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Abstract

Russia imposed an export quota for birch logs in 2019, justified by the increasing export volumes and rising price of birch
logs harming the domestic plywood production. In this study, the possible effects of the export quota were scrutinised by
analysing the interdependencies between the exports, domestic consumption, and prices of birch logs in Northwest Russia, the
largest producer of plywood and exporter of birch in Russia. According to the results, the domestic demand has determined the
price development of birch logs, while the effect of exports has remained weak. It can be concluded, that the total demand for
birch logs in Northwest Russia has been dominated by domestic consumption and it seems that despite the parallel rising trends
of domestic use and export volumes, the birch log resources and harvesting volumes have been adequate to meet the increasing
demand. Notwithstanding the periodical fluctuations, the long-term development of price of birch logs has remained rather
steady in the region. Thus, the effect of the quota on birch log price development in the domestic Russian roundwood markets
will probably remain small. However, the quota is likely contrary to trade agreements, it will add to bureaucracy and destabilise
the operating environment of logging companies as well as international buyers of Russian roundwood.
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Introduction

Since the dissolution of the Soviet Union, the Rus-
sian Federation (hereinafter Russia) has regulated
roundwood exports actively by political measures. The
range of means has included protective export duties
and quotas as well as other actions, such as alterations
in classifications, required documents and certificates,
sorting requirements for exported timber assortments,
and reductions in the number of customs stations ac-
cepting export declarations (Jutila et al. 2010). As far as
the roundwood export duties and other valid trade regu-
lation are concerned, Russia’s attitude to roundwood
exports has varied from free trade in the late 1990°s to no
trade, which would practically have been achieved, if
the customs tariffs’ programme for roundwood exports
012007 had been fully implemented (Solberg et al. 2010,
Mutanen and Viitanen 2017). The shifts in the Russian
roundwood trade policy have typically been sudden and
the precise content of the coming new regulation has
often remained vague until the implementation. Obvi-
ously, the unforeseen policy changes have increased

uncertainty in the operating environment both in the
Russian forest sector and in the countries importing large
volumes of Russian roundwood.

Russia’s long-awaited membership in the World
Trade Organisation (WTO) in 2012 stabilised the regula-
tory situation and lowered the export duties of most tim-
ber assortments. Although bureaucracy increased with
the introduced export quotas and the export licence sys-
tem, the operating environment became more predict-
able, as according to the WTO membership agreement,
new protective customs duties and other trade restric-
tions were no longer applicable. Nonetheless in 2017,
Russia issued a decision concerning the export of birch
logs over 15 cm in diameter (Government Decision No.
19 dated 18.01.2017). Birch logs were added to the list of
products of major importance for the Russian domestic
market and their export can be temporarily restricted or
prohibited. An export quota of 567 000 cubic metres for
six months was imposed on 01.01.2019 (Government De-
cision No. 836 dated 17.07.2018), justified by the increas-
ing export volumes and rising price of birch logs alleg-
edly leading to a raw material deficit in the Russian ply-
wood mills (MinPromTorg 2016, 2017).
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Several theoretical models developed to explain the
effects of international trade (Ricardian, Heckscher-Ohlin,
gravity, specific factors, etc.) have in common that trade
lead to specialisation in production among nations, while
protectionism or alternatively trade liberalisation induces
shifts in income and welfare distributions within and
among countries. Thus, the measures affecting interna-
tional trade tend to create gainers and losers. However,
amongst economists, there exists a strong consensus
that the total effect of trade liberalisation on the eco-
nomic welfare and on economic growth is a positive one
as the losses could be compensated by the gains (e.g.
Krugman 1993, Fuller and Geide-Stevenson 2003). How-
ever, theoretical models include several premises and
underlying assumptions, which in turn, are seldom ful-
filled completely in the real world. Thus, the blessing of
free trade can be questioned especially in political rheto-
ric, as has happened during the recent years, when pro-
tectionism has increased considerably worldwide (IMF
2016, WTO 2016).

Export restrictions on a raw material benefit a par-
ticular processing industry, i.e. the gainer, via the low-
ered price of the raw material. However, the effect on
domestic producers of the raw material is a negative one
and thus, the restriction act as a profit-shifter, which
discourages the producers of the raw material to invest
and may potentially jeopardise the domestic raw mate-
rial production (Fung and Korinek 2014). In the long run,
the effect of the export restriction may turn harmful also
for the gainer as the lowered price of raw material has
reduced domestic supply of raw material and at the same
time the incentives for innovation and lowered produc-
tivity and competitiveness within the gaining industry.
Thus, in the long term, the effect of protectionism is
typically harmful also for the “winner”, i.e. a particular
industry or a sector of national economy whose benefit
the trade restrictions were initially designed for.

