CO, uptake in forestry
CE -14.2 -17.7 -18.2 -18.7 -19.3 -19.9
Net
CO, 659.3 360.4 463.4 500.5 527.3 561.4

Source: Ministry of Environmental Protection (1998)
*CO, emissions in carbon equivalent: CO, multiplied by 12/44
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The country’s economy is highly dependent on coal, but since 1992, coal's share
in the Ukraine's carbon emissions has dropped over 30% and coal consumption is down
39%. Consequently, the country’s emissions of carbon dioxide are relatively low and its
role as a carbon emitter on the world stage is insignificant (US EIA, 2001). Coal makes
up nearly half of fuel shares of the Ukraine's CO, emissions, with the remainder coming
from natural gas and oil (Figure 6.1.)

Figure 6.1.

Ukraine 1997 Fuel Share of Carbon Emissions
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Present relatively low levels of the Ukraine’s CO, emissions are largely a
consequence of the country’s economic problems related to the transitional period.
Because the Ukraine relies heavily on coal for its energy consumption, any possible
rebound of the country’s national economy will result in higher carbon emissions total
(US EIA, 2001). Therefore, when the Ukraine’s economy recovers, in order to stabilise
its increasing domestic emissions, the country will have to introduce appropriate policy
measures. Out-of-date technology, energy inefficiency and high carbon intensity make
the introduction of cleaner production on a national scale hardly viable for the country
in the near future. Thus, among carbon dioxide emission reduction measures, the
enhancement of greenhouse gas "sinks" and "reservoirs" via afforestation and forest
protection could be a priority.

Though today the Ukraine is a reasonable polluter, it is one of the %?St energy-
intensive countries in the world, because of its energy inefficient industries. —Moreover,
with country's reliance on coal and with energy inefficiency of the economy, the carbon
intensity is also high= As for per capita carbon emissions (Figure 6.2), the Ukraine’s
performance is somewhat better than that of the United States and Russia, while higher
than its neighbours, Romania, Poland and Turkey (US EIA, 2001).

The Ukraine has taken several actions to promote lower energy consumption,
higher energy efficiency and the reduction of its CO, emissions. In June 1992, as an
Annex 1 country under the United Nations Framework on Climate Change, the Ukraine
signed the Climate Change Convention, which was ratified by the Parliament. By 1998,

3 TPES/GDP indicator (1998) for the Ukraine is 3.82, to compare it with 1.74 for Russia, 0.21 for the
Netherlands or 0.35 for Canada. TPES, country's total primary energy supply, that is made up of
indigenous production, plus imports, minus exports, minus international marine bunkers, plus-minus
stock changes (IEA, 2000).

™ CO, , GDP indicator (1998) for the Ukraine is 9.59, to compare it with 4.23 for Russia, 0.49 for the
Netherlands or 0.72 for Canada (IEA, 2000).
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over 170 countries joined the Convention. The Conference of Parties that took place in
December 1997 adopted the Kyoto Protocol containing modified emissions
commitments. In 1999, the Ukraine signed the Kyoto Protocol that is to be ratified by
the Parliament. According to the agreement, by 2008-2012 the country has to stabilise
its emissions of greenhouse gases (GHG) at their levels of 1990.

Figure 6.2.
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The Annex B countries of the Kyoto Protocol, including the Ukraine, committed
to reduce their collective emissions of six key greenhouse gases by at least 5%. During
the last decade, the Ukraine’s emissions have been fallen by almost 50%. However,
many industrialised countries have not succeeded in meeting their earlier non-binding
aims of returning emissions to their 1990 levels by the year 2000. Actually, their
emissions of GHG have risen since 1990, and therefore, the Protocol target of 5%
collective emissions reduction in fact represents a 30% cut (Climate Change
Information Sheet 21, 1997).

The Kyoto Protocol established three innovative mechanisms, known as joint
implementation, emissions trading and the clean development mechanism, which were
designed to help Annex B countries in meeting their emissions targets the cheapest
possible way. The basis of these three mechanisms is trading. The trade presumes
transfers of credits, allowances, permits and quotas, all of which are to be linked
directly to the reduction of emissions of the greenhouse gases stipulated in the Protocol.
Therefore, to assess the Ukraine’s potential for climate change mitigation in forestry is a
motivating study area. Carbon uptake in Ukraine's forestry is important for stabilising
collective emissions via selling carbon offset services by the country, rather than for
fulfilling country’s own Kyoto commitments. Considering aforesaid, I intend to find out
how Ukrainian forests and their expansion could help to moderate carbon emissions and
what their contribution to climate mitigation strategies could be. Thus, the basic
research question of Chapter 6 is to discover if Ukrainian forests offer a low-cost
opportunity for carbon sequestration.

6.2.2. Forest biomass and carbon in the Ukraine

As a starting phase for the investigation of the quantity of carbon that could be
sequestered by planting trees on wastelands and marginal agricultural lands, I provide
estimates of carbon content in already existing Ukrainian forests. I also assess the net
change in the carbon pool of the Ukraine's forest vegetation, during the period 1990-
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2000. This estimate indicates the contribution of the existing forests to carbon uptake
allotted throughout the last decade. The amount of carbon stored in already existing
forests illustrates forests’ contribution to the process of climate stabilisation and serves
as a benchmark for assessing potential gains in carbon sequestration to be received
through the expansion of the wooded area.

A generally accepted estimate of storage of carbon is forest biomass. Lakida et
al. (1995) have estimated the biomass (dry matter) and carbon content of forests in the
Ukraine. They assessed the biomass for coniferous, hard and soft deciduous species
providing total estimates for the country. The data used in their analyses was collected
from experimental research plots (Table 6.2).

Table 6.2. Forest Biomass and Carbon Content in Ukrainian Forests, MtEI

Phytomass Coniferous Hard Soft wood Total
Components wood deciduous

Foliage 31.65 7.81 2.66 42.10
Crown wood 45.25 53.44 9.65 108.30
Stemwood 289.35 290.05 58.42 637.80
Stump and roots 55.03 45.78 18.38 119.20
Understory 14.63 24.80 9.78 49.2
Total 435.93 421.88 98.90 956.70
Phytomass 11.07 12.09 8.27 11.10
density kg/m’

Total Tg Carbon 215.65 209.31 48.83 473.80
Density kg/m’ 5.48 6.00 4.08 5.50

Source: Lakida et al. (1995)

Table 6.2 illustrates that possessing total forest biomass of 956 Mt of dry matter
with carbon content of about 474 Mt, Ukrainian forests play important role in global
carbon balance. The estimates for the Ukraine are lower than carbon pools of countries
such as Canada (9.3 Gt C) and the USA (11-12.6 Gt C), but much higher than carbon in
biomass of forests in the Netherlands (20 Mt C). Concerning carbon content per ha of
wooded area, the estimates are comparable between the countries. In the Ukraine it is
55.1 Mg C per ha, in Canada 38.3 Mg C, in the USA 56.2 Mg C and in the Netherlands
59.7 Mg C per ha of forests (Nabuurs et.al, 1999).

On the basis of the estimates of carbon content in forest biomass, I have assessed
the net change in carbon pool of the Ukraine over the last decade. In 1990, total forested
area in the country was 8620.9 x 1000 ha with the growing stock of 1319.9 x 10° m’
(State Committee of Forestry, 1998). During the last decade, the growing stock of
forests in the Ukraine has increased by 417 x 10° m’. The ratio between total biomass in
dry matter and growing stock (expressed in tons of carbon per m’) for average
conditions is 0.359 tons of C/m’, with 0.32 for coniferous, 0.39 for hardwoods and 0.34
for softwood deciduous (computed from the data in Table 6.2). Hence, over the last 10
years, the net change in the carbon pool of the Ukraine's forest vegetation was 149.4 Mt
carbon. This figure corresponds to an average annual net uptake by forests of about 15
Mt of carbon, or around 1.6 t C ha™'yr', excluding carbon sink in forest's soil and litter.

7 Tg (teragrams) corresponds to Mt, while tera corresponds to 102,
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The estimates are close to those provided in Table 6.1. According to Nabuurs et al.
(1999), average annual net uptake by forests in Canada is 0.64 t C ha'yr"', for the USA,
this estimate is 1.6 C ha™'yr'and it is 2.0 t C ha™'yr”', for the Netherlands.

The above figures indicate that Ukrainian forests’ potential of carbon uptake per
ha is substantial, as that of forests in the USA, and higher than annual net uptake per ha
of the Canadian forests, because of the vast forests of the north. The Ukraine has good
forest growing conditions and productive forests all over its territory, except for the
Steppe. In 1996, having sequestered 75.9 Mt of CO, from the atmosphere, forests have
deposited 20.7 Mt of carbon. Logging has reduced the stock of carbon deposited in
forests by 3.2 Mt and forest fires by 0.04 Mt (Ministry of Environmental Protection,
1998). Nevertheless, in 1996, actual net carbon uptake by Ukrainian forests exceeded 17
Mt C. This figure is very high and is close to our average annual estimate.

The following sections of this chapter discuss the potential to increase further
carbon uptake by Ukrainian forests via the expansion of the country’s wooded area. The
proposed programme of the creation of forest plantations is examined as a means for the
country to enlarge its contribution to climate stabilisation. The afforestation strategy
that is aimed to increase carbon storage in terrestrial ecosystems could enable the
Ukraine to play an important role in climate change negotiations under the emissions
credit-trading scheme.

6.2.3. Carbon uptake potential

This study was carried out per forestry zone (Gensiruk and Nizhnik, 1995) and for the
country, therefore, it is reasonable to define the benefits of tree-planting for the purpose
of carbon uptake also on this basis. Forests store carbon by photosynthesis and carbon
sequestration positively correlates with the growth rates of the trees. The most fast-
growing species in the Ukraine is hybrid poplar. However, ecological and economic
conditions of the country do not allow planting hybrid poplar all over the territory.
Considering tree-growing conditions per forestry zones and the records of the Forest
State accounts on tree growth, the following relatively fast growing species were
recommended for planting for the purpose of carbon sequestration. Hybrid poplar was
selected for planting in the Wooded Steppe; mixed species scenario (30% hybrid poplar,
20% alder and other hardwoods and 20% pine and other softwoods) in the Polissja; pine
in the Steppe and in the Crimea; and spruce in the Carpathians. Benefits of carbon
uptake were estimated in physical terms of carbon sequestration that depends on tree
growth of the chosen species.

The assorted species studied per different forestry zones possess particular
functional forms of tree growth. The functional forms for stand growth of the species
proposed for planting with the purpose of carbon uptake are estimated using the data
from the Ministry of Forestry (1988), which is based on the continuous records of the
Forest State accounts. The statistical analysis of the estimations shows that the best fit is
achieved by using exponential functional form y = a, #*’¢*”, in all forestry zones of the
Ukraine and for all the examined tree species. The equations for the estimates of the
stand growth related to the age of trees of the first site classes (the most productive and
fast growing in particular conditions), are as follows. All parameter estimates are
statistically significant (at p=0.05) and coefficients have expected signs and
magnitudes.

For spruce recommended for planting in the Carpathians, the following
functional form has to be employed (m°):
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Vit) = 0.159 12240 ¢ 00181
Growth function of pine in the Crimea is (m3):
Vt) = 0.704 t 6% 0010
For pine in the Steppe, the following growth function is to be used:
V(1) = 0.006 £57¢00%
Growth function of hybrid poplar is as follows:
Vi) = 2.939 {93005

Because the data on growth rates of mixed species with (30%) hybrid poplar was not
available, I assumed that it is described analogous to the growth of the mixed stands
under similar conditions of Western Canada (Van Kooten and Bulte, 2000, p. 421-422)
(m?), as:

V(t) =300 (1—e ")}
where 300 m’/ha is the maximum volume of stem wood for mixed species in the
Polissja (State Committee of Forestry, 1998).

The growth for the most fast-growing tree species by zones of the Ukraine is
presented in Figure 6.3. The figure illustrates that the growth of hybrid poplar proceeds
quickly. Because carbon sequestration positively correlates with the growth rates of the
trees, it likely reasonable to plant it for this purpose. The growth functions of the species
considered for planting in the Carpathians and the Crimea substantially differ from
those in other forestry zones. Though the trees here grow comparatively slow, when
they reach maturity, they accumulate the volume of stem of 500 m’ and higher.
Therefore, their carbon storage function could be essential here. The growth functions in
Figures 6.3 describe the growth of stem volume, but carbon that is taken from the
atmosphere is stored not only in stem, also in branches, in leaves and roots of the trees
and also in understory, in forest soils and litter.

Figure 6.3. Growth Functions of Tree Species per
Forestry Zones of the Ukraine
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Forest adds to the reduction of carbon dioxide from the atmosphere as long as
there is a net growth. Then, forest acts as a carbon sink. In this study a 40-year time
horizon is considered. The reason is that growth rates of stands of major tree species
chosen for planting are increasing until the trees reach 40 years of age. Maximum
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sustainable yield rotation ages for the chosen species do not exceed 40 years.
Consequently, the highest rates of carbon uptake are observed within this time horizon.

When trees are cut, the above ground biomass minus the commercial part of the
bole that constitutes a log enters the litter account. Later on, when a new generation of
trees comes up, there is a re-growth of the non-bole biomass and a re-growth of the
volume of stem wood. The process is assumed to continue indefinitely with new
generation of trees coming instead of old one. This observation allows us to consider at
once all the above ground biomass of the trees. I use the coefficient of 1.51 for
coniferous and 1.69 for softwood deciduous stands, as poplar and mixed species, to
translate the bole biomass into total above ground biomass (Lakida et. al, 1995). In
order to define the benefits of carbon uptake in physical terms, the stem volume is to be
translated into carbon by multiplying by specific gravity that is the proportion of oven-
dry weight in green volume and then by multiplying by 0.5 kg of C/kg of wood. To
simplify the calculations, I multiply the volume of stem wood by 0.2 tC/m’, the
coefficient that is common in the literature (Jessome, 1977).

In addition to the above ground biomass I examine root components of forest
that play a role in carbon budget. Carbon sequestered by the root pool is estimated in m’
per ha, according to the following relationship (Van Kooten and Bulte, 2000):

R(G) = 1.4319 G "%
where:
R —root biomass, m’;
G — above ground biomass, m’.
For spruce, it is the constant 0.2317 that relates root biomass to above ground biomass.
The understory biomass of pine is related to its growing stock (Lakida, Nilsson and
Shvidenko, 1995), as:
R (V) =0.146 (V)"

In line with the assessment of carbon content of already existing forests (Table
6.2), I do not account for soil and litter. When land is converted into forest, certain
changes occur in soil carbon, but according to the Kyoto Protocol (UNFCCC, 1998)
only commercial component of the tree is to be considered as a first approximation.
Data on soil carbon is hardly available. In view of the variety of conditions in the
Ukraine, there could be a decrease and an increase of carbon per ha after the conversion
of the land into a wooded area. It is also difficult to determine soil carbon associated
with different uses of the land. Considering above, changes that occur in soil carbon
after planting trees were not taken into account. Since litter pool that consists of dead
and dying biomass is a comparatively small account for the conditions of the Ukraine
(AACM IPL, 1998), it is also not reflected in the current research.

