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over the last several years, russia has been 
falling behind in global competition for large 
scale investments in the forest industry. this is 
mainly driven by rapidly increasing production 
input costs (electric power, wood and labor) and 
an underdeveloped infrastructure, as well as the 
fact that the country lags far behind its main 
competitors – South america, asia and Eastern 
Europe – in terms of business environment.

this article focuses on the situation in the wood-
based panels sector, with an occasional digression 
on associated products, such as pulp, sawn timber 
and round wood.

WHat dOes tHe inVestOR 
Want?
the investor wants a potential project to be 
successful and profitable, based on a reliable 
production process and secured sales for at least 
7-10 years after commissioning. this means that 
the project must draw on:

•	 the right product (including the right 
production process and site);

•	 the right team, both administrative and 
technical;

•	 availability and competitive prices for main 
production inputs (wood, electric power, 
labor);

•	 desirable markets (including adequate 
logistical accessibility and size, promising 
future prospects, manageable competition, 
and predictable tax and transportation costs); 

•	 favorable business environment – i.e. the 

existing legislation must protect the planned 
business against corruption, criminal elements 
and unfair competitive risks.

therefore, it is obvious that apart from the 
production process and a management team, there 
are only three main prerequisites for a project 
to be successful: production inputs, markets and 
the business environment. 

It is worth noting that these three prerequisites 
are mutually inclusive, as failure to meet any 
one of them will ruin the entire undertaking. 

let us now discuss the aforementioned 
prerequisites from the russian perspective. 

RigHt PROdUCt, RigHt PROCess, 
RigHt team
this prerequisite is normally viewed as the 
least problematic, yet the failure to meet it 
will nearly always lead to significant initial 
losses followed by ongoing, frantic attempts 
at short-term fixes.  

Such situations are rare and only occur if both 
the investor and the engineering company have 
limited experience in implementing the type of 
projects in question, which at the very least 
normally results in hasty or poorly thought-out 
process solutions. Nevertheless, russia has seen 
a number of such unsuccessful projects. Without 
naming names, we can recall at least two mdF 
and one oSb projects which were cancelled or 
postponed due to significant financial losses, 
resulting mainly from an inadequate level of 
professionalism from both the investor and 
engineering sides.

Russia's fading 
competitive edge
As one of the largest consulting-engineering companies in the world, Pöyry* 
has always been placed “between an investor and a potential project”. This 
position provides a means of observing and comparing various regions 
around the world through the eyes of a potential investor, given that we 
can understand his requirements and expectations. How does Russia look 
from this perspective, and what future may it expect? 

at the pre-startup or commissioning stage 
an investor may also have difficulties with 
selecting top managers – both administrative 
and technical – for the facility. It is common 
practice to bring in key personnel from abroad 
or buy them out from competitors, who have 
already completed similar projects. Whatever the 
case, failures in the timely selection of process 
solutions or a project team – although damaging 
– do not constitute a systemic problem, as they 
are attributable to individual companies rather 
than being inherent in the overall industry. 

PROdUCtiOn inPUts
Production costs have traditionally been 
considered a major attraction for potential 
investors in russia, given its cheap and abundant 
forest resources, inexpensive gas and power, and 
low labor costs.  unfortunately, this “magnet” 
is no longer that strong. moreover, it is rapidly 
continuing to lose the limited holding power 
that it still possesses.

let us scrutinize the major production element, 
namely wood. 

according to various estimates, russia holds from 
18% to 25% of global forest resources. at the 
same time, the production of wood-based panels 

and pulp in this country is hardly over 5% of  
global levels. the production of logs and sawn 
timber – even if the non-official sector is taken 
into account – does not exceed 10%.

It is not surprising that government bodies at 
various levels are becoming alarmed over such 
a prominent imbalance, and are thus appealing 
for businesses to develop value-added capacities 
inside the country. 

the example of our neighbor Finland brings 
additional frustration, as the impressive forestry 
sector in Finland has been built under similar 
climatic conditions yet with higher labor costs, 
taxes and energy costs (see table 1). 

