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NOTE

The statements made in the articles are those of their authors and do not necessarily correspond to those of the
secretariat or the officid views of the author’s home countries. Furthermore the designations employed and the
presentation of materia in this publication do not imply the expression of any opinion whatsoever on the part of the
secretariat of the United Nations concerning the legd status of any country, territory, city or areg, or of its authorities, or
concerning the delimitation of itsfrontiers or boundaries.

The Timber Bulletin has previoudy consisted of six issues published in hard copy. This has now changed and
only one (this Review) continues to be so published. Therefore, the issue numbering has been discontinued and
only the volume numbering is used.

ABSTRACT

The UNECE/FAO Forest Products Annual Market Review, 2004-2005 provides generd and statistica information
on forest products markets and related policies in the UN Economic Commission for Europe region (Europe, North
America and the Commonweelth of Independent States). The Annual Market Review begins with an overview chapter,
followed by a description of government and industry policies affecting forest products markets. After a description of
the economic Stuation and congruction-related demand in the region, five chapters based on annua country-supplied
gatigtics, describe: wood raw materia's, sawn softwood, sawn hardwood, wood-based panels, and paper and paperboard.
Additional chapters discuss markets for certified forest products, value-added wood products and tropica timber. In
each chapter, production, trade and consumption are anadysed and relevant materia on specific markets is included.
Tables and graphs provided throughout the text present summary information. Supplementary dtetigticd tables may be
found on the Market Information Service website within the UNECE Timber Committee and FAO European Forestry
Commission website a: http://www.unece.org/tradeftimber/.
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PREFACE

Sustainable forest management depends upon sustainable forest products market development, and vice
versa. Both sides of the sector, forest and market, are required to be sustainable in the short term and long term,
and both sides are based on environmental, socia and economic pillars. The entire sector is under scrutiny to
consider al three pillarsin its approach to harvesting, production and marketing. Fortunately the forest and forest
industry sector is responding positively to demands for sustainable management and development. Industry and
Governments are working together, along with intergovernmental and non-governmental organizations. Despite
the attributes of timber, e.g. its renewability and recyclability, some negative issues face the sector worldwide,
such as illegal logging. The Timber Committee and European Forestry Commission recognize the seriousness of
this problem, and held a workshop in September 2004 to consider the extent and causes of the problems, and to
propose remedial action.

The Forest Products Annual Market Review, 2004-2005 is the annual flagship publication of the
UNECE/FAO Integrated Programme of Work of the Timber Committee and European Forestry Commission in
the field of timber and forests. The Review anayses forest products market developments within a context of
policy development and economic conditions. The Review is based on the first available statistics supplied by
official country statistical correspondents. It isthe first comprehensive analysis available each year for the UNECE
region. It is aso a key background document for the annual Timber Committee Market Discussions to be held in
September 2005.

In addition to the participants in these discussions, it is intended for market specidists, government policy
makers and others in the sector, as well as outside. In line with UNECE and FAO priorities, the Review aims at
providing an objective analysis of market and policy developments and providing a stimulus for meaningful policy
discussion in international forums. In the current Review the following policy issues are specifically described:

o Forest law enforcement, governance and trade

e Initiativesto encourage the use of sustainably produced timber products

e Forest sector devel opment policies

e Climate change policy

e Wood energy policies

e Trade policy and tariff and non-tariff barriers, including phytosanitary measures

o Emergence of Chinaasamajor player in the wood products manufacturing arena

This Review was possible thanks to the direct work of 40 experts and partners. In addition, 100 more
contributors provided information and statistics. | take this opportunity to express my appreciation to all those who
contributed, directly and indirectly, to preparing this Forest Products Annual Market Review, as a service to
Governments and stakeholders throughout the region.

Brigita Schmognerova

Executive Secretary
United Nations Economic Commission for Europe
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DATA SOURCES

The data on which the Forest Products Annual Market Review is based are collected from officid national
correspondents’ through the FAO/UNECE/Eurostat/I TTO Joint Forest Sector Questionnaire, distributed in April 2005.
Within the 55-country UNECE region, data for the 29 EU and EFTA countries are collected and vdidated by Eurogtat,
and for other UNECE countries by UNECE/FAO Geneva,

The datidtics for this Review are from the TIMBER database system. As the database is continudly being updated,
any one publication's andlysisis only a snapshot of the database at that particular time. The database and questionnaires
are in a gate of permanent development. Data quality differs between countries, products and years. Improvement of
data qudlity is a continuing task of the secretariat, paying specid atention to the CIS and central and eastern European
countries. With our partner organizations and nationa correspondents, we drongly beieve that the qudity of the
internationd satistica base for andysis of the forest products sector is steadily improving. Our god isto have asingle,
complete, current database, validated by national correspondents, with the same figures available from FAO in Rome,
Eurodat in Luxembourg, ITTO in Yokohama and UNECE/FAO in Geneva. We are convinced that the data set used in
the Review isthe best available as of July 2005. The data gppearing in this publication form only asmal part of the tota
data available. Forest Products Statistics will include al of the data available for the years 2000-2004. The TIMBER
database is available on the website of the joint Timber Committee and European Forestry Commission at
www.unece.org/trade/timber/mis.htm.

The secretariat is grateful that correspondents provided actud dtetistics for 2004 and, in the absence of forma
gatistics, their best estimates. Therefore, al statistics for 2004 are provisiond and subject to confirmation next year. The
regponsibility for national data lies with the nationa correspondents. The officid data supplied by the correspondents
account for the great mgjority of records. In some cases, where no data were supplied, or when data were confidentia,
the secretariat has estimated figures to keep region and product aggregations comparable and to maintain comparability
over time. Estimations are flagged within this publication, but only for products at the lowest level of aggregation.

In addition to the official statistics received by questionnaire, trade association and government statistics are
used to complete the analysis for 2004 and early 2005. Supplementary information came from experts, including
national statistical correspondents, trade journals and internet sites. Most of these sources are cited where they
occur in the text, at the end of the chapters, on the list of contributors and in the annex reference list.

EXPLANATORY NOTES

“Apparent consumption” is calculated by adding a country’s production to imports and subtracting exports. Apparent
consumption volumes are not adjusted for levels of stocks.

“Net trade’ is the balance of exports and imports and is positive for net exports, i.e. when exports exceed
imports, and is negative for net imports, i.e. when imports exceed exports. Trade datafor the 25 European Union
countries include intraEU trade, which is often estimated by the countries. Export data usudly include re-
exports. Subregiond trade aggregates in tables include trade occurring between countries of the subregion.

For a breakdown of the regions, please see the map in the annex. References to EU refer to the 25 countriesin the
EU in 2004.

The term “softwood” is used synonymoudy with “coniferous’. “Hardwood” is used synonymoudy with “non-
coniferous’ or “broadleaved”. More definitions gppear in the eectronic annex.

All referencesto “ton” or “tons’ in thistext represent the metric unit of 1,000 kilograms (kg).

Theterm “oven-dry” inthistext is used in relation to the weight of a product in acompletely dry dtete, e.g. an oven-
dry metric ton of wood fibre means 1,000 kg of wood fibre containing no moisture at dl.

2 Correspondents are listed with their complete contact detailsin “Forest Products Statistics, 2000-2004" .
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SYMBOLS AND ABBREVIATIONS USED
(Infrequently-used abbreviations spelled out in the text may not be listed again here.)

. not available

$ United States dollar unless otherwise specified
ATFS American Tree Farm System

BJC builders joinery and carpentry

CEECs Centrd and eastern European countries

CIS Commonwesdth of Independent States

CO, carbon dioxide

CaoC Chain-of-custody

CSA Canadian Standards Association

DIy doit yoursdf

ECB European Central Bank

EFSOS European Forest Sector Outlook Study

EFTA European Free Trade Association

EQ equivaent of wood in therough

ETS Emissons Trading System

EWPs engineered wood products

FDI foreign direct investment

FOB free on board

FSC Forest Stewardship Council

GDP gross domestic product

GHG greenhouse gas

IMF International Monetary Fund

IPPC Integrated Pollution Prevention and Control
ISPM International Standard for Phytosanitary Measures
ITTO Internationa Tropical timber Organization
LVL laminated veneer lumber

m.t. metric ton

m? square metre

m? cubic metre

MDF medium density fibreboard

NAFTA North American Free Trade Agreement

NGO non governmental organization

NTMs non-tariff measures

0SB oriented strand board

PEFC Programme for the Endorsement of Forest Certification Schemes
PoC Province of China

SAR Hong Kong Specid Adminigtrative Region of China
SH Sudtainable Forestry Initiative

SFM sustainable forest management

tCOL (metric) tons of carbon dioxide equivaent

VAWPs va ue-added wood products
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Chapter 1

UNECE region forest products markets
respond positively to globalization:
Overview of forest products markets
and policies, 2004-2005

Highlights
Strong economic conditions, combined with effective industry and government promotion policies,
droveforest products marketsto record levelsin 2004 for the UNECE region asawhole.

China's imports of unprocessed and semi-processed wood from the region, and its exports of
value-added production back to the region, have mixed effects, depending on how successfully
companies have adapted to globalization.

[llegal logging is less than 1% of legdl fellings for most countries in the region; however it is
greater for a few countries, with substantid environmental, sociad and economic costs to
governments, and with negative ramifications throughout the sector.

North America became a net importer of sawn softwood in 2004 and its sawnwood imports
exceeded European imports for the first time, as consumption expanded, driven by over 2 million
housing starts.

The important forest sector policy issues of 2004 in Russa included the Kyoto Protocol
rtification, debates about private ownership of forests, use of satellites for preventing illegal
logging and legal disputes over ownership and management of some wood and paper companies.

Secondary processed wood product exports by tropica countries exceeded the value of primary
wood product trade in 2004 for the first time, reflecting successful policies to promote vaue-
added production.

In both North America and Europe, trade associations have joined forces to promote value-added
processing, and to promote the forest and forest industries sector in generd.

Concerns that wood products are legaly and sustainably produced, drove governments, industry
and retailers to implement purchasing policies requiring certified forest products, thereby
influencing all market sectors.

With over 240 million hectares of certified forestland, an increase of onethird in the last year, the
supply of certified forest productsis increasing in al market sectors, from roundwood to value-
added wood products.

Sawvn hardwood consumption is fdling within the region, largely due to downszing of the US
furniture indudry in response to imports from Ada; however, hardwood exports to Ada increased.
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1.1  Forest products market and

policy developments, 2004-2005

This chapter provides an overview of forest products
market and policy developments in the UNECE region?
(Commonwedlth of Independent States (CIS), Europe and
North America, the three subregions in this anaysis) and
its trading partners. The chapter first presents the findings
of this year's anadlyss, and then summarizes the key
developments for each market segment. Further details on
al developments may be found in the following ten
chapters of the Forest Products Annual Market Review,
2004-2005 (Review) and in its eectronic annexes of
satigticd tables.

111  Region-wide developments

Markets at record levels

In 2004, strong economic conditions, combined with
effective industry and government promotion policies,
drove forest products markets to record leves for the
UNECE region as a whole. Despite continued economic
weakness in some western European countries, Europe's
forest products markets were generdly strong, with
greater advances from the non-EU-25 countries, abeit
often on smaler volumes. There was continued weakness
in CIS countries gpparent consumption, although exports
greatly exceeded pre-1991 trangtion levels for primary
products, advancing more rapidly than other subregions
(graph 1.1.1). For the entire region, exports posted the
third year of growth (graph 1.1.2). With diminishing
United States exports, the rise in North America's exports
in 2004 only recovered to 2000 levels. In 2004, Europe's
growing primary wood products exports were twice the
value of North American exports.

Overdl in the UNECE region, consumption of forest
products reached record levels in 2004, advancing by a
hedthy 3.9% over 2003. Sawnwood consumption
recovered from a dip in 2003 and rose by 4.3% (table
1.1.1). Consumption of panels rose even more, by 6.2%,
to achieve anew high for the third consecutive year. Paper
and paperboard consumption also overcame the drop in
2003, which was the third annud fall, and recovered to a
new high of 199 million m.t., arise of 3.0%. Strongest
percentage gains in consumption of al primary forest
products over the period from 2000 to 2004 were by the

% Countries in the UNECE region are listed in the annex of this
publication. With the expansion of the European Union from 15 to
25 countries in 2004, and the expectation of further expansion in
the next years, the Review no longer divides the European analysis
into EU/EFTA and “Other Europe’, and instead maintains a focus
on central and eastern European devel opments within the Europe
subregion analysis. The developments in the EU-25 are
systematically noted.

CIS, dbeit on lower volumes. Despite some of the world's
drongest gainsin GDPin 2004, the consumption of forest
products was flat. Apparently export prices, and their
inherent revenues are more profitable than domestic
markets, hence production increases are aimed at foreign
markets. North America overcame the dump in
consumption in 2003 to match the percentage increase in
Europe.

GRAPH 1.1.1
Exports of primary forest products in the UNECE region,
2000-2004
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Source: UNECE/FAO TIMBER database, 2005.

GRAPH 1.1.2

Apparent consumption of forest products in the UNECE
region, 2000-2004
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TABLE1.1.1
Apparent consumption of sawnwood®, wood-based panels 2 and paper and paperboard in UNECE region, 2000-2004
Change 2003 to
2004

Thousand 2000 2001 2002 2003 2004 Volume %
Europe
Sawnwood m® 111378 107 200 107 746 110 746 114 859 4113 3.7
Panels m® 55 552 54 525 54 426 56 694 59 879 3186 5.6
Paper and paperboard m.t. 89 328 89 345 88 884 90 023 91 002 979 11
Total m° EQ3 569 911 561 641 560 792 573082 588 078 14 996 2.6
of which: EU25
Sawnwood m? 98 084 94 806 93844 96 525 99 301 2776 2.9
Panels m? 50023 49 621 48 831 50128 52 223 2095 4.2
Paper and paperboard m.t. 82 552 82788 81772 82 852 83784 932 11
Total m? EQ3 516 822 511733 505 487 515514 526 465 10951 21
CIS
Sawnwood m° 16 213 15 364 13226 12 386 11 543 -842 -6.8
Panels m? 5133 5998 6 702 8219 8 265 46 0.6
Paper and paperboard m.t. 4508 5144 5698 6434 6 855 421 6.5
Total m*EQ® 49435 51617 51201 54777 54932 155 03
North America
Sawnwood m® 136083 135484 144 148 140 129 148 214 8084 5.8
Panels m? 61947 56 893 60 106 62 192 66 823 4631 74
Paper and paperboard m.t. 102510 97 542 97 401 96726 101057 4331 45
Total m*EQ® 664358 638470 656995 651616 686641 35025 54
UNECE region
Sawnwood m® 263674 258 048 265 120 263 261 274616 11354 4.3
Panels m® 122632 117 416 121234 127 105 134 968 7863 6.2
Paper and paperboard mt 196346 192031 191982 193183 198914 5731 30
Total m? EQ3 1283704 1251729 1268988 1279475 1329651 50176 3.9

Notes: 1 Excluding sleepers, 2 Excluding veneer sheets, 3 Equivalent of wood in the rough. 1 m® of sawnwood and wood-based
panels= 1.6 m*, 1 m.t. paper = 3.39 m*

Source: UNECE/FAO TIMBER database, 2005.
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UNECE region in the global context
To give proper perspective to production and trade in
the UNECE region and the world, in 2004 the region
produced 82% of the world's industrid roundwood, 73%
of its sawnwood, 63% of its panels, 66% of its paper and
paperboard, 77% of its wood pulp and 67% of its
recovered paper (graph 1.1.3).

GRAPH 1.1.3

UNECE region’s share of world production of primary forest
products, 2004
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Notes: UNECE region in 2004, world in 2003 (most current
statistics).
Sources: UNECE/FAO TIMBER database, FAO statistics, 2005.

GRAPH1.14

UNECE region’s share of world primary forest products
exports, 2004
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Notes: UNECE region in 2004, world in 2003 (most current
statistics).
Sources: UNECE/FAO TIMBER database, FAO statistics, 2005.

For primary products, the UNECE region
represents 75% to over 90% of the world's exports

(graph 1.1.4). The majority of trade is within the
region.

The region’s trade balance has been positive (i.e.
net exports) for al products, with the exception of
wood-based panels, due to continued exports from the
region, often to Asia (graph 1.1.5). However, there
were downturns in 2004 for sawnwood and panels,
mainly due to US imports from South America,
Oceaniaand Asia.

GRAPH 1.1.5
UNECE region’s trade balance of primary forest products,
2000-2004
30 -
25
o 20 \/\/
g
5 15 _.f
ME 10 1
§ 5o
S o - - r )
=S ——
-10
2000 2001 2002 2003 2004

Industrial roundwood ——— Sawnwood
—— Wood based panels = —— Paper and paperboard
— ——-Wood pulp

Note: Paper, paperboard and woodpulp in m.t.; othersin m®.
Source: UNECE/FAO TIMBER database, 2005.

Market drivers in 2004 and 2005

In 2005 the srength of the US housng market
continued, with prospects of another nearly 2 million
housing gtarts, as in 2004, of which 95% are wood-based
congruction. This was truly the motor for the UNECE
region’s forest products markets. The US boosted imports
from its mgor trading partner, Canada, as wel as
European, Asan and southern hemisphere countries,
driving the North American subregion into a net trade
deficit for sawnwood for the first time, and deepening the
deficit for some other primary products.

Outside the region, Chind's trade of wood products
made headlines. China now dominates the tropicd timber
trade and has moved increasingly to production of
primary and secondary processed products based on
imported logs. Similarly, China imports temperate timber
in the form of sawlogs and veneer logs, mainly from
Russia and other CI'S countries, but from North American
and European countries as well, and from outside the
region, eg. New Zealand.
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Although China's domestic consumption of wood and
paper products is growing, its exports of vaue-added
wood products have caused a structurd change elsewhere,
notably in the US marketplace. Chinese production is
based in part on imported US hardwoods, but dso on
pand products produced domesticdly from a variety of
imported industria roundwood. Chinas exports of
furniture to the US, both inexpensive and of increasngly
higher qudity, were a mgjor reason for closing 50 more
US furniture plants and displacing 14,500 workers in
2004. For some companies, the closure of a plant did not
mean cessation of business, but rather meant that they
outsourced production to China or to another low-cost
producer such as Viet Nam, and maintained their strength
in furniture marketing in the channds they had deve oped
over time. The surge in Chinese furniture imports led the
US Government to enact anti-dumping dutiesin 2004.

A recovery in Jgpan's economy has meant housing
darts of over 1 million, of which haf are wood-based
condruction. European sawnwood producers increased
salesto Japan in 2004. Japan’s greatest increase in imports
of logs and sawnwood in 2004 came from Russia. Jgpan
aso increased roundwood and sawnwood imports to a
lesser degree from many sources outsde the UNECE
region, aswell as other wood products.

Currency fluctuations affected wood markets in 2004.
The sharp depreciation in vaue of the dollar versus the
euro meant that companies in Europe faced reduced
revenues in markets traded in dollars, e.g. paper and pulp.
However, the strong euro did not prevent a record flow of
sawnwood from Europe to the US, where heightened
demand and high prices overcame the currency
fluctuation effects.

Forest growth exceeds harvests

The sustainability of wood supplies in the UNECE
region was confirmed by two UNECE/FAO studies in
2004 and 2005. The European Forest Sector Outlook
Study* (EFSOS) confirmed the long-term trend that
removals of roundwood in Europe and the CIS are well
below increment and forecast the same through 2020.
This is confirmed in the ongoing UNECE/FAO Forest
Resources Assessment.® In fact, growth exceeds harvest
by such a large margin that unless timber removads are
increased, the region's forests may suffer negative
consequences of reduced vigour and greater susceptibility
to insects, diseese, sorm and fire damage.

EFSOS points out the need for governments and
industry to work together to promote the demand for

* www.unece.org/trade/timber/docs/sp/sp-20.pdf

® www.unece.org/trade/timber/WorkArea2.html

forest productsin order to boost forest value. Increasingly,
in both developed and developing countries, high labour
costs constrain forest operations and reduce the economic
viahility of the sector. Substitution by non-wood products
remains a threat in congruction and value-added products
such asfurniture.

Kyoto Protocol raises visibility of the forest sector

The Kyoto Protocol came into effect after it was
ratified by Russia in 2005, spurring actions at severd
levels of government to target CO,, methane and other
greenhouse gases in emissions reduction programmes and
drategies. Many countries in the UNECE region have
ratified the treaty, including the EU countries, however,
the US Government remains steadfadt in its oppostion to
the protocol. As a result of the protocol, carbon trading
and cregtion of forest-based carbon regidtries are
developing quickly within the EU. Trading of emission
dlowances or credits involving the forest sector has
darted.

The Kyoto Protocol will raise the vishility of the
forest sector with increased financing of carbon projects
and trading in carbon emission rights. Its significance will
vary consderably between countries, depending on the
amount of land available for afforestation, including
bioenergy production. Given that traditiond forestry and
related policies have thus far been on the fringes of this
new development, agricultural and energy poalicies could
dominate forest palicy.

Soaring oil prices boost wood energy

Energy prices soared in 2004, and in mid-2005 oil
prices were at record highs of over $60 per barrdl. It has
meant decreased revenues for manufacturers, for whom
production and transport costs have skyrocketed.

At the same time, thisis a favourable development for
the promotion of renewable energy sources, including
wood-based fuelsin the UNECE region. As aresult of the
EU renewable energy policy, which ams a 12%
renewable sources by 2010, biomass energy initiatives are
underway within many EU countries. In recent years the
trade of energy chips and pellets has developed in Europe
and North America, and pellets are being exported from
Russa. While foret-based indudtries have long been
producers of energy from residues for their processing
needs of hest and steam, some aso cogenerate eectricity
and sl the extraenergy produced.

Bioenergy is one means of contributing to mitigation
of climae change since the combustion of sustainably
produced biomass is carbon neutra, and because
expansion of carbon-sequestering forest reserves can be
counted againgt carbon reduction targets under certain
circumstances.
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The potentid contribution of biomass to energy
production is considerable while remaining well within
sustainable harvest limits. A part of the woody biomass
would come from non-commercia forest thinnings
conducted for the purpose of reducing wildfire danger, for
example in accordance with the US Hedthy Forests
Restoration Act. The existence of wood fuel markets is
expected to sgnificantly offset the costs of slvicultural
treatment.

Because of reduced availability and high demand,
petroleum costs will continue to rise. A study by the US
Department of Energy envisaged that 10% of industrial
chemicas and materids would come from renewable
resources by 2020. At approximately $400 hillion per
year in products, it isthe equivalent of twice current forest
products vaues. More than a quarter of this product
volumeis expected to come from wood.

Globalization: threat or opportunity?

To some, globdization is athreat, while to othersit is
an opportunity. Liberaization of trade has been coming
for decades and mgor forest products companies, for
example the internationa pulp and paper companies, have
reacted by establishing new plants where fibre, often from
plantations, and lower-priced labour and processing codts,
are avalable. This sometimes precludes the western
subregions of the UNECE region, and refers primarily to
the southern hemisphere.

Promote the sound use of wood and paper products

The solution to wesk markets and threatened
economic viability seems obvious: promote the sound use
of wood and paper products and their inherent benefits,
i.e. they are renewable and recyclable, and thereby raise
demand. In many ingtances, life cycle andyses confirm
the smaler environmenta impact of wood products over
their lifetime, compared with their competitors. concrete,
gsedd and plagtic. Important steps have been taken to
promote the forest sector and the wood and paper industry
through concerted efforts by local, national and regiond
government bodies together with industry associations.

Faced with increasing competition from producers and
exporters outside the UNECE region, governments and
forest products industry associations have devised policies
to compete in aworld with liberdlized trade of goods. The
joint 2004 Timber Committee and FAO European
Forestry Commisson Market Discussions examined
globdization and its effects on the region’s forest sector.
Initsannua statement, the Committee said, “If they areto
survive, companies have to maintain and improve their
competitiveness, making radica drategic changes as

necessary, and taking full account of trends in globa
markets.”®

Efforts are underway in the UNECE region to promote
wood use through code harmonization, encouragement of
public investment in wood products technology
devdopment, and highlighting the sudainable
development credentidls of wood products. Continued
progress necessitates greater funding for research into
wood utilizetion and competitiveness in the EU and in
North America. In both Europe and North America a
number of environmentaly friendly building initiatives
arein place.

Effective promotion is codly, and requires
collaboration  between trade  associations  and
governments. Multintiona campaigns, using clear
messages for targeted groups and supported by a wide
range of stakeholders, are the most successful in raising
wood consciousnessin theregion.

Innovation is key

The forest products industry in the UNECE region is
dependent on afavourable business climate established by
governments and trade associations. Especialy in North
America and the EU, countries face high costs for labour,
energy and environmenta protection. Prices for processed
wood and paper products generaly rose in 2004, but for
some commodities, did not keep up with rising production
cods. The industry congtantly looks for means to improve
efficiency, dretching labour as far as possble through
mechanization.  Neverthdess, cost cutting and
technological improvements are reaching their limits,
inciting companiesto focus on marketing gains.

Competing in commodity markets is difficult and a
number of cases where higher-cost countries can no
longer compete with lower-cost producers, both from
within and outside the region, are cited in the Review.
Conversdy, other cases are noted where commodity
producers have diversified into vaue-added processing,
for example, in the Batic countries.

Successful marketing means industries develop new
markets for wood and paper products. “New” can mean in
new countries, or “new” can mean in hew products.
Engineered wood products (EWP) are a good example of
innovetive ways to use wood more effectively. While in
some cases EWPs will displace traditional sawnwood
gpplications, in the long run they will grow the market

® “Forest products markets soar higher in the UNECE region in
2004 and 2005: Region's forest and forest industry sector
development influenced by government and industry policies’.
Joint UNECE Timber Committee and FAO European Forestry
Commission  Market Statement, 12  October 2004,
Www.unece.org/press/pr2004/04tim:n0le.htm.
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share for wood products, as evidenced by substitution for
sted in building congtruction by glulam beams. Research
and development of EWPs continues, strongly supported
by trade associations and directly by government research
fundsfor some projects.

Governments and trade association policies lay the
foundation

The European Commission has now produced a
synthesis report on implementation of the EU Foresiry
Strategy with a principd recommendation that an EU
Action Plan for Sudainable Forest Management be
developed. The action plan will include, inter alia,
development of information about wood as a renewable
and environmentally friendly resource. It also proposes to
review exiging practices to facilitate coordination,
communication and cooperation between different policy
sectors.

EFSOS forecasts the policy environment in which the
forest sector will operate and dates that society will
continue to place many demands on the forest sector, but
the capacity of the sector to meet some of these demands
will be congrained. EFSOS dso re-emphasized that
palicies outside the forest sector have a huge impact on
the sector, often negative. A UNECE/FAO workshop will
explore these cross-sectora aspectsin October 2005.

In the EU, industry federations launched a Technology
Platform Initiative for Innovative and Sustainable Use of
Forest Resources® in February 2005. It seeks to implement
aR&D roadmap. This ffart is smilar to the Agenda 2020
Program of the American Forest and Paper Association
and US Department of Energy, an initiative launched in
1994,

Confusion on deforestation

There are strong public concerns about deforestation.
Even though it does not exist & a significant level in the
UNECE region, it tarnishes the reputation of the sector.
Tropica deforestation confuses consumers, leading them
to think wrongly that deforestation exigts in Europe and
the CIS. Overcoming this misperception is a chadlenge to
governments, industry, and intergovernmental and non-
governmental organizations.

7 “Forests — Common benefits, shared responsibilities, multiple
policies’ www.unece.org/trade/timber/tc-docs.htm.

8 www.forestplatform.org

Illegal logging hurts the sector

Illegd logging does exist in the UNECE region, as
documented by a UNECE/FAO workshop on lllega
Logging and Trade of Illegaly-derived Forest Products,
held in September 2004. The workshop found that within
the UNECE region, theillegal timber tradeis below 5%in
most countries, and below 1% in many countries.
However, some exceptions exist: for example, it was
edimated to be as high as 35% of lega fdlings by one
country, and in the Russan Federation, official ministry
edimates presented at the workshop were for “no more
than 5%, while a recent study estimated that 15 to 20%
may be illegd (AF&PA, 2004).° Illlega logging
conditutes 8% to 10% of globd wood products
production® and a similar share of the globa wood
products trade, with environmenta, social and direct
economic costs to governments and national economies at
about $15 hillion annualy.**

Countries recognized the seriousness of the problem,
and the outcomes of the workshop described the
consequences, extent, types and causes, and concluded
with options for action to combat illegal logging and the
trade of illegally derived forest products. The sector needs
to implement the workshop's options for action to combat
illega logging and trade of illegdly derived products in
order to improve its image among consumers. Action
items were offered to governments industry and
intergovernmenta and non-governmenta organizations.

Pressure from the international community to curtail
illegd logging is strong and growing. lllega logging and
the associated trade in illegd timber are respongble for
vast environmentd, sociad and economic damage. Such
activity robs governments in affected countries of
revenue, impoverishes rura communities that depend on
forest products for aliving, and damages the image of the
entire sector, in both developed and devel oping countries.

Certification can help

Is the answer certification of sudtainable forest
management and the production of certified forest
products with traceability back to the forest via chain of
custody certificates? Could this help promote wood and
foress? Could it hep curtal illega logging? The

® “‘Illegal logging' and global wood markets: The competitive
impacts on the U.S. wood products industry, 2004. Conducted for
the American Forest and Paper Association by Wood Resources
International LLC and Seneca Creek  Associates,
www.afandpa.org

Vipid

11 World Bank 2001. Controlling the International Trade in
lllegally Logged Timber and Wood Products - a Revised Strategy
for the World Bank Group. Washington D.C., 30 July.
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UNECE/FAO workshop on illegd logging indicated that
certification could help, but that it is not the only solution,
and that the two issues should not be mixed. Certainly in
Europe and North America, locd and nationd
governments are implementing purchasing policies that
cal for proof of legdity, and sometimes for certification
of sustainable forest management. “Forest certification—
Do Governments have arole?’ is the subject of a policy
forum to be held on 29 September 2005 at the annud
Timber Committee session.*?

Free trade?

In order to level the playing fied for forest products
trade, governments and trade associations support
dimination of tariff and non-tariff barriers. However,
despite the generdly low leve of tariffs, currently the
forest products trade in the UNECE region is not barrier-
free. A number of old trede disputes continue, for
example, those under the US/Canada Softwood Lumber
Agreement (SLA). Some government agencies and trade
associations hope that part of the $4 hillion in duties
collected under the SLA can eventudly be used to
promote the forest products sector, both a home and
abroad. In addition, anti-dumping duties have been
enacted during the past year in order to protect domestic
industries from low-priced, imported wood products.
There are winners and losers with regard to dl of these
measures, depending on whether one is a manufacturer, a
retailer, an importer, an exporter or aconsumer.

Phytosanitary regulations on unseasoned wood
packaging to prevent spread of insects and disease pose a
barrier to use of wood pdlets and other forms of wood
packaging. There has been increasing concern in recent
years about the spread of pests in wooden packaging
material made of unseasoned (green) wood. In response to
concern about spreed of pests, the FAO Interim
Commisson on Phytosanitary Measures adopted a
sandard that countries can implement which cdls for
drying or treating wood packaging. An international
phytosanitary mark has been agreed and trademarked and
is now authorized for use. The industry fears substitution
by non-wood packaging products.

12 \nww.unece.org/tradeftimber/docs/tc-sessions/tc-63/tc-63.htm.

Good start, maintain momentum

In summary, the forest products sector in the UNECE
region capitalized on strong economic growth in 2004 and
rose to record levels. It strengthened alliances between
industry and governments to promote the benefits of
wood products derived from sugtainable forest
management in the region. Through development of new
and existing market channels and innovation the sector is
competing globally. But we are not out of the woods yet.
The 2004 gains were not region-wide, and some countries
lag behind. lllegd activities in logging and trade exist
within the region and outside, and consumer confidence
will erode unless they are stopped. Deforestation outside
the region continues to confuse consumers within the
region. Certification of sustainable forest management and
chain of cugtody tracing the source of production will
assig in solving these problems. However, it is important
that governments provide effective lega frameworks that
support sustaingble devdopment of the sector, with
consideration of adequate profitability to maintain viable
industries and trade.

1.1.2  Europe subregion developments®

European forest products markets were the strongest
ever in 2004. They were even stronger outside the EU-25,
as shown by higher consumption in al of Europe. Thisis
confirmation of the EFSOS prediction that the centre of
gravity of the forest industry will shift to eastern Europe,
and eventualy to the CIS. According to the new EU
members, accesson has been postive for the forest
products industries in the new member States, for
example, the reduction in customs formalities and other
barriers have resulted in faster, less-cogtly delivery.

Most primary products markets had strong demand
associated with improved economies in 2004. However
the trend was not universa; for example, Germany’s
economy remained wesk, yet demand for most primary
wood products was sustained.

In 2004 and 2005, Europe was agan sruck by
devagtating windstorms. Slovakia's Tatras Mountains
sustained up to 5 million m® of damage in November
2004. In January 2005, the Badtic Sea region was hit,
causing 85 million m® of damage. Sweden sustained the
word damage in terms of windthrow volumes, at
approximately 75 million m®, the equivaent of a year's
norma harvest. The excess supply of roundwood, both
industrial roundwood and fuelwood, had ramifications
throughout the UNECE region. Where forest damage

13 With the accession of 10 new countriesin 2004 to the EU, the
Review analysis ceases to compare east and west—now some most
eastern European countries are EU members, i.e. the Baltic
countries.



UNECE/FAQ Forest Products Annual Market Review, 2004-2005

occurred, clean-up operations took place immediately to
maximize the fibre va ue before decay, insect damage and
fire could set in. Countries exported their surplus and
roundwood pricesfell.

A labour dispute in Finnish paper mills in mid-2005
showed the sector’s interdependencies. Finland is a mgjor
paper producer and exported 25% of the EU-25's paper
and paperboard in 2004. Shortages resulted as buyers had
minimized coglly inventories and purchased by just-in-
time deivery. The work doppage dffected pulp
manufacturers in Finland, as well as sawmills, when the
market for by-products evaporated. Sawmills in
neighbouring countries, dependent on sales of wood chips
for athird of their revenues, dowed or stopped operation
during the gtrike. The sawmiills' chip markets had dready
been negatively impacted by the oversupply of forest
resdues from storms earlier in the year, and with the
oversupply of chipsand sawnwood, pricestumbled.

In summary, while 2004 was a profitable year for
Europe's sawnwood, panel and paper industries, the effect
of the storms, the strike and continued weskness in some
economies, mean that there are challenges to overcomein
2005 if growth isto continue a arecord pace.

113  CIS subregion developments

Considerable difficulties continue to exigt in the CIS
countries forest products markets. The year 2004
witnessed wesk domestic demand for primary forest
products, despite economic growth amongst the highest in
the world, a over 8% growth in GDP. Consumption of
pands and paper products increased, but at low volumes,
while sawnwood continued its inexplicable downward
spiral.

However, the CIS region's exports accelerated
dramaticaly to new record levels. For example, sawn
softwood exports from Russa legpt by 20% in 2004,
pand exports by 40% and roundwood exports by 11%.
Much of the exports were within the UNECE region,
especidly Europe, but there were increasing amounts
going to Asan countries, especidly China and Japan.
Increesing volumes are being exported to the US, for
example in 2004, sawn softwood exports to the US rose
by 43%, reaching $24 million.**

Both the industry and the regiona and nationd
Governments recognize that the massve volumes of
roundwood exports deprive the country of potential value-
added processing, a least as far as primary products of
sawnwood, panels and pulp. Policy measures have been
implemented to encourage foreign direct investment.

4 USDA Foreign Agriculture Service, www.fas.usda.gov/
ustrdscripts/USReport.exe.

Palicies are being implemented to tackle illegd forest
activities, for example, increased monitoring of illega
harvesting by space satellites. Other important forest
sector policy issues of 2004 in Russa were the Kyoto
Protocol ratification (and its coming into effect in spring
of 2005 with new efforts to monitor carbon emissions),
and debates about private ownership of forests in the
context of a proposed Forest Code. The “forest wars’
continue with regard to legal disputes over ownership and
management of certain Russian pulpmills and forest
operations.

114  North America subregion developments

Both the US and Canada posted high housing
condruction gains, together a over 2 million housing
gartsin 2004, with a smilar forecast for 2005 on track as
of mid-year. This, in turn, drove demand for dl wood
products, both primary and value-added, to record levels.

In the US, the voracious consumption of sawnwood,
both for new housing and for the equaly important repair
and remoddling sector, resulted in record imports which
put the subregion into a negative trade balance for the first
time

With some of the world's greatest forest resources, the
continued decrease in production of wood products by the
US has created opportunities for exporters in Canada, and
from offshore as well. Part of the reason for the decline in
US production has been reduced availability of
roundwood from Nationa Forest System lands as they
became progressvely “locked up” because of
environmenta concerns. However, the ageing National
Forests, and their oversupply of fudls, has resulted in more
frequent and more devastating forest fires. In 2004, when
anumber of homes burned as a result of an out-of-control
foreg fire, the US Congress quickly ended debate and
passed the Healthy Forest Restoration Act. The results of
this law have dready generated fibre from some Nationd
Forests as timber stand improvement operations are
conducted to reduce fud loads on the forest floor, and
open canopiesto reduce the spread of wildfire.

This is potentidly a turning point in the diminishing
harvests from Nationd Forest System lands, as large
forest areas are again open to slvicultura operations, and
hence limited timber harvests. In the first implementation
of the new law, a participatory approach to planning
guaranteed acceptance of the thinning plan by al parties,
including environmental NGOs. Already, new indudtries
are gtarting to produce sawnwood and energy wood from
the leases they have bought on federd forests.

Meanwhile in Canada, harvests are being reduced in
2005 in the eagtern provinces of Ontario and Quebec, to
return to sustainable levels. The mountain pine beetle
outbresk in the interior of British Columbia has caused a
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turnaround in reduced harvests and production as the
provincid government expands its massve sdvage
programme by substantidly raising the dlowable cut.
Industry has responded with significant  sawmill
investments to process the increasing volumes of deed
timber.

The influx of furniture from China resulted in anti-
dumping duties levied by the US in 2004. The US dso
levied duties on Brazilian plywood exportersin mid-2005.
The protective measures are not only to support domestic
furniture manufacturers, but dso their demand for
sawnwood and panelsaswell aslabour.

1.2 Market sector developments

Some highlights of each market sector chepter are
presented below, with detall on these and other
developmentsin theindividual chepters.

121 Wood raw materials

Roundwood removals reached record levels in the
UNECE region in 2004 due to the highest ever demand
for wood and paper products. Trade was active in 2004,
and the windstormsin late 2004 and early 2005 in Europe
accderated exports from affected areas in the Baltic Sea
region and Sovakia CIS roundwood exports increased
again, but exportsfdl in the other two subregions.

Governments promotion of wood energy, in line with
the EU poalicy to increase the use of renewable energy
sources to 12% of consumption by 2010, resulted in arise
in trade of chips and pelets. The competition for wood
between energy producers and pulp and pand
manufecturers  intensfied. Sawmills have become
efficient and are profitably processng smal-diameter
timber, often down to 10 centimetres a the top end,
blurring the distinction between pulplogs and sawlogs.
Landowners gppreciate the growing woodfuel market, as
it provides dterative market options. In generd, the higher
demand for roundwood resulted in higher prices, which
were not aways equdly compensated for by higher
product prices after processing.

122 Sawn softwood

Sawn softwood markets were stronger than ever in
Europe and North America, but in the CIS, demand
remained weak, dthough exports reached new highs in
2004. Many producers achieved record profits.

CIS exports to China are increasing, but continue to
maintain market share in Europe and the Middle Eagt. The
Bdltic Countries are not only importing gregter quantities of
industria roundwood from Russaand Bdarus, but are also
importing more rough sawnwood, which is then dried,
planed and grade stamped for re-export.

The US demand for sawnwood was &t record levesin
2004. Despite the USCanada Softwood Lumber
Agreement’s countervailing and anti-dumping duties on
Canadian imports, they achieved record exports to the US.
European exports to the US escdated; for example
Germany exported 1.4 million m® to the US, arise of 63%.

In 2004, North American imports of sawn softwood
exceeded European imports for the firgt time (including
imports within each subregion). And with US imports
risng over 15% in 2004, North America became a net
importer of sawn softwood for thefirst time.

123 Sawn hardwood

Closure of hundreds of woodworking plantsin the US
over thelast few years has negatively affected the demand
for sawn hardwood. As a result, the entire region's
hardwood market declined. US sawnwood exports
increased in 2004, principdly to the Adan destinations of
China and Viet Nam. As in other market sectors, the US
hasincreasad its sawn hardwood imports from oversess.

In 2005, sawn hardwood producers darted new
asocidions. In the US, the Hardwood Federation was
established with the objective of lobbying government. In
Europe, the European Hardwood Export Council began
with the objectives to promote hardwoods and to
coordinate marketing and exports.

European production of sawn hardwood increased
grongly in 2004, with increasesin production capacity, as
well as greeter availability of sawlogs in eastern Europe.
Trade was subdued. Similar to the US, the European
hardwood market could also suffer from an influx of
Adan furniture imports.

124 Panels

Pand markets across the UNECE region marked a
record year in 2004. In North America, housing
congruction demand drove prices up and production
responded. Capacity for congtruction pandls, particularly
OSB, is forecast to increase in line with forecasts for
continued construction-related demand in the years ahead.
While Canadian exports to the US rose, US imports from
oversees rose more. The US levied anti-dumping duties
on low-priced Brazilian plywood.

While European panel manufacturers had a good year
in 2004, the current year has started dowly. Record high
markets were recorded for particleboard, plywood, MDF
and OSB, and prices rose. As is the case with the US,
countries exporting inexpensive plywood received high
anti-dumping duties, eg. in the EU action was taken
againg China s plywood.

The CIS countries recorded the largest percentage
gains in production and exports of panels in the UNECE
region. Economic improvements have led to higher



UNECE/FAQ Forest Products Annual Market Review, 2004-2005

11

domestic consumption, mainly for furniture, some of
which is exported. Russa's panel indudtry is restructuring
in line with government policies to develop the sector, in
part through foreign investment.

125  Paper, paperboard and woodpulp

Production and consumption of paper, paperboard and
woodpulp increased to record levels in Europe in 2004;
however neither North America nor the CIS have
completely recovered their former levels. As one of the
most energy-intensive forest products manufacturing
sectors, the industry’s profitability was constrained by
higher energy cogts. Despite increasing competition from
outsde the UNECE region, producers were able to
increase exports subgtantialy in 2004.

Owing to the mgjor devauation of the Russian rouble
in 1998, and expansonary macroeconomic policy snce
1999, Russia has had a continuous increase in output of
paper and paperboard, more than doubling since 1996.
However, output has yet to recover pre-trangtion levels.
For the firg time, in 2004 pulp exports from Russa
declined as more of the increased production was used for
domestic paper production.

12,6  Certified forest products

The area of certified forest increased by one third
during the last year, totaling 241 million hectares
worldwide by mid-2005, mainly due to an increase in
Canada through the Canadian Standards Association
scheme (graph 1.2.1). By mid-2005, approximately 95%
of the certified forest areawasin the UNECE region, with
amost 60% of the world's certified forest area now
located in North America and 36% in western Europe.
Potential supply of certified timber, at 22% of timber
consumption, exceeds demand. However some market
segments, e.g. sawn hardwood, claim a shortage of supply.
Despite a shortage in some particular market sectors, price
premiums for certified forest products (CFPs) are not
common.

