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Introduction
According to the terms of reference, the task of the consultant was to prepare a 25-30
pages report containing data characterizing:





dynamics of timber harvesting and made goods from it;
dynamics of foreign trade in forestry products;
legislative and economic instruments regulating the situation in the timber market
(including legislation, taxes, subsidies and investments);
dynamics of prices for roundwood timber

The main source of information was the data of the state statistics prepared by the
Statistical Service of Ukraine for the period since 2010 till 2019. In addition, to detail the
information and obtain longer time series as well as to compare Ukraine with other
countries, there were used the data of departmental statistics of the State Forestry Agency
(data on taxation and some aspects of trade) and international databases - Comtrade
Database, FAOSTAT and EUROSTAT - containing information on production and external
trade in forestry products.
All actual data specified in the terms of reference, except for prices for roundwood timber,
are given in the appendices to the report. The data on prices in official Ukrainian sources
of information have not been published until recently. They are taken from various
sources, which are indicated in the corresponding section of the report.
All the cost indicators are converted into US dollars in accordance with the official
exchange rate of the National Bank of Ukraine.

1

Raw material base

The official data of the State Statistics Service of Ukraine on timber harvesting in the
country in the period since 2010 till 2019 are shown in Appendix 1. Similar FAO data
since 2000, supplemented on the basis of country statistics of recent years, served as
the basis for constructing the graphs shown in Figure 1.
Figure 1: Dynamics and structure of marketable coniferous and deciduous
wood harvested in the third millennium on the territory of Ukraine

Source: Data from FAO and the State Statistics Service of Ukraine
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The attention should be paid to:




a very high average share of firewood in the total harvesting volume: for conifers
-40-50%, for deciduous - 70-80%;
steady growth in conifers harvesting, the first maximum of which occurred in 20112013 and coincided with a sharp drop in deciduous harvesting;
a sharp decrease in the input of firewood during the harvesting of conifers in 2019.

The State Forest Agency and the official Ukrainian forestry science are trying to justify the
low quality of harvested wood by the influence of climate change and mistakes of the past.
In fact, gross mistakes made already in independent Ukraine have a much greater
influence. The main ones are as follows:
1. Exclusion of 50% of the area of Ukrainian forests from planned forestry. In this
area, felling is possible only at the stage of drying out and decay of plantations;
2. Minimization of thinning of plantings aged 20-60 years;
3. Refusal from the basic principles of timber classification by its size, quality and
intended use.
The first two factors led to the accumulation of large areas of low-value forests, the felling
of which is not profitable, as well as the massive weakening of all forests in the country,
which had been growing for more than 20 years without proper care, leading to the loss
of their stability and quality. As a result, the risk of catastrophic situations similar to the
“Windfall century” that hit the forests of Poland in August 2017, the drying out caused by
bark beetle in recent years in the Czech Republic, and the fires of April this year in the
forests of the north of Zhytomyr and Kyiv regions of Ukraine (Fig. 1.2) increases.
Figure 2: In April 2019, about 100 thous. hectares were covered by fire in the
northern regions of Ukrainian Polissia

Forestry is not ready to adequately respond to the situation: neither financially, nor
organizationally, nor technically.
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The third factor is directly related to trade, so it makes sense to dwell on Ukrainian knowhow in timber classification in more detail.
Figure 3: Ukrainian place in the ranking of European countries with a high level
of forestry, in terms of indicators characterizing the output of
firewood during logging.

Source: FAO data for 2017 (before the onset of the windblow cycle and drying out caused by bark
beetle in Europe)

Without this, it is difficult to understand how a country with excellent conditions for the
cultivation of highly productive, high-quality forests and a good level of forestry, according
to statistics, became the European leader in the “art” of forestry “for firewood” (Figure
1.3).
In terms of the volume of firewood harvesting, Ukraine is second only to Germany, while
having four times less volume of the total harvesting. The share of firewood input from
the total volume of marketable timber harvesting has been constantly increasing in Ukraine
over the past 25 years, in the last decade it reached 60% average in the country and even
exceeded this figure. According to the statistics, firewood has long become the main
product of the Ukrainian forestry.
The ratio between commercial firewood and pulpwood is surprising, which is a raw
material for the forest industry, which generates the main income generated by the forest
sector. The volume of firewood in Ukrainian timber harvesting is 8.4 times more than the
pulpwood. There is no such ratio in any of the forest countries of Europe.
Guided by the figures, one might think that Ukrainian timber, due to its extremely low
quality, cannot serve as a raw material base for the development of the woodworking
industry. In fact, this is not the case. Large quantities of Ukrainian fuel wood are bought
by board factories, pulp mills and even lumber manufacturers in many European countries.
All over the world, firewood is considered to be wood used for combustion or for the
production of products intended for combustion, separating it from the composition of
industrial roundwood used in the woodworking industry. In the mid-90s of the last century,
8

by order of the Ministry of Forestry of Ukraine /1/, a new type of wood was added to the
category of “fuel firewood” – “firewood for industrial use”. In practice, there are three
main types of firewood for industrial use:




wood for the production of boards;
coniferous sawlogs, harvested during sanitary felling of drying out plantations. It
is used for the production of container boards, pallets and other low quality lumber;
“parquet oak” (beech, ash, maple, etc.) - trunks with curvatures and other flaws,
suitable for the production of short lumber, primarily parquet friezes, furniture
blanks, packaging boards, etc.