* Pöyry Group is one of the leading consulting and engineering companies with a focus on forest industry, construction 
and energy sectors. the company has over 50 years experience of consulting to pulp, paper, sawnwood and wood-based 
panel industries worldwide. Pöyry Group has a global network of over 7000 experts in  200 offices covering all major 
forest products regions in 50 countries. Net sales of the company were 673.5 million Eur in 2009. Pöyry management 
Consulting is a consulting arm of Pöyry Group. 

Fig. 1. Main prerequisites for a project 
to be successful
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the overriding conclusion is that russia urgently 
needs to develop additional harvesting and wood 
processing capacities, the core issue being the 
associated required investments. 

For example, the amount of wood per hectare in 
Finland parallels that in russia, i.e. about 100 
cubic meters. at the same time, for russia to 
be able to match Finland’s harvesting yield per 
hectare, the country needs to inject approximately 
50 bln euro into harvesting machinery and forest 
roads. the forest area in russia is almost 40 times 
more than in Finland, whereas the harvesting 
volume is only three times as much, meaning 
russia is a twelve-fold underrun, even if “gray” 
operations are taken into account. 

In order to be able to catch up with Finland in 
terms of the yield of sawn timber per hectare 
of forest, russia needs investments totaling 
approximately 50 bln euro, which translates into 
more than a ten-fold underrun. a similar move 
for the wood-based panels sector requires about 
20 bln euro. the conclusion is that to achieve 

Finnish performance levels, russia needs more 
than 120 bln euro in the wood processing sector 
alone, as the pulp industry is lagging even further 
behind. In total, we may be talking about several 
hundred billion euros, which is more than ten 
percent of russia’s GdP!

What needs to be done to attract investments of 
such an impressive scale? Is it enough to put one’s 
trust solely in russia’s vast forest resources and 
proclaim that “investors are here to stay anyway, 
as we have such plentiful forests”?

russia’s main competitors for large scale 
investments in the forest industry are regions 
featuring fast-growing plantations, mainly 
latin america and asia. let us put aside the 
difference in the properties of the wood and 
forest growth rate and compare russia with 
brazil – which is considered to be its main 
competitor – in terms of the issues which 
each respective government is mandated to 
provide: legislation, infrastructure and long-
term guarantees (see table 2). both russia 

and brazil have quite similar macroeconomic 
conditions (GdP, population, forest resources); 
however, the legislation and forest industry 
infrastructure in these countries dif fer 
significantly. brazil’s legislation is the result 
of its government’s efforts to build an investor-
friendly environment. this centers on brazil’s 
significantly lower infrastructure requirements, 
a combination of the favorable investment 
climate, and natural conditions: the possession 
of environmentally sensitive tropical forests 
and rapidly growing species make it possible 
to establish intensive, plantation-based 
forest management practices, which result in 
significantly lower infrastructure-related costs.

the differences illustrated in table 2 suggest 
that the volume of investments of the two 
countries should differ substantially as well. and 
they really do. this is particularly the case with 
the pulp and paper sector, which is the most 
capital-intensive of all the forest industries. 
russia has not seen any new pulp and paper 
mill construction for several decades, whereas 
in brazil this sector has been booming in recent 
years. on average, the plantation-based regions 
in the Southern hemisphere have increased their 
share of the global fiber supply from 17% in 1990 
to 44% in 2008! as one would correctly assume, 
brazil, argentina, Chile, uruguay, Indonesia, 
malaysia and thailand are among the countries 
which are developing most rapidly.

unfortunately, apart from the much less 
investor-friendly environment – even though 
this alone would be enough – russia is 
currently also losing its competitive edge to 
the rest of the world in terms of wood costs.