There is a great deal of uncertainty in the area of climate change mitigation
strategies, including those of sequestering carbon in forests. Firstly, it is so, because
marginal damages from atmospheric carbon are not certain over time. There is also
uncertainty on taking into account correctly the benefits to future generations of carbon
control strategies. Hanley and Spash (1998) argue that even if the vote of upcoming
generations over climate change mitigation strategies is to be accounted for, it will be
impossible to do it right, because future preferences are unknown. Also, difficulties in
estimating future benefits of carbon sink come up due to uncertainties about the
dynamics of carbon in forest ecosystems. Here, considering the question of planting
trees for carbon uptake, in addition to uncertainties associated with future economic,
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technological, environmental, biological and social aspects of mitigating climate
change, there is a great deal of institutional uncertainty associated with property rights
and managerial aspects of forestry-in-transition. Frequent changes in government
policies, markets and social norms contribute to uncertainties. Cost-benefit analysis of
planting trees to mitigate climate change, therefore, runs into uncertainties, and the
extent to which mitigation strategies can be justified on efficiency grounds largely
depends on the rate of discounting employed in the analysis.

Thus, an important question that arises while using cost-benefit analysis of
planting trees to mitigate climate change is that of carbon discounting. The efficient
degree of control of carbon concentrations would deemed to be zero in the case of high
costs, low damages and high discounting and the other way round (Nordhaus, 1991).
Often, the costs of mitigation strategies are high and if the value of the benefits from net
emissions reduction were known, it would be easier to discount the expected benefits
flow, the same way, as we discount the costs. However, the benefits of carbon uptake
are not certain, and because of time preference at high discount rates (5-10%), the
present value of any amount of carbon sequestered in some 50 years from now sharply
approaches zero. Moreover, if to believe that a future technology will be able to reduce
carbon emissions at almost no cost, high discount rate could be suggested. The opposite
assumption results in inverse conclusions. The more rapidly CO, concentrations are
projected to be increasing in time, the less future C should be discounted.

The study employs three settings. The first one presumes not to discount carbon
and it suggests that the value of marginal carbon damages in the future will increase at
the real rate of discount. This assumption implies that if all amount of carbon
sequestered is valued equally, no matter when it is captured, and if the afforestation
costs are equal for different stands (for instance, for poplar that is fast-growing, with
initially high rates of carbon uptake but which growth soon decelerates, and for spruce
that grows slower but much longer and in 100 years accumulates up to 300 tons of C per
ha), then planting spruce could be preferred (Figures 6.4 and 6.5).

Figure 6.4. Cumulative Carbon Uptake by Most Fast-
Growing Tree Species by Zone, 0% discount rate
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However, from economic reasoning in long-term projections in forestry, setting
a 0% discount rate is a very specific assumption. The cumulative carbon uptake is to be
available 40 years from now, and in economics, it is important to judge costs and
benefits according to their present value. Therefore, to justify economically the
efficiency of carbon mitigation policies, positive discount settings of 2% and 4% are
employed, as well. Discounting of carbon uptake benefits at a social rate of discount
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(4%) presumes marginal damages from the emissions to be constant over time, and this
is the most reasonable assumption since we have no evidence to predict any other
scenario. Moreover, a 4% discount rate is applied for discounting of the costs. Thus, it is
logical to use it also for discounting of the benefits of carbon uptake.

Table 6.3 illustrates that mean annual carbon uptake per ha of the proposed
plantations in all forestry zones, except in the Steppe, is higher than present annual net
uptake per ha of the existing Ukrainian forests (that is 1.6 t C ha™yr, see section 6.2.2).
This is because the most fast growing species under particular conditions were chosen
for planting. The cumulative discounted C uptake varies considerably by forestry zone.
This is due to the variety of conditions, which require growing different species in
different areas. The highest estimate of C uptake in 40 years is for hybrid poplar in the
Wooded Steppe.

Table 6.3 Simulated Cumulative Carbon Uptake Over 40 Years and Mean Annual
C Uptake per ha, Storage Scenario

Carbon (t C ha™) Polissja Wooded Steppe  Carpathians Crimea
Steppe

0% 119.5 139.0 233 111.6 62.2

2% 53.7 62.5 10.5 50.2 28.0

4% 24.1 28.1 4.7 22.5 12.6

Mean annual (t C yr') 3.0 3.5 0.6 2.8 1.6

Table 6.3 also indicates that the estimates largely depend on the discount rates,
and that the figures received for the Ukraine, are comparable with the estimates
provided for Canada (Van Kooten and Bulte, 2000), the Netherlands (Slangen et. al.,
1997), or Finland (Pussinen et. al, 1997, etc.). On average for the Ukraine, 80 t C per ha
is sequestered over the period of 40 years, or 18.0 t C per ha if C is discounted at 4%.

In addition, in view of particular growth functions of spruce and pine stands in
the Carpathians and the Crimea, carbon uptake over a 120 years period was explored for
these species (Figure 6.5).

Figure 6.5. Cumulative Carbon Uptake by Spruce
and Pine in the Mountains over a 120-Year Time
Horizon (a Storage Option)
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Spruce and pine in the mountains accumulate high quantities of C when they
reach maturity. Cumulative C uptake over 120 years by pine in the Crimea is about 200
t C per ha, and it is almost 300 t C per ha in spruce stands of the Carpathians.

123



The results show that the afforestation programme will increase total cumulative
carbon uptake in Ukrainian forests by 180 Mt of C (C discounted at 0% rate) over a 40-
year time horizon. Maximum amount of carbon that could be sequestered annually
through afforestation is about 4.6 Mt or about 1.0 Mt if C is discounted at 4%. The
comparison of these figures with the annual carbon uptake by the existing Ukrainian
forests (15 Mt, see section 6.2.2) indicates substantial carbon uptake benefits to be
received from the proposed strategy. For each ton of carbon sequestered in forest
biomass 44/12 t of CO; is removed from the atmosphere. Therefore, 16.8 Mt of carbon
dioxide (3.8 Mt if C is discounted at 4%) will be taken from the air annually. This
amount of CO; roughly corresponds to 4.5% of the country's annual emissions.

In addition, total ton-years of carbon by forestry zone are computed over the
period of 40 years and discounted at 4%, as:

§ (Co—Cu-1)%(40-t+1)0
Cton-years= ]
=T

(1+7) 0
where
C annual carbon uptake in the year ¢, tons per ha;
C 1 annual carbon uptake one year earlier, tons per ha;
r the discount rate.

Then, permanent amount of sequestered carbon is computed by each forestry zone and
for the country. It was done by dividing total ton-years of carbon by 50 years that
corresponds to the lowest conversion factor identified by the IPCC (2000) for
converting temporary storage in a sink into a permanent ton of emissions reduction:

C permanent tons C ton-years /50

The estimates are calculated only for the above ground biomass. Allowing for 15
price per ton of carbon uptake (Sandor and Skees, 1999), the benefits are computed and
shown in Table 6.4.

Table 6.4. Carbon Uptake for the Above Ground Biomass in Permanent Tons and its
Value per ha of the Zones for the Storage Option, at 4% discount

Polissja Wooded Steppe Carpathians Crimea

Steppe
Total ton-years of C 1846.2 2372.5 143.0 676.7 584.3
Permanent tons 36.9 47.5 2.9 13.5 11.7
Value of C uptake 553.9 711.8 40.1 203.0 1753

According to our calculations, the benefits of carbon uptake by planting trees in
the Polissja will be 144 M€ (9.6 Mt), in the Wooded Steppe 505.4 M€ (33.7 Mt), the
Steppe 40.7 M€ (2.7 Mt), the Carpathians 34.7 M€ (2.3 Mt) and the Crimea 39.3 M€
(2.6 Mt). The storage option will bring benefits for the Ukraine up to 764 M€. This
result is obtained while measuring carbon uptake in permanent tons.

6.2.4. Economics of carbon uptake in trees: a storage option

This section examines costs of carbon sequestration and presents initial cost-benefit
analysis of the storage option. In the previous chapter I assess social costs of
planting trees per ha of the newly wooded area and by forestry zone™, which appear to

761 USD roughly corresponds to 1 €.
77 For simplicity, I assume that afforestation costs depend on forestry zone and current land use, rather
than tree species.
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be comparatively low (Table 5.4 and Table 5.7). Knowing these present value costs of
afforestation and the amount of carbon sequestered, the present value costs per ton of
carbon uptake are computed at different discount rates. The costs of one ton of carbon
uptake in the Ukraine also appear to be comparatively low (Table 6.5).

Table 6.5. Present Value of C Uptake Costs, € per ton C*

Forestry zones € per ton at the discount rates of

0% 2% 4%
Polissja 5.8 7.1 8.7
Wooded Steppe 4.6 5.9 7.2
Steppe 78.5 120.0 173.3
Carpathians 8.7 12.7 17.9
Crimea 16.2 15.6 32.0
The Ukraine 9.5 18.1

*C is in permanent tons

Average for the country costs of sequestering carbon that include tree-planting,
care and protection, and opportunity costs of land are 9.5 € per ton of carbon if carbon is
not discounted and 18 € per ton when costs and benefits are discounted at the same
discount rate of 4%.

The costs of carbon sequestering vary substantially by forestry zone. The diverse
conditions for tree-plating and tree-growing in various zones predetermine the
discrepancy in the establishment and management costs, the so-called direct
afforestation costs. The distinct net returns from marginal agricultural lands that are to
be planted with trees differentiate the opportunity costs of tying up potential agricultural
lands for long periods. The highest carbon sequestration costs are in the Steppe zone,
especially for marginal agricultural lands that are used for wheat production and where
the opportunity costs of land are relatively high. The lowest carbon sequestration costs
are in the Wooded Steppe zone, those of planting the most fast-growing species, hybrid
poplar. Usually, hybrid poplar is planted on bare lands, including the lands that are
managed by the State Committee of Forestry where the opportunity costs of land are
deemed to be zero.

The usefulness of this chapter derives from the elaboration of present value (PV)
costs per ton of carbon uptake for each policy scenario rather than from analysing the
costs and benefits of carbon uptake. The reason is that the costs per ton of sequestered
carbon enable a comparison of carbon uptake policy of the creation of forest plantations
(three scenarios under investigation) with various other climate mitigation policy
alternatives, e.g. emission reduction, etc. Though the scope of this chapter does not
proceed to analysing these various alternatives, it provides important benchmark for
such type of analysis to be done in the future. The main reason for calling the cost-
benefit analysis elaborated in this chapter across the policy scenarios "initial" is that
price per ton of carbon uptake is assumed to be stable in this study. However, the
development of a market with an increase in the amount of carbon credits available to
buy is pushing the price of credits down. Consequently, it will be cheaper for the richer
countries to buy their way out of their responsibilities to reduce emissions. It has
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become obvious after the conference in Morocco (2001) EI If in the early 1990s, the
price of 1 ton of carbon uptake was 28 USD (Wiens, 1992), today it is 15 USD (Sandor
and Skees, 1999). The current cost-benefit analysis (Table 6.6) employs an assumption
that the price of C uptake is 15 € per ton.

Table 6.6 Initial Cost-Benefit Analysis, C Storage Scenario

Forestry zone PV estimates at 4% discount rate
Value of C*, Costs, NPV benefits, NPV benefits,

€/ha €/ha €/ha M¢€/zone
Polissja 553.9 320.5 +233.4 +60.7
Wooded Steppe 711.8 343.9 +367.9 +261.4
Steppe 42.9 502.5 -459.6 -430.0
Carpathians 203.0 241.0 -38.0 -6.5
Crimea 175.3 374.6 -199.3 -44.7

*C is in permanent tons

The estimates presented in Table 6.6 suggest that the net present value of the
programme is positive in the Polissja and Wooded Steppe where fast-growing hybrid
poplar is suggested for planting. In these zones forest plantations appear to be cost-
effective means of carbon uptake. The estimates are also pretty good and appear to be
positive, when carbon uptake benefits are discounted at 2%, for spruce stands in the
Carpathians. In the Steppe zone and the Crimea, planting trees for carbon sink is not
recommended. The next step of the research considers benefits from afforestation, when
trees are cut as their growth slows down.

6.3. Costs and Benefits of Carbon Sequestration: Other Policy Options

Usually trees are used after a certain time horizon. While carbon uptake in a storage
option has just one time effect, and eventually, through the decay of wood carbon is
released back to the atmosphere, fuel and product substitution strategies are repeatable,
and thus, in a long-run, they are more effective and sustainable means of carbon
management. The additional timber to be received from the newly forested lands
enlarge the supply of wood for the forest industry, but also carbon stored in wood
products is an addition to the total carbon sink. Another policy option suggests to use
extra wood received from the plantations as a substitute for fossil fuels. This alternative
policy solution also contributes to carbon sinks provided by forests and to the reduction
of carbon dioxide concentrations in the atmosphere. In this section, I examine cost-
effectiveness of these two strategies, by taking into account timber harvesting and using
of wood as a fuel and also as a raw material.

6.3.1. Carbon uptake under substitution wood for fossil fuel scenario

Considering scarcity of natural oil, high costs of coal extraction and all range of
problems connected with nuclear power plants, especially after the Cernobyl accident,
the option of wood biomass burning to generate electricity is investigated as a possible
alternative of a storage climate mitigation strategy. Trees are removing carbon from the

7 During COP-7, Russia managed to nearly double its carbon credits associated with business-as-usual
forest management.

126



atmosphere during the time of their growth. When trees reach culmination of their
annual increment, they stop sequestering carbon, because removal due to the growth of
trees comes into a balance with loss due to the decay of the trees, and forest acts as a
carbon sink. Carbon storage would be optimised in plantations when timber is harvested
at the age of trees that correspond to maximum annual increment. This section discusses
the possibility of timber harvesting when trees reach mean annual increment and the
option of burning wood instead of fossil fuel. A 40-year time horizon is considered.