More public procurement policies caling for CFPs as
an assurance of sudtainable forest management are
developing in Europe. Procurement policies are
increasingly becoming a driving force for certification and
an important source of demand for CFPs.

1.2.7  Value-added wood products

Marketing and manufacturing innovation is the key in
theface of increasing globd competition, and the UNECE
region's manufecturers are  successfully  integrating
primary and secondary production. Government policies
in Russia recognize the need to diversify exports and to
upgrade the standard commodity exports such as sawn
softwood, to higher vaue products. However, this step
requiresinvestment in manufacturing infrastructure.

Trade of value-added wood products is growing in the
UNECE region. Where labour and other manufacturing
cogs are high, eg. in the US and western Europe, rather
than manufacture furniture, windows, doors, mouldings
and other wood products, these high-cost countries are
tending to import them.

GRAPH 1.2.1
Certified forest area in the UNECE region 1999-2005
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Notes: This graph shows all forests certified by magjor third party
certification schemes listed below. As approximately 1.5 million
hectares have been certified by more than one scheme, these are not
deducted from one or the other scheme. The graph therefore shows a
higher amount of forest area certified than there existsin redlity.

FSC = Forest Stewardship Council; PEFC = Programme for the
Endorsement of Forest Certification schemes, CSA = Canadian
Standards Association system; SFI = Sustainable Forestry Initiative;
ATFS = American Tree Farm System.

Sources: Individual certification systems, country correspondents
and Canadian Forestry Certification Coalition, 2005.

Engineered wood products are an example of
innovation in value-added processing. There was record
production of glulam timber, I-beams and laminated
veneer lumber (LVL) in North Americain 2004. Research
into new EWPs continues, supported by locd and state
governments, as well as industry associations. In both
North America and Europe, trade associations have joined
forces to promote value-added processing, and to promote
theforest and forest industries sector in generdl.

128  Tropical timber

China, athough largely a temperate zone country, has
become one of the largest producers of tropica timber
products based on imported tropica roundwood. For
example, Chind's tropical plywood exports increased by
30% in 2003, and by 68% in 2004. China is now the
fourth largest tropica plywood producer. As plywood
quality improves, Chinaisincreasingly grading according
to US or EU specifications.
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Reflecting successful policies to promote vaue-added
production, secondary processed wood product exports by
tropical countries exceeded the vaue of primary wood
product trade in 2004 for first time.

Total tropica sawnwood imports by EU countries
increased by almost 8% in 2003, but were wesk in 2004.
Despite higher globa demand and factors limiting supply,
tropical timber prices did not rise significantly (except for
plywood), largely because the main market for tropica
sawnwood, the EU, was wesk in 2004. Prices of many
tropical timber products were affected by disruptions to
trade due to civil unrest, CITES” listings of subdtitute
species, currency fluctuations, export bans and import
regulations and restrictions.
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Chapter 2
Policy issues influencing forest
products markets in 2004 and 2005"

Highlights
o lllegd logging constitutes 8-10% of globa wood products production and a Smilar share of the
global wood products trade, costing governments and national economies about $15 hbillion
annualy.

e Governments and several mgor non-governmenta organizations around the world are beginning
to act to curb thetradein “illega timber” and products made from such timber.

e Momentum to promote the use of sustainably produced products is growing worldwide, with
early efforts focused on materias used in building construction; certified timber products are
required in all such programmes.

o Efforts are underway in many countries to promote wood use through code harmonization,
encouragement of public investment in wood products technology development, and
highlighting the sustainable devel opment credentials of wood products.

e Following a long period of decline in funding for research into wood utilization and
competitiveness in the European Union and in North America, current initiatives on both sides of
the Atlantic are seeking to reverse thistrend.

e Carbon trading and the crestion of forest-based carbon registries are developing quickly within
the EU and globdly, with ratification of the Kyoto Protocol helping to stimulate action.

e The Kyoto Protocol came into effect after it was ratified by Russa in 2005, spurring action at
severd levels of government to target CO, and methane in emissions reduction programmes and
srategies, the United States remains steadfast in its opposition to the protocol.

e Bioenergy production is growing: in Europe hesat energy from woody biomass is a major focus,
while in the US, biofuds industry development is particularly rapid, driven by subsidies and
incentives from state governments.

o Trade disputes between forest sector trading partners, such as the ongoing sawn softwood dispute
between the US and Canada, continue to make headlines.

e Phytosanitary regulations on unseasoned wood packaging to prevent the spread of insects and
disease pose abarrier to the use of wood pallets and various forms of wood packaging.

e China'semergence asamajor player in the globa wood products manufacturing arena has mgjor
implications for principa wood products producing and consuming regions and poses new
chalengesvis-avisillega trade of wood and wood products.

16 By Dr. Jim L. Bowyer and Dr. Ewald Rametsteiner.
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Secretariat introduction

Government and forest products trade association
palicies affect forest products markets and vice versa.
Forest products markets are not only affected by
traditiond market forces, but by government policies as
well. The Forest Products Annual Market Review
analyses policies that influence the production, trade, and
consumption of forest products. Markets and policies are
aso influenced by available technology that can serve to
change the range of options available to policy makers,
manufacturers and marketers. The authors choices of
palicy issuesin the chapter are those currently influencing
markets in the UNECE region. While most were
discussed last year as well, they merit condderation this
year due to new developments. An addition to this year's
chapter is a summary of how Chinds trade and other
policies are affecting UNECE region markets, and
conversaly, how countries and trade associations in the
UNECE region are establishing policies in response to
Chinds escdating wood products trade and demand.
These policy issues will be discussed a the 27-28
September 2005 Timber Committee Market Discussions.

The secretariat would like to express our sincere
appreciation to the same two authors as last year, Dr. Jm
Bowyer,"" Professor, Department of Bio-based Products,
Universty of Minnesotay USA and Dr. Ewad
Rametsteiner,’® Forest Sector Policy Expert, Indtitute of
Forest, Environment and Naura Resources Policy,
Universty of Naturd Resources and Applied Life
Sciences, Vienna, Audria Dr. Rametsteiner also co-
authored Chapter 9, on certified forest products markets.
We dso thank Mr. Dieter Schoene, Senior Officer for
Forests and Climate Change, Forestry Department, FAO,
for hisreview of the section on climate change palicy.

2.1  Chapter overview

This chapter focuses on the principa policies that
influence markets for forest products, on the market forces
mogt influentid in driving change in established globa
markets and in public policy, and on new and emerging
technologies that are likely to impact both markets and
forest-related policy.

Issues discussed in the previous year’ sreport are
reaffirmed. However, because of space limitations the

7 Dr. Jm L. Bowyer, Department of Bio-based Products, University
of Minnesota, 2004 Folwell Avenue, . Paul, Minnesota, 55108, US;
telephone: +1 612 624 4292, fax: +1 612 625 6286, e-mail:
jbowyer@umn.edu.

'8 Dr. Ewald Rametsteiner, Ingtitute of Forest, Environmental and
Naturd Resources Policy, Universty of Agricultura  Sciences,
Feistmantelstr. 4, A-1180 Vienna, Austria, telephone: +431 476 544
418, fax: +431476 544 417, e-mail: ewad.rametstei ner@boku.ac.at

reader isreferred to last year’ s Forest Products Annual

Market Analysis, 2003-2004* for further discussion of
those topics. Included in thisyear’ sreport are:

2.2 Forest law enforcement, governance and trade

2.3 Initiatives to encourage the use of sustainably
produced timber products

2.4 Forest sector devel opment policies
2.5 Climate change policy
2.6 Waood energy policies

2.7 Trade policy and tariff and non-tariff barriers,
including phytosanitary measures

2.8 The emergence of Chinaasamajor player inthe
wood products manufacturing arena.

2.2 Forest law enforcement,

governance and trade

As noted in lagt year's Review, pressure from the
international community to curtail illegd logging is strong
and growing. Illegd logging and the associated trade in
illega timber are repongible for vast environmenta, socia
and economic damege. Such activity robs governments in
afected countries of revenue, impoverishes rurd
communities that depend on forest products for a living,
and damages the image of the entire sector, in both
developed and developing countries (figure 2.2.1). Since
different stakeholders use different definitions of illegd
logging, however, esimations of the extent of the problem
are crucidly dependent on the underlying definitions. For
indance, environmental NGOs tend to use a broader
definition of illegd logging than representatives of industry
and governments (EF 2004).

In 2001, the World Bank found that governments lose
about $5 hillion annualy due to illegd logging, with a
further $10 hillion lost to the economies of producing
countries (World Bank 2001). Other figures suggest that
theillega timber trade is worth more than $15 hillion per
year and that more than half of dl logging activities in
particularly vulnerable regions such as the Amazon Basin,
central Africa, southeast Asia, the Russian Federation and
some of the eastern European countries are illegd. One
recent estimate places the percentage of illegal logging in
Indonesia a 73%, in Maaysa a 35%, in Brazil a 80%,
in Gabon a 70%, and in Cameroon at 50% (Brock 2004).
Illegdlity is dso viewed as a Significant problem in eastern
Europe and in the Bdtic countries, and illega harvesting
is estimated to comprise 25 to 30% of the harvest in
northwest Russia (EFI 2004).

19 \www.unece.org/tradeftimber/docs/fpamal2004/fpama2004a. htm
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FIGURE 2.2.1

Consequences of illegal logging
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Source: Guertin, C-E. “lllegal logging: Overview and possible
issues in the UNECE region”. UNECE/FAO Workshop on Illegal
Logging and Trade of Illegally-derived Forest Products in the
UNECE Region, 2004. http://www.unece.org/trade/timber/docs/
sem/2004- 1/qweb.pdf.

In the UNECE region, generdly, trade in illegal
timber is estimated as below 5% in most countries, and
below 1% in many, but in one country illegal logging
could comprise up to 35% of legal fellings, according
to presentations at the Joint UNECE/FAO Workshop
on lllegal Logging and Trade of Illegally-derived

Forest Products held in September 20042 However,
countries within the region recognized the seriousness
of the problem, and the outcomes of the workshop
described the conseguences, extent, types and causes,
and concluded with options for action to combat illegal
logging and the trade of illegaly derived forest
products.

A study commissioned by the American Forest and
Paper Associaion (AF&PA) in 2004 suggested thet illegal

20 \mw.unece.org/tradeltimber/docs'sem/2004-1/sem-2004-1.htm

logging congtitutes about 8-10% of globa wood products
production and a roughly smilar share of globa wood
products trade (production and trade of logs, lumber and
wood panels, excluding secondary wood products,
furniture, or pulp and paper). AF&PA reported that,
overal, 8% of the world's industria roundwood
production and 14% of the world's industria roundwood
exports are of suspicious origin (likely illegd). The report
noted that as much as 23% of globa plywood exports and
about 6% of globd lumber exports are suspicious. The
caculations of vaue associated with clearly illegd and
suspicious wood undertaken in the AF&PA 2004 study
show an edimated vaue for associated lumber and
plywood products of $23 billion. Of this amount, about $5
billion enters world trade, representing about 7% of the
$69 hillion in world trade of primary wood products.
Using the Global Forest Products Modd® to smulate
effects on US producers, the study found the opportunity
cogts for US exporters linked to illega wood products in
the globa market to be just over $460 million, in red
dollar terms. Conversdly, it is estimated that if roundwood
of suspicious origin were to be removed from globa
production, US domestic prices would rise 2-4%, thus
increasing the vaue of domegtic US wood product
shipments by perhaps as much as $500 to $700 million
annually.

Illegal logging is aso linked to the agribusiness sector,
and particularly to pam and soybean plantations, which
have expanded rapidly on land that was previoudy
forested in South America, southeast Asia, west and
central Africa and Austrdia. In Indonesia, where illega
logging is linked to establishment of oil pam plantations,
around $3.8 hillion has been invested in the oil pam
sector over the past ten years, of which $3.1 hillion has
been by commercia and investment banks. $1.4 hillion of
the total investment came from European, particularly
Dutch, banks (RIIA 2004). At current retes of growth,
350400 million hectares of forest will be cleared for
agriculture in the next 25 years, mostly in the tropics, of
which a significant proportion will most likely be cleared
illegaly.

Tackling illegd logging is far from easy, duein part to
the difficulties in distinguishing between legal and illegal
timber. Also contributing to the illegal logging problem is
alack of enforcement capacity and coordination between
enforcement agencies in many producing countries, but
aso in consuming countries, and a lack of appropriate
legd frameworks generdly for use againgt timber
produced illegdly elsawhere.

2 Global Forest Products Model by Joseph Buongiorno,
Shushuai Zhu, Dai Zhang, James Turner, David Tomberlin,
www.forest.wisc.edu/facstaff/buongiorno/book/GFPM .htm
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A fundamental step in addressing trade in illegaly
logged wood isidentification of lega products. The use of
technologicd solutions to undermine endemic and
apparently intractable corruption in some key government
agencies in timber-producing countries is consdered to
have dgnificant potentid. As in cetification,
comprehensive chain-of-custody monitoring of every
stage of production, processing, export and import, aswell
asindependent third-party auditing, would be required.

Given the severity of the problem, a range of
internationd initiatives has been undertaken. The World
Bank Forest Law Enforcement and Governance task
group (FLEG) hdd a series of conferences focused on
illega logging in east Asia (2001) and in Africa (2003),
and will sponsor another in Russiain 2005. The EU, in its
Foret Law, Enforcement, Governance and Trade
(FLEGT) initiative, has set up an Action Plan and has put
forward a proposd for a licensing regulation as well as a
mandate for negotiating bilaterd and multilatera
agreements. The licensng proposd is controversa,
primarily because of questions &bout cost and
effectiveness. A sudy undertaken by Chatham House
(RIIA 2004) examined probable impacts of the EU
FLEGT initiative on trade, usng a standard impact
assessment approach. It found the likely impacts of alegal
licensing scheme to be limited, with the magnitude of
impact directly corrdaed to the degree of export
orientation of producer countries towards the European
Union.

In addition to the EU’s proposed licensing scheme, a
review of exiging naiona legidation and additiona
legidative options for both the nationad and EU levd are
under condderation under the FLEGT initiative. Key
areas for condderation include anti-money laundering
legidation, crimina legidation such as laws addressing
the trangport and sde of stolen goods, and the possibility
of aprohibition on theimport of illegaly produced timber
into the EU.

In March 2005 the G8 Environment and Devel opment
Minigters issued a statement recognizing the impacts of
illegd logging, and identifying steps that both timber
producing and consuming countries could take to address
trade of illega timber (G8 2005). This action bolsters
efforts of individud governments to promote legd
products through procurement policies and licensing, to
better control sources of finance and investments, and to
impose sanctions againgt illega products (e.g. the pending
EU FLEGT legidation and the Lacey Act in the US). In
April 2005, subsequent to the G8 statement, Germany
presented a draft law that would outlaw import or
marketing of wood sourced illegaly in non-EU countries.
Under this law, German timber companies will be abliged
to certify that the timber they import or use was procured

legaly. This goes beyond what is currently proposed by
the European Commission. As with any other proposal
amed a some level of regulation of import, export and
trade of timber and timber products, this initiative aso
rases the issue of World Trade Organization (WTO)
comptibility.

Illegd logging is currently quite high on the agenda of
many internatiional bodies and processes. One area in
which action has recently been stepped up is through the
Convention on Internationd Trade in Endangered Species
of Wild Fauna and FHora (CITES). CITES has begun to
address the wedl-documented illegal exploitation of, and
internationd trade in, Ramin, the timber and products of
which are generdly bought in developed countries. At a
recent meeting of the Conference of the Parties to the
Convention in October 2004, Indonesia requested an
upgrade of the Ramin listing to Appendix 11, including a
controversid annotation that it should include dl partsand
products. Despite concerns from Maaysa that its
legitimate trade must not be pendised, both the proposa
and annotation were accepted by consensus. This is the
firg time that an Appendix Il listing has been made for
parts and products of a commercia species. The issue of
illegd logging is adso addressed in the currently ongoing
renegotiation of the Internationd Tropicd Timber
Agreement, 1994, set to expire in 2006. ITTO's work on
forest law enforcement and illegaity will continue and
quite likely be strengthened under the new agreement.

In addition to government-driven processes, a range of
private or quasi-governmentd initiatives have taken shape
to address illega logging. This includes initiatives by
environmental NGOs, the timber trade itself, and research
ingitutions such as the UK’'s Royd Inditute for
International Affairs (Chatham House). For instance, four
European Trade Federations (the British, Dutch, French
and Belgian) have joined together with the Tropica Forest
Trust to source legd timber from Indonesa, Maaysia,
Cameroon and Gabon.

There is a growing awareness among policy andysts
that well-intended policies or regulations can actudly
encourage illega logging when sufficient care is not
exercised in their development. Examples of such policies
are those that pose high administrative burdens on owners
of small-scale properties or those that are unnecessarily
complex.
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2.3 Initiatives to encourage the use of
sustainably produced timber

products

As noted, encouragement of the use of sustainably
produced timber products is emerging currently from both
governments and non-governmenta  organizations. An
example is provided by the Danish guiddines, published
in 2003, that am to help purchasers of tropica timber
ensure that wood is from verifiably lega and, idedly,
sugtainable sources. Purchasing in accordance with the
palicy is a voluntary measure for public and quasi-public
procurement agencies. No effort is made to check the
veracity of compliance declarations. With respect to the
sustainability issue, the Danish Government has included
an intermediate step between lega and sustainable wood,
condgsting of forest sources that are “progressing towards
sugtainability”. The Danish actions to recognize an
intermediate step between sudtainability and legdity
meshes with increasng recognition within the
environmental non-governmenta organizetions (ENGO)
community that a phased approach to forest certification
can be useful in simulating positive change, even if the
near-term likelihood of full certification is low (ITTO
2005). The Danish gpproach to certification schemes is
defined by the Government's clear commitment to
Forestry Stewardship Council (FSC) standards. A recent
proposd seeks to make the Danish national policy
mandatory for all timber for the centra government and
al loca governmenta units (Van Den Biesen, 2004).

In contrast to Danish initiatives, the UK has developed
policies that reguire 100% legdity as wel as
demondration of sustainability through inclusion of at
least 70% certified raw materid in al imported wood
products. Phase One of what is known as the Centra
Point of Expertise on Timber (CPET) was an assessment
of current certification schemes to establish which of them
would meet UK governmenta requirements. The
outcomes of the study will be used as a basis for revisons
to the current published guiddines for procurement
officids, and efforts have begun to communicate the
findings to public-sector buyers (table 2.3.1). Full
implementation of the revised guidelines will occur
around mid-2005.

With respect to the Sustainable Forestry Initiative
(SHl) programme, it is noted by CPET that the current
gpproach to chain-of-custody does not report the
proportion of certified and non-certified raw materid in a
product. Because of this shortcoming, it is not possible
under the current SFI programme to guarantee adherence
to the CPET standards.

The UK Government has indicated that it is willing to
work with those schemes that do not currently meet the
necessay criteria and is committed to a transparent

process that will alow schemes to be reassessed as they
work towards compliance. It is felt that engagement of
this sort will dlow for more flexibility among suppliers
and result in better competition and lower prices.

Within the US there is as yet no discusson of
preferential government purchasing of certified wood, but
there is condgderable activity related to certification of
forests owned and managed by various governmenta
units. March 2005 maked a potentidly sgnificant
development that could impact management of over one
gghth of US forestlands, when the US Forest Service
announced that forest certification systems would be
tested in sx of the forests within the Nationad Forest
Sysem. Up to this point, leading environmental
organizations, as wel as FSC, have vigoroudy opposed
any condderation of certification of federadly managed
forests. The Forest Service has not announced which
schemesit will test.

TABLE2.3.1

Compatibility of various forest certification schemes with
United Kingdom Governmental requirements for imported

timber, 2005
Scheme 1009 of product  70% or more of product
verified to be of volume verified to have
legal origin been sustainably produced
CSA All certified Products containing more
products than 70% certified raw
material
FSC All certified Products containing more
products than 70% certified or
recycled raw material
MTCC  Products Does not meet standard *
containing 100%
certified raw
material
PEFC  All certified Does not meet standard *
products
SFI All certified Does not meet standard *
products

Notes: CSA = Canadian Standards Association. FSC = Forestry
Stewardship Council. MTCC = Madaysian Timber Certification
Council. PEFC = Programme for the Endorsement of Forest
Certification schemes. SFI = Sustainable Forestry Initiative.
! Certificates from these schemes are acceptable if accompanied by
additional confirmation that the requirements for legality and
sustainability are being met. As of early 2005, al 3 schemes are
being adapted to meet the full requirements.

Source: Central Point of Expertise on Timber (CPET), UK, 2004
(http://www.illegal-logging.info/documents.php#153)
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An example of a non-governmentd initiative to
encourage use of sustainably-produced products is the
LEED (Leadership in Energy and Environmental Design)
Green Building Rating System of the US-based Green
Building Council (USGBC). The USGBC was founded in
1993 and is a naiond, not-for-profit organization. The
programme origindly focused on new congruction
(LEED-NC), and by the end of 2004, some 1,700
buildings had been LEED-certified and more than 7,800
LEED professionals had been certified worldwide. This
programme was expanded in 2004 and 2005 with release
of new dandards for exigting buildings, commercial
interiors, core and shell buildings aswell as for residentia
homes. Today, there are LEED-registered and certified
projects in over a dozen countries, including Canada,
China, and India. Under the LEED programme, points are
awarded in a number of categories, including severd
related to wood and wood products. The use of FSC-
certified wood and wood productsis required in dl LEED
programs.

Green building organizations have recently been
established in severa countries outside the US aswell. In
1999, the World Green Building Council (WorldGBC)
held its founding meeting, with the US, Austraia, Spain,
Canada, Japan, India, and Mexico participating. In North
America, both Canada and Mexico have green building
programs. The Canada Green Building Council was
launched in 2003 and has adapted the LEED programme
for usein certifying buildingsin that country. Canada aso
has Green Globes, aweb-based building performance tool
that is consdered a competing system to LEED. Green
Glabes, initiated in 2002, has dso been modified for use
in the US and is being introduced to the US market this
year. In addition to LEED and Green Globes, there are a
number of systems operating across the US for evauating
and recognizing green buildings, and especialy residentia
buildings. In January 2005, the Nationad Association of
Home Builders (NAHB) introduced Model Green Home
Building Guiddlines. Under these guidelines, points are
awarded for use of wood certified under FSC, CSA, SH,
PEFC, and the American Tree Farm System (ATFS).
Participation in al of these programmes is market driven,
with leadership provided by architects, builders, lenders,
specifiers, and others who have an interest in improved
environmental performance of buildings.

A mgor EU green building initiative is the Building
Research  Egtablishment’'s  Environmenta  Assessment
Method (BREEAM) programme, a subsidiary of the UK
Foundation for the Built Environment. Like LEED, the
BREEAM programme involves an eco-based point
system that applies to a number of building types
(incdluding offices, homes, indudtria buildings, retail
gtores, schoals), and a number of building attributes. Like

other green building programmes, points are awarded for
the use of certified wood products, and in this case,
certification under the FSC programme is required.
BREEAM is recognized beyond the UK as evidenced by
the fact that the European Climate Change Programme
Sudtainable Action Plan used BREEAM in establishing
targets for government purchasing. BREEAM has dso
been adapted for use in Canada in environmenta
eval uation of existing buildings.

Green building initiatives in Europe will likely receive
aboog in the near future as aresult of an EU Directive on
the Energy Performance of Buildings (European
Parliament/Council, 2003). In 2002, the European
Parliament passed a directive to improve the energy
performance of buildings across the Community, thus
helping reduce carbon emissions and meet the EU's Kyoto
Protocol commitments. The Directive is to be
implemented by 4 January 2006. One of the key
preliminary tasks, the work of harmonizing the methods
for cdculating the energy efficiency of buildings, is
underway. A draft document that will provide the basisfor
consensus building among Member States will be in
circulation in the near future,

Nationd initiatives are under way in a range of
European states to promote the use of wood. For instance,
in France the ministry responsble for forestry has recently
established agod of strengthening the promotion of wood
as acongtruction materia, and has teken action to create a
government-industry platform, “France Bois For&”, to
srengthen research and development cepacity, and to
promote the use of wood in congtruction and bicenergy
production.

24  Forest sector development
policies

A range of drategic studies, aswell as policy plansand
programmes, have recently been revised and proposed.
These are directly rdevant for the future development of
the forest sector, especidly in the EU. Taken together, they
will mogt likely have a profound impact on the sector
through the directions envisaged by these policies and
plans aswell asthe fundstargeted for them.

Following extensive dakeholder consultation, the
European Commisson, (EC) has now produced a
synthesis report on implementation of the EU Forestry
Strategy (EU, 20053). Its main recommendation isthat an
EU Action Plan for Sustainable Forest Management be
developed, which will include, among a number of
actions, development of information about wood as a
renewable and environmentally friendly resource. It dso
proposes to review exiging practices to facilitate
coordination, communication and cooperation between
different policy sectors.
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In mid-2004 the EU Commisson consdered a
proposa for a Council Regulation on Support for Rura
Development from the European Agriculturd Fund for
Rura Development, which outlines funding measures for
rurd development involving forestry for the period 2007-
2013 (EU, 2004). This proposa includes considerably
grengthened funding for rurd development, and is
intended to serve as the basis for the nationa srategies
and programmes. It has three mgor objectives
1) Increasing the competitiveness of the agricultural sector
(including forestry) through support for restructuring: 2)
Enhancing the environment and countryside through
support for land management; and 3) Strengthening the
quality of lifein rurd areas and promoting diversification
of economic activities through measures targeting the
farm sector and other rura actors. It dso provides a basis
for fuller integration of forestry into rurd development. A
new Eurobarometer survey carried out in the 25 EU
Member States indicates broad citizen approvd for a shift
in EU farm policy from production support to protection
and development of the rurd economy and to direct
support for farmers.

The recently published European Forest Sector
Outlook Sudy (EFSOS) contains a number of
observations about the future policy environment in which
the forest sector will operate. The implications of these
redities are, inter alia, that society will continue to place
many demands on the forest sector, but the capacity of the
sector to meet some of these demands will be constrained
(UNECE/FAO, 2005). EFSOS dso re-emphasized that
policies outsde the forest sector often have a huge impact
on the sector and are not dways supportive, and observed,
darmingly, that the foret sector is increasingly
margindized in policy debates within countries.

Implications for those within the forest sector are that
the sector is fragmented and should speak with one voice
if it is to be heard in broader policy debates. It is dso
esentiad to engage in improved consultation within
governments between forestry policy makers and policy
makers in other sectors (e.g. environment, agriculture,
energy, industry). Greater collaboration between countries
and across different dtakeholder groups is extremey
important for the forestry sector. EFSOS aso makes clear
that forestry policy makers (supported by al stakeholders)
should spesk out in favour of the promotion of
sustai nably-produced wood products.

EFSOS points out that from a policy perspective, it is
criticd that forestry policy makers emphasize how the
sector can contribute to solving some of the magor
concerns of society. For instance, the forest sector could
contribute to biodiversity conservation with significant
increases in protected aress if it were adequatdly funded.
In addition, the forest sector could make a significant
contribution to the goals of renewable energy palicy.

Within North America, issues related to forest sector
positioning ae being addressed by severd daes
individudly, with assistance in some regions from the US
Forest Service. The states of Maine and Minnesota, for
example, have launched governor-led initiatives to
evduae the globa competitiveness of forest-based
industries  within  their sates and to develop
recommendations for action within the context of
sugtainable forest management. In the southeadt, the US
Forest Service, in conjunction with a number of dtae
departments of natura resources, led a Southern Forest
Resource Assessment — a comprehensive evauation of
forest resources within the region and of environmenta,
economic and socid trends that would be likely to impact
forests and forest-based indudtries.

On the research and development front, in early 2005
the US Genera Accounting Office? (GAOQ) initiated a
sudy of the nation’s research capability in wood science
and technology. The dudy follows a 2002 National
Research Council examination of forestry research
capacity (Nationd Research Council, 2002), and a 2004
report by the Society of Wood Science and Technology.
Both reports indicated a trend of declining forestry and
wood-products-related research capacity and investment
nationally and contained recommendations for addressing
the problem.

In the EU, an industry-led Forest Sector Technology
Platform initiative was launched in Brussels in February
2005 (FTP 2005). The European Confederation of
Woodworking Industries (CEI-Bais), the Confederation of
European Forest Owners (CEPF) and the Confederation
of European Paper Industries (CEPI) have set up a project
to establishaTechnology Platform for the forest-based
sector. This project seeks to establish and implement the
sector’s R& D roadmap for the future and is supported by
a wide range of different stakeholders. The Strategic
Research Agenda (SRA), currently being drafted, is based
on aVision 2030 Document for the European forest-based
sector, which was officialy published as part of the 15
February, 2005 Brussels event (FTP 2005). The SRA is
scheduled to be findized by December 2005 and is
expected to be an important reference document for the 7"
Framework Programme for research and technologica
development of the EU. This effort is smilar to the
Agenda 2020 Program of the American Forest and Paper
Association and US Department of Energy, an initiative
launched in 1994.

The EU's framework programmes for research and
technologicd development are the Commission's main

2 The GAO is a US Congressional investigative agency that
provides assistance to help the Congress make effective oversight,
policy, and funding decisions.



20

UNECE/FAO Forest Products Annual Market Review, 2004-2005

instrument for funding European research. Although the
current 6th Framework Programme (FP6) will operate
until 2006, debates have dready started on the budget,
structure and priorities of Framework Programme 7
(FP7). The Commission presented its officia proposa on
FP7 on 6 April 2005. The Commission proposes to more
than double the current EU research budget to an average
of 9.6 hillion euros ayear (67 billionin 7 years) instead of
the current yearly average of 3.8 hillion euros. However,
at the time of writing in June 2005, it was expected that
the EU research budget for the period 2007-2013 will
suffer cuts during the negotiations on the overal EU
budget. The larger budget is in line with the expected key
contribution that the FP7 is designed to make to there-
launched Lisbon drategy, focusng on “innovation and
knowledge for growth™. In the process the number of
budget lines has been dragtically reduced overdl, so that
forest issues as such are no longer separately identifiable.

2.5  Climate change policy

The Kyato Protocol went into effect on 16 February
2005 after Russiaratified the treaty. As areault, parties to
the protocol must make important policy decisions about
specific activities and definitions within the Land Use,
Land-use Change and Forestry (LULUCF) sector. In
fulfilling Articles 3.3 and 3.4 of the Kyoto Protocol and
subsequent decisions in the Marrakech Accords, each
Annex | Party to the Protocol must, by 31 December
2006, adopt a single definition of the term forest for its
inventories and reporting under the Kyoto Protocol.
Countries aso have to sdect any or al of the following
human-induced activities under Article 3.4 in the firgt
commitment period: re-vegetation, forest management,
cropland management, and grazing land management. If a
country has dected to account for any of these activities, it
must account for carbon stock changes on al lands subject
to these activities in the first and dl future commitment
periods. In addition, countries must have in place no later
than by the end of 2007, systems for monitoring and
reporting carbon sources and sinks, including forests.

By the end of 2005, partiesto the Protocol are required
to initiate negotiations for commitments after 2012, as
specified in Article 3.9 of the Protocol. In addition, the
Kyoto Protocol will be reviewed at the second session of
the Conference of the Parties after the Protocol has
entered into force. In this light, discussion about the
treatment of LULUCF post-2012 has dready started, and
different options for incduson of LULUCF in an
internationd climate change agreement beyond 2012 are
under congideration, ranging from a continuation of the
Kyoto Protocol and Marrakech Accords Agreements on
LULUCF to more far-reaching changes. A particularly hot
issue is inclusion of “compensated reduction” of avoided

deforedtation by developing countries. As deforestation
contributes to greenhouse gas (GHG) emissions,
accounting for around 25% of total emissions, proponents
of such schemes argue that incluson of mechanisms
addressing deforestation, and possibly degradation, would
considerably enhance comprehensiveness, effectiveness
and paticipation of a larger group of countries in the
reduction of GHG emissons. The question of how land
use, land use change and forestry (LULUCF) activities
should be treated in a future regime is an issue seen by
many observers as potentialy politicaly contentious.

The regulatory framework of the carbon market has
solidified considerably over the past 12 months, with the
dart of operations of the EU Emissions Trading System
(ETS) on 1 January 2005 and the entry into force of the
Kyoto Protocol. The carbon market encompasses both the
generation of emisson reductions through project-based
transactions where a buyer purchases emission reductions
from a project that produces measurable reductions in
GHG emissons or carbon offsats, and trading of GHG
emissons alowances alocated under cap-and-trade
regimes such asthe ETS.

The market for project-based emission reductions is
ill growing steadily: 107 million metric tons of carbon
dioxide equivadent (tCO.e) were exchanged through
projects in 2004, a 38% increase relative to 2003 (78
million tCO.e) (Lecocq, 2004). There are four active
markets for GHG dlowances as of May 2005 not al of
which conform to Kyoto rules the ETS, the UK
Emissions Trading System, the New South Wales trading
sysem and the Chicago Climate Exchange. Volumes
exchanged on these allowance markets have increased
drameticaly compared with last year, and are now
comparable to the volumes exchanged through project-
based transactions. The cumulative volume exchanged on
these four markets from January 2004 to March 2005 was
about 56 million tCOe. Of the four dlowance markets
listed above, the ETS is the largest, with an estimated 39
million tCO.e exchanged since January 2004, the bulk of
which was transacted since January 2005. The ETS
emission dlowances, which conform to the Protocol, do
not alow import of project-based sink credits, but do
alow domestic forestry credits and government purchases
of project-based carbon sink credits to count towards
country obligations. Canada, ancther Kyoto signatory, will
introduce a Smilar programme in 2008. A review of the
ETSis scheduled for 2006.

InAugtrdia, the New South Wales (NSW) Greenhouse
Market is operating and the first forestry accreditation
occurred in October 2004. It is deemed likely that the
NSW market will expand to other statesin 2006 or 2007.
The NSW Greenhouse Market Carbon Sequestration Rule
covers the cepture and storage of carbon out of the
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atmosphere and its storage in digible forests. An digible
forex must meet the definition of afforetation or
reforestation that is specified by the United Nations
Framework Convention on Climate Change. The Chicago
Climate Exchange (CCX), aprivateinitiative, isnow inits
second year of operation. Trades involve project-based
offsets from farm and forest sinks, methane destruction,
and digible offset projects in the US and Brazil. Totd
volume traded in CCX since its launch in late 2003
exceeded 2.5 million tons as of May 2005. Several mgor
international forest companies are officid members of the
CCX initiative, including Stora Enso, Internationa Paper
and the Mead Corporation. Emission reductions traded
here do not necessarily meet the stringent standards of the
Kyoto Protocol and Marrakech Accords.

The EU and Canadian actions stand in sharp contrast to
the US, which has neither ratified the Kyoto Protocol nor
st greenhouse gas emissions targets. A recent report from
the Energy Information Adminidration (EIA, 2004)
concluded that the US could meet mandatory targets for
reducing greenhouse gas emissons without sSgnificant
ham to the economy. The report edimates that the
economic cogt of capping greenhouse gas emissions would
be a reduction in gross GDP of jugt 0.4 to 0.5%. Meetings
between an EU ddegation and key decison makers on
Capital Hill in April 2005 have opened up the prospect of a
new EU-US entente on dimate change cooperation after
2012. In a datement releesed by the European
Commission, it was reported that the results of these talks
could well mark the beginning of a new phase of US-EU
cooperdtion, incuding cooperative efforts toward an
internationa climate change regime after 2012. According
to the Commission, an agreement was reached to re-launch
ahigh leve group of EU and US representatives to discuss
palicies on combeting climate change (EU, 2005h).

Trading of emission alowances or credits involving
the forest sector have, meanwhile, become more and more
frequent. The World Bank Bio-carbon Fund will soon
begin investing in carbon snk projects in developing
countries. In addition, the World Bank has mobilized a
new fund to demondrate projects that sequester or
conserve carbon in forest and agro-ecosystems. The Fund,
apublic/private initiative administered by the World Bank,
ams to ddliver codt-effective emisson reductions, while
promoting biodiversity conservation and  poverty
dleviation. The Fund started operations in May 2004 and
had investment capital of $43.8 million as of March 2005.

Thereis growing interest across the UNECE regionin
terrestrial sinks as a low-cogt dternative to fud switching
and reduced fossil fuel use for lowering atmospheric CO,.
As a result of agreements resched a Bonn and
Marrakech, carbon offsats have taken on increased
importance in meeting Kyoto targets for the fird
commitment period. However, athough afforestation and

21
reforestetion projects are digible for the Clean
Development Mechanism (CDM), for the fird

commitment period (2008-2012) of the Kyoto Protocal,
credits from CDM projects from LULUCF are limited to
1% of Annex | base year emissions per year, roughly 33
million tons of carbon. Further, no basdine and
monitoring  methodology  for  afforestation  and
reforestation CDM  project ectivities has yet been
approved by the CDM Executive Board. In arecent study,
metarregresson analysis was used to examine 981
estimates from 55 studies of the codts of creating carbon
offsets usng forestry. Basdine edtimates of cods of
sequestering carbon through forest conservation, currently
an indigible activity, were found to be in the range of
$12.71-$70.99tCO,. Tree planting and agroforestry
activities were found to increase costs by more than
200%. When post-harvest storage of carbon in wood
products, or subgtitution of biomass for fosdl fuels in
energy production, were taken into account, cogts were
lowest at $3.42-$18.67/t CO,. (Van Kooten et ., 2004).

There is increasing interest in a GHG accounting
framework for the forest sector within the US, a redity
reflected in a recent Cdifornialaw requiring creation of a
protocol that provides incentives for forest landowners to
creste carbon dnks through reforestation and forest
conservation activities. Forest carbon registries are dso
reportedly being developed in the northeast US as well as
for the states of Georgiaand Oregon.

New Zedand introduced a hill in parliament in early
May 2005 that will dlow the transfer of carbon credit
ownership to forestry owners who manage on long
rotetions for permanent forest cover. The New Zedand
Government has retained ownership of sink credits and
accumulating from domestic, post-1990 forest plantings.
These credits will be retained and maneged by the
Government, at least for the firs commitment period. The
Government, rather than forest owners, has dso assumed
the liability created by the Protocol for deforestation, upto a
specified cap of 10% of forests expected to be harvested
during the Protocol's first commitment period (this equates
to 21 million tons of CO,emissons).

The establishment of indtitutional structures related to
financing carbon projects and trading in carbon emisson
rights and offsets has an increasingly visible impact on
how foredtry is perceived in a number of countries with
large and competitive forest sector indudtries. This
important development will raise the importance of the
role and function of forests for the future. However, its
sgnificance will vary consderably between regions,
depending on the amount of land available for
afforestation, including for bioenergy production (see
below). Given that traditional forestry and related policies
have thus far been on the fringes of this new development,
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agricultural and energy policies could dominate forest
palicy.

2.6 Wood energy policies

Biomass as an energy source has gained considerable
interest recently for several reasons, including the
dramatic rise in oil prices to around $60 per barrd. It is
adso seen as one potentidly useful contribution to the
fulfilment of commitments under the Kyoto Protocol
since the combustion of sustainably produced biomass is
cabon neutra, and because expanson of carbon-
sequestering forest reserves can be counted againgt carbon
reduction targets under certain circumstances. As a result,
biomass energy initiatives are underway within many EU
countries. Although the US has not adopted specific
cabon reduction targets, a number of dSaes are
aggressively  pursuing  aternative  energy  strategies,
including energy from biomass, with assstance from the
National Renewable Energy Laboratory.

Biomass can be used to produce eectricity, hea for
production of steam in loca boilers or in digtrict hesting
systems, or liquid fuds for use in transportation. Bio-
based liquid fuds are currently derived from starch
obtained from agriculturd crops, but new technologies
alowing production of such fuelsfrom cdlulose will soon
move wood to centre stage in theliquid fud s arena.

Wood is currently the most important biomass resource
for energy production in the EU-15, the source of over three
quarters of biomass-derived energy in 2001; wood fud
gppears to account for more than one third of dl forext
removas (UNECE/FAO, 2005). Wood aso accounts for
just over one hdf of dl renewable energy produced in the
EU-25 (UNECE/FAO, 20053). France is the leading wood
energy producing country with around 22% of total wood
energy production of the EU-15 members, followed by
Sweden and Finland (Table 2.6.1). Together, these three
countries accounted for more than 50% of al primary
energy produced from wood inthe EU 15in 2003. Leading
producers of primary energy from wood biomass, as a
percentage of tota primary energy consumption, are
Finland, Sweden and Audtria (table 2.6.1).

An EU god, aticulated in the EU Community
Biomass Action Plan, is for a doubling by 2010 of the
share of total energy consumption provided by renewable
energy, from 6% to 12%. Another goa, outlined in an EU
Commisson Directive in 2001 is the replacement of 2%
of traditiona transportation fuels by bio-fuels by 2005,
and 5.75% of such fuels by 2010. Wood islikely to play a
significant rolein future bioenergy development.

TABLE 2.6.1

Primary energy from wood in the European Union, 2003

Country

Primary energy % of total primary

from wood energy consumption

(million m.t. oil accounted for by

equivalent) wood
France 9.28 3.6
Sweden 7.92 15.2
Finland 6.31 21.9
Germany 4.81 14
Spain 3.73 2.7
Austria 3.19 9.7
Portugal 241 9.5
Italy 1.46 0.8
Denmark 1.09 5.6
Great Britain 0.94 0.4
Greece 0.85 2.6
Netherlands 0.46 05
Belgium 0.40 0.6
Ireland 0.14 0.9
L uxembourg 0.01 25
Total EU-15 43.00 29

Sources: EurObserver, 2004. Tota primary energy consumption
data obtained from US Department of Energy, 2004.

Biomass currently provides lessthan 3% of US energy
needs, but amost one hdf of energy from renewable
energy sources (graphs 2.6.1 and 2.6.2). Today in the US,
about 173 million metric tons of biomassis used annually
for production of energy or bio-products that directly
displace petroleum-based feedstocks. Some 87 million
metric tons, or dightly more than 50% of energy from
biomass, is produced by the forest products industry for
use in powering manufacturing operations. As a result,
thisindustry has a high degree of sdlf-sufficiency, as over
one haf of al energy used in the primary forest products
industry is self-generated.

The potentia contribution of biomass to US energy
production is far grester than the current level. As noted by
Perlack €. d. (2005), if consdering only agriculturd and
forex land and assuming only modest changes in
agricultural and land management practices, there is
potentia for annua production of over 1.2 hillion dry
metric tons (dry weight) of biomassin the US. Thisvolume
is more than saven times the current volume of biomass
consumed for production of bicenergy and bio-based
products; about 27% of thisiswoody biomassthat could be
sugtaingbly removed from the nation's forest lands and
gleaned from current waste streams. A part of the woody
biomass would come from non-commercid forest
thinnings conducted for the purpose of reducing wildfire
danger. Currently, the thinning of vast aress of foredts is
planned as part of the Hedlthy Forests Restoration Act (US
Congress, 2003). Lacking markets for materia removed in
thinning, associated cods are prohibitive. However, the
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exigence of woody fuel marketsis expected to Sgnificantly
offset the cogts of silviculturd trestment.