Such a decision contradicted international practice, customs classification of goods and
even Ukrainian textbooks of the disciplines “Wood Science” and “Forest Commodity
Science”; however, it was beneficial for forest enterprises. Rent payments to the budget
for the use of firewood are many times lower than similar payments for the use of the
cheapest assortments of industrial wood /for more details, see the “Taxes” section/. Calling
millions of cubic meters of commercial wood “firewood”, the Ministry of Forestry left
potential taxes at the disposal of enterprises, significantly increasing the profitability of
low-quality timber harvesting and the economic indicators of their activities in general.
The order of the Ministry of Forestry had other consequences much later after its adoption:






the structure of data presentation of the official statistics of logging has changed:
until 2018 (inclusive), millions of cubic meters of “fuel wood for industrial use”
were taken into account in the “fuel firewood” category. This category accounted
for about 4.5 million cubic meters of wood;
after the adoption of the moratorium on the export of commercial timber (Customs
Code 4403), enterprises were left with the possibility of exporting it under the guise
of “fuel firewood”;
ideal conditions were created for the large-scale introduction of corruption schemes
of forestry trade based on “misgrading” - manipulations based on the inconsistency
of the Ukrainian name of forest products with their real market value.

In 2010-2013, within the framework of the FLEG project, funded by the EU, work was
carried out to justify, prepare and audit the transition of forestry in Ukraine to European
standards for wood classification. This work was not demanded by the State Forest
Agency, but the transition to new standards did take place. The reason for this was the
public accusation of the State Forest Agency in organizing the export of commercial wood
(4403) to boards and other European industries under the guise of fuel wood (44011). An
illegal change in international customs classification codes has been proven. This forced
the State Forestry Agency to develop new standards, which came into force in 2019.
In the State Forestry Agency report for 2018, the meaning of the changes is explained as
follows:
“If earlier industrial wood (roundwood timber) in Ukraine was distributed into three grades
(I, II, III) and had a number of assortments according to their purpose, then since 2019
it has been divided into four quality classes (A, B, C, D), as in European countries, with no
definition of the direction of their use.
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…quality class D should include forest materials from which lumber can still be obtained
for further use;


all other roundwood forest materials, from which it is impossible to obtain lumber
for general use, are classified as:
a) firewood for industrial use, 2-4 meters long (for the production of technological
chips or chopped fuelwood);
b) firewood for non-industrial use, up to 2 meters long (can be sold to individuals
or legal entities as fuel)”/ p.24

The transition of the State Forest Agency enterprises to new standards did not affect the
state statistics data for 2019.
Obviously, as a matter of fact, the new classification system continues to be “pseudoEuropean” and serves as a source of disagreements and conflicts. Its main feature is
attribution of fuel wood to firewood, used for the production of wood-based boards, paper
and lumber.

2

Products of the forestry sector: production and foreign
trade

The data of the State Statistics Service on the production of the forest sector products of
Ukraine in 2010-2019 are given in Appendix 2. The figures of the State Statistics Service,
characterizing the foreign trade in goods traditionally related to the products of the forest
sector, are shown in:






Appendix
Appendix
Appendix
Appendix
Appendix

3
4
5
6
7

- timber and wood products (customs code 44)
- pulp, wood pulp, waste paper (47)
- paper and cardboard (48)
- furniture (94)
– forestry products in comparison with total foreign trade.

Appendices 3-6 show the dynamics of the sales value and weight size of exports and
imports for categories of goods designated by four-digit customs classification codes. For
group 94, only wood products were analyzed. Sales value is given in thousands of US
dollars, weight is shown in tonnes.
Below is a visualization of external trade flows of major forest products and an assessment
of their domestic consumption. Trade analysis was carried out according to the UN
Comtrade Database. Domestic consumption was calculated based on the FAOSTAT
database and data from the State Statistics Service of Ukraine. The analysis period, in
most cases is from 2001-2005 to 2018 = 2019.
Graphs in figure 2.1. show the dynamics of exports and imports of goods in the basic
segments of the forestry sector.
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Figure 4: Dynamics and balance of foreign trade in goods of the basic segments
of the forest sector

I have begun working on an in-depth analysis of the production and consumption of certain
types of timber products, which are not provided for by the TOR. Examples of this are the
currently completed section 2.1 and section 2.2, which are currently under being reviewed.

2.1

Cellulose and other fibers

A characteristic feature of the modern forestry sector in Ukraine is the complete absence
of cellulose production. This has not always been the case. In the Ukrainian SSR, a
complex cellulose and paper industry existed and was being actively developed. It
specialized in the production of technical types of paper and board. Bulk types of paper
products were imported from other republics of the USSR.
In the early 90s, three cellulose and paper mills and a wood pulp plant operated in the
country. Their total productivity reached 200 thousand tons of cellulose and wood pulp.
However, this was not enough. The country has always had a large shortage of fresh fiber,
which was compensated by imported products and the use of secondary raw materials.
Ukrainian cellulose and paper mills, initially focused on Russian coniferous wood and other
raw materials (wood of fast-growing species and reeds), could not withstand competition
in the new economic conditions and ceased to exist. For over 15 years, the production of
paper and cardboard in Ukraine is based on waste paper and imported raw materials.
Ukraine is a net importer of wood fiber. The main goods of this group imported into the
country are sulphated cellulose and waste paper (Figure 2.2.).
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Figure 5: Dynamics of imports of raw materials for the production of paper and
cardboard

Waste paper is the main source of raw materials for Ukrainian enterprises for the
production of paper and cardboard. Its procurement is carried out by collection points for
recyclable materials, and there are more than a thousand of them in the country. Waste
paper sales operations are exempt from value added tax. The bulk of the collected raw
materials falls on “mixed” - a mixture of various types of paper and cardboard. The second
place is taken by cardboard, the third is for office paper.
According to experts, Ukraine can theoretically meet the needs of its waste paper
processing plants using its own resources. However, in practice, the shortage of raw
materials is growing. Reasons are as follows: underdeveloped waste paper collection
infrastructure; primitive sorting or the absence of it; low general culture of waste
management.
There is no official data on the volume of waste paper collection in the country. According
to experts, it is 800-850 thousand tons. More than a third of the demand for raw materials
is met through the import of cellulose and waste paper. Their volumes are growing. The
Russian Federation remains the main importer, although its share has noticeably
decreased. In the last 5 years, the import of waste paper from Europe has noticeably
increased, primarily from Poland. In 2019, imports of waste paper fell by 100 thousand
tons, while imports of cellulose increased slightly.