The analysis of the growth functions of the species planted per zone (Figure 6.4)
allows us to conclude that for hybrid poplar in the Wooded Steppe zone, C uptake
roughly proceeds until the trees reach the age of 20 years. The same concerns a mixed
species scenario with 30% of hybrid poplar in the Polissja. Thus, in the Polissja and
Wooded Steppe two rotations will take place in 40 years. In the Steppe zone pine will
be harvested only once, because carbon uptake proceeds much slower, until the growth
of trees decelerates when they reach the age of 40 years. Thus, the substitution wood for
fossil fuel policy considers the case when trees are planted and then harvested at the age
of 20 or 40 years (Figure 6.6). Since forests in the Ukraine are managed by the State
Committee of Forestry, and the programme is to be carried out and financed by the
government, a one-time planting and harvesting of trees for each timber rotation is
assumed as a first approximation.

Figure 6.6. 40 Years Growth of Trees Under the
Scenarious that Trees are Harvested
Polissja/mixed
= = = Wooded
Steppe/poplar
Steppe/pine

Carpathians/spruce

— Crimea/pine

Ages (years)

After harvesting the wood is burned to generate energy and to replace an energy
equivalent amount of fossil fuel. Only the above ground carbon fixed in wood is
suitable for generating energy. When wood is used for energy production, C stored in
wood biomass is released as CO, upon burning. Thus using timber for energy is by
itself a carbon neutral process. The net gain here is the amount of carbon dioxide that
would have been released by burning fossil fuel, if not replacing it with wood biomass
(Slangen et. al, 1997).

In the Ukraine, electricity is generated mainly through burning of coal. Carbon
content of coal is comparatively low, about 0.6 kg of carbon per 1 kg of coal (US EIA,
2001). To receive 1 GJ of energy, 24.12 kg of carbon in coal are to be burned. Thus, 1
kg of carbon generates some 0.04 GJ of energy, and 0.6 kg of carbon, or 1 kg of coal,
will produce 0.024 GJ of energy. Thus, 24 GJ of energy is produced per ton of coal in
the Ukraine. If trees are planted to generate electricity, then on an energy-equivalent
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basis, for every ton of coal 4.5 m® of wood is needed to receive the same amount of
energy (24 GJ), and to offset the release of 0.6 t of C to the air.

The simulation results (Figure 6.6) indicate that, in 40 years, 77 m® per ha will
be available in the Steppe area. The wood available per hectare substituted for coal in
generating electricity could prevent the release of 10 t C in the Steppe zone. The policy
of burning wood to be harvested in the Steppe zone would prevent the release of 9.6 Mt
of C. In the Polissja and the Wooded Steppe, harvesting of hybrid poplar and mixed
species is to take place when trees reach 20 years of age. Thus during a 40-year time
horizon, two rotations will occur. At harvest time, about 250 m® of wood per ha will be
available in the Polissja, and 300 m® of wood per ha will be available in the Wooded
Steppe zone (Figure 6.6). The wood available per hectare, being burned instead of coal,
will prevent the release of 33 t of carbon in the Polissja and about 40 t of carbon in the
Wooded Steppe zone.

On basis of the considerations presented above, though with carbon discounting
at r% total carbon saving estimates for the alternative energy scenario are computed, as
follows:

Csaving =C uptake perm. tons +C burning

C uptake permanent tons 1s computed for the above ground biomass as it was done earlier for
the storage scenario;

C burning = (C above ground * 0. 6) /45 (1 +7")r
where,

C sbove ground cumulative carbon uptake over the period of timber rotation;

0.6 and 4.5 arethe coefficients. Their incorporation in the equation means that for every
ton of coal 4.5 m® of wood is needed to receive the same amount of energy and to offset
the release of 0.6 t of C to the air.

T is a period of timber rotation.

Carbon uptake estimates for the wood for fossil fuel substitution scenario when the
discount rate of 4% is employed are shown in Table 6.7.

Table 6.7. Carbon Estimates per ha, Alternative Energy Scenario

Polissja Wooded Steppe Steppe
Discounted C savings from burning 25.6 329 3.2
Total C savings 64.0 80.3 6.1
Value of C savings, € 959.7 1204.8 91.5
Net benefits -89.1 116.2 -642.5

As seen in Table 6.7, the highest carbon savings are in the Wooded Steppe zone
for hybrid poplar. The value of carbon uptake in the Wooded Steppe zone over a 40-
year time horizon is expected to be 856 M€ (57.0 Mt), in the Polissja it is about 250 M€
(16.6 Mt) and in the Steppe 85.6 M€ (5.7 Mt). These estimates are higher than when the
storage policy option was considered.

While computing net benefits of carbon uptake, the costs that are taken into
account include initial planting costs, care and protection costs, opportunity costs of
land, replanting costs and the costs of timber harvesting. The costs of converting power
plants to wood are ignored in this research. The net benefits of carbon saving appear to
be positive only in the Wooded Steppe zone where hybrid poplar is recommended for
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planting. Alternative energy scenario is not considered for the Carpathian and the
Crimean zones, because commercial harvesting is restricted in the natural reserves.

6.3.2. Economics of substitution wood for fossil fuel

The costs of wood-for-coal substitution policy per ton of carbon saving, discounted 4%
are as follows: in the Polissja 36.4 €, the Wooded Steppe 32.3 € and in the Steppe 124.6
€ per ton of C, when carbon is computed in permanent tons. The costs do not account
for production costs of coal. If to analyse the estimates and to compare them with the
similar estimates derived, for instance for the Netherlands (Van Kooten and Bulte,
2000), we may conclude that the costs per ton of carbon under the energy scenario are
low in the Ukraine. On average for the country the costs per ton of carbon savings under
fuel substitution scenario are about 70 € at the discount rate of 4%.

In addition to carbon saving benefits that in the Steppe are 91.5 € per ha (Table
6.7), the calculations as follows have been made. Considering the returns from planting
pine in the Steppe and harvesting it in 40 years, the results of the simulations show the
following. Given that at harvest time in the Steppe pine has about 77 m’ per ha (Figure
6.6), and the stumpage value of timber in the Ukraine is 4-5 €/m’ (Nilsson and
Shvidenko, 1999), the returns from planting pine and harvesting it in 40 years will be
about 346.5 € per ha, with their present value over 72.2 € per ha (at 4% discount rate).
Also, because for each ton of coal 4.5 m? of wood is needed in order to receive the same
amount of energy, wood available per hectare in the Steppe at harvest time is a
substitute for 16 tons of coal in generating electricity. The production costs of 1 ton of
coal in the Ukraine exceed 50 € (US EIA, 2001). Therefore, wood available per ha in
the Steppe being used instead of coal saves 802 €, with their present value of 167 €.
Considering aforesaid, total discounted returns from the implementation of fuel-for-
wood substitution policy option for the Steppe are close to 332 € per ha. However, if to
compare the discounted returns from planting pine in the Steppe with the discounted
costs of the policy, which are 638 € per ha, the discounted net returns appear to be
negative. The discounted net returns of planting trees for carbon uptake are substantially
negative for the lands in the Steppe zone suitable for wheat production.

As harvesting is forbidden in the protected areas of the Carpathians and the
Crimea, I do not estimate net returns from timber harvesting in these zones. The
discounted returns from planting mixed tree species in the Polissja will exceed 743.3 €
per ha and 193.5 M€ per zone. The comparison of these figures with the discounted
costs of implementation of wood-for-coal substitution policy option shows that the
discounted net returns are negative. They keep being negative also if to account for
carbon saving benefits discussed above. In the Wooded Steppe zone, those of planting
hybrid poplar and harvesting it twice in a 40-year time horizon, the net benefits of wood
for fuel substitution policy scenario are substantially positive.

The conclusion is that the benefits of carbon saving under wood-for-coal
substitution policy option are large in the Ukraine and the costs per ton of carbon
sequestered are low, if to compare them with the estimates provided for another
countries (Van Kooten and Bulte, 2000; Slangen et al, 1997). The calculations show
that the implementation of the alternative energy strategy instead of the storage option
would increase the costs of carbon uptake. The discounted returns from planting trees
are somewhat higher than the opportunity costs of land, but they are inadequate to cover
the necessary silvicultural investments and the costs of timber harvesting in the Steppe
zone and the Polissja. The costs of timber harvesting are not compensated by the returns
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in the majority of cases. Wood production activity remains cost-inefficient. Under these
conditions, the alternative energy strategy is hardly viable for the Ukraine. Given that
the forest law restricts commercial timber cut in the mountainous areas of the Crimea
and the Carpathians, the energy option is less realistic for the country than the storage
scenario. The strategy is highly applicable only in the Wooded Steppe zone.

6.3.3. Wood products sink option

In this section, I examine the option of timber harvesting and storing of carbon in wood
products. Wood substitutes raw materials, is used in construction and in production of
goods for households. In this case, wood is a sink of carbon, with the duration of the
sink equivalent to the life of the goods. There are various views on the duration of life
of wood products. Oxidation rates for wood products are roughly 0.02 per year. There is
also an opinion that wood products made from deciduous species release their C back to
the atmosphere after 30 years of use, while wood products made from coniferous
species release C after 40 years (Van Kooten and Bulte, 2000).

In this study, I assume that wood products release C back to the air after 40 years
of storage. As in the wood-for-coal substitution scenario, the rotation ages of poplar and
mixed species are that of 20 years, until the growth of the trees slows down. Coniferous
trees are considered for harvesting when they reach 40 years of age. The initial cost-
benefit analysis does not take into account the production costs of goods made of wood.
These are basic assumptions for computing carbon saving estimates for the wood
product scenario (Table 6.8.). The social benefits of planting trees for carbon
sequestration are high, especially for the zones where poplar is recommended for
planting. The product substitution option appears to be comparable with the energy
policy scenario. The costs of carbon uptake are low in comparison with carbon uptake
costs in the Netherlands (Slangen et. al., 1997). They are 45.9 € per ton in the Polissja,
40.6 € per ton in the Wooded Steppe and 106.2 in the Steppe. The policy appears to be
efficient only in the Wooded Steppe where hybrid poplar is suggested for planting.

Table 6.8. Carbon* Saving Estimates Over 40 Years, Wood Product Scenario, tons
per ha

Polissja Wooded Steppe Steppe
C uptake savings 18.4 22.2 2.9
C going into wood at harvest 324 41.7 3.2
Total C savings 50.8 63.9 6.1
Value of C savings 761.3 959.0 90.2
Net benefits -74.8 99.0 -539.1

* C is computed in permanent tons.

An important precondition for good results is long lifetime of the products.
Another important factors that influence the results are the discount rate employed in
the analysis and the time horizon considered in the model. An extension of the period
under investigation for the wood product scenario will provide more useful outcomes.
With a time horizon longer than 80 years, a continuous process could be shown.
Because effects for avoidance of carbon release through the replacement of non-timber
materials are repeatable, social benefits under wood product sink scenario in a long-run
are expected to be considerably higher than under the strategy of carbon fixation. The
storage option is carbon neutral at 0% discount rate, in a long-run, because previously
sequestered C is released back to the air through wood decay. Van Kooten and Bulte
(2000) have shown that for forests of Western Canada.
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When to consider the returns from planting trees and harvesting them for wood
production, then as in the previous scenario, the total discounted costs exceed the total
discounted returns. However, if to consider benefits of carbon uptake, the afforestation
policy to mitigate climate change becomes socially beneficial in the Wooded Steppe.

6.4. Conclusions

Since the 1997 Kyoto Protocol, climate change has become one of the most important
environmental policy issues. The Conference of the Parties to the UN FCCC (1997)
necessitated agreement on the designation of funding from industries and governments
for creating forest plantations. Afforestation of marginal agricultural lands and
wastelands has taken an important role as a carbon dioxide reduction policy. The studies
on carbon mitigation options have been initiated in a number of countries, including the
USA, Canada and some European countries, as the Netherlands.

The ability of forest to uptake carbon depends on tree growth, and therefore, on
tree species chosen for planting and on forest management. It also depends on period of
timber rotation and, under wood product scenario, on durability of the wood product. In
the Ukraine, the costs of carbon uptake, especially under the storage option, are low, 9.5
€ per ton (the discount rate for C is 0%) on average for the country. Thus, planting trees
to sequester carbon is likely competitive with other means of carbon remove from the
air. An important factor that influences the results of simulations is discount rate.
Because of time preference, the future carbon reductions decrease in value rapidly. At
high discount rates, the value of any amount of carbon sequestered in some 40 years
sharply approaches zero. However, even when the time of C sequestration is considered
important and the social rate of discount is applied, the results of cost-benefit analysis of
the storage policy option are promising for the Wooded Steppe and the Polissja. Forests
that capture C quickly, as poplar stands in the Wooded Steppe and poplar stands in
mixtures in the Polissja have advantage over the stands in another forestry zones,
including spruce stands in the Carpathians.

The storage option is cost-effective means of C uptake in the Polissja and the
Wooded Steppe when carbon uptake benefits are discounted at 4%, at the same discount
rate, as are discounted costs. When the benefits are discounted at 2%, the storage
scenario is economically efficient also in the Carpathians. The most efficient is planting
hybrid poplar in the Wooded Steppe, when present value of carbon uptake costs is 4.6 €
per ton, if carbon uptake benefits are discounted at 0%. Following the IPCC (2000),
carbon savings in this study are presented in permanent tons.

Under wood-for-fuel substitution and wood products sink policy options, when
carbon uptake benefits are discounted at 4%, afforestation could be recommengjd only
in the Wooded Steppe, if the only purpose of tree-planting is carbon uptake.= When
carbon uptake benefits are discounted at 2% and at lower discount rates, these policies
also become efficient in the Polissja. The same results stand for the Carpathians.
However, harvesting of spruce stands is largely restricted here for environmental
reasons. Carbon sequestration in the Steppe proceeds insufficiently, because of low
rates of tree growth and due to the fact that when trees reached maturity, the discounted
opportunity costs of maintaining forests on agricultural land for the rest of the period
appear to be too high. The afforestation of the zone is cost-inefficient, because of

” However, in addition to carbon sequestration the afforestation program will provide environmental
benefits, as the protection of the lands from erosion (see Chapter 5).
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comparatively high agricultural land values, especially, of the marginal land used for
wheat production, and because of too low stumpage fees accepted in forestry.

Concerning wood products sink and alternative energy policy options, important
factor that influences study results is time horizon considered in the model. For more
useful research, the period under investigation has to be substantially extended. Then, a
continuous process could be shown. Because effects for avoidance of carbon release
through the replacement of non-timber materials are repeatable, social benefits under
wood product sink scenario in a long-run are expected to be considerably higher than
under the strategy of carbon fixation (a storage option). The storage option is carbon
neutral (at 0% discount rate) in a long-run, because previously sequestered C is released
back to the air through wood decay.

