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ACTIVITY OF FOREST MANAGEMENT SOCIETIES IN ESTONIA1
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The privatization process started at the beginning of 1990s in Estonia. At present, 60% of forest land is in
private possession. Nevertheless, co-operation in forestry has not reached the level of the period of 1918-1940.

A co-operative should be formed as a monopolistic trader towards the monopsony middleman. It is important for
developing countervailing power and through internalization of many transactions into single co-operative for econo-
mizing on transaction costs. Hence, forest management societies together with the Estonian Private Forest Union
should collectively sell the wood of private forest owners to saw-mills and other wood companies. If possible, a co-
operative should additionally try to overtake middleman�s functions and bargain directly with the market. In the case of
forest co-operatives, this means that they should buy or build their own sawmills and develop their trading network in
order to sell the wood products to end consumers. If private forest owners have reached the goal of co-operating in
trading with middleman or the market directly, it would also be possible to co-operate in bargaining with downstream
partners: i.e. buying seeds and plants collectively etc.

In addition to direct economical benefits, the Estonian Private Forest Union and its member co-operatives could
offer its members some other (non-economical) benefits: represent private forest owners� interests on state and Euro-
pean level, raising forest owners� specific competence, getting different subsidies from the EU easier, assure sustain-
able and environment friendly forestry etc.
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1. Introduction
Forests are one of the most important resources

of Estonia. In Estonia, forests and rural life have been
historically related. In the viewpoint of social devel-
opment, forestry is important as employment pro-
vider. In many rural areas of Estonia, forestry is the
main industry that offers employment. Also, tax rev-
enues from forestry give a considerable part to the
budgets of local governments. For rural people, wood
is an important resource of energy.

Forests can be divided into three major catego-
ries: state, firm and private forests. The owner of
state forests is Estonian government, as firm forests
belong to different firms. Their activities can be de-
scribed as enterprise-oriented. Owners of private
forests are individuals – this makes this kind of for-
est management property-oriented. In this article we
mainly discuss over co-operation in Estonian private
forestry.

The aim of the article is to show the importance
of economic co-operation of forest owners. The sec-
ond aim is to discuss over different aspects of fi-
nancing co-operatives, mainly through co-operative
banks (credit unions). For that reason our research
method in this article is to bring out and analyze the
theoretical importance of co-operative firms and link
it to present situation in Estonia. For achieving the
second aim we will give theoretical evidence of fi-
nancing co-operatives as there is lack of empirics in
the case of Estonia at the moment.

2. Discussion
2.1. Private Forest Management Organiza-

tions in Estonia
The privatization process started at the begin-

ning of 1990s in Estonia. At present, 60% of forest
land is in private possession. Despite that, the co-
operation in forestry has not reached the level of the
period of 1918-1940. A new period of Estonian for-
estry co-operation started in 1992 when the Esto-
nian Private Forest Union was established. Nowa-
days, it unites about 40 local forest management
societies from all the counties. Shortly after the es-
tablishment of the Estonian Private Forest Union, the
importance of forestry co-operation was to be ex-
plained. Many forest management societies were
formed during the privatization when the state is-
sued the holdings to forest owners. These holdings
were used to buy forestry equipment collectively.
At first, the equipment was used collectively but a
great part of it was used opportunistically, so not all
members of the societies could use it equally. There-
fore, the usage of the collective equipment is not
sufficient at the moment.

Estonian Private Forest Foundation (Sihtasutus
Erametsakeskus). The Private Forest Foundation that
has gained important position for the private forest
owners has a goal to develop private forestry based
on sustainable and environment friendly principles.
The foundation also accomplishes other tasks which
are stated in the law (Meikar 2004).

Principles of supporting private forestry are set
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out in Forestry Development Plan of Estonia to the
year 2010. Main activities financed by the Private
Forest Centre are:

• supporting private forestry through the orga-
nizations forest owners, which is apparently a way
to strengthen a joint action;

• supporting private forestry primarily through
consulting and forest management planning (forest
arrangement and drafting of forest management
plans free of charge, whereby a possibility of fast
preparation of forest management plans at the ex-
pense of the forest owner was anticipated);

• developing the structure of consulting service
on the principles of competition; special attention is
concentrated on timber marketing. Consulting can
also be for charge, ordered and paid by the owner;

• developing tax policy on principles that favor
of evolving of private forests;

• concentrating on restoration of forest and
following the requirements of environment protec-
tion in regards with supervision of private forests.
For some reason meeting the cutting requirements
has not been a priority and along with leaving the
forests un-renewed it is at least as big of a problem.