GRAPH 2.6.1
United States energy consumption by fuel type, 2003
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Source: Perlack, et.al. 2005.

GRAPH 2.6.2
Consumption of renewable energy in the United States, 2002
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Source: Oregon Department of Energy, 2004. “An overview of
biomass energy”, http://www.energy.state.or.us/renew.

The US Department of Energy has assumed thet three
fourths of the 1.2 billion metric ton volume, or 0.9 hillion
metric tons, will be used for production of biomass-derived
energy by 2030. Compared to current energy consumption,
this quantity of biomass would supply 5% of the nation's
power, 20% of its trangportetion fuds and 25% of its
indugtrid chemicals and chemical feedstocks. This godl is
equivaent to 30% of current petroleum consumption.

Presently, dl bio-based liquid fuels manufactured in
the US are produced from agricultural crops. As noted
earlier, wood is likely to play a significant role in liquid
fuels production as ethanol production shifts from astarch
to a cdlulose pathway. A number of US dates are using
subsidy programmes, incentives and mandates to
dimulate bio-fuds development. In 2004, a cornstarch-
based ethanol industry operating primarily in the eest-
central (midwestern) region produced 12.9 hillion litres,
up 21% from 2003. This volume was equivalent to about
2.5% of tota US gasoline consumption. Estimates project
that production of corngtarch-based ethanol could rise to
as much as 38 billion litresin the relatively near term, but
that a change in technology to a cellulose-to-ethanol
conversion system will be needed to rise above the 38
billion litre leve. Ultimately, the annua production
potentia of ethanol from biomassin the USis estimated at
190 hillion litres, of which as much as 30% could be
produced from wood; to put the 190 billion litre number
in perspective, gasoline consumption in the US in 2004
was 525 billion litres.

Because reduced availability and use of petroleum will
adversdly impact the availability of petroleum-derived
products, a mgor thrust of US bioenergy programs
involves industrial chemicals and materias. An example
of what may lie ahead is provided by a 1999 industrid
chemicds and materids future scenario developed by the
US Department of Energy. The authors envisaged that
10% of industrial chemicals and materials would come
from renewable resources by 2020 (gpproximately $400
billion/year in products, equivaent to twice current forest
products), with as much as 45-50% from renewable
sources by 2050 (graph 2.6.3). More than one quarter of
this product volumeis expected to come from wood.
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GRAPH 2.6.3

Fossil fuels vs. renewable energy demand, 2005-2050
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Sources: US Department of Energy, “Technology Roadmap for
Plant/crop based Renewable Resources 2020”, Renewable Vision,
February 1999 (www.oit.doe.gov/agriculture).

2.7  Trade policy and tariff and non-
tariff barriéers, including

phytosanitary measures

A possible reduction of tariffs as the result of the WTO
Doha negotiations is unlikely to dgnificantly influence
forest product consumption and production in aggregate
(Savcor Indufor 2005). The dready low import tariffs and
rdativdly small share of forest products traded
internationdly explain the expected small aggregate
impacts of full liberdization on forest product
consumption levels. According to the sudy, globd
roundwood production is predicted to increase only by
about 0.5% compared to the basdine. Aggregate trade is
predicted to increase by about 2% compared to the
basdine. Changes in trade vary from about 1%
(woodpulp) to an increase of more than 6% (wood-based
panels). Trade liberdization in the forest sector would
benefit developed, forest-rich, export-oriented countries
such as Canada, the US, Finland, Sweden and New
Zedand more than developing countries. The products
that would benefit most from trade liberaization in these
countries are largely paper products. However, the authors
aso note that tariff escaation is still common for some
products both in devel oped and developing countries, and
conclude that considerable room dill exigts for tariff
liberdization, epecialy in manufactured products.

On non-tariff measures (NTMs) such as standards and
technical regulations, Savcor Indufor (2005) observes that
NTMs promoting environmenta  objectives are
increesing. They find, however, that WTO-compatible
NTMs amed a meeting environmentd and safety
objectives do not yet gppear to be mgor condrants to
trade. On the contrary, they are offering opportunities to

access new markets or maintain existing ones based on
environmentally sound practices, as is demondrated by
forest certification. However, poorer developing countries
and smdl producers and communities are often
disadvantaged when it comes to benefiting from forest
certification. Interviews with forest product producers
revedled a genera consensus that technical barriers to
trade and environmenta market requirements are
increasing (ITTO, 2004). Producers are dso concerned
about increasing government/public sector procurement
policies, ISPM 15 rules (see below) and rules that accept
only FSC or otherwise certified forest products.

A new twist developed in the ongoing US-Canada
trade dispute over softwood lumber (sawn softwood) last
October when a North American Free Trade Agreement
(NAFTA) pand found that Canadian lumber imports
posed no threat of injury to US producers (NAFTA,
2004). If uphed, the ruling would force the lifting of
duties of 27.2% on Canadian lumber imports that exceed
annud import caps. The US government subsequently
gppedled the finding under the extraordinary challenge
provisons of NAFTA, and a ruling is expected soon.
However, the US has never won an extraordinary
chalenge under NAFTA. In the meantime, a definitive
duty ranging from 0.92% to 10.59% was imposed on
softwood lumber imports from Canada late in December
2004 (WTO 20053). In a related development, the
Government of Canada and severd Canadian forest
industry associations filed a lawsuit in the US Court of
International Trade in late April 2005, chalenging a law
that dlows US producers to receive countervailing and
anti-dumping duties collected from foreign competitors
(Random Lengths, 2005). On 19 May, Canada took its
case to the WTO, requesting the formation of a specid
compliance pane to review US implementation measures
following an August 2004 decision directing a change in
methods used by the US in cdculating import duties. In
the mid-May action, Canada also asked for authority to
retaigte on 400 million in Canadian dollars (US$325
million) of USimports.

On 10 December, the International Trade Commission
issued a determination upholding duties imposed by the
US on imports of Chinesemade wooden bedroom
furniture, finding that imports had caused injury to the US
domestic industry (USITC 2004). Dumping margins set in
the process of establishing provison measures range from
0.79% to 198% on a wide range of imported items. The
furniture dispute follows an earlier unfair trade petition
filed in March 2004 with the US Commerce Department
by acodition of US tissue and crepe paper manufacturers,
charging dumping and unfair pricing tactics (Tappi, 2004).
Provisiond measures were dso put in place in the second
half of 2004 that st the dumping margin a 266% for
crepe paper and up to 125% for certain tissue paper
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products (USITC, 2005). Final measures and definite duty
decisonsare ill pending.

On 1 January 2005 the EU lifted punitive tariffs
againg arange of US products, including paper and wood
products, after the US rescinded legidation providing a
tax break mechanism for US exporters.

In the past year, only one investigation was undertaken
within the EU in the context of anti-dumping and anti-
subsidy safeguard measures related to wood and paper
products in the last years, which resulted in imposing a
definitive anti-dumping duty on the US and collecting
definitively the provisonal duty of 6.5% to 66.7%
imposed on imports of okoumé plywood from China in
late 2004 (WTO 2005b). A quantity of about 80,000 m®is
affected.

In Asa the negotiation on the Free Trade Agreement
between ASEAN and China has been findized and the
agreement will be implemented with effect from 1 July
2005. Thus tariffs for al imported products (with a few
exceptions) that are being traded between the ASEAN
countries and China will be lowered gradualy. Maaysia,
China and other countries have lised a few timber
products, such as plywood, particleboard and fibreboard
on the ‘ Sendtive Ligt’. Import tariffs for productslisted as
‘sengitive’ need to be lowered gradudly according to a
specified schedule (STA 2005).

There has been increasing concern in recent years
about the spread of pests, such as the Asan longhorn
beetle and the Pine Wood Nematode, since wooden
packaging materid made of unsessoned (green) wood
provides a pathway for the introduction and spread of
such peds. A few years ago there was a mgor incident
when the Asian longhorn beetle was discovered in the US.
In order to protect their trees and forests, a number of
countries and trading blocs have taken regulatory action to
control the import of wood packaging over the last
decades. In response, the UN Food and Agriculturd
Organization (FAO) Interim  Commisson  on
Phytosanitary Measures adopted  the  Internationa
Sandard for Phytosanitary Measures (ISPM) 15
“Guiddines for Regulating Wood Packaging Materia in
Internationa Trade’ in March 2002 (ISPM, 2002). This
means that countries can now decide to implement these
internationdly recognized import regulaions to prevent
the spread of wood pests. An international mark has been
agreed to and trademarked and is now authorized for use.
To attest to compliance to the standard, a pdlet must be
clearly marked on two faces showing the officid
Internationa Plant Protection Convention logo, a two-
letter country code, a unique number assigned by the
Nationd Plant Protection Organization, “HT” for Heat
Tregtment or “MB” for Methyl Bromide, and “DB” to
signify debarked. Packaging materials made entirdy from

processed manufactured wood (plywood, OSB, LVL, etc.)
are exempt from this new standard. Engineered wood
pallets, either moulded from particles or of plywood, do
not require heat-tregting, fumigation or the specific
labelling required of solid sawnwood pallets. It is unclear
when the use of the Internationd Plant Protection
Convention logo will be mandatory and when some
countries will gipulate its use. The EU is implementing
ISPM15 from 1 March 2005, while the North American
Plant Protection Organization, which covers Canada, the
US and Mexico, implemented 1ISPM 15 in January 2004.
An increasingly large number of countries outsde the
UNECE region have aso adopted the ISPM standard for
wood. While the ISPM 15 is increasingly adopted as a
standard worldwide, there is till considerable uncertainty
on ingpection methods. It seems that currently, no proper
gructure exists to monitor adherence to the standard in a
cog-effective manner. Codlly verification procedures
would certainly have a large impact on the use of
unprocessed wood for palets.

2.8  The emergence of Chinaas a
major player in the wood

products manufacturing arena

After centuries of economic and technologica
gagnation, China now has the world's most rapidly
growing economy. This achievement follows adoption of
interna reforms and trade liberdization policies. It is
increasingly apparent that industrid and economic growth
is not haphazard, but rather the result of careful, targeted
planning that is focused on development of labour-
intensive industries.

Within this environment, China's wood and wood
products sector, long a sgnificant contributor to rurd
economiesin that country, has emerged as one of the largest
in the world in terms of production, consumption and
imports (Xu and White, 2004). With only modest forest
resources of its own, and thus far only limited plantation
development, China has markedly increased its imports of
hardwood and softwood logs and lumber since the mid-
1990s. The gap between consumption and domegticaly
produced forest products in 2002 was etimated a 106
million m® roundwood equivaent, and this is expected to
fise to 150-175 million m® by 2010 (Bull and Nilsson,
2004; Nilson et d., 2004; Sun e d., 2004). Chinee
exports of secondary wood products have risen smilarly.
Chinaisaso becoming an influential consumer.

Condderation of China's household furniture industry
provides an indication of the way in which the wood-based
indudtries of that country are growing. In 2003 the Chinese
furniture industry was reported to be composad of around
50,000 companies, mostly small to medium-sized, with five
million employeesintota (Cao et d., 2004). It isinteresting
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to note that it is mostly companies in Taiwan PO.C., with
factories in Ching, that are leading the growth of Chind's
furniture industry. In fact, in 2003 it was estimated that
companies|ocated in Tawan PO.C. were contributing 75%
of the furniture export shipments from China Overdl,
fewer than 10% of Chinese furniture companies are sae
owned, with the vast mgjority owned by foreign interests,
Chinee private owners, sockholding companies, and
variousjoint ventures.

In 2003, China ranked as the third largest furniture-
producing country in the world, accounting for 9% of totd
vaue of shipments, and ranking second to Itay in export
shipment value. Over the past decade, the Chinese furniture
industry has grown at an average annud rate of about 17%.
Fectorsidentified as contributing to rapid Chinese furniture
industry growth include lower Chinese labour cods (5% to
10% of US wages), lower operationd cods, lower
overhead cods (esimated a about one third of thosein the
US), lower hedth care cogts, and fewer and less stringent
environmentd regtrictions (Cao et d., 2004).

As China assumes an increasing role as an exporter of
products of al kinds, per capita income within China is
risng. As a result, internd demand for a wide range of
products, including demand for a number of types of
wood and wood products, is growing rapidly. Although
Chinese dwellings are seldom congtructed principdly of
wood, it is common to use wood for mouldings, doors,
partitions and furniture. Moreover, interest in wood
framing as a method of congtruction is dowly gaining
acceptance and momentum, stimulated by promotiond
activities of North American trade associations. Xu and
White (2004) recently summarized this Situation, noting
that, “Fully one haf of al timber imports (logs,
sawnwood and pandls) are now processed and exported as
finished products and the marked increase in
manufacturing and domestic consumption in anation with
limited per capita forest resources has fueled the rise in
imports. Furthermore, the combination of this booming
domegtic demand and the growing export-oriented
processng industry is affecting the industry globdly,
causing some enterprises to collapse, while creeting
opportunities for others. An outcome of dl this activity is
that industry and government leaders around the world are
reassessing their competitive postionsin light of the new
Chinese market.”

In pardld with Chind's growing presence in globa
wood products markets, concern about that country’s use
of illegdly-sourced wood has been growing as well.
Numerous reports suggest substantid trade inillega wood
between Indonesia, Russia, Mdaysiaand China, and other
nations. In a report issued by WWF in 2004 (Chunquan,
Taylor and Guoquang, 2004) it is asserted that China is
one of the mgjor degtinations for illegaly harvested or

traded wood. Given such concerns, it was a surprise for a
number of observers when, in mid-April 2005, China
joined the list of countries with certified forest holdings.
Two forestry operations in China, totaling 420,000
hectares, were issued FSC cetificates following an
evauation by the independent Swiss-based certifier SGS.
Thiswas the firgt certification of any forest land in China.
Both of the forestry operations supply forest products for
export (Kyodo NewsAgency, 2005).

Xu and White point out that growing global interest in
the Chinese market on the part of industry, governments
and development organizations has not yet been met with
rigorous and publicly accessble analyses of the macro-
level trends and issues. They aso note that the primary
source of market information to date has been proprietary
analyses, the cost of which has precluded its useto dl but
the largest international investors and trade associations,
and that even these reports have been of mixed quality
due to the weskness of the officia data and the lack of
independent peer review.

The conclusion from a policy perspective is that better
information, which is accessble to governments,
international  development agencies and inditutions,
researchers and NGOs, is needed to enable understanding
and assessment of past and future impacts of Chinas
foret sector growth on globa wood markets and
€CONOMIEeS.
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Chapter 3

Continued global economic recovery
boosts housing construction:
Economic developments influencing
forest products markets in 2004 and
2005%°

Highlights
e World output increased by 5% in 2004, which was the fastest annual rate of increase in 30 years,
however, in western Europe, the cyclica recovery lost momentum in the second half of 2004.

o Wegtern Europe will experience another year of moderate growth in 2005, in contrast to centra
and eastern Europe, where growth will be significantly stronger than in western Europe.

e Continued low interest rates, income growth and improving labour markets, supported by strong
demographics, drove United States housing markets to record levelsin 2004, with sarts reaching
amost 2 million, with the outlook to remain at thislevel in 2005.

e The further depreciation of the dollar during 2004 was partly reversed in the second quarter of
2005, however, the condderable US current account deficit, which is projected to continue
widening in 2005, remains a mgor downside risk to the global economy.

o Qil pricesreached record levelsin the first haf of 2005 and high oil prices are expected to be a
feature of the world economy for many yearsto come.

e In 2004, the CIS emerged as one of the fastest growing regionsin the world economy, with al 12
members posting solid, abeit varying, rates of GDP growth.

e The short-term outlook isfor a moderate dowdown in globa economic growth in 2005, with the
US and Chinaremaining the mgjor engines of global economic activity.

e Condruction scenarios in Europe are smilar to those for North America: strong housing (both
new housing and remodelling and maintenance) and weak non-residential markets.

e Construction forecasts for western Europe expect stronger non-residentia and civil engineering
sectors and dower new residentia construction, but resdential remodelling and maintenance
remains hedlthy.

e Concern exigtsin North America and Europe about some over-heated housing bubbles.

2 By Mr. Dieter Hesse, Dr. Al Schuler and Mr. Craig Adair.



30

UNECE/FAO Forest Products Annual Market Review, 2004-2005

Secretariat introduction

The secretariat of the UNECE/FAO Timber Branch
once again thanks Mr. Dieter Hesse*, UNECE Economic
Anaysis Divison, for reviewing the andysis in the first
section of this chapter, which is based largely on that
Division's Economic Survey of Europe.® The full text of
the Survey is available on the UNECE website?® We aso
wish to express our gppreciation, once again, to Dr. Al
Schuler,”” US Department of Agriculture, Forest Service
and Mr. Crag Adar?® APA-The Engineered Wood
Products Association, for the second section of this
chapter, focusing on congtruction developments.

3.1  Economic developments
311  Economic developments in 2004
3111  CGlobal context

The globa economic recovery continued at a robust
rate in 2004. World output increased by 5.1%, up from 4%
in 2003® This was the fastest average annua rate of
increase in 30 years. The strong growth in output was
accompanied by a marked accderation in world trade of
goods and services, which increased in volume by nearly
10% in 2004, double the growth ratein 2003.

All mgor regions shared in the globd recovery in
2004, dthough growth rates varied. The continued
dynamism of the Adan economies stood out, reflecting
especidly the continued strong growth in Chinaand India
and the accderating growth in southeast Asia. In contrast,
the recovery fatered in Japan. There has been remarkably
rapid growth in the CIS, largely because of the boom in
commodity prices. Economic activity aso picked up
grongly in Latin America. In most of centrd and eastern
Europe, economic activity continued with high

2 Mr. Dieter Hesse, Chief, Macroeconomics and Structural
Studies Section, UNECE Economic Analysis Division, 482 Palais
des Nations, CH-1211 Geneva, Switzerland, telephone +41 22 917
2479, fax +41 22 917 0309, e-mail:Dieter.Hesse@unece.org.

% Economic Survey of Europe (2005 No. 1). Economic Analysis
Division, UNECE, Geneva, Switzerland.

2 www.unece.org/ead/ead_h.htm.

2 Dr. Al Schuler, Research Economist, Northeast Forest
Experiment Station, USDA Forest Service, 241 Mercer Springs
Road, Princeton, West Virginia, 24740, USA, telephone +1 304
431 2727, fax +1 304 431 2772, e-mail: aschuler@fs.fed.us.

% Mr. Craig Adair, Director, Market Research, APA-The
Engineered Wood Association, P.O. Box 11700, Tacoma,
Washington, 98411-0700, USA, telephone +1 253 565 7265, fax
+1 253 565 6600, e-mail: craig.adair@apawood.org.

% Calculated by using national GDP weights based on
purchasing power parity rates.

momentum. The euro area, as in 2003, remained the
laggard of the globa recovery.

The sharp rise in ail prices had only a rdatively
moderate negative impact on global economic activity in
2004 (graph 3.1.1). The resdlience of mgor net ail
importing countries to higher oil prices has been
strengthened due to the substantial decline in intensity of
oil production since the first oil price shocks of the 1970s
and 1980s. There was aso a rddively rapid recycling of
the higher ail revenues in the oil-producing countries,
which stimulated their imports of goods and services from
the rest of the world. Concurrently more flexible product
and labour markets in the advanced economies helped to
cushion the effects of the ail price shocks. In Europe, the
gppreciation of the euro and other currencies againgt the
dollar mitigated the potential adverse impact of higher ail
prices.

A ggnificant and permanent increase in oil prices will
inevitably have negetive effects on leves of output in the
oil importing countries in the short and medium terms. In
the long run, higher oil prices should simulate investment
to improve energy efficiency and accelerate the process of
subdgtituting oil with other forms of energy (including
renewable energy sources such aswood and biomeass, wind,
solar and hydrodectric power), thereby reducing the
vulnerahility of the globa economy to new ail price shocks.
An appropriate orientation of energy policies can fogter this
process of subdgtitution, aso taking into account the need to
ensure security of energy supplies and to curb carbon
emissonsfrom the burning of fossil fuds.

GRAPH3.1.1
Nominal petroleum prices, 1980-2005
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Note: Brent crude spot price, quarterly averages for nominal prices.
Source: United States Department of Energy, Weekly Status
petroleum  Report  (Washington, D.C.), various issues
(www.ela.doe.gov; IMF, International Financia Statistics (CD-
ROM:; United Nations, Common Database, 2005.
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The man development on the foreign exchange
markets in 2004 was the further sharp depreciation of the
dollar in the fina months of the year. This sdling pressure
on the dollar, which started in early 2002, has been mainly
due to the increasingly perceived need for a fundamental
reaignment of the exchange rate patterns among major
currencies in order to correct the large US current account
deficit and the associated rise in externd financia
lighilities (graph 3.1.2). Concerns about the large and
persstent government budget deficit have likely adso
played a role. The exchange rate between the dollar and
the euro rose to a monthly record high of $1.34 in
December 2004, corresponding to an appreciation of the
euro by more than 50% compared with the exchange rate
of $0.87 per euro in February 2002 (graph 3.1.3). The
dollar dso weskened markedly againg the yen and
againg other major currencies including the UK pound
Serling and the Swiss franc in late 2004. In contrag, the
Chinese monetary authorities maintained the parity of
their currency pegged to the dollar unchanged for the
ninth consecutive year.

3.1.1.2  North America

In the US, economic activity grew & a brisk pace in
2004, driven mainly by strong growth of domedtic
demand. Exports too picked up in a favourable externa
environment and were aided by the wesker dollar. The
ongoing surge in imports meant that the changein red net
exports continued to be a drag on domestic output. In the
event, real GDP rose by 4.4% in 2004, up from 3% in
2003 (table 3.1.1 and graph 3.1.4).

The continued strong rise in domestic demand led to a
further rise in the current account deficit to some $665
billion, corresponding to 5.7% of GDP. The generd
government budget deficit, relativeto GDP, fell dightly, to
4.3%, reflecting favourable growth in revenues on
account of the dynamic economic growth. Fisca policy
was only dightly expansonary in 2004, as judged from
changes in the cydicaly adjusted budget deficit. The
stance of monetary policy has gradudly tightened since
June 2004, with the federal funds rate being raised in
severd gepsto 2.25% in December 2004. This moderate
tightening only partly reversed the gill expansionary
monetary policy. Aganst a backdrop of moderate
inflationary expectations, long-term interest rates have
remained at quitelow levels.

In Canada, economic activity remained on a robust
upward path despite the redtraining effects on exports
semming from the marked gppreciaion of the Canadian
dollar. Red GDP rose by 2.8% in 2004 over the preceding
year. Private consumption was strong, supported by further
subgtantia gainsin employment and afal in the household
savings ratio. Busness fixed investment picked up,

dimulated by high corporate profits. Resdentid investment
continued to expand & asolid rate.

GRAPH 3.1.2
Exchange rates of selected currencies vs. United States dollar,
2001-2005
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Source: IMF International Financial Statistics, 2005.

GRAPH 3.1.3
Exchange rate of the euro, January 2001-April 2005
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TABLE3.1.1

Annual changes in real GDP in Europe, North America and
Japan, 2003-2005
(Percentage change over the previous year)

2003 2004 2005 °

24 19

1.6 0.8

1.0 0.9

. 20 2.7

Belgium ....coeevieeiis 13 27 2.7
Finland .......cocoovvviiiieenes, 1.9 34 2.7
GreECE ..oeeveecteecteeetieeie e, 4.5 4.2 29
Ireland ....cccoveeeeeceeeeeeeeennn, 3.7 49 4.9
Luxembourg ........ccccceeerenens 29 40 35
Netherlands..........c.coocueeneeee, -0.9 1.4 1.3
Portugal ... -1.2 12 19
S0 11 o L 25 2.7 2.2
Euroarea .......coceeeveennenen, 0.6 1.8 15
United Kingdom ................. 2.2 37 25
Denmark 0.5 2.4 2.3
Sweden 15 3.0 29
EU-15 0.9 2.3 1.8
Cyprus 19 37 38
Czech Republic ..., 37 4.0 4.0
EStonia ........cccovevvieeeenenns, . 5.7 55

Hungary ... . 34 3.6
Latvia ........... . 6.7 6.0
Lithuania .. 58 5.7
1.0 15

4.3 4.6

5.0 54

38 39

49 45

23 18

4.3 4.7

. 4.3 4.0

NOIWay .....ccoecvvvvererieeenn, 04 34 35
17 13

24 22

28 2.6

44 34

4.3 34

Note: All aggregates exclude Israel. WECEE (western Europe,
central and eastern Europe) comprises the EU-25 plus Iceland,
Norway and Switzerland. EU-8 (central Europe and the Badltic
states) includes the new EU members less Cyprus and Malta
Western Europe-20 comprises the EU-15 plus Cyprus, Iceland,
Malta, Norway and Switzerland. For data on south-east European
and European CIS countries, seetable 1.1.2. f = Forecasts.

Sources: Eurostat; OECD national accounts and national statistics,
UNECE secretariat estimates; Consensus Economics, Consensus
Forecasts, 2005.

GRAPH 3.14
Quarterly changes in real GDP, 2003-2005
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Source: National datistics, Eurostat and New Cronos Database,
2005.

3.1.1.3  Western Europe

In the euro area, the cyclicd recovery logt significant
momentum in the second half of 2004. Red GDP fdl in
Germany, Greece, Italy and Portugd in the final quarter of
2004 compared with the preceding quarter. Export growth
in the euro area weskened againg the background of a
moderate dowdown in the globa economy and
deteriorating price competitiveness due to the appreciation
of the euro. Domestic demand remained duggish and
consequently could not offset the weakening of external
demand impulses. Construction investment rose by 1.25%
compared with 2003, when there was a decline by 0.1%.
In the event, aggregate real GDP in the euro area rose by
1.8% in 2004 compared with the preceding year.

Economic activity in the euro area in 2004 continued
to be supported by an expansonary orientation of
monetary policy. The European Centrd Bank (ECB) left
its key refinancing rate unchanged at 2%. Redl short-term
interest rates were close to zero. Nomind long-term
interest rates also remained at very low levels. Financing
conditions for firms and households remained very
favourable in 2004.

Outside the euro ares, in the UK, real GDP rose by
31% in 2004. Private consumption remained the
mainstay of economic growth, supported by the weslth
effects originating in the housng market boom and
favourable employment growth. Higher interest rates and
a decderdtion of housing price inflation dampened
household consumption expenditures in the course of
2004. Strong government spending has been an important
factor behind the favourable performance of the UK
€conomy in recent years.
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For western Europe as awhole, real GDP increased by
2.2% in 2004, areflection of the more dynamic growth in
countries outside the euro area.

3.1.14  Central and eastern Europe

In centrd and eastern Europe, economic growth
exceeded the average rate in western Europe by a
significant margin. Rea GDP in the region as a whole
rose by 5.5% in 2004, up from 4.1% in 2003. Economic
growth was broadly based, driven by robust increases in
private consumption, fixed investment and exports.
Available data on investment by type of asset for some of
the countries in the region point to strong growth of
expenditures on congtruction as well as on machinery and
equipment. But aso public investment expenditures
supported economic growth, and macroeconomic policies
were in genera supportive to economic growth. The
robust output growth has not so far led to significant gains
in employment, a reflection of strong productivity gains.
Cregating more jobs is one of the most pressing economic
policy challengesfor theregion.

The economic dynamism in centrd and eastern
Europe has spread to al subregions. In the eight countries
that joined the EU a the beginning of May 2004,
aggregate real GDP rose by 5% in 2004, up from 4% in
the preceding year. In fact, Latvia was the fastest growing
EU economy in 2004. Business and consumer confidence
was strong, which also underpinned business investment.
Expanding capacities of foreign direct investment (FDI)
firms as wel as the oneoff effects of full trade
liberdization at the time of EU accession in May 2004, in
combination with strong cost competitiveness, stimulated
exports, especialy to west European markets.

In southeast Europe (including Turkey), economic
activity strengthened due to robust performance in most of
the EU candidate countries. Real GDP rose on average by
7.3% in 2004, up from 5.2% in the preceding year (table
3.1.2). Excluding Turkey, the aggregate rate of growth
was 6.9% in 2004, up from 4.3% in 2003. As in the other
pats of eastern Europe, economic activity was
underpinned by strong domestic demand and exports. The
emergence of a more dable and predictable
macroeconomic environment has undoubtedly contributed
to the gtrengthening of economic activity in southeast
European countries.
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TABLE3.1.2
Annual changes in real GDP in southeast Europe and the CIS,
2003-2005
(Percentage change over the previous year)
2003 2004" 2005
Southeast EUrOpe .......cccoeenee 51 79 52
Albania ..o 60 60 60
Bosniaand Herzegovina .......... 32 40 43
Bulgaria ......cccoeevnnceniene 43 55 53
Croatia .....oeveeereeeeereseeeee 43 40 44
Romania .....ccoevevrereenererieeenes 4.9 75 52
Serbiaand Montenegro® .......... 15 70 45
The former Yugoslav Republic
of
Macedonia .........ccoeeerereerenennnn 34 25 35
Turkey ............. 58 90 53
CIS e 77 79 64
Armenia .......... 139 100 80
Azerbaijan ....... 112 95 140
Belarus ............ 6.8 100 9.0
Georgia ....cocovvereeene 111 60 50
Kazakhstan ................ 93 93 79
Kyrgyzstan ... 6.7 6.5 7.0
Republic of Moldovac ..... ... 63 80 6.0
Russian Federation ................... 7.3 68 58
LI TLCES g 102 110 83
Turkmenistan @ ........cccoceverinnnee 68 60 70
UKFaing .....cccovevvervirerserenieenenes 94 124 65
Uzbekistan ........ccocvvereerienenn 44 76 64
Total above ..o 6.9 79 6.0
Memorandum items:
Southeast Europe without Turkey 4.2 64 5.0
CIS without Russian Federation 85 101 7.5
Caucasian CIS countries 11.7 8.6 100
Central Asian CIS countries 75 84 7.3
Three European CIS countries 86 116 7.2
Low-income CIS economies 7.7 8.1 7.9

Note: The aggregation was performed using weights based on
purchasing power parities. Aggregates shown are: southeast Europe
(the 8 countries indicated above); CIS (the 12 member countries of
the Commonwealth of Independent States). Sub-aggregates are:
Caucasian CIS countries: Armenia, Azerbaijan, Georgia; central
Asian CIS countries Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan, Uzbekistan; three European CIS countries. Belarus,
Republic of Moldova, Ukraine; low-income CIS economies:
Armenia, Azerbaijan, Georgia, Republic of Moldova, Kyrgyzstan,
Tgjikistan and Uzbekistan. Unless otherwise noted, country
forecasts shown are those reported by official forecasting agencies.
f  Forecasts.

b Excluding Kosovo and Metohia.

c Excluding Transdniestria.

d  UNECE secretariat estimates.

Sources: National statistics, CIS Statistical Committee; reports by
official forecasting agencies, 2004.
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Recent increase of FDI in Bulgaria, Romaniaand, to a
lesser extent, Croatia, largely reflect a change in investor
expectations about the prospect of these economies
becoming part of the EU in the not-too-distant future
(Bulgaria and Romania signed accession agreements in
2005). Economic restructuring, largely driven by FDI
inflows, has led to an upgrading and expanson of
manufacturing production capacities, which has st the
stage for alarge rise in merchandise exports, especialy to
western Europe.

3115 CIS

As in 2003, the CIS remained in 2004 one of the
fastest growing regions in the world economy, with al
countries posting solid growth. Real GDProseby 8.2%in
2004, up from 7.7% in the preceding year. In the Russian
Federation, the average annua rate of economic growth
was 7.1% in 2004, dightly lower than the rate of 7.3% in
2003. The man factor behind this rapid economic
expanson was the strong rise in demand in international
commodity markets (particularly oil, gas and metds),
which aso led to a surge in commodity prices. At the
same time, severd years of strong output growth have
been associated with a surge in domestic demand,
epecidly in private consumption. In many countries,
fixed investment has aso recovered, most of it in the
extractive industries. The rise in economic activity has
also boosted government revenues, leading at the same
time to more balanced fisca positions. Economic growth
was dso underpinned by earlier market reforms in many
of the CI'S countries.

Compared with eastern Europe, market reforms in the
CIS have been complicated by the legacy of a greetly
distorted economic sructure, the lack of unequivocd
politica and popular support for reform, and the absence
of an externad anchor for the reform process, such as a
reglistic expectation of EU membership. Nor are the CIS
countries close to the large western European markets.
Despite these disadvantages, reforms in the CIS have
neverthel ess advanced, athough at a dower pace and with
significant differences across countries.

312 The short-term outlook

3.1.2.1  Global context

Forecasts are for a continued solid, abet dightly
moderating, growth of the globa economy in 2005. Red
GDP is expected to increase by about 4.25% compared
with 5% the previous year. The expansion of world trade
will also weaken somewhat, to an annual growth rate of
about 7.5%. The globa business cycle will continue to
rely on the US as the mgor engine of growth. Rapid
growth rates are expected to continue in China and other
Adan emerging markets, Latin America, eestern Europe

and the CIS. Western Europe will continue to have an
overdl rate of economic growth rate that is significantly
below the world average.

Although the short-term forecasts for the world
economy are relatively favourable, the risks to the global
economic outlook are predominantly on the downside. A
major uncertainty is the likdy development of the
internationa oil markets, where prices have remained at
levels much higher than expected during the first five
months of 2005. The combination of strong demand and
relaively tight supply capacities points to the vulnerability
of oil markets to adverse shocks with associate upside
risks to prices. The fact that the globd economy continues
to rely so much on the US as a mgor engine of growth
evidently makes the outlook very vulnerable to a more
pronounced dowdown of the US economy. This is even
more the case because the necessary correction of the
large domestic and externa imbalances that have
developed in the US will likely require a more or less
sharp dowdown of domestic demand and output growth.

An unexpectedly strong rise in US long-term interest
rates, triggered, for example, by upsiderisksto inflation or
by new sdling pressure on the dollar in reection to a
further strong deterioration of the current account deficit,
would risk dampening economic growth in the US and the
rest of the world economy. A sudden surge in long-term
interest rates would aso risk triggering a sharp reversa of
the surge in housing prices witnessed in the US and many
other countriesin recent years.

Other risks to the outlook include a possble hard
landing in China, which has become an important source
of demand for goods and services produced in the rest of
Adaand other regions of the world economy. Long-term
interest rates in the US have remained a unusudly low
levels in the recovery so far, despite the tightening of

monetary policy.

3.1.22  North America

In the US, economic growth remained strong in the
firg quarter of 2005, driven by robust expansion of dl
major components of domestic demand. Persond
consumption expenditures continued to be the maingtay of
economic growth, stimulated by favourable financing
conditions and the wedth effects resulting from the
buoyancy of demand in the housing market and associated
sharp increases in prices of existing homes. Business
investment continued to be spurred by rising capacity
utilization, high profits, low interest rates and the upward
tendency in equity markets. Export growth picked up
srongly in thefirst quarter of 2005, but changesin red net
exports continued to be a drag on overadl economic
growth.
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Againgt the backdrop of a dwindling output gap and
associated upside risks to inflation, the Federal Reserve
raised the federal funds rate in three steps to 3% in early
May 2005. Further increases of interest rates designed to
move monetary policy towards a more neutra stance are
expected during 2005. For the year as awhole, rea GDP
is forecast to increase by some 3.5%, about one
percentage point less than in 2004. The expanson will
continue to be driven by robust domestic demand, with
rel net exports subtracting from overadl economic
growth. The current account deficit is projected to rise to
some $800 hillion in 2005, equivaent to about 6.5% of
GDP.

In Canada, rea GDPisforecadt to increase by 2.6%in
2005, driven by strong domestic demand and broadly the
same outcome asin 2004.

3.1.2.3  Western Europe

In the euro area, economic activity picked up dightly
in the first quarter of 2005, but the underlying cyclica
momentum has remained wesk in the face of perssent
duggishness of domestic demand and the restraining
effects of the strong euro on export activity. In Itay, the
economy has moved into recesson agangt the
background of a seady deterioration of international
competitiveness during past years. In the euro area high
unemployment and uncertainty about prospects for jobs
and implications of pension reforms for future incomes
have kept consumer confidence &t low levels. Low long-
term interest rates have, however, simulated the demand
for housing in many countries, a tendency that has been
partly reinforced by quite substantia increases in housing
prices and associated expectations of further capita gains.
Industrial confidence weskened in the firs months of
2005 in view of deteriorating export prospects and the
expected moderate growth of domestic demand.

Agang this background, rea GDP is forecast to
increase by only 1.5% (at best) in 2005. This reflects in
the main the weak economic performance in the three
magjor economies, those of France, Germany and Italy.
With inflation forecast to fall below the target rate of 2%,
the ECB is expected to hold its key financing rate
unchanged at 2% until there are indications of a sustained
strengthening of domestic demand. In fact, a persstent
duggishness of economic activity could well necessitate a
further reduction of interest rates.

Outside the euro area, in the UK, the average annud
rate of economic growth is forecast to dow down to 2.5%
in 2005. But the economy is operating at a full capacity
rate, and the weskening growth will therefore help to
contain inflationary pressures. The boom in housing prices
levelled off in mid-2004 and this will tend to dampen
private consumption in 2005.

In western Europe asawhole, red GDPis projected to
increase by 1.8% in 2005. Given its present strong
reliance on export growth, the recovery in western Europe
is very vulnerable to a more pronounced weskening of
globa growth than is currently forecast. Other downside
riks include adverse gpillover effects on  fixed
investments originating from any unexpectedly strong rise
in long-term interest rates in the US and a further strong
gppreciation of the euro. A sudden and pronounced
reversa of the rise in housing prices witnessed in some
countries (France, Ireland, Spain, UK) would aso risk, via
the asociated negative wedth effects, dampening
household consumption and overall economic growth.

3124  Central and eastern Europe

Againg the background of dowing globa growth and
duggish economic activity in the euro area, GDP growth
in central and eastern Europe is forecast to dow down in
2005. But the average rate of economic expansion will
remain condderably above the average of western
Europe. Economic activity will be supported by continued
robust growth of domestic demand and exports. In the
event, real GDP in the eight new Member States of the
EU is forecast to increase on average by 4.5% in 2005.
In southeastern Europe, average annual economic
growth of about 5% is expected.

The main risks to the outlook for central and esstern
Europe include a possible sharp deceleration in economic
growth in the euro area and sgnificantly higher than
expected energy prices. A number of countries in the
region ill face important macroeconomic policy
chdlenges such as large fiscad and current account
deficits.

3125 CIS

Economic activity in the CIS as awhole is expected to
lose some momentum in 2005 but will nevertheless
remain quite strong. Aggregate real GDP is forecast to
expand by some 6.5% compared with the preceding year.
Overdl economic activity will continue to be supported
by the favourable demand conditions for oil and other
commodities and associated price  developments.
Domegtic demand in the CIS should generdly remain
buoyant, but its effect on domestic economic activity will
depend on the extent to which loca producers can
improve ther responsveness to changes in demand.
Macroeconomic policy will continue to be generally
supportive, with an increasing risk of pro-cyclicd fiscal
loosening in anumber of countries, including Russia

In Russia, the officid growth forecast for 2005 has
been lowered to some 6%. Both the output and exports of
oil are likely to dow down &fter severd years of very
srong growth, aso reflecting inadequate oil sector
investment. There has dso been a deterioration of the
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business climate in the context of the Yukos affair, which
could, moreover, adversdy affect private sector fixed
investment. Private consumption will continue to be
fuelled by easier access to credit and strong wage growth,
which, in turn, will boost import demand. The influence of
the planned fiscal expansion in supporting economic
activity will probably be limited in view of the weak
responsiveness of supply to risng domestic demand
(partly a consequence of declining competitiveness),
which will make it difficult to reduce inflationary
pressures.

The main gtructural weakness of the CIS economies
remains their high dependence on exports of naturd
resources, implying a high degree of vulnerability to
externd shocks. The short-term outlook is therefore
highly dependent on the price developments in
international commaodity markets. The long-term growth
prospects of the CIS economies therefore hinge on their
success in diversfying their economies and in the
implementation of Structural reforms.

3.2  Construction sector developments
321  North America
3.21.1  United States

The US housng market achieved 1.952 million totd
housing starts including 1.605 million single-family homes
in 2004 (graph 3.2.1). This was another record for sngle
family housng activity. In contrast, multi-family
condruction remained stable at the 348,000 leve recorded
in 2003. The key drivers of housing activity were attractive
interest rates (5.8% for fixed, 30-year rates and 3.9% for
adjugtable rate mortgages), innovative financing (eg. low
downpayments and reverse mortgages), good persond
income growth, and favourable  demographic
developments. Strong housing markets, providing demand
for 75% of structura wood products, drove wood product
prices higher in 2004. Structurd pand prices increased by
26%, while lumber prices increased by 30% (Random
Length’'s compodite prices). In fact, housing activity was so
strong thet there were actud shortages of building meaterids
during the pesk “soring building seeson”. This drove
oriented strand board (OSB) prices to an dl-time high of
$508 per thousand square feet in April 2004. Another factor
adding to pand price voldility was Iragwar-related
demand for plywood. There were dso sporadic shortages of
cement and ded, a consequence of the strong globd
demand, particularly from China

GRAPH 3.2.1
United States housing starts, 2002-2005
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Note: Seasonally adjusted annual rate.
Source: US Bureau of the Census, 2005.

Unfortunately, other congtruction sectors did not fare
as wdl as new housing (table 3.2.1). Construction
expenditures for the non-residentiad sector increased by
only 3.5%, compared with an 18.4% increase for the new
residentid sector. ** However, the non-residentia sector
has darted to respond to steedy improvements in the
busness invesment climae, particualy privae
congtruction expenditures for office, commercia and
hedth care. There was dso an increase in public

condruction expenditures for education and road
infrastructure.
TABLE 3.2.1
Value of completed United States construction, 2003-2004
(Billion $)
2003 2004 %
change
Total construction 916 1000 9.2
Private construction 690 767 111
Residential (new) 345 409 184
Residential improvements 130 135 3.6
Private non-residential 214 222 37
Public construction 226 233 31
Total non-residential (new) 433 448 35

Source: US Bureau of the Census, Report C30, 2005.

Although the size of the non-residentid and residential
sectors ae smilar ($400 to $450 hillion annua

% Census collects annual value of construction data for new
residential and improvements while expenditures for the non
residential sector are for new construction only. They collect
expenditure data for improvements only periodically.
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expenditures), it is in the residentid markets where the
growth has been for the past five years, and most andysts
expect this to continue through 2006. The US housing
sector has been benefiting from the fact that foreign
buying of US treasury hills (mainly by the centrd banks
of China and other Asan economies) has kept long-term
interest rates a low leves, despite the 200-basis point
increase in the Federal Reserve funds rate from 1% to 3%
between June 2004 and May 2005. This has kept demand
for new homesat high leves.

A mgor difference between US and European
residential markets is in the breskdown between new
congtruction on the one hand and repair and remodelling
on the other hand. There are approximately 171 million
occupied housing units in western Europe compared with
about 106 million in the US. The average (median) age of
the housing stock in the US is 32 years while the average
age in wedern Europe is condderably higher.
Consequently, the remodelling market in Europe accounts
for about hdf of the congtruction spending, while in the
US remoddling repairs and maintenance (by owners and
renters) represent about 40% of residentid market
expenditures, according to recent studies by the Joint
Center for Housing studies at Harvard Universty.