The study illustrates that wood-for-fuel substitution and wood products options
are not viable for the country. The main problem is in cost-inefficiency of wood
production. The timber production costs are substantial and are not covered by the
returns. In line with the forest law of the Ukraine, which limits harvesting and promotes
low stumpage fees, the storage option remains the most feasible.
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7. DISCUSSION AND STUDY OUTCOME

Recently, the concept of sustainable development of forestry has undergone insightful
and manifold changes. Starting from a narrow idea of the yield of wood, it has
expanded to cover sustainable multi-functional use of forest. Many definitions of
sustainability in forestry reflect the variety of ideas. This diversity is even greater if the
differing perceptions worldwide are taken into account and varying environments of
forestry (economic, social and environmental) are considered. This study provides
insights into the theory of sustainability in forestry-in-transition for particular
conditions of the Ukraine. Working out the sustainability concept and examining
perspectives for sustainable development of forestry during the period of transition from
a command-and-control to a market economy is a new scientific effort.

7.1. Initial conditions for the reforms

The demanding purpose of this study necessitates an in-depth analysis of the processes
that are going on in the forest sector of the Ukraine's transitional economy. I examine
the forest resources, the tenure system, the balance between growth and harvests,
silvicultural investment, and potential timber supply. The state of the wood-processing
sector and Ukrainian trade in forest products is investigated. The results of the analysis
have revealed that while the forest sector has the potential to become an engine for
economic growth, the combination of past exploitation and the slow pace of economic
reforms are major obstacles to implementing rational forest policies. The state of affairs
in forestry with the initial reforms and the changes that have taken place are the focus of
Chapter 2.

To offer the road that Ukrainian forestry needs to take the best starting point is to
focus on the initial conditions for institutional changes (Macours and Swinnen, 2000).
In the Ukraine's forest sector, administrative regulation was huge and it heavily
impacted forestry performance. The Ukraine's forestry enterprises used to be under an
overall control from the side of Gosplan (the State Planning Committee) via the
Ministry with respect to the production, and from the State Bank with respect to
financial resources. A number of general economic indicators, e.g. level of output,
employment, payment to manpower, costs of production, profitability and financial
estimates, were used to establish the annual plan of a forestry enterprise. The Ministry
of F orestrﬁco-ordina‘[ed plans of enterprises, generalised them into aggregate figures
and after an adjustment of the plans by the Gosplan and their verification by the
Supreme Council submitted them downwards to the enterprises. The Ministry, and later,
the State Committee of Forestry used to be the only institutional body responsible for
providing funds and technical assistance, for defining the guidelines and controlling the
forest management plans. It was responsible for tree-planting and timber harvesting, fire
fighting, non-wood products collection and public access to forests (Pettenella, 2000).

In order to ensure a supply of timber, the government controlled timber
procurement. High plans for timber procurement for the purposes of the industrial
development accelerated the decline of forest resources, first of all in the Western
Ukraine with plentiful forests, where labour was easily mobilised and transport costs
were low. Most easily accessible resources, such as those of the Carpathians and the

% The Ministry of Forest-Processing Industry, in the Carpathian region.

135



Polissja, were heavily harvested until 1970s. Extensive development of forestry and
mobilisation of inputs to achieve production targets led to forest overcut in these areas.

Under conditions of a command-and-control economy, the main source of
incentives for the timber enterprise was the Material Incentives Fund (MIF). It was
formed from the profit on condition that the most important indicators, e.g. value of
sales, timber production, labour productivity and profitability were achieved at the end
of each year. The initial level of the MIF was defined in the plan. However, the planned
level of the MIF was increased if the enterprise proposed a counter-plan with higher
figures (Ahlander, 1993). Since values of sales were an indicator that most of all
influenced the level of MIF, it stimulated quantity-driven behaviour and caused the
management to waste, rather than to economise on inputs. The same concerns the output
indicator. Because profit remainder was paid into the State budget, profits did not serve
as incentives for the enterprises.

The enterprise manager had incentives to maximise costs of production, because if
the planned level of profit were high, the planned value of profitability would be set
high, and the risk that the enterprise would be unable to fulfill the plan increased. The
director was deprived of bonuses if planned fund-forming indicators were not realised,
and that practice increased the incentives for avoiding stringent plans. However, it was
not wise to exceed the plan's targets by much, as the authorities could then expect an
impossibly ambitious goal for the next planning period (Nove, 1982). The incentive to
strive for modest plan indicators was also strengthened because the enterprise was
functioning under conditions of a permanent shortage. Uncertainty of supply forced an
enterprise to keep excess stocks. The combination of supply delays and the need to
fulfill plan by a given date caused so-called storming. The instability of norms
represented another reason for not aiming too high. Therefore, Kornai’s (1980) ideas on
the quantity drive used to play a very important role in the forestry sector of the
Ukraine. As a result, outputs of by-products and quality of production were insufficient.

Fund-forming indicators did not stimulate sustainable use of the resources.
Resource constraints on investment were higher than resource constraint on natural
capital. Under those conditions, to fulfill plans the enterprise could find it rational to
violate restrictions on forest use, by using the most valuable stock. Also, if labour was
scarcer than capital, it would have been induced to substitute capital for labour, to use
modern machines instead of obsolete ones (Blandon, 1983). Technical improvements
and resource-saving machinery could promote more effective and efficient forest
resource use. However, strict focus on fulfilling the plan stimulated the opposite
behaviour. Installation of new technology caused disturbances at the enterprise, which
threatened plan fulfillment in the short run. Since management was judged by
fulfillment of the annual plan and risk-taking was not rewarded, the enterprise was not
interested in innovation. This again resulted in overexploitation of the most easily
available forests by the way that, for instance, the enterprise avoided an increase in
exploitation of broad-leafed trees, as this would require new technology and continued
exhaustible use of more valuable stock.

7.2.  Changes under transition

Planning and control of timber production in the Ukraine has changed little since the
reconstruction of the economy. Among positive features of recent economic changes in
forestry is a somewhat increasing self-sufficiency of enterprises. This means that,
though forestry enterprises have not been privatised and the role of government remains
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important, the enterprises have got certain independence in working out and confirming
their plans without the involvement of the central authorities. A decrease in number of
State orders and directives on production has reduced the focus on output performance.
A shift towards decentralised decision-making, economic accounting and self-
supporting was introduced. Economic incentives were strengthened. Today, the work of
the enterprise besides output is evaluated also by its earned profits, though in most
cases, not from the profits received from main forest cut. After the deductions to the
budget, certain amount of the profit is left to the enterprise. The income from selling of
wood received from thinning, pruning operations, from non-wood production, seeds and
from mobilisation of funds from protection and recreational use of forests is coming
into the accumulation fund of the forestry enterprise. These are the major changes in the
Ukraine's forestry so far.

The forestry enterprises keep receiving government budget to fulfil their task of
growing trees, while their activities, regarding timber harvesting are controlled by the
government. The stumpage system comprises a rental fee per m® that is paid to the
allocated tree-felling fund. It is a payment for the raw material paid by the loggers not to
the state forest enterprises, but to the State (80%) and the regional (20%) budgets. In
sparsely wooded areas of the Ukraine, forestry enterprise is not legitimate to harvest
timber (Krott et al, 2000). Consequently, forestry enterprises are focused on budget
maximisation rather than on production goals, and without profit maximising objectives
from timber production, the enterprises do not have incentives to produce valuable
stands. If in forestry™, there is a closed timber production chain with costs of the
production covered on the market the industry will give economic incentives to forestry,
which now experiences budget constraints.

Given a FEuropean perspective, Nilsson and Shvidenko (1999) suggest
restructuring the Ukraine's forest industry as an important step toward sustainable
development of the sector. The demand for wood products in the EU is rising with 0.8-
2.6% a year, and the EU will remain a high wood cost region (FAO, 1996). Hence, the
niche for the Ukraine's forest sector on a European market is its low cost of delivered
wood. These authors combined the information with figures on wood fibre costs as a
percentage of the average production costs and got an indication on which products the
forest sector has to concentrate. Their conclusion is that restructuring of the forest
economy should go in the direction of producing products with the highest percentage
of wood fibre cost in the average production cost. In order to move in this direction, a
lot of existing capacities have to be closed and the remaining are to be focused on saw
milling, pulping and production of wood free papers. Then, even under conditions of
industrial over-capacity in Europe, the Ukraine, with its reconstructed forest industry
could become among price setters in wood production. These are some of the economic
considerations, regarding sustainable management of timber as a marketable resource.

7.3.  Perspectives for Sustainable Development: Study Results

The perspectives for sustainable development of forestry depend on advance of market
changes in the Ukraine's economy and in its forestry sector. A shift towards the concept
of weak sustainability corresponds to the requirements of these changes. The weak
sustainability concept considers the economic objectives crucial for guaranteeing a
necessary and non-declining level of consumption. The concept stipulates that a non-

8! This applies to the sector that is to supply timber for the economy.
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declining level of consumption could be achieved by keeping the aggregate stock of
capital constant and allowing for trade-offs between its various components.
Sustainability in forestry incorporates economic, environmental and social elements. In
economy-in-transition with acute market failures, non-internalised externalities and
improper institutions, these dimensions of sustainability are to be addressed separately.

Sustained management of timber is seen as a lower level of hierarchy and a key
requirement for sustainable forestry development. The maximum sustainable yield
rotation ages for main tree species per zone were defined in Chapter 3. The estimates
that account for time span between inputs in production and timber output, and
incorporate prices and costs in the models were estimated. The results provided
evidence that economic objectives of sustainable forest management are not met in the
Ukraine and that the rotation ages in the commercial forests are to be lower. The
imposition of a discount rate up to 4% in calculations that lead to decision-making in
commercial forestry was another issue considered in Chapter 3.

An economic approach to sustainable forest management is pertinent for forestry-
in-transition in view of accumulating financial assets to implement the changes.
However, in forestry-in-transition the objectives of a rational profit maximiser should
be balanced with social and environmental considerations. Firstly, a properly
functioning market is to consider all social and environmental costs and benefits of the
production and is to set the prices to guide the use of the resources in a sustainable way.
Due to market imperfection, this task is difficult even in the market economies, and it is
hardly possible in economy-in-transition where markets do not function properly.
Secondly, the idea of maximum sustainable yield is popular in the Ukraine, and time is
needed for changing the attitudes of people on the optimal rotation ages in forestry.
Thirdly, under present institutional setting the imposition of a positive discount rate in
forestry will challenge the forest environment.™ Finally, purely economic approach is
risky when the forest resources remain undervalued.

The conclusion is that though the economic component of sustainability has to be
dominant in forestry-in-transition, under conditions when the most important
externalities are not internalised, the role of government is important in balancing
economic objectives with social and environmental requirements. With further advance
of the markets in forestry and when the most important externalities are internalised,
governmental regulation will lessen. However, non-marketable public goods of forest
possess the properties of non-rivalry and non-excludability, which cause market failure.
For that reason, the role of government to control the tenure, management, financing
and production of public goods will remain even under conditions of a market economy.

Good governance is essential to promote sustainable development of forestry. The
ability of the sector to follow sustainable development path is largely determined by the
capacity of its institutions (UNCED, 1992). Recently, three major institutional changes
have occurred worldwide:

« a process of globalisation of forest policies and institutions, as an answer to the
international community’s growing concern on the state of natural resources,

+ asearch for greater efficiency in public administration,

« aneed to enlarge participation in the decision-making process, as an answer to the
bureaucratic development of forest institutions and to policy failures due to top-
down centralised policies (Pettenella, 2000).

%2 Brukas, et al. (2001) have shown that for forestry of the Baltic States.
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These worldwide changes are imposing a revision of the traditional role of forest
institutions on a national level.

The analysis provided in Chapter 4 has shown that institutional transformation in
forestry has started, though, the rules of the game and the arrangements have not
changed significantly. The major tasks that the institutions in economy-in-transition are
to pursue: democratisation; participation; economic liberalisation; privatisation;
political, administrative and fiscal decentralisation; and restructuring have not been
fulfilled. Governance remains an authority: the rules of governance correspond to
government laws, organisations are based on governmental structure and the whole
system of institutions does not maximise gains for the participants (cf. Shleifer and
Vishny 1998). The continuity of institutions is among the reasons why sustainability
criteria in Ukrainian forestry are not met. Is forestry on its way to sustainability? How
advanced are the changes and what are the remedies for the forest policy reforms?
These questions were answered in Chapter 4. The governance failure in the Ukraine has
been revealed and the framework of institutional transformation in forestry-in-transition
was elaborated. The recommended policy measures for changing the rules of the game
towards sustainability include the elimination of the grabbing hand model of
governance and the enhancement of social capital, with shifting the mentality of the
forest policy actors towards a market economy. The results of the Q-analysis provide
insights for understanding the attitudinal diversity of forest policy actors and serve as a
meaningful basis for considering the human factor in the process of transition and for
advising on policy decisions to promote sustainable forestry development.

While sustainable forest management, seen as sustained yield of timber supply,
has been practised in forestry for centuries modern ideas of sustainability are broader in
scope, embracing all the goods and services of the forest (Farrell, et al., 2000). There is
a shift away from timber production to multiple forest functions of the formation of
environment and climate, water balance regulation and the protection of lands from
erosion. Planting trees is seen as an instrument to cope with climate change and another
environmental problems. The changes in management are required to achieve both
production goals and nature protection, and these changes might have significant
implications for the long-term development of the forest. This topic has been studied by
Nabuurs et al. (2001 and 2002). They used the EFISCEN modelling approach to gain
insights into the effects of changing management practices on European forests. The
projections were made for the development of forests under four scenarios: (1) business
as usual; (2) EFISCEN European timber trend studies (ETTS); (3) maximum
sustainable production; and (4) multi-functional management. The simulations were
carried out for 30 countries, including the Ukraine. Their conclusions are in line with
my results and they indicate a necessity to maintain the national diversity that
constitutes European forestry within harmonised forest management strategies.

In Chapter 5, I elaborated the role of forests in the Ukraine and have provided
evidence of economic and environmental gains from their expansion. I gave attention to
the challenge of planting forests on bare and marginal agricultural lands of the country.
Together with the projections on the expanded timber supply from the newly created
plantations, I have provided innovative evidence concerning soil protection role of
forests. The proposition that high rates of erosion in the country depend on forest cover
was put to an empirical test in a regression analysis. The results of the estimations have
shown statistically significant negative relationship between soil erosion and forest
cover in the country and across zones. Using the results of the analysis on the
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"elasticities" of erosion with respect to forest cover indicative estimates of soil
protection role of forest were computed. Further on, by using a simulation technique
and employing cost-benefit analysis, it was revealed that the programme of afforestation
for multiple purposes is an economically efficient means to address sustainability in the
Ukraine's rural development. Planting trees on bare lands of the Steppe and Wooded

Steppe zones and the Carpathians appeared to be efficient even when the discount rate

of 4% was employed. The highest gains from afforestation are to be received in the

Steppe, where the role of forest to alleviate soil erosion is particularly important.