Wood costs are a measure of standing stock, 
harvesting, transportation (including forest 
road construction) and reforestation costs. 
high costs for building forest road networks 
in russia, combined with rapidly growing labor 
costs and low productivity, result in wood costs 
delivered to a mill being virtually equal to any 
other “forest” region of the world. 

take, for example, softwood pulpwood costs 
delivered to a mill in European russia. they 
are only one and half times lower than in 
Finland (!) but equal to those in brazil (Pinus 
elliottii), Chile (Pinus radiata) and Southern 
africa (Pinus patula). 

this is especially surprising if one remembers 
that the stumpage tax in Finland is almost ten 
times higher than the russian tax, and in brazil, 
Chile and Southern africa it is five times higher.

one may conclude that the government in russia 
has already exhausted all possible means of 
keeping the wood costs at a low level (further 
decreasing the stumpage tax is impossible), which 
means that there is only one valid option left 
in order to attract investments for the forest 

Fig. 2. Global availability of wood

Table 1. Production of wood-based materials in Russia and in Finland, 2007/2008*

Table 2. Investment climate in the forest sector: Russia vs. Brazil

*  Illustrative, part of the data is for 2007 in order to minimise effect of financial turmoil
** Inc. unofficial production (estimations)

Source: Pöyry *  by purchasing power parity (PPP), source: Worldbank     Source: Pöyry

Production volumes* Russia Finland Gap between Russia and Finland, 
with forest area as a basis 

Forest area, mln ha 809 22

Share of forest covered area in total 49% 73%

Growing stock, bln m³ 80.0 2.2 

actual cut, million m³/a 185.0** 58 times 11.5

Sawnwood production, million m³/a 34.1** 9.5 times 10.2

wood-based panel production, million m³/a 10.5 1.7 times 6.0 

Brazil Russia 

Basic information

Gdp* in 2009 – 2.02 trillion uSd
population – 192.6 mln. Inhabitants 
Forest covered area – 478 mln ha 
Share of forest in total area – 56% 
Growing stock – 81 bln m³

Gdp* in 2009 – 2.69 trillion uSd
population – 141.9 mln. Inhabitants F
orest covered area – 809 mln ha 
Share of forest in total area – 49% 
Growing stock – 80 bln m³

Security of raw 
material supply 

Secured long term wood supply due 
to forest industry-owned land and 
plantations 

risks related to long term wood supply and price 
due to policy changes related to forest leases/
harvesting rights 

legislative 
environment related 
to forest tenure 

developed and clear legislation related to 
land/forest ownership rights 

roles and responsibilities of private and public 
sectors in forest management are still somewhat 
unclear 

Forest infrastructure 

plantations with short rotations require 
limited investments in infrastructure. 
companies make these investments and 
own the infrastructure 

expanding industry requires large investments 
in infrastructure. development responsibilities, 
financing and ownership need to be clarified 

Institutional 
framework 

limited government involvement and 
regulation due to established rules and 
procedures 

changing responsibilities between central and 
regional administrations, and between functional 
organisations. over-regulation 

Forest industry 
investment track 
record 

active recent history of pulp and paper 
industry projects with clear guidelines for 
the implementation of projects resulting 
in use of state-of-art technology

no greenfield pulp and paper industry 
investments in last decades resulting in obsolete 
norms and standards 
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industry: through enhancing the legislation as 
well as improving the image of russia as a reliable 
country for long-term investments.

unfortunately, one can hardly expect that the 
russian government is ready to make drastic 
changes to the situation in the short term. If 
we look at what is happening in the russian 
agricultural sector, which has traditionally been 
“one step ahead” of the forest industry in terms 
of land property rights, we may see that the 
situation is far from being “clear and transparent”. 

russia is thus rapidly moving towards a situation 
in which its investment environment is becoming 
both too risky and unaffordable. and though the 
wood supply is becoming scarce in many countries 
with growing wood product markets, russia’s 
competitive position for investments is hardly 
better than in these countries.

let us now discuss other manufacturing inputs for 
the wood products industry: power, labor, natural 
gas and binding agents.

over the last ten years (fig. 3, left), power and 
gas prices for industrial consumers in russia have 
been keeping pace with the growth of wood costs. 

