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SUMMARY

This paper presents an overview of recent trends in forest products markets in Europe and describes
how forest products markets may evolve over the next decade or so. It then discusses how these
changes might affect the economics of forest plantation management and suggests how the forest
sector might adapt to these developments.

Forest products markets constantly adapt to changes in economic conditions, technology and
government policies. In recent decades, changes in technology have had a profound impact on markets
al over the World. These have led to changes in the availability of raw materials, most notably the
increased supply of plantation grown wood. On the demand side, they have led to changes in the way
that roundwood is processed to meet users demands, such as an increase in the use of reconstituted
panels. In Europe, changes in government policies have also had a mgor impact on markets,
particularly with the transition to market-based economies in Eastern Europe and, to a lesser extent,
with the introduction of environmenta policies and laws.

The main challenge when trying to assess the impact of these changes is to determine how much of
the impact is a short-term shock to the market and how much represents a long-term structural
change. It seems likely that the currently depressed market conditions in Europe are largely a short-
term phenomenon, athough they may persist for several years. In the long-term, the increased use of
technology to turn low quality wood into high value-added products will present a number of challenges
and opportunities for the forest sector in the United Kingdom.

The profitability of wood production in the United Kingdom is closdy linked to the vitdity of the
domestic forest processing industry. The shift towards the greater importance of technology and skills
in the industry should make the industry more competitive, but in the plantation sector it may result in
an emphasis on quantity of production over quality. In broader terms, in a smal, wedthy and densdly
populated idand such as the United Kingdom, it is questionable whether growing trees for wood
production is the most economic use of the resource at all. More effective commercialisation of forest
services, in particular forest recreation, may provide a greater and more sustainable source of revenue
for forest ownersin the future.
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INTRODUCTION

Forecasts of the future supply and demand for wood and wood products are an important aid to
planning and decison making in the forestry sector. Consequently, the Food and Agriculture
Organization of the United Nations (FAO) carries-out periodic reviews of forest product marketsin
order to produce supply and demand forecasts.

The forecasts presented here come from the latest of FAO's regiona forestry sector outlook studies
- the European Forest Sector Outlook Study or EFSOS. This study has been produced in
collaboration with the United Nations Economic Commission for Europe (UNECE) and a number
of experts from the UNECE region. The study is not quite completed yet and it will have to be
reviewed by countries and other technica experts. However, it is sufficiently complete to give a
broad indication of some of the most important trends that will affect the forestry sector in Europein
the near future.

In addition to the presentation of the outlook, this paper presents an in-depth review of some of the
recent trends that have affected forest products markets in the United Kingdom and Europe. This
focuses mainly on the markets for solid wood products, in particular coniferous sawnwood, as thisis
the sector that is of most importance to forest plantation owners and managers in the United
Kingdom. The paper aso discusses anumber of implications of this andlysis for future devel opments
in the market and forestry policy and management in the United Kingdom.

The rest of this paper isin three main sections. The first section describes recent trends in forest
products markets in the United Kingdom and Europe and highlights some of the main features of
these trends. The second section presents the draft projections from EFSOS. The third section
presents a more quditative analyss of the trends and projections and discusses their implications for
the future of the forestry sector in the United Kingdom.



RECENT TRENDSIN FOREST PRODUCTSMARKETSIN THE UNITED
KINGDOM AND EUROPE

Recent trendsin indugtrial roundwood productionin the United Kingdom

A brief summary of the current status of industriad roundwood production in the United Kingdomis
givenin Table 1.3 As the table shows, coniferous roundwood accounts for the vast mgjority of
domestic industria roundwood production, with a share of about 94 percent of total production. In
terms of product assortment, sawlogs account for more than haf of total production (58 percent),
with pulpwood (induding roundwood used in the recongtituted wood products industry) accounting
for 37 percent of total production. Other industrid roundwood (used for fencing, utility poles and
round mining timber) currently accounts for about five percent of production.

Tablel Composition of industrial roundwood production in the United Kingdom in 2001
by species group and product assortment

Species group Product assortment
Sawlogs and Pulpwood Other industrial Total
veneer logs roundwood
Coniferous 4.11 2.48 0.35 6.94
Nonconiferous 0.17 0.21 0.05 0.43
Total 4.28 2.70 0.40 7.38

Note: all of these figures arein million cubic metres underbark. Source: FAO (2003a).

Commercid forest plantations account for the mgority of wood productionin the United Kingdom
Therefore, the above table shows that the development of the market for coniferous roundwood
and, in paticular, the market for coniferous sawlogs is of mgor importance for the commercid
viahility of these investments. Furthermore, future trends in the management and utilisation of this
resource is of interest to the domestic forest industry that has devel oped to process this wood.

Recent trends in industrid roundwood production in the United Kingdom are shown below in Figure
1. This figure shows thet total indudtrid roundwood production has increased from just over 5
million cubic metres underbark in 1986 to just over 7 million cubic metres underbark in 2001.
However, behind this broad trend there have dso been some changes in the composition of
production.

On average, the production of coniferous pulpwood and other industria roundwood has increased
by 3.6 percent per annum since 1986 and coniferous sawlog production has increased by 3.7
percent per annum. In contrast, the production of non-coniferous pulpwood and other industrid
roundwood has grown by only 2.2 percent per annum over the period and the production of non
coniferous sawlogs has decreased by 4.9 percent per annum. The net effect of these changes has

For purposes of comparability between countries, FAO statistics are based on internationally agreed
terms, definitions and measurement conventions and these are used throughout this paper. Therefore,
some of the statistics presented here may differ from sources such as Forestry Commission (2002a). For
further details see FAO (2003b).



been that the proportion of non-coniferous production in total production has declined dramaticaly
in recent years, but the overal product assortment has remained relatively unchanged.

The figure aso shows that production can deviate quite substantialy from the underlying trend from
year to year. An example of this is the short-term increase in production over the period 1988 to
1991 in response to the storm in Southern England in 1987. In particular, the effect of the sorm is
shown by the increased production of non-coniferous industrial roundwood during this period.
Short-terms shocks to the market (such as this) have to be distinguished from structural changes in
the market that may have alonger-term impact on the outlook for the sector.

Figurel Recent trendsinindustrial roundwood production in the United Kingdom
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Source: FAO (2003a).

Industria roundwood produced in the United Kingdom is used in three broad sectors of the forest
industry. Sawlog poduction (58 percent of the totd) is used to manufacture sawnwood, while
pulpwood production is used to manufacture reconstituted wood products (particleboard and
fibreboard) and wood pulp. With respect to the latter, about 24 percent of totd indudrid
roundwood production (or 65 percent of pulpwood production) is used to make recongtituted
wood panels and 13 percent of total industria roundwood production is used for pulp production.
Thereis adso sgnificant use of wood residues from the sawmilling industry and wood recovered from
other sources in both of these sectors, which extends the use of the resource and increases the share
of domestic production intota domestic consumption.

As these figures show, indudtrid roundwood used in the solid wood products sector (sawnwood
and wood based panels) is the most important component of the domestic market (accounting for
83 percent of total production) and this sector is the mgor driving force that underlies roundwood
production from forest plantations.



Recent trendsin the consumption of solid wood products in the United Kingdom

Recent trends in the consumption of solid wood products in the United Kingdom are shown in
Figure 2 below. This figure shows that total consumption has increased from about 14 million cubic
metres (product volume) in 1996 to 16 million cubic metresin 2001.