Several studies suggest that the previous round-
wood export restrictions have had a negative impact on
wood harvesting in Russia (Turner et al. 2008, Pisarenko
and Strakhov 2009, Solberg et al. 2010). The impact of
export restrictions on the production of forest industry
has been reported being positive — although depending
greatly on other factors in the business environment
(Turner et al. 2008, Solberg et al. 2010, Kuzminykh 2016).
These studies have focused on discussing the impacts
of Russian fiscal and trade policies on the export vol-
umes of roundwood and on the forest industry’s pro-
duction volumes in the case of coniferous wood. In-
stead, no attention has been paid to birch.

In this paper, the historical development of Russian
exports, domestic consumption, and prices of birch logs
are studied, and the possible effects of the export quota
are analysed by scrutinising interdependencies among

them. Geographically, the focus is on the Northwest fed-
eral district (hereinafter NW Russia), which is the larg-
est producer of birch plywood and the largest exporter
of birch in Russia.

Materials and Methods

During the recent years, Russia has exported annu-
ally about 6.3 million cubic metres of birch, of which
roughly one fifth has been sawlogs and veneer logs and
the rest other birch assortments, predominantly birch
pulpwood (Federal Customs... 2019). The majority of
birch log exports have been directed to China, while Fin-
land has been the second largest export destination. In
the case of birch pulpwood, the majority has been ex-
ported to Finland. During the last four years birch log
export volumes have multiplied mainly due to the growth
in exports to China (Table 1). The export quota for birch
logs is about 60 percent of the volumes exported in the
first half of 2017 and 40 percent in the first half of 2018
(Federal Customs...2019), thus it will restrict the export
of birch logs from Russia effectively. The quota is di-
vided among market operators relative to their birch log
export volumes during years 2014-2016 (Government
Decision No. 836 dated 17.07.2018). Applying for an ex-
port licence was possible after the quota distribution
was published on 20 December 2018 — less than two
weeks before the export restriction came into effect (Or-
der...5118, Support...2018). The distribution of the quota
among the countries importing birch logs from Russia is
not applied.

In Russia, wood resources, production volumes of
different forest industry products, harvesting volumes,
and intensity of forestry as well as forest sector’s con-
tribution to GDP, employment, and welfare vary distinc-
tively among the regions. Thus, also the effects of policy
measures aiming at restricting international roundwood
trade are different regionally. In Russia, the largest pro-
ducer of plywood is NW Russia, whose annual produc-
tion volume of 1.2 million cubic metres of plywood ac-
counts for one third of Russia’s total plywood produc-

Table 1. Export of birch from Russia in 2013-2017, 1 000 m®.
(Federal Customs...2019)

Timber country 2013 2014 2015 2016 2017 POt
assortment’ duty
Birch sawlogs _ Total 697 1073 1202 1646 1967 7%
and veneer  China 540 824 990 1309 1635
logs >15cm  Others 157 249 302 338 331
Birch<15cm Total 1643 1205 1190 1238 1100 0%
Finland 1206 1058 981 1088 918
Others 437 237 208 150 182
Birchother ~ Total 3251 3788 3959 3443 3204 7%
Finland 3014 3317 3494 3157 2904
Others 237 470 465 286 300
Birch total 5501 6156 6440 6328 6270

*Detailed classification in Appendix
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tion (Regiony Rossii 2017). The overwhelming majority'
of plywood produced in NW Russia is non-coniferous
(birch) plywood. NW Russia has also been the largest
federal district in terms of birch exports, and hence, the
area was selected to be the target area of the study. In
2013-2017, about 4.7 million cubic metres of birch was
exported from NW Russia annually and 90 percent of the
volume was directed to Finland (Table 2).

