Medvedev,S.O.; Zyryanove,M.A. Regional and Sectoral Economic Studies 24-2 (2024)

A STUDY OF FINLAND’S EXPERIENCE

IN THE DEVELOPMENT OF THE FOREST INDUSTRY
Sergey O. MEDVEDEV*

Mikhail A. ZYRYANOV

Abstract. Modern forestry is a synthesis of scientific achievements in economics,
technology and nature management. The Russian forestry industry is significantly
inferior to some foreign analogues. Considerable efforts to modernize a number of
complex internal processes are required to improve its efficiency. To achieve more
effective and faster changes it is possible to use the accumulated world experience in the
development of the forest industry. The paper is devoted to studying such experience
gained in the leading forestry country - Finland. The paper uses the classical research
methods aimed at the analysis of the historical stages, the elements of the state regulation
and the statistical indicators of the industry. The main results include the identification
of the most important aspects that need to be changed in the Russian forest industry and
can be transformed on the basis of the experience gained in Finland. The key elements
to be developed are deep processing and maximum utilization of all woody biomass
resources. From the point of view of scientific innovations, one of the important findings
is the need for the forest industry to become more independent and responsible not only
for the economy, but also for the environment and society. Thus, an important element
of the modern development of the Russian forest industry should be, by analogy with
Finland, the increase of the social responsibility of business. The Finnish experience is
an argument in favor of the application of the principles of sustainable development in
the forest industry. This allows not only to achieve environmental and social
sustainability, but also to increase the economic efficiency of production. The Finnish
experience is an important element in the development of the forest industry both in
Russia and in other countries developing this industry.
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1. Introduction

The development of various industries is an important task for any state. The
modern world is the result of the interaction of information and technological
components. Post-industrial society solves a set of urgent problems. Among them we
can mention social, ecological, ethical and other global problems. However, the success
and the possibility of solving such problems depends on the development of productive
forces, industry, which has formed and reached a high level of development. The
experience of advanced countries in the development of individual industrial sectors
cannot be fully and identically transferred to the Russian reality. However, certain
aspects, principles and practices not only can, but should be taken into account as a basis
or as an opportunity to improve the efficiency of the activities.
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One of the domestic industries for which foreign experience can be important for
its own development is the timber industry complex (Medvedev et al, 2022). In Russia,
the sector accounts for around 1% of GDP. At the same time, it is widely recognized as
having much greater potential for the country’s economy.

The traditional problems of the forest industry include (Mokhirev et al, 2021):
outdated technologies, weak management, low share of deep processing,
underdeveloped infrastructure, etc. However, the key strategic advantage of the industry
- the availability of the world’s largest timber reserves - should be used to overcome the
existing problems. Nevertheless, the industry’s key strategic advantage - the availability
of the world's largest timber reserves - should be used to overcome existing problems.

When assessing foreign experience in the development of the forest industry, it is
important to note that there are both successful and unsatisfactory practices. Our
preliminary analysis identified Finland as a country with a well-developed forest
industry (Heinonen, Pukkala & Asikainen, 2020). It is worth noting that Finland shares
similar natural and climatic conditions with the north-west of Russia. Meanwhile, there
is a significant gap in the development of the forest industry in this country. Meanwhile,
there is a significant gap in the development of the forest industry in this country.
Therefore, studying the peculiarities of the forest industry's development is relevant.

The Finnish forest industry is one of the world's leading industries. It has been
studied by both domestic and foreign authors. Many of them note that the success of the
development is related to the organizational and economic transformations made in it in
the middle of the 20th century.

The role of private business (Kotilainen & Rytteri, 2011), state regulation is also
emphasized. Separately, the development of infrastructure is noted, which allows
achieving high efficiency of forest utilization and productivity (Siiskonen, 2007). The
Finnish forest industry is currently one of the leading forest industries in the world, and
it is important to strive for efficiency. Therefore, this paper will focus on this unique
experience.

2. Methodology

The purpose of this paper is to study the experience of this country in the
development of the forest industry with a view to adapting it to Russian conditions. To
this end, it is planned to analyze certain historical stages of the development, the
characteristics and the structure of the Finnish forest industry, as well as its specific
production indicators.