In Chapter 6, the proposed programme of the establishment of forest plantations
was examined as a means for the country to enlarge its contribution to climate
stabilisation. Studies on forest biomass accumulation in various types of forests already
exist in the Ukraine (Lakida et al., 1995). However, the carbon sequestration function of
the Ukraine's forests and the potential carbon uptake benefits of their expansion have
not been studied yet sufficiently. I explored the potential of afforestation of bare and
marginal agricultural lands as an option for the country to initiate carbon trade
negotiations. The chapter presents an assessment of the expansion of carbon uptake
through afforestation in the Ukraine and the economics of carbon sink in trees. In
addition to simulation of the net benefits from carbon sequestration in trees (in
permanent tons), I estimated the net returns from timber harvesting and the use of wood
as a carbon sink. I deliberated separately the economics of substitution wood for fossil
fuel and have shown that among the investigated alternatives, the storage policy is the
most viable carbon saving strategy under specific conditions of forestry-in-transition.
Hence, the attempt was made to find out, how the Ukraine's forests and their expansion
could help to moderate carbon emissions and what their contribution to climate
mitigation strategies could be. Do the Ukraine's forests offer a low-cost opportunity for
carbon sequestration? The answer is yes.

The afforestation programme in the Ukraine, particularly in the Wooded Steppe,
is a sound climate mitigation policy, because of an essential potential of the newly
planted forests to contribute to global carbon uptake and because of availability of lands
that are suitable for tree-planting and relatively low afforestation costs. The study also
provides evidence that the establishment of forest plantation on CO, emissions is not
viable for the country without new sources of investment. Therefore, the elaboration of
economic technique for receiving credits from the world community for planting trees
in the Ukraine is a new challenge for the future. It is important, that in the upcoming
studies the problem of afforestation is elaborated in view of timber, soil protection and
climate mitigation benefits all at once, and that the gains from various other forest
values will also be included in the model.

The conclusion is that the success of the Ukraine's forestry on its way to
sustainability depends on the changes that are going on in the country, the changes to a
market economy and a democratic society. The analysis on sustainable forestry involve
the following major study results:

« it was revealed that a sustainability concept that is to be introduced in forestry-in-
transition has to be based on the idea of weak sustainability. The criteria and
practical applicability in a transitional economy of the concept of sustainable
forestry development were put forward.

 the evidence was provided in support of the ideas that in order to address economic
objectives for sustainable forest management the rotation ages in the commercial
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forestsEIOf the Ukraine are to be lower than the officially stipulated ages, and that
the discount rate of up to 4% could be considered in commercial forestry.

« the Comprehensive Forest Zone Classification System has been developed for the
Ukraine (Gensiruk and Nizhnik, 1995) by using multi-criteria analysis and was used
as a methodological basis for conducting this research. The afforestation programme
was assessed on average for the country and according to forestry zones. This
concerns all other major study results;

« an innovative approach towards evaluation of soil protection function of forest in
the Ukraine and per forestry zone has been proposed on basis of the results of the
regression analysis on the elasticities of erosion with respect to forest cover. The
soil protection benefits to agriculture of 1 ha of forest appeared to be in the range of
1.6 to 58.2 €;

« the factors that influence sustainable forest policy-making in the Ukraine and across
forestry zones were identified on basis of the Q-analysis of attitudinal diversity of
the forest policy actors. The Q-methodology involves the sequential application of
three sets of statistical procedures: correlation, factor analysis and computation of
factor scores;

« the programme of afforestation for multiple purposes has been proposed for the
Ukraine and assessed by means of cost-benefit analysis. The results provide
evidence that the costs for afforestation will be covered by the returns, at 0%
through 4% discount rates on average for the country. The highest gains from
afforestation are to be received in the Steppe zone, mainly due to soil protection role
of forest. The benefits for alleviation the erosion appeared to be more important than
that of expanded timber supply. The NPV of the programme is positive in the
Steppe even for the discount rate of 6%.

« by employing LP modelling, the proposed programme was analysed across forestry
zones with regard to categories of land to be planted with trees; tree species chosen
for planting and management regimes to be applied. In the Steppe, Wooded Steppe
and the Carpathinas, bare lands are to be planted with trees, when the discount rate
is up to 4%. The highest shadow price of land appeared to be in the Steppe, 245.2
€/ha. Basic silviculture and monoculture plantations appeared to be more rational in
each forestry zone.

« the Programme has been assessed as regards to mitigating climate change through
analysing three policy scenarios. A new scientific effort was that the estimates of
carbon savings were computed in permanent tons. The costs per ton of carbon
uptake appeared to be low. Planting trees for carbon sequestration is most promising
in the Wooded Steppe, where PV carbon uptake costs are 4.6 €/ton for the storage
scenario, when benefits of carbon uptake are discounted at 0%. The storage option
appeared to be most viable for the Ukraine in comparison with other policy
scenarios.
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Samenvatting

Dit proefschrift richt zich op het ontwikkelen van een theoretische basis en voorstellen
voor een duurzame ontwikkeling van de bosbouw in Oekraine, onder veranderende
economische omstandigheden en instituties. De wetenschappelijke waarde ligt in het
uitwerken van een multidisciplinaire benadering en het vergroten van de praktische
toepasbaarheid van het begrip ‘duurzame ontwikkeling van de bosbouw’ in een
transitieland.

Het begrip duurzaamheid kent economische, sociale en milieucomponenten, die
allen van belang voor een duurzame ontwikkeling. In de besluitvorming over sociaal- en
milieubeleid wordt zelden aandacht besteed aan economische aspecten, terwijl de
sociale- en milieucomponenten vaak over het hoofd worden gezien bij het realiseren van
economische doelstellingen. Deze proefschrift richt zich op een brede analyse van
duurzaamheid in de bosbouw. Een andere kerngedachte waarop deze studie is
gebaseerd, is het principe van meervoudig bosgebruik. Dit beginsel gaat uit van de
gedachte dat met hetzelfde bosareaal gelijktijdig een verscheidenheid aan goederen en
diensten kan worden geproduceerd en dat zulk bosbeheer de netto waarde van het bos
aanzienlijk kan vergroten.

Het proefschrift begint met een probleemanalyse die voor de bosbouwsector van
Ockraine is uitgevoerd. De oorzaak-gevolg-relaties van de in de bosbouw bestaande
problemen worden uiteengezet en verklaard. De ideeén over duurzame ontwikkeling
van de bosbouw in een transitie-economie worden daarbij onderzocht. Sturen in de
richting van duurzaamheid impliceert het vergroten van de productiviteit van het bos,
het zorgen voor een adequate houtvoorziening voor de nationale economie, het
versterken van de functies van het bos in de bescherming van bodem en water, en het
leveren van een bijdrage aan de mondiale vastlegging van kooldioxide. De uitkomsten
van de analyse laten zien dat in Oekraine onvoldoende aandacht wordt besteed aan: de
economische aspecten van bosgebruik; de bijdrage van bossen aan klimaatstabiliteit; het
institutionele kader van de bosbouw en de noodzaak tot verandering daarvan in verband
met de eisen van een economie in transitie. Aangezien de bovengenoemde
duurzaamheidscriteria een nadere uitdieping vergen, wordt daaraan in de volgende
hoofdstukken van het proefschrift aandacht besteed.

Het begrip duurzaamheid in de bosbouw wordt benaderd vanuit het perspectief
van economische ontwikkeling. Dit leidt tot de keuze voor het concept van de ‘zwakke’
duurzaamheid, waarin uitruil met andere doelstellingen kan plaatsvinden. De
economische ontwikkeling, die door marktwerking gestimuleerd wordt, kan een
negatieve invloed hebben op bosecosystemen, zorgen voor meer kooldioxide in de
atmosfeer of leiden tot ongewenste sociale gevolgen. Degenen die de private baten
ontvangen, betalen aan de maatschappij in de meeste gevallen niet de volledige kosten
van hun activiteiten, die kunnen resulteren in uitbreiding van erosie, bosdegradatie of
ongewenste klimaatverandering. De maatschappelijke baten van het sturen van de
ontwikkeling in de richting van duurzaamheid hebben vaak het karakter van publieke
goederen, die een veel ruimere spreiding in ruimte en tijd hebben dan de verdeling van
de kosten. Marktfalen in de bosbouwsector houdt in belangrijke mate verband met dit
verschil tussen private en sociaal-economische kosten. Om die reden moet de rol van de
markt in de bosbouw in evenwicht worden gebracht met de functie van de overheid.
Publieke voorziening is nodig als coordinatieproblemen het moeilijk maken om
marktoplossingen toe te passen. Dit is vooral van belang in een transitie-economie, als
markten niet goed functioneren en niet kunnen dienen als een betrouwbaar mechanisme
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om te zorgen dat bossen duurzaam worden gebruikt. In hoofdstuk 3 wordt aandacht
besteed aan de vraag hoe duurzame bosbouw moet worden geoperationaliseerd onder
veranderende economische omstandigheden en welk prikkelmechanisme moet worden
gebruikt voor duurzaam bosbeheer in een transitie-economie.

Een belangrijke factor die de ontwikkeling van de bosbouw in de richting van
duurzaamheid belemmert is het falen van instituties. Als er sprake is van onzekerheid en
een niet goed functionerend rechtssysteem, is het respect voor regelgeving willekeurig
en zijn de staatsorganen voor het bos niet in staat tot het handhaven van harde
budgetrestricties. Het is nodig om de bosinstellingen aan te passen aan de nieuwe eisen,
teneinde de publieke macht over het marktmechanisme te verminderen en de efficiéntie
van openbare organen te vergroten. Het is echter moeilijk om de veranderingen te
realiseren, omdat ze bijvoorbeeld de ministeri€le bureaucratie aantasten. Hoofdstuk 4
laat zien dat bestuurlijke en persoonlijke doelstellingen vaak in tegenspraak zijn met het
voldoen aan de eisen van duurzaam bosgebruik. Tezamen met de institutionele
omgeving en de institutionele inrichting van het systeem blijkt de menselijke factor van
belang te zijn voor het bevorderen van duurzame bosontwikkeling. De diversiteit in
attitudes van bosbesluitvormers ten aanzien van duurzaamheid in de bosbouw en van de
markteconomie werd onderzocht door gebruik te maken van ‘Q-methodologie’. Dit
houdt in dat achtereenvolgens drie statistische procedures worden toegepast: correlatie-
analyse, factoranalyse en de berekening van factorscores. De resultaten van de Q-
analyse laten zien waarom het bosbeleid van de overheid door de ene groep actoren (of
in het ene bosbouwgebied) ongunstig ontvangen wordt en door de andere groep (of in
het andere gebied) gunstig. De diversiteit aan attitudes hangt af van de leeftijd en
leefomstandigheden van de respondenten, alsmede van hun bekwaamheden, zoals
werkervaring en beroep. Door de verschillen in het belang dat bosbeheerders toekennen
aan de transitieproblemen komen we achter hun prioriteiten en de factoren die de
grootste belemmering vormen voor het transitieproces van de bosbouw naar een
markteconomie en in de richting van duurzaamheid.

Omdat de bosbouwsector sterk athankelijk is van natuurlijk kapitaal, vormt de
instandhouding van het gebruik van bosvoorraden een kernelement van zijn duurzame
ontwikkeling. Met het oog op de duurzaamheid van het gebruik van het bos als
hulpbron hebben we per bosgebied van Oekraine de vergelijkingen van de groei van de
opstanden geschat in relatie tot de leeftijd van de belangrijkste boomsoorten en hebben
we de rotatieduur met maximale blijvende opbrengst berekend. Bovendien zijn prijzen,
kosten en tijdvoorkeur in de modellen geincorporeerd en zijn Faustman en Fisher
benaderingen van de optimale rotatieduur. Over het algemeen blijken de officieel
aanvaarde rotatieperioden voor hout in de commerciéle bossen van Oekraine langer te
zijn dan de gesimuleerde optimale rotaties. Eén van de voorgestelde maatregelen voor
duurzaam bosbeleid is derhalve het aanpassen van de leeftijden waarop hout geoogst
wordt met het oog op economische doelstellingen. Het bebossingsprogramma is een
complementaire beleidsmaatregel.

Hoofdstuk 5 richt zich op de aanleg van bossen op braakliggende en marginale
landbouwgronden: een bebossingsprogramma voor Oekraine vanuit multifunctioneel
perspectief. De meervoudige functie van bos wordt beperkt tot houtproductie en
erosiepreventie. Oekraine heeft te maken met erosie op circa 35% van het akkerbouw
areaal. Zo’n 20 miljoen ha land is onderhevig aan erosie in verschillende gradaties en
dit areaal breidt zich in de loop der tijd uit. Erosie is vooral schadelijk in de Karpaten,
waar ze windworp en overstromingen veroorzaakt, en in het steppegebied, waar ze het
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zand in beweging brengt. Naast een verkenning van de toename van de houtproductie
uit de nieuw aangelegde bosplantages, wordt ook de bodembeschermingsfuncties van
het bos onderzocht. De stelling dat de mate van erosie athangt van de mate van
bebossing is empirisch getest in de vorm van een regressie-analyse. De resultaten van de
schattingen tonen een statistisch significant negatief verband tussen erosie en de
aanwezigheid van bos, zowel voor Oeckraine als geheel als voor elk van de
onderscheiden gebieden. De relaties tussen erosie en bosbedekking zijn gebruikt voor
het berekenen van indicatieve schattingen voor de rol van bossen in de
bodembescherming. Het vervolg van de verhandeling spitst zich toe op de uitbreiding
van het bosareaal in de onderscheiden gebieden van Oeckraine, inclusief de positieve
effecten voor de landbouw vanwege erosiepreventie. Door het gebruik van een
simulatietechniek en het toepassen van kosten-batenanalyse in combinatie met een LP-
model komt naar voren dat het planten van bomen op braakliggende gronden van
Ocekraine (behalve in de Polissja) economisch is efficiént vanuit het oogpunt van
houtproductie en erosiepreventie. Voor marginale gronden worden gemengde resultaten
verkregen. De resultaten zijn sterk afthankelijk van de gehanteerde disconteringsvoet.
Bovendien is er een verschil tussen de berekende baten voor de landbouw en de baten
die toevallen aan degene die de bomen plant. Dat is een andere illustratie dat het
moeilijk zal zijn om het bebossingsprogramma in praktijk te brengen.