In the US, there is some concern over the risk of
housing bubbles in rapidly expanding cities. Prices in
some metropolitan regions (for example in Washington
DC, New York City, Boston, Las Vegas and San Diego)
have surpassed persona income growth by a sgnificant
margin. These cities are potential candidates for some
price erosion, possibly on a subgtantial scae, if housing
demand fdls. On anationwide basis, thereis, however, no
evidence of a speculative bubble. However, recent studies
by the National Association of Redltors indicete that the
percentage of resde homes purchased for investment
purposes (a major source of a potential bubble) has
increased dramatically over the past severa years. The
resale market in 2004 totalled 7.8 million units, with 36%
classed as “second homes’, which include those
purchased for investment and the remainder as vacation
homes. In 2004, there was a record 2.8 million second
home sdes, up 16% from 2003, with the investment
component increasing by 14.4% to 1.8 million while the
vacation home sdes rose 20% to 1 million. However,
there is no clear indication that average nationd home
prices are increasing faster than persona income growth,
which would be another danger sign.

Through the first quarter of 2005, new housing starts
rose by 5.4% compared with the first quarter of 2004. The
US housing market is expected to remain strong in 2005,
near the 2 million level. However, anaysts forecast sarts
to fal in 2006 by approximately 5%, due to risng
mortgage rate, with most reductions in the single-family
sector. Fundamentals are expected to remain solid: the 30-

year mortgage rate is projected to remain below 7%
during 2005-2006; demographics remain favourable for
second home investments by ageing “baby boomers’;
there should aso be increased demand from firg-time
buyers, and the ageing housng stock will favour
remodelling expenditures for the rest of this decade.

3.21.2 Canada

In Canada, housing gtarts reached a 17-year high in
2004, increasing by 7% over 2003 to 233,000 units. Asin
the US, key drivers were attractive financing conditions, a
hedthy economy with improving labour markets, and
favourable demographics. Although housing starts in the
firgt quarter of 2005 are up 1.7% compared with the same
period of 2004, andysts expect a modest pullback to
210,000 units for the year as a whole (Adrienne Warren,
Bank of Nova Scotia, March 2005). Housing dstarts are
expected to pull back further to 185,000 units in 2006 as
interest rates are headed upward in response to the
projected strengthening economic growth, which risks
increasing inflationary pressures. The Bank of Canada is,
however, expected to proceed cautioudy due to the strong
Canadian dallar, which is causing problems for some of
Canada's export sectors.

3.21.3 Europe

Following modest growth in 2003, congtruction
activity in Europe picked up in 2004, rising by 2.1%
compared with the preceding year. This was only dightly
less than the overal rate of economic growth of 2.2% in
the 19 Eurocongtruct countries™ in 2004 (graph 3.2.2).
Principa drivers included low interest rates, favourable
demographics for firg-time buyers, a growing trend to
buy second homes, and favourable tax treatment and
mortgage measures in some countries (eg. UK). Less
redtrictive mortgage conditions (eg. smdler down
payments, longer term loans and reduced transaction
cogts), could encourage housing investment in Europe and
alow ownersto benefit a the same time from more liquid
red edate assets (The Economist, “Lifting the Roof”, 11
December 2004). As in previous years, the increase in
congtruction activity was much stronger in eastern Europe
compared with western Europe (table 3.2.2). This dso
reflectsa (low) statistical base effect.

%1 Euroconstruct’s 19 countries include 13 EU member states
(Austria, Belgium, Denmark, Finland, France, Germany, Ireland,
Italy, Netherlands, Portugal, Spain, Sweden, and the UK.), plus
Norway and Switzerland, and 4 CEECs (Czech Republic,
Hungary, Slovakia, and Poland). Euroconstruct's western
European countries are not the EU15, but the first 15 countries
listed above. Eurocontructs anaysis of central and eastern
European construction is based on the above 4 CEECs.
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GRAPH 3.2.2
European GDP vs. construction sector output, 2001-2007
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Source: Euroconstuct, 2005.

TABLE3.2.2

European construction sector developments, 2003-2006
(% change by volume)

Western Europe 2003 2004 2005" 2006'
New residential 17 44 07 -2
Residential R&M 1 21 15 19
New non-residential -44  -0.2 2.6 3
Non residential R& M  -0.3 0 08 13
Civil engineering 2 17 27 23
Total construction 0.3 19 17 12
Eastern Europe 2003 2004 2005' 2006'
New residential 48 29 43 104
Residential R&M 36 59 59 37

-3.2 6.1 9.9 8.3
Nonresidential R&M  -2.6 45 4.6 53
Civil engineering 44 55 124 142
Total construction 2.1 5.2 8.1 9.1

Notes: R& M isremodelling and maintenance. f = forecast.

Source: Euroconstruct, Paris, December 2004.

New non-residential

The growth of construction output was uneven among
European countries in 2004. There was strong housing
activity in the UK, Finland, France, Italy, Norway, Spain
and Switzerland, whereas Germany, Austria, and severd
eastern European countries (including Poland, Hungary
and the Czech Republic) conspicuoudy lagged behind.
There are concerns that in some countries strong increases
in housing prices reflect a bubble, which, in the event it
should burgt and lead to a sudden sharp fal in red edtate
prices, would significantly dampen economic activity.
Some experts even point to the risk of a deflationary
spiral, as has been experienced in Japan since the 1990s
(table 3.23). The uneven dynamics of resdentid

congruction may cause problems for the 12-nation euro
zone, where interest rate increases may be needed for
some countries to cool the housing sector while it would
be an added burden for the private sector, activity in other
member countries. .

TABLE3.2.3

House price indices in selected countries, 2003-2004
(% change over the same period of the previous year)

Q3 2003 Q3 2004 1997-2004
Spain 16.5 17.2 149
France 115 14.7 76
Britain 11.0 13.8 139
Italy 10.6 9.7 69
Germany -4.5 -1.7 -3
United States 6.0 11.7 64
Canada 6.5 6.7 43
Japan -4.8 -6.4 -24

Note: Q3 = third quarter.
Source: The Economist, 11 December 2004.

However, not dl European countries have been
experiencing a rapid price escdation. House prices in
Audria and Germany showed no gppreciation in 2004
compared with 2003 and in fact, prices in Germany have
been fdling for many years In the Nethelands they
increased by only 2%, while housing prices in Greece fdl
by 4% (Wall Street Journal, “In Europe, can one size fit
al?’, 28 February 2005). This divergence in housing price
increases can dso be found across the different regions
within the US — the Midwest and the “Rugst Bdt” area
(Ohio, Michigan, Indiand) have not seen the leve of
residentia market growth enjoyed by the South and West.

Looking ahead to 2007, Euroconstruct sees severa
magjor shifts (1) for western Europe, the large stock of
occupied housing units (171 million) will ensure that
R&M expenditures will outpace investment in new
housing, which is expected to cool; (2) for new non-
residentid markets, there will be a shift from public to
private expenditures, (3) for the whole Euroconstruct
region, civil engineering expenditures will grow much
faster (double the rate) than expenditures on buildings.

3.3 References
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Chapter 4

Roundwood harvests reach record levels
due to higher pulp and sawnwood
demand:

Wood raw material markets,
2004-2005%*

Highlights
e Totd roundwood removals in the UNECE region reached record levels in 2004 reflecting a
growing demand for both wood and paper products.

e Trade of roundwood continued to decline in both Europe and North America as a result of
increased local processing of softwood and hardwood sawnwood.

e Huge storm hits northern Europe in early 2005, damaging 85 million m® of timber, which will
continue to impact harvests, trade flows and wood prices in Europe into 2006.

e Fuelwood removas in Europe were gpproximately 14% of totd removasin 2004, and with the
lack of affordable non-wood biomass in many countries, there has been a rise in trade of
woodfudl, increasingly in the form of wood pellets.

e The CIS increased roundwood removals by 4.7% in 2004, with exports of raw materia up by
amost 12% compared with 2003, amounting to amost one third of the total industrial timber
harvest.

e In addition to documented harvests and exports from Russa, there are subgtantia volumes of
undocumented roundwood removass, from the eastern provinces in particular, destined for further
processing in China, which are then exported to Europe, North Americaand other markets.

e |n North America, the share of softwood industriad roundwood grew from 2002 to 2004,
primarily asaresult of asubstantia increase of sawn softwood production.

e Sawlog prices have been risng in most regions of North America and Europe in 2004 and 2005
as a result of higher log consumption by sawmills trying to meet the increased demand for
sawnwood, mostly from the United States, Canada and central Europe.

e Pricesfor both pulplogs and resdua chips were dightly higher in locd currencies in Europe in
2004 than in 2003 and, as a result of the weaker US dallar, pulp manufacturers in Europe found
themselves |ess competitive than many producersin the US.

%2 By Mr. Hakan Ekstrém.
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Secretariat introduction

Once again we are pleased to collaborate with Mr.
Héken Eksrom,® President, Wood Resources
Internationa, for his andyss of wood raw materid
markets in the UNECE region. We gppreciate his
expertise and globa perspective in roundwood, chip and
wood energy markets. He is the Editor-in-Chief of two
publications that follow globd wood fibre markets,
including prices: Wood Resource Quarterly and the North
American Wood Fibre Review.

We dso thank his contributors, including Ms. Eva
Janssens, European Panel Federation (and coordinator of
the pands chapter), Mr. Bernard Lombard, Confederation
of European Paper Industries (and contributing author to
the paper and pulp chapter), Mr. Raf Dimmer,
Erndhrungswirtschaft, Germany, Ms. Riitta Toivonen,
Finnish Foret Research Inditute and Mr. Arvydas
Lebedys, FAO (and contributing author to the sawn
softwood chapter). Dr. Nikola Burdin, Director, OAO
NIPIEllesprom, contributed significant information on the
Russian roundwood markets (and also contributed to the
sawn softwood and panels chapters).

4.1 Introduction

Tota roundwood removas in the UNECE region
increased for the third year in a row, reaching 1.3 billion
m® in 2004. The increase from 2003 was 3.0%, of which
the largest rise was in the CIS region. Most of these
removals were in the Russan Federation; production was
up by 4.6% and exports by dmost 10.7%. The CIS was
the only subregion where the consumption of hardwood
roundwood was lower in 2004 than in 2001 and 2002
(graphs 4.1.1 and 4.1.2). Over 87% of roundwood
removals were for industrid uses, while the remainder
was for fuel purposes. Of the total wood consumed by the
forest industry, 74% consisted of softwood roundwood,
which was used mainly by the sawmilling sector. The
remaining 26% of wood utilized by the industry was that
of hardwood species, which went mainly to the pulp and
paper sector.

Trade flows of raw materid have changed in recent
yearswith lower volumes being traded in both Europe and
North America (graph 4.1.3). For example, in 2004,
compared with 1999, roundwood exports from Europe
were 13% lower and imports 4.6% lower. In contrast, the
CIS subregion is expanding its presence in the

% By Hékan Ekstrém, President and Editor-in-Chief, Wood
Resources International, P.O. Box 1891, Bothell, Washington
98041, US. Telephone +1 425 402 8809, Fax +1 425 402 0187,
website; www.wri-Itd.com, email: hekstrom@wri-ltd.com.

international market place, both as an exporter and as an
importer of raw material.

GRAPH4.1.1
Consumption of softwood roundwood in the UNECE region,
2000-2004
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Source: UNECE/FAO TIMBER database, 2005.

GRAPH 4.1.2
Consumption of hardwood roundwood in the UNECE region,
2000-2004
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Source: UNECE/FAO TIMBER database, 2005.
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GRAPH 4.1.3
Industrial roundwood trade flows, 1999-2003
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4.2  Europe subregion

Consumption of sawnwood, panes and paper in
Europe stood at record levels in 2004. This resulted in
higher demand for roundwood, which totalled 464 million
m°, up 2.6%, compared with 2003 (table 4.2.1). Slovakia,
Poland, France, Germany, Estonia and Lithuania were
among the markets consuming subgtantidly more
softwood roundwood in 2004 than in 2003. Much of the
increase was the result of higher consumption of softwood
sawnwood throughout Europe and North America. The
demand for hardwood roundwood was aso higher in
2004, though with a smaller increase than for softwood.
The biggest changes came in eastern Europe, particularly
in Slovakia, Poland and the Bdtic States. An increasing
share of raw materia in eastern Europeis being processed
domesticdly, thus lowering export volumes of
roundwood.

The severe storm that swept across northern Europe in
early January 2005 will have a condderable impact on
harvest activities, trade flows and wood prices in Europe
during 2005 and much of 2006. In just one day, around 85
million m® of timber was damaged in what is said to be
theworst forest catastrophe in the Nordic countriesin over
100 years. Mogt of the damage was in southern Sweden,
where an estimated 75 million m® was affected, but
Denmark and the Baltic States were affected as well. The
volume of timber that needed to be logged and removed
after the storm is equivaent to aimost 70% of the total
annual harvest in the Nordic countries and the Bdltic
States combined.

TABLE 4.2.1
Roundwood balance in Europe, 2003 - 2004
(1,000 m®)

2003 2004 Change %
Removals 428 190 437 303 21
Imports 60 284 61 205 15
Exports 36 047 34 440 -4.5
Net trade -24 237 -26 765
Apparent consumption 452427 464 068 2.6
Of which: EU-25
Removals 366 435 374199 21
Imports 55 125 55401 0.5
Exports 32740 30922 -5.6
Net trade -22 385 -24 479 ..
Apparent consumption 388820 398 678 25

Source: UNECE/FAO TIMBER database, 2005.

The damaged timber belonging to the members of the
forest landowner associations in southern Sweden is
estimated to be dmost 40 million m®, of which only about
70% will be commercidly utilized. The remaining 30%
will be ether left in the forests or used for fud. At the
current logging rate, most damaged timber will have been
removed by mid-2006. Most pulpmills in the region have
stopped importing roundwood from the Batic States and
Russia and ingead are actualy exporting roundwood to
Norway, Finland, the Batic States and Germany. As a
result of the large supply of sawlogs, many sawmills not
only stockpiled considerable volumes of logs but aso
increased production levels by adding shifts and extending
production during the traditiond summer holidays. In
addition to increased roundwood exports, it is dso
possible that exports of sawnwood from southern Sweden
will be higher in 2005, with additional volumes being
shipped to Europe, the US and Jgpan. Another
consequence of the oversupply was that roundwood prices
fdl by between 20 and 30% in the Bdtic States. In
Lithuania, in a concesson to forest landowners, the
Government exempted their personal income tax by 25%
from sales of roundwood for 2005 and 2006.

Wood fibre consumption by the particle board and
MDF industries was up by 5.1% and 4.9%, respectively,
in 2004, as compared with 2003. The MDF sector is a
fairly large consumer of roundwood, which accounted for
70% of its tota fibre furnish in 2004. Particle board
manufacturers consumed approximately 24% roundwood,
with the remanding volumes being either sawmill residues
or recovered wood.
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The pulp and paper industry in Europe ran at higher
production levels in 2004, resulting in 2.7% additiona
wood fibre receipts compared with 2003. The largest
increases in raw materid were in the form of softwood
resduds, due to higher sawnwood production and
hardwood roundwood from higher removas both in
Europe and the CIS. Germany, France, Norway, Slovakia
and Spain consumed between 5% and 10% more wood
fibrein 2004 than in 2003.

Fuedwood removas were practicaly unchanged in
Europe in 2004, according to national dtatistics, which is
somewhat surprising based on anecdota evidence that
consumption in many countries had risen® In 2004,
fuewood removals were an estimated 63 million m®, or
approximately 14 % of totd removas. Mogt of the
consumption was in the Nordic countries, Germany, Itay,
Audtria and Poland. In recent years there has been
congderable interest in energy from renewable energy
sources as a way to reduce carbon emissons and
greenhouse gases. With the lack of affordable non-wood
biomass in many European countries, there hasbeen arise
in trade of wood fuel and increasingly in the form of wood
pellets. The mgor importing countries of biomass are
Italy, importing nearly 2.0 million m.t. in 2004, followed
by Belgium, Denmark, Sweden and Germany, al of
which imported 750-800,000 m.t. The primary markets
for wood pdlets ae Sweden, Denmark and the
Netherlands. One new recent supplier of wood pellets to
Europe is, somewhat unexpectedly, British Columbia in
western Canada, which is expected to ship 475,000 m.t. in
2005 (North American Wood Fiber Review, 2005). British
Columbia is currently suffering from a mountain pine
beetle outbresk which has infested over 175 million m® of
lodgepole ping, rising by 75 million m® per year, and
forecast to peak in 2008 (Kozak, 2004). From mid-2005,
unprocessed beetle-killed timber was not exported out of
the province.

4.3  CIS subregion

Roundwood removals from the CIS increased to 205
million m* in 2004, 4.7% higher than 2003, and 17%
higher than in 1999 (table 4.3.1 additiond datistics may
be found in the éectronic annex). More than a quarter of
this volume, 58 million m?, is used for fud, with the other
147 million m® consumed for industrial uses. Exports of
roundwood increased by amost 12% in 2004 and amount
to dmogt one third of the tota industrid roundwood

3 Efforts are under way, under the auspices of the Joint
FAO/UNECE Working Party on Forest Economics and Statistics,
to improve the monitoring of wood energy supply and
consumption. In the meantime, traditional fuelwood statistics and
their trends must unfortunately be considered unreliable.

harvest. The Russian Federation accounts for amost 90%
(182 million m®> in 2004) of removds in the CIS
subregion, which rose by 4.6 times from 2003. Harvest
levelsin Ukraine have increased by more than 50% since
1999. While domegtic consumption of softwood
roundwood in Russia has increased by 26% since 2001,
hardwood roundwood consumption has declined amost

9% over the same time period.
TABLE4.3.1
Roundwood balance in CIS, 2003 - 2004
(1,000 m%)

2003 2004 Change %
Removals 195 791 204 897 4.7
Imports 1483 1653 115
Exports 41 466 46 341 11.8
Net trade 39983 44 688 11.8
Apparent consumption 155 808 160 209 2.8

Source: UNECE/FAO TIMBER database, 2005.

In 2005, removals are expected to be 4.4% higher than
in 2004 according to OAO NIPIEllesprom. In 2004
domestic consumption of roundwood increased by 2.9%,
and growth of 6.3% is expected in 2005.

In 2004, Russan Federation roundwood exports, at
41.8 million m®, were the hi ghest ever, compared with all
the years of the former USSR and Russia, making the
Federation the major supplier to international roundwood
markets (table 4.3.2). The mgjority of the trade was that of
softwood sawlogs shipped from Siberia to China, Japan
and The Republic of Koreg, and of birch pulpwood from
the western provinces to Finland. China accounts for
36.2% of Russa'sindugtrial roundwood exports.

TABLE4.3.2
Russian Federation sawlog and pulpwood balance, 2003-2005
(1000 m®

2003 2004 2005'
Sawlogs
Production 54574 58 758 65 000
Export 13500 15100 15000
Import 170 200 200
Consumption 41 244 43 858 50 200
Pulpwood
Production 50 886 54171 56 000
Export 23400 25800 25700
Import 682 804 800
Consumption 28 168 29175 31100

Note: f = forecast by OAO NIPIEllesprom.
Source: OAO NIPIEllesprom, 2005.
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According to Russian expearts anadysing Russian forest
sector development, such large export volumes of
unprocessed wood are not judtified, as export of forest
products with higher value-added processing is the most
economicaly efficient policy. It isestimated that in 2005 a
modest reduction in export of wood in the rough — by 2%
— can be expected. However, due to the absence of the
capacities for processing wood — pulpwood in particular —
areduction in roundwood exportsin 2005 is not likely.

The pulp indugtry in Finland is highly dependent on
Russan birch: this supply filled amost 50% of the
industry’s total hardwood needs in 2004. Finland receives
28.4% of Russias indudtrid roundwood exports, and
Japan 15.0%. Exports to Jgpan were up by as much as 1.2
million m® to 5.9 million m® in 2004, and sawvnwood
manufacturers in  northeastern  China  imported  an
estimated 16 million m®, according to officid customs
data. Russias share of Chinese softwood log imports
increased from 36% in 1995 to 92% in 2004.

In 2004 growth of sawlog and pulpwood exports was
condgderably higher than the growth of dometic
consumption. While sawlog exports grew by 11.8%,
growth of domestic consumption was only 6.3%. The
equivdent figures for pulpwood are 10.3% and 3.6%.
Inadequate domestic capacity for production of
sawnwood and pulp are the primary reasonsfor this.

In 2005, a change is expected: the rate of growth of
sawnwood and pulpwood domestic consumption will
outgtrip the rate of growth of exports. However, this will
only be possible if new capecities are commissoned and
if utilization of currently operating capecities for
production of sawnwood and pulp and paper improve.

In terms of the other component of roundwood,
fuelwood is mainly used for energy, but is also used partly
as raw material in wood-based panel production and
hydrolysis processes. Depending on its cost and
availability, use of smadl-diameter roundwood for
sawnwood, panels or energy continues to blur the
digtinction between industrial roundwood and woodfud in
thetrade classifications

There are dso subgtantial volumes of undocumented
roundwood removed from the Russian foredts, particularly
in the eastern provinces. Some officias in the Ministry
reponsible for overseeing Russids timber harvest have
suggested that illegal logging may represent less than 1%
of total harvest. A recent study has estimated that 15%-
20% of the harvest may be defined asillegd and that the
percentage of log export volumes of suspicious origin
may be even higher (American Forest and Paper
Association, 2004). Mogt illegdly logged trees ae
exported to China, where controls on the legdlity of the
source of logs are not as stringent asin Europe and Japan.

The same study shows that in aggregate, about 8% of
the world's roundwood harvest originates from suspicious
sources, resulting in 6% of the raw materid used to
produce sawnwood and 17% of the raw materid for
plywood. Mogt illegal materid is consumed domestically
and does not enter internationd trade, athough processed
products from illegdly sourced timber are exported to
both Europe and North America On a world scde,
approximately 12% of softwood roundwood exports and
17% of hardwood roundwood exports are suspect.
According to the study, Eastern Russig, Indonesia, Brazil
and West Africa are among the regions with the largest
problemswith illegal roundwood production.

4.4 North America subregion

North America accounted for over 50% of the tota
roundwood consumption within the UNECE region in
2004 (table 4.4.1). The US consumed 450 million m?, the
highest level in the five years since 1999. Consumption of
softwood industria roundwood was 280 million m?®, or
69% of total industria roundwood demand. This share has
grown since 2001, mainly as a result of a subgantia
increase of softwood sawnwood production during this

period.

TABLE 4.4.1
Roundwood balance in North America, 2003 - 2004
(1,000 m%)
2003 2004 Change %
Removals 638 716 657 878 3.0
Imports 9374 9265 -1.2
Exports 15 686 15517 -1.1
Net trade 6312 6 252 -09
Apparent consumption 632404 651626 3.0

Source: UNECE/FAO TIMBER database, 2005.

The Canadian industry, too, consumed more
roundwood in 2004 as a result of the higher volumes of
softwood sawnwood being produced for the continued
drong US housng maket. Mogt of the expansion of
industry capacity in 2004 and 2005 has been in the
western provinces of British Columbia and Alberta, while
sawmill production in Quebec and Ontario has stagnated.

The border trade between the US and Canada has been
declining since 2000 as aresult of additiona processing of
timber domestically. In 2004, 9.0 million m* were traded
between the US and Canada compared with 10.0 million
m® in 2001. North American exports of roundwood to
Japan were up in 2004 for the firg time in eight years as
Japanese buyers showed increased interest in, particularly,
Douglas-fir and hemlock from the US and Canadian west
coadt.
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Fuewood consumption was higher in both Canada
and the US in 2004 as a result of higher usage of smdll
logs for fuel and for the production of wood pellets. As a
result of higher oil prices and the Kyoto agreement, this
end use will mogt likely grow in coming years, dtracting
interest from both domestic energy producers in North
Americaaswell as European energy producers.

45 Raw material prices

Sawlog prices have risen in most regions of North
America and Europe during 2004 and 2005. Many price
increases have been the result of higher log consumption
by sawmills trying to meet the increased demand for
sawnwood, mainly in the US, Canada and central Europe.
In the Nordic countries, softwood sawlog prices (in US
dollars) reached levels not seen in 10 years (graph 4.5.1).
Although prices were higher in domestic currencies, most
of these increases were the result of the wesk US dallar.

GRAPH 45.1
Delivered softwood sawlog prices in Europe, 2000-2004
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Source: Wood Resource Quarterly, Wood Resources International,
2005.

In the southeastern US, which accounts for about 60%
of the total softwood harvest of the US, softwood sawlog
pricesincreased by amost 10% during 2004 due to higher
competition for roundwood, longer hauling distances and
higher fuel costs. Pine sawlog prices, averaging $70/m®
delivered, are now at the highest point in over five years
(graph 4.5.2).

GRAPH 4.5.2

Delivered softwood sawlog prices in North America,
2000-2004
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Source: Wood Resource Quarterly, Wood Resources Internationd,,
2005.

Prices for oak sawlogs in the southeastern US south have
risen for more than four years and were 35% higher in the
firsd quarter of 2005 than in 2001 (graph 4.5.3). This
increase in price has had little to do with changes in
demand, but rather more to do with tight log supply and
higher transport costs. For comparison, oak sawlog prices
in Germany, one of the largest hardwood sawnwood-
producing countries in Europe, were dso higher mainly
dueto increased demand for oak sawnwood in the parquet
and furnitureindugtries.

GRAPH 4.5.3
Delivered hardwood sawlog prices, 2000-2004
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In contrast, demand for beech sawlogs has been weak in
Germany, resulting in faling prices during most of 2004
(again graph 4.5.3).

With an increase in wood fibre consumption by the
pulp and paper indudry in Europe, prices for both
pulplogs and residud chips were dightly higher in loca
currencies in 2004 than in 2003 (graph 4.5.4). As aresult
of the weakening US dollar againgt most currencies
around the world, pulp manufacturers in Europe found
themselves less competitive than producers in the US,
epecidly with faling North American pulplog prices
(graph 45.5). Pulpwood prices for most markets in
Europe were subgtantidly higher than the 2004 Globa
Average Wood Fiber Price of $83.60/oven-dry metric ton
(odmt) (delivered) for softwood and $77.10/odmt for
hardwood. The Nordic countries and Germany currently
have some of the highest wood fibre cogts in the world,
ranging from $130/odmt to $150/odmt for softwood fibre
and from $95/odmt to $110/odmt for hardwood.

GRAPH 45.4
Delivered softwood pulplog prices in Europe, 2000-2004
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Delivered softwood pulplog prices in North America, 2000-
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Additiond datigtica tables for this chapter may be found in the eectronic annex on the UNECE Timber
Committee and FAO European Forestry Commission website at: www.unece.org/trade/timber/mis/fpamahtm

e Tablesfor thischapter include:

¢  Roundwood apparent consumption, 2000-2004

e Removals of roundwood, 2000-2004

e  Exportsand imports of roundwood (volume), 2000-2004

e  Exports and imports of wood residues chips and particles, 2000-2004

e  Exportsand imports of roundwood (vaue), 2000-2004

e Roundwood baancein UNECE, 2000-2004

e Mgorindugtrid roundwood trade flows, by mgor countries, 1999-2003

Full satistics used in the Forest Products Annual Market Review, 2004-2005 may be found in the
UNECE/FAO TIMBER database at:

www.unece.org/trade/timber/mis/fp-stats.htm#Statistics
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Chapter 5
Exceeding Timber Committee forecasts,

sawn softwood markets rise to record
levels:
Sawn softwood markets, 2004-2005%

Highlights
e Europe and North America achieved record leves of sawn softwood consumption, production
and tradein 2004.

¢ In North America, heightened market activity resulted from favourable interest rate policies and
surging housing starts (also at record highs), which continued into 2005.

e European exports to the United States and Japan increased dramatically in 2004 and continued
increasing in early 2005.

e Russas sawnwood exports were at record levels in 2004 as favourable policies promoted
foreign direct investment; however, domestic consumption has continued to fall dramatically.

e Magor investment projects in new capacity are taking place in Germany to take advantage of
available raw materials and strong market demand for sawnwood and its by-products.

¢ Windstorms hit the Batic Sea region in 2005, causing severe forest damage in many countries,
and resulting in an oversupply of roundwood and sawnwood.

e Badtic sawmills have become an integrated part of the international Nordic forest industries as
fibre sources, e.g. chips, as satdllite production facilities, and as a*“jump-point” to eastern forest
resources from Belarus and Russia.

e Membership of the Baltic countriesin the EU has had positive effectsin the saswnwood and other
sectors, e.g. open borders with fewer customs formalities mean faster, less costly delivery.

e European sawnwood exports continue to gain US market share while Canadian exporters
continue to face US countervailing and anti-dumping duties, near-record high prices, however,
allowed all suppliersto achieve strong financia returnsin 2004.

e British Columbia’'s mountain pine beetle epidemic led the provincia government to expand its
massive salvage programme and industry has responded with significant sawmill investmentsto
process the increasing volumes of dead timber.

¢ Inthefirg quarter of 2005, North America became a net importer of sawn softwood for the first
time as offshore imports exceeded exports to offshore destinations and in 2004, North American
sawn softwood imports exceeded European imports for thefirst time.

% By Dr. Nikolai Burdin, Mr. Antti Koskinen, Mr. Arvydas Lebedys and Mr. Russell E. Taylor.
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Secretariat introduction

This year, we are pleased to welcome some new
anadysts to the production of the sawn softwood chapter.
In aphabetica order, we thank the authors of this chapter,
darting with Dr. Nikola Burdin®* Director, OAO
NIPIEllesorom, Moscow. He is our dadidica
correspondent for Russia and wrote the anadysis for the
CIS subregion, as he has done in previous years. Dr.
Burdin was formerly Chairman of the UNECE Timber
Committee and the FAO/UNECE Working Paty on
Forest Economicsand Stetidtics.

Mr. Antti Koskinen,* Consultant, Jakko Poyry
Conaulting, wrote the western Europe subregion anaysis.
Mr. Kaoskinen is a member of the UNECE/FAO Team of
Specidigs on Forest Products Markets and Marketing,
and previoudy contributed to the Forest Products Annual
Market Review as a student intern in 2000. He has
consulted for the UNECE/FAO and spoken at the Timber
Committee Market Discussons.

Mr. Arvydas Lebedys® Forestry Officer—Statistics,
FAO, has previoudy contributed information about centra
and esstern European markets. This year he supplied the
information on the Baltic States devel opments.

Mr. Rusdl E. Taylor,® Presdent, R. E. Taylor &
Asociates Ltd., Forest Industry Strategic Services and
Managing Director and Publisher, Internationad WOOD
Markets Research Inc., analysed the North American
markets. Mr. Taylor isaso amember of the UNECE/FAO
Team of Specidists on Forest Products Markets and
Marketing, and presented forest products market and
policy developments a the 2004 Timber Committee
Market Discussons.

% Dr. Nikola Burdin, Director, OAO NIPIEllesprom,
Klinskaya ul. 8, RU-125889 Moscow, Russian Federation,
telephone +7 095 456 1303, fax +7 095 456 5390, e-mail:
nipi @dialup.ptt.ru.

3 Mr. Antti Koskinen, Market Anayst, Jaakko Poyry Conaulting,
P.O. Box 4, Jaakonkatu 3, FIN-01621Vantag, Finland, telephone +358
989 472 640, fax +358 987 82 881, webste
www.forestindustry.poyry.com and e-mail: Antti.K oskinen@poyry fi

% Mr. Arvydas Lebedys, Forestry Officer—Statistics, Forestry
Department, FAO, Viale delle Terme di Caracalla, [-00100 Rome,
Italy, telephone +3906 5705 3641, fax +3906 5705 5137, website:
www.fao.org, e-mail: Arvydas.L ebedys@fao.org

39 Mr. Russdll E. Taylor, President, R. E. Taylor & Associates Ltd.,
Forest Industry Strategic Services and Managing Director and Publisher,
International WOOD Markets Research Inc., Suite 501, 543 Granville
Street, V6C 1X8 Vancouver, British Columbia, Canada, telephone +1
604 801 5996, fax +1 604-801-5997, website: www.woodmarkets.com
and e-mail: retaylor@woodmarkets.com

5.1 Introduction

Sawn softwood markets accelerated to record levelsin
the UNECE region in 2004. Production of sawn softwood
in Europe and North America rose by 3.6% and 5.3%
respectively. Region-wide, production advanced 5.3% to
reach 248 million m* and consumption by 5.9% to reach
229 million m®. Exports and imports were a record levels
in al three subregions, Europe, North America, and the
CIS, and of course in the region as a whole. The
advancement in trade in 2004 overcomes the stable flows
in 2003 (graph 5.1.1).

GRAPH5.1.1
Sawn softwood trade flows, 1999-2003
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On the other hand, production in the CIS has not
returned to the 1992 peak, which occurred a the initiation
of the trangition period when millswere dill running a high
capacity and when consumption in Russa was high. Sawn
softwood consumption continues to drop in Russia, fdling
nearly 12% in 2004 to alow of 6.7 million m®. At the same
time, with atractive export prices Russas exports hit
record levels & 12.2 million m®. However as production
increased less, by only 6.6%, consumption fell.

Developments in sawn softwood are directly linked to
favourable congruction markets in North America and
Europe, as evidenced by record consumption in both
subregions, as wel as strong demand outside the region,
for example in Jgpan and the Middle Eagt. Some of the
market gains can be attributed to promotion of wood-
based condruction by Governments, often through trade
associations. Obvioudy government policies to simulate
national economies have revived housing and other
congtruction markets, creeting demand for sawnwood. In
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the US, tightening of lending rates by the Federal Reserve
over the las 18 months has not dowed housing
congtruction, as consumers seek a safe refuge for their
savings by placing them in housing, rather than in the
weak stock market or in low-paying savings accounts.

5.2  Europe subregion

In 2004 consumption of sawn softwood increased only
moderately in the EU-25, by 2.5%, but by more in dl of
Europe, by 3.4%, indicating stronger growth outside the
EU-25 (table 5.2.1). Neverthdess, these increases were at
new record levels. In the United Kingdom, the main
importer in the subregion, consumption decreased by
0.6% and in France and Germany the increase was only
margind, by 17% (according to the European
Organisation of the Sawmill Industry) and 1.2%,
regpectively. However, some smaler markets showed
more postive consumption trends. Belgium, Italy,
Norway and Switzerland increased consumption over the
EU-25 average. This was partly due to agood year in the
residentiadl congtruction sector in 2004, paticularly in
Begium, Norway and Switzerland.

TABLES.2.1
Sawn softwood balance in Europe, 2003 - 2004
(1,000 m%)

2003 2004 Change %
Production 97998 101477 3.6
Imports 38290 39098 21
Exports 43752 44 906 26
Net trade 5 462 5808 6.3
Apparent consumption 92 536 95 669 34
Of which: EU-25
Production 87 783 90 274 2.8
Imports 35722 36 472 21
Exports 40512 41 686 29
Net trade 4790 5213 8.8
Apparent consumption 82993 85 060 25

Source: UNECE/FAO TIMBER database, 2005.

Consderable production increases were seen in Audria
and Germany. These two countries increased their output
by 6.4% and 6.8%, respectively. Germany became the
leading sawnwood producer in Europe in 2004, while
Sweden increased only dightly. After arecord year in 2003,
Finland's sawn softwood production dedlined by 1.4%.

Despite the stagnant demand in the main European
markets, most of the western European producers
increased their exports. Increasing exports were mainly
driven by overseas markets and dso by smaler EU
markets such as Belgium, Italy and Ireland. Europe as a

whole has been a net exporter of sawnwood for some
years, but with growing exports and stagnant demand,
western Europe has a so become anet exporter.

European suppliers were able to increase exports to
smaler EU markets as well as to overseas markets.
European exports to Japan increased by 9% to over 3
million m® (graph 5.2.1). Despite the strong euro, Finland
increased its exports to Japan by 14% to 1.1 million m®,
gaining market share. The Batic and eastern European
countries also contributed to the increase, whereas other
traditiond European suppliers such as Sweden and
Austriaexported dightly decreased volumes.

GRAPH5.2.1

European and Russian sawn softwood exports to Japan, 1999-
2004
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Strong prices in the US due to record housing starts
and high sawnwood demand compensated for the
strengthening of the euro. European producers increased
their exports to the US by a phenomena 52%. The two
leading exporters, Germany and Audtria, increased their
volumes significantly, by 63.4%, to reach 1.4 million m®
and by 50.7% to reach 0.6 million m?, respectively (graph
5.2.2).

In North Africa, the Nordic suppliers lost market share
to Russa in Algeria, but in Egypt both Finnish and
Swedish suppliers were able to increase their exports in
2004. However, Finland and Sweden have logt ther
combined market share in Egypt from 72% in 1998 to
35% in 2004. Algeria and Egypt have traditionaly been
important lower grade markets for Finland and Sweden
with a totd export volume of 1 million m®. Russian
suppliers have been able to compete with lower prices and
the export and import companies have been expanding
their operations throughout Russia
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GRAPH 5.2.2

Sawnwood exports from selected European countries to the
United States, 1999-2004
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Prices in most of Europe continued to decline. Pine
prices were especialy under pressure. In both Finland and
Sweden the average export price for pine has dropped
below the spruce price. Sweden was able to maintain
better price leves in kroner due to a weakening kronor
againg the euro (graph 5.2.3).

GRAPH5.2.3
Sawn softwood export prices from Sweden, 2001-2005
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Profitability in the Nordic countries remained poor and
companies are looking a mill closures and production
curtaillments rather than investing in new capecity.
Investments in the European sawmill industry are now
focused on Germany. Severd Germaen and Audtrian
companies have announced investment plans that could
bring a total of 2-3 million m* of additiona capacity to

western Europe. New investments are driven by
additional raw materia resources resulting from revised
forest inventories as well as the good performance of the
central European sawmillsin the US market.

Some unexpected events in the Nordic countries in
2005 have had an impact on the sawmill industry. In
Sweden a dorm in ealy January 2005 fdled
approximatdy 75 million m® of timber, which is
equivaent to a norma annua harvest. The storm adso
felled 9 million m? in the Baltic countries. Following an
enormous oversupply of logs, the sawmills in southern
Sweden, in particular, were able to push log prices down
and increase their production volumes. With lower
softwood prices, exports were 6.5% higher in January and
February 2005 in comparison with the same period in
2004. Exports, especidly to the US, increased by 89%,
during the respective period. However, the production
level had gtabilized by mid-2005, returning approximeately
to the 2004 levdl.

In Finland the pulp and paper mills were closed for
seven weeks during the spring and summer of 2005
following a labour dispute that had a direct effect on the
Finnish sawvmill industry. Severa sawmills hdted
production as they were unable to sdl their chips.
Preliminary estimates of lost production due to the labour
dispute vary from 05 to 1.0 million m® for 2005
However, the production decrease over the year as a
whole could be smdler due to changes in production
scheduling and market strength in the second half of 2005.

The interrelationship between the Bdtic sawmilling
industry, the raw material supply and the export markets
for sawnwood and mill resdues provides a fascinating
ingght into developments in the countries that have come
through the trandtion process over the lagt 15 years.
Removds from Baltic forests have decreased during the
last two years, faling by 4% in 2004, for two reasons. (a)
private forestland owners often harvested their forests
according to their management plans following restitution
of their land (redtitution is completed in Latvia, and about
80% complete in Estonia and Lithuania) and (b) following
heavy cutting, the allowable cuts have been reduced on
date lands (which yied approximatdy 50% of
roundwood for the Bdtic sawmills). However sawmiill
capacity grew dramaticaly, aided sgnificantly by
favourable government polices combined  with
enterprising Nordic companies, as wdl as by other
multinationa firms from the UK, Canadaand Germany.

In generd, the Bdtic sawmilling industry has no
possihility of increasing capacity due to domestic resource

“0 Estimates by the Finnish Forest Industries Federation and
Finnish Sawmills, 2005.
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limitations, especidly in Latvia and Estonia The fact that
cgpacity has been maximized isilludrated by the lack of any
sgnificant new sawmills in the Bdtics since 2003, when
StoraEnso built 180,000 m? capacity sawmill in Lithuania.

Bdtic savmills are compensating for the shortfal in
domestic resources by increasing imports of logs and rough
sawnwood for further processing, mainly from Russa and
Bdarus. In 2004, the three Bdltic countries roundwood
imports soared by 70% to 25 million m® and sawn
softwood imports increased by 60% to 1.5 million m®. The
same year, imported roundwood (manly softwood
sawlogs) accounted for 8% of log supply in the Bdltics.
Imports are rising quickly; for examplein Latvia during the
firg four months of 2005, imports of softwood sawlogs
increased by another 56%,** over the same period in 2004.

During the last few of years severd sawmill
bankruptcies have occurred for smaler, older, inefficient
mills while others shifted to production of greater value-
added products (joinery, prefabricated buildings, furniture
parts, etc.). It is difficult for older mills to compete with
modern mills, which are often subsidiaries of
multinational, Nordic-based firms. Subsidiaries can cope
more easly with tight competition, unstable
supply/demand situations and significant log  price
increases. The dtructure of the Baltic softwood sawmill
sector has become similar to the Nordic industry — large-
scale sawmiills employing modern technologies.

The mills are dependent on sdling not only
sawnwood, but aso their by-products. Modern mills have
debarkers with bark fuelling their dry kilns. From a
debarked log, an efficient mill will achieve a45% yidd of
sawnwood, even from small-diameter logs (down to 12
centimetres), plus 40% chips and 15% sawdust. If
sawnwood is planed, that will generate additiond, high
quality resdues since planer shavings are dry. Debarked
logs produce clean chips which are exported to the parent
companies Nordic pulpmills. The congtruction of a Baltic
pulpmill forecast in previous Reviews was indefinitely
postponed in February 2005; hence dl pulp chips continue
to be exported.

Without a pulpmill, chips that are not exported are
burned in municipa boilers. Government wood energy
promotiond policies have successfully generated municipd
wood-fired heating systems. However, with competition for
resdues between pand and energy producers, residue
pricesin the Balticsincreased by 20% in 2004.

Sawdugt is sold to domestic particle board producers,
the energy sector and fued pelet and briquette
manufacturers. Prices paid by pellet manufacturers for
sawdust exceed the price offered by buyers in other

“ Latvian Department of Forest Resources, Ministry of
Agriculture, www.zm.gov.lv/forestry/index.php?anguage=2

sectors. The result is heightened competition for residues.
Financed partidly by EU devdopment funds, a new
particle board plant is scheduled for Lithuania in 2006,
which will further increase residue competition.

Further evidence of the completion of the transition
process by the Bdtic countries is seen in the drop in
roundwood exports by 35.3% since 2003. Sawnwood
exports fel by 34.2% during the same period, while
domestic consumption is congtantly increasing. But the
sector’s revenues are increasing due to greater value-
added production.

The gorms that struck Sweden in January aso hit the
Badltic countries, which sustained windthrow of up to 9
million m?, equivaent to 30% of anormal annua harvest,
affecting sawnwood markets. Latvia sustained windthrow
damage at 7.3 million m®, equivaent to 50% of an annual
harvest. Less affected were Lithuania with 0.8 million m?
and Estonia with 0.5 million m®. Approximately 300,000
m® of Stora Enso’s oversupply of sawlogs from Sweden is
scheduled for processng in the company’s Estonian
savmills?

