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Summary

The distinctive feature of the global operating envi-
ronment for the Finnish forest industry in 2000 has
been strong economic growth. This is projected to
continue to the end of the year and throughout
2001. Both thisyear and in 2001, real GDP growth
in the world economy, weighted according to the
distribution of Finnish forest industry exports, is
forecast to be about four per cent. This level of
growth was last reached in the late 1980s. Produc-
tion in the Finnish forest sector has continued to
rise accordingly, and the price trend has been
upwards, especially in the pulp and paper industry.
Forest industry production, commercial fellingsand
roundwood importswill be at record levelsthis year
and in 2001. In real terms, sawlog stumpage prices
will show an increase this year, while a decrease
will be recorded for pulpwood prices. In 2001, the
stumpage price trend is expected to be reversed,
and pulpwood prices will rise by more than those
for sawlogs.

Economic Operating Environment

The economies of all the main export markets for
the Finnish forest industry have been growing this
year at least asfast asin 1999, and most are grow-
ing significantly faster. Finnish forest industry
exports are up, especially to the United States, Ger-
many, France and Spain. Growth in exports to the
United Kingdom, however, is confined mainly to
sawnwood. With the exception of the United States,
the GDP growth rate for 2001 in the main export

marketsis predicted to be almost as high asin 2000.

The greatest risks to further growth in the world
economy are generally considered to be a continua-
tionin the high price of oil, and an economic down-

turn in the United States that turns out not to be the
anticipated ‘soft landing’ but a ‘hard landing’
instead. Economic growth in Finland for this year
as a whole will be strong, and should continue so in
2001. This will also be reflected in the continued
activity of the construction sector, for example.

Exports, Production and Prices in the
Forest Industry

Growth in the construction sector will raise the con-
sumption of sawn softwood and plywood in West-
ern Europe thisear to a record level. Thanks to the
increased demand in Europe and Asia, and Fin-
land’s competitive edge, production and exports of
Finnish sawnwood will be up by about seven per
cent in 2000, and export prices (in FIM) will be up
by nine per cent. Production and exports of ply-
wood will be up by 14 per cent, and the average
export price by two per cent.

Production, exports and the export price (in FIM)
of sawnwood are fecast to rise in@1 by three per
cent. The price rise will be limited by thecreased
supply of sawnwood in Europe and the increased use
of competing materials, and, for exports outside the
euro area, the expected sigéhening of the euro.
Production and exports of plywood are forecast to be
up by about 13 per cent, and the average price by just
under two per cent.

Finnish Forest Sector Economic Outlook 2000—2001



Production and export volumes in the pulp and
paper industry will also achieve new records this
year and in 2001. Production of paper and paper-
board will be up thisyear by about six per cent. The
average prices of pulp (in FIM) are forecast to rise
this year by as much as 60 per cent on 1999. The
higher price of pulp has not been transferred in full
to the prices of paper products, which are expected
to rise this year by only 12 per cent. As a conse-
guence of the tight capacity situation for pulp and
paper and the strong demand on world markets, pric-
eswill continuetorisein 2001, by about six per cent
for pulp and about 12 per cent for paper. Production
in the pulp and paper industry will continue to in-
crease in 2001, rising by over four per cent on this
year'’s figure.

Costsare set to increasdightly more in 2001
than this year. Nevertheless, with the continuing rise
in the forest industry’s export prices, production and
capacity utilisation rates, or the likelihood that they
will at least remain at this year’s level, the forest in-
dustry will once again turn in a record profit in 2001.

Roundwood Markets

The record level of mduction in the Finnish forest
industry is also evident in fellings — the total vol-
ume of commercial fellings will rise this year to
about 58 million cubic metres. The rise in stumpage
prices has been greatest for sprucelegs, whose
price will be up 10 per cent for the year. Prices of

Capacity is becoming a limiting factor on pro-pine and birch pulpwood will not rise this year, but
duction in the Finnish pulp and paper industry: mor¢he nominal price of spruce pulpwood will be up

products could be sold than can be produced.

Forest Industry Costs, Capacity
Utilisation Rates and Profitability

four per cent. With the domestic roundwood mar-
kets operatingefficiently, imports of timber will
show an increase this year of only two per cent. In
2001, a new record is likely to be achieved again in
commercial fellings: approximately 60 million
cubic metres. Imports are also forecast to rise again
to a new record level, 14.4 million cubic metres.

The nominal costs of raw materials, energy andNext year, sawlog prices will rise by 1-4 per cent

labour in the Finnish forest industry are rising thisand pulpwood by 2-5 per cent, depending on the

year, but in real terms some of these costs are actype of roundwood.

ally falling. The strong demand for forest industry

products will ensure that the capacity utilisation

rate this year is high. In the pulp industry, the capacFimber Production and Profitability in

ity utilisation rate will be 97 per cent, in the paperNon-Industrial Private Forestry

industry 95 per cent, in the paperboard industry 99

per cent and in the sawmilling industry 96 per centln Finland’s non-industrial private forestry, invest-

The rise in export prices, the competitive edge crement in timber production will rise in 2001 to

ated by the weak euro, and the growing productioalmost FIM 1.05 billion. This is partly because of

volumes will all serve to ensure a record profit forforest regeneration obligations mainly associated

the Finnish forest industry this year. With thewith clearcutting of spruce stands, which will

majority of production inputs being either of increase the level of investment in planting. Thanks

domestic origin or invoiced in euros, the profit forto the growing amount of forest extension and plan-

2000 recorded by Finland’s three largest foreshing, state funds will be moeffectively used this

companies is expected to rise to about FIM 25 bilyear and in 2001. This will also lead to more invest-

lion. ment in timber production by the private forest
owners themselves. This year, gross stumpage earn-

Summary 5



ings will rise to over FIM 10 billion for the first
time, which will boost the level of funds for future
investment purposes.

For the sixth year running, net earnings for non-
industrial private forestry are above the long-term
average. However, increases in income cannot be
achieved in the future under the present formula, by
increasing fellings of spruce sawlog stands. Never-
theless, it appears that the conversion of growing
stock into cash has been very popular this year and
will continuesoin 2001. Evenarisein costswill not
prevent new records being set for net earnings.

Labour Force

Employment in the Finnish forest industry in 2000

Employment irforestry will improve this year by
about 1000 man-years, to 24 000 man-years, and is
expected to remain at this level in 2001. The real
earnings of workers in timber harvesting will rise
this year, but in silvicultural work real earnings will
fall. Real earningsire projected to rise irokth sec-
tors in 2001.