In hoofdstuk 5 wordt bebossing gezien als een beleidsmaatregel die de netto baten
van het toegenomen houtaanbod zal vergroten en de bodembeschermingsrol van bossen
zal bevorderen. Hoofdstuk 6 bespreekt de mogelijkheden voor het vastleggen van
kooldioxide in Oekrainse bossen via de uitbreiding van bosareaal. Er is een schatting
gemaakt van het potentieel voor een verdere groei van de koolstofopname door
Ockraiense bossen door middel van uitbreiding van de beboste oppervlakte. De studie
besteedt aandacht aan de vestiging van bosplantages, waarvoor drie scenario’s voor de
beperking van klimaatverandering zijn onderzocht: (1) opslag van koolstof in bossen,
(2) koolstofopslag en additionele energiebesparing door brandstof te vervangen door
hout (3) koolstofopslag en houtproducten als ‘sink’. Bij wijze van eerste benadering is
de totale gedisconteerde hoeveelheid koolstof berekend voor de bovengrondse biomassa
en het wortelstelsel, bij verschillende disconteringsvoeten. In de meeste gevallen zijn de
schattingen van de koolstofbesparingen berekend in ‘permanente tonnen’. Dit betekent
dat tijdelijke opslag in een ‘sink’ wordt omgerekend in een permanente ton
emissiereductie door het totale aantal ‘ton-jaren’ koolstof te delen door 50 jaar, wat de
laagste omrekeningsfactor is die het IPCC (2000) heeft vastgesteld.

De resultaten van het onderzoek tonen aan dat, terwijl de schattingen van de
koolstofopname in grote lijnen vergelijkbaar zijn met die voor andere delen van de
wereld, de sociaal-economische kosten per ton koolstofopname in Oekraine lager zijn
dan in landen als Canada, de Verenigde Staten, Nederland en Finland. Ondanks grote
ruimtelijke verschillen in de schattingen blijken de resultaten van de kosten-
batenanalyse voor het opslagbeleid (scenario 1) veelbelovend te zijn voor alle
bosbouwgebieden in Oeckraine bij disconteringsvoeten tussen 0 en 4%. Onder de
beleidsopties ‘substitutie van hout voor brandstof” (scenario 2) en houtproducten als
‘sink’ (scenario 3) wordt bebossing met koolstofopname als enige doelstelling alleen
aanbevolen voor het ‘Beboste Steppe’ gebied. Belangrijke factoren die de resultaten
beinvloeden zijn de disconteringsvoet en de tijdshorizon die in de modellen gehanteerd
worden. Bij een tijdshorizon van meer dan 80 jaar kan een continue proces worden
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getoond. Op lange termijn zijn de sociaal-economische baten in het ‘houtproducten’
scenario naar verwachting aanzienlijk hoger dan onder de strategie van alleen
koolstofvastlegging in bossen, omdat het in ‘houtproducten’ scenario het vrijkomen van
koolstof wordt vermeden door het vervangen van bijvoorbeeld niet-houten materialen.
De algemene conclusie van dit hoofdstuk is dat bossen in Oekraine, met name in het
‘Beboste Steppe’ gebied, een optie bieden voor opslag van koolstof tegen lage kosten en
een uitdagend alternatief voor emissiereductie. Het land bezit een duidelijk potentieel
om bij te dragen aan de mondiale koolstofopname, gezien de beschikbaarheid van
gronden die geschikt zijn voor het planten van bomen, relatief goede omstandigheden
voor de groei van bossen en betrekkelijk lage kosten van bebossing.

Hoofdstuk 7 plaatst de resultaten die zijn verkregen tegen de achtergrond van de
situatie in Oekraine en van gelijksoortige onderzoekresultaten. Het proefschrift gaat in
op de problemen van verscheidene groepen in de samenleving, waaronder degenen die
betrokken zijn bij de bosbouw en de plattelandseconomie, beleidsmakers en managers.
Door de aandacht toe te spitsen op strategie€n voor duurzame ontwikkeling van de
bosbouw draagt het bij aan de oplossing van maatschappelijke problemen: de vergroting
van de economische functies van bossen, het voorkémen van de uitputting van bossen
als hulpbronnen, en de verbetering van de kwaliteit van het milieu. Dit is belangrijk
voor Oeckraine, waar vergaande economische veranderingen plaatsvinden. De
doelstelling van het proefschrift was het analyseren van problemen en het zoeken van
opties voor een specifieke sector van de economie in een bepaald land. Dit is gedaan
voor verscheidene aspecten van de bosbouw in Oekraine. Zo’n benadering kan ook
bruikbaar zijn voor transitie-economieén, die zich eveneens geconfronteerd zien met de
uitdaging van vernieuwing op het gebied van economie, instituties en milieu. Door de
focus op koolstofvastlegging heeft de studie ook een internationaal belang. Dit betreft
vooral het voorgestelde bebossingsprogramma, dat het potentieel van de Oeckraiense
bossen om bij te dragen aan de mondiale koolstofopname aanzienlijk zal verruimen.
Hoofdstuk 7 eindigt met een overzicht van de belangrijkste resultaten die zijn verkregen
in dit proefschrift.
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Summary

This thesis elaborates a theoretical basis and proposals for sustainable development of
Ukrainian forestry under changing economic conditions and institutions. The scientific
value of the thesis is mainly its multidisciplinary approach and the increase of the
applicability of the concept ‘sustainable development of forestry’ in a transition
economy.

The concept of sustainability has economic, social and environmental
components, which are all important for a sustainable development. Economic
considerations, though, are often ignored in social and environmental policy decisions,
while social and environmental dimensions are often overlooked because of economic
goals. This thesis is directed at broad analysis of sustainability in forestry. Another core
idea is the principle of multiple forest use. This principle recognises that a variety of
goods and services can be produced from the same wooded area and that such forest
management can substantially increase net value of forests.

The thesis starts with the problem-analysis carried out for the forest sector of the
Ukraine. Cause-effect relations of the major problems existing in forestry are indicated
and explained. Ideas on sustainable forestry development under the conditions of the
economy-in-transition are examined. Basic thoughts on achieving sustainability targets,
as elaborated in this study, are seen as the means for directing forestry development
towards sustainability in terms of increasing forest productivity and enlarging timber
supply, enhancing soil protective forest functions and the role of forests in global
carbon budgeting. The results of the analysis reveal that insufficient attention in the
Ukraine is being paid to: economics of forest use, forests' contribution to climate
stability, the institutional framework in forestry and the necessity of its transformation
according to the requirements of a transition economy. As the above criteria of
sustainability require in-depth exploration, they are addressed in the subsequent
chapters of the thesis.

The concept of sustainability in forestry is approached from the perspective of
economic development. The weak sustainability concept that considers economic
objectives crucial and allows for trade-offs between various components of
sustainability is pertinent for the forestry-in-transition. As the market promotes
economic development, under conditions of non-internalised externalities, it may
negatively affect forest ecosystems, bring a lot of carbon dioxide in the air or lead to
undesirable social consequences. The recipients of private benefits in most cases do not
repay the society in full for the costs of activities, which may result in the expansion of
soil erosion or forest degradation. The social gains from directing the development
towards sustainability often exist as public goods with much broader spatial and
temporal distribution than the distribution of the costs. Market failure in the forest
sector is largely related to this discrepancy between private and social costs. For that
reason, the role of the market in forestry has to be balanced with the function of the
government. Public provision is necessary when co-ordination problems make market
solutions difficult to employ. This is particularly important in the transition economy
when markets do not function properly and do not serve as a reliable mechanism to
ensure that forests are used sustainably. In Chapter 3, two major questions are
considered: how can sustainable forestry be realised under the changing economic
conditions, and: which incentive mechanism has to be employed for sustainable
management of forests in a transition economy?
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An important factor that hampers forestry development towards sustainability is
the failure of institutions. With uncertainty and when the legal system is not functioning
well, respect for regulations is arbitrary, and the state forest agencies are not able to
enforce hard budget constraints. It is necessary to adjust forest institutions to the new
requirements i.e. to reduce public control of market mechanisms and to increase the
efficiency of public agencies. It is, however, difficult to implement the changes, since
they affect the ministerial bureaucracy. As is shown in Chapter 4, administrative and
personal objectives often conflict with the requirements of sustainable forest use.
Together with the institutional environment and institutional arrangements governing
the system, the human factor appears to be important for promoting sustainable forestry
development. The attitudinal diversity of forest decision-makers on sustainability in
forestry and on a market economy is examined by using a Q-methodology approach.
This involves the sequential application of three statistical procedures: correlation
analysis, factor analysis and the computation of factor scores. The Q-methodology
makes it possible to elucidate differences in opinions of forestry actors. The results of
the Q-analysis provide insights for understanding why governmental forest policies are
unfavourably received by one group of the policy actors, or in one forestry zone, and
favourably met by/in another. The attitudinal diversity depends on the age and living
conditions of the respondents, and on their competencies, e.g. working experience and
occupation. Through the different importance accorded to the problems of transition by
the forest managers, we become aware of their priorities and of the factors that most
hamper the process of the forestry sector’s transition to a market economy and towards
sustainability.

The forest sector is heavily dependent on natural capital, so sustained use of
forest resources is a core element of its sustainable development. In considering the
sustainability of forest resource use, we estimate the equations of the stand growth
related to the age of main tree species per forestry zone of the Ukraine and calculate
maximum sustainable yield rotation ages. In addition, prices, costs and time preference
are incorporated in the models and the Faustman and Fisher estimates on timber rotation
ages are computed. Overall, officially accepted timber rotation ages in commercial
forests of the Ukraine appear to be longer than simulated optimal rotations. Hence, one
of the proposed sustainable forest policy measures is adjusting the ages of timber
harvesting with respect to economic objectives. The afforestation programme is another
complementary policy measure.

Chapter 5 is focused on creating forest plantations on bare lands and marginal
agricultural lands: a multifunctional afforestation programme for the Ukraine is
elaborated. The multiple forest functions are limited to wood production and erosion
prevention. The Ukraine is faced with erosion on 35% of its arable lands. Some 20
million ha of lands are experiencing various stages of erosion, and erosion is increasing
with time. Erosion is especially harmful in the Carpathian Mountains where it causes
windthrows and floods, and in the Steppe zone where it results in blowing up sands.
Along with exploration of the expanded timber supply from the newly created forest
plantations, soil protection forest functions are examined. The proposition that forest
cover affects the rates of soil erosion is tested empirically by means of regression
analysis. The results of the estimations show a statistically significant negative
relationship between soil erosion and forest cover in the Ukraine and across the forestry
zones. Using the results of the analysis for the relation between erosion and forest
cover, indicative estimates of the soil protection role of the forests are computed.
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Further discussion is focused on the proposed expansion of forest cover in the Ukraine,
including the positive effects for agriculture due to erosion prevention. Calculations
have been made at different levels of detail. By using a simulation technique and
employing cost-benefit analysis in combination with LP modelling, it is revealed that
for the discount rate of 4%, planting trees on bare lands, except in the Polissja and the
Crimea, is an economically efficient means to address wood production and erosion
prevention. Results are highly dependent on the relevant discount rate. For marginal
agricultural lands mixed results are obtained. Moreover, there is a difference between
calculated benefits for agriculture and benefits for the planter of the trees. It seems
necessary that e.g. the government balances costs and benefits to provide incentives for
the planter of the trees. This is another illustration that it will be difficult to bring an
afforestation programme in practice.

While Chapter 5 considers afforestation as a policy measure that will enlarge net
benefits from the expanded timber supply and will promote the soil protection role of
forests, Chapter 6 discusses opportunities for carbon uptake by the Ukraine's forests, via
the expansion of the country’s wooded area. The chapter reveals how forests in the
Ukraine and their expansion enable to moderate carbon emissions, and what forests'
contribution to climate change mitigation strategies could be. The study considers the
establishing of forest plantations, and investigates the consequences for climate change
mitigation of three scenarios: (1) carbon storage in forests, (2) carbon storage and
additional wood-for-fuel substitution (3) carbon storage and additional sink policy for
wood products. As a first approximation, the total discounted carbon uptake benefits for
the above-ground biomass and the root pool is computed for different discount rates. In
most cases, the estimates of carbon savings are calculated in permanent tons. This
means that temporary storage in a sink is converted into a permanent ton of emission
reduction by dividing total ton-years of carbon by 50 years, which is the lowest
conversion factor identified by the IPCC (2000).

The results of the research provide evidence that while the carbon uptake
estimates are comparable in the main with those elsewhere in the world, the social-
economic costs per ton of carbon uptake are much lower in the Ukraine than in
countries such as Canada, the USA, the Netherlands, and Finland. Despite a broad
spatial variety of estimates, the results of the cost-benefit analysis of the storage policy
(scenario 1) appear to be promising for all forestry zones of the Ukraine, with the
discount rates between 0% and 4%. Under wood-for-fuel substitution (scenario 2) and
sink policy options for wood products (scenario 3), afforestation for the sole purpose of
carbon uptake is recommended only for the Wooded Steppe zone. Important factors that
influence the results are the discount rate and the time horizon considered in the models.
With a time horizon longer than 80 years, a continuous process could be shown. The
effects of avoiding carbon release through the replacement of non-timber materials are
repeatable, so social-economic benefits under a wood product sink scenario over the
long run are expected to be considerably higher than under the strategy of only carbon
fixation in forests. The general conclusion of this chapter is that the Ukraine's forests,
particularly in the Wooded Steppe zone, offer a low-cost opportunity for carbon
sequestration and a challenging alternative of emissions reduction. The country has
quite some potential to contribute to global carbon uptake, because of the availability of
lands suitable for tree planting, comparatively good forest-growing conditions and
relatively low afforestation costs.
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Chapter 7 puts the results obtained in this thesis against the background of the
situation in the Ukraine and results obtained in similar research. The thesis addresses
the concerns of various groups in society, including those involved in forestry and the
rural economy, decision-makers and managers. By focusing attention on strategies for
sustainable forestry development, it contributes to solving societal problems: the
enlargement of the economic functions of forests, the prevention of the depleting of
forest resources, and the improvement of the quality of the environment. This is
important for the Ukraine, where far-reaching economic changes are taking place. The
purpose of the thesis was to analyse problems and options for a particular sector of the
economy in a specific country. That has been done for several aspects of the Ukraine’s
forestry. It might also be relevant for other economies in transition, which are similarly
confronted with the challenge of economic, institutional and environmental innovation.
By considering carbon sequestration the study could also be of international interest.
This interest primarily concerns the proposed afforestation programme that can
substantially expand the Ukraine's potential to contribute to global carbon uptake.
Chapter 7 finishes with research results obtained by this thesis.
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Pe3ome (Summary in Ukrainian)