Table 2. Export of birch from Northwest Russia in 2013—
2017, 1 000 m® (Federal Customs... 2019)

Timber Country 2013 2014 2015 2016 2017

assortment

Birch saw logs Total 134 175 191 263 357

and veneer logs  Finland 129 161 145 165 143

>15¢cm

Birch <15 cm Total 1570 1218 1093 1152 1009
Finland 1167 1034 953 1058 905

Birch other Total 2942 3472 3552 3104 2911
Finland 2787 3081 3205 2913 2695

Birch total 4646 4866 4836 4519 4277

The data set employed in this study consisted of
the annual observations of consumption volumes and
prices of birch logs in NW Russia, as well as the export
volumes of birch logs from the region. As no official
data on consumption (or harvesting) of birch logs in
NW Russia was available, the consumption of birch logs
was calculated using the official production volume of
plywood in NW Russia reported by the Russian Federal
Service of State Statistics (hereinafter RosStat) and its
roundwood equivalent conversed by factor 2.29 (UNECE
2010). Figures for plywood production were available
from 1993 onwards. The producer price of non-conifer-
ous logs offered to domestic markets was used to de-
scribe the market price of birch logs in NW Russia. Nomi-
nal producer prices were deflated using the Russian pro-
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ducer price index for industrial goods. Both the nominal
birch log prices and the deflator were reported by
RosStat. The producer price data was available from 2002
onwards.

The Federal Customs Service of Russia has pub-
lished export statistics on birch log exports from NW
Russia only since 2012. Instead of the official Russian
figures, it was decided to use the Finnish birch log im-
port data as proxy for the export of birch logs from NW
Russia. The rationale was that the majority of exported
birch logs from NW Russia have ended up in Finland
until the very recent years (Federal Customs... 2019).
Accordingly, the import volumes of birch logs into Fin-
land describe well the development of birch logs exports
from NW Russia to international markets in the past.
The import data of birch logs from Russia to Finland
covering the period 1993-2017 was reported by the Finn-
ish Customs (2018). The low number of observations as
well as limited availability of relevant variables restricted
the statistical analysis to correlations and simple linear
regression.

Results

The consumption of birch logs in NW Russia in-
creased steadily from the late 1990°s till 2007 (Figure 1).
After a slight decrease in 2008 and a considerable drop
in 2009, the height of global economic crisis in terms of
the demand for forest industry products, the consump-
tion of birch logs returned to the growth path. Although
the exports of birch logs from NW Russia fluctuated
annually in the 1990s and the early 2000s, a distinctive
rising trend is evident until 2006. However, a prominent
change occurred by 2009, as export volumes dropped
close to zero, which was attributable to, in addition to
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Figure 1. Consumption (left axis), exports
(to Finland, left axis), and price (deflated,
base year 2017, right axis) of birch logs in
Northwest Russia 1993-2017. (Sources:
Federal Customs...2019, Finnish Customs
2018, RosStat 2018)

I RosStat compiles statistics on the total plywood production but not on the distribution to coniferous and non-coniferous
plywood. Foreign trade statistics by the Federal Customs Service of Russia, however, include the distribution of plywood exports
to different assortments. Based on the detailed export figures for NW Russia, one may estimate that roughly 98 percent of
plywood production in NW Russia in 2014-2017 consisted of birch plywood.
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the aforementioned global financial crisis and its effect
on market demand for plywood, Russia’s determination
to restrict the exports of roundwood via raising the ex-
port duties.

In accordance with the Government Decision No.
75 issued in February 2007, the duties on coniferous
timber assortments and on birch logs of diameter ex-
ceeding 15 cm rose on 01 June 2007 and again on 01
April 2008 (Mutanen and Viitanen 2017). As 0of 01.01.2009,
the duties were to rise to a minimum level of EUR 50 per
cubic metre. The international users of exported Rus-
sian roundwood were facing a situation, in which the
Russian source of raw material was becoming exceed-
ingly expensive. To cope with the situation, one could
try to find alternative sources to procure roundwood or
to adjust the production level and the need for wood
raw material. In Finland, for example, the import volume
of birch logs from the Baltic States increased slightly in
2008, yet no true substitute for Russian birch logs ex-
isted. Thus, the second option was inevitable and the
production level of birch plywood in Finland was re-
duced by 50 percent in 2009 (Natural Resources... 2019).
The production level remained at a relatively low level
many years afterwards and was still over 10 percent lower
in 2017 compared to 2008.