Uncertainties in the Forecasts

The uncertainties surrounding the course of the US
economy and the price of oil are considered the
greatest risk factors in whether or not the forecasts
given above and the projected favourable trends in
the Finnish forest sector will materialise. Should
there be a clear recession in the US economy and/or

and 2001 will remain at last year’s level of 72 000a further rise in the oil price to over USD 30 a barrel
man-years. The distribution of employment hagBrent crude), these events would have direct and
changed, however, in favour of the wood productindirect negative effects on the Finnish forest sector.
industry. The real earnings of workers in both thd-or example, forest industry production and exports
wood products industry and the pulp and papewould probably fall below the ctent forecasts.
industry will fall this year. In 2001, real earnings areThis would also mean that growth in forestry would
expected to rise in both branches of the forest induse below the forecast level. However, according to
try in line with the rise in average industrial earn-the information available at the start of November

ings.

2000, such developments seem unlikely.

Exchange rates for the Finnish markka (FIM)

EUR 1=FIM 594
DEM 1=FIM 3.04
USD 1 = FIM 6.86*

* On November 6, 2000

GBP1=FIM 9.92*
SEK 1=FIM 0.69*
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1 World and Finnish Economic Outlook

1.1 World Economy

The distinctive feature of the global operating
environment for the Finnish forest industry in 2000
has been strong economic growth. Thisis projected
to continue to the end of the year and throughout
2001. Both thisyear and in 2001, real GDP growth
in the world economy, weighted according to the
distribution of Finnish forest industry exports, is
forecast to be about four per cent. This level of
growth was last reached in the late 1980s. The
International Monetary Fund (IMF) estimates that
the growth in the world economy this year will be
almost five per cent, and next year over four per
cent.

driven by the weakening exchange rate of the euro
and the strong growth in the world economy.
Demand within the euro area has also been boosted
by the fall in unemployment. Although the average
rate of unemployment in the euro arearemains high,
it has fallen from 10 per cent in 1999 to about nine
per cent thisyear, and isforecast to fall yet further in
2001, to about eight per cent.

As a conseguence of the rise in world market
prices of raw materials, in particul ar, the average in-
flation rate in the euro area hasbeen rising. In 1999
itwas 1.1 per cent and i s expected to be over two per
cent both this year and in 2001. The dollar-based
HWWA aggregate index of raw materials for Sep-
tember 2000 was last at such a high level in 1990.
The prices of imported production inputs from out-

Amongst the Finnish forest industry’s mostside the euro area have also risen as a result of the
important export markets, Germany, France, theveakened euro.
Netherlands and Spain, in particular, have experi- The euro exchange rate in mid-September 2000
enced strong economic growth, which is expected twas at an all-time low against the US dollar and the
continue in 2001. Signs of recovery are also finallydapanese yen. The accompanying graphs present
becoming evident in Japan after a recession lastinprecasts for the euro exchange rate published by
a decade. It is generally considered that the greatbeutsche Bank on September 18, 2000, showing the
est risks to continued economic growth are a possanticipated levels for the end of 2000 and for 2001.
ble oil crisis and an economic downturn in theThe forecasts show that the euro is expected to ap-
United States that is not the anticipated ‘soft landpreciatein valueagainst all four currencies. The per-
ing’ but a ‘hard landing’ instead. centages given in the graphsindicating the expected
strengthening of the euro were calculated by com-
paring the forecastsfor the end of 2001 with the lev-
el prevailing on September 27, 2000. These fore-

Demand Grows within Euro Area castsarein line with most of the economic forecasts

The upsurge in activity within the euro area econ-
omy has been based particularly on export growth,
which is expected to be gradually reflected in rising
demand within the euro area. Exports have been

The euro area comprises those countries which belong to
the European Economic and Monetary Union (EMU). In
2000, these countries are Austria, Belgium, Finland,
France, Germany, Ireland, Italy, Luxembourg, the Nether-
lands, Portugal and Spain.

World and Finnish Economic Outlook 7
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Euro exchange rates, 1999-2001f (average monthly rates), f = forecast

made in the autumn, although there are some differ-
encesintheactual percentages. The euroisexpected
to achieve parity with the dollar only at the end of
2001 (1 euro = 1 dollar).

Despite the recent increases in interest rates by
the European Central Bank (ECB), real interest rates
are still below the long-term average. Many fore-
casting institutions expect the ECB to raise its cen-
tral rate (three-month reference rate for market in-
terest) at the end of 2000 and during 2001, to about
5.5 per cent from the present 4.75 per cent. Thein-

terest rate differentials between the United States
and the euro area are expected to narrow during
2001.

Economic growth within the euro areain 2001 is
expected to be at about the samelevel, on average, as
thisyear. GDP growth will continue at about 3.5 per
cent and inflation will remain low. Business and
consumer surveys undertaken by the European
Commission indicate that confidence in the econo-
my is higher this year than in 1999. Indeed, growth
in household consumption expenditure is expected

Finnish Forest Sector Economic Outlook 2000—2001



to be even higher in 2001 than thisyear. The tax cuts The United Kingdom economy has performed
agreed for 2001 in almost all the euro countrieswill  better this year than 1999 and is expected to con-
also serve to further the growth in consumption ex-  tinue to do well in 2001. More people are in fact cur-
penditure. rently employed in the UK than at any time before,
The greatest risk factors for the euro areaecono- ~ and unemployment has fallen to a record low: the
my are considered to berisks from outsidethearea: ~ ILO unemployment rate in June—August was 5.3 per
arise or no changein the price of oil, and apossible ~ cent. The level of unemployment is forecast to de-
’hard landing’ in the US economy. cline a little further next year.
The UK Treasury produces regular reports on the
economic forecasts made by independent forecast-
Germany and France Driving the EU ing institutions. Its October report shows that the av-
Economy erage of the forecasts made by 34 such institutions is
a growth of 3.0 per cent in the UK’s GDP for 2000,
Economic growth irGermany, the most important and 2.7 per cent for 2001; GDP growth in 1999 was
export market for the Finnish forest industry, ha2.0 per cent. The driving force behind this growth
gathered pace this year. Real GDP growth last ye&@as been the relatively good export trend, which has
was 1.5 per cent, whereas this year and in 2001 it éontinued in spite of the strengthening of the pound
forecast to be over three per cent. Economic growtagainst the euro. However, at the start of September
is based particularly on a high level of industrial prothe pound fell to its lowest level against the dollar for
duction and on exports. 14 years. Fiscal policy has been expansive and con-
Although the German inflation rate has recentlysumption is growing in the public sector.
risen slightly, in particular because of the rise in the The underlying UK inflation rate stood at 1.9 per
oil price, the inflation trend continues to be modercent in August, which is below the Bank of Eng-
ate. Forecasts from Deutsche Bank predict a rise ¢tdnd’s mediurarange target (2.5 per cent). Inflation
two per cent in consumer prices this year and iis also at its lowest level for 30 years. Theeftasts
2001. This trend is supported by the moderate pagssembled by the Treasury show therage of the
settlements already achieved for 2000-2001. Inflgprojections for the underlying inflation rate for 2001
tion estimates for 2001 assume that oil prices wilto be 2.4 per cent. The Bank of England’s repo in-
fall slightly on their September level. The most sigterest rate is currently 6.0 per cent, and there will be
nificant change in fiscal policy will be the tax reduc-no pressure to raise interest rates if the economic and
tions to be introduced at the start of 2001. Deutschiaflationary trends in 2001 are in line with forecasts.
Bank expects these tax cuts to consist of a total tax Assessments generally indicate that economic
relief of DEM 45 billion for businesses and house-growth in the eur@rea in2001 will be higher than
holds, boosting economic growth by O&rpentage in the UK. Euro area interest rates are also forecast
points in 2001. to rise next year, whereas in the UK they are expect-
Despite the growth in the economy and the reed to remain unchanged. If these predictions prove
duction in unemployment, the German constructiorcorrect, it can also be expected that the pound will
sector is still sluggish. For instance, in Septemberyveaken against the euro.
Deutsche Bank f@cast that construoh output in In France, steady economic growth has contin-
2000 would not show any énease at all on the pre- ued in the current year. Exports, in particular, are up
vious year. The impact of growth in the economysharply, and the indirect effect of this is also being
will, however, gradually be felt in the constructionfelt in household consumption. In contrast to Ger-
sector, and next year construction is forecast to be upany and the UK, evidence of French economic
by 1.6 per cent. growth is seen in the construction sector, which has