2.2

Timber and timber products

It is a group of timber products under customs code 44. In the past 5 years, against the
background of a general recession in the economy and trade, its share in Ukrainian foreign
trade turnover has been increasing. In total exports, it varies in the range of 2.8-3.2%,
imports of 0.4-0.5% (Figure 2.1; Appendix 7). The group includes products classified as
the 21st category. The general idea of their foreign trade is given by the data in Figure
12

2.5 reflecting the value structure (mln USD) of exports and imports for 2013 and 2019.
The main categories identified by a 4-digit code are sorted in the chart by the total value
of the trade turnover (export + import). The comparison of the current (2019) structure
of export and import with indicators for 2013 allows us in general to outline the changes
that have occurred as a result of the conflict with the Russian Federation, as well as under
the influence of the decision on a 10-year moratorium on timber exports which came into
force in 2016-2017. The graphs of foreign trade dynamics of basic timber products are
shown in Figure below. In this context, it is important to identify the main categories of
goods that determine the income and needs of the forest sector. These are shown below
along with the customs classification codes and a brief description of the content of each
category. Below there are the graphs of foreign trade and domestic consumption of the
main types of timber products.
Figure 6: Value structure of foreign trade in timber products (mln USD)
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Figure 7: Dynamics of the value (mln USD) and the balance of foreign trade in
the main products of the forestry sector of Ukraine

3

Legal and normative regulation of roundwood trade

For ease of presentation, the measures of legislative regulation of timber trade in Ukraine,
within the framework of this report, are conditionally divided into two groups: measures
that determine the rights of ownership of timber and the rules of timber trade (1) and
prohibitive and control measures aimed at combating corruption protecting Ukrainian
producers and conservation of forests (2). Each of these is discussed in a separate
subsection of Section 3 of this report.
According to the current Forest Code, permanent users of the forest have the exclusive
right to harvest timber, as well as the ownership right on harvested products and income
from their sale. According to the Civil Code of Ukraine, the owners own, use, dispose their
property at their own discretion and have the right to perform any actions regarding their
property that do not contradict the law. The state does not interfere with the owners’
exercise of property rights. The owners’ activities may be limited or terminated only in
cases and in the manner prescribed by law.
It would seem that the law gives the right to enterprises, the owners of wood, to
independently decide how to use it and makes them independent sellers of wood.
However, it does not:
1. The owners of more than 80% of the marketable timber officially harvested in
Ukraine are state forestry enterprises acting in concert and managed by the State
Forestry Agency.
2. State forestry enterprises are not free to use the proceeds from the sale of timber,
since they are obliged to ensure the restoration, security and protection of forests,
having no other means for this and being responsible for forest management
before the law.
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3. Contrary to the Civil Code, the State Forest Agency, relevant ministries, the
Verkhovna Rada, the Cabinet of Ministers, the Presidential Administration and even
the governors are constantly violating the rights of timber owners, using different
methods for this. Among them are the main ones: the imposition of rules and forms
of trade on the owners; introduction of legislative and regulatory order restrictions
on trade and movement of timber, contrary to the current legislation; informal,
shadow methods of imposing trade partners and prices on state enterprises timber
owners (Figure 3.1) [3].
Figure 8: Fragments of the informal order of the State Forestry Agency
management to the heads of state forest enterprises, on the
procedure for concluding agreements for the sale of timber
• “... export contracts and direct contracts to sign exclusively with companies of
the agreed list within the price parameters from the table ...”
• ”...it is prohibited to sign new contracts with companies outside the list or with
companies from the agreed list, but outside the agreed prices ...”
• “... monthly plans are subject to agreement with Ukrainian Forest Consulting no
later than the 20th day of the month preceding the planned one” ...
• “... the head of the department is responsible for execution ...”
The main official document regulating timber trade in the period from 2007 to 2018 was
the order of the State Forestry Agency as of February 19, 2007 №42 “On improving the
mechanisms for the sale of untreated wood” [4]. The order enacted “The regulation on
the organization and conduct of auctions for the sale of untreated timber” according to
which:










the regulation concerns the procedure for the sale of all unprocessed wood
harvested by enterprises with the exception of fuel firewood, as well as wood for
own needs of permanent forest users, individual repair and construction, meeting
the needs of the social sphere and industrial woodworking divisions of permanent
forest users;
the sale of untreated timber by all permanent forest users is carried out through
exchange auctions;
auctions for the sale of untreated timber are held once a quarter on the basis of
commodity exchanges located in regional centers, created in accordance with the
Law of Ukraine “On Commodity Exchange” and the Economic Code of Ukraine;
participation in the auction can be taken by economic entities that are engaged in
wood processing;
technological raw materials, pulpwood and raw materials for the manufacture of
rotary cut veneer are sold only to business entities that have their own board,
plywood, cellulose and paper production at specialized exchange trading in one
auction session with another unprocessed wood;
untreated timber not sold on commodity exchanges is sold by enterprises being
permanent forest users under direct contracts at prices not lower than those
established at the last auction.