Figure2 Recent trendsin the consumption of solid wood productsin the United Kingdom
and the domestic production of conifer ous sawnwood
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This figure aso shows a number of other interesting market developmentsin the recent past. Firdly,
consumption of coniferous sawnwood has remained roughly constant at about 9.1 million cubic
metres per annum. Secondly, the share of this consumption met by net domestic production (i.e.
production minus exports) is aso shown n this figure and has increased from 1.4 million cubic
metres (16 percent of tota sawnwood consumption) in 1996 to 2.2 million cubic metres (24 percent
of consumption) in 2001.

The third notable trend is the increased consumption of recongtituted wood products that has
occurred since 1986, both in asolute and rdative terms. Consumption of particleboard and
fibreboard has increased from 2.8 million cubic metres in 1996 to 4.8 million cubic metres in 2001
and the increase in consumption of these products accounts for dl of the growth in consumption in
the solid wood products sector over the period. Thus, in rdative terms, the share of reconstituted
wood products in tota consumption of solid wood products has increased from 20 percent to just
under 30 percent over this period (see Figure 3).



Given that the types of wood used to make sawnwood and recongtituted wood products are so
different, these trends have interesting implications for the future consumption of indudtria
roundwood from forest plantations and the management of the resource.

Figure3 Thetrendin consumption of reconstituted wood products as a proportion of
total solid wood product consumption in the United Kingdom
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Source: FAO (2003a).
Recent trendsin the consumption of paper and paperboard in the United Kingdom

The pulp and paper sector is currently not a mgor driving force for the development of forest
plantations in the United Kingdom, so recent trends in this sector will be only briefly reviewed here.

Figure 4 shows recent trends in the tota consumption of paper and paperboard in the United
Kingdom. Totd consumption has increased from 8 million metric tonnes in 1986 to just under 12
million metric tonnesin 2001, athough growth seems to have paused over the last five years.

The figure does not show the relative shares of the three main paper products in total consumption,
because these have changed only dightly since 1986 and they are unlikely to have had a mgor
impact on the use of indusdtrial roundwood. Currently, newsprint consumption accounts for about 20
percent of total consumption, printing and writing paper accounts for about 40 percent of
consumption and other paper and paperboard accounts for the remaining 40 percent of
consumption. Since 1986, the proportion of printing and writing paper in tota consumption has
increased by ten percentage points at the expense of other paper and paperboard. Thisisthe fastest
growing sector of the market and probably accounts for much of the growth in tota paper and
paperboard consumption shown in thisfigure.



Figure4 Recent trendsin the consumption of paper and paperboard in the United
Kingdom and the contribution of domestic production to consumption
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What the figure does show, however, is the proportion of total paper and paperboard consumption
met by net domestic production and the contribution of domestic industria roundwood production
to this sector. Since 1986, the contribution of net domestic production (i.e. production minus
exports) to total consumption has remained constant at about 40 percent and the use of recovered
paper in the fibre input mix is the most notable festure of this trend. The contribution of recovered
paper as an input to paper and paperboard production hasincreased from 32 percent of dl inputsin
1986 to 52 percent in 2001.

By smply using these proportions as an indication of the contribution of recovered paper to net
domestic paper and paperboard production, the amount of paper and paperboard produced from
recovered paper has increased from 1.1 million metric tonnes to 2.5 million metric tonnes over the
period.” In contrast, the use of imported fibre furnish and the domestic wood resource has remained
relatively gatic, with each of these components accounting for just over 1 million metric tonnes per
year of paper and paperboard production over the period. Consdering that the consumption of
wood to make pulp and paper includes the use of wood residues (which hasincreased in the past),
this confirms the statement made above that this sector is not particularly important for forest
plantation sector as awhole in the United Kingdom

In reality, the amount of paper produced in the United Kingdom containing at | east some recovered paper
in the input mix is probably much higher, because some production will contain less than 100 percent
recycled fibre content. This simple assumption has been made to show the contribution of the different
fibre sourcesto total paper and paperboard production.
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Recent trendsin coniferousindugtrial roundwood productionin Europe

Fgure 5 shows the development of coniferous industrid roundwood production in Europe (including
the countries of the former USSR) since 1996. Firdly, the most notable feature of this figure is the
dramatic fdl in coniferous industrid roundwood production that occurred with the disintegration of
the USSR in 1991-1992. However, this fal did not generdly have a dramatic impact on marketsin
the rest of Europe, because much of this production was consumed in the USSR. Furthermore,
some of thisfal may be attributed to Satistica inaccuracies.

Figure5 Recent trendsin coniferousindustrial roundwood production in Europe
(including the former USSR) by broad geographical region
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Source: FAO (2003a).

Another notable trend is that annua production in Western Europe (excluding Finland and Sweden)
remaned roughly congstant over the period a just over 100 million cubic metres underbark. In
contrast, excluding the fdl in production in the USSR, production in the other four regions shown
here has increased. Production in the Russian Federation increased from 1994 onwards at an
average annua rate of seven percent per year. Growth in production in the Bdtic States started
dightly earlier and increased by 20 percent per year on average since 1992, while production in
Eastern Europe and the other CIS® (i.e. former USSR) countries also increased by six percent per
year on average since 1992. Finland and Sweden are the two largest coniferous indudtrid
roundwood producers in Western Europe and now account for about haf of al coniferous indudtriad
roundwood production in this region. Production in these two countries also grew by two percent
per year on average over the whole of the period 1986 - 2001.

° Commonwealth of Independent States: 12 of the 15 countries formed after the disintegration of the USSR.

The Baltic States are the three former-USSR countries outside this region.
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Recent trendsin conifer ous sawnwood production and consumption in Europe

Recent trends in coniferous sawnwood production in Europe are shown in Figure 6. Production of
coniferous sawnwood in Finland and Sweden has increased by three percent per year on average
over the whole period and production in the rest of Western Europe has increased by two percent
per year on average. Production in the Baltic States has increased by 25 percent per year on
average since 1992. The Russian Federation is the only region to show a sustained fdl in production,
with an average decrease in coniferous sawnwood production of four percent per year on average
snce 1994. Production in Eastern Europe and the other CIS countries has aso not grown, but
remained roughly constant sSince 1986.

Figure6 Recent trendsin conifer ous sawnwood production in Europe (including the
former USSR) by broad geographical region
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Source: FAO (2003a).

Comparing these trends with the trends in total coniferous industriad roundwood production, these
figures suggest that the relative share of sawlogsin totd coniferous industria roundwood production
has increased over the period. This could be due to severa reasons. On the supply sde, the
redtitution of large areas of mature forestsin Eastern Europe and the Batic States has undoubtedly
increased the availability of sawlogs in these countries. In Western Europe, short-term effects such
as sforms may have increased the availability of sawlogs or it may be possble that a number of
countries have experienced an increase in the availability of mature plantation-grown roundwood
amilar to the United Kingdom. In addition, some West European countries may be processing
coniferous sawlogs imported from the Eadt.

Ancther possihility is that changes in the structure of indugtria roundwood demand have led to these
changesin coniferous sawnwood production. Many countries in Western Europe have introduced
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legidation and other measures to encourage the use of recovered paper and it is possible that the
increased use of recovered paper in paper and paperboard production has pushed some amdl-sized
roundwood into sawnwood production that might have otherwise been used for pulp production.