World and Finnish Economic Outlook 9



Forecasts of economic growth (real GDP, annual percentage change)

Share of Finnish

forest industry’s Actual GDP IME* IME* Deutsche Deutsche
exportvalue, ~ Jrowth 2000 2001 Bank Bank
1999 % % 1999 2000 2001

Weighted by share of Finnish
forest industry exports 100 2.7 38 37 4.0 39
EU 70 2.3 3.4 3.3 3.5 3.6
Euro countries 47 24 35 34 3.8 3.8
Eastern Europe 4 1.4 3.1 4.2 4.1 3.9
Asia 9 6.0 6.7 6.6 7.2 6.7
United States 5 4.2 5.2 3.2 5.3 3.8
Africa 3 2.3 3.4 4.4 3.1 3.9
Latin America 2 0.1 4.3 4.5 4.2 3.9
Russia 2 3.2 7.0 4.0 55 4.0
Germany 19 15 2.9 3.3 3.3 3.6
United Kingdom 16 2.0 3.1 2.8 3.0 2.7
France 7 2.7 3.5 35 3.6 4.0
Netherlands 5 3.5 3.9 35 4.4 4.1
Belgium 4 2.3 3.9 3.0 4.2 3.7
Spain 5 3.7 4.1 3.5 4.3 3.8
Italy 3 1.4 3.1 3.0 3.1 3.5
Denmark 3 1.3 2.1 2.1 2.3 2.4
Sweden 3 3.8 4.4 3.4 4.3 3.4
Canada 0.6 4.5 4.7 2.8 4.7 3.5
Japan 3 0.3 1.4 1.8 2.0 25
China 1 7.1 7.5 7.3 7.5 7.8

* |MF forecast published September 19, 2000
** Deutsche Bank forecast published September 18, 2000

been very busy. This trend can be expected to con-
tinue, as the monthly confidence indicators in the
construction sector have been higher this year than
a any time in the 1990s. Many other indicators of
confidence in the economy have a so been at record
levels. Moreover, unemployment has fallen to its
lowest level for eight years, dropping by asmuch as
1.7 percentage pointsin the 12 monthsto June 2000,
t0 9.6 per cent. The French National Institute of Sta-
tistics and Economics (INSEE) and the OECD have
raised their forecasts for French GDP growth this
year, the former to 3.5 per cent and the latter to 3.7

10

per cent. In 2001 the economy is predicted to grow
at almost the same rate.

Economic growth in the other EU export markets
important to the Finnish forest industry has also
been encouraging, and is expected to remain goodin
2001. In the Netherlands, Belgium, Spain and Italy,
for example, which collectively accounted for 17 per
cent of thetotal export value of Finnish forest indus-
try products last year, estimates by Deutsche Bank
put GDP growth in the range 3.1-4.4 per cent for
2000, and 3.5-4.1 per cent for 2001 (see table).

Finnish Forest Sector Economic Outlook 2000—2001



Sweden Doing Well

Although Sweden has remained outside the euro
area, this does not appear to have had any adverse
effects on its economy so far. On the contrary,
growth in the Swedish economy in 1999 and this
year has been significantly higher than the average
growthratefor theeuro countries(seetable). Growth
in 2001 isforecast to be at about the average for the
euro area, or about 3.5 per cent. Swedish growth has
been driven by the favourable economic situationin
the EU, which has boosted Swedish exports. Tax
relief, growth in real incomes and a drop in unem-
ployment haveal so hel pedto maintainahighlevel of
domestic demand.

Redl interest rates in Sweden have been of the
same magnitude recently asinterest ratesin the euro
area. InNovember therepo interest ratewas 3.75 per
cent, and inflation this year has been running at an
annual rate of just over one per cent. The centra

was up 18.1 per cent on the corresponding period in
1999. It would indeed appear that the Russian pulp
and paper industry has increased its output of prod-
ucts that replace imports. The export trend has also
been strong — the rise in oil prices in particular has
raised the value of Russian exports.

United States: Soft or Hard Landing?

Inrecentyears a great deal of time — aln@smuch
—has been devoted to discussing when the long peri-
od of economic growth in th&nited Sates will
come to an end, and whether or not it will be fol-
lowed by a soft or a hard landing. However, these
guestions are still highly relevant. Indeed, it can be
said that the greatest risks in the short-term outlook
for the world economy are specifically related to
whether the US economy experiences a soft landing
or a hard one.

bank’s October inflation report stated that the Swed- Economic growth in the US continued stronger
ish krona is expected to appreciate in value in 200than expected in the first six months of 2000, but in
against the US dollar and pound sterling, but to rerecent months there have been signs that the growth
main unchanged against the euro. Inflation is exis slowing up. In a survey published by the Federal

pected to remain below two per cent.
Amongst the transition economies Gentral

Reserve Bank of Philadelphia in August, 32 eco-
nomic forecasting institutions predict that the econ-

and Eastern Europe, growth in the Hungarian and omy will grow by 5.2 per cent this year and by 3.2
Polish economies is continuing at a brisk rate. Acper cent in 2001. Both figures are somewhat above
cording to a forecast published by the IMF in Septhe corresponding survey results produced in May.
tember, GDP growth in Poland in 2001 should be 5.8lthough corporate investment continues to be at a
per cent, and in Hungary 5.0 per cent, while in theelatively high level, there are already signs of fal-
Czech Republic and Slovakia it should be in thdering growth in sectors sensitive to interest rates. In
range 3.2-3.5 per cent. Russia, a turnaround was particular, growth in household consumption and
seen in the economy last year, onto an upward pathpusing construction appears to have slowed down.
and development in 2000 has been better than antibx July, investment in new construction fell for the
ipated. Indeed, the IMF predicts that Russian GDRFourth successive month, and employment and in-
growth in 2000 will be as much as seven per cendustrial purchases have begun to weaken for the first
According to the Russian Central Bank, wholesal¢éime in 18 months.

trade for the first six months of this year was up by Many commentators have, however, viewed this
7.6 per cent, and industrial production by over 10 peais good news, because it can be interpreted as dem-
cent, on the corresponding period in 1999. Particuanstrating that the soft landing has begun and that
larly significant from the perspective of the Finnishthe unsustainably high economic growth has finally
forest sector, production in the Russian timber andbated. If the soft landing does materialise, it would
paper industries for the period January—May 200@rovide evidence that the interest rate policy pur-

World and Finnish Economic Outl ook
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sued by the Federal Reserve Bank has been success-
ful. The Federal Reserve has instituted a number of
small interest raterisesin recent years, and the effect
of these is expected to start to show at the end of
2000 and in 2001. If thisisthe case, pressurefor fur-
ther interest rate riseswill bereduced. At its October
meeting, the Federal Reserve did in fact leave the
federal fund rate unchanged at 6.5 per cent.