Year 2009 was a turning point in birch log exports
from NW Russia and thus, the correlations between the
consumption and export volumes were calculated for two
different time periods, 1999—2008 and 2009—2017 (Figure
2). There was a strong positive correlation (0.9) between
the export and consumption volumes of birch logs in
both the sub-periods. Hence, it seems that as both the
export and consumption volumes have been increasing
simultaneously, there has also been an adequate supply
for birch logs to meet the total demand. However, a posi-
tive correlation between the consumption and price of
birch logs is detected (Figure 3), which may indicate that
the rising price level may have acted as an incentive to
enhance the supply.

The birch log price data was only available from
2002 onwards. The correlation between the consump-
tion of birch logs and the birch log price was relatively
high (0.6) in 2002-2017 (Figure 3), and shortening the
time frame to 2009-2017 did not affect the result. The
positive correlation between the birch log prices and the
consumption of birch logs in NW Russia implies the
higher the domestic demand, the higher the market price.
The correlation between the birch log price and the ex-
port volume of birch logs was -0.1 within the sub-period
2002-2008 and 0.4 within sub-period 2009-2017. Calcu-
lation of the coefficient of correlation for the whole pe-
riod (2002—2017) was not justified due to the shift in the
export volumes in 2009.
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Figure 2. Correlations between consumption and export of
birch logs in Northwest Russia in 1993-2008 and in 2009-
2017. (Sources: Federal Customs...2019, Finnish Customs
2018, RosStat 2018)
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Figure 3. Correlation between the birch log price (deflated,
in 2017 prices) and the consumption of birch logs in North-
west Russia and correlation between the birch log price and
the export of birch logs from Northwest Russia. (Sources:
Federal Customs...2019, Finnish Customs 2018, RosStat
2018)

In order to investigate the effects of both the do-
mestic and the export demand for birch logs on the price
of birch logs in NW Russia, a simple regression model
was constructed. Theoretically, the model was a re-
duced-price model, where the different factors of demand
and supply affect the observed development of birch
log price. However, due to the availability of data, the
explanatory variables consisted only of demand volumes
for birch logs in domestic and export markets as well as
dummy variables describing changes in operating envi-
ronment such as shift in export duty regimes or cyclical
fluctuations in markets for forest products. Several dif-
ferently defined dummy variables were tested, such as
variables depicting changes in the minimum export du-
ties on birch logs or Russia’s accession to the WTO.
According to the results, the best suited for the data
were dummy variables for years 2007— 2008 and for year
2012. The former dummy variable coincided with the
start of Russian roundwood export duty programme as
well as the cyclical peak in roundwood prices in the Bal-
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tic Sea Region (Hautaméki et al. 2012). The latter dummy
variable was necessary because in 2012, there was a con-
siderable and uncontrollable drop in the birch log price
series. Possible reasons for the drop were the expecta-
tion related to Russia’s WTO accession, which would
have lowered export duties and raised export demand
for birch logs in future. The similar drop was not detect-
able in the Central or Volga federal districts where
roundwood exports play only a minor role in regional
roundwood markets.

The ordinary least squares (OLS) estimation results
of the price model are reported in Table 3. In the estima-
tion, the logarithmic transformations of the variables were
used, thus allowing the interpretation of the coefficients
as elasticities. According to the KPPS unit root tests, all
the time series were /(0) series at 5 percent risk level,
and the price model was estimated using OLS and the
levels of the variables.

Table 3. Estimated model for birch log
price in Northwest Russia in 2002-2017

Regressor Coefficient
9 (s.e)
0.36
Constant A.81)
Col ti f birch | in NW Russi 0-96™*
nsumption of birch logs in ussia (0.23)
Exports of birch logs form NW Russi ~0.05
xports of birch logs form ussia (0.04)
Dumm 0.36™
Y2007-2008 ©0.12)
Dumm -0.33*
voore (0.16)
Diagnostics
Readjusted 0.66
Durbin-Watson 2.13
White 8.34
Jarque-Bera 0.19

Asterisks denote the risk level at which the null
hypothesis is rejected; *** = | percent, ** = 5 per-
cent, and * = 10 percent. Standard errors of the esti-
mates are presented in parentheses below the esti-
mates.

According to diagnostic tests, the residuals of the
birch log price model were well-behaved, and according
to the estimated coefficients, the consumption, i.e. the
domestic demand for birch logs, had the dominating ef-
fect on the price development of birch logs in NW Rus-
sia. For example, when the consumption of birch logs
had increased by 1 percent, also the real price of birch
logs had risen by 1 percent. However, the effect of birch
log exports on price development was statistically not
significant. Changes in the estimation period (2002-2017
vs. 2009-2017) or in the definitions of dummy variables,
had only minor effects on the values and statistical
significances of coefficients of consumption and ex-
ports.