Throughout the entire period of validity of this document, its provisions were never
implemented, but were criticized and served as a source of constant conflicts [5]. The
main claims of representatives of the woodworking sector were as follows:
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significant volumes of timber are not included in the exchange trading;
speculators who are not related to the woodworking business are allowed to trade;
the pricing system does not even provide for the theoretical possibility of reducing
the starting price, which is systematically overstated in the interests of sellers;
the bidding procedure does not guarantee wood processing enterprises purchase
of wood of the required volume and quality.

In 2014, the process was initiated aimed at the improvement of the rules of timber trade,
which have not yielded results to date. In 2017, order № 42 was canceled by a court
decision as illegal. The created legal vacuum was filled by the Decree of the President of
Ukraine as of July, 09, 2019 № 511/2019 “On some aspects of forest conservation and
rational use of forest resources” according to which it is envisaged to prepare and submit
for consideration by the Verkhovna Rada of Ukraine a draft law which provides for the
introduction of the basis. To date, the Verkhovna Rada has submitted two bills with the
same title “On the timber market” awaiting consideration.
According to the decree of the Cabinet of Ministers of Ukraine as of December, 04, 2019
№1178 “On the implementation of a pilot project for holding electronic auctions for the
sale of untreated timber” provides for:










the approvement of the Procedure for the implementation of a pilot project for
conducting electronic auctions for the sale of individual consignments of untreated
timber;
for the duration of the pilot project, the appointment of the state enterprise
“Prozorro.Prodazhі” (“Прозорро.Продажі”), the administrator of the trading
electronic system through which at least 25% of the harvested timber should be
sold;
the obligation of the state forestry enterprises to participate in the project, the net
income of which, according to the results of 2018, amounted to at least 10 mln
UAH. The rest of the enterprises must sell timber at other electronic auctions;
the establishment of the condition under which the participants in the pilot project
put up for auction lots in the amount of at least 150 cbm, worth at least 200 tsnd
UAH;
the lots that do not meet these requirements to be sold at other electronic auctions.

The experiment has been conducted. Its results have not been summed up, but it can be
argued that the majority of market participants have a negative attitude towards it.
Thus, the search for ways to optimize the timber trade has been going on for the seventh
year. Its results are unpredictable.
According to the author of the report, most of the difficulties in introducing an adequate
market system for the sale of timber in Ukraine are associated with the flaws of the legal
model of forest management implemented in Ukraine, which contains systemic conflicts
of interests that hinder the adoption of effective decisions for the country taking into
account the situation in the economy, ensuring the advanced development of forestry
sector and equally fair in relation to sellers and buyers of timber.
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4

Taxation in forestry

In relation to taxes, entities operating in the Ukrainian timber market can be divided into
three groups:




sellers and buyers (legal entities being business entities) working on the general
taxation system;
individual entrepreneurs of the III group (individuals being entrepreneurs working
on a single tax) at a single tax rate of 5;
individual entrepreneurs of the III group at a single tax rate of 3% + VAT

Individual entrepreneurs whose total annual income does not exceed 5 mln UAH, are
referred to the o
individual entrepreneurs of the III group. (188.18 tsnd USD) (since
April 2, 2020, the amount of income increased to 7 mln UAH (263.46 tsnd USD). They play
a significant role in the forest sector of Ukraine, engaged in “yard” (farm) sawmilling
providing services to the sphere of logging and sawmilling to larger business entities
including state-owned forestry enterprises.
The rest of the timber market participants both buyers and sellers have the same taxation
system with the only difference that regular users pay rent for the timber they harvest
after which it becomes their property. Below is a brief description of the tax system and
the results of its application at the enterprises of the State Forestry Agency in 2019.
Data in Fig. 4.1. give an idea of the general classification of taxes according to their type,
payer and recipient.
Figure 9 Taxes of enterprises and institutions of the State Forestry Agency in
2019

Appendix 8 shows the actual data on the tax payment of enterprises and institutions of
the State Forestry Agency since 2010 till 2019. Figures 4.2-4.3 show data for each tax in
the form of graphs.
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Figure 10: Dynamics of the main taxes of forest enterprises of the State
Forestry Agency

The VAT (value added tax) is an indirect tax, the payers of which are practically all
participants in business transactions (with the exception of the 3rd of group sole
proprietorships operating on a single tax and not being VAT payers). In relation to tax,
they are divided into active (registered with the state tax authorities) and passive (all
other) VAT payers.
The object of taxation is the sale of goods and services. The VAT rate is 20%.
All state and communal enterprises - timber sellers - are active VAT payers. In relation to
the tax, they are payers and tax agents. By purchasing goods and services, they pay the
VAT and accumulate a “tax loan” (TL). When selling their products, the company receives
the VAT from the buyer as a part of its price, forming its “tax liability” (TL). The amount
of the VAT to the State budget is the difference between the tax liability and the tax loan
(TL-TL). By transferring it to the budget, the enterprises enter into the role of tax agents.
In forestry companies selling timber, tax liabilities are many times higher than tax loans.
This is well illustrated by the dynamics of the VAT payments by the enterprises of the
State Forestry Agency (Fig. 4.2.A). Between 2011 and 2014, the VAT fee for the sale of
roundwood timber was abolished. During this period, the share of the VAT in general
taxation was 5-6%. The transition to the payment of the VAT increased it to 38%, due to
the growth of tax liabilities of forest enterprises, which are formed at the expense of timber
buyers.
When selling timber products in foreign markets, enterprises have the right to demand
from the state compensation for the VAT paid to the budget in the production of exported
goods. The amount of the compensation must be confirmed by a package of documents
18