Costs of resins in russia already exceed those in 
Europe, driven by growth in related manufacturing 
costs as well as the domestic supply/demand 
balance. Please note that the prices are expressed 
in euros, meaning that the influence of inflation 
is minimized. 

according to official statistics, labor costs in 
russia remain at relatively low levels, even despite 
their rapid growth from 1999 to 2008. they are 
approximately three times lower than in Eastern 

Europe and latin america, and almost ten times 
lower than in Western Europe and North america. 

the difference is impressive, but one should 
also recognize that it is illusory: lower taxes, 
a considerably lower productivity and the fact 
that some salaries are never reflected in official 
statistics mean that average total labor costs 
in russia are approximately equal to those in 
competing countries, and continue to grow rapidly.

a comparison of all key manufacturing inputs 
indicates that russia has already lost, or will soon 
lose, its “magnetic attractiveness” as a country 
with low production costs. let us now discuss the 
other two “magnets”: markets and the business 
environment.

maRkets
a direct consequence of rapidly growing labor costs 
is a growth in personal income, which results in 
increasing consumption.

russian markets are on average quite attractive 
for wood-based panel projects, especially those 
targeted toward local markets. between 2003 and 
2008, the production of wood-based panels in russia 
grew by 12% per annum, while annual consumption 
increased by about 11%. Since particleboard, for 
example, is mainly produced and consumed on 
domestic markets, russia is seen as a suitable 
location for a potential project, as on the one hand 
it may offer an abundant wood supply, while on the 
other hand it offers large and rapidly developing 
markets. as the cost of a cubic meter of mdF, oSb 
or plywood is higher than that of particleboard, the 
former can be transported over greater distances 
with no significant increase in the final price for 

the consumer. this makes russia an interesting 
investment opportunity for producing goods which 
can be sold both domestically and abroad. the more 
value that is added to the product (for example; an 
mdF panel, a faced mdF panel, mdF-based laminate 
flooring), the more accessible the export markets 
are. however, the competition is increasing as well. 

a producer of laminate flooring or furniture in 
russia has to compete with companies abroad 
both domestically and on export markets, since 
russia is becoming an equally attractive market for 
competitors. the key sectors have so far been at 
least partially protected by import taxes, although 
possible Wto membership may put an end to 
this advantage. therefore, domestic producers of 
value-added products may feel less secure, as in 
order to be successful they need their production, 
manufacturing costs and services to be at least on 
par with those of their international competitors.

the wood-based panels’ sector is probably the only 
serious “investment magnet” of all forest industries 
in russia, despite the fact that production in this 
sector exceeds consumption (fig. 4), which is mainly 
due to plywood being exported. 

as for other panel products – particleboards, mdF/Fb, 
oSb – there is still potential both for substituting 
imported panels (including niche products, such as 
thin panels or panels with non-standard facing) 
as well as for new large scale projects aimed at 
supplying standard products to growing markets. 
While on the subject of markets, we must briefly 
touch upon the 2008/2009 financial crisis. 

In 2009, the production of wood-based panels 
shrunk by over 20%, whereas consumption dropped 
by almost 29%. this decline is significant, as in 

Europe production and consumption volumes went 
down by some 15%.

the difficult market situation put many projects 
on hold both because of lack of working capital 
credits and a decline in demand. 

on a positive note, markets and prices have 
recovered to almost pre-crisis levels (see fig. 
5), while investment activity has embarked on 
its recovery path, with suspended projects 
being gradually reactivated. Currently, the mdF, 
particleboard and plywood markets are once more 
tight, as there is an undersupply of virtually all 
types of panels, raising income expectations for both 
distributors and producers. In turn, these markets 
are thus seeking new investments. 

the growth of personal income combined with 
a huge potential demand in construction and 
furniture products, accumulated since the time 
these industries collapsed twenty years ago (see 
fig. 6), suggests that the russian market will grow 
steadily, at least for the coming 5-7 years. 

the only “shadow” darkening the bright prospects 
of this market is the fact that the population in 
russia is concentrated in the European portion of 
the country, whereas forests (almost two thirds 
of allowable annual cut) mainly grow beyond the 
ural mountains.

BUsiness CLimate
For the purpose of our study, one may approach 
the business climate from two perspectives: 
climate for investors; and climate for producers. 
the climate for investors in russia remains 
challenging. the underlying problem has been 

Fig. 3. Basic components of production cost in Russia, 1999-2009

Fig. 4. Production and consumption of wood-based panels in Russia, 1992-2009

Million
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traditionally attributed to corrupt government 
officials; however, this appears to be an 
oversimplification. 

let us offer an example which any producer 
would find easy to recognize and understand.