The study will use a set of analytical methods to assess both qualitative and
guantitative characteristics of the industry. The study is based on official statistical
information, the results of selected scientific research by Finnish and foreign authors,
and information on the history of the industry’s development presented in various
literary sources. The main objective of the methods used is to identify the peculiarities
of the Finnish forest industry.
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3. Results

Forest enterprise development is one of the most important processes for the forest
industry in many countries. To maximize success in this area, policies and regulations
need to be strictly enforced and adapted to the characteristics and practices of the local
forest industry. Learning from foreign experience is one of the best ways to evaluate and
improve your own regulatory policy.

In recent years, many studies have been carried out on the development of forest-
based industries in different countries. Different countries, such as Finland, Canada,
Australia and the USA, have different approaches to managing forest resources,
producing forest products and delivering them to the market. By analyzing the
experience of foreign countries in developing the forest industry, it is possible to identify
the shortcomings and advantages of the domestic industry. This will further help to
improve the performance of the country's forest industry.

The north-western regions of Russia are most often compared with Finland in
terms of the composition of the forest fund, climatic and natural conditions, and forest
COVEr.

Over the decades, a diverse and extensive network of high-level business units has
developed around the Finnish forest industry. This concentration of industrial and other
structures is called a forest cluster. The core of the Finnish forest cluster is the forest
industry, which produces pulp, paper and paperboard and their products, as well as wood
products and products of wood processing.

The forest industry affects many aspects of local life. From the point of view of
the well-being of Finland, it is important that the forest cluster maintains and strengthens
its capacity for regeneration and its high level of expertise. The forest cluster is and will
remain an important factor in the well-being of the country (Prokofieva, 2015).

Every tenth inhabitant of Finland earns his or her living from the forest industry
or related sectors.

The forest cluster directly or indirectly employs about 200,000 Finns, of whom
about 50,000 work in the pulp, paper and wood products industry, about 10,000 in the
furniture industry, 20,000 in forestry, 5,000 in the packaging industry and 25,000 in the
graphic arts industry.

In addition, maintenance companies, machinery and equipment manufacturers,
timber contractors, the energy sector and the chemical industry, as well as research
institutes in this field, are important employers in the forestry sector (Pietarinen et al,
2022).

Forestry is an important source of livelihood and viability in many regions. The
economy and development of the top 50 factories is largely based on the success of
companies in this sector.

The impact of the wood industry on national employment is even greater. The
production of wood products provides a livelihood directly for about 1.6 million and
indirectly for about 1.1 million European citizens (Kochetkova, 2020).
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The total cash flow of the forest industry, excluding internal operations, is around
16 billion euros. Of this amount, about two billion euros are paid to the public sector in
the form of taxes and fees.

Wages paid by the forest industry are a significant cash flow. They amount to
about EUR 2 billion per year.

Forest owners in Finland receive about EUR 1.8 billion in financing for forest
harvesting, and forest owners abroad receive about EUR 300 million. Large cash flows
are generated by the purchase of products and services from the energy sector (EUR 1.4
billion), the chemical industry (EUR 1.6 billion) and the transport sector (EUR 1.8
billion). Furthermore, forestry pays significant amounts to the public sector annually in
the form of various taxes and fees (Korhonen et al, 2014).

Government control can be justified when the market, for one reason or another,
does not provide an efficient solution. The efficient management of resources is only
possible for markets if they are sufficiently competitive, if they function well and only
if there is a production of goods. It is the latter that is the main purpose of the market.
Market failures may result from imperfect competition, imperfect or asymmetric
knowledge, public goods or external factors.

If there is a functioning market for raw wood, the main product of forests, the
guestion may arise as to why and where there is government support for forestry and
government guidance in general. According to microeconomic theory, a functioning
market will, under certain conditions, lead to an economically efficient solution, i.e. the
maximum possible use of available resources. Interference in an efficient economy
distorts the allocation of resources and leads to a loss of efficiency.