that are checked by the tax authorities. Numerous conflicts are associated with the VAT
refunds for wood products in Ukraine, the essence of which ranges from the fraudulent
behavior of exporters in calculating the VAT to the demand for kickbacks for agreeing to
pay the VAT by tax officials.
“Rent payment for the special use of forest resources” is the most important tax
payment of forest enterprises (Fig. 4.2B). Its full name is “rent for the special use of forest
resources". There is no such tax in any market country in the world. It is not related to
the real price of harvested timber, in its economic essence it is not a “rent” and is a kind
of fee for the felling permit, which is closest to the stumpage rates used in the planned
economy of the USSR. The tax is paid to the owner of the forest (the people of Ukraine)
and transferred to the state and local budgets.
The payers of the rent transfer the amounts of the rent to the accounts opened with the
bodies carrying out treasury services of budget funds, ensuring the distribution of these
funds in the ratio determined by the Budget Code of Ukraine, as amended by the Law of
Ukraine as of November 22, 2018 № 2621-VIII “On Amendments to the Budget Code of
Ukraine”, namely:




37 percent of the rent to the general fund of the state budget;
37 percent of the rent to the general fund of local budgets;
26 percent of the rent to the special fund of the state budget.

The funds of the special fund of the state budget are used to finance forestry.
This tax is extremely important as a tool for leveling differences in the conditions of
growth, harvesting and delivery of wood for forestry. In addition, it is designed to properly
motivate permanent forest users, orienting them towards sustainable, non-depleting forest
management.
Income tax is 18% in Ukraine (Fig. 4.2C). After its deductions to the budget, state
enterprises must pay dividends. (Figure 4.2D), paid from the net income of enterprises.
They were insignificant, but due to the sharp increase in the budget deficit caused by the
conflict with the Russian Federation, they were raised in 2015 to 75%, and in 2019 to
90%. In May 2020, the percentage of contributions to the budget of net income of stateowned enterprises was reduced to 80%. This rule is valid from January 1, 2020.
The withdrawal of such a high share of profits, against the background of the deepening
economic crisis, was one of the important reasons for the deliberate minimization of profits
by state forestry enterprises. Its obvious manifestation is a drop in the absolute values of
dividends and a decrease in the profitability of enterprises. According to the latest
indicator, according to the results of 2019, a new anti-record was set: the average
profitability of the State Forest Agency enterprises in 2019 reached a historical minimum
- 1.9%. Moreover, more than 130 enterprises had a profitability of less than 1%, and five
were unprofitable.
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Figure 11: Dynamics of taxes paid by employees and other taxes of the State
Forestry Agency enterprises

Income tax and military tax. According to the Tax Code of Ukraine, the income tax,
the full name of which is “individual income tax”, refers to national taxes. Payment of such
taxes is mandatory throughout Ukraine.
The object of taxation is the total monthly (annual) taxable income of individuals. The tax
rate on income of employees of enterprises received in the form of salaries has not
changed since January 1, 2016 and is equal to 18% (Section 167.1 of the Tax Code).
The military tax is paid on the entire income of employees, without any preliminary
deductions. (before income tax and other deductions). The military tax rate is set at 1.5%.
It is the same for all types of workers and does not depend on their income level.
Other taxes. This group of taxes includes the tourist tax, the tax on radio frequencies
and a number of other taxes that are not paid by all enterprises and which in aggregate
do not exceed 2% of the total tax payments. The composition of this group of taxes is not
permanent. During periods of changes in the taxation system, sometimes this group
included military tax and other small taxes, which complicates the analysis.
Land tax. In 2018, in accordance with the Law of Ukraine “On Amendments to the Tax
Code of Ukraine and some laws of Ukraine regarding the stimulation of the creation and
operation of family farms” (entered into force on August, 15, 2018), the tax was introduced
in Ukraine for lands of forestry importance, which is a part of the land tax being a part of
the property tax and is credited to the local budget. Its payers are the owners of land plots
and land users, who simultaneously have the status of permanent users of the forest.
Within the limits of the authority determined by the Tax Code of Ukraine, the rates of
property tax, including the part of the land tax for forest lands, are determined by local
councils. They should not exceed the restrictions established by law, namely:




should not exceed 0.1% of the normative and monetary value of one hectare of
forest and non-forest lands of forestry importance, if this assessment has been
carried out;
should not exceed 0.1% of the normative-monetary value of one hectare of arable
land in the corresponding area, if the assessment has not been carried out.

In 2019, the amount of tax on forestry land in permanent use of state forest enterprises
amounted to 5.4 mln USD, or 2.2% of their total taxation.
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It should be noted that many experts believe that the emergence of a tax on forestry lands
is a violation of the principles of one-off taxation and fairness. The rationale for this is as
follows: first, the new (1918) provision of the Tax Code, according to which “the tax on
forest land consists of land tax (1) and rent (2), determined by tax legislation”; secondly,
the fact that tax is imposed on all forest lands without exception, including those whose
economic use is prohibited (reserves, etc.) or impossible (felling, young plantings, etc.).
Pension and social contributions (USC). Since 2011, the “unified social contribution”
(USC) has replaced the previously existing compulsory state social contributions: pension,
as well as insurance contributions in case of unemployment, illness or accident. USC is a
consolidated premium collected by the national insurance system on a mandatory and
regular basis.
Figure 12: Dynamics of deductions of pension and social contributions (USC)
by the State Forestry Agency enterprises