Some assessments have produced amore unusu-
al, though understandable, refinement to the risk
scenario for US economic development in the short
term. Deutsche Bank, for example, has stated that
the greatest risks for the US economy are that the
economic growth in 2001 could be either too high or
too low. The first case would mean overheating in
the economy and a further rise in interest rates, and
the second would mean arecession that would prob-
ably aso lead to a collapsein share prices.

The booming US economy has also had a posi-
tive effect on the Canadian economy. The trendsin
Canadian exports to the US and corporate invest-
ment have been favourable. Exportswere up in 1999
by about 10 per cent, and in the current year growth
is forecast to be of the same order. Expenditure by
households has also increased, and unemployment
fallen. The unemployment rate for 2000 is expected
to be about 6.5 per cent; in 1998 it was almost two
percentage points higher (8.3 per cent). The Bank of

sumption and housing construction are still at a low
level. According to the IMF’s forecapublished in
September, the Japanese GDP should grow in 2000
by 1.4 per cent, and in 2001 by nearly two per cent.
The risks concerning the Japanese econaraythe
same as in recent years. Many of the structural
reforms in the economy have still not been imple-
mented, and possible bankruptcy and banking crises
may still bring economic growth to a standstill.

The economic crisis iRast Asia at the end of the
1990s has now passed. Growth was very vigorous in
1999 and continues to be strong in 2000. The growth
rate of almost double figures is, in part, a conse-
guence of the low starting point. The IMF has fore-
cast that the current year's economic growth in
South Korea, Malaysia, Taiwan and Singapore will
be 6.0-8.8 per cent, and next year 5.9-6.5 per cent.
Economic growth irChina has continued at a level
of 7-8 per cent for several years already, and is ex-
pected to continue at the same rate tleigryand in
2001. The admission of China as a member of the
WTO in 2001 will probably lead to an increase in
Chinese imports and exports.

What Might be the Impact of an Oil
Crisis on the Finnish Forest Sector?

Canada expects the current year’s GDP growth to b¥n unchanged or higher oil price is recognised as
as much as 4.25-4.75 per cent. In 2001, the GDé&he of the greatesisk factors threatang the pros-

growth rate is expected to fall slightly.

Turn for the Better in Japan

pects for good economic growth. The price of crude

oil is now more than three times what it was at the

end of 1998. Many economic forecasters believe that
the oil price may have already reached its peak, and
thatitis more likely that prices will decline thanrise.

The ten-year-old receiss in Japan appears to have For example, the Research Institute of the Finnish
come to an end. Although the economy is still noEconomy (ETLA), the International Monetary Fund
very strong, clear signs of a change have been dete{iMF) and Deutsche Bank all forecast a drop in oil
ed since as early as last year. As a consequence of fireces during 2001 from the September figure of
expansive fiscal policy, there has been an increase @about USD 35 a yeel (Brent crude) to the target set
public sector investment, and more recently in priby OPEC of about USD 22-28 a barrel.

vate sector investment. Industrial production and The other scenario, in which oil prices do not de-
exports have also clearly begun to grow. Howevexline in the near future, is also considered possible.
evidence of the improved economic situation is stilNot only are the oil reserves of the industrial coun-
not that strong in the private sector. Household cortries at a low level, but, owing to the robust state of
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theworld economy, the demand for il hasincreased  the economy and a rise in interest rates would, in
markedly, which in turn has diminished the amount  turn, reduce the demand for forest industry products.
of spare oil-refining capacity. If the supply of oil is However, the anticipated strengthening of the
not significantly increased and thisiscombinedwith  euro would dampen the negateféects, because the
anunusually cold winter inthenorthernhemisphere,  cost implications of a rise in the dollar-denominated
fuel prices may continue to rise. oil price would not be transmitted in full to the euro

What would be theffects of his‘crisis scenario’ area.
on the Finnish forest sector? The answer to this
guestion essentially depends on how long the price
of crude oil remains high and how this, in turn, af-
fects pay negotiations, taxation policy, monetary] 2 Finnish Economy
policies and any interruptions in transportation.

The effects of anail crisis’ on the forest sector
would be both diect andindirect. The increasing Dynamic export growth will support the strong
cost of oil has already led to unrest in the road trangrowth of the Finnish economy in 2000 and 2001.
portation sector in Europe and to demands for a rédlthough inflation and therisein interest rates have
duction in fuel taxes. Further interruptions could beeduced purchasing power, private consumption
expected as the consequence of any oil crisis, whictjll grow by 3—4 per cent. Inflation will fall in 2001
in the worst case, could bring the supply of raw maas oil prices drop and the euro strengthens. The rise
terials to the forest industry and the despatch of enid housing costs will also remain moderate. Moreo-
products to customers to a standstill. In practice, thiger, a reduction in income tax will serve to increase
situation could mean mills and factories laying idlehousehold purchasing power. The pay negotiations
for the duration of the transportation problem. Proheld at the end of the year will be of critical impor-
duction in the Finnish forest industry would thus detance for price stability, employment and competi-
crease, and its turnover and profit would probablyiveness.
fall short of the current forecasts. If the transporta-
tion problems were to continue for a longer period,
this would lead to reductions in forest fellings, in-
come from roundwood sales, and transportation, iEconomy Reaches a Peak in 2000
relation to the current forecasts.