The oversupply of sawmill chips from the sorms in
Scandinavia, coupled with the labour strike and lockout of
the Finnish paper mills in May and June 2005, had a
seriousimpact on Baltic sawmills. Mills had to reduce and
even stop production in the summer, as there was no chip
market. Bulky and not easily stored in ether ports or
sawmill yards, chips are a critical source of income for
Baltic sawmills and amounted to $83 million in revenues
in 2003 for the 25 million m® exported. This is in
comparison with $716 million in revenues for sawn
softwood. In the firgt four months of 2005, Latvia's chip
exports declined by 35% over the same period in 2004.
The situation was similar for Lithuania. As a result of the
oversupply, prices for softwood sawlogs and pulplogs
declined sharply. In Latvian and Lithuanian ports,
pul pwood prices declined from 35 euros per m® in January
to 17 euros per m® in May and June 2005. Sawlog prices
aso decreased by about 10%.

Findly, one further development merits mention. The
accession to membership of the EU in 2004 of the Bdltic
countries has had positive effects in the sawnwood and
other sectors. Asde from the abovereferenced EU
devdopment funds for the particle board mill in
Lithuania, there have been cost savings from trade with
fellow EU member countries. Open borders with fewer
customs formdlities have trandated to faster, less costly
delivery.

53  CISsubregion

“2 «Bdltijos miska ir mediena’ (in Lithuanian, forestry

magazine “Baltic forest and timber”), Vol. 5(7), May 2005.
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Sawn softwood production rose in 2004 in the CIS
subregion, with an increasng share being exported
outsdethe subregion (table 5.3.1).

TABLES.3.1
Sawn softwood balance in CIS, 2003 - 2004
(1,000 m%)
2003 2004 Change %
Production 21159 22323 55
Imports 748 806 7.8
Exports 12 440 14 565 171
Net trade 11 692 13759 17.7
Apparent consumption 9468 8565 -9.5

Source: UNECE/FAO TIMBER database, 2005.

Sawnwood markets in the CIS are dominated by
Russia's production and exports. Approximately 88% of
the sawnwood produced is softwood, and the softwood
share of exportsis 96%.

In 2004 production of sawn softwood in Russa
increased by 6.6% over 2003. In 2005, 2.3% growth of
sawn softwood is expected (table 5.3.2). Sawn softwood
exports legpt by 20.2% in 2004, and further growth of
5.3% is forecast for 2005. Sawn softwood is exported to
Europe, Asa and Africa In 2004 the main shares of
exports from Russia were as follows: Egypt 9.2%, China
7.5%, Jgpan 5.2%, United Kingdom 5.2%, Germany
4.8%, Idamic Republic of Iran 4.8% and Italy 3.6%.

TABLE5.3.2

Production, trade and consumption of sawn softwood in the
Russian Federation, 2003-2005

1000 m®
2003 2004 20057
Production 17736 18 900 19 340
Exports 10 156 12 208 12 860
Imports 5 5 5
Apparent consumption 7585 6 697 6 485

Note: f = forecast by OAO NIPIEllesprom in 2005.
Source: OAO NIPIEllesprom, 2005.

As mentioned dready in previous issues of the
Review, Russan consumption of sawnwood is in a
freefdl. The maximum consumption occurred in 1992
with 37.8 million m®. A further 12% drop occurred in
2004, fdling to 6.7 million m®. This trend will remain in
2005. In the opinion of OAO NIPIEllesorom, this
stuation warrants further anayss to understand why this
isoccurring.

To meet the demands of export markets, the
Government of Russa has announced that forests will be

certified for sustainable management. Investment in kilns
has been evident throughout Russia to provide export
customers with higher quality, kiln-dried saswnwood. Both
of these developments should improve access to key
markets and customers.

5.4  North America subregion

Market developments in North America were
highlighted by strong sawn softwood demand in 2004 for
the third consecutive year, a trend that continued into the
firg haf of 2005 (table 5.4.1). Record level US housing
darts of 1.95 million units, as wdl as surging sawn
softwood production (65.2 million m®) and demand (105.5
million m?), were fuelled by ongoing government
economic policies supporting low interest rates (graph
54.1). A favourable US economy led to improved
consumer confidence and this helped to establish further
increases in housing darts as well as in repair and
remodelling activity. Collectivdly these two sectors
account for over 70% of US sawnwood demand. Similar
developments occurred in Canada, where housing starts
reached their highest levels since 1987 at 233,400 units.

TABLE5.4.1
Sawn softwood balance in North America, 2003 - 2004
(1,000 m®)
2003 2004 Change %
Production 116 322 124 075 6.7
Imports 36 428 42 079 155
Exports 38 235 41118 7.5
Net trade 13807 -961
Apparent consumption 114515 125036 9.2

Source: UNECE/FAO TIMBER database, 2005.

Strong demand for building products, coupled with
transportation and logistical problems in North America,
established record and near-record sawnwood prices
(graph 54.2) in 2004 and dso in plywood and OSB
(although &l prices pesked by mid-year). These events did
not go unnoticed by offshore suppliers, as European and
southern  hemisphere  softwood  sawnwood  exporters
responded with record-level shipments to the US.
Conversdly, North American shipments to Europe
bounced aong at record lows (graph 5.4.3) despite the
weakening dollar againgt the euro.
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GRAPH54.1
Housing starts in North America and Europe, 1998-2005
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GRAPH 5.4.3
Sawn soft exports between North America and Europe, 1991-
2004
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GRAPH 5.4.2
Sawn softwood prices in Canada, Japan and Sweden, 2003-
2005
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Source: WOOD Markets Monthly Newsletter, 2005.

In the first quarter of 2005, North America became a
net importer of sawn softwood for the firg time as
offshore imports exceeded exports to offshore
degtinations. Simultaneoudy, totad North American
imports exceeded tota European imports for the first time
(including imports within each subregion). Given the
projected strength of the US markets, the ongoing US
Canada softwood dispute and the potentid for some
timber supply didocations within North America, a net
import trend is expected to continue for the rest of the
decade.

Canadian exporters continued to dominate the US
market, with an 89% share of sawn softwood imports in
2004 with another record shipment volume (37 million
m?, an increase of 8.3% over 2003). This was despite the
countervailing and anti-dumping duties, which together
totalled 21% as of mid-2005 (down from the origina
27.2% in 2002),** which has been levied against Canadian
exporters  from the ongoing US-Canada Softwood
Lumber Agreement. The record prices in 2004 alowed
Canadian producers to pass these duties back to their US
cusomers when forest products companies had
spectacular financial and earnings results. Rulings by the
World Trade Organization (WTO) and the US Department
of Commerce have continued to be in Canada's favour on
this dispute, but as of mid-2005, no end isin sight as the
US administration and Codlition for Fair Lumber Imports
continue to prolong the dispute through numerous legal
processes. Duty payments of around $4 hillion have been

“ Joint UNECE Timber Committee and FAO European
Forestry Commission Market Statement, October 2004,
Www.unece.org/press/pr2004/04tim_n0le.htm.
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collected by the US Government and the potentid re-
digribution of these duties is now one of the principa
negotiating points. The controversa Byrd Amendment
alows for the redigtribution of al collected duties to US
petitioning mills if the case is won, but the WTO has
dready ruled againgt this process though the US
administration has not so far conceded thisruling.

Ancther policy initigive affecting the US sawnwood
market in 2004 is the ban on copper-chrome-arsenate
preservative-treested wood. There has been a remarkably
smooth production and market trangition to new copper-
based chemicasfollowing the implementation of the ban.

Another regulation due to come into play in the third
quarter of 2005 for al North American exporters will be
the requirement for wooden packaging materias to be
kiln-dried, heat trested or presarvative trested. This is
expected to be a reatively smooth process, as most
exporters have been briefed on these new regulations.
However, it is less clear if offshore importers will be able
to comply on inbound shipmentsto North America

Revisonsto provincid government timber inventories
in Canada will have pronounced implications for the
North American market and its related indudtries in the
next few years. In British Columbia, prescribed timber
harvests are quickly increasing to counter the massive
mountain pine beetle infestation that is now expected to
kill up to 80% of al lodgepole pine trees in the province
(over one third of the British Columbia interior timber
harvest). The volume of attacked and dead trees is
estimated &t three to four times the annua allowable cut in
British Columbia (historicaly, 75 million m?). This
volume is expected to continue to increase for a least
another five years. A massve salvage programme is under
way in British Columbia to harvest as many of the one-
year-old attacked trees, as wel as some of the older, dead
trees. Consequently, the British Columbia interior harvest
is expected to increase a further 10% to 20% in 2005 and
increase again in 2006. An immediate reaction from the
industry has been to rapidly increase sawmill capacity
from numerous mill expansons and some new sawmill
investments.

In eastern Canada, Ontario and Quebec are both
expected to see reductions of between 15% and 25% in
their timber harvests, beginning later in 2005 or in early
2006, as the provinces reduce the annual alowable cut.
Already, a number of sawmill and pulpmill closures have
been announced in anticipation of this Government policy
initiative. However, adifferent pictureis emerging in New
Brunswick, where increased provincia timber harvests of
20% are forecast as a result of unexpectedly fast timber
growth rates.

In the western US, a number of new softwood
dimenson* and stud mills have been announced as a
surplus of smaler second growth USforests, coupled with
a surplus of small diameter logs from the British
Columbia Coast, have crested expanson opportunities.
Part of this new US supply is a result of timber stand
improvement operations on nationa forests in response to
the Healthy Forests Restoration Act (mentioned in chapter
2 of the current Review).

In western Canada, as wdl asthe western US, industry
consolidation has resulted in a number of Canadian
companies becoming world class in scale (e.g. Canfor,
West Fraser Timber, Tolko Industries and Interfor).

The outlook for 2005 and 2006 is for North American
sawnwood consumption to atain smilar levels to 2004,
corresponding to housing sarts and related demand.
However, increased domestic sawnwood output, coupled
with the potentia of further off-shore imports is expected
to creste an oversupplied market later in 2005 or in 2006.
Consequently, pressure on sawnwood prices is expected,
which was aready becoming evident by mid-2005.
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Additiond datigtica tables for this chapter may be found in the eectronic annex on the UNECE Timber
Committee and FAO European Forestry Commission website at: www.unece.org/trade/timber/mis/fpamahtm

Tablesfor this chapter include:
e Sawn softwood apparent consumption, 2000-2004

e Production of sawn softwood, 2000-2004

e  Exports and imports of sawn softwood, 2000-2004

e Sawn softwood balance in UNECE, 2000-2004

e  Exports and imports of sawn softwood, 2000-2004

o Magor sawn softwood trade flows in UNECE region 1999-2003

Full statistics used in the Forest Products Annual Market Review, 2004-2005 may be found in the UNECE/FAO
TIMBER database at:

www.unece.org/trade/timber/mis/fp-stats.htm#Statistics
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Chapter 6

UNECE region hardwood markets
strongly affected by global trade:
Sawn hardwood markets, 2004-2005*

Highlights
e Apparent consumption of sawn hardwood in the UNECE region decreased by 3% in 2004 as
compared with 2003, largely due to faling consumption by the United States furniture industry.

e Tota UNECE region sawn hardwood production dropped by 3.6% in 2003 dueto a10% drop in
the US, despite an increase of 5.7% in Europe.

¢ In line with risng consumption, European production increased as infrastructure investment
continued and as eastern European harvestsincreased on both state and private forestland.

¢ Inthe EU-25, production was led by France, which held its production levels, with oak demand
offsetting fallsin beech.

o European exports have fallen steadily since 2000, diding further by 2.6% in 2004, astheincrease
in oak exports did not match the reduction in exports of beech.

e US exports rose 10% in 2004 to the highest level since 2000, principally due to a 39% increase
to Chinaand a95% increase to Viet Nam.

e Oaks have dominated sawn hardwood market consumption, leaving European beech prices to
continue their long-term downward trend.

e USimports of sawn hardwood, which have risen in the last four years, jumped a further 25% in
2004, with half from Canada and most of the balance from South America

e The 2005 sawn hardwood market has begun with nervousness, particularly in the US furniture
and flooring sectors, where producers fear that some domestic market loss may be permanent
and with red oak demand sharply down.

¢ Rising US and European imports of furniture, and now flooring, are significant in their effects on
domestic production and consumption of sawn hardwood.

e Sawn hardwood producers are newly organizing themselves, in the US with the new Hardwood
Federation lobbying the Government, and in Europe with the European Hardwood Export
Council promoting and coordinating marketing of exports.

e Concern for the legality of the source of sawn hardwood, and its sustainable production, are
reflected in public procurement policies and industries’ and retailers purchase procedures.

5 By Mr. Michael Buckley.
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Secretariat introduction

We appreciate the collaboration in this analysis by Mr.
Michadl Buckley,® Consultant, World Hardwoods. He is
Deputy Leader of the UNECE/FAO Team of Specidists
on Forest Products Markets and Marketing. Apart from
last year, Mr. Buckley has formerly written this chapter.

Production of the chepter is possble thanks to our
continued collaboration with the American Hardwood
Export Council (AHEC). Cooperétive efforts between Mr.
David Venables, European Director of AHEC, and the
secretariat, continue to be mutudly rewarding.

The secretariat and the author thank the contributors,
specificaly Mr. Rupert Oliver, Consultant, Foresiry
Industry Intelligence and Editor, hardwoodmarkets.com,
Mr. Jameson French, President, Northland Forest Products
and Mr. John Read, J., Vice-President Export Sales, Ross
American Hardwoods.

6.1 Introduction

The year 2004 saw further effects of globdization, and
these gppear to be accelerating for the hardwood industry in
2005. Wesk ocean freight rates continue to dlow accessto
markets from any pat of the world and thus enable
processors to be more geographicdly flexible in ther
investments and trading. Expansion of the European Union
to 25 countries dso facilitetes contact and trade in
hardwood products. Hardwood secondary processing has
continued to chase chegp labour around the world. Despite
volatility inthe vaue of the US dollar and the strengthening
of the euro, exchange rates may have played less of a
crucid rolein 2004 than in some recent years.

A snapshot summary would suggest that consumption,
or a least secondary processing, has generdly continued
to shift eestwards from the former EU-15 region to
countriesin eastern Europe; and from the USto Asia, thus
reducing production in the region as a whole. European
hardwood forest resources are now beginning to play a
wider role in the world marketplace as the emphasis on
temperate hardwood species continues and as demand for
European oak has been drong. In Europe, oak now
represents 50% of al hardwood flooring (graph 6.1.1).
Within the UNECE region, oak has come back into
fashion and has dominated consumption, athough red oak
from North America is faring less well, as prices pesked
in late 2004 and have continued to fall sharply through the
first two quarters of 2005 as a direct reflection of US
domestic demand.

% Mr. Michael Buckley, Wood Industry Consultant, World
Hardwoods, 3rd Floor, 1 Throgmorton Avenue, EC2N 21J London, UK,
telephone 44 207 256 2700, fax 44 207 256 2701, website,
www.worldhardwoods.com, e-mail: mibuckley@worldhardwoods.com

GRAPH 6.1.1

European hardwood flooring species, 2004
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Tota UNECE regiond production amounted to 44.1
million m®, down by 3.6% in 2003 due to an 11% drop in
the US, and despite an increase of 5.7% in Europe (EU-25
by 6.7%) because the US accounted for 53% of
production against a European 38.3%.

Consumption of sawn hardwood has been steadier in
Europe than in North America, where the loss of furniture
manufacturing to imported furniture has been greatest,
dthough the saple item of sawn European beech
continuestofdl in price (graph 6.1.2).

GRAPH 6.1.2

Consumption of sawn hardwood in the UNECE region, 2000-
2004
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In the US imports are increasing considerably. Tota
gpparent consumption of sawn hardwood in the region
decreased by 3% in 2004 as compared with 2003, risngin
the new EU-25 by 5.2% and by 2.4% in the CIS, but
fdling by 95% in the US However hardwood
consumption was 88 m® per 1,000 inhabitants in North
America—with 92 m® in the US — compared with 31 m®
inthe EU-25and 12 m’ inthe CIS.

6.2  Europe subregion

In the EU-25, production of sawn hardwood was led
by France with 2.2 million m®, up 2.9% in 2003, as
compared with Germany, which is showing anincreasein
the estimated lower levels of the previous two years (table
6.2.1). However, outsde the EU, the most marked
progress was made by Romania, a 1.8 million m®, up
14.8% over 2003 and 35% up on its production level over
2000. Turkey is the largest hardwood producer in the
European subregion a 2.6 million m® in 2004. With low
sawn hardwood trade volumes, Turkey's production is for
the domestic market, and is based on lower grade
hardwoods, poplar plantations and imported logs. The
European subregion accounted for 38% of production for
the entire UNECE region with EU-25 accounting for 25%
(table6.2.2).

Tota European exports of sawn hardwood have
continued to fal deadily since 2000, with a further
reduction of 2.6% in 2004 to 5.2 million m*. Non-EU
countries accounted for amost 28% of dl European
exports in 2004. The largest exporter is Romania, with
Germany, Latvia and France dl dose behind. German
exports had their best year since 2000 and France had its
worst export performance, in line with faling production.
European imports have aso falen snce 2000, athough
this has levelled off over the lagt two years. Note that

hardwood trade in 2000 was exceptionally high following
the December 1999 windstorms in Europe which felled
the equivaent of ayear's harvest in two days, much of it
high value hardwoods.

TABLE 6.2.2
Sawn hardwood balance in Europe, 2003 - 2004
(1,000 m3)

2003 2004 Change %
Production 15348 16 219 5.7
Imports 8148 8118 -0.4
Exports 5285 5148 -2.6
Net trade -2 862 -2971
Apparent consumption 18211 19190 5.4
Of which: EU-25
Production 9734 10 390 6.7
Imports 7 658 7573 -11
Exports 3860 3722 -3.6
Net trade -3798 -3851
Apparent consumption 13532 14241 52

Source: UNECE/FAO TIMBER database, 2005.

The years since those storms, which resulted in 140 to
150 million m® of damaged timber in France (equivaent
to three years harvest), have seen a continuing downward
trend in sawn beech prices, aggravated by severad other
factors (graph 6.2.1). France has an estimated 2 billion m®
of standing timber, 61% of which is hardwood, and in
which oak is double the volume of beech. Europe's
furniture industry, which was a high consumer of beech, is
suffering from increasing imports of furniture from Asia
Sawmillers have aso lost much of their recently acquired
sawn beech market in China, which now prefers to buy

TABLE 6.2.1
Production of sawn hardwood in Europe, 2000 - 2004
(1,000 m%)
Change 2003
to 2004

2000 2001 2002 2003 2004 Volume %
Europe 15736 15565 15162 15 348 16 219 871 57
of which:
Turkey 2410 2645 2564 2629 2590 -39 -15
France 2968 2804 2329 2099 2160 61 2.9
Romania 1319 1254 1432 1550 1780 230 14.8
Germany 1320 1242 1140 1071 1401 330 30.8
Latvia 580 645 848 868 1100 233 26.8
Spain 960 1055 843 920 1000 80 8.7
EU-25 10454 10 254 9 805 9734 10 390 656 6.7

Source: UNECE/FAO TIMBER database, 2005.
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and process logs. Fashion cycles have not aided the beech
market, as tropica and darker temperate species have
made a degree of comeback.

GRAPH 6.2.1

German and French beech sawnwood prices, 2001-2005
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6.3  North America subregion

The US accounts for 53% of UNECE region
production. Following the pesk of 31 million m® in 2000,
total sawn hardwood production in Canada and the US
averaged 29.6 million m® from 2000 to 2002, but fell
9.2% in 2003 and a further 10.2% in 2004 (table 6.3.1).
Since Canada accounted for only 7.5%, much of whichis
based on logs and green or unsorted sawnwood from the
US, the main production fal has been from the US.

TABLE 6.3.1
Sawn hardwood balance in North America, 2003 - 2004
(1,000 m%)
2003 2004 Change %
Production 26729 24 016 -10.2
Imports 2999 3544 18.2
Exports 4113 4382 6.5
Net trade 1114 838 -24.8
Apparent consumption 25615 23178 -9.5

Source: Statistischen Bundesmant Preise and Centre de |"Economie
du Bais, 2005.

Totd apparent consumption of rough sawn hardwood
indl of Europe had remained steady since 2000 and rose
dightly in 2004. The EU-25, on the other hand, have seen
agradualy fdling trend (dbet risng in 2004) due to the
transfer of processng esstwards and as imports of semi-
finished and component products into the EU have
increased. One of the key market drivers in Europe has
been hardwood flooring, which continued to grow
seadily in 2004 (graph 6.2.2).

GRAPH 6.2.2
European hardwood flooring production, 1995-2004
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Source: UNECE/FAO TIMBER database, 2005.

Exports of US sawn hardwoods are estimated to have
risen by 4.8% in 2003 and by 10% in 2004, with China
providing sgnificant growth for both domestic
consumption and exports of furniture. China's growing
domestic economy, and government policy of alowing
home ownership, have dimulated pent up demand,
epecidly around magor cities, for hardwood furniture,
flooring and interna joinery, for which American
hardwood species are suitable and increasingly preferred.
The forthcoming Olympic Games in Beijing in 2008 are
adding to this pressure. There are currently about 11,000
wood processing factories in southern China, many of
which employ thousands of workers. Because of domestic
harvesting restrictions in the wake of flooding afew years
back, China relies on imported timber. China increased
US hardwood imports by 39% to 419,431 m*in 2004.

US policy to open trade with Viet Nam is affecting the
sawn hardwood industry. Viet Nam's wood processing
manufacturing capabilities have been developed, in part
assgted by investors from Taiwan Province of China. In
2004, Viet Nam increased US hardwood imports by 95%
to 49799 m’ to supply its exploding furniture
manufacturing capacity. The market promotion work by
the American Hardwood Export Council and the USDA
Foreign Agriculturd Service promotes this development.
Thus North American exports further increased 6.5% in
2004 to 4.4 million m® — the highest level in 5 years. US
exports now represent 13.6% of production by volume;
whereas Canada with a small consumption exports 76%
of production.
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US imports rose quite noticeably in the last four years
and by 25% in 2004 over the previous year. The mgor
supplier was Canada, with maple, birch and ader
accounting for about half, with tropical hardwoods from
South America very dgnificant, and with Germany
emerging as asupplier of beech.

A mgor concern of the hardwood industry has been
the recent rapid rise of furniture imports into the US,
affecting their domestic market baance. Reduced demand
for high grade materias for furniture aters the economics
for sawmills. They are producing increasing proportions
of lower-grade and lower-vaue packaging and flooring
material as log qudity is reduced. But to remain
profitable, sawmillers need to recover most cods on
higher grade materids for joinery and furniture
specifications.

6.4  CIS subregion

Production of sawn hardwood in the CIS at 3.8 million
m?®, which was up by 5% over 2003, amounts to less than
8% of the total for the UNECE region (table 6.4.1). Three
producing countries, Belarus, the Russian Federation and
Ukraine, accounted for 98%. Exports in 2004 by Bdarus
and the Russan Federation represented 26% of totd
production. Imports of sawn hardwood into the CIS
gopear to be indgnificant and are often tropicad for

specific applications.

TABLE6.4.1
Sawn hardwood balance in CIS, 2003 - 2004
(1,000 m%)
2003 2004 Change %
Production 3648 3828 4.9
Imports 135 137 11
Exports 865 986 14.0
Net trade 730 850 16.4
Apparent consumption 2918 2979 21

Source: UNECE/FAO TIMBER database, 2005.

6.5 The 2005 sawn hardwood

market

The dtart of 2005 has aready confirmed some of the
trends that emerged in 2004. For example, imports of
hardwood logs and sawnwood by China are dready
showing signs of increasing, based on growing domestic
demand and re-export of furniture and joinery products.
Chinese import of US sawn hardwood was up a further
12% in volume in the first quarter. The current market is
giving rise to unessiness in some sectors. In the US
construction sector, kitchen cabinet producers and flooring
manufacturers were buoyant in 2004 athough flooring

production ended up at over-capacity, with commensurate
falsin prices and profits reported by the 2005. This was
partly due to a sudden risein flooring imports (up 37% in
2004), which may sgnd another warning from Asa to
American markets.

And with relatively low domedtic inventories other
than red oak, US sawn hardwood producers were looking
towards a strong market again in 2005, but the second
quarter has also been disgppointing. Red oak pricesfdl in
early 2005, while white oak and hard maple rose with
sustained demand (graph 6.5.1). The redity of reduced
furniture manufacturing in the US, and aso in western
Europe, is now regarded as a permanent dement in the
supply and demand equation. In 2004, according to press
reports, 14,500 furniture factory workers lost their jobs
when more than 50 US plants closed.

GRAPH 6.5.1
United States sawn hardwood prices, 2001-2005
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Source: Hardwood Review, 2005.

Currently, atrend away from red oak, which may be a
temporary fashion cycde that is not uncommon in
hardwood markets, is causing great concern —just asit did
in the case of European oak producers in the late 1990s.
There could dso be some adverse effects on
internationdly traded hardwood if oil prices start to push
up freight rates, of which there are dready some signsin
2005.

The UNECE Timber Committee estimate is for
production in 2005 to remain dtetic and for apparent
consumption to rise fractiondly by 0.5%. However, this
may depend on the current growth level of 2.2% in the
congtruction industry (forecast at 2.1% in 2005) in Europe
and housing darts in the US being maintained. The
forecast may aso depend on US production, which in turn
will depend on fewer furniture factory losses and the
continued performance of US exports.
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In Europe there have been moves to consolidate the
marketing of European hardwoods for export, following
the proven model of the American Hardwood Export
Council. But the hurdles of differing European grading
standards, inspection and training, aswell as language and
production techniques, may yet have to be worked out.

Concern for the legality of the source of sawn
hardwood, and its production by sustainable forest
management, moved in 2004 to the public and corporate
building arena in Europe, and in North America in the
public and private sectors, for example the LEEDS
process (Green Building Council). The home
improvement/DIY and residentid sectors have therefore
taken more of aback row sest.

Data for sawn hardwood trade flows in the UNECE
region are not available yet for 2004, but some trends
shown below are expected to have continued (graph
6.5.2). The podtive trade flows outsde the UNECE
region are for tropicd sawnwood exporters to mgor
consumers such as China. Within the region, there were
small increases in 2003 trade within Europe which might
drop back in 2004 and within North America the 2003
increase could be gronger in 2004. The incressing
shipments of further processed sawnwood, ether as
hardwood dimension (rough, dried, cut-to-size pieces and
strips) or semi-finished products, might not be captured in
these trade flows, but it is growing in importance.

GRAPH 6.5.2
Sawn hardwood trade flows, 1999-2003
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Additiond datigtica tables for this chapter may be found in the eectronic annex on the UNECE Timber
Committee and FAO European Forestry Commission website at: www.unece.org/trade/timber/mis/fpamahtm

Tablesfor this chapter include:
e  Sawn hardwood apparent consumption, 1999-2004

e Production of sawn hardwood, 1999-2004

e  Exportsand imports of sawn hardwood, 1999-2004

e  Sawn hardwood baancein UNECE, 1999-2003

e  Exportsand imports of sawn hardwood, 1999-2003

e Magor sawn softwood trade flows in UNECE region 1998-2002

Full statistics used in the Forest Products Annual Market Review, 2004-2005 may be found in the
UNECE/FAO TIMBER database at:

www.unece.org/trade/timber/mis/fp-stats.htm#Statistics
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Chapter 7

Striking recovery of the panels industry
In 2004 — difficult to beat in 2005:
Wood-based panels markets,
2004-2005*

Highlights
The particle board industry in Europe recorded a mgjor upswing in 2004, but faces a difficult
Start in 2005.

MDF consumption in Europe accelerated by nearly 10% during 2004, with the laminate flooring
industry asthe key driving force.

OSB production in Europe continues to expand and benefits from strong North American
demand.

The European plywood industry faces fierce competition from China despite anti-dumping
duties of up to 67% on imports of okoumé plywood

The Russian particle board and MDF industries are devel oping rapidly and will be characterized
by mgor restructuring over the next few years.

Prices in Europe rose steadily and prices in North America spiked severd times in 2004 before
declining to levelsthat were still well above previousyears.

A strong housing market alowed the North American plywood industry to post a 100% capacity
utilization rate.

Increased imports of cabinets and furniture reduced demand for particle board in the United
Sates.

OSB production in North Americaincreased by 3% in 2004 and reached a record volume of 23.1
million m3,

Strong demand for OSB has resulted in plansto build 10 new millsin North America by 2008.

Rapid growth of plywood imports from Brazil resulted in the rescission of its duty-free statusin
the United States and the imposition of an 8% duty in mid-2005.

Severd Chinese plywood manufecturers are expected to receive approva to grade stamp
structural plywood by late 2005 or early 2006 and begin exporting to the US.

T By Ms. EvaJanssens, Dr. Nikolai Burdin and Dr. lvan Eastin
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Secretariat introduction

Once again the production of this chapter benefits
from close cooperation with three regiona experts in the
pand sector and their contributors. We sincerdy
appreciate the continued collaboration of Ms. Eva
Janssens,*® Economic Advisor, European Pand Federation
(EPF), who coordinated the production and wrote the
European andysis. She is a member of the UNECE/FAO
Team of Specidists on Forest Products Markets and
Marketing and a regular participant in the annua Timber
Committee Market Discussions. She used the EPF Annual
Report 2005 and its contributors from member pane
asociations to produce the European section of this
chapter, including Mr. Alexander Shalashov,* Genera
Director, Scientific Ingtitute of Wood Research (Vniidrev
Ltd.).

We are honoured to again have an anayss by Dr.
Nikolai Burdin® Director, OAO NIPIEllesporom,
Moscow, who wrote the section on CIS countries. Dr.
Burdin is former Chairman of the Timber Committee and
the FAO/UNECE Working Party on Forest Economics
and Statistics, and a frequent participant in its annud
Maket Discussons. He is dso the datigtica
correspondent for Russia

For the firg time, we are pleased to welcome to the
team Dr. Ivan Eadtin>* Director, Center for Internationd
Trade in Forest Products, University of Washington, who
produced the North American andysis. We look forward
to continued cooperative efforts.

7.1  Europe subregion

Confirming that 2003 was a turning point, European
panel markets reached dl time highsin 2004 (table 7.1.1).
However, it remains to be seen whether the dow dart in
2005 will neverthdess result in another record year.
Building further on the recovery that was initiated in the
second haf of 2003, the particle board industry in Europe

“ Ms. Eva Janssens, Economic Adviser, European Panel
Federation, Allée Hof-ter-Vleest 5, Box 5, B-1070 Brussels,
Belgium, telephone +32 2 556 25 89, fax +32 2 556 25 94, e-mail:
evajanssens@europanels.org.

> Mr Alexander Shalashov, General Director, Scientific Institute
of Wood Research (Vniidrev Ltd.), Kaluzhskaya Oblask, 249000
Balabanovo, Russia.

% Dr. Nikolai Burdin, Director, OAO NIPIEllesprom,
Klinskaya ul. 8, RU-125889 Moscow, Russian Federation,
telephone +7 095-456 1303, fax +7 095-456 5390, e-mail:
nipi @dialup.ptt.ru.

I Dr. Ivan Eadtin, Professor and Director, Center for
International Trade in Forest Products, University of Washington,
Seattle, Washington, US, telephone +1 306 543 1918, fax +1 206
685 3091, e-mail: eastin@u.washington.edu.

picked up vigoroudy during 2004, reflected by a firm
growth rate of 5.6%, bringing overal production to a new
record level of over 40 million m3, In particular, the first
half of the year proved to be exceptionaly dynamic, with
production increasing by an average 7%, underpinned by
a 9% increase in demand. In addition, exports registered
two-digit growth throughout the first nine months of 2004.
Moreover, the favourable demand conditions also enabled
a szeable downward stock movement. The top five
particle-board-producing countries nearly al registered
sound positive growth rates of at least 5%. Particle board
consumption rose by 5.4% during 2004 to 36.8 million
mB, thereby exceeding the former 2000 record.

TABLE 7.1.1%
Wood-based panels balance in Europe, 2003 - 2004
(1,000 m%)

2003 2004 Change %
Production 60613 64 150 5.8
Imports 25851 27794 7.5
Exports 27 657 29900 8.1
Net trade 1806 2106 16.6
Apparent consumption 58 807 62 044 55
Of which: EU-25
Production 54 424 57 036 4.8
Imports 23015 24 388 6.0
Exports 25377 27 245 74
Net trade 2363 2857 209
Apparent consumption 52062 54178 4.1

Source: UNECE/FAO TIMBER database, 2005.

Following this exceptional upswing, and despite the
optimism among particdle board producers, the firg
months of 2005 proved to be difficult. Demand
deteriorated sharply and production contracted by about
4%. Throughout 2004, the particle board industry had
been operating with an average capacity utilization rate of
more than 90%, fuelled by strong demand, which resulted
inarisein prices (graph 7.1.1). During the first months of
2005, the opereting rate fell back to 88%. However, a
forecast recovery of the furniture and construction
markets is expected to give renewed momentum to
demand during the remaining haf of 2005, which should
lead to ayear-end Stabilization.

52 Detailed tables of product and country statistics may be found in
the dectronic anex at:  www.uneceorg/trade/timber/docs
fpamal2005/fpama2005.htm.
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GRAPH7.1.1
European OSB, MDF and particle board prices, 2001-2005
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Source: EUWID Wood Products and Panels, 2005.

MDF production increased by 7.7% in 2004 to a new
record level of 12.3 million m3. Total demand increased to
9.5 million m3, driven once more by continued strong
growth of the laminate flooring industry, which has
become the most important market for MDF in Europe
and now accounts for 40% of al saes. For 2005, MDF
consumption is expected to grow further, athough
probably a adightly dower pace.

The European OSB indudtry registered the highest
growth rates, with production amounting to 2.6 million
ms3, which means that the previous record was exceeded
by amost 2.6%. For 2005, the OSB production is firmly
expected to exceed 3 million m3. By the end of the year, a
new plant will become operationd in the Czech Republic,
the first new investment since 2001. A gtriking eement
during the last months of 2004 and the beginning of 2005
was the soaring exports of OSB to North America.

Despite the podtive achievements in 2004, the
European wood-based pands industry continues to face
some mgor impediments and the European Pand
Federation (EPF) has implemented policies amed a
overcoming these problems. With new CE marking for
panels available since 2004, the EPF supports membersin
implementing the marking for congruction panels. The
Federation is dso in favour of abolishing trade barriers for
panel products.

Since the beginning of 2002, wood costs have
increased by nearly 20% and accdlerated forcefully in the
first months of 2005. The strong competition from the bio-
energy industry regarding the supply and availability of
wood raw material and biomass continues to be one of the
key concerns. However, energy costs and also resin codts

(50% higher in the first quarter of 2005, compared with
the beginning of 2000) have soared in line with record
high ail prices.

Plywood production in Europe increased by 4.3%
during 2004 to anew record of more than 4.4 million m3,
The especidly strong performance of Europe's largest
plywood producer, Finland, boosted the overal result.
There are some mgor consumers of plywood that are
fully dependent on imports to meet their domedtic
demand, such as the United Kingdom, the Netherlands,
Denmark and Irdand. Plywood consumption in Europe
was largely underpinned by mgor increments in these
countries, boogting tota demand by 6.2%.

Neverthdess, owing to the great volumes of plywood
that are being imported into Europe, the plywood
manufacturers are facing srong competitive pressure in
their local markets. The most aggressive competitor, who
has been disrupting the European markets for four years,
is China. Despite the fact that anti-dumping duties on the
imports of okoumé plywood from China of up to 66.7%
have been in place since November 2004, European
plywood manufacturers are il suffering aloss of market
share. In addition, even though the imports of officidly
declared okoumé plywood dropped during 2004, the
imports of plywood in genera continued to increase
rapidly and more than doubled in 2004 as compared with
2003. Since these imports dso include inexpensive
products, as wel as other types of plywood products,
increasing numbers of European plywood manufacturers
ae now afected by these imports. The European
Federation of the Plywood Industry therefore decided to
launch a study to investigate the impact of imports from
non-European regions on the competitiveness of
European plywood producers.

7.2  CISsubregion

In the CIS, pand production increased by 12.4% in
2004, with most of the nearly 1 million m3 increase being
exported (including trade within the subregion) (table
7.2.1). Russian particle board production amounted to 3.6
million m? during 2004, which means an increase of more
than 13% compared with 2003. For 2005, particle board
production in Russia is expected to increase moderately
by about 5%, while a mgor upswing by nearly 25% is
expected in 2006, when it is forecast that new capecity
will boost the total output by more than 1 million m3, with
total production exceeding 4.7 million m3. Demand has
been developing a a rapid pace in Russa Consumption
rose by 20% during 2004 to 4.1 million m3, compared
with less than 3 million B in 2002. For 2005, demand is
expected to reach 4.4 million m3. In the domestic market,
the furniture industry consumes between 75% and 80% of
the tota particle board supply. In the short term, the
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Russian particle board industry is to undergo mgor
restructuring.

TABLE7.2.1
Wood-based panels balance in CIS, 2003 - 2004
(1,000 m%)
2003 2004 Change %
Production 8290 9314 124
Imports 2463 2429 -1.4
Exports 2317 3 266 41.0
Net trade -146 838 .
Apparent consumption 8436 8477 0.5

Source: UNECE/FAO TIMBER database, 2005.

Since the Russan MDF production of 338,000 m? in
2004 faled to meet the demand from the furniture
industry, the deficit was covered by imports. During 2004,
imports increased by 19% to 320,000 m?. The potentia
domegtic demand for MDF is currently estimated at
between 600,000 m® and 700,000 me. For the 2005 to
2006 period, the MDF industry in Russia is expected by
OAO NIPIEllesprom to boogt its production volumes,
with an output of nearly 700,000 n® projected for 2005,
accderaing to some 960,000 m2 by the end of 2006. As
such, production will be twice as much as the demand,
and a gradud reduction of import ddiveries can be
expected, together with an increase of export-oriented
pands.

7.3 North America subregion

In 2004, North American panel markets responded to
strengthened demand from construction markets and
rlated interior trim and furnishings, and posted hedthy
gainsin consumption (table 7.3.1).

TABLE7.3.1
Wood-based panels balance in North America, 2003 - 2004
(1,000 m%)

2003 2004 Change %

Production 58 841 60 677 31
Imports 19 467 23380 20.1
Exports 15385 16 421 6.7
Net trade -4 082 -6 959
Apparent consumption 62 923 67 636 75

Source: UNECE/FAO TIMBER database, 2005.

The mgjor development was the 20% jump in imports,
with traditiond Canadian trade risng, but with more
imports of European, Asian and South American panels as
well. Pandl prices rose to record levels, but experienced
extreme fluctuations, which have continued in 2005

(graph 7.3.2).

GRAPH 7.3.1
Structural panels prices in the United States, 2000-2005
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The North American particle board market continued
to stagnate throughout 2004 despite rising prices in the
firg haf of the year. While prices moderated during the
second half of the year and into the firgt quarter of 2005,
they <till remained relatively strong (graph 7.3.2).

GRAPH 7.3.2
Particle board prices in the United States, 1999-2005
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North American particle board consumption in 2004
continued a five-year downward trend, with a further
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decline projected for 2005. To a large degree, this trend
can be traced to an overdl decline in demand as imports
of lower priced finished products incorporating particle
board substrates, particularly cabinets and furniture from
China, have increased dgnificantly and displaced
domestic production capacity of furniture and thereby of
consumption of panels. A dight increase in Canadian
particle board production was more than offset by alarge
drop in US production. This caused total North American
production to fal by 1.8% to 9.8 million m3. Since 2000,
US particle board production has declined by 25% to 6.9
million m3, whereas Canadian production has increased
by 17% to 2.9 million m3. As areault, the Canadian share
of production has risen from 21.4% in 2000 to 29.9% in
2004. Both imports and exports of particle board
continued declining, extending a three-year trend that
began in 2002.

In contrast, North American production of MDF
increased substantialy. While Canadian MDF production
posted a dight decline, US MDF production jumped
sharply, increasing by amaost one third from 2003. Since
2000, Canadian MDF production has declined by 26% to
932,000 m3, while US MDF production has increased by
42% to 3.6 million m?. As areault, the US share of MDF
production in North Americaincreased from 66% to 79%
between 2000 and 2004. While North American exports
of MDF increased by 14% to 1.2 million m3, imports
posted a much larger increase, risng by 23% to 1.9
million m3. The combination of significant increases in
MDF production and imports resulted in a 26% increase
in North American consumption.

A grong housing market in the US continued to
support strong demand for OSB. Declining mortgage rates
continued to support housing starts, which continued a
five-year expanson that saw these gtarts increase from
1.57 million in 2000 to 1.96 million in 2004, contributing
to increased consumption of OSB. Canadian OSB
production increased by 0.8% to reach 8.8 million m3,
while US OSB production increased by an astounding
4.8% to reach a record volume of 14.3 million m3. As a
result, OSB production in North America increased by
3.2% in 2004, reaching an dl-time high of 23.1 million
m3. OSB capacity utilization reached an dl-time high of
96% in North America, with Canadian mills reaching
99% and US miills 94%. As a result, manufacturers have
announced plans to build 10 new OSB plants by the end
of 2007 (4 inthe US and 6 in Canada) that would increase
North American OSB production capacity by almost 22%.

Trade in OSB, which is primarily from Canada to the
US, increased by amost 10%, to reach dmaost 9 million
m3 in 2004. However, 2004 saw a 14% decline in the
volume of OSB imported from Europe (down to 179,000
m3) as South American imports nearly doubled between
2003-2004 to reach 114,000 m3. US imports of pands

from offshore suppliers continue to dominate the trade
flows of the UNECE region (graph 7.3.3).

GRAPH 7.3.3
Wood-based panel trade flows, 1999-2003
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OSB prices, which increased significantly during the fina
quarter of 2003 and the first quarter of 2004, moderated
during the lagt haf of 2004, dthough they were
subgtantialy higher than the prices observed during the
2001 to 2003 period. However, large price fluctuations
continue to plague the industry and pull prices down
(graph 7.3.4). Residentia congtruction remains the largest
market for OSB, accounting for dmost two thirds of OSB
consumption and the vast mgjority of the increase in OSB
consumption between 2003 and 2004. Increases in OSB
consumption were modest in the renovation and
remodelling and industrid market segments and
somewhat higher in the non-residential market segment.