As the United Kingdom is a mgor importer of coniferous sawnwood, net trade in Europe is
important because of the effect that this has on the availability of imports and price formetion in the
United Kingdom market. Figure 7 shows the recent trends in net trade in coniferous sawnwood by
region and for the whole of Europe and the CIS countries. As this figure shows, production and
consumption in the region was roughly in baance up until 1991, after which the region became a
magor net exporter of coniferous sawnwood to the rest of the World.

Figure7 Recent trendsin net tradein coniferous sawnwood in Europe (including the
former USSR) by broad geographical region
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This change may be explained by a number of factors. Firstly, consumption of coniferous sawnwood
in Western Europe (excluding Finland and Sweden) has grown, but by only dightly more than
production in the region, so net imports to this region have not increased by very much All of the
other regions are net exporters of coniferous sawnwood and export mostly to Western Europe. Net
exports from the Russan Federation, Eastern Europe and the other CIS countries have increased
only dightly and mostly from afew East European countries closest to Western Europe.

The two regions where net exports have increased substantidly are Finland and Sweden and the
Bdtic States. Net exports of coniferous sawnwood from Fnland and Sweden have increased by
about 8 million cubic metres since 1990, while net exports from the Baltic States have increased by
just over 3 million cubic metres. These two regions together would seem to account for most of the



growth in net exports from the whole of Europe and the CIS countries, with Finland and Sweden in
particular leading this change.
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Recent trendsin wood based pane production and consumption in Europe

Fgure 8 shows the recent trends in wood based pand production and consumption in Europe
(induding the former USSR) since 1986. With the exception of the decline in production and
consumption during the disntegration of the USSR, the regiond paittern of production and
consumption has not changed by very much over the period. However, the structure of the market
(in terms of product type) has changed and thisis shown in the figure.

Figure8 Recent trendsin wood based pand production and consumption in Europe
(including the former USSR) by product type
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Overdl, the whole of Europe and the CIS countries has changed from being a small net importer of
wood based panels (2.6 million cubic metres in 1986) to a smal net exporter (0.6 millioncubic
metres in 2001). By product type, the region is a net importer of plywood and veneer sheets and a
small exporter of fibreboard. The region became a net exporter of particleboard in 1991 and net
exports of particleboard now amount to 1.6 million cubic metres per year. Most of the change from
net importer to net exporter can be attributed to the sgnificant growth in production and exports of
particleboard and, to alesser extent, fibreboard.

Overdl poduction of wood based panels in the region has increased by an average of about two
percent per year, from 47 million cubic metres in 1986 to 60 million cubic metres in 2001.
However, as in the United Kingdom, this growth in production and consumption has varied by
product type. Fibreboard production in the region has increased by five million cubic metres over
the period and particleboard production has increased by eight million cubic metres. Together, these
two products account for al of the growth in wood based panels production. The United Kingdom
has contributed sgnificantly to this growth in production in the region, accounting for a 15 percent
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share of the growth in fibreboard production and a 20 percent share of the growth in particleboard
production.

Furthermore, as in the United Kingdom, the growth in consumption of these products has been far
higher than the growth in consumption of coniferous sawnwood in the region, so recongtituted panels
now account for a much larger share of the total solid wood products market in Europe than they
didin 1986.

Recent trendsin the pulp and paper sector in Europe

Recent trends in the pulp and paper sector in Europe (induding the former USSR) are shown in
Figure 9. The solid line in this figure shows the trend in consumption of paper and paperboard and
the height of each bar shows the trend in total production. The segments of each bar show the
contribution of the three main fibre sources to production.

Figure9 Recent trendsin the production and consumption of paper and paperboard in
Europe (including the former USSR) and the contribution of different fibre
sour ces to production
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This figure shows that the region is a net exporter of paper and paperboard and that net exports
have increased quite a lot, from 3 million metric tonnes in 1986 to 8 million metric tonnes in 2001.
Consumption of paper and paperboard in the region has increased by an average of about two
percent per year, from 65 million metric tonnes in 1986 to 88 million metric tonnes in 2001.
Production has increased by dightly more than this, from 68 million metric tonnes in 1986 to 97
million metric tonnesin 2001.
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The composition of the three main fibre sources used to make paper and paperboard in the region
show remarkably smilar trends to those in the United Kingdom (shown in Figure 4) A smdl amount
of paper and paperboard is manufactured from pulp imported from outsde the region and the
amount of this has increased only very dightly, by about 1 million metric tonnes per annum. Pulp
manufactured from pulpwood and wood residues in the region accounted for 42 million metric
tonnes of paper and paperboard production in 1996 and this has increased dightly, to account for
48 million metric tonnes of paper and paperboard production in 1996.

The highest growth in this sector has been in the manufacture of paper and paperboard from
recovered paper. In 1986, approximately 22 million metric tonnes of paper and paperboard was
manufactured from recovered paper (33 percent of tota production). By 2001, this production had
increased to 45 million metric tonnes or 46 percent of tota production.

Recent trendsin trade and price formation in the United Kingdom

Thislast part of this section examines recent trends in internationd trade with the United Kingdom
and price formation. For most types of forest product, imports till account for a Sgnificant share of
consumption in the United Kingdom. Therefore, the import prices of forest products have a
ggnificant impact on price formation in the domestic market and, consequently, the domestic selling
price of roundwood.

Figure10 Recent trendsin theshare of coniferous sawnwood importsto the United
Kingdom by country
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Imports of coniferous sawnwood account for the largest share of total forest products importsin the
United Kingdom and Figure 10 shows trends in the share of this market held by the main countries
exporting coniferous sawnwood to the United Kingdom. The most notable feature of these trendsis
that the supply of coniferous sawnwood imports has become more concentrated amongst the top
few suppliers and that, in generd, the countries exporting to the United Kingdom are now
geographicaly closer than they have been in the past.

In 1986, four countries (Canada, the USSR, Sweden and Finland) accounted for about 70 percent
of coniferous sawnwood imports into the United Kingdom. By 2001, two of these countries
(Sweden and Finland) increased their market share in the United Kingdom. In the case of Sweden,
this has been a dramatic increase with Swedish imports accounting for a least one-third of the
imports to the United Kingdom for much of the 1990s. Currently, Lavia has joined these two
countries as a mgjor exporter of coniferous sawnwood to the United Kingdom and now these three
countries together account for about 70 percent of the import market. In contrast, Canada and the
Russian Federation have declined from being the two largest exporters of coniferous sawnwood to
the United Kingdom to currently hold a share of only 10 percent of total imports between them.

With respect to other forest products, the main exporters to the United Kingdom have not been
concentrated amongst so few countries. Imports of wood based panels, paper and paperboard
come from a variety of countries (mostly from Western Europe and North America) and the shares
of total imports held by individud countries has not changed by very much.

Figure1ll Recent trendsin thecontribution of domestic production to consumption in the
solid wood products marketsin the United Kingdom
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Another point worth noting is that, in the case of most forest products, the share of imports in the
domestic market has declined over the period. As Figure 11 shows, domestic production of
particleboard and fibreboard over the period 1986 - 2001 has increased substantidly o that the
United Kingdom now produces enough of these products to satisfy over haf of domestic
consumption. In addition, as aready noted, coniferous sawnwood production now accounts for
about 25 percent of consumption. Thus, the United Kingdom is gradualy becoming less dependent
on imports to meet the demand for many types of forest product. Only in the case of non-coniferous
sawnwood is domestic production faling by so much that imports are taking a larger share of this
(dedining) market.