The indrect andlonger term effects of high oil Growthinthe Finnish economy thisyear hasexceed-
prices could be many and varied. First, a rise in thed the level forecast in 1999, due to the excellent
price of crude oil would eventually increase the fortrend in exports. GDP growth for 2000 will surpass
est industry’s raw material and transportation costdast year’s figure, reaching 5-6 per cent, according to
This would also increase pressure to raise the pricésrecasting institutions. The growth in exports has
of forest industry products. On the other hand, &#een substantially above the forecasts, as a result of
higher oil price would accelerate inflation andthe improved price competitiveness due to the weak
dampen growth in the economy. Based on calculaeuro. The recovery in emerging economies around
tions published by the IMF in September, a 10 pethe world has also boosted Finnish exports. Elec-
cent rise in the price of oil would weaken GDPtronics industry exports, in particular, have contin-
growth in both the United States and the eveady ued to grow vigorously. At the start of 2000, exports
0.1 per cent and would raise consumer prices by 0ffom the electronics and electrical industry in fact
per cent. Higher inflation would also add to the presexceeded those of the forest industry. This was exac-
sure to raise interest rates. A general slow down in
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The unemployment rate will continue to fall and
will be about 8.5 per cent in 2001. In industrial and
commercial sectors, the unemployment rate will fall
to below five per cent in 2000, but in construction it
will fall to just 10 per cent. Unemployment is in-
creasingly structural in nature, as many sectors are
beginning to feel a shortage of appropriately skilled
personnel.

Rising Inflation Short-Lived
Fighting inflation is one of the key challenges for

economic policy in the short term. In August the
annual inflation rate stood at 3.8 per cent, as meas-

Total Finnish export value by industrial sector, January—ured by the national consumer price index. The infla-

June 2000 (%)

erbated by the April strike in the forest industry,
which affected exports slightly.

In 2001, export growth will be restrained by the
pressure on production capacity in the electronics
industry and the difficulty in recruiting sufficient
numbers of qualified personnel for that sector. The
forest industry will also experience a shortage of
production capacity, thereby restraining the growth
inexports. Total Finnish exportsare neverthel essex-
pected to grow by about eight per cent in 2001. The
capacity limitations on export growth will also hold
back the growth in GDP, which is forecast to be in
the range 4.2-4.6 per cent in 2001.

tion rate for 2000 is forecast to be aboukethper
cent, on average. Inflation has been higher in Fin-
land than in the main euro countries and Sweden.
Common inflationary factors in the euro area have
been the increase in oil prices and tiséng price of
imports caused by the weak euro. The direct effect of
the rise in fuel prices on the Finnish inflation rate in
August was almost one percentage point, while
house prices and rents accounted for a further 0.5
percentage points, and interest rates for about the
same amount. The prices of services have also risen
significantly compared to the average rise in prices.
This is due not only to the demand-inflationary pres-
sures but also to thedfect of theoil price rise on the
price of transportation services. The indirect effect

Estimates of the growth in private consumptionof the increase in oil prices on general price levels in

in 2000 and 2001 vary. The Resch Indtute of the  Finland has so far been fairly minor, however. If the
Finnish Economy (ETLA), for instance, expects aoil price remains high, the rise in costs will increas-
higher growth rate than in 1999, wkas the Nhis-  ingly start to find its way into consumer prices.

try of Finance predicts a lower one. The confidence In 2001, inflation is expected to slow down to
shown by households in their own economic situai.8-2.7 per cent. The inflation rate of less than two
tion remains good. The improvement in employper cent forecast by the Research Institute of the
ment and the rise in earnings have served to increaBanish Economy (ETLA) assumes a drop in the oil
purchasing power, whereas the rise in inflation angrice to about USD 25 aalbrel, a stregthening of
interest rates have had the opposite effect. Comhe euro by about 6—7 per cent on this year’s level,
sumption in 2001 will be boosted by a FIM 6.4 bil-and a moderate pay settlement that would raise the
lion reduction in income taxes and a lower inflationlevel of earnings by 3.4 per cent. The autumn collec-
rate. tive bargaining pay negotiations are of crucial im-

14 Finnish Forest Sector Economic Outlook 2000-2001



Economic forecasts for Finland, f = forecast

Actual Ministry of Finance ETLA
1999 2000f 2001f 2000f 2001f

*GDP, % 40 5.2 4.2 6.0 4.6
*Exports, % 6.3 10.8 8.3 10.7 7.4
* Private consumption, % 36 3.0 29 39 39
*|nvestment, % 46 6.5 4.9 10.0 6.9

— private 6.2 8.1 5.8 10.6 7.5

— public -3.8 -2.8 -0.8 6.0 3.1
*Construction, % 5.0 5.5 35 7.0 4.5
Change in consumer price index, % 1.2 3.0 1.8 3.0 1.8
Unemployment rate, % 10.2 9.6 8.6 9.7 8.9
Euribor, 3-month, % 3.0 4.3 5.0 4.4 5.3

* Changein volume
Ministry of Finance forecast published September 4, 2000; Research Ingtitute of the Finnish Economy (ETLA) forecast published Sep-
tember 14, 2000.

portance because wages and salaries are the most  this area is fairly steady, it has an important balanc-
important inflationary factor that can actually bein-  ing effect on the cyclical fluctuations in the construc-
fluenced in Finland. The worst scenario is an up-  tion industry.

ward wages and prices spiral, which would harm Activity in the construction sector is concentrat-
employment prospects and also Finland’s competied on the growth centres in the country, where new
tiveness. housing and office space are needed. According to

contractors, the number of owner-occupied housing

starts has been affected most by the insufficiency of
Migration Fuels the Growth in demand, the paucity of construction sites in the Hel-
Construction sinki metropolitan eea, and the fact that the price

level does not necessarily make it worthwhile at cur-
Although the majority of Finland’s forest industry rent costs. The demand for housing has been affect-
production is destined for export, the domestic coned by the rise in interest rates and house prices.
struction sector has a significant influence on th&tate-subsidised housing starts in 2000 and sched-
overall demand for sawnwood. Indeed, 34 per centled for 2001 are slightly below the figure for 1999.
of Finnish sawnwood production enters the domedn the Helsinki metropolitan area, construction of
tic market and is mostly used in constructionstate-subsidised housing has been limited by the rise
According to the September forecast of the Confedn construction costs to a level exceeding the limits
eration of Finnish Construction Industries (RTK),set by the government. Despite these restraining fac-
total construction output will be up by seven per centors, housing starts in 2001 will be almost six per
in 2000, and by four per centin 2001. New construceent above this year’s level, measured in cubic me-
tion is clearly growing the most, and building reno-tres. The growth in housing starts is, however, slow-
vation the least. In the future, renovation will, oning down. Housing prices are expected to rise mod-
average, increase at a faster rate than new constrerately in 2001.
tion. As renovations today constitute a considerable Commercial and officeanstruction and indus-
proportion of all construction activity, and growth in trial construction have been doing well as a result of
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the migration of peopleand businessesto thegrowth
centres around the country, and due to the vigorous
economic growth. In 2001, however, there will be
fewer new construction starts than in the current
year. All in al, the volume of construction startsin
cubic metres will be up by only one per cent.
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Sixteen per cent of Finnish paperboard produc-
tion enters the domestic market, for example as
packaging for the food industry. Production in the
food industry is expected to grow thisyear by three
per cent and in 2001 by one per cent. This will be
aided by the gradual revival in exportsto Russiaand
by the growth in demand in Finland.