The strong housing market over the past five years has
proven to be a benefit to the beleaguered North American
plywood industry, and has alowed it to register a modest
production increase of 1.3%, reaching 17.3 million m2 in
2004. This increasse was due to improved capecity
utilizetion rates as Canadian plywood mills operated at
102% of capacity and US mills increased to 99% of
capacity. As a result, Canadian plywood production
increased by 6.8% to dmost 2.7 million m2, while US
production increased by just 0.4% to hit 14.9 million m3.
While consumption of plywood increased substantialy in
2004, North American production gains were moderated
by a44% increasein plywood imports.
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GRAPH 7.34
OSB prices in the United States, 2000-2005
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US plywood imports from Brazil dmost doubled in
2004. Rapid growth of plywood imports from Brazil
resulted in the rescisson of its duty-free status in the US
and the imposition of an 8% duty in mid-2005. A number
of Chinese mills are expected to gain approval to apply a
grade stamp to their structurd plywood following US
standards. They could begin exporting to the US by the
end of 2005 or early 2006. In contrast to OSB, the
residential congtruction market for plywood only accounts
for 37% of consumption, while the industriadl market
accounts for an additiona 33% of plywood consumption,
followed by the repair and remodelling market (21%) and
the non-residential market (9%). Similar to OSB prices,
strong demand has increased plywood prices, athough the
plywood industry has also been plagued by substantia
price fluctuations.
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Additiond detigtica tables for this chapter may be found in the dectronic annex on the website of the UNECE
Timber Committee and FAO European Forestry Commission at: www.unece.org/trade/timber/mig/fpamahtm

Tablesfor this chapter include:

Wood-based panels apparent consumption, 2000-2004

Particle board gpparent consumption, 2000-2004

Plywood apparent consumption, 2000-2004

Fibreboard gpparent consumption, 2000-2004

Production of plywood, 2000-2004

Exports and imports of plywood by volume, 2000-2004
Plywood baancein UNECE, 2000-2004

Exports and imports of plywood by vaue, 2000-2004

Production of particle board (excluding OSB), 2000-2004
Exports and imports of particle board by volume (excluding OSB), 2000-2004
Particle board (excluding OSB) bdance in UNECE, 2000-2004
Exports and imports of particle board by vaue (excluding OSB), 2000-2004
Production of OSB, 2000-2004

Exports and imports of OSB by volume, 2000-2004

OSB baancein UNECE, 2000-2004

Exports and imports of OSB by value, 2000-2004

Production of MDF, 2000-2004

Exports and imports of MDF by volume, 2000-2004

MDF baance in UNECE, 2000-2004

Exports and imports of MDF by vaue, 2000-2004

Wood-based panel s balance in UNECE, 2000-2004

Wood-based pand s trade flows in the UNECE region 1999-2003

Full statistics used in the Forest Products Annual Market Review, 2004-2005 may be found in the
UNECE/FAO TIMBER database at:

Wwww.unece.org/trade/timber/mis/fp-stats.htm#Statistics
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Chapter 8

Higher demand and production in
2004, but growth wavers in 2005:
Markets for paper, paperboard and

woodpulp, 2004-2005"

Highlights
¢ In Europe, production of paper and paperboard increased 4.1% in 2004 to arecord 103.1 million
m.t., in response to growth in GDP and exports, while pulp output rose 2.4%.

¢ In North America, production of paper and paperboard increased 3.3% in 2004 to 104.2 million
m.t., with arobust increase of 4.1% in the United States and 2.3% in Canada.

¢ IntheCIS, production of paper and paperboard increased 6.6% in 2004 to 8.0 million m.t., while
paper and paperboard consumption increased 6.5%.

e The annua growth in apparent consumption of paper and paperboard within the CIS halved
between 2003 and 2004, while in North America, growth rebounded over the same period.

o Net exports of paper and paperboard from Europe increased by 34.3% in 2004 to 12.1 million
m.t., as exportsto Asarose substantially.

e In Europe, policy issues are related to industry competitiveness, smplification of EU legidation
on chemicals and dramatic energy price increases.

¢ Inthe CIS, rdtification of the Kyoto Protocol by Russia was an important policy development
that isfostering industry accountability for greenhouse gas emissions.

¢ Inthe United States, a decline in the exchange vaue of the US dollar in 2003 to 2004, aswell as
labour productivity gains, helped restore industry competitiveness and profitability.

e Growth rates for US industriad production and advertisng expenditures, key determinants of
demand in USfor paper and paperboard, appear to be lower in 2005 than in 2004.

e A labour gtrike and lockout hated paper production in Finland for more than six weeks in mid-
2005, impacting world markets for products such as coated paper, and creating opportunities for
competitorsto fill thevoid.

53 By Dr. Peter J. Ince, Prof. Eduard Akim, PhD, Mr. Bernard Lombard and Mr. Tomés Parik.
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Secretariat introduction

The secretariat of the UNECE/FAO Timber Branch
wishes to thank Dr. Peter Ince Research Forester, USDA
Forest Service, for again coordinating the production of this
chepter with his co-authors. Professor Eduard Akim, PhD,*
The Saint Petersburg State Technologicd Universty of
Plant Polymers and The All-Russian Research Inditute of
Pulp and Paper Industry produced the andysis of the
Russian pulp and paper sector. Mr. Bernard Lombard,*®
Trade and Competitiveness Director, Confederation of
European Paper Indudries (CEP!), documented trends
among CEPl member countries in Europe. Mr. Tomés
Parik®’, Director, Wood and Paper, A.S., wrote about trends
in centrd and eastern Europe.

We dso thank Mr. Eric Kilby, Satistics Manager, and
Ms. Ariane Crevecoeur, Statidics Assgant, a& CEFl, for
their work in Europeen datareview. CEPI collects data from
its member associations, which isthe bass for the European
andyss. Some differencesin definitions exist between CEF
and UNECE/FAO gatidtics, but dthough the figures may
vay dightly, the trends are gengrdly the same. We thank
these contributors for the overview of paper, pgperboard and
woodpul p developments across the UNECE region.

8.1  Global and regional trends

Globd pulp, paper and paperboard markets improved
in 2004 and 2005, as indicated by generally higher prices
for most pulp, paper and paperboard products in
comparison with 2003. While growth in demand was
quite robust in 2004, by the end of the first half of 2005,
markets appeared more hesitant and prices appeared to
waver or reech aplateaul.

Within the UNECE region, annud growth in
consumption of paper and paperboard haved within the
CIS subregion (from 12.9% in 2003 to 6.5% in 2004),
while growth rebounded in North America (from —0.7% to
45%). Thus, there were converging rates of growth in

% Dr. Peter J. Ince, Research Forester, USDA Forest Service, United
States Forest Products Laboratory, One Gifford Pinchot Drive, Madison,
Wisconsin, United States of America, 53726-2398, telephone +1 608 231
9364, fax +1 608 231 9592, e-mail: pince@fsfed.us

% Prof. Eduard Akim, PhD, The Saint Petersburg State Technological
Universty of Plant Polymers, The All-Russian Ressarch Ingtitute of Pulp
and Paper Industry, 4, lvana Chemnykh Str., Saint Petersburg, RF198095
Russia, tdephone +7812 247 3558, fax +7812 534 8138, e-mail:
akim@Ed.gob.su

%6 Mr. Bernard Lombeard, Confederation of European Paper Industries,
250 avenue Louise, B-1050 Brussls, Belgium, telephone +32 2 627 49
11, fax +32 2 646 81 37, e-mail: b.lombard@cepi.org

5" Mr. Tomés Parik, Director, Wood & Paper as, Hlina 18, CZ-66491
Ivancice, Czech Republic, telephone +420 546 41 82 11, fax +420-546 41
82 14, e-mail: t.parik@wood-paper.cz

gpparent consumption of paper and paperboard for Europe,
North Americaand the CI S subregion (graph 8.1.1).
GRAPH8.1.1

Rates of growth in apparent consumption of paper and
paperboard in the UNECE region, 2001-2004
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Source: UNECE/FAO TIMBER database, 2005.

In recent years, growth in paper and paperboard consumption
in Europe has been rdatively low but fairly seedy. In North
America consumption declined from 2000 to 2003, but
incressed in 2004. Meanwhile, in the Russan Federation
(and the CIS subregion) and centrd and esstern Europe,
consumption has increased  dgnificantly.  In - 2004,
consumption of pgper and paperboard expanded in eech
subregion, with rdatively robus growth in North America,
while the growth rate was dill higher but less divergent in
Russa and the CIS subregion. Since 1990, European and
North American paper and paperboard production have
gradudly approached equivdency in totd tonnage, with
more expansion of production in Europe since 1990 than in
North America, while production dropped in the CIS
subregion during the early 1990s but hes been steadily
dimbing sincethen (graph 8.1.2).

The stronger euro and wesker dollar in 2004 limited
price appreciaion in Europe for pulp and paper
commodities. North America, and the US in particular,
experienced sgnificant improvement in pulp, paper and
paperboard commaodity prices in 2004. The improvement
in dollar-denominated prices for pulp, paper and
paperboard commodities was in pat a reflection of
continued weskness in the exchange value of the US
dollar as well as increased product demand in 2004.
Consequently, paper and paperboard production increased
in both Europe and North America in 2004, but US
producers experienced better gains in profitability than
European or Canadian producersin 2004.
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GRAPH 8.1.2 TABLES8.2.1
Production of paper and paperboard in the UNECE region, Pulp, paper and paperboard balance in Europe, 2003 - 2004
1990-2004 (1,000 m.t.)
2003 2004  Change %
110 4 e~ .
100 = — Paper and paperboard
T Production 99043 103113 41
= 704 Imports 52062 53071 1.9
g gg 1 Exports 61082 65181 6.7
E 40 Net trade 9020 12111 343
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Source: UNECE/FAO TIMBER database, 2005. Apparent consumption 82852 83784 11
Woodpulp
As expw&j last yea, the globd upturn and Production 41 694 42 681 2.4
improvement in pulp, paper and paperboard markets Imports 18014 18586 32
continued into 2004 and 2005. In spite of the more  Exports 11349 11579 2.0
hesitant market growth in thefirgt half of 2005 the outlook  Net trade -6 665 -7 007
for the second half of 2005 and 2006 remains positive,  Apparent consumption 48359 49688 27
though less certain than ayear ago.
Of which: EU-25
8.2  Europe subregion Production 38262 39173 2.4
Production of paper and paperboard in Europe reeched  Imports 16898 17490 35
arecord leve of 103.1 million m.t in 2004 according to  Exports 10 443 10 663 2.1
UNECE/FAO dsta, an increee of 4.1% over 2003. Net trade -6 455 -6 826
Production among the subset of EU-25 countries was a Apparent consumption M7 45999 29

record 95.9 million m.t. in 2004, an increase of 4.3% (table
8.2.1). Similarly, according to industry data, production of
paper and paperboard among member countries of the
Confederation of European Paper Industries (CEPI®)
reeched a record level a 99.5 million mit. in 2004, an
increase of 4.5% over 2003. The operating rate (capacity
utilization rate) for 2004 was 91.9%.

Overdl output of graphic paper increased among
CEPI countries by 6.8% in 2004. Hdf of the increasse
came from the coated graphics sector (+8.8%). Production
of uncoated graphic grades aso rose (+5.9%). Mechanica
grades (+7.7%) marginaly outperformed woodfree grades
(+7.2%).

8 CEPI countries include: Austria, Belgium, Czech Republic,
Denmark, Finland, France, Germany, Greece, Hungary, Ireland,
Italy, Norway, Poland, Portugal, Slovak Republic, Spain, Sweden,
Switzerland, The Netherlands and the UK.

Source: UNECE/FAO TIMBER database, 2005.

For the packaging sector, production increased by
2.4%. Case materia and carton board production rose
respectively by 2.4% and 2.3%. Production of wrappings
returned to the 2002 level (+3.4%). Hygienic paper
manufacturers increased output by 2.1%. Production of
industrial and speciality grades rose by 1.8%.

Apparent consumption of paper and paperboard among
CEPI member countries totdled 88.2 million m.t. in 2004,
an increase of 2.4% compared with 2003. This increese in
consumption dightly exceeded the growth in GDP of 2.2%
in those countries. Growth in European consumption of
many graphic paper grades exceeded GDP growth.
Consumption of graphic paper grades increased overdl by
2.9%. After a decline in 2003, consumption of newsprint
increased by 2.7% in 2004. Consumption of uncoated
mechanica grades rose by 3.1%. Growth in demand for
coated mechanica gradesincreased by 6.5% and for coated
woodfree grades by 0.9%. Consumption of uncoated
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woodfree grades rose by 2%. Overdl demand for coated
gradesrose by 3.4%, with uncoated gradesrising by 2.4%.

Overdl demand for packaging grades rose by 1.7%.
Amongst the packaging grades, consumption of case
materias increased by 2% and carton board rose by 2.3%.
Demand for wrappings incressed by 0.8%. Demand for
sanitary and household grades grew by 5.1% to 6.7
million m.t.

In 2004, despite the relaively strong euro, exports of
paper and paperboard from CEPI member countries
increesed by a robust 13.2% to 14.8 million mdt.,
reflecting the general growth in European exports (graph
8.2.1). Shipments to Asan markets accounted for 36% of
exports. Exports to “Non-CEPI” Europe rose by 17.3%
and to North America by 5.2%. Exports to Latin America
topped 1 million m.t. for the firg time. For the fourth
consecutive year, imports of paper and paperboard into
CEPI member countries fell, in 2004 to 4.2 million mt., a
decresse of 5.1% from 2003. Overdl CEPl member
countries had a positive trade baance in paper and
paperboard of 10.5 million m.t. in 2004.

GRAPH8.2.1
Paper and paperboard trade flows, 1999-2003
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Note: Full trade flow table in the electronic annex.
Source: UN COMTRADE/EFI, 2005.

Total pulp output, both integrated and market pulp,
reached 42.7 million m.t. among CEPl member countries,
an increase of 4.2% over 2003. Production of chemicd
pulp increased by 4.2% and production of mechanical and
semi-chemical pulp rose by 3.9%. Market pulp production
reached 13.1 million m.t., risng by 1.3 % over 2003.
European pulp exports remained strong in the face of
increased globa competition (graph 8.2.2).

GRAPH 8.2.2
Woodpulp trade flows, 1999-2003
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Source: UN COMTRADE/EFI, 2005.

Utilization of recovered paper increased by 4% over
2003 to 46.5 million m.t. Apparent collection (domestic
utilization plus export) increased by 7.5% to 51.5 million
m.t. Exports of recovered paper to CEPI non-member
countries reached 5.9 million m.t., 92% to Asan markets.

The production of paper and paperboard among CEM
member countries during the first quarter of 2005
increased by 1.7% over the first quarter of 2004: pulp
production increased by 1.5% over the same period.

While the European industry has continued to increase
exports of paper and paperboard, it nevertheess faced
chalenges in maintaining globa competitiveness in 2004
and 2005. The increase in the exchange vaue of the euro
from 2003 to 2004 eroded production cost advantages and
the benefits of dollar-denominated price increases.
European companies aso reported tha ther
competitiveness was severely hit during the last couple of
years by the dramatic increases in dectricity prices. In
particular, this was reported to be a possible indirect effect
of the forthcoming Emissions Trading Scheme and a
dysfunction in eectricity and gas markets, which recent
market liberdization has not fully corrected.

The European paper industry has expressed concern
about the proposa by the European Commission for a
New Chemicds Policy (REACH), which has been
developed with the main objective of safe use of man-
made products from the chemicd industry. However, as
currently presented, it could potentialy cover not only
chemicals, but also the paper industry’s raw materials.

A labour drike and lockout halted pulp and paper
production in Finland for more than six weeksin May and
June of 2005, impacting globa markets for products such
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as coated printing paper, for which Finland is a leading
exporter. The dispute was settled in early July, but an
estimated 1.4 million tons of graphic paper output was lost
during the lockout [Pulp & Paper Week, 27(25)]. The
reduction in supply squeezed the globa market for
printing paper just as it was entering the normaly busy
season for commercid printing. The lockout had
significant ramifications for European paper markets since
Finland accounts for a large share of European paper and
paperboard production in many product grades (eg. in
2004, 20% of graphic paper production, 32% of
mechanica woodpulp output, and 28% of chemica
woodpulp production). The impact on pulp production in
turn caused the closure of some European sawmills that
were unable to find adequate markets for the woodchips
that the pulp producers would normally take.

Developments in central and eastern Europe in 2004
followed trends observed among new EU member
countries in recent years. Membership of the EU and the
opening of borders has resulted in strong economic
development as well as sructura changes, such as a
changein the flow of goodsin many sectors. The pulp and
paper indudtry in this region was dready linked to global
market channels since producers in the region are
connected to globa enterprises. Strong economic growth
has dso brought a drengthening of loca currencies,
which pushes producersin al export-oriented industries to
increase productivity, including the pulp and paper
industry.

New EU member countries are till considered as
good opportunities for investment, and some new projects
are being condgdered in the pulp and paper sector.
Availability of raw materia, cost advantages and stable
economic conditions provide investors with a good
business environment. Loca governments are supporting
new investments while the unemployment rate in certain
regions is reatively high due to redtructuring of the
economy and industry in generd. Long-term sustainable
management of local forest resources will help attract new
investment in the forest industry, with benefits for other
sectors.

Policies influencing paper and paperboard market
development arise in severd aress that influence business
on a daly bass For example, transportation policy is
becoming a key issue for business development. Central
and eastern Europe need to catch up relatively quickly in
the qudity of their industrid infrastructures. Rapid
ongoing development of industry is aso increasing
pressure and demand for better infrastructure, especialy
for trangport. Truck transportation is one of the man
concerns of local communities as increasing trangport of
goods creates pressures on infrastructure costs, the
environment and safety.

Bio-energy production continues to be viewed as one
of the biggest threets, as well as an opportunity, for the
pulp and paper industry. The market has yet to establish
the balance between wood energy and fibre use, while
subsidies and support for bio-energy vary from country to
country. There is, however, dready some evidence of a
negative influence on wood availability for the
particleboard and the pulp and paper industries. Prices of
raw materias are higher in certain regions than those
industries are able to pay due to the strong energy subsidy
policies of some locd governments. There is a great
opportunity to expand wood availability and mobilization
for green energy production that does not compete with
sustainable wood industries for their raw materias.

The pulp and paper industry has a future and continues
to grow in central and eastern Europe and among new EU
member countries. If new policies of the EU community
and loca governments respect the mutud interests of dl
gakeholders and support sustainable development and
globd competitiveness, there will aso likely be a good
future for the pulp and paper industry in thisregion.

8.3  CIS subregion

In 2004 and the firgt haf of 2005, Russia continued to
experience robust economic growth, and the growth in
paper and paperboard output (6.8% in 2004) contributed
to 6.6% growth in output in the CIS subregion, where
Russaisby far thelargest producer (table 8.3.1).

TABLE8.3.1
Pulp, paper and paperboard balance in CIS, 2003 - 2004
(1,000 m.t.)

2003 2004 Change %
Paper and paperboard
Production 7498 7994 6.6
Imports 1631 1820 11.6
Exports 2695 2959 9.8
Net trade 1065 1139 7.0
Apparent consumption 6434 6 855 6.5
Woodpulp
Production 6851 6973 18
Imports 178 160 -10.1
Exports 1917 1868 -2.6
Net trade 1739 1708 -1.8
Apparent consumption 5111 5 265 3.0

Source: UNECE/FAO TIMBER database, 2005.
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Russia’'s GDP aso increased by 7% in 2004. For the firg
five months of 2005, Russa's GDP growth ran a 5.4%,
indicating a modest dowdown but continued growth.
President Putin has set atarget of doubling Russia's GDP
over the next decade, implying an average growth rate of
around 7% per year (IEA, 2004). Growth averaged 6.7%
from 1998 to 2003. Forecasts of economic growth in
Russia vary, influenced mainly by oil price trends, but
forecasts generdly point to continued economic growth,
and thus continued long-run growth in Russia's pulp and
paper sector is expected (see chapter 3 for more economic
trends).

Important forest sector policy issues of 2004 in Russia
were the Kyoto Protocol ratification (which took effect in
February 2005 with new efforts to monitor carbon
emissions), debates about private ownership of forestsin
the context of a new Forest Code to be adopted, use of
gpace satellite monitoring for preventing illegal timber
cuttings, and the continuing “forest wars’ (legal disputes
over ownership and management of certain Russian pulp
millsand forest operations).

Owing to the mgor currency revaluation of 1998 and
expansionary macroeconomic policy under President
Putin since 1999, there has been a continuous increase in
output of pulp, paper and paperboard, more than doubling
since 1996, athough output has yet to reach previous
record levels of 1988-1989 pre-trangtion periods. During
2004, Russids output of pulp (for paper and paperboard,
and market pulp) increased by 2.6% over 2003, output of
market pulp increased by 4.0%, and output of paper and
paperboard increased by 6.8%, with a 9.0% increase in
output of paperboard.

The pulp and paper market sStuation in Russa
definitely appeared to have weakened by the firgt half of
2005 as the production of a number of pulp and paper
products suffered some setbacks by May of 2005. The
dowdown of growth for pulp and paper output in Russa
coincided with globa wavering of pulp and paper demand
and prices in the second quarter of 2005. With more than
one third of Russids paper and paperboard production
exported, there is dtrong correlation between globd
market trends and domestic market trendsin Russa

In 2004, exports of paper products continued to
increase to a record level, while pulp exports declined
dightly (graphs 83.1 and 8.3.2). However, Russian
exports as a percentage of production have remained
largely unchanged since 1996, with exports comprising
about 80% of output for market pulp, and around 40% for
paper and paperboard. Major export destinations for these
Russan products ae China (market pulp, kraft
linerboard), Irdland (market pulp, kraft linerboard), India
(newsprint), and Turkey (newsprint).

GRAPH 8.3.1
Russian production and exports of market pulp, 1994-2004
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Sources: Goscomstat, PPB Express and author's data interpretation,
2005.

GRAPH 8.3.2
Russian production and exports of paper and paperboard,
1994-2004
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2005.

Although the tonnage of Russan paper and
paperboard exports greatly exceeds the tonnage of
imports, the trade balance in value has continued to
deteriorate, as Russia has expanded imports of higher
vaue paper products. The trade deficit in paper and
paperboard has been negative since 2001, and in 2004 it
was over one-$500 million (graph 8.3.3).

The higher value of imports of paper and paperboard
as compared with exports reflects that Russia imports
expendve products, such as high quality materias for
container and packaging, clay-coated paper, and tissue,
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and exports less expensive commodity products, such as
newsprint and kraft linerboard.

GRAPH 8.3.3

Russian paper and paperboard imports, exports and trade
balance, 2001-2004
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Sources: State customs committee, PPB Express, PPB Exports,
PPB Imports and author’ s data interpretation, 2005.

In connection with retification of the Kyoto Protocol, a
number of mills (the Arkhangelsky pulp and paper mill,
for example) initiated an inventory of greenhouse gas
emissions. Such accounting for carbon and greenhouse
gas emissions is being done at the Arkhangelsky mill and
elsawhere to prepare for limits on emissions and perhaps
trading in carbon emissions. The vast mgjority of analyses
on the topic find that Russia will gain a large net surplus
of emissons alowances—in the range of 300 to 1,000
MtCO? per year, on average, between 2008 and 2012
(Haites 2004). Thus, according to these studies, Russa
will not lose, but will in fact gain financialy from the
Kyoto Protocol, by sdlling part of its excess allowancesto
Europe (Lecocq 2004).

The so-cdled “forest wars’ (a journdistic term for
legd disputes among managers and owners of forest
enterprises) continued in 2004. The Kotlassky pulp and
paper mill and the Bratsky pulp and paper mill were both
the objects of disputes. Those disputes were sttled in
2004 and the mills have become the property of the llim
Pulp Enterprise. At the same time, the Basic Element
Company wasinvolved in astruggle for possession of two
other mills, the Arkhangelsky pulp and paper mill and
OAO Volga — the Baakhninsky pulp and paper mill. In
past years such disputes have involved the occupation of
plants by armed guards (hence the term “forest wars’), but
more civil legd proceedings now charecterize the
resol ution of such disputes.

8.4  North America subregion

In North America, output of paper and paperboard
increased by 3.3% in 2004 to 104.2 million m.t., while
gpparent consumption of paper and paperboard increased
by 4.5% to 101.1 million m.t. (table 8.4.1). Production of
woodpul p increased by 1.7% to 80.7 million m.t.

TABLE8.4.1
Pulp, paper and paperboard balance in North America,
2003 - 2004
(1,000 m.t.)
2003 2004 Change %

Paper and paperboard
Production 100832 104190 33
Imports 19 505 21152 84
Exports 23611 24 285 29
Net trade 4106 3133 -23.7
Apparent consumption 96726 101057 4.5
Woodpulp
Production 79 401 80 725 17
Imports 6 546 6 547 0.0
Exports 16 821 17 150 20
Net trade 10 275 10 603 32
Apparent consumption 69 126 70 122 14

Source: UNECE/FAO TIMBER database, 2005.

In the US, growth in paper and paperboard output
findly resumed after severd years of decline, with robust
economic expansion in the second haf of 2003 and
expanson continuing through 2004. An upturn in US
industrid output from the second haf of 2003 through
2004 stimulated increased domestic demand for paper and
paperboard (in packaging and print advertisng). The
upturn in US paper and paperboard output, as well as
overdl indudtrial output, was supported by depreciation in
the exchange vaue of the US dallar during 2004, which
boosted profitability for US manufacturersin general, and
aso for the US pulp and paper industry.

Canada dso experienced growth in paper and
paperboard production in 2004, partly reflecting growth in
US demand for Canadian exports and aso reflecting
growth in Canadian exportsto other countries, particularly
exports to Ada The volume and vaue of Canadian
exports to the US in 2004 were offsat by the appreciation
of the Canadian dollar againgt the US dollar. Thus,
compared with the robust increase of 4.1% in US paper
and paperboard production (and the 4.0% increase in US
purchases of paper and paperboard), Canadian production
increased by just 2.3%in 2004.
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In recent years, trends in domestic purchases of paper
and paperboard in the US have generdly followed trends
in overdl US industrid production (graph 8.4.1). US
paper and paperboard purchases generdly spiraled
downward from 2000 to 2002 adong with indudrid
production, reflecting the close connection between the
demand for packaging paper and paperboard in industry,
and the demand for printing paper for industry advertising
and business communication (catal ogues, brochures, etc.).
The graph aso shows that both US industria production
and production of paper and paperboard have climbed
since 2002, with robust growth in 2004.

GRAPH 84.1

United States industrial production index and purchases of
paper and paperboard, 1997-2005
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Sources: US Federal Reserve and American Forest & Paper
Association, 2005.

Higher orders and production volumes offset lower
average pricesfor paper and paperboard in the first quarter
of 2004, when prices bottomed out, followed in the
second quarter by announced price increases for key pulp,
paper and paperboard grades. Advertisng expenditures
and demand for packaging both rebounded in the first half
of the year. Growth in total US advertisng expenditures,
an important indicator of printing paper demand,
increased by 7.4% in 2004 (the best rete of growth since
2000), dthough advertisng expenditures are expected to
increase by only 5.7% in 2005 (AdAgecom, 2005).
Export markets aso improved in 2004 as a wesker dollar
afforded improved cost competitiveness for US producers.
North American pulp, paper and paperboard prices,
denominated in US dollars, generdly increased in 2004.

Prices for fibre inputs have adso shown dgns of
recovery and increase in North America over the past few
years. Upward trends are apparent in the nationwide US

price indexes for recovered paper in generd, and for old
corrugated containers in particular (graph 8.4.2). The
recent increases in recovered paper prices stem, in part,
from the upturn in North American paper and paperboard
output (with increased demand for recycled fibre), and
dso from subgtantia increases in export demand for
recovered paper, paticulaly from China The US
exported 12.8 million m.t. of recovered paper in 2004, 8.6
million of which was exported to the Far East and
Oceania (AF&PA, 2005).

GRAPH 84.2
Recovered paper and paperboard prices in the United States,
2000-2005
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Source: US Bureau of Labor Statistics, Producer Price Indexes,
2005.

In contrast to robust growth in 2004, US demand and
prices for pulp, paper and paperboard wavered somewhat
in the first haf of 2005, as the US dollar regained some
drength versus the euro and as overal US indudrial
production and advertisng expenditures began to
experience dower growth. It aso appears that the
dowdown of growth in US paper and paperboard markets
in 2005 might reflect a smilar cyclical dowdown of
growth in overal US industrid production following the
robust growth of 2004.
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Additiona satistical tables for this chapter may be found in the eectronic annex on the UNECE Timber
Committee and FAO European Forestry Commission website at: www.unece.org/tradef/timber/mis/fpamahtm

Tablesfor this chapter include:
e  Chemicd woodpul p apparent consumption, 2000-2004

e  Paper and paperboard apparent consumption, 2000-2004

o  Graphic papers gpparent consumption, 2000-2004

e  Sanitary and household papers apparent consumption, 2000-2004
e Packaging materias apparent consumption, 2000-2004

e Production of chemica woodpul p, 2000-2004

e  Exportsand imports of chemica woodpulp by volume, 2000-2004
e  Chemicd woodpulp balance in UNECE, 2000-2004

e Exportsand imports of chemical woodpulp by value, 2000-2004

e Production of mechanica woodpulp, 2000-2004

e  Exportsand imports of mechanica woodpulp by volume, 2000-2004
e Mechanica woodpulp baancein UNECE, 2000-2004

e Exportsand imports of mechanica woodpulp by vaue, 2000-2004
¢  Production of graphic paper, 2000-2004

e Exportsand imports of graphic paper by volume, 2000-2004

e  Graphic paper baancein UNECE, 2000-2004

e  Exportsand imports of graphic paper by value, 2000-2004

e Production of packaging paper, 2000-2004

e Exportsand imports of packaging paper by volume, 2000-2004

e Packaging paper balancein UNECE, 2000-2004

e Exportsand imports of packaging paper by vaue, 2000-2004

e Wood pulp baancein UNECE, 2000-2004

e  Paper and paperboard balance in UNECE, 2000-2004

o  Mgor paper tradeflowsin the UNECE region 1999-2003

e  Mgor woodpulp trade flowsin UNECE region 1999-2003

Full tatistics used in the Forest Products Annua Market Review, 2004-2005 may be found in the UNECE/FAO
TIMBER database at:

www.unece.org/trade/timber/mi g/f p-stats.htm#Statistics
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Chapter 9

Western Europe certifies 50%, and
North America 30%, of their forests:
Certified forest products markets, 2004-
2005

Highlights
o Catified forest area increased by more than one third during the last year, to 241 million
hectares, mainly due to an increase in Canada by the Canadian Standards Association scheme.

e |n 2005, 60% of the world's certified forest areaislocated in North America, and 36% in western
Europe.

e The potentiad roundwood supply from certified forests is estimated at 22% of globd industria
roundwood production; however, only asmall share of products from certified origins bear alabd.

e Chain-of-custody (CoC) certificates increased by about one third, reaching 6,000 certificates
worldwide, issued by the Programme for the Endorsement of Forest Certification Schemes
(PEFC) and the Forest Sewardship Council (FSC).

e China now has the fourth highest volume of CoCs outsde the UNECE region, and is producing
some certified forest products (CFPs), mainly for export markets in North America and Europe,
rather than for its domestic market.

¢ No price premium exigs for CFPs in most markets; however, certified products have become more
visbleinthe marketplace, driven by large do-it-yoursdf (D1Y) and internationa paper companies.

¢ Active demand by private end-consumers remains a minor factor for CFPs and its absence isan
obstacle to market growth, but negative consumer perception about forests keeps the companies
in the sector under pressureto act.

e More public procurement policies with regard to legdly harvested and sustainably produced wood
are developing in Europe, are increasingly adriving force for certification and an important source
of demand for CFPs

o lllegal logging dominates governmenta political discussions related to forest products because it
causes damage to companies acting legally and isamagjor cause of tropical deforestation.

o Caetification of short-term forestry plantations for bioenergy production in the southern
hemisphere might play arole under the clean development mechanism of the Kyoto Protocol.

e Mutua recognition between the FSC and the PEFC is not expected; however, the other mgjor
schemes in the UNECE region have established mutual recognition agreements with PEFC.

% By Mr. Florian Kraxner and Dr. Ewald Rametsteiner.
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Secretariat introduction

Certified foret product (CFP) makets and
cetification of sudtainable foret management are
receiving more internationa etention as Governments
develop policies on foret law enforcement and
governance issues. Forest products traders use
cetification as a means to assure customers of the
sustainable source of wood products.

The UNECE Timber Committee has a mandate to
monitor the markets for CFPs, and the FAO European
Forestry Commission follows deveopments in the
certification of sudainable fores management. This
chapter focuses on the market aspects, although it begins
by discussing supply. At its annual market discussions, the
Timber Committee addresses issues related to CFPs. The
Committee has called certification a communications tool
to bring the message about the UNECE region's
sudtainable foret management from producers to
consumers.

The basis for the information in this chapter is not the
UNECE/FAO TIMBER database of country-supplied
gatistics, as in the previous chapters. No officid daigtics
exist on CFPs because they are not currently recognized in
customs classification codes. Ingead, this andyss is
based upon other sources, including responses from a
survey of the UNECE Timber Committee and FAO
European Forestry Commission's Network of Country
Correspondents on Caertification of Sustainable Forest
Management and Certified Forest Products Marketsin the
UNECE region.

In addition, the authors interviewed key producers,
retailers of CFPs, Globa Forest and Trade Networks and
auditing bodies and certification systems. The secretariat
thanks al those who responded to the authors surveys.
Unless otherwise attributed, al estimates and opinions in
this chapter are from the authors interpretations and
analysis of the results of these surveys.

We dncerdy gppreciate the ongoing collaboration
with Mr. Florian Kraxner®®, who again led the production
of this chepter, and Dr. Ewad Rametstene®, both
Experts on CFP markets, of the International Indtitute for
Applied Systems Analyss in Laxenburg, Audtria. Their
up-to-date and informative analyss of the markets for
CFPs provide va uable insight into this market segment.

€ Mr. Florian Kraxner, Expert in certified forest products
markets, International Institute for Applied Systems Analysis, A-
2361 Laxenburg, Austria, telephone +43 2236 807 233, fax +43
2236 807 599, email: kraxner@iiasa.ac.at

% Dr. Ewald Rametsteiner, Expert in certified forest products
markets, also International Institute for Applied Systems Analysis,
telephone +43 147 654 4418, e-mail: ramet@iiasa.ac.at

The Committee and the Commission have followed
certification issues in a series of UNECE/FAO Geneva
Timber and Forest Discussion Papers which are found on
their certification website.*

9.1 Introduction

This year’s discussion of CFPs andyses supply and
demand, and concludes with a series of policy issues
linked to certification. CFPs bear labels demondtrating, in
amanner verifiable by independent bodies, that they come
from forests that meet standards for sustainable forest
management (SFM). Consumers might find labels on
furniture, while the timber trade can verify the sources
through the certification scheme's chain-of-custody (CoC)
procedures. Forests which are not independently certified
and their products, and process certification schemes such
as1S0 14001, are not included in thisanalyss.

9.2  Supply of CFPs

As of May 2005, the totd area of forests certified
worldwide is approximately 241 million hectares, or about
6.2% of the world's forests (3.9 hillion hectares, FAO
2005). This is an increase of more than one third since
2004 (graph 9.2.1). This figure counts forest aress
gpproved by two different certification systems only once.
Approximately 0.8 million hectares in Canada and some
1.5 million hectares in Europe, mogtly in Sweden, are
double certified.

Since 2000 the certified forest area has seen an
exponential annua increase, mainly due to certification

by:
o Forest Sewardship Council (FSC);
e Programme for the Endorsement of Forest

Cetification Schemes (PEFC), formerly known as
the Pan European Forest Certification System;

o Canadian Standards Association (CSA) system;

e Sudanable Forestry Initiative (SFl) in  North
America; and

o American Tree Farm System (ATFS) inthe US.
In addition, the international Dutch Keurhout system

has approved about 1.5 million hectares of independently-
certified forestsin Gabon.

62 \nww.unece.org/trade/timber/mis/cfp.htm
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GRAPH9.2.1
Certified forest area in the UNECE region, 1997-2005

GRAPH 9.2.2

Share of certified area by major schemes, 2005
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Notes: This graph shows dl forests certified by maor third party
certification schemes lisged beow. As approximatdy 1.5 million
hectares have been certified by more than one scheme, these are not
deducted from one or the other scheme. The grgph therefore shows a
higher amount of total forest area certified than there existsin redlity.

FSC = Forest Stewardship Council; PEFC = Programme for the
Endorsement of Forest Certification schemes; CSA = Canadian
Standards Association system; SFI = Sustainable Forestry Initiative;
ATFS= American Tree Farm System.

Sources: Individual certification systems, country correspondents
and Canadian Sustainable Forestry Certification Coalition, 2005.

The certified forest area endorsed by CSA in Canada
has more than doubled over the last year. Likewise, the
area certified by SH, the second mgjor scheme in North
America, has grown fagter than in previousyears. Therate
of increase in the forest area certified by both FSC and
PEFC has been steady throughout the last years, while the
forest area gpproved by ATFS in the US has dightly
decreased year on year.

In terms of share of certified forest area, CSA now has
a dightly dominant postion, with 27% of totd area
certified, ahead of PEFC (24%), SFI (23%) and followed
by FSC, with 22%. Among the major schemes, ATFS has
the smallest market share, with some 4% in May 2005. As
the CSA scheme was endorsed by PEFC in early 2005
alowing CSA-certified companies to use the PEFC labd
on their cetified forest products, the market share of
PEFC together with the endorsed CSA scheme is
currently at 51% (graph 9.2.2).

In western Europe, approximately haf of the tota
forest area is certified, compared to about one third in
North America (Canada and US). In European dtates
outside the EU/EFTA and CIS countries, gpproximately
1% of theforest arealis certified, asisthe casein Africaas
well. Latin America and Asa are till far below 0.5% of
total forest area to be certified (graph 9.2.3 and table
9.2.1).

Note: If a forest area has not been certified to more than one
standard, the respective area has been counted to each of certifying
schemes involved; hence the grand total of certified forest area in
this graph shows a higher amount (approximately 1.5 million
hectares more) than existsin reality. As of mid-2005.

Sources: Individual certification systems, Forest Certification
Watch and Canadian Sustainable Forestry Certification Collation,
2005.

GRAPH 9.2.3
Certified forest as a percentage of total forest area, by regions,
2005
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Notes: The reference area is based on FAO's State of the World's
Forest 2005 data for forest area, excluding other wooded land
(North Americaincluding Canadaand US only).
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2005.

Similar to previous years, the country charts are
dominated by North America (graph 9.2.4). Canada has
amog tripled its certified forest area (104.5 million ha)
since 2003, while the US at least doubled its certified area
(35.7 million ha). Other countries did not increase ther
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TABLE9.2.1
Percentage of forest area certified by regions, 2005

Total forest ~ Total certified % of total Estimated industrial Estimated % of global
Region area forest area forestarea  roundwood produced from industrial roundwood

(million ha)  (million ha) certified certified forest (million m*) from certified forests
North America 470.6 140.2 29.8 180.6 1138
EU/EFTA 1555 785 50.5 160.1 10.09
Other Europe and CIS 907.4 8.8 1.0 1.6 0.10
Oceania 197.6 3.4 17 0.9 0.05
Africa 649.9 6.2 1.0 0.7 0.04
Latin America 964.4 23 0.2 0.4 0.03
Asia 524.1 0.8 0.2 0.4 0.02
World total 3869.5 240.2 6.2 344.6 21.71

Notes: The reference for forest area (excluding other wooded land) and estimations for the industrial roundwood production from certified forests
are based on FAO's State of the World’s Forest 2005 data. For the roundwood production the regions annua roundwood production from forests
available for wood supply are multiplied by the percentage of the regions' certified forest area. (i.e. it is assumed that the removas of industrial
roundwood from each hectare from certified forestsis the same asthe average for dl forest available for wood supply

Sources: Individua certification systems, Forest Certification Watch, Canadian Sustainable Forestry Certification Coalition, FAO and

author’ s compilation, 2005.

certified forest area sgnificantly. The largest certified
forests outside the UNECE region are located in Brazil,
Bolivia, South Africa and Gabon (dl accounting for up to
3 million hectares of independently certified forest areq).

The firg forest area in China has been certified. FSC
certified 420,000 hectares which will enable sustainable
harvesting levels. China indituted a logging ban after
severe flooding, due in part to overcut watersheds, which
escalated imports of industrid roundwood from tropical
and temperate sources.

In March 2005 the US Department of Agriculture,
Forest Service dso announced that forest certification
sysems would be tested on six of the forests in the
Nationd Forest Sysem. Up to this point leading
environmental organizations, as well as the FSC, had
opposed any consideration of certification of federaly
managed forestsin the US.

One reault of the tripling of the certified forest areain
Canada since 2003 is that amost 95% of al certified
foret is now located in the northern hemisphere.
Approximately 58% of the present global total certified
forest area is found in North America. Approximately
36% is in Europe, with a decreasing trend in reative
figures. Lain America accounts for approximately 4% of
the total certified forest area, while Oceania and Asa
contain only 1% and 0.3% respectively (graph 9.2.5).

The potentia roundwood supply from the world's
certified forestsin 2005 is estimated at approximately 345
million m® which represents an incresse of about 13%
over 2004 (again table 9.2.1). This amount equates to 22%
of the world's production of industriad roundwood, or
about 37% of the indudtria roundwood production of

Europe (without the CIS) and North America, where 95%
of certified forests are Stuated. For the roundwood
production from certified forest area the regions average
annua removds on forests available for wood supply are
multiplied by the percentage of the regions certified forest
aea. According to the UNECE/FAO definition,
roundwood is composed of indudtrial roundwood and
fudwood; however, fuewood has not been consdered
separately in this estimation.

GRAPH9.24
Top 8 countries’ certified forest area, 2004-2005

120
100
80
60 4| g
40
20
0
o
g
3
@
N
Qo
&

Million hectares

10 00 oo
N ChN TN N ZN ON gI\J >N
g 28 78 5% 59 88 £8 &%

g 2 2 2 & 5 3

N

|§IATFSD CSA endorsed by PEFC B CSA @ SFI @ FSC O PEFC

Notes: The graph contains overlap owing to double certification.
Aresas are as of mid-2005 and mid- 2004.
Sources: Individual certification systems, country correspondents,

Forest Certification Watch and Canadian Sustainable Forestry
Certification Collation, 2005.



UNECE/FAQ Forest Products Annual Market Review, 2004-2005

87

GRAPH9.25
Geographical distribution of certified forest area, 2005
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9.3 Demand for CFPs

The roundwood supply of saverd large producing
countries in Europe is up to 1009% from certified forests,
such as in Finland and Austria. Neverthdess, a large
majority of these products is still marketed without any
reference to certification. This was again confirmed by a
recently conducted quditative study in Finland (Owari et
al. 2005). The results indicated that certified companiesin
Finland did not fully exercise ther right to use
certification labds because they preferred to use exigting
market channels in order to save costs. There was no
effort undertaken by most companies to communicate that
their products were certified. For most of the surveyed
Finnish companies it was dso not posshble to charge a
price premium. Certification has not helped them to
improve their financid performance but was postively
evauated by cusomers and is seen as a good tool to
enhance reputation (Owari et d. 2005).

A FSC Forest Owners Cooperétive in Japan found
that certification can have a profound impact on saes
channels, especidly of smaller producers (Ota 2005). The
share of sawnwood from this cooperative sold through
wholesalers shrank from 41% in 1999 to 22% in 2004. In
the same period the sdes directly to builders (mainly of
ecologica houses) rose from 17% to 49%. Likewise, the
price per cubic metre of wood sold to wholesders
decreased by approximately 17% while the price per
cubic metre to buildersincreased by approximately 47%.