Although the small number of purchasers of pulpwood, in particular, indicates a
lack of competition, the level of timber prices in Finland has been high by international
standards and has supported the conditions for investment in timber production
(Korhonen, Savolainen & Wihersaari, 2001). Thus, government support for timber
production is not justified by the lack of market and price incentives. The question has
therefore been raised as to why the production of a marketable commodity that benefits
the private sector should be subsidized.

The long time horizon of investment in wood production is the traditional
argument. If the time horizon of the private forest owner is shorter and time preferences
are higher than those of the private forest owner, the investment is too low from a societal
perspective. In order to ensure the sustainability of timber production, efforts have been
made to promote investment and legislation (e.g. obligation to reforest after logging)
with financial incentives and advice. Reforestation of low productivity forests is also
supported by public funds (Kotiaho, 2017).

It is important to consider the strengths and weaknesses of private forest policy
instruments. The main forest policy instruments can be categorized as follows:

« Normative and legal regulation (laws, various regulations and instructions);

« Information regulation (consultations, publicly funded forest and market
information, forest planning);
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«  Direct economic support (direct financial support and fiscal instruments);
e  Tax instruments.

The advantages and disadvantages of these tools are shown in Table 1.

Table 1. Advantages and disadvantages of forest regulatory instruments

Instruments | Advantages Disadvantages
Normative andDoes not require direct budgetSubjects often do not realize
legal regulation  [funding from operators the details of the many different
regulations (relating to
management and private forest
owWners)
Information Significantly  improves  thellnformation is often the purpose of
regulation effectiveness of standardizeda government agency or interest
control and economicigroup (for private purposes, the
management operator may have other purposes)
Direct economicDirect financial support Public funding aimed at financial
support The current transfers will besupport: collection  through
improved in a controlled mannertaxation, which has a cost
and depending on the region offassociated with it
the financing of the private
forestry operator.
Tax instrumentsFiscal instruments can be used toTax systems themselves are
(tax system and taxstimulate the market by means ofisubject to stakeholder influence
subsidies) private profitability and to reduceand administrative excesses that

the tax burden on self-initiatedlimit the use of tax instruments
disinsection measures.
Source: Complied by the authors

Some of the instruments used in practice have overlapping features of different
instruments. For example, forest planning has features of all control methods. Some of
the instruments used are close to direct government control of the market. For example,
economic agreements can shape markets for other non-market goods. Funding for
government instruments is budgeted annually, which makes it difficult to implement
long-term forest policies.

The Forest Centers are responsible for standard guidelines and some information
guidelines. They also provide direct financial support. The standard guidelines were
mainly related to harvesting and forest management, as well as requirements for
monitoring forest biodiversity. Forest owners themselves finance a significant part of the
information guidance through forest management fees and partial payment for forest
management plans. Forest management centers allocate funds and monitor forest plots.
With regard to tax instruments, forest management centers were responsible for on-site
tax audits and data transfer to the tax administration (Husgafvel et al, 2018). Once the
taxation of the area is completed, the tax administration is responsible for all tax
instruments.
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One of the strengths of a forest tax system based on net timber revenue is its
neutrality. This means that there is no negative impact on timber supply by forest owners
and therefore no welfare losses Since the forest owner’s own labor costs are not
deductible, the tax on timber sales has a reducing effect on the forest owner's own labor
costs of forest management.

The costs of forest management, and indeed the income derived from it, accrue to
different generations of taxpayers. However, it is possible that the tax on timber sales,
together with the entire tax system, influences the behavior of forest owners, for example
in the choice of rotation periods (Nayha, Pelli, & Hetemaki, 2015). Other societal factors,
such as increasing affluence and the growing importance of using forests for recreation,
may influence taxation in a similar way.

Climate policy decisions should also be taken into account, as more thorough
thinning is likely to increase forest carbon stocks. Especially in the case of land taxation
and also in the case of sales tax.

Taxation also contributed to the decrease in acquisitions. This was influenced by:
progressive taxation of procurement work and taxable income from territorial taxation.
Efforts have been made to mitigate the negative impact of the partial tax exemption on
the value of purchasing activities, including in the sales tax.

The importance of progressive taxation can be indirectly assessed by the fact that
the amount of procurement work done by forest owners generally does not exceed the
exemption limit. In the short to medium term, a reduction in the volume of logging would
probably increase the supply of timber and, at the same time, tax revenues in the form
of vertical transactions and final cutting.

