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4.2. Prerequisites for the Evolution of Markets.
An Institutional Analysis of the Russian Forest Sector

Lars Carlsson, Luleå University of Technology, Luleå, Sweden

Background

Contemporary research indicates that the wood supply from the USA, Canada, and
the tropical areas will decline. Russian forests are underexploited and have the
potential to fill this gap. This is, however, primarily depending on whether
adequate institutional arrangements will be developed in order to smoothen the
entrance and the entrenchment in this new market. In this context it is important
to emphasize that institutional arrangements are not to be understood as formal
organizations and formally written laws and regulations. Institutions are “the rules
of the game,” i.e., those formal or informal rules that are de facto used by a set of
actors. Such a well functioning institutional arrangement is a basic prerequisite for
the development of Russian forestry. Logically, a poorly governed Russian forestry
sector will be a severe obstacle for the transition to a market economy.

It is important to realize that forests are not resources per se. Only within a
framework of institutional arrangements can a forest resource be regarded as an
asset in an economic sense. Socioeconomic development requires new institutions
to facilitate the processes. The forestry sector can be expected to play a significant
role in such a development. Trade, transport, management, marketing, etc., and, in
the end, the sustainable utilization of the entire Russian forest resource, are
dependent on the establishment of an adequate institutional framework.  When
referring to institutional arrangements relevant for forestry, we mean, among other
things, the existence of market information systems, rules, and technology. We
also refer to the clarity and simplicity of rules of trade, financing, contracting, etc.
Finally, we refer to a whole cluster of variables related to property rights,
ownership, usufruct rights, monitoring and sanctioning of infringements, etc.

Task

The reconstruction of the economies in east European countries and the former
Soviet Union (FSU) has thrown new light on economic theory and its usefulness
has been questioned. In fact, it seems that we lack good theories of how such a
reconstruction can (or should preferably) be achieved. There is, however, no reason
to believe that the Russian forestry sector would be well served by copying all
Western solutions and institutional concepts that were developed for centuries
under quite different circumstances. What can be done then? Given the fact that
we in some sense lack coherent theories, what might be attained is a better
understanding of what is possible to achieve. This calls for empirical research and,
in particular, an in-depth study of the institutional framework embedding the
Russian forest sector. This activity would focus on two basic questions:
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1) What is the exact configuration of the present institutional framework
related to Russian forest sector and its historical roots? How do central
characteristics and features of this framework correspond with the
possibility of a sustainable exploitation of Russian forests?

2) Compared to the forest sectors in other countries (e.g., in Sweden, Finland,
Canada, etc.), to what extent are crucial characteristics in Russia different
or lacking?

Approach

In studying the institutional arrangements related to Russian forest sector a
methodology that focuses on the sets of rules that govern the activities at the local
level will be utilized. Thus, the focus of interest is not on how actors supposedly
act (or should behave) according to some formal regulation, but on how they
actually behave. The Institutional Analysis and Development (IAD) framework is the
most distinguished and tested framework for institutional analysis. (The IAD
framework has been elaborated and used by a number of prominent scientists
during the last decade.) It is based on a limited version of rational choice theory
and it is sufficiently broad to be compatible with a wide range of theories, such as,
collective action theory, transaction cost theory, game theory and constitutional
choice theory.

The Russian forest sector consists of many sub-sectors and branches. Given the
bottom-up methodology of the IAD framework it is hardly possible to analyze the
entire sector. Therefore, an action arena that performs a central function will be
investigated. Forest industrial enterprises, such as sawmills, and pulp and paper
mills, which are occupying a central position in the institutional framework under
which the forest sector is governed, fulfill this criterion. Thus, the activities they
perform will also reflect the broader set of institutional arrangements which govern
raw materials producers, processing industries, and others. Presumably, these
institutions will guide ongoing and future activities related to the conversion of the
former Soviet system to a prosperous market economy.

Expected Results

The aim of this activity would be to provide new and seminal results that will
promote analysis along four different lines:

1. This activity should collect current data from a specific, but important, sector of
the Russian economic forest sector. The analysis of this data will broaden our
knowledge regarding the very formation of market economies.

 
2. By identifying and analyzing obstacles and possibilities for the development of a

more world market oriented, but sustainable, Russian forest sector, this activity
can serve as a basis for policy making, not only within forestry but possibly also
in other segments of the economy. A better understanding of the institutional
framework related to the forest sector, its structure, function, and potentiality
for commercialization—will reduce costs of information and facilitate actions
taken by enterprises and thus contribute to the reconstruction of the economy.
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3. Finally, this activity will broaden our understanding of the Russian privatization
process, its components and different appearances. It will be demonstrated that
privatization is not only a matter of changing ownership. It is also a question of
reestablishing an institutional framework that accommodates these new,
“privatized” units. The activity will throw new light on the role of institutions in
these efforts.