Estonian Private Forest Union (Eesti Eramet-
saliit). The activities of the EPFU are carried out con-
sidering the principles of democracy, sustainable de-
velopment and environmentally friendly forestry. All
the members of the EPFU have the right to partici-
pate in EPFU’s work. That helps to create a struc-
ture that works on principles of collaboration.

The main purpose of the EPFU is to represent
the interests of private forest owners. This means
active participation in Estonian forest policy and in
the legislative process. For creating a strong repre-
sentative body, it is important to co-operate with
forest owners and to let them express their positions
clearly. The opinion of the forest owners has to be
regarded in the course of such important processes
as the development of the new Forest Act or intro-
ducing amendments to the tax regulations. The EPFU
can be considered as a mediator in the forest ques-
tions between the state and the “third sector”. (In-
troduction 2007)

The EPFU is also engaged in international co-
operation. It has established very good relations with
similar organizations in Nordic and Baltic countries
as well as in Central Europe.

The EPFU is supporting the activities of its mem-
ber organizations with implementing various projects.
Communication with private forest owners is one of
its main tasks. All forest owners joined with the EPFU
and its member organizations have the right to ac-
quire special membership card that enables to get
certain services by lower price. For the members,

the EPFU also organizes forestry trips to neighbouring
countries.

The EPFU’s highest governing body is a general
assembly of its member organizations. The assembly
is organized at least twice a year. Each member or-
ganization has one vote in a meeting. Daily work of
the EPFU is carried out by the board.

Operating was also the Private Forest Manage-
ment Co-operative with the objective of represent-
ing, protecting and supporting economical interests
of its members and promoting environment-friendly
forest management. The members of the co-opera-
tive had the right to receive a part of distributed profit
in accordance with the proportion of their part pay-
ment. Unfortunately the co-operative went bankrupt
in 2006.

2.2. Economic Interpretation of Co-operatives
Modern basic economical theory of co-opera-

tion – institutional economics – contemplates three
forms of co-operation: market, enterprise and state.
The role of all these three institutions is to enable
co-operation between individuals with bounded ra-
tionality and to reduce transaction costs which oc-
cur of necessity in the real world. First man who has
brought this kind of comprehension into economics
was Ronald Coase and it has been discussed by many
authors.

According to institutional economics, co-opera-
tives should be handled as firms. It is relevant to
mention that every firm has a side of property and a
side of enterprise. (Roos 2007: 12). Examining co-
operatives from the property side, it appears that
they differ from capital enterprises due to the fact
that customers of co-operatives are at the same time
also members (owners) of the firm. From the enter-
prise side, co-operatives are often similar to other
form of firms. Many earlier studies emphasize differ-
ent institutional problems of co-operative firms such
as common property problem, the horizon problem,
the monitoring problem, the influence cost problem,
the decision problem, the profit-sharing problem etc.

Nevertheless, the literature of organizational
economics explains the existence of co-operative
firms through their ability to economize on transac-
tion costs and to develop countervailing power
(Valentinov 2007: 55). Through co-operatives as
collective organizations, it is possible to internalize
crucial transactions into a firm collectively owned
by the holders of transaction-specific resources.
These stakeholders can avoid potential threats to the
quasi-rent of their investments by outside opportun-
ists� by using the form of co-operative (Bonus 1986:
335).

Achieving a balanced view of the institutional
advantages and disadvantages of co-operatives was
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the objective of Hansmann�s theory of enterprise
ownership. Hansmann explained the existence of dif-
ferent organizational forms such as investor-owned
firms, employee-owned firms, co-operatives and
mutual and non-profit enterprises by comparing mar-
ket contracting costs and ownership costs faced by
their patrons (i.e. agents transacting with the firm).
(Hansmann 1988, 1996) Applying this framework
to agricultural co-operatives, he argued that farmers
generally face high market contracting costs for two
major reasons:

1) they have weak market power compared
with their up- and downstream trading partners

2) in dealing with these partners, they may be
confronted with information asymmetries.