In the long term, reduced forest owner activity may also lead to an overall
reduction in forest management activities, thinning and harvesting of planting material,
and thus a further reduction in final cutting.

However, Finland’s forests are growing by 110 million m? per year. Every year,
forest growth in the country exceeds logging (harvesting and natural mortality). As a
result, the carbon stock in the forests is also steadily increasing. The increased growth is
the result of active forest management (Pietarinen et al, 2022).

In addition to the Finnish Forest Act, the Nature Conservation Act and other
legislation, Finland’s forest economy is governed by a long-term action plan: The
National Forest Program 2015. It aims to promote forest management based on
economic, social and environmental needs.

The country’s timber complex takes into account not only environmental aspects,
but also the full biodiversity of its natural wealth. Forests are a cultural heritage here and
are therefore closely monitored: currently about 95% of the country's forests have been
documented and certified (Kréger & Raitio, 2017). Information is the basis for decision-
making in forest management and forest policy. The Finnish National Forest Inventory
is a monitoring system for forests and forest resources. Information is produced at both
regional and national levels. Forest inventories have been carried out every 5-10 years
since the 1920s.

46



Medvedev,S.0.; Zyryanove,M.A. Regional and Sectoral Economic Studies 24-2 (2024)

Information on forest resources is also collected using a method that combines
measurements from trial plots with laser scanning from airplanes and aerial photography.
Integrated laser scanning in Finland has been ongoing for six years and the last plots will
be scanned in 2025.

The Natural Resources Centre (Luke) and the Finnish Environmental Protection
Agency (Syke) will conduct an assessment of the regional environmental planning of
Metséhallitus in 2023. The assessment, commissioned by the Ministry of Agriculture
and Forestry, will examine the results and impacts of regional environmental planning,
as well as the functionality of methods and development needs. It will also assess the
needs and opportunities for strengthening state forest protection (Aro et al, 2022).

More than 75% of Finland's territory is covered by forest, which amounts to more
than 26 million hectares. Productive forest land accounts for 18 million hectares. The
dominant tree species in Finnish forests are spruce, pine and birch.

Most of the wood used by the forest industry is purchased domestically. The
missing part is imported. Thus, the volume of wood used by the forest industry in 2021
will be 72 million m3 (8% more than in 2020) (Niemi, 2023). The volume of the forest
sector's relations with Russia collapsed under the restrictions that began in 2022.

The majority of the forests are owned by private forest owners, of which there are
more than 439,000 in Finland. The distribution of forest funds by categories of forest
owners is as follows: private forests - 71%,; state forests - 8%; imported timber - 13%;
forests owned by companies, municipalities, parishes, churches and others - 8% (Fig. 1).

8%

m Private forests

m State forests

|

Imported timber

Public and church forests

Figure 1. Origin of Finland’s timber. Source: Compiled by the authors based on
Niemi, 2023

In our view, it is important to examine the production, exports and imports of the
Finnish wood processing industry over two years in Table 2.
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By analyzing the table, we can conclude that sawn timber and plywood production
in Finland has increased over the period. Thus, sawn timber production increased by
1,019 thousand m3 (9%) due to the growth of softwood production. Plywood production
increased by 145 thousand m3 (14.65%) over the year. Exports of all products are
growing, which has a positive impact on the country's business activity. Imports of
products are decreasing; the reason for this may be the reduced need for additional wood
(Nayha, 2019).

Table 2. Production, exports and imports of Finland’s main products (million m3).

Product Type 2020 2021
ProductionImports Exports | Production | Imports | Exports

1. Lumber 10.919 | 0.600 | 8.218 11.938 0.578 8.736
1.1 Softwood 10.883 | 0.570 | 8.198 11.902 0.547 8716
1.1.1 Pine wood 5.498 0.177 | 3.899 5.913 0.160 4.045
1.1.2 Spruce lumber 5.384 0.332 | 3.572 5.989 0.329 3.760
1.2 Hardwood 0.036 0.030 | 0.020 0.036 0.031 0.020
lumber

2. Plywood 0.990 0.128 | 0.828 1.135 0.122 0.955
21 Softwood  0.734 0.030 | 0.573 0.864 0.019 0.674
plywood

2.2 Birch plywood 0.257 0.098 | 0.256 0.271 0.102 0.282

Source: Compiled by the authors based on Niemi, 2023

In Table 3 we can analyze the current share of exported main products produced
by the Finnish Forest Industry.