Fgure 12 shows recent trends in red prices for anumber of forest products in the United Kingdom.
The grey lines show trends in internationd trade prices (measured on the left-hand vertica axis).
These have been caculated by adding together the totd vadue of United Kingdom imports and
exports of each of these forest products in each year and dividing by the total volume of imports and
exports for the same years. The black line shows the trend in coniferous sanding sdes prices in
Great Britain as reported by the Forestry Commisson (2002b). (These are measured on the right-
hand verticd axis). All of the figures have been adjusted for inflation (i.e. converted to 2001 price
leves).

Figure1l2 Recent trendsinforest product pricesin the United Kingdom
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The above figure shows that the internationd trade prices of al solid wood products have declined
over the period in real terms. Non-coniferous sawnwood and plywood are generdly the two most
vauable solid wood products in the United Kingdom and are currently sold for just over GBP 300
per cubic metre. However, their prices have declined in real terms by one-third and one-quarter
respectively snce 1986.
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Fibreboard, particleboard and coniferous sawnwood prices have declined by smilar amounts over
the period. Fibreboard prices have declined by over one-third in red termsfrom just over GBP 300
per cubic metre in 1986 to just under GBP 200 per cubic metrein 2001. Particleboard prices have
declined by about one-third over the period from GBP 210 to GBP 140 per cubic metre and
sawnwood prices have aso falen by one-third from GBP 180 to GBP 120 per cubic metre.

The link between solid wood product prices and domestic roundwood prices is aso shown very
dearly in this figure. For example, the decline in coniferous sawnwood prices and particleboard
prices between 1989 and 1991 would seem to explain the fall in sanding sales prices over the same
period. In addition, the peak in fibreboard and coniferous sawnwood pricesin 1995 is matched by a
peek in standing sales prices in the same year.

Overdl, ganding sales prices in Great Britain have falen by about two-thirdsfrom an average of
around GBP 22 per cubic metre in 1986 (at 2001 prices) to GBP 8 per cubic metrein 2001. Given
that solid wood product prices have only falenby about one-third over the same period, this would
seem to suggest that changes in standing sales prices from year to year are roughly twice the
corresponding changes in solid wood product prices.

One find point worth noting is tha the internationa trade price for coniferous sawnwood in the
United Kingdom is now roughly equa to the average world trade price (see Figure 13). Higtoricdly,
the price paid for coniferous sawnwood imported into the United Kingdom was higher than the
average world trade price for coniferous sawnwood (about 20 percent higher over the period 1986
- 1998). In the last three years, however, this differentiad has disappeared. This could be due to a
number of factors, including changes in the types of coniferous sawnwood imported into the United
Kingdom, changes in the main trading partners with the United Kingdom and the increased domestic
production of coniferous sawnwood. Given the current market conditions in the United Kingdom
and Europe, it seems unlikely that this differentia will regppear in the near future.

Figure13 Comparison of theinternational trade pricefor coniferous sawnwood in the
United Kingdom and thewhole World

16



200

180

160

140 S~

120

100

80

60

40

Trade price (in GBP per m3 at 2001 prices)

20

0

— UK tradeprice

=—=World trade price

Year

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Source: FAO (2003a).

17




OUTLOOK FOR FOREST PRODUCTSMARKETSIN THE UNITED KINGDOM
AND EUROPE

The projections presented here are taken from the draft projections for the European Forest Sector
Outlook Study (EFSOS) reported in Kangas and Baudin (2003). As in the previous section, the
discussion of the outlook for forest products markets focuses manly on the product sectors that are
most important for the forest plantation sector in the United Kingdom, namdy the solid wood
products sector (in particular, the market for coniferous sawnwood). This section first briefly
describes the projection methodology used, then presents the outlook for European markets before
describing the outlook for the United Kingdom market in more detall.

Projection methodology

In EFSOS, pojections for the production, consumption and trade of al of the main processed
forest products have been constructed for every country in the Europe and CIS region. These
projections have been based on datistica models of higtorica trends in countries (or groups of
countries in cases where less higtorical data exidts - e.g. the CIS countries). These models have then
been used, dong with projections of the underlying or explanatory variables used in the modds, to
produce projections of forest product market developments to 2030, for individud countries and for
the regionas awhale.

The datisticad modds used in this andyss have followed a standard approach of modeling past
production and consumption as a log-linear function of underlying economic vaiables. Multiple
linear regresson techniques were used to condtruct these modes, usng hisoricad data on forest
products and economic variables dready hdd by FAO and the UNECE or collected specificadly for
this andysds.

Box 1 The subdivision of forest products markets used in the modelling of for est
products production, consumption and tradein EFSOS

The three main model specifications used in the analysis of European forest products markets were as follows:

Domestic demand = f (Dg, Py, Pm) (1]
Import demand = f (Dg, Py, Prn) (2]
Export supply = f (Dx, P, P, C.B) (3]

Where: Dy = domestic demand shifters (end-use indices for solid wood products and GDPfor paper);
Py = domestic price;
P, = import price;
P, = export price;
D, = export demand shifter (GDP in France, Germany, Italy and the United Kingdom)
C =input costs (sawlog, chip or pulp prices); and
E = exchangerate.

By definition, domestic demand in a country is equal to domestic supply. Therefore, total production of any
forest product in a country can be calculated ads the sumof [1] + [3] above and total consumption can be
calculated as the sum of [1] + [2] above.
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For the purpose of this analyss, the forest products market in each country was divided into three
main components and modelled as shown in Box 1. Domestic demand (i.e. demand in a country for
a product that has been produced in that country) was modelled as a function of prices (domestic
and import prices) and a demand shifter (i.e. avariable that increases or decreases demand or shifts
the demand curve, irrespectively of any price movements). For solid wood products, end-use
indices were used as the demand shifter.® For paper and paperboard products, GDP was used as
the demand shifter. The demand for imports was modelled using the same model specification.

The supply of exports was moddled usng domestic and export prices and an export demand shifter
(i.e. a varidble that shifts demand in other countries for exports from a country). The combined
GDPs of the four largest economies in Europe (France, Germany, Italy and the United Kingdom)
were used for this purpose. The costs of raw materia inputs were aso used in this modd (i.e. the
prices of sawlogs, chips and pulp for the sawnwood and plywood, reconstituted panels and paper
sectors respectively) dong with exchange rates.

Tota consumption and production in a country can be caculated from the results of these models as
the sum of domestic demand plus import demand and the sum domestic demand plus export supply

repectively.

These modds were only used to produce projections for the consumption, production and trade
(imports and exports) of processed products, namely: coniferous and non-coniferous sawnwood;
plywood; fibreboard; particleboard; newsprint; printing and writing paper; and other paper and
paperboard. Production and consumption of intermediate products (such as pulp) and raw materids
(such as sawlogs, pulpwood, recovered paper and particles) must be derived from these projections
using technicd conversion factors.