In many works (Hansmann 1988, 1996; Staatz
1987), it can be recognized that farmers often find
themselves in a disadvantageous position in relation
to their trading partners and can use co-operative
organization to compensate for these disadvantages.
These disadvantages of farmers acting individually
come from information asymmetries and low bargain-
ing power of farmers as stated before. Importance
of the problem of bargaining power is explained sub-
sequently in showing the theoretical need for co-op-
eration as problems connected with information
asymmetries can be the topic for successive research.

Bargaining power is a concept related to the
relative abilities of parties in a situation to exert in-
fluence over each other. If both parties are on an
equal footing in a debate, they will have equal bar-
gaining power such as in a perfectly competitive
market or between an evenly matched monopoly and
monopsony.

Bargaining power is often expressed as a ratio
of a party’s ability to influence the other participant
to the costs of not reaching an agreement to that
party as follows (Bargaining power 2007):

1) BPA(bargaining power of A) = (benefits and
costs that can be inflicted upon B)/(A’s cost of not
agreeing),

2) BPB(bargaining power of B) = (benefits and
costs that can be inflicted upon A)/(B’s cost of not
agreeing)

If BPA is greater than BPB, then A has greater
bargaining power than B and the resulting agreement
will tend to favor A. The reverse is expected if B has
greater bargaining power instead. This formulation
and more complex versions with more precisely de-
fined variables have been utilized to describe the
behavior of parties to a negotiation and determine
where their behavior will fall within the possible op-
tions they might agree to. Even in a situation of seem-
ing equality, there may be underlying factors that
more complex models of bargaining power tend to

include.
However, to indicate how the bargaining power

of farmers is linked to lower costs and higher profits
of farmers, one should carry out a simple transmuta-
tion in preceding formulas. Let us assume that A is a
group of small farmers and B a single monopolistic
(towards farmers and not necessarily towards the
market) middleman of the products of farmers. Farm-
ers make expenses per unit of product in amount of
p and sell the unit to middleman with a. Hence,
middleman makes expenses per unit in amount of a
but sells the unit to market with b. So we can
transmutate preceding formulas as follows:

1) BPA = (b – a) / p
2) BPB = (a – p) / (b – a)
If farmers formed a co-operative that would be

a monopolistic to at least some of downstream trad-
ing partners, it would likely be possible to lower p.
This comes from lower costs generated by better
bargaining power towards downstream trading part-
ners of A and also lower transaction costs that come
i.e. from lower interacting costs with trading part-
ners.  Analyzing these formulas, one can state that
lowering p raises bargaining power of A (farmers)
due to the fact that disagreement with B (middle-
man) is  less costly. On the other hand, lowering p
rises also bargaining power of B, because (a – p) or
extra charge of A raises. This means that there would
be more to win now for A when interacting with B
and it makes A more prone to bargaining.

If farmers would also co-operate in bargaining
with upstream trading partners, it would be the case
of evenly matched monopoly (A) and monopsony (B).
It would make their bargaining power equal. If the
co-operative of the farmers could also take over
middleman�s functions, it could directly bargain with
the market, asking price in amount of b.

Thus, it would be beneficial for farmers to form
a co-operative which would monopolistically bargain
with monopsony middleman or with market directly
(in this case farmers� co-operative would not neces-
sarily be monopolistic similarly to the middleman.
Forming a co-operative would now help farmers to
get better price for their products through the fact
that they co-operated in developing a countervailing
power to the middleman and economizing their trans-
action (internalization of many transactions into one
co-operative) costs.

Farmers could also earn extra quasi-rent by co-
operating in trading with downstream partners due
to the fact that monopolistic behavior would be pos-
sible towards some of them. Still, as it comes from
the formulas, there may be no use to form just this
kind of co-operative, otherwise it would also raise
middleman�s bargaining power and would give her a
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chance to earn extra quasi-rent at the expense of
co-operative of farmers.

2.3. Financing of Forest Management Societ-
ies and the Need for Credit Unions in the Context

According to a generally accepted definition the
aim of co-operative banking is to unite the small fi-
nancial recourses of its members and give these re-
sources out as loans to its members for making larger
investments and to promote their consuming capa-
bility (Roos 2007: 31, Ward 2006: 3). Co-operative
financial enterprises are in principle non-profit orga-
nizations rendering services to their members at cost
value. The members (clients) of co-operative banks
have a vote over decisions concerning the course of
action. These two main aspects distinguish co-op-
erative financial enterprises from commercial banks.