Lack of awareness and knowledge about certification
are often cited as two of the reasons for the generdly low

demand by downstream industry and consumers, as the
majority of products from certified forests are commodity-
type temperate softwood. Since some countries, such as
Finland and Austria, have certified all their forests, and
therefore dl supply from forests could bear a labdl, there
is smply little incentive for individual companies to use
this as a marketing tool to signd a difference from
competitor products. Downstream industries usualy do
not ask for commodity products to be certified, hence
potential supply of CFPs exceeds actud demand in many
markets, epecialy of PEFC-certified CFPs. In addition, a
number of major retailersin the US, aswell asin Europe,
pursue an “own-labe-only” policy to assure costumers of
the origin and sustainability of their products rather than
sdling products with the label of one of the third-party
certification schemes. However, the amount of CFPs from
certified forests is growing and an increasing number of
non-tropicd  CFPs are becoming available through
retailers. For ingtance, an international supermarket chain
in Augtria now sdls its wood products mostly labdlled by
PEFC. Some do-it-yoursdf retailers in the United
Kingdom, Germany, the Netherlands and Audria are
increasingly selling FSC-certified tropical timber.

In the absence of officia trade figures, the actua
volume or share of CFPsis dtill not easy to determine. So
far, one indication of the amount and characterigtics of
demand for CFPs in business-to-business markets is the
number and types of chain-of-custody (CoC) certificates.
Figures of CoC certificates show that after a short
stagnation in 2003, the total number of CoC certificates
issued has continued to grow in 2004 (graph 9.3.1).

GRAPH9.3.1
Certification chain-of-custody trends worldwide, 1997-2005
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Sources: FSC and PEFC, 2005.
By May 2005 the CoC certificates worldwide totalled
5,979, of which 64% were FSC and 36% PEFC. The
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relative share of FSC-issued CoC certificates is dightly
decreasing as PEFC again managed to have higher growth
(plus 45%) than FSC (plus 23%). PEFC mainly gained in
France (248 more), Germany (184 more), the Czech
Republic (111 more) and Switzerland (95 more). FSC, on
the other hand, grew mostly in Japan (91 more), aswell as
in Germany (84 more) and Switzerland (80 more). Asin
previous years, FSC and PEFC are the only schemes
offering full CoC for CFPs. FSC CoC certificates have so
far been issued in 72 (including 6 new) countries and
PEFC cetificatesin 15 (including 2 new) countries. Both
the SFI and CSA sysems in North America have
developed logos, licensng procedures and on-product
labelling, but are not issuing CoC licences so far.

In relation to geographicd digtribution of business-to-
business demand for CFPs according to the number of
CoC holders in totd, Germany leads the table in the
UNECE region, with increesing amounts of CoC
certificates from both FSC and PEFC (graph 9.3.2). The
latter scheme represents two thirds of dl German
certificates and FSC accounts for one third. France is
again rated second with a steedily increasing amount of
PEFC certificates leading to a relative share of more than
90%. In third place is the UK, ahead of the US and
Switzerland. This ranking illusirates that most countries
markets tend to converge towards one of the certification
schemes, with the exception of Germany and Switzerland.

GRAPH 9.3.2
Chain-of-custody certificate distribution within the UNECE
region, 2005
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Notes: Countries with less than 50 CoC certificates are not shown.
The numbers denote CoC certificates irrespective of the size of the
individual companies as of May 2005.

Sources: FSC, PEFC and authors' compilation, 2005.

Virtualy dl companies holding a CoC certificate
outside the UNECE region obtained their certificates from
FSC (graph 9.3.3). Japan is, with 256 certificates, ahead of

Brazil (177 certificates), followed by South Africa. China,
currently ranked fourth, is also turning out to be arising
market for CFPs. This is mainly due to relocation of
production facilities by some companies, such as IKEA,
to China. However, these companies are mostly supplying
export markets in North America and Europe, rather than
the Chinese domegtic market or other Chinese export
markets, which have not, so far, demanded certified
products.

GRAPH 9.3.3

Chain-of-custody certificate distribution outside the UNECE
region, 2005
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From available data, it is difficult to eiminate dl
double counting of CoCs. However, it is known that some
paper mills, eg. UPM’s Cdedonian paper mill in
Scotland, have been certified to both the PEFC and FSC
CoC gandards. Such producers aim, on the one hand, to
increase the availability of certified fibre while comparing
the two certification standards on an unbiased basis & this
dage in the evolution of the CFP marketplace. On the
other hand, they dso podtion themsdves favourably in
order to enter both FSC-oriented markets and PEFC-
oriented markets.

The distribution of CoC certificates across the product
range offered shows that companies from al wood-based
industries and trade sectors hold CoC certificates.
Companies holding CoC certificates of FSC (64%) cover
a rdaively wide product range (graph 9.3.4). Generdly,
the distribution of certificates among industry sectors did
not change over the lagt year. Wood manufacturing and
sawnwood companies hold approximately half of the CoC
certificates, with equal shares The producers of
roundwood hold approximately 15% of certificates, and
11% are in the furniture production sector. PEFC CoC
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certificates (36% of the total) are mainly issued for timber
trade (45%) and sawmilling (27%), followed by other
primary forest industries (14%). In contrast to 2004
datistics, the sawmilling sector lost share to other primary
fores indudries and secondary wood manufacturing
(graph 9.3.5).

GRAPH 9.34

FSC worldwide chain-of-custody distribution by industry
sector, 2005
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GRAPH 9.3.5

PEFC worldwide chain-of custody distribution by industry
sector, 2005
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Generally, demand by final consumers for CFPs is il
relatively low and remains aminor factor in the market for
CFPs. In the UK, sales of FSC-certified timber increased
four-fold, totaling approximately $1.6 million over the
last year (Ethicd Purchasing Index). In the Netherlands,

consumer knowledge of FSC increased by one third and
the recognition of the FSC label increased by 12% to a
total of 63% during the lagt years as a result of a national
televised marketing campaign and of a poster campaign
(FSC Netherlands). Such sdlesfigures, as well as surveys
on consumer perception and awareness of CFPs, might be
seen as an indicator of at least increasing interest from the
consumer side and will keep the sector under pressure to
act, with enhanced public relations efforts.

94
94.1

Policy issues

Public wood procurement policies and
governance

Nationd Governmentsin European markets, including
the UK, the Netherlands, Denmark, France, Germany and
Switzerland, have developed and are implementing public
procurement policies that include criteria favouring the
purchase of CFPs, notably from tropicd countries, in
order to assure or enhance the procurement of sustainably
managed, or at least legaly logged, timber. In most of the
countries there has been condderable and protracted
public debate about how public procurement policy for
legal and sustainable wood can be implemented. One
outcome was that the UK has developed policies that
require 100% legdity and inclusion of 17% certified raw
materia in al imported wood products to demonstrate the
origin from sugtainable managed forests. Implementation
of the British guiddines should take place by mid-2005.
The Danish gpproach is to provide guiddines that am to
help purchasers of tropicd timber to ensure that wood is
from legal and idedlly sustainable sources. Contrary to the
British approach, thereis no effort undertaken to check the
reliability of compliance declarationsin Denmark.

Although public procurement policies in the EU are
not harmonized, such policies continue to be a driving
force for certification and a source of demand for CFPs.
Similar policy approaches aso exist a the municipd level
in severd countrieswithin the EU/EFTA region, aswdl as
inthe US. In the US there has been little discussion so far
regarding a public procurement policy, but severd NGO
initiatives to encourage the use of sugtainable forest
products have been launched (e.g. Leadership in Energy
and Environmental Design).
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94.2  Certification and governance in the Russian

Federation

The Russan Ministry of Natura Resources has
declared its objective to certify the entire forest areaand to
start supplying only certified timber to the western market
by 2007. The introduction of Russian national standards
of voluntary forest certification will begin in 2006 with
application for endorsement by PEFC. This certification
process is expected not only to pave the way for Russian
timber to the international markets but should dso help to
resolve the problem of irresponsible tree feling. The
damage from illegal forest use in Russia is etimated at
$200 million annualy (according to the Ministry, press
release, 14 April 2005, reported in Forest Certification
Watch). The Ministry further expects that agreement on
the creation of an integral organization which will perform
representational functions abroad, will boost the process
of certification in Russa and the recognition of Russid's
nationd standards a the international level.

943 lllegal logging and sustainable forest

management certification

Illegd logging has continued to dominate the agenda
of many countries political discussions related to forest
products in 2005. It is one of the key globa forest sector
problems that SFM-related tools, such as certification, can
help to address — dthough in redity certification and
illegd logging are digtinct issues. Illega logging and the
associated trade in illega timber are responsible for vast
environmental damage in developing and transitiona
countries. lllega logging is closaly linked with corruption
and bad governance, and robs Governments in affected
developing countries of an estimated $15 hillion every
year in revenues and taxes (World Bank, Forest
Certification Watch). In developing countries it aso
impoverishes rurd communities that depend on forest
productsfor aliving.

The mgjor problemsin fighting illega logging are: the
difficulty in digtinguishing between legd and illegal
timber; the lack of enforcement capacity in producing and
consuming countries; as well as the lack of appropriate
legd frameworks. In order to improve the Stuation
severd internationd initiatives, such as the World Bank
led FLEG (Forest Law Enforcement and Governance)
initiative and the EU FLEGT, (Forest Law, Enforcement,
Governance and Trade) initigtive, are setting up action
plans for legd licensng schemes. Furthermore, the G8
Environment and Development Ministers are making
efforts to address the trade of illegal timber, Germany has
drafted a law which would oblige German timber
companies to certify that timber they import or use has
been procured legdly. Currently, combeting illega
logging under German law is only possible via measures
to combat money laundering.

In addition to these government-driven processes, a
variety of private or quasi-governmentd initiatives,
including NGOs and timber trade associations (for
example, in the UK, Denmark, the Netherlands, France
and Belgium) have been initiated in pardle in order to
tackletheissue of illegd timber.

In dl of these discussions and initiatives, both public
and private, the experience gained in the process of setting
up SFM certification schemes has been extremdy
valuable in tracking timber and in devising appropriate
oversight and licensing schemes. However, it appears that
it is not dways clear to those involved that legdity and
sustainability are two very digtinct issues, even if smilar
schemes and tools are devised for both.

One interesting approach was taken by the UK public
procurement scheme, which aims at procuring legd and
sustainable timber, assuring a minimum standard of proof
of legdity that should be required for al purchases. The
UK system uses an gpproach with three levels: legd, legd
and progressng towards sudtainable, and legd and
sustainable. This approach is applicable to al timber
sources. UK poalicy to date has used FSC or its equivaent
as an example of sustainability, but is now establishing a
comprehensve means of defining and verifying
sugtainability and legality. Where certification is lacking,
the system considers the problem of verifiable aternaive
documentation. The UK bdieves it has observed a mgor
shift in supplier atitudes, with most suppliers now fully
understanding and appreciating the objectives of the
policy. Procurement policy is commonly cited by industry
in Britain as a mgor driver for change in its own
behaviour (Brack and Saunders 2004).

944  Carbon sequestration verification and the

Kyoto Protocol

In October 2004 the Kyoto Protocol was ratified by
the Russian Duma and went into force in February 2005.
The Protocol explicitly alows for afforetation and
reforestation under the clean development mechanism
(CDM) in the first commitment period. Hence, forest
certification might in the near future play a role as a
verification mechanism, in a wider context of smplified
modalities and procedures, for small-scae afforestation
and reforestation project activities under the CDM.

In the southern hemisphere, e.g. in South Africa, Chile,
Augrdia and New Zedand, certification of plantation
forestry is increasing. Approximately one third of New
Zedand's short-rotation plantations have been certified
during recent yearsin order to meet the increasing market
requirements at their main destinations in the US and
Japan. Certified biomass for bioenergy from short-rotation
forestry could play an increasing role under the CDM to
meet the commitments and subgtitute fossl fud under
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controlled sustainable production. In addition, in Nordic
and centra European countries the sector of forestry
biomass-based heeting systems on municipal and rurd
levels is maturing and there is competition with the pulp
and paper industry for the same resources.

In addition, certification might be a tool for ensuring
that forests used for carbon sink messures are dso
managed in a sustainable way in order to fulfil multiple
purposes (ecologicd, economica and socid). The
techniques developed by certificaion standards might
consequently be used in order to monitor compliance of
such sequestration forests or plantations with the Kyoto
Protocol.

945  Endorsement and mutual recognition

PEFC has currently endorsed 18 national schemes.
Most recently, the Canadian national scheme, CSA, was
endorsed, which means in practice that products from its
63.7 million hectares of certified forest area can be sold
with reference to PEFC as well. Five schemes are
currently being assessed (Brazil, Edtonia, Lithuania,
Luxembourg and Sovakia). According to nationa
experts, this endorsement policy by PEFC is expected to
have a driving impact on the development of certification
as wdl as on the CFP market itsdf. Similarly, FSC runs
programmes to accredit nationd and sub-nationd
standards that comply with FSC requirements. FSC is not
pursuing a policy of mutua recognition accreditation.
Some European countries are trying to harmonize the two
gandards, which enables the practice of double
certification using the two systems in a pardldl way —for
ingtance in Sweden. The ATFS and the SH in the US
mutually recognize their forest management standards and
certification systems for large and smdl forestland
owners. Worldwide, FSC and PEFC now endorse or
accredit over 50 national schemes. Mutual recognition
between these two schemes, however, is not expected in
the near future. Thereis still concern that this competition
between the two worldwide mgjor certification schemesis
confusing the consumer and thus discouraging the sound
use of wood. However, some steps are being taken to
bring the systems closer — in the Netherlands there is a
combined CoC group certification for FSC and PEFC for
wood harvesting and trading companies.

94.6  Phased approach for tropical forests

A phased or “step-by-step” approach has been
advocated, especidly for tropica forests, for some time.
Phased approaches to certification have been proposed as
a way of assging developing countries to pursue
certification. Under such approaches, full certification
remains the goal, but companies and other forest owners
can achieve market recognition for their efforts towards
improving their forest management practices even before

they achieve full certification (ITTO 2005). Such a step-
by-step approach requires certain principles, such as a
god of full certification, a defined timeframe, adequate
means to communicate, transparency, and independent
audits. It isincreasingly recognized that tropical countries
may not be able to achieve fully SFM in one step, even
with the help of an effective certification arrangement, so
a dep-by-sep approach (i.e firg legdity, then
sugtainability) is increasingly advocated, athough some
observers consider this (acceptance of legd but not
sustainable timber) as an unacceptable lowering of
standards. Different implementation procedures of phased
approaches are controversid and continue to be debated
by experts, and provisions for such certification have been
dow to be adopted. Only LElI (Lembaga Ekolabel
Indonesig, the Indonesan Eco-Labdling Inditute) is
currently running a pilot project on the build-up of a
phased approach to tropical forest certification.

Participants in an ITTO-led workshop in Berne,
Switzerland, in April 2005 agreed that the dow process of
forest certification in tropical-timber-producing countries
might undermine the credibility of forest certification as a
tool to promote SFM in the tropics. The main obstacles
impeding certification in the tropics, as identified by the
experts, included inadequate capacity to implement SFM,
additional cods, as wdl as various ecologicd and socio-
economic complexities related to certification of naturd
tropical forests.

The workshop concluded with a st of
recommendations, suggesting that ITTO endorse the
concept of a phased approach as one of the useful toolsin
promoting SFM and accderating forest certification in
tropical timber-producing countries while supporting pilot
projects and disseminating the results. It was
recommended to the governments of consuming
countries, that they consult with producing countries and
their stakeholders when developing public procurement
palicies, to cary out pre-assessment of sugtainability
impacts of their planned policies in tropicd timber-
producing countries, and to include provisions for phased
gpproaches to certification in these policies. In addition,
producing countries should strengthen their verification
systems of legd origin and legal compliance to be ableto
provide robust evidence for addressng market and
stakeholder needs. Certification systems were addressed
as wdl, with a recommendation to put in place
gopropriate provisons for phased approaches and to
further advance programmes for mutual recognition.
Meanwhile, stakeholders in tropical-timber-producing
countries were urged to fully cooperate in the
development of nationd standards and schemes, and
buyers and other stakeholders in consuming countries
were urged to consider the impacts of their requirements
on tropical-timber-producing countries.
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94.7  Certification of plantations and revision of

standards

As of May 2005, there were about 200 million
hectares of plantation worldwide, of which approximately
11% (plantation and mixed plantation and natural forest)
are currently certified. In the case of FSC, some of the
plantation-certificates issued by the scheme (6 million
hectares of plantations and 17 million hectares of mixed
plantation and natura forest) have been criticised mainly
in relation to socia impacts. Much controversy has been
generated from ingtances in which plantation forestry has
created or exacerbated socia conflict over land use. This
encouraged FSC to start a full review of its policies and
standards for plantations in September 2004. The aim of
this 2-year project is to find an appropriate solution based
on dl three FSC chambers (environmenta, socid and
economic). A participatory two-phase approach was
edtablished by which in the first phase the policy issues
need to be identified, debated and resolved, and in the
second phase technica solutions will be developed to
meet the policy requirementsidentified.
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Chapter 10

Value-added wood products industry
Implements policies to stay competitive:
Value-added wood products markets,
2004-2005°

Highlights
e Vaue-added wood products (VAWPS) imports by the five largest importers grew by 17% to a
totd of $37 billionin 2004.

e Wooden furniture and parts grew impressively by 15%, builders joinery and carpentry (BJC)
increased by 19% and profiled wood and mouldings rallied by 38%, in part due to the weakened
dollar.

e United States imports grew by 15% for wooden furniture, 32% for BJC, and 54% for profiled
wood, to a greater vaue than the other top four countries combined: Germany, France, United
Kingdom and Japan.

¢ China's wooden furniture trade continued to increase, together with that of the US, despite anti-
dumping measuresimposed by the US during 2004.

e Europe and Canada appear to be the next magor targets for Chinese exporters, who are
consolidating their outsourcing capacities into mega-factories and diversfying their furniture
from mass-market itemsto the higher end of the market.

¢ With mainly wood-based construction of almost 2 million homesin 2004, US continued imports
of BJC and profiled wood jumped 32%, as domestic production became less competitive.

e The European Confederation of Woodworking Industries (CEI-Bois) initiated the Roadmap
2010 strategy to boost competitiveness of EU va ue-added woodworking industries.

¢ North American glulam timber production reached arecord high in 2004, attributed mostly to the
huge housing market and stock beam capacity.

e Exceptiondly strong housing market, combined with a reviving economy, provided a background
for record production of glulam timber, I-beamsand LVL in North Americain 2004.

e Market acceptance of LVL for beams and headers makes LVL the fastest growing engineered
wood product in North America

83 By Mr. Jukka Tissari, Mr. Craig Adair and Dr. Al Schuler.
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Secretariat introduction

This chapter's andysis of the trade flows of vaue-
added wood products (VAWPs) and engineered wood
products (EWPs) complements our comprehensive
market analysis. The chapter is divided into two sections:
vaue-added furniture and joinery products, and
engineered wood products. The internationd trade of
vaue-added forest products is an indication of nationa
capabilities to produce for the export market. A significant
domestic market also exists in many countries. Some of
the production of primary productsis not accounted for in
gatigtics when integrated processing occurs; for example,
from log processing directly through furniture component
manufacturing.

Out thanks to Mr. Jukka Tissari,** Head of Business
Intelligence and Market Research a Savcor Indufor Oy,
who has analysed the value-added markets for the fourth
year in a row. As national sources have been used this
year, the scope is reduced from globd. Instead, the top
five countries nationd datistics have been compiled to
capture the changes of trade flows between countries and
supplier regions. Intra-regiond trade is nevertheless very
important in VAWP trade. We aso thank Mr. Tapani
Pahkasdo, Market Anadyst, Savcor Indufor Oy, and
former assstant on the Review in 2003, who aso assisted
in the preparation of this section.

We gregtly gppreciate once again the andysis of the
North American engineered wood products market, which
was reviewed by Mr. Craig Adair®, Director, Market
Research, APA-The Engineered Wood Association and
Dr. Al Schuler,’® Research Economist, USDA, Forest
Service. Dr. Schuler is a member of the UNECE/FAO
Team of Specidists on Forest Products Markets and
Marketing. Engineered wood products continue to show
innovative design and applications. they are part of the
solution to the “sound use of wood” policy, as
recommended by the UNECE Timber Committee and
FAO European Forestry Commission.

6 Mr. Jukka Tissari, Head, Business Intelligence and Market
Research, Savcor Indufor Oy, Todlénkatu 11 A, FIN-00100
Helsinki, telephone +358 40 900 1695, fax +358 9 135 2552, e
mail: jukka.tissari @savcor.com.

8 Mr. Craig Adar, Director, Market Research, APA-The
Engineered Wood Association, P.O. Box 11700, Tacoma, Washington,
USA 98411-0700, telephone +1 253 565 7265, fax +1 253 565 6600, e-
mail: craig.adair@apawood.org.

% Dr. Al Schuler, Research Economist, Northeast Forest Experiment
Station, USDA Forest Service, 241 Mercer Springs Road, Princeton,
West Virginia, USA 24740, telephone +1 304 431 2727, fax +1 304 431
2772, e-mail: aschuler@fsfed.us

10.1 Introduction

Demand for value-added wood products (VAWPS) are
greatly influenced by the dynamics of congtruction and
home decoration activity. Most visibly, the construction
sector absorbs builders joinery and carpentry (doors,
windows, roof trusses, parquet and other flooring
systems). Household furniture and accessories are directly
dependent on new residentia condruction and office
furniture on non-residentid construction. A growing
segment for both builders joinery and carpentry (BJC)
and furniture is for the renovation, maintenance and
improvement (RMI) sector, which aready accounts for
40-50% of total condruction in western Europe. But
furniture is much more of a fashion item with shorter
change intervas, trend-setting and even seasond styles.
The furniture sector uses considerable sswnwood, wood-
based pands, hardwood components and profiled wood;
hence, the sector creates demand for primary-processed
wood products.

Engineered wood products achieve new performance
characterigtics by combining primary products, such as
sawnwood and veneer, into higher value products of
glulam and laminated veneer lumber (LVL). Flakes and
fibres are recondituted with resns and adhesives to
produce new products that meet the performance
requirements for construction materials and other value-
added wood products, such as furniture. EWP growth
continues, especialy in North America, but more and
more in Europe and Japan. Demand for EWPs, and
subsequently for their primary-processed raw materids, is
intrinsicaly linked to housing congtruction in North
America, asisthe case with VAWPs. However, other than
residentia construction needs, EWPs are gaining market
share in furniture and other applications, subgtituting for
solid wood, and sometimes for non-wood materials.

10.2  Imports of value-added wood
products in 2001 and 2002
1021 Wooden furniture imports in major markets

In the aggregate, the world's five largest importers
(US, Germany, France, UK and Japan) purchased $29.2
billion of wooden furniture in 2004 (table 10.2.1 and
graph 10.2.1). This was 15% more than the previous year.
The growth trend in trade was impressive, dthough it can
be partly explained by the faling US dollar rate against
the euro.

The US has continued to grow as the world's largest
importer of wooden furniture. Its imports reached $14.5
billion in 2004, up by 14.6% from the previous year. This
reflects the lasting consumer confidence and housing
boom in the country, as well as the domestic producers
loss of market share to Chinese producers. US demand is
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TABLE 10.2.1
Regions of origin of furniture imports for five top importing countries, 2003-2004
(%)
United States Germany France United Kingdom Japan
Exporting regions 2003 2004 2003 2004 2003 2004 2003 2004 2003 2004
Asia 544 57.5 9.6 11.8 11.9 13.9 24.8 28.6 78.9 81.0
North America 21.0 194 0.2 0.2 0.7 04 17 15 25 20
Europe 15.9 14.1 88.8 86.4 825 812 68.9 65.8 18.3 16.8
Latin America 8.3 8.7 0.7 0.7 35 33 2.2 2.2 0.0 0.0
Others 0.3 0.3 0.6 0.9 14 12 24 18 0.2 0.1

Sources: Eurostat, Japan's Imports of Commodity by Country, ITA (International Trade Administration, Under-Secretary for

International Trade of the US Government), 2005.

linked to record housng darts, which approached the
magica 2 million mark in 2004, driven in large part by
demographics, immigration and affordability.

Mogt of the growth potential in subsequent furniture
consumption has been captured again by China, which
continues to expand its bedroom furniture ddliveries in
particular. At the same time, Chinaiis dso diversfying its
export range, consolidating the furniture industry into
larger units, and moving into higher-end furniture to
improve earnings.

A temporary interruption in ChinaUS furniture trade
occurred in mid-2004, when the US imposed anti-
dumping duties. The preliminary duty came into force in
June 2004, and curtailed American orders for Chinese
bedroom furniture. At the time, Vietnamese and
Mdaysian furniture makers gained market share over
their Chinese rivas. But this lasted only until late 2004,
when lower than anticipated final duties were announced.
China soon recovered its position to reign over outsourced
US furniture. Typicdly, outsourcing involves the
manufacturing of furniture in China according to US
made raw materias, desgns and quality specifications.
Most of such furniture returns to the US retail market, but
some collections are dso directed to the upper-market
furniture shops indde China and the southeast Asan
capitas. They meset the tastes of the most discerning local
clients and expariae consumers. The highest quality
furniture normally carries an American brand or label.

Also corresponding to housing gtarts in other mgjor
markets, imports of wooden furniture grew briskly, i.e. in
US dollar terms, by 30%n the UK 20%; in France, and
15% in Jgpan. Only in Germany did imports remain
relativdy flat, with just 2.3% growth. Conddering the
continuous devaluation of the US dollar during 2004, the
euro-denominated growth rates have gill been strong, but
not as dramatic as in US dadllars. In fact, Germany’s
importsfel noticeably in euros.

Over the last year, there have been some sgnificant
changes in the trade flows of wooden furniture and parts
between regions. Asas role grew even stronger as a
supplier to the US, mainly at the expense of Canada and
Europe. China's currency being pegged to the devaluing
US dollar has helped to maintain steady trade flows,
causing friction with other suppliers, both domestic and
with other import sources. The same pattern aso held true
for the other four largest import markets. Particularly, UK
imports from Asia expanded rapidly in 2004. These are
early sgns of the gradud rise of inter-regiona furniture
trade et the expense of traditiona intra-regional flows.

Since lagt year’'s anti-dumping case againgt Chinese
furniture in the US, there have been rising concerns in
Canada and in Europe about the Asan influx of affordable
furniture. Both regions have been victims of unfavourable
exchange rate development, and China is aggressively
seeking new channd sto bring its manufacturing clout into
Canada and Europe. Although outsourcing arrangements
between Europe and China have not yet become as large-
scde as in the US, this business modd has certainly
contributed to pushing the extraEU trade balance into
deficit since 1999. The years 2002 and 2003 witnessed a
fast-growing spread between extraEU imports and extra:
EU exports. The trade deficit in 2003 amounted to 3.6
billion euros ($4.4 hillion at 2003 exchange rates), and it
isvery likely that it will continue widening.
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GRAPH 10.2.1
Furniture imports for 5 top importing countries,
2001-2004
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Sources: Eurostat, Japan’s Imports of Commodity by Country, ITA
(International  Trade Administration, Under-Secretary ~ for
International Trade of the US Government), 2005.

10.2.2  Builders’ joinery, carpentry and profiled
wood

In builders joinery and carpentry (BJC), the world'stop
five importers, which are the same as those for furniture,
reached atrade figure of $5.1 hillion in 2004, up 19% from
the previous year (table 10.2.2). Trade expanded by $800
million from 2003 to 2004 (grgph 10.2.2). Pat of that
amount was generated by thefdling US dollar rate.

The US had the largest import vaue, namdy $2.5
billion, in 2004. It aso created much of the growth by
purchasing $600 million more BJC products than in 2003.
Wooden houses have remained popular, with an 87%
share of new singlefamily houses, so they continue to
generate hedthy demand for wood products. However,
concrete and stedl are gaining ground in single-family
resdential congtruction. Builders are teking steps to
streamline building processes and lower congruction site
cods, and factory-built, pandized building systems are
growing in popularity to achieve those goals.

In dl other mgjor markets except Germany, imports of
BJC maintaned a growth trend. Germany remained,
however, the second largest importer, dthough its leed
narrowed to Jgpan and the UK. In contragt with the US,
wood-based housing condruction is much less common in
Europe. On average, only 7% of new dwdlingsin western
Europe are condructed of wood, with not more than 3% in
eadern Europe. However, there are wide vaidions
between countries. A more postive trend is occurring in the
UK and German-spesking Europe than in southern and
eadern Europe. Wood has taken higher shares in the
smdler Nordic markets, particularly in Finland. Imports of

profiled wood aso recorded strong growth in 2004 (table
10.2.3). Combined imports of the top five countries went
up as much as 36% from the previous year. In tota, their
2004 import vaue was $2.4 hillion, compared to $1.8
billion in 2003 (graph 10.2.3).

The US increased imports by more than 50% to reach
$1L5 billion in 2004. Japan was the second largest
importer with $0.3 billion of trade value. The UK imports
were nearly the same size, having imported $0.3 hillion
that year. Germany and France followed with just below
$200 million.

Latin America grew srongly in importance with
regard to USimports. More profiled wood aso came from
Ada, while trade with Europe and Canada contracted.
Exchange rates posed problems for exporters pricing
products in euros or in Canadian dollars. European
countries imported clearly larger shares of ther profiled
wood demand from Asian countries, but there were large
differences in the import structures between them. The
UK has opened up the Asan imports to a much greater
degree (35% share) than Germany and France. This has
not come without a decline in European and North
American deliveries into the UK. France is importing
more Latin American mouldings and other types of
profiled woods (15% in 2004) than its European
neighbours. In Jgpan, the European supplies have
expanded to account for 15% of al imports. Much of the
growing supplies have come from the centra and eastern
European countries (CEECs). In broad terms, the mgjor
trade flows of BJC continue to be intra-regiond by nature.
Inter-regiond trade of BJC is not speeding up as much as
the furniture trade.

GRAPH 10.2.2

Builders’ joinery and carpentry imports for top 5 importing
countries, 2001-2004
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USDA FAS, 2005.
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TABLE 10.2.2
Regions of origin of builders’ joinery and carpentry imports for top five importing countries, 2003-2004
(%)
United States Germany France United Kingdom Japan
Exporting regions 2003 2004 2003 2004 2003 2004 2003 2004 2003 2004
Asia 105 111 55 7.0 10.7 9.9 19.8 19.6 44.0 50.8
North America 67.0 67.4 0.2 0.4 17 1.2 10.3 9.5 12.8 10.1
Europe 7.0 6.0 93.7 91.6 83.7 85.2 575 57.3 37.0 331
Latin America 13.6 13.9 0.1 0.2 2.6 25 43 47 01 0.1
Others 19 17 0.5 0.8 1.2 1.2 81 9.0 6.1 5.9
Sources: Eurostat, Japan’s Imports of Commodity by Country, USDA Foreign Agricultural Service, 2005.
TABLE 10.2.3
Regions of origin of profiled wood imports for five top importing countries, 2003-2004
United States Germany France United Kingdom Japan

Exporting regions 2003 2004 2003 2004 2003 2004 2003 2004 2003 2004
Asia 19.3 21.3 11.6 151 9.3 10.3 234 357 76.3 71.8
NorthAmerica 306 232 1.4 1.4 0.8 05 13.0 9.4 10.0 76
Europe 55 43 85.6 81.1 79.7 70.3 60.5 52.9 9.2 14.9
Latin America 40.1 4738 0.3 0.8 83 15.4 1.0 1.0 2.9 4.2
Others 4.6 34 11 15 19 35 2.0 1.0 1.6 15

Sources: Eurostat, Japan’s Imports of Commodity by Country, USDA Foreign Agricultural Service, 2005.

GRAPH 10.2.3
Profiled wood imports for top 5 importing countries,
2001-2004
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10.2.3  Industry association policies for
sustainable development of VAWPs and

EWPs

Faced with risng competition from the globdization
of trade of VAWPs and EWPs, producer associations in
the UNECE region are coming together to face common
problems and seek common solutions. Trade associations
are engaging with local, state and regiond Governments
to ensure coordination to produce policies to maintain
sustainable development of the forest and forest industry
sector. Both in Europe and North America, groups of trade
associations, often supported by universities and research
ingtitutions, as well as other stakeholders, are developing
and implementing forward-looking strategies to produce
and maket VAWPs effectively, and consequently
maintain demand for the primary products used to
produce them, and to maintain vaue in the UNECE
region’sforests.

10.2.3.1 Europe: Roadmap 2010 implementation

As an example of industry associations working
together, and collaborating with regional governmenta
bodies, in this case the EU, last year's chapter reported
that the European Confederation of Woodworking
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Industries (CEI-Bois) was developing strategies to foster
higher demand for VAWPs. Ther srategies dign with
nationa and EU poaliciesto better integrate VAWPsfor the
sustainable development of the forest and forest industry
sector. This was deemed necessary to alow the European
woodworking industry to compete successfully on world
markets with wood products and building system
solutions, spurred by a sound European business climate,
in theface of imports.

Since lagt year CEI-Bais has taken important steps to
ensure the practica implementation of the policies within
the Roadmap 2010. It established working groups for
common issues, specificdly on internationd affairs,
technicad and environmental issues, research and
development, lobbying, promotion and socid affairs.

The most important share of CEI-Bois members
profits is from the furniture and BJC industries, and
therefore their drategies influence and promote those
industries more than any other policy process does at the
moment. Working groups lend direct support to the
European  VAWP  industries by  addressng
competitiveness, market access, e-commerce and EU
enlargement, to name but afew key issues. It dso extends
indirect support to their supply chains, mainly by
defending the primary processing industries desire to
have priority access to roundwood before the competing
bioenergy sector. CElI-Bois Roadmgp 2010 ams to
develop an effective policy and prectica drategies to
avoid a damaging conflict of interests between the two
sectors.

Sharpening of policy actions is coupled with intense
lobbying to safeguard the economic, environmenta and
socid interests of VAWP producers. The VAWPindugiry's
ability to yield higher dividends for both sectord and
nationa sustainable development is perceived to be worth
maintai ning.

10.2.3.2  North America: Associations working
together

The same scenario is occurring in North America, with
numerous trade associations implementing strategies to
remain competitive. The domestic share of the US
consumption of primary wood products has falen by 10
to 20% over the last 12 years, and by even more for
VAWPs (graph 10.2.4). In the US household furniture
market, over 50% is imported, as compared to 25% only
10 years ago. There are important ramifications upstream
for the primary products going into the diminished
production of US furniture, eg. sawn hardwood, MDF,
particleboard and venesr.

GRAPH 10.2.4
United States consumption declined for major wood products
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Sources: UNECE/FAO TIMBER database, USDA Forest Service,
US Depatment of Commerce, Bureau of the Census, Random
Lengths, USDA Foreign Agricultural Service, and Mann, Armistead
and Epperson, Ltd., Investment Bankers and Advisors, 2005.

North American trade associations, in collaboration
with locd and state government agencies, have carried out
end use udies to understand the trends and their causes™.
The end use demand studies provide a benchmark of
current consumption patterns, as well as a means to assess
changesin the role of wood in specific markets over time.
With this information, the associations can plan together
their dtrategies and marketing tools. End use demand
gudies have been undertaken for the following market
sectors: residentia  congtruction, residentid repair and
remodelling, non-residential congtruction and industria
and manufacturing markets.

The following trade organizations share common
policies to promote efficient value added production in the
face of increasing globdization, many which are members
of the North American-based Wood Promotion Network:

APA — The Engineered Wood Association, Canadian
Wood Council, Composite Pand Associaion, Forintek
Canada Corporation, Kitchen Cabingt Manufacturers
Asociaion, Nationd Wood Flooring  Association,
NOFMA—TheWood Hooring Manufacturers Association,
Southern Forest Products Associgtion, The Hardwood
Council, US Department of Agriculture, Forest Service and
Western Wood Products Assocition.

87 Adair, C., McKeever, D. and Schuler, A. “North American
Demand for Wood Products by End Use”, presentation at the
Forest Products Society Meeting, Quebec City, Quebec, Canada,
June, 2005.
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According to the Timber Committee and European
Forestry Commission Market Discussions in 2004, low-
cost producers in every market sector are putting severe
price pressure on their competitors worldwide. If they are
to survive, companies in the UNECE region have to
maintain and improve their competitiveness, making
radica drategic changes as necessary, and taking full
account of trendsin globa markets.®.

10.3 North American engineered
wood products markets

Good housing markets in the US and Canada in 2003
and 2004 have helped EWPs become even more accepted.
Builders continue to seek products with highly predictable
peformance that result in fewer problems for the
homeowner after the home is completed. The following
EWP anaysisis based on North American data, because it
is the only information available in the UNECE region.
Most of the world's EWP manufacturing and trade occurs
in North America because of wood-based construction.
However, other countries outsde the UNECE region,
such as Jgpan, are manufacturing and using EWPs. The
analysis below shows the potentid of this market sector,
which devates wood use to compete with substitutes for
traditiona and new applications.

10.3.1  Glulam timber

Glulam production reached a North American record of
618,000 cubic metresin 2004. This can be attributed mostly
to the huge housing market and stock beam capecity that
was avalable & the time to service increased demand.
Stock beams are sandardized long-length beams that can
be cut to the desired length at thefind point of sdleto meet
the required consumer specifications. The reviving
nonresidentia  congruction market dso hedped increase
glulam demand (figure 10.3.1). Glulam manufacturers
indicated that they were running a capacity in the later
months of 2004 and into 2005.

In the short term, glulam demand for stock beams
should increase and glulam is expected to participate in
the cyclicd upswing of nonresidentiad building
congruction in the US (table 10.3.1 and graph 10.3.1).

There were an estimated 54,000 cubic metres of US
imports in 2004 and imports could increase in the future.
Imported glulam acceptance by building code officias
and builders is uncertain. Unfortunately, there are no
harmonized trade codes to enable tracking imports.
However, the APA — The Engineered Wood Association,
in concert with other groups, anticipates an agreement on
harmonized trade nomenclature by 2007. Even when

8 http:/Avww.unece.org/press/pr2004/04tim_nOle.htm.

codes are available, it is unknown when countries will
begin to make glulam trade data available.

FIGURE 10.3.1

Glulam beams used in a residential building

Source: APA — The Engineered Wood Association, 2005.

GRAPH 10.3.1
Glulam production in North America, 1999-2005
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Source: APA — The Engineered Wood Association, 2005.

Approximately 37% of glulam timber is used for new
residentia construction and residentia remodelling floor
beams and, when other residentid uses are added, over
70% of the volume can be attributed to new home
condruction and remoddling (graph 10.3.2). The next
largest segment is the nonresidentia building construction
market, with 26% of glulam demand.

New technology and product development provides a
basis for expecting modest glulam market share gains in
the future. A new generation of glulam beams with even
higher design strengths provide more opportunitiesin both
residentia and nonresidential markets.
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TABLE 10.3.1
Glulam consumption and production in North America, 2001-2005
(1000 m?)
% change
2001 2002 2003 2004 2005f  2001-2005
United States
Consumption
Residential 323.1 332.3 352.3 447.7 430.8 33.3%
Nonresidential 163.1 1354 138.5 153.9 176.9 8.5%
Industrial, other 185 185 185 20.0 215 16.7%
Tota 504.6 486.2 509.2 621.5 629.2 24.7%
Exports 26.2 215 154 10.8 154 -41.2%
Imports 154 13.9 27.7 53.9 61.5 300.0%
Production 5154 493.9 496.9 578.5 583.1 13.1%
Canada
Consumption 185 154 185 215 185 0.0%
Exports 20.0 10.8 123 185 154 -23.1%
Canada production 385 26.2 30.8 40.0 339 -12.0%
Total North American production 553.9 520.0 527.7 618.5 616.9 11.4%

Notes: US export information is from manufacturer records. US imports are from Canada and Europe. Canadian trade data are estimates.
Canadian imports are minimal. f = forecast. Conversion factor: 650 board feet per cubic metre.

Source: Source: APA — The Engineered Wood Association, 2005.

GRAPH 10.3.2

Glulam end uses in North America, 2004
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Innovetion to obtain better, more competitive products
is coming from glulam beams made with a layer of
lamination made from LVL or afibre-reinforced polymer
(cdled “tenson lams’). Currently, there ae four
companies manufacturing glulam with LVL tenson lams
and two companies usng synthetic fibre-reinforced

polymers. Fibre-reinforced polymers can increase glulam
drength by 40%, which should help wood building
congtruction compete with stedl.

1032  I-beams

I-beams are gaining market share and in 2004 enjoyed
a 46% share compared with 39% for solid sawnwood
floor beams and 14% for open web, wood trusses (graph
10.3.3). Sed floor joists had less than 1% of the market.

Survey data are used to document |-beam market
penetration. The latest survey information (2003) from the
Nationa Association of Home Builder’s Research Center
shows a share decline in 2003. The share decline can be
explained from manufacturers comments  about
unattractive prices in the first half of 2003 and a mid-year
cost squeeze from increasing prices of web and flange
materid (graph 10.3.4).

There was not a substantia incentive to increase
production until late in 2003. Comparison of housing
darts to I-beam production gains in 2004 indicates that 1-
beam market share incressed in 2004. Economics
currently favour the sdle of LVL for beams and headers
rather than using LVL for I-beam flanges. APA expects |-
beam market sharesto continueto grow in the future.
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GRAPH 10.3.3

New residential raised floors in North America, 2004

%
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B |-beam 46% @ Open wood web 14%
Steel 8% O Sawnwood 39%

Note: Types of beams supporting raised floors (as opposed to
concrete dabs).

Source: APA — The Engineered Wood Association, 2005.

GRAPH 10.3.4
I-beam market share, United States, 1998 — 2005
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flange stock is through imported LVL. Some I-beam
manufacturers are interchanging sawnwood flanges with
LVL flanges depending on cost factors and market
acceptance. An estimated 74% of dl 1-beams used LVL
flanges in 1997, but that fell to 68% in 2003. In 2004,
approximately 54% of dl I-beams were made with LVL
flanges. APA expects to see more solid sawnwood and
laminated strand lumber used in I-beamsin the future.

FIGURE 10.3.2
I-beams in the roof of a non-residential building

R o

In 2004, an estimated 890 million linear feet of I-
beams were used in US residentid floors, roofs and walls
and 225 million feet were used for remodeling and
nonresidentia  building congtruction in the US (table
10.3.2 and graph 10.3.5).

GRAPH 10.3.5
I-beam production in North America, 1999-2005

Note: Wooden |-beams percent market share of total raised floor
area.

Source: NAHB builder surveys, 2004.

I-beams Hill have the advantage of predictable quality
with less waste compared with solid sawn floor joists
(figure 10.3.2). Larger builders like the performance of I-
beams, and continued builder consolidation should
provide for demand growth. As more OSB capacity is
built, there should be a greater supply of web stock for I-
beam manufacturers. Current flange materids are LVL,
solid sawnwood and laminated strand lumber.® In the near
term, possibly the best chance of increasing the supply of

| umber is used synonymously with sawnwood in this
chapter.
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Notes: f = forecast. Conversion factor: 3.2802 linear feet per metre.

Source: APA — The Engineered Wood Association, 2005.
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TABLE 10.3.2

Wooden I-beam consumption and production in North America, 2001-2005
(million linear metre)

% change
2001 2002 2003 2004 2005f 2001-2005
United States
Demand - domestic markets
New residential 216.4 236.2 221.0 271.3 266.7 23.2%
Nonresidential, other 335 32.0 59.4 68.6 73.2 118.2%
Total domestic 249.9 268.2 280.4 339.9 339.9 36.0%
Production 227.7 230.4 243.2 268.2 266.7 17.1%
Canada
Demand - domestic markets and offshore 32.3 30.8 46.9 50.9 46.9 45.3%
Production 54.6 68.6 84.1 1225 84.1 54.2%
Total North American production 282.2 299.0 3274 390.8 393.2 39.3%

Notes: Residentia includes mostly single and multifamily floors, although some is used in walls and roofs. “Other” includes remodelling,
non-residential construction and some export. f = forecast. Conversion factor: 3.2808 linear feet per metre.