An interesting feature of this gpproach is that only economic variables are used to make projections
of the production of processed forest products. Thisisin contrast to modes such as FAO' s Global
Forest Products Model, which uses potentia raw materid (i.e. industrid roundwood) supply as a
supply shifter, which is then transformed into a supply curve for the production of processed
products using a series of converson factors and estimates of manufacturing costs (Tomberlin et al,
1999). It is d'so more sophisticated than previous modes of the forest products market in the United
Kingdom (or example, Whiteman, 1991 and 1996), where estimates of processed forest product
demand were smply converted into wood raw materia equivaentsfor comparison with roundwood
production forecasts.

However, this goproach is not without problems. The greatest problem is that, by exduding the
avalability of raw materid supplies from the andysis and by relying solely on economic variablesto
project production, it is possible that the resulting projections will be implausble when compared
with the avalability of rawv materia supplies. This may be less of a problem for the countries in
Europe with abundant forest resources (e.g. Sweden, Finland and the Russian Federation), which
have lots of flexibility in supply and are less condrained by the availability of resources. But, for
countries that are dready producing roundwood &t levels close to the sugtainable leved of supply

End-use indices were calculated as weighted indices of output for the major users of each solid wood
product (e.g. the construction and furniture industries).
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(e.g. some of the Bdtic States), the modd may overestimate future production. Furthermore, for
countries with a maturing forest plantation resource (e.g. the United Kingdom and Irdland), the
modd may fal to account for the possible supply-push that will come in the future as these resources
mature.
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Outlook for coniferous sawnwood production and consumptionin Europe

The outlook for coniferous sawnwood production and consumption in Europe (including the former
USSR) is shown in Figure 14. The solid line in this figure shows the outlook for consumption and the
height of each bar shows the outlook for total production. The segments of each bar show the
outlook for production by broad geographical region

Figure14 Outlook for coniferoussawnwood production and consumption in Europe
(including the former USSR) by broad geographical region
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As the figure shows, the region is expected to remain a net exporter of coniferous sawnwood over
the next 20 years, with net exports increasng from the current level of 10 million cubic metres
(product volume) per annum to just over 30 million cubic metres per annum in 2021.

Growth in coniferous sawnwood production is expected to be highest in Eastern Europe and the
CIS countries, while much lower growth in production is expected in Western Europe. Over the
period 2001 - 2021, growth in coniferous sawnwood production in Fnland and Sweden and the
rest of Western Europe is expected to amount to only one percent per annum on average. Growth in
production in the Bdtic States and the rest of Eastern Europe and CIS countries is expected to
amount to 2.6 percent and 2.3 percent per annum respectively. The highest rate of growth in
coniferous sawnwood production is expected in the Russan Federation, where production is
projected to increase by 5.5 percent per annum over the period. However, this figure must be
treated with some caution, considering the trend of declining production reported over the last
decade and the uncertainty about the outlook for the Russian economy.
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The increase in net exports from the region can be explained by the combination of these high rates
of growth in production and much lower rates of growth in consumption (on average, consumption is
expected to grow at only 2.3 percent per annum for the region as awhole over the period). The
projections of production and consumption by region aso suggest that Western Europe will remain a
large net importer of coniferous sawnwood over the period and that net exports from the Russian
Federation, Bdtic States and the rest of Eastern Europe and CIS countries will increase over the

period.
Outlook for wood based panel production and consumptionin Europe

The outlook for wood based panel production and consumption in Europe (including the former
USSR) isshownin Figure 15.

Figure15 Outlook for wood based pane production and consumption in Europe (including
the former USSR) by product type
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The most driking festure of these projections is the expected increase in production and
consumption of both particleboard and fibreboard over the period 2001 - 2021. Growthin the use
of these two products is expected to be far higher than for any of the other types of solid wood
product, with average annud growth rates in production and consumption of 2.5 percent per annum
for both types of product. With these high growth rates, these two recongtituted panels are expected
to take a 35 percent share of the total solid wood products market by 2021.

The overdl baance between production and consumption of wood based panels in the region is
expected to remain relatively unchanged, with a smdl amount of ret imports of plywood into the
region and relativdy smal amounts of net exports of particleboard and fibreboard. Overdl, net
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exports of wood based panels from the region are expected to increase dightly to 5 million cubic
metres per annum in 2021. However, in contrast to the outlook for coniferous sawnwood, the
regiond balance of production and consumption is not expected to change by very much over the
period. Production will expand faster than consumption in al mgor regions, such that net exports
from Eastern Europe and the CIS countries will increase over the period while net imports to
Western Europe will decline.

Outlook for paper and paperboard production and consumptionin Europe

The autlook for paper and paperboard production and consumption in Europe is shown in Figure
16. Totd consumption is expected to increase by 2.7 percent per annum over the period or from 88
million metric tonnes in 2001 to 155 million metric tonnes in 2021. Production is expected to
increase by the same amount, such that net exports from the region remain relatively unchanged at
about 8 million metric tonnes per annum.

Figure1l6 Outlook for paper and paperboard consumption and production in Europe
(including the former USSR)
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Source: historical data: FAO (2003a); projections. Kangas and Baudin (2003).

By product type, growth in production and consumption of printing and writing paper is expected to
account for the mgority of growth in the paper and paperboard sector, with relatively low rates of
growth for newsprint and other paper and paperboard.

In terms of the regiond distribution of production and consumption, the outlook suggests that some
ggnificant shifts will occur in the balance of production and consumption in the different regions of
Europe and the CIS countries. Consumption will increase faster than production in Western and
Eastern Europe such that net exports from Western Europe will decline over the period and net
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imports into Eastern Europe will increase. In the CIS countries the opposite will occur as production
will grow faster than consumption and net exports from this region will increase to offset the decline
in net trade in the other two regions.
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Outlook for production and consumption of solid wood products in the United Kingdom

The outlook for the production and consumption of solid wood products in the United Kingdom is
shownin Table 2 below.

Table2  Outlook for the production and consumption of solid wood productsin the
United Kingdom by type of product

Product Actual Projections (5-year average)

2001 | 2002-2006 | 2007-2011 | 2012-2016 | 2017-2021
Production
Coniferous sawnwood 24 25 26 27 28
Non-coniferous sawnwood 0.1 01 01 01 01
Plywood and veneer sheets 0.0 0.0 0.0 0.0 0.0
Particleboard 25 26 29 31 33
Fibreboard 0.8 0.7 0.8 09 10
Consumption
Coniferous sawnwood 94 9.8 101 104 108
Non-coniferous sawnwood 0.8 0.7 038 0.8 09
Plywood and veneer sheets 15 10 11 11 11
Particleboard 35 36 38 41 43
Fibreboard 13 15 17 18 20

Note: all of these figures are in million cubic metres product volume Source: historical data: FAO (2003a); projections:
Kangas and Baudin (2003).

In terms of consumption, the most important features of the outlook are as follows:

| Annua consumption of coniferous sawnwood is expected to increase over the next 20
years by 1.4 million cubic metres (product volume) or about 0.6 percent per annum.
This would represent a return to growth in this sector compared with the trend of zero
growth in the recent past.

| Consumption of nor+coniferous sawnwood is expected to increase very dightly in the
future, dthough this may be conddered uncertain in light of the downward trend in
consumption in the pagt.

| Consumption of recongtituted panels is expected to continue growing srongly, with
average annual growth rates of 1.3 percent and 1.7 percent for particleboard and
fibreboard respectively. By 2021, consumption of particleboard and fibreboard are
expected to increase to 4.3 million cubic metres and 2.0 million cubic metres
respectively and account for 35 percent of the total market for solid wood productsin
the United Kingdom (see dso Figure 17).