If a company establishes a simple, transparent 
and predictable sales policy, the climate within 
the company becomes resistant to corruption 
and open for potential new partners. an open 
price list, featuring fixed discount rates for 
additional volumes or loyalty as well as clear 
guarantees to sustain deliveries in the event of a 
backlog, leaves little or no room for corruption. 
In order to attract potential partners, the system 
may not be just “equal to all” or “primarily 
friendly for newcomers”, and instead be simply 
transparent and predictable.

If the situation is the opposite one – a closed 
price list with a complicated system of discounts 
for which unclear granting criteria are used, 
back-room fights over deliveries in case of 
undersupply etc. – we can see a perfect platform 
for corruption of all types. 

Expanding this example to describe the situation 
on a country-wide scale, it becomes obvious 
that corruption will arise if the corresponding 
controlling legislation is complicated and 
responsibilities are ill-defined. this occurs 
not in a matter of just a few months, as it 
takes time for officials and the legislation to 
become corruption-oriented. this process is 
self-perpetuating and concerns many related 
issues: allocation of land, securing infrastructure 
needs, approvals and permitting documents. 
on top of this, the mere fact that certain 

infrastructure elements are donated by the 
government is prone to widespread abuse, as 
certain responsible individuals and parties would 
find it difficult to refrain from capitalizing on 
their full control over such resources.

If we return to the sales policy example and 
imagine that a mill has only one distributor 
(which corresponds to a situation when there 
is a state monopoly entity), it would mean that 
the mill is fully dependent on the distributor 
and a significant portion of the profit goes 
to the distributor. but if the mill seeks any 
opportunities to sell its products directly, up to 
and including retail sales, it would mean that the 
sales process itself starts consuming significant 
resources and even becomes a non-core (albeit 
important) business for the mill. In other words, 
in the context of attracting investment at a 
national level, a dialogue between large- and 
medium-size businesses can be more beneficial 
than establishing state owned corporations or 
holding referendums. While there are exceptions 
to this rule, the forest industry can hardly be 
seen as one of them.

let us now assume that an investor has 
managed to overcome all difficulties and – 
with the help of connections to numerous local 
authorities – a new mill has been constructed 
and is undergoing start-up operations. From 
this moment the range of potential prohibitions 
to continued operating is narrowed to excessive 
inspections, approvals and associated delays 
from authorities, who at the same time are 
vitally concerned to keep the mill successfully 
running, given that it is a source of taxes=.
Nevertheless, even «good connections» cannot 

be a guarantee for the business to remain 
successful in the longer term. risks relating 
to an absence of predictable legislation are 
ever-present, which is especially ruinous for 
projects with a payback greater than 3-5 years. 
this is probably one of the major reasons for 
potential investors shying away from coming 
to russia. 

It is self-apparent that privatization of forests 
would be the most reliable long-term guarantee 
for large forest industry players, as is the case 
with brazil (see table 2), because the requisite 
forest guarantees would no longer depend on 
the overall investment climate in the country. 
however, solving this problem firstly requires 
finding an answer to the potential consequences 
for middle and small-size forest businesses as 
well as developing a plan of practical actions to 
implement such privatization. Fortunately, russia 

can, if it so chooses, draw on the experiences 
of other countri.

the situation regarding investments in the 
russian forest industry, although far from 
being ideal, is recoverable. the investment 
activity is low in the pulp sector but quite 
high in the less capital-intensive wood-based 
panels industry (see fig. 7): the relative share 
of new capacities that were built over the last 
decade is almost as high as it is in Eastern 
Europe, latin america and China. russia is 
one of the most attractive markets and one 
of the richest forest regions on the planet. 
one should simply not ignore the fact that the 
situation is getting worse, and capitalize on 
the advantages which russia so far can offer.

Alexey Beschastnov,  
Pöyry Management Consulting 

Fig. 5. Production volumes of particleboard and plywood in Russia, 2000-2010
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Fig. 6. Population and new residential construction in Russia

Fig. 7. Commissioning of new capacities in wood-based panels sector