Table 3. Finnish forest industry production and exports in 2022

Product Type Production Exports Share of exports,

volume %

Paper products, min tons 3.05 2.95 97

Paperboard and cardboard 4.15 4.05 98

products, min tons

Chemical pulp, min tons 7.05 3.60 51

Lumber, min. m3 11.20 8.60 77

Plywood, min. m3 11.00 0.90 81

Source: compiled by the authors based on Niemi, 2023
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The production of paper and paperboard in Finland is 3 and 4.1 million tons
respectively. Almost all production is for export, and the share of pulp exports is 51%.
Finland produces more than 11 million cubic meters of lumber, 77% of which is
exported. The production of plywood is 1.1 million m? and the export share of plywood
is 81%. It can be concluded that Finland is one of the world's largest producers and
exporters of plywood, lumber and paper products. Finland is the third largest exporter of
lumber (after Russia and Canada) (Nayhé, 2019).

The development of forest management in Finland is in line with the logic of the
public sector and the private sector. It is also characterized by the importance of
technology transfer. The development of the forest industry is accompanied by
significant changes and places Finland at the center of many initiatives and influences.
The forest industry is an important activity for a country that is one of the most densely
forested countries in Europe.

4. Discussion

The current development of the Finnish forest industry must be seen in the light
of sustainability. Attention to environmental and social issues is as important as
economic issues. The aim of this approach is the preservation of peace and nature for
future generations.

The results show that the current development of the Finnish forest industry is
based on active cooperation between the state and the private sector on a number of
issues. The main drivers of change are industry and society. The state adopts policies
that aim to contribute to the solution of problems and difficulties. At the same time, it
is not afraid to trust, empower and delegate responsibility to business entities.
Responsible business is in the interests of industrial enterprises in this country. If they
deviate from such an approach, they will become uncompetitive and the buyers will
choose other producers.

The main activity of the Finnish forest industry is the production of high-value
products, mainly based on deep processing. Sawmilling is an integral part of the existing
production facilities. All woody biomass resources are used almost completely. The
production facilities are organized to minimize environmental impact. In the authors’
opinion, the following practices, based on the analysis of the Finnish experience in the
development of the forest industry, should be transferred to the domestic reality:

« Organizational and economic transformations (clusters, technology parks
and other integrated structures);

e  Certain forms of state regulation of the industry (tax regulation, information
support);

«  Development of forest infrastructure (involvement of the state and business
in the development of the road network in the forest area);

o  Further diversification of production in the direction of deepening of
production processes (development of deep processing - pulp and paper, timber, wood-
chemical, board and other industries);
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« Development of international relations in terms of scientific and technical
cooperation, export of expensive products, import of technological solutions and highly
efficient equipment;

e Increased attention to environmental issues, including through product
certification, etc.

Some of the aspects presented are debatable in nature. At the same time, they
affect key elements of industrial production.

5. Conclusion

As a result of the conducted research Finland's experience in forest industry
development is studied. Certain historical peculiarities of development, specifics of state
regulation of the industry, as well as production indicators achieved in recent years are
presented. The results of the study clearly show that the role of the government in the
regulation of the industry should be the maximum support of the business community.
At the same time, certain elements of economic management should be fully transferred
to the responsibility of enterprises.

In the authors' opinion, such changes should begin in Russia as well. However,
the complete transfer of certain elements currently controlled by the state to business is
still a long way off. It is necessary to develop the institution of the responsibility of the
business community.

Social responsibility, the introduction of the principles of sustainable
development, and other current trends in the global business community are not yet
deeply rooted phenomena in Russia. In the timber industry only large enterprises are
characterized by such approaches. There is no doubt, however, that the changes that are
now under way will sooner or later be widespread. But this will require the joint efforts
of business, government and society.
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