In terms of the production of processed forest products, the most notable features of the outlook are
the following:

| Annua production of coniferous sawnwood is expected to increase only dightly over
the next 20 years, by about 0.4 million cubic metres (product volume) per annum. Thus,
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the United Kingdom is expected to reman a mgor net importer of coniferous
sawnwood.

Annua production of non-coniferous sawnwood is expected to remain congtant at
about 0.1 million cubic metres per annum and net imports are expected to increase
dightly due to the smdl amount of growth in consumption projected for this sector in the
future.

Production of particleboard is expected to increase by 1.5 percent per annum to 3.8
million cubic metres by 2021. This rate of growth is higher than the expected rate of
growth in @nsumption, so the level of net imports of particleboard into the United
Kingdom s expected to continue to decline.

Production of fibreboard is expected to increase by 2.6 percent per annum to
1.3 million cubic metres by 2021. This rate of growth is dso higher than the expected
rate of growth in consumption, such that the trend in net imports of fibreboard will

continue to decline. Fbreboard production in the United Kingdom currently accounts
for more than 50 percent of consumption, but thisleve is above the long-term hitorica
trend. The projection for fibreboard production starts from alower level of production,
but confirms that domedtic indudtry will probably meet around 50 percent of the
country’s needs for fibreboard (and possibly more) in the foreseeabl e future (see Figure
18).

Outlook for the paper and paperboard sector in the United Kingdom

Table 3 shows the outlook for the production and consumption of paper and paperboard in the

United Kingdom to 2021. This shows that both production and consumption are expected to grow
sggnificantly over the next 20 years, by 1.9 percent per anum and 2.2 percent per annum
respectively. However, the overdl contribution of net domestic production to consumption is
expected to remain the same as in the padt, at around 40 percent.

Projections for the use of raw materias have not been produced as part of EFSOS yet, but it can be
expected that recovered paper will continue to be the main source of fibre furnish used in the paper
and paperboard industry in the United Kingdom and may even increase in the future relative to other

fibre sources.
Table3  Outlook for the production and consumption of paper and paperboard in the
United Kingdom by market segment
Market segment Actual 2001 Projections (5-year average)
2002 -2006 | 2007-2011 | 2012-2016 | 2017 - 2021

Net domestic production 47 51 57 6.2 6.9
Exports 18 19 21 2.3 26
Total domestic production 6.5 7.1 7.8 8.6 9.4
Consumption 119 125 140 157 175
Net domestic production asa
proportion of consumption 40% 41% 40% 40% 3%
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Figure17 Outlook for the consumption of solid wood productsin the United Kingdom and
the domestic production of coniferous sawnwood
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Figure18 Trendsand projectionsfor the contribution of domestic production to
consumption in the solid wood products marketsin the United Kingdom
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Outlook for indugtrial roundwood production and consumption in the United Kingdom

Although the draft projections for EFSOS do not include projections for the production and
consumption of industria roundwood, an attempt has been made here to convert the projections of
the production of processed products into projections of demand for standing roundwood. With
respect to this, the following assumptions have been made:

| Technica converson factors for the amount of industrial roundwood required to make
one unit of each of the forest products have been cdculated from the historicd figures
on industria roundwood consumption and processed product production from 1986 to
2001. The average of the historica conversion factors over this period has been used
for the projections and it has been assumed that they will not change in the future.

| The cdculation of demand for pulpwood assumes that 100 percent of the residuesfrom
the sawmilling industry will be used in other parts of the forest processing sector. It
assumes that the production (and use) of recovered paper will be equa to a fixed
proportion of paper and paperboard consumption, which has been calculated as the
average of this proportion over the period 1986 to 2001. It dso assumes that a smdl
amount of pulp importswill persst in the future a alevel equd to the historicd average.

| Because dl FAO gdatidics are recorded in terms of the production of indudtria
roundwood in cubic metres underbark, the estimated demand for industria roundwood
has been converted into an equivdent volume of standing roundwood removds, to
make these figures comparable with Forestry Commission production forecasts. This
has been done by comparing FAO and Forestry Commission datistics over the period
1996 to 2000. On average, the historical difference between these two sourcesis about
30 percent, which can be accounted for by harvesting losses, the difference between
underbark and overbark measures, the smdl amount of fudwood produced in the
United Kingdom and the fact that FAO datistics are for the United Kingdom while the
Forestry Commission production forecast is for Greet Britain only.

The latest Forestry Commission forecast for softwood (i.e. coniferous roundwood) availability is
published in Forestry Commission (20028). This is presented in Figure 19, dong with the
projections of demand for coniferous sawlogs and pulpwood derived from the EFSOS projections
for processed product production (as explained above).

These projections show that the forecast for softwood avallability and projections of derived
demand for coniferous industria roundwood follow quite different paths in the future. By 2021, the
forecast for softwood avalability increases to 15.9 million cubic metres overbark, while the
projection for derived demand only increases to 11.5 million cubic metres overbark. This difference
of 44 million cubic metres overbark is equa to a surplus of avalable industrid roundwood
amounting to about 40 percent more roundwood than will be required.

! The Forestry Commission presents the forecast for softwood availability as average figures for five-year

periods. For the purpose of comparison, these have been converted to annual figures by using these
figures for the mid-points of each of the five year periods and smoothing the intervening years by linear
extrapolation.
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Figure19 Outlook for coniferous industrial roundwood availability and demand in the
United Kingdom
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INTERPRETATION OF THE MARKET TRENDS AND OUTLOOK AND
IMPLICATIONSFOR THE FORESTRY SECTOR IN THE UNITED KINGDOM

Changesin production and consumption - short-terms shocks or structural shifts?

A mgor chdlenge when trying to anayse trends in forest products markets is to differentiate
between short-term shocks to the market and longer-term structurd shiftsin the market. The former
can distort production, consumption, trade and prices for a short period, but should not be used asa
bass for long-term decison-making. The latter, however, can have a much more profound impact
on markets and should be taken into account when planning future forest management regimes and
forestry policies.

Figure20 Comparison of historical forecasts and actual consumption of solid wood
productsin the United Kingdom
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One way to look for structurd shifts in markets is to compare previous forecasts for production and
consumption with what actudly happened in markets in the past. Such a comparison is made in
Figure 20, which compares forecasts for solid wood product consumption in the United Kingdom
madein the early-1990s (Whiteman, 1996) with historical data over the time period 1986 - 2001.

As the figure shows, total consumption of solid wood products has been roughly within the range of
the forecast given in 1996, with 9x points fdling within the high and low range of the forecast, four
points faling above it and six points faling below it. Generdly, the trend in actud consumption has
been within the range of the forecast, but probably closer to the lower boundary of the forecast than
the higher boundary. Thus, tota solid wood product consumption has increased roughly in line with
the forecast made in 1996 on the basis of the projections of the underlying economic variables.
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However, the two sets of lines beow thisin thefigure tell avery different story. Actua consumption
of sawnwood and plywood has been below the range of the forecast made in 1996 for the mgority
of years during this period. Furthermore, the trend in consumption is flat or even decreasing
compared with the forecast of riang consumption Conversely, actud consumption of recongtituted
pands has been congstently above the forecast made in 1996.