Finnish Forest Sector Economic Outlook 2000—2001



e —
2 The Finnish Forest Industry

2.1 Exports, Production and Consumption of Wood Products in
Prices in the Sawmilling Europe at Record High in 2000

and Plywood Industries , , ,
The higher pace of economic growth since late

1999, combined with low interest rates and the
Growth in the construction industry will boost the  increase in consumer confidence, has helped to
consumption of sawn softwood and plywood in  revivethe European construction sector. According
Western Europe to a record level thisyear. Dueto  to Euroconstruct, the growth in construction activi-
the growing demand in Europe and Asia, and Fin-  ty in the EU countriesin 2000 will amount to three
land’s competitive edge, production and exports oper cent. This will stimulate the demand for wood
Finnish sawnwood will be up in 2000 by about sevproducts, raising their consumption to a record lev-
en per cent, and the export price (in FIM) by nineel. The Food and Agricultural Organisation of the
per cent. Similarly, production and exports of ply-United Nations (FAO) forecasts that the European
wood will be up by 14 per cent, although the averdemand for sawnwood will increase by 1.9 per cent
age price of exports will have increased this year byo 89 million cubic metres in 2000, and plywood
only two per cent, as the additional demand hasonsumption by 1.4 per cent to 6.6 million cubic
been weighted towards softwood plywood. metres.

The growth rate in the construction sector will  The growth in consumption has raised the price
be somewhat slower in 2001, both in Finland andf softwood plywood and especialy of spruce
the rest of Europe, which will also reduce thesawnwood. The unit price of exported Finnish
growth in demand for sawnwood. The growth inspruce sawnwood (in FIM) for the period January-
construction will nevertheless raise Finnish con-June 2000 was up by 11 per cent on the same period
sumption of sawnwood to almost five million cubidn 1999, while the corresponding figure for pine
metres. Production, exports and export prices ofawnwood was seven per cent. The price of soft-
sawnwood (in FIM) are forecast to increase in 200Iwood plywood rose nine per cent in the same peri-
by three per cent. The price rise will be restricted byd, and the price of birch plywood fell dightly; the
the increase in the supply of softwood on the Eurcaverage unit price of exported plywood rose overall
pean markets, and, for exports outside the eurby one per cent.
area, by the predicted strengthening of theoe
Production and exports of plywood are forecast to
grow in 2001 by about 13 per cent. The average
price of exports will rise by only 1.5 per cent,
because the increase in exports will be especially in
the more economical softwood plywood.
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The Finnish sawmilling and plywood industries, 1999 (1000 m3)

Sawnwood % of production Plywood % of production
Production* 12768 100 1076 100
Domestic use** 4385 34 137 13
Exports: 8383 66 939 87
EU 5585 44 806 75
Asiaexcl. Japan 513 4 26 2
Japan 682 5 3 0
Africa 1359 11 1 0
North America 54 0 34 3
Russia 3 0 1 0
Other 187 2 68 7

The sawnwood figuresin the table comprise both sawn softwood and sawn hardwood. The plywood figures comprise birch plywood,
softwood plywood and laminated veneer lumber (LVL).

* Dueto stetistical corrections and revisions, sswnwood production for 1999 was found to be 1.0 million cubic metres above the figure
presented previously.

** Estimated use = production — exports

SourcesStatistics 1999 (Finnish Forest Industries Federation) and Finnish Forest Research Institute (METLA).

Export Growth Mainly Outside the demand in those markets and the price competitive-
Euro Area ness associated with the weak euro. This has been
the case especialy for exports of spruce sawnwood

Forty-three per cent of theexport volume of Finnish - 1 4 a, where Japan has been the main customer.

sawnwood is sold within the euro area (the EMU
countries). Finnish sawnwood exports to countries

outside the euro area have grown considerably in FIM/ 3 mill. 3
the current year. Exports of sawnwood to the largest 1000 - 10
of the euro countries, Germany and France, were ] A EXpde“ﬂE l
lower in the first six months of 2000 than in the  °707 °
same period in 1999. 9404 g
In the first half of this year, sawnwood exports ! —
to European countries outside the euro area, includ- 910 - { \ / 7
ing the largest export market, the United Kingdom, 1 \ l \ / i
were up five per cent on the same period in 1999. 880 6
The corresponding figure for exports to Asia was ] Unitvalue|
11 per cent. Exportsto Africa declined slightly as a 850 5
result of the reduced exports to Egypt. 1 I
8200 +—T—TF—T—T—T—T—TTT—TT+4
89 90 91 92 93 94 95 96 97 98 99 00 01
Price Competitiveness Boosted by Saurce: N ational Baard of Customs

Weak Euro
Volume and real unit value of sawnwood exports, 1989—

; ; ; 2001f (inflation-adjusted using the producer price index
The orientation of exports towards markets outside for the wood products industry; estimated change for

the euro area has been stimulated by the growing 2001 is +2.5 per cent)
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Source: N ational Board of Custons

since the 1998 economic crisis have meant arisein
exports of Russian sawnwood and plywood. In the
first half of 2000, Russian sawnwood exports to
Europe grew by 42 per cent, and plywood exports
by 36 per cent. In 1999, Russian sawnwood exports
to Europe amounted to approximately 1.2 million
cubic metres, which was well down on the 1990 fig-
ure of about five million cubic metres. Export
growth from the Baltic countries, however, has
amost filled the gap | eft by Russia.

According to the Food and Agricultural Organi-
sation of the United Nations (FAO), European
sawnwood production in 2000 will be up by slight-
ly more than the increase in consumption. In Conti-
nental Europe, and especially Germany, production
of sawnwood has increased because of the storm

Volume and real unit value of plywood exports, 1989-damage that occurred at the end of 1999. In the
2001f (inflation-adjusted using the producer price largest producer countries, namely Germany, Fin-

index for the wood products industry; estimated chang

for 2001 is +2.5 per cent)

The euro has increasingly been used in invoic-
ing for Finnish sawnwood exports, and today it is
estimated that at least half of these invoices are in
euros. For exports to the United Kingdom, the
pound sterling continues to be used in addition to
the euro, and in exports outside Europe the main
invoicing currency is the US dollar. Between Janu-
ary 1999 and September 2000 (September 27,
2000), the euro exchange rate weakened against the
US dollar by 23 per cent, and against the Japanese
yen by 27 per cent. Finnish exports have benefited
from thistrend, also in relation to competitor coun-
tries not belonging to the euro area. Over the period
referred to above, the euro has weakened by 25 per
cent against the Canadian dollar and by six per cent
against the Swedish krona.

Increase in Supply from Russia and
Baltic Countries

The increase in production of wood products in
Russia and the rapid drop in domestic consumption

The Finnish Forest Industry

Qand and Austria, most of the production growth
has gone to meet domestic demand. In Sweden,
sawnwood production has actually fallen dightly in
the last couple of years. Capacity may fal further,
with smaller and older sawmills being closed or
repairs and improvements not carried out.