Co-operative banks and credit unions can nowa-
days be useful mainly for the development of enter-
prise and agriculture in rural areas. Hence, they can
be useful also for development of forestry. At least
three important reasons for this can be brought out.
First two of them are institutional as the third one
can be considered socio-economical.

First, in the countryside of Estonia the network
of commercial banks is sparse, making the availabil-
ity of even the most elementary bank services diffi-
cult to obtain for countryside people. Second, com-
mercial banks are more interested in serving clients
from urban areas because they are more solvent.
Thus the founding of a system of financial co-opera-
tives would fill an empty niche and would help to
spur rural life in Estonia. (K�ljalg 2001: 45)

Third, the need for different financing exists in
many fields of economy and forestry can be held one
of them. In the context of Estonian forestry, small
private forest owners and their small forest manage-
ment societies and co-operatives have difficulties in
applying for loans from commercial banks i.e. for
forestry equipment, machinery, plants and seeds. The
main reason is that forestry is not their main activity
and they do not have enough time resources manag-
ing and budgeting their forests every day. That is
why they may not have sufficient collateral for ap-
plying for loans from commercial bank, which, in this
case, may not have sufficient reliance towards the
mutuary and may set interest level higher as it would
be beneficial for private forest owner or its co-op-
erative (Kreuz 2006: 1).

Kreuz (2006: 4-12) also discusses that giving
out loans through microfinance organizations (i.e.
credit unions or co-operative banks) could lower trans-
action costs and costs connected with information
asymmetry due to the fact that microbanks use dif-
ferent alternative methods securing credibility of the
mutuary (i.e. through common bond).

Co-operative banking, i.e. the system of credit
unions in rural areas is the basis for the effective
financing of farms, agricultural co-operatives and
forest management societies (Roos, Tomson 2007:
75-80). The reason why the system of rural entre-
preneurship based on commercial banking cannot be
considered as effective, lies in the ambition of com-
mercial banks to gain profit and the lack of their trust
towards small mutuaries.

We propose that the contemporary credit union
system in Estonia should concentrate on the follow-
ing questions:

• Collecting deposits of private forest owners
and other agricultural enterprisers by paying at least
6% of interest per year.

• On the account of collected deposits and
other resources (i.e. subsidised loans from the state)
giving out favourable loans to private forest owners
and other agricultural enterprises.

• Counselling on agricultural enterprises and
business activities.

• Assisting in establishing agricultural co-opera-
tives and financing them.

• Promoting collective activities of its region in
every way.

The role of credit unions is to manage co-op-
erative money circulation in their region. For start-
ing such money circulation it is first of all necessary
to bring in the deposits of the inhabitants and enter-
prisers of the parish as main sources of loan re-
sources. Favourable possibilities for this were estab-
lished by interest rate of 6-10% offered by Estonian
credit unions. In 2005, 109,000 Estonian families
(19%) kept their savings at home (F-monitor, 2005).
The majority of such families live in the countryside.
Therefore it is important to develop trust in country
people towards the credit union operating in their
parish or region. The main work in this field must be
done by the credit unions themselves through pre-
sentations and advertising. Also, the standards of
deposit insurance of credit unions established by law
need to be reviewed because these do not protect
deposits kept in credit unions, leaving them unpro-
tected and thus diminishing the liquidity of credit
unions as a whole.

On the account of the deposits and other mon-
etary resources involved in the credit union of the
region it is possible to start to finance the activities
of the enterprisers of the parish. In the first place it
is necessary to give loans to private forest owners
for buying seeds, plants and machinery etc. Never-
theless, a contemporary credit union should desir-
ably be the ideological centre of the co-operative
activities of the region. For example, when several
forest owners have the need for taking a loan for the
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acquisition of machinery, the credit union should set
a precondition for them to establish a machine co-
operative. The loan for purchasing machinery would
not be given to single forest owner but via the ma-
chine co-operative they have founded together. The
credit union also has to calculate the efficiency of
the forestry of the region. For example, it should be
calculated together with the forest owners whether
it is more sensible to take their wood to private saw-
mills or whether it would be more profitable to es-
tablish their own co-operative saw-mill.