These differences are a clear indication that there has been a structural change in the solid wood
products market, which has caused a change in the pattern of consumption that can not be explained
by changesin the underlying economic variables used in these models. The most obvious explanation
behind this sructurd shift is technologicd change, which has enabled recondtituted panels to be
produced more easly and meet a broader range of end- uses.

There are two other structurd shifts that have occurred in forest products markets over the last
decade or s0. The fird is the increased consumption of printing and writing paper, which has been
far higher than most forecasters have predicted in the past. This has probably aso arisen as a result
of technologica change, in this case due to the greater use of microcomputers in homes and offices
in the United Kingdom over the last decade. Far from replacing printed media, the increased use of
computers has created a level of demand br computer printer paper that was far higher than
expected.

The second gructurd shift has been the greater use d recovered paper as an input to paper and
paperboard manufacturing. To alarge extent this has been driven by recycling policy and legidation
in many European countries, which has dramaticaly increased the availability of recovered paper.
As noted above, this change may aso have had an impact on sawnwood markets as increasingly
smaller dimensons of roundwood may have been used for sawnwood production rather than pulp
production in some European countries.

Because most of these changes have occurred over the last ten years and are now well established,
it is likdy that the models congtructed for EFSOS will have captured the impact of these shifts.
Therefore, the projections in EFSOS should reflect the new technologies currently being used in the
European forest sector.

The one area where current circumstances may be only a temporary shock to the market is the
apparent abundance of sawlogs in some of the Bdtic States and the currently very high levels of
sawnwood production there.

Table 4 shows the current level of coniferous indudtrid roundwood production in the largest
producer countries in Europe and compares thisto the forest resource statistics recently collected in
the Globa Forest Resource Assessment (UN, 2000). This table showsthat Latvia and Estonia both
have a high proportion of mature forest areas within their total forest estate and that they are
currently harvesting coniferous indudtrial roundwood at a rate that is hgher than the net annud
increment (NAI) of their forest available for wood supply. Based on these figures, it would seem
likely that current levels of production in these two countries may be difficult to sustain in the future.
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Looking at this table more broadly, these Satistics dso suggest that it may be difficult for Sweden
and Finland to increase production significantly in the future. It should be noted that the production
datistics reported here are in cubic metres underbark (UB) while the NAI is measured in terms of
ganding roundwood volume overbark (OB). Consdering the differences between these two
measures due to the UB-OB converson, harvesting losses and the production of fuewood, it may
be difficult to increase the former to more than 75 percent of the latter. On the other hand, thistable
as0 shows the huge potentid for increased production in the Russan Federation.

Table4  Comparison between current coniferousindustrial roundwood production and
the status of the forest resource in major European producer countries

Country Coniferousindustrial | NAI of coniferous | Production as | Proportion of coniferous

roundwood production | forest availablefor | aproportion of | forest available for wood

in 2001 wood supply NAI supply over 40 yearsold

(in million m® UB) (in million m® OB)

Russian Federation 89.9 464.0 19% 82%
Sweden 53.6 715 7% 48%
Finland 417 56.6 4% 65%
Germany 27.1 63.5 43% n.a
France 23.6 395 60% 43%
Poland 174 331 53% 55%
Czech Republic 12.0 17.1 70% 64%
Austria 9.7 219 44% 55%
Spain 83 16.7 50% n.a
Latvia 7.7 6.4 120% 64%
Norway 7.6 175 44% 60%
United Kingdom 6.9 12,7 55% 19%
Estonia 57 41 140% 66%
Portugal 50 79 63% 93%

Source: production data: FAO (2003a); forest resource data: UN (2002).

Currently low pricesfor forest products - will they last for ever?

Another concern of forest managers is the currently low prices for roundwood. The United
Kingdom is not done in this respect, as dl over Europe countries are facing the same depressed
levels of pricesin forest product and roundwood markets.

In the United Kingdom, this can probably be explained by a number of factors, including:

| depressed forest product prices throughout the rest of Europe;

| flat demand for sawnwood in the United Kingdom, in the face of competition from
other products,

! changesin foreign suppliers from high-cost to low-cost producers; and

! supply push - theincreased availability of domestic roundwood supplies as forest
plantations mature.
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The answer to the question of whether prices will remain depressed will depend upon how the forest
sector responds to these changes. On the supply side, as aready noted, some European production
can be attributed to the regtitution of forest areas to private individuds. In many cases, these
individuas are thinning over-mature crops to earn windfal profits. Already it seems that this can not
be sugtained for much longer in some countries. Furthermore, FAO have caried-out some
investment gppraisas in a number of East European countries which have shown that, at current
prices, the returns from clear felling and replanting are not economicaly viable. Thus, it would seem
likely thet prices will recover a some time in the future as the opportunities for windfal gains decline
and forest managers have to start to take more account of forest management costs. However, it
may take severad years for these eventsto occur.

Sensitivity analysis of the EFSOS pr ojections

The projections presented earlier are the basdline projections that have been produced as part of
EFSOS. In addition to these, EFSOS aso includes two dternative scenarios representing faster
economic integration in Europe in the future and grester emphasis on forest conservation in the
future. As these titles suggest, the main differences between these two dternative scenarios and the
basdine scenario are generaly higher projections of production and consumption in the integration
scenario and lower projectionsin the conservation scenario.

In addition 1o these dternatives, it is dso possble to make some more speculative remarks about
what might happen in European forest products markets in the future. There are many possible
changes that might occur and have an effect on forest products markets in the future. Of these, the
following might be given the most congderation:

| Policy changes - renewable energy policy in the European Union: the impact on
the forest sector of future renewable energy policy in the European Union has dready
been raised in a number of internationd forestry meetings and discussions. In particular,
there seems to be some concern in the pulp and paper sector about policy changes that
might encourage the use of wood as a source of fud. If such changes occur, this would
be likdly to drive up the price of pulpwood and reduce the competitiveness of European
pulp producers againg ther main international competitors. This may be good for the
forest plantation sector, but detrimenta to the pulp and paper indudtry.

| Policy changes - US-Canada softwood lumber dispute: the US are in the process
of reintroducing high levels of tariffs on coniferous sawnwood imported from Canada, in
response to clams tha the Canadians are unfairly subsidisng ther forest products
industry. Congdering thet the US is by far the largest importer of coniferous sawnwood
from Canada, this could result in arenewed drive to export coniferous sawnwood from
Canada to Europe. Given tha the United Kingdom has historicaly been the largest
importer of Canadian coniferous sawnwood in Europe, this could have a dramatic
effect on the dready depressed prices for coniferous sawnwood in the United

Kingdom.

| Technical change - newsprint consumption: a number of andysts have commented
on the fact that the demand for newsprint seems to have fdlen in some countriesin the
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last few years. This was firgt noticed in North America, but it has aso been reported in
parts of Europe over the last couple of years. Although it is probably ill too early to
tell whether this is just a shock to the market or a Structural shift, there is some concern
that the use of dectronic mediaisfindly having an impact on newsprint consumption.

| Technical change - engineered wood products: the next technologica change that
will probably sweep across Europe is the increased use of engineered wood products
for avariety of gpplications. Just as medium-density fibreboard and particleboard have
captured a greater share of the sawnwood market for a number of end-uses, the next
generation of engineered wood products have aready increased market share in North
America and may do so in Europe in the near future. These new products include:
glulam; pardlam; oriented strand lumber; laminated veneer lumber (LVL); and I-joidts.
These products can be used for a number of gpplications that would traditiondly use
coniferous sawnwood. With the exception of glulam, the use of most of these products
is dill quite rare in Europe and the impact that they might have on future markets is not
included in the EFSOS forecasts.