V 1iit KHU31 PO3TIIIHEH] TEOPETHYHI OCHOBH Ta PO3pO0JIEHI OCHOBHI HAIPSMU MOJITHKH
CTaJIOTO PO3BHUTKY JIICOBOTO TOCHOMAPCTBA YKpaiHU, IO 3HAXOIUTHCS Y €KOHOMIYHUX
Ta COLIAJPHUX YMOBax IMEPeXiHOTO cychniibcTBa. HaykoBa IiHHICTH poOOTH
3aKJTIOYAETHCS Y MIJCYMKOBOMY 3BEACHI MDKIUCIUILIIHAPHOTO JOCBIAY Ta 3HAHb Ta Y
po3poOLli  NUIAXIB MPAKTHYHOTO BIPOBA/PKEHHS KOHIEMII CTajJoro PO3BHUTKY
JICIBHUIITBA KpaiHM y TepexigHuX yMoBax. EKOHOMIYHI, coIliagbHI  Ta
IPUPOJOO0XOPOHHI KOMIIOHEHTH KOHIIETILIi CTAlIOr0 PO3BUTKY JIICOBOTO TOCIOAAPCTBA €
B3a€EMOIIOB SI3aHUMH Ta OJHAKOBO BaXIWMBUMH. OJIHaK €KOHOMIYHHK (PaKTOp YacTo
ITHOPYETHCS MPU NPUHHATTI COLIATBHUX Ta MPUPOJOOXOPOHHUX pillIeHb. Y CBOIO Yepry
y COIllaJJbHOMY Ta MPUPOI0OXOPOHHOMY BHMIpi €KOHOMIUHI IIJIi TaAKOXX HEJOCTATHHO
BpaxoBY€IOThcA. B poOOTI mpesicTaBieHNil KOMIICKCHUI aHali3 CTaJOCTI y JIICOBOMY
TOCTIONIAPCTBI 1 PO3IIITHEHI €KOHOMIUHI, COIIaJIbHI Ta MPUPOJTOOXOPOHHI KOMIIOHCHTH
CTaJIoro pO3BUTKY Yy ix B3aemonii. OCHOBHOIO iJie€r0, HA sKiii Oa3yeTbcst poboTa, €
MPUHIMIT  0araToIiIbOBOTO BUKOPHCTAHHS JIICY, YChOTO PI3HOMAHITTS TOBapiB Ta
MOCITYT, [0 MOKHA OTPUMATH 3 JIICOBOI IUIOMII, Ta iX MiJeCTPIMOBAHHUI MEHEKMEHT,
10 JTA€ MOKJIUBICTh BiUYTHO 30UTBIIMTH IIIHHICTH JIICOBUX PECYPCIB.

PoGoTa mounHaEeTbCS 3 MPOBEACHHS MPOOJIEMHOTO aHai3y JIICOBOTO CEKTOpa
Vkpaiau. Y Hiil BimoOpakeHI Ta 37sSCOBaHI MPUYMHHO-HACIIIKOBI TPOOIEMH, IO
ICHYIOTh y JICIBHMUTBI. PO3IJIsiHEHI OCHOBHI i€l CTaloro pO3BUTKY JICOBOTO
rocrmojapcTBa B YMOBax €KOHOMIKM  mepexigHoro  mepiomy. IligBuieHHs
IPOAYKTHUBHOCTI JIiCIB Ta 30iJbIIEeHHS 00 €MiB MOCTaYaHHS JIEPEBUHU JUId TMOTPEO
€KOHOMIKH KpaiHu, 30aradeHHs 1 30epexeHHs TPYHTIB, Miclie JciB B OanaHcCi
r7100aTbHOTO KPYrooOiry BYTJIEIIO, L0 IIIbOBO BUBYAIOTHCS Y LIl pOOOTi, € OCHOBOIO
JUIT PO3pOOKM OCHOBHUX HAIPSIMIB CTaJOrO0 PO3BUTKY JIICOBOTO TOCIOAApCTBA.
PesynbraTi aHaiizy MOKa3ylOTh, IO HENOCTAaTHS yBara Ha YKpaiHi NPUIUIIETHCS:
€KOHOMIYHOMY BUKOPHCTAHHIO JIICIB, X poji y crabumizaiii KiaimMaTy, CTPYKTYpHUM
IHCTUTYTaM Y JIiCOBOMY T'OCIIOJIapCTBI Ta HEOOX1IHOCTI iX TpaHcdopmalii BiAMOBIAHO 3
noTpebaMu TepexigHOi €KOHOMIKH. Y 3B”SA3KYy 3 THUM, IO BHUIIEHA3BaHI KpuTepii
CTaJIOTO PO3BUTKY MOTPEOYIOTh TJIUOLIOrO BHBUEHHS, BOHU JOCHIIKYIOTBCS Yy
BIJIIOBITHUX TJIaBaXx L€l KHUTH.

Y po06OTi KOHIIEMLis CTAIOCTI JIICOBOTO IOCHOJAPCTBA PO3IIIAJAETHCSA 3 TOYKU
30py €KOHOMIYHOTO po3BHUTKY. KoHIIENIis c1abKoi CTajaoCTi, Mo PO3TIAIae EKOHOMIUHI
[Tl IK OCHOBHI Ta Taki, IO O3BOJISIIOTH 3IHCHIOBATH B3a€MOCHPUSATINBUN OalaHC
MDK 1HIIMMH i1 KOMIIOHEHTaMH € JOMIHYIOYOI JUIsl JIICOBOTO TOCHOJApCTBA Y
nepexiiHuil mepiog. B Toil wac SK PHUHOK CTHUMYIIO€ EKOHOMIYHUH PO3BUTOK, Yy
MepexXiIHUM Tepio[ BiH MOXKE€ HEraTMBHO BIUIMBATH HA CTaH JIICOBHX EKOCHUCTEM,
HNOPYIIMTH KJIIMAaTHYHUA OajaHC YW MPHU3BECTH JI0 HEOYiKyBaHUX COLIAIbHUX
HaciAKiB. BuUKopucTyBadl NMpWBATHUX JICOBHX PECYpPCIiB y OIIBIIIOCTI BHUIAIKIB HE
CIUIAUYIOTh MOBHY IiHY IXHBOI AISITBHOCTI, IIO B CBOIO YEPry MOXKE IPU3BECTH 0
30UTbIIEHHsT epo3ii TpyHTIB uM a0 Jerpamamii JjiciB. CoriaabHl BHUTOAM  Bif
BIIPOBA/KEHHSI CTAJIOCTI Y JIICOBE TOCHOJAPCTBO YaCTO 3aKIIOYAIOThCA B CYCHUIBHUX
HaOyKax y iX IIMPOKOMY PO3YMiHHI Ta MaroTh Habarato IIHMpIIe TEPUTOpiaabHE Ta
YacoBE PO3MOBCIOKEHHS, HDK PO3MoJT BUTpaT. PO3ODKHICTH MiX NMPUBATHUMH Ta
COIIlaAIbHUMH BHUTpAaTaMd 1 € OJHIEID 3 OCHOBHHMX TIPUYMH HEIOCKOHAJIOCTI
(GYyHKLIOHYBAaHHS PUHKOBHX BIJTHOCHH Y JIICOBOMY CEKTOpi. Y 3B”S3KYy 3 LIUM PUHKOBI
BIJIHOCHHM Yy JIICOBOMY TOCIOJAPCTBI TOBHHHI OyTH cOanaHCOBaHI Jep>KaBHUM
perymoBanHsaM. [lepkaBHe BTpydaHHS HEOOXiTHO KOJM BHHUKAIOTH NMPOOJIeMH, SIKi HE
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MiIaf0ThCsI BUPIIICHHIO JIUIIE NUITXOM PUHKOBHX BiHOCHH. Lle 0cOOIMBO cTOCYETHCS
€KOHOMIKH TEepPEeXiHOTO Mepioay B YMOBaX HEIOCKOHAIUX PUHKOBHX BITHOCHH, SIKI HE
3a0ecreyyloTh CaMOpEryJlbOBaHHOCTI MEXaHI3My CTaJOCTI  PO3BUTKY JIICOBOTO
rocnojgapcTBa. B rmaBi 3 po3risgaroThes JBa  OCHOBHHMX IHUTAHHS: CTOCOBHO
BIIPOBA/KEHHSI CTAJIOr0 PO3BUTKY Yy JIICOBE TOCIIOIAPCTBO B YMOBAaX €COHOMIYHHX 3MiH
Ta MEXaHi3M HOTO CTUMYITFOBaHHSI.

BaxuymBuM (akTopom, M0 TanbMye PO3BUTOK JCOBOTO TOCIOAApPCTBA Y
HampsiMi  CTaJIOCTI € HEJOCKOHANICTh HOTo 1HCTUTYTiB. B ymoBax 3araimbHOI
HEBU3HAUYEHHOCTI Ta HEJOCKOHAIOCTI (DYHKIIIOHYBAaHHS MPABOBOI CHCTEMH JOTPUMAHHS
HOPM Ta 3aKOHIB € CIIPHMM 1 YacTO JEprKaBHI JICOBI MIAMPHEMCTBA HE B3MO31
BuTpuMatu (piHaHCOBI Oro/keTHI OoOMexkeHHs. HoBi yMOBHM TOTpeOYIOTH HOBOTO
MiIX0My 31 CTOPOHW 1HCTUTYTIB JIICOBOTO TOCIOJAPCTBA, MIO Mepeadadac 3MEHIICHHS
BTPYYaHHS JIEpP’KaBU y MEXaHi3M PHHKOBUX BIJIHOCHH Ta MiJBUIIEHHS €(PEKTHBHOCTI
(GYyHKIIOHYBaHHS JepKaBHUX YCTaHOB. OJHAK BIPOBAPKEHHS TAaKUX 3MiH CIIPUYHHSIE
OPOTHIII0 31 CTOPOHM YycTaHOBYOi Oropokpatii. Sk 1e mnokazaHo y rmasi 4
aJMiHICTPATUBHI Ta OCOOMCTI IHTEPECH YacTO 3HAXOATHCA Y MPOTUPIUUI 3 TTOTpedamMu
CTaJIOr0 PO3BUTKY JIICOBOTO TOCHOAApPCTBA. Pa3oM 3 iCHYIOUMMH yMOBaMH, MOPSAKAMH
Ta YCTAaHOBaMH, 1110 MMAHYIOTh Y CUCTEMI, JIFOJICBKUN (aKTOP € JOCTATHHO BAXKIIUBUM JIJIS
3a0€3MeUeHHs] CTaJIor0 PO3BUTKY. PI3HOMAHITTS MOMIAAIB TpPAIiBHHUKIB JIICOBOTO
TOCIOJAapCTBA HA BIPOBA/DKCHHS PHHKOBHUX BIJHOCHH Ta CTaJUil PO3BUTOK Oyiu
JOCTIPKeHHI 3 BUKOPHCTAHHSAM minxony Q-mertomoinorii. BoHa BKiIrO4ae mociigoBHE
BUKOPUCTAHHS TPHOX OJIOKIB CTaTUCTUYHUX JIOCHIKEHb: KOPEJAIIHHOTO aHali3y,
(akTOpHOrO aHamizy 1 3HaXOJKEHHs (PAKTOPHHUX TIOKA3HUKIB. Q-MeTomonoris aae
MO>KJIUBICTh OOTPYHTYBAaTH PO3ODKHOCTI y MOIJISIIAX aKTOPIB, IO 3aJisHI y JIICOBOMY
rocrnogapcTBi. Pesynbrati Q-aHamizy JaroThb MOMJIMBICTH 3PO3YMITH, YOMY HOJITHKA
ypsiy y JICOBOMY TOCIOJAPCTBY MIATPUMYETHCS OJIHIEIO TPYIOIO MPaIliBHUKIB, Y B
OJTHOMY JTICOTOCIIOIAPCHKOMY PETiOHI, 1 BIAXWJISETHCS 1HIIOK TPYIOI0, YA B IHIIOMY
perioHi. Pi3HOMaHITTS B TiaXoJaax MpAaIliBHUKIB 3aJieKUTh B iX BIKY, YyMOB
NpPOXKMBAaHHS, a TaKOX BiJ KOMIETEHIi, a came poOOoYOoro JOCBiAy Ta CIyKOOBOTO
cTaHOBHUIIA. BpaxoByoun CTyIMiHR BaXKJIMBOCTI PI3HUX MPOOJIEM MEPEXiTHOTO MEPioy,
110 BUABJICHA y BIAMOBIASAX MpAIiBHUKIB, Oyia oTpuMaHa iH(OpMAaLis Ipo MPUOPITETH
CTaJOr0 PO3BUTKY Ta (HaKTOpH, SIKIi TaIbMYIOTh TMPOIEC TMEPEeXoay JiCOBOTO
rOCIOJApCTBa 10 PUHKOBUX BiIHOCHH.