The development of joint activity and the coop-
erative financing of rural entrepreneurship is not in
contravention of the investment aids distributed within
structural funds of the EU or the Estonian Forestry
Development Plan. Via the joint activity of forest
owners and other rural entrepreneurs, it is probably
possible to increase their ability to write projects for
grants and receive resources for supporting their
activities. Such co-operation also decreases the com-
petition between rural entrepreneurs at applying for
grants. In addition to this, it is also possible to gain
an additional effect when using the received invest-
ment aids, by establishing joint enterprises, for ex-
ample, for the joint use of machines and devices and
the launch of joint production and marketing. The
local credit unions can help the rural entrepreneurs
and forest owners with writing projects, mediating
and administrating project funds and with investment
advising.

3. Importance of the Estonian Forest Manage-
ment Societies and Conclusions

Due to the fact that most of the Estonian for-
est land is owned by private capital, necessity for
private forest management has arisen. This kind of
private forest management that would be beneficial
and environment friendly is totally an obligation for
the private forest owners. To make such activity
possible and easier, the private forest owners have
joined into special forest management societies. For-
est management societies in turn have formed their
representation organization – the EPFU. The EPFU
represents the Estonian private forest owners and it
consists of the local forest management societies:
forest co-operatives and forest unions.

Co-operation in forestry operates in two main
fields: social co-operation and economical co-opera-
tion. Dealing with the first field is mainly the respon-
sibility of the EPFU. Economical co-operation in turn
is coordinated by local forest management societies.
Economical co-operation in forestry is important and
beneficial due to the following reasons. Firstly, co-
operation gives the forest owners the possibility to
benefit from positive scale effect: selling products
together increases product quantities and prices.

Secondly, if there were an acting forest management
society, there would be no need for intermediary
companies because the forest society can function
itself as an intermediary between its members and
end consumers. Thirdly, membership in the forest
management society increases specific competence
of forest owners.

Additionally, economical forestry co-operation
helps the forest owners reduce the following forestry
management expenses:

• Due to the united management of the forest
society, it is possible to reduce administrative ex-
penses (transportation, telecommunication etc.).

• Due to the common interests and needs, it is
possible to cooperate in renting or buying technical
equipment.

• It is possible to buy in different united ser-
vices.

• It is possible to cooperate in melioration.
• It is possible to co-operate in order to get dif-

ferent subsidies form the EU.
As stated before in the theoretical part of our

article, a co-operative should be formed as a mo-
nopolistic trader towards the monopsony middleman.
It is important due to the need for developing the
countervailing power. Through internalizing of many
transactions into a single co-operative it is possible
to economize on transaction costs. Thus, forest man-
agement societies together with the Estonian Private
Forest Union should collectively sell the wood of pri-
vate forest owners to saw-mills and other wood com-
panies. For that reason, it is important to co-operate
in harvesting, transporting and storing wood. There-
fore, private forest owners and their co-operatives
have to find resources for buying special equipment,
building wood storehouses and hiring workers and
specialists for serving these tasks.

We also pointed out that if possible, a co-op-
erative should additionally try to overtake
middleman�s functions and bargain directly with the
market. In this way, it would be possible to internal-
ize some middleman�s transactions into the co-op-
erative and lower the transaction costs. In case of
forest co-operatives, this means that they should buy
or build their own sawmills and develop their trading
network in order to sell the wood products to end
consumers.

If private forest owners have reached the goal
of co-operating in trading with middleman or the
market directly, it would also be possible to co-oper-
ate in bargaining with downstream partners: i.e. buy-
ing seeds and plants collectively etc. Besides direct
economical benefits, the Estonian Private Forest Union
and its member co-operatives can offer its members
some other (non-economical) benefits: represent pri-
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vate forest owners� interests on state and European
level, raising forest owners� specific competence,
getting different subsidies from the EU easier, as-
sure sustainable and environment friendly forestry
etc.

At present, the situation of real economic co-
operation between Estonian private forest owners
and even between forest management societies is
not good. Amounts of collective wood selling are
marginal and there do not exist co-operative saw-
mills or marketing to end consumers. In very small
amounts, collective buying of seeds and plants is or-
ganized in the Estonian forest management societ-
ies. In our opinion, the situation needs to be changed
but as the solutions we have pointed out in our ar-
ticle require big investments, the decision has to be
made by private forest owners and their co-opera-
tives themselves. Microbanks, i.e. credit unions, could
be partners for private forest owners and their co-
operatives achieving this goal.
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