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RESUME

The theory of optimal rotation period sets up various economic models to estimate
when a growing forest should be cut. These are subjective equilibrium models for
the use of forest owners and forest managers. Such a theory would be a basis for
economic analyses of forest resources and forestry, using micro economics. The aim
of this paper is thus to review the development of the optimal rotation period
theory.

The historical development of investment theory and capital theory, as parts of
micro economics, has been enriching the optimal rotation period theory. In its early
stages, the theory formulated a poini~input point-output model for an even-aged
forest premised on both a stationary state and certainty. There was some confusion
as to the rule determining the optimal rotation period when micro economics was
first introduced to this formula, due to misconception on behalf of forest economists
with regard to cost. However, today there is general agreement that the correct
rule is the one given in the Faustmann formula which maximizes the sum of
present discounted values of stream of net revenues generated by a unit of forest
land over an infinite period of time.

The features of the Faustmann model have been examined adequately in terms of
comparative statics which investigates the effects that parameters such as timber
prices, interest rates and so forth have on the optimal rotation period and on land
value. In various literature, attempts have been made to approximate the optimal
rotation period theory to the real world by modifying the Faustmann formula
accepting the condition of certainty. One of the attempts was to formulate an
optimal thinning policy by employing the control theory, and allowing for variations
in the “point-input point-output”. On the other hand, some models relax the
conditions for the stationary state. For instance, one model permits a variation in
timber prices, employing a method for solving the constrained maximization
problem.

Forest investment involves extremely long term planning for uncertain future.
This feature indicates that it is vital for the optimal rotation period theory to
include explicitly those factors which are uncertain, and thus to modify Faustmann
formula as a multi-stage decision model. There are few multi-stage decision models
for forest owners under uncertainty, as most models assume that the owners are
risk neutral. In a real life situation, however, the individual owner will tend to
behave so as to avert risk, Therefore it seems of great importance to formulate a
model which takes this into account, though this has yet to be presented. This is,
therefore, the task we are faced with at present.