In the United States, therisein interest rates and
the uncertain trend in share prices have dented con-
sumer confidence in the economy, and housing
construction starts fell in the second quarter of
2000. As construction activity has fallen, the
demand for sawnwood and wood-based panels has
slackened, and prices in the summer fell to below
the level of last year. Easing the oversupply situa-
tion by expanding exports outside North Americais
difficult because of the strong dollar, and many US
producers have aready reduced their supply by
limiting production. Canadian exports to Europe
declined considerably during the 1990s due to the
boom in the US economy, and they continue to
remain at alow level.
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Forecasts of production and exports in the sawmilling and plywood industries, 1000 m®; percentage changes from

previous year are shown below the respective volumes

Production
1999 2000f
Sawnwood* 12 768 13800
+4 +7.5
Plywood 1076 1230
+9 +14

Exports
2001f 1999 2000f 2001f
14 200 8383 9000 9260
+3 +1 +7 +3
1390 939 1070 1210
+13 +13 +14 +13

*  Figures comprise both sawn softwood and sawn hardwood. Due to statistical corrections and revisions, sawnwood production for
1999 was found to be 1.0 million cubic metres above the figure presented previously.

Higher Market Share for European
Sawnwood in Japan

The rise in demand for sawnwood in Japan in the
1990s has been very important for maintaining
equilibrium and prices in the European sawnwood
market, although European exports to Japan (1.8
million cubic metres in 1999) are small in relation
to the European consumption of sawnwood. The
biggest exporters of sawnwood to Japan, namely
the United States and Canada, have lost market
share to European producers, whose share of
importsto Japan in the first half of 2000 has already
risen to 23 per cent. Despite the uncertain trend in
the Japanese construction sector, imports from
Europe will be up by over 13 per cent in 2000,
according to forecasts made in July by the Forestry
Agency of Japan.

European suppliers of spruce sawnwood have
increased their market share at the expense of North
American suppliers, on account of high-quality
products and the price competitiveness brought by
the weak euro. Finnish exportsto Japan have recov-
ered quickly after the dip of 1998, and growth last
year amounted to 60 per cent. Growth continued in
the first half of 2000, and exports for the year as a
whole will probably show an increase of close to
one million cubic metres.

20

Forecasts of export prices for sawnwood and plywood
(as percentage changes from previous year*)

1999 2000f 2001f
change, %
Sawnwood +0.7 +9 +3
Plywood —9.9 +2 +1.5
*  Export prices are nominal unit values
(inFIM).

Demand for sawnwood and plywood this year
on Europe’s export markets is high. The rise in
sawnwood prices came to a standstill in the sum-
mer, however, partly due to the increased supply
from Russia and the Baltic countries. The price of
birch plywood has been forced down as a result of
the increased supply of cheaper plywood from
Asia, Russia and the Baltic countries. Finnish
exports to countries outside the eurcea are
helped by the price competitiveness due to the
weak euro. With demand increasing in Europe and
Asia, the growth in exports of Finnish sawnwood in
2000 is estimated to be seven per cent, and in ply-
wood exports 14 per cent. The unit price of sawn-
wood exports will rise somewhat towards the end of
the year, bringing the increase for 2000 to about
nine per cent. The average price of plywood exports
will rise by only two per cent, however, as the price
rises and export growth are mainly in softwood ply-
wood.
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European Consumption of Sawnwood
Still High in 2001

In 2001, European GDP growth weighted accord-
ing to the distribution of Finnish sawnwood exports
will be at least as high as thisyear. In view of this,
the construction forecast issued by Euroconstruct in
June 2000, which was based on information for the
first part of the year, could be alittle pessimistic. It
was predicted that construction growth in Western
Europe would decline from the three per cent pre-
vailing in 2000 to 1.6 per cent in 2001. The justifi-
cation wastheriseininterest rates, which will grad-
ually begin to reduce construction activity, and the
fact that housing supply in many countries is
aready starting to match the demand.

In Germany, construction activity has dwindled

the European market. However, as the dollar is not
expected to weaken significantly against the euro,
the supply pressure from North America is not like-
ly to increase markedly in 2001. With the growth in
the Russian economy continuing next year, it is
probable that at least part of the countryts@ased
production volumes will be consumed on its
domestic market. The growth in supplies to Europe
from Russia and from the Baltic countries will,
however, keep sawnwood price rises in check with-
in Europe.

An increase in the supply of MDF and OSB
board in 2001 will further intensify the competition
between different products in Europe and thus limit
the scope for price rises in sawnwood and softwood
plywood. Production capacity for MDF board in
Europe will already be up this year, to a total of

over the period 1996-1998, but is expected to growver 10 million cubic metres. Production of OSB

in 2000 by 0.5 per cent, and in 2001 by 1.0-1.6 peroard, a substitute for softwood plywood, will also

cent. Germany accounts for almost one quarter dfe up this year, by one fifth. OSB board production

the construction output of Western Europe by valeapacity is set to triple, rising to 3.5 million cubic

ue, and so it is of key importance to the developmetres by the end of 2002, according to the Food

ment of the European construction industry. Rencand Agricultural Organisation of the United

vation of existing buildings, which is a significant Nations (FAO).

element in sawnwood consumption, is increasing in

Europe by about two per cent per year, according to

Euroconstruct. This will support the growth in Moderate Increase in Export Prices in

demand for sawnwood. In 1999, renovation2001

accounted for over 36 per cent of total construction

volume in Europe. As the growth rate in construction declines on
In Japan, too, accelerating economic growthlEurope’s export markets, the growth in demand for

will increase housing construction and sawnwoodgawnwood and plywood will slacken off in 2001.

consumption next year. If the exchange rat&€Combined with an increase in supply, this will

remains favourable, Finnish and other Europeamean greater competition, especially in exports of

exports to Japan should therefore increase furtheawnwood. The export volume of sawnwood and its

in 2001. Such a trend would be favourable at a timexport price (in FIM) are fieecast to rise in 2001 by

when supply growth exceeds demand growth on thiaree per cent, mainly in pine sawnwood. Exports

European markets. of plywood are projected to grow by 13 per cent,
The balance in the European markets in 200Which will again chiefly concern softwood ply-

will, however, still be affected by the expanded prowood, and the average rise in the export price of

duction of sawnwood due to the storm damage gilywood will remain at about 1.5 per cent.