Discussion and Conclusions

The analysis of historical development revealed
interdependencies among birch log exports, domestic
consumption, and prices in NW Russia. The demand for
birch log has been dominated by domestic consumption
and it seems that despite the parallel rising trends of
domestic use and export volumes, the birch log re-
sources have been adequate to meet the increasing de-
mand. The domestic demand for birch logs has deter-
mined the price development of birch logs, and the ex-
ports have been of minor importance. The results of OLS
estimations show that the earlier export restrictions and
the fluctuations of export volumes have hardly had any
noticeable effect on the birch log prices in NW Russia.
Thus, and notwithstanding the periodical fluctuations,
the long-term development of real price of birch logs has
remained rather steady in NW Russia.

The export quota will restrain the birch logs export
at the level of the whole Russian Federation consider-
ably and the export volumes of birch logs will be cut by
half. Corresponding development can be expected in NW
Russia, even though the quota is not distributed geo-
graphically and exact regional changes are not possible
to foresee. The lower total demand for birch logs could
enhance the supply to Russian plywood mills and ease
pressure on birch log prices regionally. However, the
lower demand could decrease harvesting volumes espe-
cially in mixed forests and affect the harvest of conifer-
ous tree species. The reduction of harvesting volume as
a consequence of export restrictions has been observed
in several studies (Perez-Garcia et al. 1997, Turner et al.
2008, Solberg et al. 2010, van Kooten and Johnston 2013).
The afore-mentioned studies also indicate a reduction
of'log price related to export restrictions. However, this
result is based on forest sector modelling calculations,
and not on actual historical data as in this study, where
statistically significant effect between the export vol-
umes of birch logs and the price of birch logs in NW
Russia was not detected.

In the total, the effect of the quota seems to be nega-
tive on harvesting operations bringing challenges to
Russian logging companies already struggling with high
costs and low productivity (Gerasimov 2008). Accord-
ing to the results of this paper, the effect of the quota on
the availability and price of birch logs in domestic
roundwood markets in NW Russia will probably remain
small. Thus, will the planned quota support domestic
plywood production in NW Russia as advertised? Pos-
sibly in some plywood mills, the quota could have no-
ticeable positive outcomes. However, in a wider perspec-
tive, the quota will shake the somewhat stable operating
environment in international roundwood operations
since Russia’s WTO accession, increase again Russia’s
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country risk in the eyes of foreign investors, add to bu-
reaucracy, increase costs — both private and govern-
mental — and possibly gain very little.

The study has some limitations and weaknesses.
The limited availability of relevant variables and low
number of observations restricted the statistical analy-
sis and decreased the reliability of analysis. The used
dataset of export volumes based on the Finnish statis-
tics is representative for most of the studied period, yet
the situation has changed substantially within the last
years when birch log exports to China have increased
rapidly. This creates uncertainty when attempting to
generalize the results of this study.
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Appendix

Foreign trade classification codes (the TN VED of Russia) for birch

Till 31 December 2016
Birch, sawlogsand 440399 5101 smallest diameter 15-24 cm, length > 1 m

veneer logs: 440399 5102 smallest diameter > 24 cm, length >1m
Birch, other timber 4403 99 590 1 smallest diameter < 15 cm
assortments: 440399 5909 other

1 January 2017 onwards
Birch, largest cross- 4403950001 sawlogs and veneer logs, diameter of smallest
section =15 cm: cross-section > 15cm, length > 1 m
4403 95000 2 other timber assortments, diameter of smallest
cross-section <15cm
4403950009 other

Birch, other 4403 96 000 1 diameter of smallest cross-section < 15 cm
dimensions: 4403 96 0009  other

Correspondence of the trade classification codes TN VED 2012 and 2017 for birch

2012 2017
440399 510 1 from 4403 95 000 1
4403 99 510 2 from 4403 95 000 1
4403 99 590 1 4403 95 000 2
4403 96 000 1
4403 99 590 9 4403 95 000 9

4403 96 000 9

2017 2012
4403 95 000 1 440399 5101
4403 99 510 2
4403 95 000 2 from 4403 99 590 1
4403 95 0009 from 4403 99 590 9
4403 96 000 1 from 4403 99 590 1
4403 96 000 9 from 4403 99 590 9

Source: Federal Customs...2017
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