The basis for calculating the amount of USC is salaries. Since 2011 till 2015 inclusive, the
size of USC has been 34.7%, and since 2016 till the present, 22% of the salary fund.
In case if the salary is equal to or less than the minimum level established by the country,
the rates for calculating USC are fixed. In 2019, they were equal to 918 UAH, in 2020 1044 UAH.
USC is not a tax. In its economic essence, this is a part of the wages of employees, which
is compulsorily deducted to the insurance fund and is used to pay pensions and insurance
payments to the employee in case of disability for one reason or another.
In the economic assessment and self-assessment of the activities of the state forestry
enterprises subordinated to the State Forest Agency, it is customary to credit them with
the entire volume of taxes and mandatory payments transferred to budgets and funds,
and also to complain about excessive taxation. At the same time, the fact is ignored that
in a number of cases, enterprises transfer other people's money, acting as tax agents. The
data shown in Fig. 4.4 clearly illustrate the change in the dynamics and structure of taxes
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and mandatory payments sent to the budgets and funds by the state forestry enterprises,
taking into account who is their real payer.
Figure 13: Dynamics of the size (mln USD) and structure (%) of taxes and
obligatory payments transferred by the State Forestry Agency
enterprises to the budgets and funds

Obviously, the main reason for the increase in deductions from forest enterprises to
budgets and funds is the increase in the VAT, the amount of which increased from 5-6
mln USD in 2012-13 to 70-74 mln USD in 2018-2019. The share of this VAT in the total
payments of enterprises, in the same period, increased from 3 to 30%. The reasons for
the increase in the tax are the abolition of the moratorium on the payment of the VAT on
the sale of roundwood timber, which was in effect from 2011 to 2015, and the moratorium
on the export of timber, which allowed enterprises to minimize the VAT payments. The
actual VAT payers are woodworking enterprises - wood buyers (blue in the graph). The
role of state-owned enterprises is reduced only to transferring their money to the budget.
A part of payments to the budgets (income tax and military tax) are made by employees
of enterprises from their salaries. The size of these payments is completely determined by
the number of employees and the level of salaries. Their share in total payments is
relatively stable. Some of its increase in recent years is due to the introduction of the
military tax and the outstripping growth of wages in 2014-2017 in most enterprises of the
State Forest Agency.
The total amount of other taxes (rent, income tax, dividends, other taxes) and USC shows
a downward trend. If in 2012 and 2013 enterprises transferred 137.4 and 148.2 mln USD
under the above-mentioned articles respectively, then in 2018 and 2019 it amounted to
111.4 and 123.0 mln USD, that is, more than 20 mln USD less.
The sharp increase in corporate taxes in 2019 against the background of a decrease in the
volume of timber harvesting, attracts attention. Its main reason was the increase in rental
payments and the introduction of a land tax. When assessing the impact of these
innovations on forestry, it should be borne in mind that 26% of the total rent payments,
starting in 2019, are directed to financing forestry.
In general, the taxation system operating in the forestry sector of Ukraine is completely
unbalanced and not fair. The reasoning behind this conclusion is beyond the scope of this
paper.
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5

Subsidies and investments

5.1

Subsidies (external funding)

The main and probably the only official sources of subsidies for forestry in Ukraine are the
state and local budgets. Their significance is incomparable: subsidies to local budgets are
not predictable and are less than subsidies from the state budget.
Data on the level and dynamics of budget subsidies for forestry are given in Appendix 9.
Budget financing of forestry up to 2014 inclusive was allocated on the basis of the target
state program “Forests of Ukraine”. Its recipients were forest authorities, as well as forest
enterprises and organizations under the management of the State Forestry Agency of
Ukraine. Communal forestry enterprises, as well as state forestry enterprises, did not have
other subordination to budgetary funding.
The codification and list of budget items directed to the needs of forestry have changed.
The main changes took place in 2011 and are as follows:
In connection with the transfer of forest schools and colleges to the system of the Ministry
of Education, the article “Training of forest specialists and bachelors” was excluded
The funds previously allocated to science under three budget items such as “Applied
scientific research” (1), “Fundamental scientific developments” (2) and “Training of
scientific personnel” (3), are combined in one article "Scientific research and training of
personnel".
The funds allocated under the articles “Creation of protective forest plantations (forest
belts)” and “Protection of the natural reserve fund” are combined with the funds allocated
under the article “Forestry and hunting”.
Thus, since 2012, forestry has received budget funds under three items:
1. “Management (maintenance) in the field of forestry", financing of the activities of
the State Forestry Agency and regional departments of forestry and hunting;
2. "Conducting forestry and hunting", financing of work performed by forest
enterprises and institutions related to forestry, protection and security of forests.
3. "Scientific research and training of personnel", financing the activities of research
institutes subordinate to the State Forestry Agency.
Until 2014, the State Forest Agency was the manager of budgetary funds allocated for
forestry. Later, this status was lost and passed to a higher authority: first to the Ministry
of Agrarian Policy and Food, then to the Ministry of Environmental Protection and Energy,
and eventually to the Ministry of Environmental Protection. Since 2019, the State Forest
Agency has ceased to receive funds under the article “Scientific research and training of
personnel” which are now directed to the corresponding article of the relevant ministry.
Thus, at present, the forestry of Ukraine is financed only under two items: management
of the industry (1) and forestry and hunting (2). The dynamics of funds allocated for them
over a 10 year period, in hryvnia and dollar equivalent, is shown in Figure 5.1. The funding
allocated under the item “Forestry” in 2010 and 2011 is calculated as the amount of funds
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allocated for forestry, the creation of protective plantations and the protection of the
nature reserve fund.
Figure 14: Dynamics of budgetary financing of forestry management costs and
maintenance in hryvnia (A) and US dollars (B)