Implications of the outlook for the United Kingdom solid wood forest products sector

The trends and projections presented above show that the markets for solid wood products in the
United Kingdom and the rest of Europe continue to grow, but that they will beincreesngly satisfied
by reconstituted wood panels (and possibly engineered wood products in the future) rather than
traditiona solid wood products such as sawnwood and plywood. Furthermore, they suggest that the
United Kingdom is a competitive producer of these products, asis shown by the expected declinein
net imports in the United Kingdom in the future.

These changes suggest that the importance of the various factors of production in the manufacturing
of solid wood products is changing. Broadly spesaking, in order to meet the demands of end-users,
the importance of having roundwood with good structurd properties is gradudly declining. In the
future, the strength of the forest processing industry will depend more on having the technology and
skillsto turn low quality wood into high vaue products. Since the United Kingdom has never had
much of a naurd advantage in terms of wood quaity but possesses a high leve of skills and
technology, this suggests that these developments will be generdly good for the future of the solid
wood processing industry as awhole in the United Kingdom.

In the sawmilling sector, there remains the problem that the demand for domestic sawnwood
production remains low, paticularly in comparison to the size of the market as a whale. In this
sector, the structural properties and gppearance of indudtria roundwood remain important, but the
qudity of domesticaly produced roundwood does not compare favourably with what can be
produced in other countries. The chdlenge for the savmilling industry in the United Kingdom will be
to adjust to changing market conditions and to turn these to their advantage. Asin the reconstituted
panels sector, the most promising way to do thisis likely to be to use skills and technology to offset
the disadvantage in the qudlity of the raw materid supply.

One development that presents an opportunity for the industry is the ageing workforce in the United
Kingdom. In a number of other countries, the ageing workforce has aready resulted in increased
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labour costs in construction and manufacturing and a number of sawnwood suppliers have taken
advantage of this to produce talor-made sawnwood products for their end-users. Closeness to
market and technologica and marketing skills are the main factors that have enabled them to do this,
50 thisis worth examining further in the United Kingdom.

Environmental policies and legidation present ancother opportunity for the industry. Again, the
production of sawnwood products that meet end-users needs more closdly islikely to reduce waste
in end-use industries and stimulate demand for the domestically produced product.

In broader terms, there may aso be more general opportunities to increase the size of the solid
wood products market. Per-capita consumption of solid wood products in the United Kingdom
remains persstently low across al sectors compared with many other developed countries. In the
past this may have been due to the high level of import dependence in the United Kingdom.
However, with the subgtitution of technology and skills for raw materid supplies and the generdly
increased environmental awareness in the United Kingdom, there may be scope to actively promote
the use of wood as an environmentaly friendly product.

Implications of the outlook for the forest plantation sector in the United Kingdom

The greater use of technology in the processng industry means that the need for large szed
roundwood to meet end-users requirements will decline. This implies that the nature of ndudrid
roundwood demand in the future will shift away from an emphasis on quality of supply to more of an
emphasison quantity of supply.

Compared with the forecast availability of coniferous industria roundwood, this suggests that there
may be an excess supply of sawlogsin the future. Conversaly, on the other hand, it seemslikely that
the forest processing industry will be able to use as much pulpwood as they can get hold of. Inthe
context of these changes, the chdlenge for forest owners and managers will be to adjust their
operations to make the most of these changing market conditions.

One of the likey impacts of this change in demand will be a sustained flatening of the price-sze
relationship for standing roundwood. Figure 21 shows the historical trend in the difference between
ganding sdes prices pad for large and smdl szed conifers. For the purpose of thisandyds, amean
tree gze of 0.275 cubic metres standing volume (overbark) has been used as the cut-off point
between “large’ and “smdl” dzed trees. Average prices pad for totd Forestry Commission
production in each of these Sze categories has been calculated for the period 1965 - 1992 and for
2001 - 2002. The figure shows the additiond price paid for large sized trees as a proportion of the
average price paid for the amal szed trees.
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Figure21 Historical trend in thedifferencein standing sales prices paid for large and
small sized coniferousindustrial roundwood in the United Kingdom
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Source: UN (1994) and Forestry Commission (2002b).

What this figure shows is that, for much of the period from 1970 to 1990, the premium paid for
large sized coniferous industrial roundwood was a least 60 percent to 80 percent and, in many
years, much higher than this. The figures for the latest years suggest that not only have standing sales
prices fdlen, but the premium for large sized roundwood has been dramaticaly reduced. The
EFSOS projections show a large increase in domestic recondtituted panel production in the future
combined with amuch more modest projected increase in domestic saswnwood production This
suggests that prices for small roundwood may increase by more than prices for sawlogs in the future
and that this flattening of the price-gze rdationship may be a permanent feature of the market in the
future.

With aflatter price-Sze relationship and grester demand for quantity rather than qudity, this suggests
that economicaly optima rotation ages will become shorter and investments in slviculture will

become incressingly undttractive. Therefore, for commercid wood production, forest plantation

management in the future should focus on low cost and low input management regimes and rely on
processing technology to cope with the poor quality of wood that will result. Other countries with
sgnificant forest plantation resources (e.g. New Zedland) are adready sarting down this course and
it might be expected that others will follow suiit.

However, the above characterisation of the future for forest plantations presents only part of the
picture. Forest plantations in the United Kingdom are increasingly vaued for the services that they
provide (recrestion, amenity and conservation, etc.). This is one area where the value of large szed
trees remains solid and is unlikely to be eroded by technologica change.
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Furthermore, the production of these services reflects the competitive advantage of forest plantations
in the United Kingdom. In the same way tha vaue-added in the processng indudry is being
increesingly driven by the gpplication of technology and skills, the vaue of forest servicesislikdy to
increase as forest owners find new and innovative ways to market these outputs and, most
importantly, commercidise their production.

Commercid recreation services provided by the Forestry Commission are dready one of the most
profitable components of forest management and the demand for these sorts of services is likely to
continue to increase in the future. Wood qudlity is not an issue in the production of these services
and nether is foreign competition. With the gradudly increesing proportion of mature forest
plantations in the forest edtate, it seems likely that the most profitable thing to do with these large
trees will be to use them for the development of commercid recregtion ventures where this is
economicdly feasble. Furthermore, by not harvesting some of these trees, this may aso help to
revive domestic industria roundwood prices.

Given the very different nature and geographica location of the forest resource in the United
Kingdom, it might be expected that different locations will specidise in the production of roundwood
or forest services. In most of England, it seems likely that the commercidisation of forest services
may offer the best opportunity for profitability in the future while forests in the rest of Greet Britain
may remain more focused on wood production. This is probably aready happening on the ground,
but it may increese in the future due to socio-economic trends. Certainly, it seems likely that the
demands placed on forests in the future will change very dramaticaly from what has happened in the
past.
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