B 3B”s13Ky 3 THM, 1110 JIICOBHI CEKTOP Y 3HAYHIN MIpi 3aJICKHUTh Bijl MPUPOTHUX
pecypciB, cTaje BHUKOPHUCTAaHHS JICIB € OCHOBOI CTaJIOTO PO3BUTKY JIICOBOTO
rocrogapctBa. CTOCOBHO CTaJIOCTI BUKOPUCTAHHS JIICOBHX pECypciB HamMu Ha 0a3i
BUPAXOBAaHUX PIBHAHb XOJy POCTY OCHOBHHUX JICOYTBOPIOIOUHMX IOpiJT Yy po3pisi
JCOTOCMOMAPCHKUX 30H Oynmu 0O0YMCIeHI ONTHUMAaNIbHI BIKM PYOOK JepeB MpHu
MaKCUMaJbHOMY CTaJOMy BHUXOJy IEPEBHHH. B [OTOBHEHHS, I[iHH, BUTpPATH Ta
nepeBard B 4yaci OyJju BpaxoBaHI B Mojieii. Takum 4uHOM Oysid BU3HAYEHI BIKH PYOOK
3a @ayctmanom Ta ®imepom. Y OiIbIIOCTI BUMAAKIB O(]iliHO 3aTBEpIKEHI BIKH
pyOoOK y Jicax 2 Tpynu KpaiHu BUSBHINCS JOBIIMMH, HDK BU3HaU€HI HAMH ONITHUMAJIbHI
BikM pyOok. OT)Ke OZHMM i3 3alpONOHOBAHMX 3aXOJIB € KOpPETyBaHHS BIKy pyOoK 3
ypaxyBaHHSIM €KOHOMIYHOI JOIIBHOCTI. [HIMUM BaKIIMBUM 3aXOJOM  TOJITHKU
CTaJIOr0 PO3BUTKY € MPOrpaMa 3aTiCHEHHS

B rnaBi 5 mochimKyroThCs TUTAaHHS JOIIIBLHOCTI 3aliCHEHHSI MOKMHYTHX Ta
HU3BKONPOJIYKTUBHUX  CUIbCHKOTOCIOAAPCHKUX  3eMenb.  [71aBa  BHCBITIIOE
Oararo(ykilioHaJIbHE 3HAYCHHsI JICIB Ta TEPCIEKTUBH BIPOBADKEHHS IPOTrpamMu
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3amicHeHHs. JlocnipkeHHsT 6araTo(yHKIIOHATBHOI pOJIi JIICIB JIIMITOBAHO PO3TIISLAOM
NUISIX1B 30UTbIIEHHS 00”€MIB BUPOOHMIITBA JEPEBUHU Ta POJUIIO JICIB B 00pOTHOI 3
epo3ieto TpyHTiB. 35%  CIIBCHKOrOCHOJAPCHKUX  Yrifb YKpaiHH MOIIKOJKEHI
eposiiitnumu  miporiecamu (HarmionanpHa Axanmemis Hayk, 1999). Ilpubmuszno 20
MIJTBIOHIB Ta 3€MIIi OXOIUICHO €PO3i€r0 1 JaHWH MpoIlec MOINPIOEThCs Yy Yaci. Epo3is €
oco0mBO HeOe3neyHow B KapmaTchkoMy perioHi, e BOHa € IPUYMHOIO BITPOBAJIIB Ta
noBeHeH, a Takoxk y CTenoBiid 30Hi, /e BOHA CIIPUYMHSE MOIIUPEHHS CHITYYUX ITiCKiB.
Epo3ist € cepito3Hoo mpoOIeMor0 s KpaiHu, TOMY TOpPs/ 31 30UTbIIEHHSIM OOCSTIB
NOCTa4yaHHs JCPEBUHU 3 HOBUX 3aiICHEHUX TEPPHUTOPIid, 3HaYHa yBara y poOoti Oyia
NpUAUICHa TMPOTUEPO3idHIA poy Jicy. 3a JIOMOMOTOI  E€MIIPHUYHOTO  TECTY
perpeciiHoro aHaiizy IOCIHiPKEHO MHUTAaHHS 3aJICKHOCTI TOUIMPEHHS epo3ii ITPyHTIB
BiJI JIICHCTOCTI 3eMellb. Pe3ynbTrar HOCTIIKEHHS TMOKa3aB CTaTHCTUYHO BU3HAYCHHY
HETaTHBHY 3aJIC)KHICTh MIX €pO3i€l0 TPYHTIB Ta JICHCTICTIO B YKpaiHi Ta OKpeMo 1O
KOXKHIN JIicorocnoaapchkii 30H1. L1 3amexHICTh MK €pO3i€l0 TPYHTIB Ta JIICUCTICTIO
TEPPUTOPIi MOKJIAJeHa B OCHOBY METOIMKH BHU3HAUEHHS MPOTHEPO31MHOI poui JCiB.
[Tomanpma guckycis y poOOTi Hae HABKOJO MUTAaHHS 30UIBIICHHS TOKPHUTOI JIICOM
IUTOINI 32 PaXyHOK IMOKHHYTHX 3€Mellb Ta MaJIONPOIYKTUBHUX CLIbCHKOTOCTIOAAPCHKUX
yrigb. BUKOpHUCTOBYIOUM  CHUMYJSALIMHWN TMiAXiA, aHadi3 BUTpAT Ta NPUOYTKIB B
KOMOIHaIIi1 3 TiHIHHO-TIPOTrPaMHUM MOJICTIOBAHHSM BU3HAYCHO IO JIICOBI HACAKCHHS
Ha TIOKMHYTHX 3eMJIIX B YKpaiHi (3a BUKIIOUECHHsIM 30HH [lomiccs)) € eKOHOMIYHO
e(EeKTUBHUM 3aX0JIOM Yy 30UIbIICHHI BUPOOHHMIITBA JEPEBUHU Ta TMOMNEPEIKCHHS
MONIMPEHHIO epo3ii TpyHTIB. JIJIS HU3BKONPOIYKTUBHHX CLIHCHKOTOCTIOAAPCHKUX
3eMeNb pe3yJabTaTh He € TaKUMH BTIIIHUMHU Ta 3aJIeKaTh BiJ MOKA3HUKIB JUCKOHTY.
Kpim Ttoro, cmocrepiraerbcsi  pi3HMAIS B~ OTPUMAaHUX  NPUOyTKax  Bif
CLIBCHKOTOCTIOAAPCHKOT AIsITBHOCTI Ta BiJ HacaJHKEHHS JIICiB. [lepaBHe peryinoBaHHS
3aTpar Ta NpHOYTKIB y TEBHIN Mipi MOTJIO O CTUMYIIOIOUE BIUIMHYTH Ha TOUTUPEHHS
micoBuM twioml. lle 3aramom BimoOpaskae Ti TPYIHOIIl, 3 SIKHMH MOXE 3YCTPITHCH
mporpama 3ajJiCHEHHS MPH 1i MPaKTUYHOMY BIIPOBAJKEHHI.

B Toii uwac sk rmaBa 5 mpHUCB’SYeHAa BU3HAYEHHIO YHMCTOrO MPUOYTKY BiX
30UTBIIEHHSI TOCTAYaHHS JIGPEBUHU Ta TPOTHUEPO3iHHOT poJi JiciB, y TIiaBi 6
pO3TIIAIAEThCS TIpOrpamMa 3alliCHEHHsST CTOCOBHO 11 BHECKY B 3amoOiraHHs 3MiHU
KJIIMaTy. Y TJIaBl BU3HAYCHO SIKUM YHHOM YKPAiHCBHKI JIICH Ta iX MOMUPEHHS 3MEHIIYyE
BMICT BYIJemio B aTMmocdepi i sSIKUM Mir 6u OyTH BHECOK HOBOCTBOPEHHX JICIB B
3amo0iranHi 3MiHM KiiMarty. Po3paxoBaHi TOTEHIIHHI MOMJIMBOCTI 301IBIIICHHS
BIWJIYYEHHS BYTJeLU0 3 arMocepy HOBHMH JICOBUMH HacaJUKeHHsSMH. B poOoti
JIOCJIIJDKEHHI TPH CIIEHapii MOYKJIMBOTO BHECKY HOBUX HACaPKCHb B 3aM00IiraHHs 3MIHA
kiiMaty noisixom: (1)HarpomakeHHs Byriemo, (2) cnamoBaHHsS AepeBuHd 1 (3)
BUPOOHMIITBA TMPOAYKII 3 JepeBMHU. Sk mepmie HAOMMWKEHHs, 3arajibHUN
JTUCKOHTOBAHUN 00’€M BYTJICILI0O B 3€JIEHOW Maci, Tijkax, CTOBOypi Ta B KOpPEHEBOI
cucteMi OyB po3paxOBaHUU MPHU PI3HUX MOKA3HUKAX JUCKOHTY. B OUIBIIOCTI BUTIAIKIB
PO3paxyHKH HAKOIIMYEHHS BYTJICIIO 3I1MCHIOBAIUCH B cTaUX TOHax. Lle o3Hauae, mio
00”eMH BYTJICIIO, IKHM HArpoMaJKye€ThbCsl 3 9acoM, NEPEBOJAATHCS y TMOCTIHHI TOHHU
CKOPOYEHHSI BUKH/IIB IIIJISIXOM JIUJIEHHS 3arallbHUX TOHO-POKIB ByTJIeo Ha 50 pokiB, 110
€ HAaHWKYHMM TIepeBiAHUM TToKa3HuKoM BusHaueHHHM [PCC (2000),

PesynbraTi qOCHIIKEHHS MOKa3yl0Th, 10 B TOM Yac KOJM OCHOBHI IMOKa3HUKU
0 TIOTJIMHAHHIO BYIJICLIO HAOMMKAIOTHCS 32 BEJIMYMHOIO J0 MOKA3HUKIB BU3HAYCHHX B
IHIIUX KpaiHax CBITY, MUTOMI COI[iaJIbHI BUTPATH HA TOHY IMOTJIMHEHOTO BYIJIELIO Ha
VYkpaini € 3nauno HmwkuuMu HiX B Kanaxi, CIIA, Tomnannaii, @immstaaii Tomo (Ban

153



Kooren 1 bynre, 2000; HaGypc Ta ixmi, 1999). He nuBisiunch Ha OIMPOKUI CIIEKTpP Y
pO3MOI TIOKAa3HMWKIB, PE3ylbTaTH aHami3y BHUTpAT 1 NpHOYTKIB 3a CIICHapieM
HArpoMaDKEHHS BYTJEIo (1) BUSBUIU HOTO MOMUIBHICTD AJISl YCIX JIICOTOCMOAaPChKUX
30H YKpaiHu Koiu Oynu 3amistHi koedirmienTd auckonTyBaHHsA Big 0% mo 4%. 3a
CIICHapieM CHAIIOBAHHS JIepeBUHHM (2) 1 BUPOOHHIITBI MPOYKILIi 3 AEpEBUHH, (CIIEHApPii
3), Haca/KyBAaTH JIiC JIUIIE 3 METO HAKOITMYEHHS BYTJICIIO, PEKOMEHAYIOTHCS TUTBKU Y
JlicoctemnoBiit 30Hi. Ilpu 1boMy KOE]IilieHT AMCKOHTYBAaHHS Ta 4ac CIOCTEPEKEHb €
BOKIMBUMH (aKTOpaMH, IO BIUIMBAIOTh Ha pe3yiabTaTd MojnemtoBaHHA. Lmsxom
MPOJOBXKEHHSM Yacy CIOCTepekeHb Ounbin HiK 80 pokiB Moxe OyTH 3acBimyeHa
TPUBAJICTh JTAHOTO Tporiecy. TomMy 1o Mpoiec mo 3ano0iraHHi0 3BITLHEHHS BYTJICITIO
IUISIXOM 3aMiHU HEJEPEBHUX MaTepialliB IEPEBUHOIO TIOBTOPIOETHCS Y Yaci, COIlialbHUN
edekT 3a creHapieM 3 (BUPOOHMIITBO MPOAYKIII 3 IE€pPEBUHH) 3a TPUBAIMN yac Oyxe
3HAYHO OUTBIIMM HIXK 3a cleHapieM | (HarpomMakKeHHs BYTJICIIO Yy JCOCTaHax).
3aranpHUI BHUCHOBOK IIi€i TJIaBM € Te, IO HOBI JIICOBI HACa/PKEHHS, OCOOIUBO Yy
JlicocTenoBiii 30HI YKpaiHW, SBISIIOTECS HHU3BKOBHTPATHUM 3acO00M TOTJIMHAHHS
BYIJICL}0 1 TNpUBaOJIMBOIO aJbTEPHATUBOIO CKOPOUYEHHS BHKHUAIB Yy aTMocdepy.
HasBHICTB y KpaiHi 3eMeNbHUX YT1/Ib K1 JOUUILHO 3aJTICHUTH, MIOPIBHSIHO CIPHUATIMBI
YMOBH JIICO3POCTaHHS Ta BITHOCHO HU3bKi COIliaJIbHI BUTPATH IO 3aJIICHEHHIO CBiIYaTh
mpo Te, Mo YKpaiHa Mae BU3HAYHI MOTEHIIHHI MOXXJIMBOCTI JOJATH CBi BHECOK Y
3aro0iraHHs 3MiHU KJTIMaTy.

Y rnaBi 7 moOmarmThCs Ta AMCKYTYIOTHCS OCHOBHI BHUCHOBKH IIPOBEICHHOT
pobotu. ba3yrounch Ha MUDKIUCIHUIUTIHAPHUX acCMeKTax JIOCHIKeHHs, poOoTa
BHUCBITJIIOE TPOOJIEMH PI3HOMAHITHUX T'PYI CYCIUJIBCTBA, BKIIOYAIOYN THX XTO MPAIIOE
y Taiy3i JICOBOTO TOCIIOAAPCTBA Ta arpapHOi IMOJIITUKHU, YIPABIIHIIB Ta MEHEIKEPIB,
MIPEACTAaBHUKIB TPHUPOJOOXOPOHHUX OpraHizamii  Ta rpomaachbkocTi. dokycyrouun
OCHOBHY yBary Ha CTparterii CTajJoCTi PO3BHUTKY JICOBOTO TOCIONApCTBA, poOOTa
po3risimae  TpoOJeMU  PO3MIMPEHHS ©KOHOMIUHO1 (QYyHKII JIiciB, 3amoOiraHHs
BHUCHA)XCHHSI JTICOBUX PECYpCIB Ta MOKpAIEHHS CTaHy MPHUPOJHOTO cepenoBuia. J{ms
VYkpainu, ne BiIOYBAaIOThCA JTOKOPIHHI €KOHOMIYHI 3MiHH, Ili TIUTAaHHS € BUKJIIOYHO
BaXIUBUMH. OCHOBHOIO METOIO pOOOTH € BHUpIIIEHHS MPOOJIeM B OKPEMOMY CEKTOpi
€KOHOMIKM B KOHKpETHIN KpaiHi. lle ¢hakTH4HO MOCATHYTO 3 TOYKH 30py PO3BUTKY
PI3HOCTOPOHHIX AaCIEKTiB JICOBOro rocmomapcTBa Ykpainu. Ilepenbauaerbess Takox
MeBHA KOPHUCTHICTh ii pPE3yJabTaTiB [JIi €KOHOMIK IHIIWX KpaiH 3 aHaJIOTIYHUMHU
YMOBaMH TIEPEXiJHOTO Tepiody, IO CTOSATh TMepea HEOOXiJAHICTIO TPOBEICHHS
€KOHOMIYHUX, IHCTUTYIIMHUX Ta TPUPOAOOXOPOHHHUX 3MiH. JlOCITiIKEHHS MTOTEHIIIHHUX
MOYJIMBOCTEH 30UTBIICHHS BHMJIYYEHHS BYTJICLIO 3 aTMOC(epd MOXKe MaTh NEBHHM
MDKHapoaHui iHTepec. lle B OUIBbIIM Mipi CTOCYETHCS 3ampONMOHOBAHOI IMPOTrpamMu
3aJICHEHHS, 10 3HAYHO PO3LIMPIOE TOTEHIIaNn YKPaiHCBKHUX JICIB, B TOMY YHCIi
CTOCOBHO 1X BHECKYy Yy TmyoOanpHe  3amoOiraHHs 3MIHH  KJIMarTy.
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