The charts show the project of financing the forestry industry, given in the draft budget
for 2021 (as of October 30, 2020).
The catastrophic decrease in funds allocated to support forestry and hunting in 2014-2016
is due to a number of objective and subjective reasons, the main of which are: the end of
the period of the state program “Forests of Ukraine” (1) and non-professional
management of the industry (2).
Since 2015 till 2018, budget funds were allocated only to budgetary organizations and
forestry institutions, the bulk of which was related to National Natural Parks and Reserves.
As a result, many enterprises in the industry that did not have production forests and were
deprived of the opportunity to independently meet their needs were brought to the brink
of bankruptcy. Most of these enterprises are located in the steppe, arid, southeastern zone
of Ukraine, where there are very few forests and they perform exclusively protective,
ecological and social functions. During this period, to ensure their survival, not typical
forms of subsidies were used not provided by legislation: employees of relatively
prosperous enterprises transferred their one-day wages to the needy every month;
prosperous enterprises took “patronage” over the poor and gave them part of their
products free of charge with the right to sell them; the collection and transfer of funds for
support were carried out by trade union organizations.
In 2019 and 2020, the budget support for enterprises was increased. In hryvnia
equivalent, it approached the pre-crisis level, and according to the draft budget for 2021,
it will even exceed it (Figure 5.1.A). However, this increase does not take into account
inflation processes, and therefore its degree is significantly exaggerated. The estimate in
US dollars (Figure 5.1B) reflects the real picture: against the background of deteriorating
conditions for the sale of timber, a decrease in income and a simultaneous increase in the
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need for financial investments in maintaining the sustainability of forests, the financial
support of the state forestry has decreased by 3-4 times.
General and special funds are allocated in the budget of Ukraine (Table 1)
Table 1: Components of general and special budget funds
List of components of the general
fund of the budget

List of components of the special fund
of the budget

All budget revenues, except for those
intended to be credited to a special
budget fund

Budget revenues (including own revenues
of budgetary institutions), which have a
target direction

All budget expenditures carried out
from the revenues of the general fund
of the budget

Budget expenditures, which are carried out
at the expense of specific revenues of the
special budget of the budget (including
own revenues of budgetary institutions)

Budget lending (return of loans to the
budget without defining the target
direction and granting loans from the
budget, carried out at the expense of
the general budget fund) budget)

Budget lending (return of loans to the
budget with the determination of the
target direction and the provision of loans
from the budget, carried out at the
expense of specific receipts of the special
budget fund)

Funding of the general fund of the
budget Funding of the special fund of
the budget

Financing of the special budget fund

Figure 5.2.demonstrates the dynamics of financing of the state forestry of Ukraine from
various budget systems is shown.
Figure 15: Dynamics of budgetary financing of expenses for forestry
management and maintenance from general and special budget
funds in US dollars (A) and % (B)

The charts show the project of financing the forestry industry, given in the draft budget
for 2021 (as of October 30, 2020).
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Until 2018, inclusive, the special budget fund allocated for the needs of forestry was
replenished mainly at the expense of the own revenues of budgetary organizations and
institutions, in particular, payment for the contractual work performed by them with
economic entities, as well as transfers related to hunting management (payment for
hunting cards , licenses, etc.). Most of these funds were difficult to plan for. Their total
volume was insignificant and until 2015 did not exceed 3% of the total budget financing.
Its slight relative increase in 2016-2018 (Figure 5.2 B) is illusory. In fact, in absolute terms,
funding from the special fund has decreased, but to a much lesser extent than funding
from the general fund.
The dramatic increase in the share of the special fund in 2019 is due to changes in the
Tax Code, according to which 26% of the rent for the special use of forest resources is
transferred to a special budget fund. This measure makes it possible to link budgetary
support for forestry with the volume of tax payments, and thus to be able to redistribute
funds between regions. However, the possibilities of further increase of funding from this
source are extremely doubtful, since in order to increase the size of the special fund by 1
mln USD and direct this money for forestry in sparsely forested steppe regions, taxes will
need to be increased by almost 4 mln USD and, consequently, reduce the income of all
forest enterprises, especially those that harvest large volumes of wood.
In general, the existing system of budgetary support for state forestry in Ukraine should
be recognized as ill-considered and inadequate. In fact, its further use is a direct path to
further deterioration of the state of forests, an unreasonable increase in felling, bankruptcy
of state forestry enterprises in low-wooded regions of the country. The main flaws in the
system of budgetary support for state forestry include:
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inconsistency of the amount of allocated funds with the tasks facing forestry,
external conditions of management and the own capabilities of forestry
enterprises;
lack of a system of management and control over the distribution and use of
allocated budget funds;
chronic non-financing of activities carried out in the interests of the state as a
whole (inventory and accounting of forests, protection and security of forests,
accounting and control of the sale of timber harvested in state forests,
afforestation, development of forest infrastructure, etc.)

Investments

To assess the investment of external investments in the forestry sector of Ukraine is
difficult. This is due to the fact that investments in various segments of the forestry sector
are assessed in conjunction with other activities that are not related to it. For example,
investments in forestry are aggregated with investments in agriculture and fisheries, and
investments in furniture production with investments in other products, as well as repair
and installation of machines (Figure 5.3). Investments in woodworking are combined with
investments in the production of cellulose and paper products and printing. Although all
these activities are included in the “forest cluster”, they are strongly removed from each
other and should be considered separately.
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Figure 16: Dynamics of external investment (equity) in forest-related activities