Source: APA - The Engineered Wood Association, 2005.

In 2004, 77% of |-beams were used in new residentia
floor congtruction and 3% in residentia roofs and walls
(graph  10.3.6). Approximately 8% were used in
remodeling and 12% in nonresdential  building
congruction. A smdl volume of I-beams are exported,
mainly toAsa.

GRAPH 10.3.6

I-beam end uses in North America, 2004
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Source: APA — The Engineered Wood Association, 2005.

10.3.3  Laminated veneer lumber

LVL production increased dramatically in 2004 in
response to housing starts and as aresult of more building
designers engineering LVL into their home plans (table
10.3.3 and graph 10.3.7). Today, LVL manufacturers are

finding a better return on beams and headers than on I-
beam flanges. The demand for LVL beams and headers
will continue to grow (figure 10.3.3). While veneer
needed for LVL is currently in tight supply, this is
expected to be a short-term phenomenon. Both veneer and
LVL could be imported to solve the problem. Longer
term, the industry could lower the strength requirements
for short span headers to a point where more of the
domestic veneer resource can be utilized.

GRAPH 10.3.7
LVL production in North America, 2005
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Notes: f = forecast. Conversion factor: 35.3137 cubic feet per cubic
metre.

Source: APA —The Engineered Wood Association, 2005.
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TABLE 10.3.3
LVL consumption and production in North America, 2001-2005
(1000 m%)
% change

2001 2002 2003 2004 2005f 2001-2005
Demand
I-beam flanges 767.4 792.9 869.4 962.8 971.3 26.6%
Beams, headers, others 900.5 968.5 10421 1481.0 1478.2 64.2%
Total demand (and production) 1667.9 17614 19114 24438 24495 46.9%
Production
Total production US 1512.2 1588.6 17444 22229 22286 47.4%
Tota production Canada 155.7 172.7 167.1 220.9 220.9 41.8%

Notes: Other uses for LVL include scaffold plank, concrete form walers and furniture parts. APA is working to establish an international

tariff code for LVL. Timing unknown.
Source: APA - The Engineered Wood Association, 2005

FIGURE 10.3.3

LVL flanges with an OSB web form I-beams, which are
fastened to an LVL beam

| G _ .
Source: APA — The Engineered Wood Association, 2005.

Beams and heeders now account for 57% of LVL
demand and |-beam flanges for 37% (graph 10.3.8). The
trends in LVL production have historicaly followed
devdopments in I-beam markets, since they were the
main flange material. However, now that 1-beam flanges
are increasingly made from solid sawnwood, the trends
should deviate. Indugtrid uses, such as scaffold plank,
components of roof trusses, glulam tenson lams, concrete
form bracing and furniture and millwork parts, compose
about 4% of overal LVL demand. APA is now working to
edtablish aninternationd tariff codefor LVL.

GRAPH 10.3.8
LVL end uses in North America, 2004
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Note: Rim boards are used around the perimeter of I-beam floor
systems to support the structure.

Source: APA — The Engineered Wood Association, 2005.

10.34  Other composite products

Governments and trade associations in North America
have established policies to support the development of
the wood products industry, and, in turn, to support
sustainable development in the forest sector. They, dong
with universities, research inditutions and private
industry, redize that the future of the wood products
industry relies on developing new products to better meet
the needs of existing markets, and on inventing new
products from wood and wood fibre to meet new
applications. Sometimes EWPs subgtitute for traditiond
wood products, such as sawnwood, and at other times



106

UNECE/FAO Forest Products Annual Market Review, 2004-2005

EWPs ae environmentaly attractive subdtitutes for
concrete and stedl, for example in glulam.

Entrepreneurs, universties and research  inditutes
continue to experiment with new composite products such
as laminated strand lumber (LSL) and oriented strand
lumber (OSL). If these new products achieve success as
beams and headers, it will likely be at the expense of LVL.
In 2004, the State of Mississippi alocated $10 million to
help develop aTim Tek plant in eastern Mississippi.” This
product uses smdl-diameter logs that are crushed into
long strands and then pressed, with an adhesive, into a mat
that can be sawn into fina products for uses such as
wooden beams. A wood products company in Mississippi
recently announced that it planned to build a Tim Tek
plant, with product introduction in two to four years. This
is an example of public policy funding research which, in
turn, is commercidized with expectations of returns on
investment of public funds in terms of employment, tax
revenues and a series of multiplier effects to support
sustainable devel opment of the forest sector.

DetaStrand, a new EWP, is another example of public
and private partnerships in the development of EWPs to
meet new gpplications and to indirectly support forest and
forest industries sustainable development. DeltaStrand is
being developed a the University of Maine's Advanced
Engineered Wood Compogites Center™ in the State of
Maine. The University’s research programme is typica of
that in other universities in that it is supported by a
combination of federd, state and industria partners
funding, which is commensurate with their policies to
seek better utilization of wood and wood fibre.

70 See www.cfr. msstate.edu/timtek for more information.

1 See www.aewe.umaine.edu for more information.
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Chapter 11

Exports of tropical value-added
products surpass primary products:
Trends In the tropical timber trade In
2003-2004"

Highlights
o Reflecting successful policies to promote value-added production, secondary processed wood

product exports by tropica countries exceeded the value of primary wood product trade in 2004
for first time.

e Growth of China's tropica plywood exports, based primarily on imported logs, has been rapid,
reaching 567,000 m® in 2003 (30% above 2002 levels), and leaping a further 68% in 2004.

e Posshle midabelling of Indonesian logs creates large discrepancies in the reported tropical log
trade between Mdaysiaand China

o Tropical log exports have dropped by half in the past decade, with Malaysia currently accounting
for about one third of the 13 million m?®.

e In 2003, totd tropicd sawnwood imports by European Union countries increased by dmost 8% to
2.7 million m®due primarily to increased importsin France, the United Kingdom and Italy.

e Prices of many tropica timber products were affected by disruptions to trade due to civil unrest,
CITES ligtings of substitute species, currency fluctuations, export bans, and import regulations
and restrictions.

e |n 2004, despite factors limiting supply, tropical timber prices did not rise significantly (except
for plywood), largely because the main market for tropical sawnwood, the EU, was weak.

e Supported by strong demand, Brazilian plywood prices rose due to compliance with new EU
safety rules on the manufacture of structura plywood (CE marking [Conformité Européenne))
which took effect in early 2004.

¢ Inadditiontoitslargetropical exports, Brazil became the mgjor supplier of softwood plywood to
the huge United States market, well ahead of Canada, the former main supplier; and in line with
demand, Brazilian dliotis pine plywood prices reached record highs in early 2004, but waned
during the remainder of the year as US stocks rose sharply due to buyers speculating on further
price increases and imported more.

2 By Dr. Steven E. Johnson, Dr. Michael Adams, Dr. Jairo Castafio and Ms. Masaki Miyake.
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Secretariat introduction

This andyss is possble thanks to continued close
cooperation with our colleagues in the Internationd
Tropica Timber Organization (ITTO), whose 2004
Annual Review and Assessment of the World Timber
Situation and bi-weekly Market Information Service
reports serve as the basis for this chapter. We once again
thank Dr. Steve Johnson™ (Statistician and Economist),
Dr. Michael Adams (MIS coordinator), Dr. Jairo Castafio
(Systems Andyst) and Ms. Masaki Miyake (Statigtical
Assigant) for contributing thisandysis.

Some of the terminology in this chapter differs dightly
from the rest of the Review. In addition, due to unavailable
data for severd countries, 2003 is the base year for
andysdisin this chapter. ITTO categorizes its 60 members
into producer (tropicad) and consumer (non-tropical)
countries, which together conditute 95% of al tropica
timber trade.

For a complete andysis of trends in the production,
consumption and trade of primary and secondary tropica
timber productsin relation to globa timber trends, see the
Annual Review and Assessment of the World Timber
Situation — 2004 prepared by the ITTO. It can be found on
the ITTO website (www.itto.or.jp).

11.1 Introduction

In 2004 the globd tropical timber sector focused
increasingly on China, with that country’s imports
continuing to drive the tropica log and sawnwood trade.
China aso consolidated its position as one of the largest
tropical plywood exporters based on imported and
domestic logs and veneer. Jgpan's tropical plywood
imports recovered in 2004 &fter a reported sharp drop in
2003 due to the inability of suppliers (mainly Indonesia)
to comply with new formal dehyde emission regulations.

Japan’s domedtic production continued its steady
decline aong with the decline of tropica log imports.
Many producer countries continued to expand secondary-
processed wood product exports in 2003 and 2004, with
trade in these products matching (and in 2004 exceeding)
declining levels of primary tropicd timber product trade.

" Dr. Steven E. Johnson, Statistician and Economist, Dr. Michael
Adams, Market Information System Coordinator, Dr. Jairo Castafio,
Systems Andlyst and Ms. Masaki Miyake, Statistical Assistant, Divison
of Economic Information and Market Intelligence, Internationa
Tropicd Timber Organization (ITTO), Internationd Organizations
Center, 5th Floor, Pacifico-Y okohama, 1-1-1 Minato-Mirai, Nishi-ku,
Y okohama 220-0012, Japan, telephone +81 45 223 1110, fax +81 45
223 1111, website: wwwi.itto.or.jp, e-mail: itto@itto.or.jp

This chapter provides details on trends in trade and
prices of mgjor primary tropica timber products by al 60
ITTO members (table 11.1.1) (for trends in secondary
products, see chapter 10).

TABLE 11.1.1
Production and trade of primary tropical timber products,
2003-2004
(million m%)
2003 2004 % Change
Logs
Production 138.6 137.7 -0.7
Imports 15.8 145 -7.9
Exports 13.2 12.5 -5.7
Veneer
Production 35 3.6 4.0
Imports 13 14 6.1
Exports 1.1 1.0 -9.3
Sawnwood
Production 44.2 454 2.6
Imports 101 9.9 -1.8
Exports 7.6 8.5 115
Plywood
Production 214 215 0.3
Imports 8.9 10.7 20.3
Exports 11.4 12.9 134

Source: ITTO Annual Review and Assessment of the World Timber
Situation — 2004, 2005.

11.2 Export trends

ITTO's 33 producer countries exported nearly
13 millionm® of logs worth $1.6 hillion in 2003, with
Maaysa providing just over one third of this volume,
down from almogt three-quarters of the ITTO totd in the
early 1990s (graph 11.2.1). Producer log exports in 2003
were down dightly from 2002 levels and decreased a
further 5.1% to 12.3 million m® in 2004, less than half the
level exported just over a decade ago. Trade flow dtatistics
for 2003-2004 appear to show declining flows of illegal or
unrecorded logs from Indonesia to mgjor trading partners,
with Chinese and Madaysian (the later with an import ban
in place) import datigtics faling closer to the virtualy nil
exports reported by Indonesia for the firgt time in many
years. This declining flow of illegal and unrecorded logs
has coincided, however, with the devdopment of large
discrepancies in reported log trade between China and
Maaysia, raisng the posshility that unrecorded and
midabelled Indonesian log exports are till reaching major
import markets.
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GRAPH 11.21 GRAPH 11.2.2
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GRAPH 11.2.3
Sawnwood exports by producer members were up by Major tropical veneer exporters, 2002-2004
nearly 6% to 7.1 million m* (worth $2.1 billion) in 2003,
increasing to over 8 millionm® in 2004 (graph 11.2.2).
Exports from the Asa-Pacific region fluctuated in 2003 700
and 2004, with African and Latin American exports ggg ]
following a steady upward trend. Sawnwood exports from E 400,
Maaysia were expected to remain firm after Indonesia S 3004
proposed an export ban in late 2004. Veneer exports from 3 200 -
ITTO producer countries declined by 11.5% in 2003 to 100 -
957,000 m®, worth $488 million, dropping a further 8.8% 04
in 2004 (graph 11.2.3). Tropical plywood exports by . o o o o,
producer members in 2003 declined by 12% to % W, Ay ¥y R, b
10.2 million m®, worth nearly $3.1 billion, with Indonesia % ’b%

(5.1 million m*) and Maaysia (3.9 million m% accounting
for dmost 88% of thistotal (graph 11.2.4). Exportsroseto
11.4 million m® in 2004, with the increase due mainly to
exportsfrom Maaysa

ITTO consumer countries also exported or re-exported
substantial volumes of tropicad timber in 2003, led by
savnwood and plywood exports of 485,000m® (worth
$342million) and  1.2millionm®  ($474 million)
respectively. Log and veneer exports were smadler
(144000m* or $47million and 138000m° or
$137 million respectively in 2003). Exports of tropica
plywood by consumer countries increased in 2004, while
log, sawnwood and veneer exports declined. Growth of
Chindstropica plywood exports has been rapid, reaching
567,000 m® in 2003 (30% above 2002 levels), and leaping
a further 68% in 2004 to 955,000 m°. Brazil remains the
third largest exporter of tropicd plywood, but China is
rapidly catching up.

| @ 2002 12003 W 2004

Source: ITTO, 2005.

In the EU, exports of tropicd sawnwood have
decreased from 420,000 m* in 2000 to 330,000 m® in 2003.
Belgium, a larger tropica sawnwood exporter than many
producer countries, was the main EU tropicd sawnwood
exporter a 153,000 m® in 2003, followed by Germany, the
Netherlands and France. Tota consumer country exports of
tropical sawnwood dropped to 371,000 min 2004, dueto a
dedline of nearly 11% (to 295,000 n°) in EU exports.

The EU accounted for 81,000m® of tota consumer
country tropical veneer exports of 138,000 m® in 2003,
with 2004 levels of EU exports dropping almost 17% to
67,000 . France, Germany and Spain are the largest EU
tropica veneer exporters. Totd exports by ITTO
consumer countries increased to 120,000 m® in 2004, led
by increased exports from China.
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GRAPH 11.2.4
Major tropical plywood exporters, 2002-2004

6000 1
5000 1
4000 1
3000 1

1,000 mé

2000 1
1000 1

7
%y o S G &
%, Y X, % %
/)Q% @% i ? /%

%,

2002 002003 @ 2004

Source: ITTO, 2005.

ITTO consumer country exports of tropical plywood
increased by 15.5% to 1.2 million m® in 2003 due mainly
to the sharp increase in exports by China noted above.
Chinasboom intropica plywood exportsto markets such
as the EU, Taiwan Province of Chinaand Jgpan is noteble
since it is largdy based on logs sourced from ITTO
producer country exporters, many of which have been
seedily losing share in these plywood markets. Chinese
exportsinitialy comprised mainly okoume plywood (now
subject to heavy anti-dumping duties in the EU) and later
included other “combi” plywood products with a
domestic poplar core and tropical bintangor or meranti
face. Chinese plywood products are comparatively lighter
and chegper than southeast Asian products, and their
quality hasimproved noticesbly in recent years. Interest in
dternative Chinese plywood products is tending to rise as
the long-term trend is towards declining availability from
Indonesa. The EU, which imports substantia quantities
of Chinesetropica plywood, is aso asgnificant exporter,
with trade amost exclusvely between EU members.
Tropical plywood exports from the EU grew by 5% to
471,000 m* in 2003, when it accounted for ightly more
than 40% of consumer exports. EU exports were mainly
from Belgium and France in 2003. Total consumer
country exports of tropica plywood rose by 32.4% to
dmost 1.5millionm® in 2004, led by the increased
exports from China.

11.3 Import trends

Tropicd hardwood log imports by ITTO consumer
countries were stable at around 12.7 million m® in 2003
(graph 11.3.1). However, log imports declined 7% in 2004
to 11.8 millionm® due to decreasss in French, Japanese
and Portuguese tropica 1og imports, and a Chinese market
that levelled off somewhat after severd years of strongly
growing imports. China imports more Russan logs,
which are now double tropicd log imports. If imports by
producing members are taken into account, tota 2003
tropical log imports by ITTO members were amost
15.8 million m®, 1% more than in 2002. The 2003 total
log import figure is nearly 2.7 million m® higher than total
ITTO exports, with this gap decreasing to around
16millionm® in 2004. NonITTO log suppliers
presumably provide the balance, athough under-reporting
of log exports, misclassfication of imports, smuggling
and/or datigtical errors can dso contribute to such gaps.
Mgor non-ITTO tropica log suppliers include Equatorial
Guinea and the Solomon Idands, with exports estimated
to average over 400,000 m?® per year each.

GRAPH 11.3.1
Major tropical log importers, 2002-2004
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China'simports of tropica logs increased 10% to over
7.6 millionm® in 2003. Chinds growing economy, a
continuing ban on domestic harvesting and a zero tariff on
log imports continue to drive roundwood imports
upwards, athough tropica logs declined dightly in 2004
to 7.3millionm® due to supply consraints. Japan's
imports of tropica logs declined 12% to under
1.8 millionm® in 2003, dropping a further 16% in 2004
due to its dow economy, reduced supplies from Maaysia,
competition for log supplies with Chinaand an increasing
reliance on softwood logs. Indig, Thaland and the
Philippines are the mgor ITTO producer country log
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importers, accounting for 96% of total producer imports
of 3.1 millionm?® in 2003. Log imports by both Thailand
and the Philippines declined in 2003, but recovered in
2004 (India had the reverse trend).

EU countries imported nearly 19millionm® of
tropical logs in 2003, down 8.7% from 2002. Most EU
tropica log imports continue to come from African
producers. Portugd, the largest EU tropical log importer,
remained stable a a reported 668,000 m® in 2003, but fell
by a third in 2004. Portugd has in previous years, and
again in 2004, reported subgtantial imports of tropica
eucalyptus logs from Brazil, which were not mirrored in
Brazil's export gatigics. Imports by France decreased by
10% to 579,000 m® in 2003 as log export restrictions in
some of its main supplier countries (Cameroon, Gabon,
Liberia and Republic of Congo) were imposed or
srengthened. French imports declined a further 28% to
417,000 m* in 2004. Ity is aso a mgor European log
importer, a 200,000 m® in 2003. European log imports
decreased 18.5% in 2004 to 1.5 million m°.

China aso continued as the world's largest tropica
sawnwood importer in 2003, despite a dight decline of
1% in imports to under 2.8 million m* (graph 11.3.2).

GRAPH 11.3.2

Major tropical sawnwood importers, 2002-2004
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Thailand's imports (which more than halved in 1998) dso
declined by 1% to 1.4 million m®in 2003. Japan’simports
of tropical sawnwood decreased 10% to 490,000 m® in
2003, and declined a further 40% to 292,000 m® in 2004.
Imports of tropical sawnwood by al consumer countries
increased by 1.2% in 2003 to 7.6 million m®, but declined
2.6%t0 7.4 million m® in 2004 due to the drop in Japanese
imports. Increased imports by producers led tota ITTO
tropicd sawnwood imports to increase 1.1% to
10.1 million m® in 2003. Tota imports decreased to under

10 millionm® in 2004 due to declines in consumer
country markets.

Total tropicd sawnwood imports by EU countries
increased by amost 8% in 2003 to 2.7 million m®, due
primarily to increased importsin France, the UK and Italy.
Brazil, Malaysa and Indonesia are the main sources for
EU imports, accounting for over half of the total. Céte
dIvoire, Cameroon and Ghana supplied virtudly dl of the
remainder of EU imports. European tropica sawnwood
imports decreased nearly 2% in 2004 to 2.6 million m?
due to declinesin Belgium, Germany, the Netherlands and
Portugal. The Netherlands is the largest importer of
tropical sawnwood in the EU, absorbing 392,000 m® in
2003 (down 11% from 2002) and 390,000 m® in 2004.
The Netherlands imports are primarily from Ada
(Indonesiaand Maaysia), Brazil and Belgium. France, the
UK, Spain and Ity were other mgor EU tropica
sawnwood importersin 2003.

Totd ITTO tropica veneer imports decreased 4.1% to
1.3millionm?® in 2003, but increased by 6.1% to nearly
1.4 million m*in 2004 (graph 11.3.3).

GRAPH 11.3.3
Major tropical veneer importers, 2002-2004
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Despite a 5% decline from 2002 leves, the Republic of
Korea remained the largest ITTO tropicd veneer importer
in 2003, with 228,000 m® its imports recovered dightly by
1% to 231,000m° in 2004. Mdaysa became ITTO's
second largest tropica veneer importer in 2003, overtaking
China with 128,000 m®, dthough the sources of these
imports are uncdlear. Mdaysds imports fdl 6% to
120,000m® in 2004. Meanwhile, Chinds imports fell
sharply by 24%in 2003 to 122,000 m* and afurther 19% to
99,000 m® in 2004 as it met its veneer needs increasingly
via production from imported tropicd logs. The EU
absorbed 302,000 and 336,000m® of tropica veneer in



112

UNECE/FAO Forest Products Annual Market Review, 2004-2005

2003 and 2004, over onefifth of totd ITTO imports. The
majority of European imports are from African producers
(mainly Céte d'lvoire, but increasingly aso from Gabon
and Ghana).

Despite a reported 29% drop in 2003, tropica
plywood imports were still led by Japan a 3.3 million m?
(graph 11.3.4). Imports continue to replace domestic
production of tropicd plywood in Japan due to reduced
availability of tropica peder logs and redively low
prices of imported plywood. Japan’s imports made up
dmost 37% of totd ITTO imports of 9millionm® in
2003. Tropica plywood imports by ITTO members
increased to 10.7 million m® in 2004, as Japanese imports
recovered along with the ability of that country’s suppliers
(mainly Indonesa) to meet a new dandard on
formaldehyde emissions.

EU imports of tropica plywood totaled nearly
1.4 million m? in 2003, a 7.5% increase from 2002 levels,
EU imports are mostly accounted for by the UK,
Belgium, the Netherlands, Germany, Italy and France.
Most of the EU's tropicd plywood aso came from
Indonesia and Madaysia, with Brazil and inter-European
trade aso playing a fairly large role in many countries
imports. China continued to export growing amounts of
tropicd plywood to the EU, particularly to the UK, where
quality and pricing concerns regarding this product have
been raised. European imports of tropicad plywood
declined by 3.2% in 2004.

GRAPH 11.34
Major tropical plywood importers, 2002-2004
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11.4 Prices

Nomina USdollar prices for many primary tropica
timber products and species strengthened during 2004, as
supplies of raw materids tightened, globa economies
improved, currencies strengthened againgt the USdollar
and consumer confidence and demand improved in most
markets (graphs 11.4.1, 11.4.2 and 11.4.3).

GRAPH 11.4.1
Tropical hardwood log price trends, 2003-May 2005
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GRAPH 11.4.2
Tropical sawnwood price trends, 2003-May 2005
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GRAPH 11.4.3
Tropical plywood price trends, 2003-May 2005
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African log and sawnwood prices held on to gains
made in 2003, with some species reaching record highsin
dollar terms in 2004. African timber products are
generdly priced in euros and, with the strong appreciation
of the euro againg the USdollar in 2004, logs and
sawnwood products lost competitiveness with similar
products from southeast Asig, which are traditionally
priced in US dollars. However, the gains in African prices
were not solely the result of currency movements:
shortagesin supply of certain speciesaso drove up prices.

Political unrest in the Centrd African Republic, Cote
d'Ivoire and Liberia, @ UN embargo on Liberian log
exports, bans on exports of 20primary species in
Cameroon, tax increasesin severa countries, and shipping
bottlenecks, al combined to force many producersto push
for higher prices. Sharper price gains were deterred,
however, by duggish demand in the European market,
with the exception of obeche prices, which were reported
to have jumped nearly 60% in the last quarter of 2004, at
least partialy due to substitution of this species for ramin,
which was listed in Appendix Il of CITES* in October
2004.

Prices for some southeast Asian log speciesroseto Six-
year highs in 2004 due to tight supplies resulting largely
from the redtrictions on log exports and reduced logging
quotas in Indonesia. This rise was despite some resistance
by buyers in China, the main destination for southeast
Adan logs. Nonetheless, prices of logs from naturd
forests in Asa (mosily degtined for the Chinese, Indian

™ CITES is the Convention on International Trade in
Endangered Species of Wild Flora and Fauna, www.cites.org

and Japanese markets) remained roughly 15-30% below
the pre-crisslevels of early 1997.

Prices for Asan and African tropicd sawnwood
products in most cases rose dightly in 2004 and in some
ingtances (e.g. khaya and iroko) reached new record highs
early in the year. Price gains were largely due to various
restrictions on trade of African and subdtitute species,
including the ban on logging of mahogany in Brazil, the
inclusion of this species in Appendix Il of CITES in lae
2003 and the disruptions of the iroko trade due to civil
unrest in Cote d' Ivoire. The US continued absorbing most
of the khaya (aso known as African mahogany) made
available in the marketplace, as the supply of South
American mahogany, drongly favoured by US
consumers, was redtricted. European consumers continued
showing a resurgence of interest in red and darker brown
species for furniture manufacture in 2004, and this was
reflected in higher prices for such woods. Likelogs, Asian
sawnwood became more competitive in the EU compared
with African timbers, due to the strong euro in 2004.
Sapde, for instance, continued losing market share to dark
red meranti in 2004, due to the far more attractive price
level of thelatter.

Prices for Asan plywood continued rising in 2004.
Indonesan and Maaysan plywood manufacturers
increased supplies of plywood compliant with the new
Japan Agriculturd Standard (JAS) for low formadehyde
emissons introduced in 2003 and benefited from an
increase in prices in 2004. The firming prices in 2004
reflected strong demand for JAS compliant plywood,
continuous shortages in log availability in Indonesia and
bottlenecks in shipments. Due to its limited availability,
Indonesan plywood was increasingly subdtituted in
Europe and dsewhere with cheaper Chinese *combi”
plywood products with domedtic poplar cores and
imported tropical face veneers. Severa large importers
(especidly in Europe) have been looking for subgtitutes
for Indonesian plywood due to concerns over illegd
logging. In mid-2004, the European Commission
proposed a scheme for certifying the legdity of al timber
exported to the EU. Indonesia was expected to be one of
the firgt participants under this scheme, and has adready
sgned bilatera agreements to stem illega exports with
the UK, China and Japan. The impacts of such a scheme
on demand, supply and prices of plywood and other
tropical timber products is gill uncertain, but it is clear
that the existence of increasng quantities of low-cost
Chinese plywood in the EU and other markets will have a
negative influence on prices. As noted above, the EU is
dready imposing punitive anti-dumping duties on
Chinese okoume plywood due to aleged below-cost
pricing.

Prices of Brazilian plywood rosein 2004 due to strong
demand in the US and UK. Prices dso benefited from
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Brazilian plywood manufacturers: compliance with new 115  References
EU safety rules on the manufacture of structural plywood ITTO. 20053 Annua Review and A o the

(CE making™) which took effect in early 2004. In . o ) ) .
addition to its large tropical exports, Brazil has become World Timber Situation — 2004. http://www.itto.or.jp.

the mgor supplier of softwood plywood to the huge US  ITTO. 2005b. ITTO Market Informaion Service
market, well ahead of Canada, the former main supplier. (biweekly). http:/Mmaww.itto.or.p.

Brazilian eliotis pine plywood prices reached record

highsin early 2004. However, the strong demand for (and

prices of) eliotis pine plywood waned during the

remainder of the year as US stocks rose sharply dueto the

resolution of shipment problemsin Brazil.

® CE Marking is a mandatory mark for approximately 70% of
the products sold on the EU market. The letters "CE" are the
abbreviation of the French phrase "Conformité Européenne’
which literally means "European Conformity".
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(Based on Joint Forest Sector Questionnaire nomenclature)

The important breskdowns of the mgjor groups of primary forest products are diagrammed below. In addition, many
sub-items are further divided into softwood or hardwood. These are dl the roundwood products, sawnwood, veneer
sheets and plywood. Items that do not fit into listed aggregates are not shown. These are wood charcoal, chips and

Components of wood products groups

particles, wood residues, sawnwood, other pulp and recovered paper.

Roundwood

l

I

Industrial wood in the rough

Wood fud

Sawlogs and veneer logs

Pulpwood (round & split)

Other industrial roundwood

Wood-based panels

l

[

[

Plywood Particle board Fibreboard V eneer sheets
\\ OosB —  Hardboard
— MDF

'— Insulating board
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Wood pulp
I I I |
Mechanica Semi-chemicd Chemicd Dissolving grades
Sulphate unbleached
Sulphate bleached
Sulphite unbleached
Sulphite bleached
Paper and paperboard
Graphic papers Packaging meterials
Newsprint | | Cesematerials
Uncoated mechanicd Folding boxboard
Uncoated woodfree Wrapping papers
Coated papers | | Other papers mainly
for packaging
Household and sanitary papers Other paper and paperboard
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Countries in the UNECE region and its subregions

Europe subregion (EU *)
e Albania

Andorra

Austria*

Belgium*

Bosniaand Herzegovina

Bulgaria Croatia

Cyprus*

Czech Republic *

Denmark *

Estonia*

Finland *

France*

Germany *

Greece*

Hungary *

Iceland

Ireland *

Israel

Italy *

Latvia*

Liechtenstein

Lithuania*

Luxembourg *

Malta*

Monaco

Netherlands *

Norway

Poland *

Portugal *

Romania

San Marino

Serbia and Montenegro

Slovakia*

Slovenia*

Spain*

Sweden *

Switzerland

The FYR of Macedonia

Turkey

United Kingdom *

Commonwealth of Independent
States (CIS) subregion
Armenia

Azerbaijan

Belarus

Georgia

Kazakhstan
Kyrgyzstan

Republic of Moldova
Russian Federation
Tajikistan
Turkmenistan
Ukraine

Uzbekistan

- Europe subregion

I Commonweslth Independent States(CIS) subregion North America subregion

e Canada

North America subregion . .
l:l & e United States of America
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Sources of information used in the Forest Products Annual Market Review

e APA —The Engineered Wood Association, United States, (www.apawood.org)
e Office National des Forets, France, (www.onf fr)

e Bureau of Labor Satigtics, United States, (www.stats.bls.gov)

e Canadian Standards Association, CSA Internationa, (www.csa.ca)

e Canadian Sustainable Forestry Certification Codlition, (www.sfms.com)

e Council of Forest Industries, Canada, (www.cofi.org)

e  Ecosecurities, United Kingdom, (www.ecosecurities.com)

e  European Centra Bank, (www.ech.int)

o  European Pand Federation (EPF), (www.europanels.org/)

e  European Federation of the Parquet Industry (FEP) (www.parquet.net)

o EUROSTAT — European Union Statistica Office, (www.europa.eu.int/comm/eurogtat)
e Fédération Nationale du Bais, France, (www.fnbois.com)

e  Finnish Forest Industries Federation, (www.forestindustriesfi)

e  Finnish Sawmills, (www.finnishsawmillsfi)

e  Finnish Forest Research Inditute (Metla), (www.metlafi)

e  Forest Products Journal, United States, (www.forestprod.org)

o Forest Sewardship Council (FSC), (www.fscoax.org)

¢ Hardwood Market Report, United States, (www.hmr.com)

¢ hardwoodmarkets.com, United Kingdom, (www.hardwoodmarkets.com)

¢ Hardwood Review Export, United States, (www.hardwoodreview.com)

o Holz-Zentralblatt, Germany, (www.holz-zentra blatt.com)

¢ Import Export Purchasing News, United States, (www.millerpublishing.com)
e International Monetary Fund, (Www.imf.org)

¢ International Wood Fiber Report, United States, (www.pul p-paper.com)

o Internationa Organization for Standardization (1SO), (www.iso.ch)

e Thelnternationd Tropica Timber Organisation (ITTO), (Www.itto.or.jp)

o Jadkko Pdyry Consulting, (www.consulting.poyry.com)

e Japan Lumber Journal, ( www.jlj.gr.jp)

e Japan Lumber Reports, (www.n-mokuzai.com/)

e Japan Wood-Products Information and Research Center, (Wwww.jawic.or.jp)
e LaForét, Switzerland, (www.wvs.ch)

e Le Commerce International du Bois, France, (www.ifrance.com/cib-Itb)

e |'EchodesBoais, Belgium, (www.echodeshois.be)

o Madaysan Timber Industry Board, Maaysia, (www.mtib.gov.my)

e Maskayu, Maaysia, (www.mtib.gov.my)
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e Ministry of Forests, British Columbia, Canada, (www.gov.bc.calfor)

e Monthly Statistics of Japan, (Www.stat.go.jp/english/data/lgeppou/index.htm)

e Nationa Association of Redtors, United States, (www.realtors.org)

e Newsprint Data, Canada, (www.cppa.org/)

e New Zealand Forest Industries, (www.nzforest.co.nz)

e  Programme for the Endorsement of Forest Certification Schemes (PEFC), (www.pefc.org)
e  Paperloop.com, United States, (www.paperloop.com)

o PaperTree Letter, United States, (www.wood-info.con/1879.htm)

e PIMA - Papermaker Magazine, United States, (www.pimaweb.com)

e  Pulp and Paper Products Council, Canada, (www.pppc.org)

¢ Random Lengths Export, United States, (www.randomlengths.com)

e Random Lengths Yardstick, United States, (www.randomlengths.com)

e Statistische Bundesamt Preise, Reihe 1; Reihe 2, Germany (www.destatis.de)

o Sdidics Canada, Canada, (www.statcan.ca)

e  Swedish Forest Industries Federation (www.svenskttra.org)

e  Swedish Nationa Board for Industrial and Technical Development (NUTEK), (www.nutek.se)
e  Swedish Nationa Energy Administration, (www.stem.se)

o SwissFederd Statigticd Office, Switzerland (www.Stetistik.admin.ch/)

e Timber & Wood Products (TTJ), United Kingdom, (www.ttjonline.con)

e UN Comtrade, United States, (www.unstats.un.org/unsd/comtradey)

e UNECE/FAO TIMBER database, (www.unece.org/trade/timber)

o  United States Census Bureau — Department of Commerce, (Www.census.gov)

o USDA Foreign Agricultura Service, United States, (www.ffas.usda.gov)

o USDA Forest Service, United States, (www.fsfed.us)

o \Weekly Hardwood Review, United States, (www.hardwoodreview.com)

¢ \Wood Based Panels, United Kingdom, (www.ttjonline.com/)

e Wood Markets Monthly, United States, (www.woodmarkets.com)

¢ Wood Products Statistical Roundup, American Forest and Paper Association, United States, (Www.afandpa.org)
o  WWHF-Forestsfor Life, (www.panda.org/forestslife)

o ZMP— Zentrae Markt- und Preisberichtstelle fiir Erzeugnisse der Land-, Forst- und Ernghrungswirtschaft GmbH,
Germany, (www.zmp.de)
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Some facts about the Timber Committee

The Timber Committee is a principd subsidiary body of the UNECE (United Nations Economic Commission for
Europe) based in Geneva. It congtitutes aforum for cooperation and consultation between member countries on forestry,
forest industry and forest product matters. All countries of Europe, the Commonwealth of Independent States, United
Sates of America, Canadaand |sradl are members of the UNECE and participateinitswork.

The UNECE Timber Committee shal, within the context of sustainable development, provide member countries
with the information and services needed for policy- and decison-making regarding their forest and forest industry
sector (“the sector”), including the trade and use of forest products and, when gppropriate, formulate recommendations
addressed to member Governments and interested organizations. To thisend, it shall:

1.  With the active participation of member countries, undertake short-, medium- and long-term analyses of
developmentsin, and having an impact on, the sector, including those offering possibilities for the facilitation
of international trade and for enhancing the protection of the environment;

2. In support of these analyses, collect, store and disseminate statistics relating to the sector, and carry out
activitiesto improve their quality and comparability;

3. Provide the framework for cooperation e.g. by organizing seminars, workshops and ad hoc meetings and
setting up time-limited ad hoc groups, for the exchange of economic, environmental and technica
information between governments and other institutions of member countries that is needed for the
development and implementation of palicies leading to the sustainable development of the sector and to the
protection of the environment in their respective countries,

4. Carry out tasks identified by the UNECE or the Timber Committee as being of priority, including the
facilitation of subregional cooperation and activities in support of the economies in transition of central and
eastern Europe and of the countries of the region that are developing from an economic point of view;

5. It should also keep under review its structure and priorities and cooperate with other international and
intergovernmental organizations active in the sector, and in particular with the FAO (Food and Agriculture
Organization of the United Nations) and its European Forestry Commission and with the ILO (International
Labour Organisation), in order to ensure complementarity and to avoid duplication, thereby optimizing the
use of resources.

More information about the Committee'swork may be obtained by writing to:

UNECE/FAOTimber Branch

UNECE Trade Development and Timber Division
Palais des Nations

CH - 1211 Geneva 10, Switzerland

Fax: +4122 917 0041

E-mail: info.timber@unece.org

Website: http://www.unece.org/trade/timber



122 UNECE/FAO Forest Products Annual Market Analysis, 2004-2005

UNECE/FAOQ publications

Forest Products Annual Market Analysis, 2004-2005 ECE/TIM/BULL/2005/3
Geneva Timber and Forest Study Papers
European Forest Sector Outlook Study: 1960 — 2000 — 2020, Main Report ECE/TIM/SP/20
Forest policies and institutions of Europe, 1998-2000 ECE/TIM/SP/19
Forest and Forest Products Country Profile: Russian Federation ECE/TIM/SP/18

(Country profiles also exist on Albania, Armenia, Belarus, Bulgaria, former Czech and
Slovak Federal Republic, Estonia, Georgia, Hungary, Lithuania, Poland, Romania,
Republic of Moldova, Sloveniaand Ukraine)

Forest resources of Europe, CIS, North America, Austrdia, Japan and New Zealand ECE/TIM/SP/17
State of European forests and forestry, 1999 ECE/TIM/SP/16
Non-wood goods and services of the forest ECE/TIM/SP/15

The above series of sales publications and subscriptions are available through United Nations
Publications Offices as follows:

Orders from Africa, Europe and Orders from North America, Latin America and the
the Middle East should be sent to: Caribbean, Asia and the Pacific should be sent to:
Sales and Marketing Section, Room C-113 Sales and Marketing Section, Room DC2-853
United Nations United Nations
Palais des Nations 2 United Nations Plaza
CH - 1211 Geneva 10, Switzerland New York, N.Y. 10017, United States, of America
Fax: + 41 22 917 0027 Fax: + 1212 963 3489
E-mail: unpubli@unog.ch E-mail: publications@un.org

Website: http://www.un.org/Pubs/sales.htm

* k k k%
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Geneva Timber and Forest Discussion Papers (original language only)

Forests, Wood and Energy: Policy Interactions

Forest and Forest Products Country Profile; Serbiaand Montenegro

Forest Certification Update for the UNECE Region, 2003

Forest and Forest Products Country Profile: Republic of Bulgaria

Forest Legidation in Europe: How 23 Countries Approach the Obligation

to Reforest, Public Access and Use of Non-Wood Forest Products
Value-Added Wood Products Markets, 2001-2003

Trendsin the Tropical Timber Trade, 2002-2003

Biologicd Diversity, Tree Species Composition and Environmental
Protection in the Regiona FRA-2000

Forestry and Forest Products Country Profile: Ukraine

The Development of European Forest Resources, 1950 To 2000:

a Better Information Base

Modelling and Projections of Forest Products Demand, Supply and Trade in Europe
Employment Trends and Prospects in the European Forest Sector

Forestry Cooperation with Countriesin Transition

Russian Federation Forest Sector Outlook Study

Forest and Forest Products Country Profile; Georgia

Forest certification update for the UNECE region, summer 2002

Forecasts of economic growth in OECD and central and eastern

European countries for the period 2000-2040

Forest Certification update for the UNECE Region, summer 2001

Structural, Compositional and Functional Aspects of Forest Biodiversity in Europe
Markets for secondary processed wood products, 1990-2000

Forest certification update for the UNECE Region, summer 2000

Trade and environment issuesin the forest and forest products sector
Multiple use forestry

Forest certification update for the UNECE Region, summer 1999

A summary of “The competitive climate for wood products and paper packaging:
the factors causing substitution with emphasis on environmenta promotions’
Recycling, energy and market interactions

The dtatus of forest certification in the UNECE region

The role of women on forest propertiesin Haute-Savoie (France): Initia research
Interim report on the Implementation of Resolution H3 of the Helsinki Minigteria
Conference on the protection of forestsin Europe (Results of the second enquiry)
Manual on acute forest damage

International Forest Fire News (two issues per year)

Timber and Forest Information Series
Timber Committee Y earbook 2004

The above series of publications may be requested free of charge through:
UNECE/FAO Timber Branch

UNECE Trade Development and Timber Division

United Nations

Palais des Nations

CH - 1211 Geneva 10, Switzerland

Fax: + 41 22 917 0041

E-mail: info.timber@unece.org

Downloads are available at http://www.unece.org/trade/timber

ECE/TIM/DP/42
ECE/TIM/DP/40
ECE/TIM/DP/39
ECE/TIM/DP/38

ECE/TIM/DP/37
ECE/TIM/DP/36
ECE/TIM/DP/35

ECE/TIM/DP/33
ECE/TIM/DP/32

ECE/TIM/DP/31
ECE/TIM/DP/30
ECE/TIM/DP/29
ECE/TIM/DP/28
ECE/TIM/DP/27
ECE/TIM/DP/26
ECE/TIM/DP/25

ECE/TIM/DP/24
ECE/TIM/DP/23
ECE/TIM/DP/22
ECE/TIM/DP/21
ECE/TIM/DP/20
ECE/TIM/DP/19
ECE/TIM/DP/18
ECE/TIM/DP/17

ECE/TIM/DP/16
ECE/TIM/DP/15
ECE/TIM/DP/14
ECE/TIM/DP/13

ECE/TIM/DP/12
ECE/TIM/DP/7

ECE/TIM/INF/11









The Forest Products Annual Market Review, 2004-2005 provides a comprehensive analysis of the
UNECE region, including the Commonwealth of Independent States, Europe and North America. The
Review covers forest products from the forest to the final consumer, i.e. from roundwood and primary-
processed products to vaue-added products. Each issue includes extensive statistical information
combined with an analysis of trends and developments. Standard statistics-based chapters are presented on
sawn softwood, sawn hardwood, wood-based panels, wood raw materials and pulp and paper. Other
annual chapters analyse markets for certified forest products, value-added wood products and tropical
timber.

Thisyear’ s Review includes a chapter covering policy issues related to forest products markets
including forest law enforcement, governance and trade, initiatives to encourage the use of sustainably
produced timber products, forest sector development policies, climate change policy, wood energy
policies, trade policy and tariff and non-tariff barriers, including phytosanitary measures and the
emergence of Chinaasamajor player in the wood products manufacturing arena.

The Forest Products Annual Market Review and its predecessor publications have been published
annually since 1948 by the UNECE/FAO Timber Branch. Its god is to provide comprehensive statistics
and analysis on forest products markets with an emphasis on policy implications. This information is
intended for policy makers, researchers, investors and forest products marketing specidists in
governments, research ingtitutions, universities and the private business sector. This Review isintended for
use as a background document for the annual UNECE Timber Committee Market Discussions.

Further information about forest products markets, as well as information about the UNECE Timber
Committee and the FAO European Forestry Commission is available on the website
www.unece.org/trade/timber. Information about the UNECE may be found a www.unece.org and
information about FAO may be found at www.fao.org.