Assessing investments in the forestry sector according to the media and other unofficial
sources, the following can be noted:
1. Apart from international projects aimed at promoting the development and reform
of the forestry sector, there have been no external investments in forestry to date.
Separate attempts to implement investment projects at the beginning of the
millennium were made by the Austrian state forest company ÖBf AG and the World
Bank, but they did not receive support in Ukraine.
2. Investments in wood processing, primarily the development of sawmill and panel
production, as well as the production of biofuels, increased significantly after the
ban on the export of roundwood, but remain insufficient. According to data for the
last 5 years, more than 65% of investments are in four countries: Cyprus (30%),
Austria (14%), Poland (12%), Switzerland (11%).
3. It is currently not possible to estimate investments in furniture production.
Overall, external investment in the Ukrainian forest sector is much less than expected. The
main reasons for this are the high corruption load on the promotion of investment projects
and the lack of guaranteed access to the volumes of raw materials necessary to ensure
the smooth operation of woodworking enterprises.
Figure 5.4 demonstrates the data reflecting the dynamics of domestic capital investment
in the development of various segments of the forestry sector. In contrast to the data
shown in Figure 5.3, domestic investments in forestry and harvesting are shown
separately, and investments are shown in millions of US dollars.
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Figure 17: Dynamics of domestic investment (capital investment) capital) in
activities related to the forest sector

The main source of capital investment is the own funds of enterprises. In forestry, there
were isolated precedents for the targeted allocation of budget funds for the purchase of
fire fighting equipment and the construction of roads. Usually they are associated with
large fires, are relatively small and are directed to the disposal of the affected forest
enterprises and do not have a systemic impact on the development of the industry.
Capital investments include costs in the amount of more than 20 thd UAH (about 700
USD), which are directed to the reproduction and development of the production process,
including the repair of equipment and buildings, the purchase of equipment, new
construction. The financial accounting system used in forestry does not make it possible
to assess the structure of capital investments by directions of their use, as is done in
Germany and other countries.
A joint analysis of official statistics and data from other sources allow us to state the
following:
Investments in forestry and harvesting are extremely small, as evidenced by the
widespread use of outdated production technologies, the presence of a large number of
old (more than 10-20 years) equipment and mechanisms in the vehicle fleet, and
insufficient development of forest infrastructure.
Since the adoption of the moratorium on timber exports, there has been an accelerated
investment in wood processing. The funds are mainly directed to the development of
sawmilling, production of wood chips and pallets, as well as drying facilities.
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6

Prices for roundwood

In Ukraine, there are no official sources of information on the level and dynamics of
timber prices on the domestic market. The data on the value of exported timber for the
period from 2010 to 2017-2018 are summarized in the graphs in Figures 6.1 - 6.3.
Figure 18: Dynamics of volume and average prices of commercial roundwood
timber exported from the territory of Ukraine since 2009 till 2018

The main volume of Ukrainian exports of products of the customs code 4403 falls on
coniferous wood, which, when recorded, is not divided by species. Its main volumes are
supplied to three countries: Romania, Turkey and China. The terms of delivery and
average prices for softwood shipped to different countries are different, but the general
trends in price changes are similar (Figure 6.2).
Figure 19: The volume and average price of commercial conifer timber exported
to the countries being main buyers
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Figure 6.3 compares the average prices of softwood sold by state-owned enterprises in
Latvia and Estonia (by the road, excluding VAT) with export prices for similar Ukrainian
timber.
Figure 20: Dynamics of average annual prices for pine sawlogs with a diameter
of more than 18 cm, sold by state-owned enterprises of Latvia
(LVM) and Estonia (RMK) and conifer wood exported by Ukraine

It is noteworthy that the differences in the compared ones increased sharply after 2012,
which is undoubtedly due to the large-scale introduction of large-scale corruption schemes
in the trading practice of state-owned enterprises, associated with the understatement of
official schemes and the development of the practice of paying the buyer for “marketing
services” or trade through registered offshore intermediaries.
The comparison of average annual prices does not give a complete idea of how much the
prices of the export-oriented Ukrainian market depend on fluctuations in world and
European prices for timber. The dynamics of monthly or quarterly prices is much clearer.
The graphs below show the comparative changes in prices for softwood in Ukraine and
the Baltic countries. We emphasize that the prices for Ukraine are calculated as the
average for the enterprises of the State Forestry Agency of forest regions (Polissia and the
Carpathians) and are recalculated in euros. It should be noted that in Polissia almost the
entire volume of coniferous wood is represented by pine. Various conifers are harvested
in the Carpathians, but spruce prevails in quantitative terms.
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Figure 21: Dynamics of average prices for sawlogs with a diameter of more than
18 cm in the domestic market of Ukraine by natural zone and similar
pine and spruce timber sold by the State Forestry Center of Estonia
(RMK)

The graphs in Figure 6.5. demonstrate the comparison of prices for pine wood of different
diameters, harvested by the state forestry structures of Latvia, Estonia and Ukraine.
Figure 22: Quarterly dynamics of average prices for pine sawlogs of different
diameters, harvested by state-owned enterprises of Ukraine, Estonia
and Latvia

In all cases, the price level of Ukrainian timber is much lower than in the Baltic countries,
and the patterns of their dynamics are significantly different. This is due to a number of
reasons, including the main ones:
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different approaches to wood sorting;
lower quality of Ukrainian timber in average;
deliberate understatement of prices, in order to obtain unlawful benefits.

Below, according to the sales data of coniferous and oak roundwood for the third quarter
of 2020, the average prices of coniferous and oak timber in the domestic market of Ukraine
are shown, depending on the diameter and quality class (Figure 6.6).
Figure 23: Dependence of average prices in US dollars for commercial conifer
and oak timber on size (diameter) and quality (quality class)

Attention is drawn to the unsignificant by European standards, prices of coniferous and
very high prices of oak wood. Evaluating this fact, it is useful to assess the size-quality
structure of the sale of coniferous and oak wood (Figure 6.7.)
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Figure 24: Sales structure of conifer and oak timber in the 3rd quarter of 2020
by size and quality
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In Appendices 3-6, the value of foreign trade is given in thousand USD.
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