1999. A further threat is the slackening of demand

in North America, which may mean an increase in

the supply of softwood plywood and sawnwood to
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Domestic Use of Sawnwood Continues increase capacity have yet been announced,
to Grow although production could be expanded a little by
carrying out improvements to existing facilities and
Finnish consumption of sawnwood will be up this by increasing production shifts. Present plywood
year, and will continue to grow in 2001, dueto the ~ capacity is about 1.4 million cubic metres, of which
increase in construction activity. The growth in 100,000 cubic metres is for laminated veneer lum-
housing construction has been supported by low  ber (LVL). In 2001, softwood plywood and LVL
interest rates, the higher purchasing power of con-  capacity will rise by about 20 per cent, to almost
sumers and their confidence in the future, and the 1.7 million cubic metres. The growth in capacity
increased migration of people and businessestothe ~ will affect producion volumes only at the end of
growth centres around the country. The European  2001.
Central Bank’s interest rate rises and the increase in With the growth in exports and domestic
house prices will, however, gradually begin to slondemand, production of sawnwood is expected to be
the growth in housing construction at the end of thisip this year by 7.5 per cent, angywbod produc-
year and in 2001. tion by 14 per cent. In 2001, the growth in exports
Forecasts published by the Confederation odnd domestic demand will decline, bringing the
Finnish Construction Industries (RTK) in Septem-forecast growth in sawnwood production to three
ber indicate that construction activity (building per cent, and plywood production to 13 per cent.
starts in million cubic metres) will be up this yearMost of the irtrease inplywood production will
by almost four per cent, and by 1.3 per cent iragain be in softwood plywood.
2001. The growth specifically in housing construc-
tion will be considerably above these figures: i
according to the RTK, the volume of housing start£-2 EXports, Production and
in 2000 will be up by about eight per cent, and next Prices in the Pulp and
year six per cent. Renovations, which are an impor- Paper Industry
tant element in sawnwood consumpti@ccount
for about 45 per cent of total construction output by
value. In 2000, renovations are increasing at a rafghe distinct upturn in the export markets for Finn-
of 2-3 per cent, and this will continue in 2001. ish paper products that began at the end of 1999
If domestic consumption of sawnwood is esti-has continued throughout 2000 and may not peak
mated as sawnwood production minus exports, thentil 2001. Indeed, record volumes will be achieved
figure for 1999 was 4.4 million cubic metres. Esti-for production and exports in the pulp and paper
mated in this way, domestic use of sawnwood isndustry in both 2000 and 2001. Production of
forecast to grow in response to the increase in comaper and paperboard products will be up this year
struction activity by about seven per cent in 2000by about six per cent, and this trend is also reflect-
and by four per cent in 2001. Domestic consumped in the prices of paper products. The price of pulp
tion of Finnish plywood, however, amounts to onlyhas continued to rise sharply since summer 1999:
one tenth of the total production volume, the restherise in average prices (in FIM) for the whole of
being exported. 2000 is expected to be as much as about 60 per cent
Figures issued by the sawmilling companieon last year’s prices. The rising price of pulp has
show that production capacity of sawnwood innot been transferred in full to the prices of paper
2000 is estimated at about 14 million cubic metregproducts, which are forecast to rise this year by
which means that the capacity utilisation rate ionly 12 per cent. The tight capacity situation for
very high. However, no major investments topulp and paper and the strong demand on the world
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markets will mean a rise in prices again next year, At the same time, 1999 was the first year in the
by about six per cent for pulp and about 12 per cent  last four decades in which production capacity in
for paper. Total production in the pulp and paper the US paper and paperboard products industry
industry in 2001 will also be up, by over four per  actually fell (0.5 per cent), and no significant addi-
cent on this year’s figure. The increase would beion is due this gar or in2001. On the European
even higher were it not for the capacity bottlenecknarkets, too, the increase in production capacity
forming in production. has been smaller than usual. The principal reason is
that forest industry companies have concentrated
their efforts on mergers in recent years, instead of
expanding capacity. The current state of the world
Barely Any New Capacity, and Demand market is seen very well in the fact that not one new

Exceptionally High market-pulp mill is due to start up at the end of
2000 or in 2001.
The world market for the Finnish pulp and paper The lack of planned new capacity for pulp and

industry began to recover from the effects of the  paper production coincides with a time when the
Asian crisis (1997-1998) only at the end of 1999. Idlemand prospects for pulp and paper products are
the latter half of the year the price of paper anaxceptionally good. The demand for these products
especially of pulp began to rise significantly and thes increasing because the growth in the world econ-
growth in demand was strong. The impact of th@my this year and in 2001 is forecast to be at its
Asian crisis on the paper market is not yet overmighest since the late 1980s. Furthermore, the com-
however, as the tight production capacity situatiompetitiveness of the Finnish forest industry has
affecing the pulp and paper markets this year andnproved markedly in relation to the main compet-
in 2001 is in part a result of the crisis. This isitor countries and export markets during the last
because the crisis led to the postponement of neyear, due to the weakening of the euro (see graphs
investment in Asia and South America, and thereen page 8). It is estimated that almost half of the
fore there will be very little new production capaci-export income of the Finnish pulp and paper indus-
ty in these markets in the current year or in 2001. try is invoiced in currencies other than the euro.

The Finnish pulp and paper industry, 1999 (1000 tonnes)

Pulp % of production Paper % of production Paperboard % of production
Production 6977 100 10 324 100 2623 100
Domestic use* 5183 74 965 9 409 16
Exports: 1794 26 9359 91 2214 84
EU 1482 21 6 763 66 1365 52
Asia 160 2 558 5 368 14
Africa 12 0 112 1 71 3
United States 3 0 646 6 88 3
Russia 17 0 85 1 43 1
Other 109 2 1195 12 280 11

*Estimated use = production — exports
SourceStatistics 1999 (Finnish Forest Industries Federation)
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per cent above its level one year earlier; and the
price of hardwood pulp has risen to EUR 770 per
tonne, a 54 per cent increase on its level one year
earlier. The markka-denominated prices have risen
by arelatively higher amount, due to the weak euro.
In summer 2000, the price of pulp (in FIM) reached
the record level of 1995, and prices have continued
to rise since then. Average prices for 2000 are fore-
cast to be up by about 60 per cent on the 1999 fig-
ures.

The factors behind the price rise have been the
favourable level of demand and the low level of
stocks as a result of the scarcity of supply. In June,
the producers’ NORSCAN stocks were at their
lowest level for five years, amounting to 1.1 million
tonnes. Stocks did, however, increase somewhat
during the summer, and in September stood at

ducer price index for paper products; estimated changeédlmost 1.4 million tonnes. A level of 1.5 million

for 2001 is +3 per cent)

Provided there is no oil crisis or some other
unexpected factor affecting growth in the world
economy, new records will be set in 2000 and 2001
for the value of Finnish pulp and paper industry
exports. The limiting factor on exportsthisyear and
next will be the tight capacity situation rather than
the actual demand for products. The demand and
supply situation on the world markets will also be
reflected in rising prices. This year, for example,
the real export value of pulp and paper productsis
forecast to rise by 14 per cent on last year, and in
2001 by amost a further 15 per cent. By compari-
son, the rise in the real value of exportsin the pulp
and paper industry in 1997, the best year of the
1990s, was more than 17 per cent.

Pulp Stocks Low
Both the euro- and dollar-denominated prices of
pulp haverisen to afairly high level during the past

year: the price of softwood pulp in September was
guoted at USD 710 per tonne, which is aimost 37
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tonnes has traditionally been regarded as the equi-
librium level for the market. However, the increase
in demand has meant that this is not necessarily any
longer the case. Utipulp stocks are also relatively
low, at almost 1.4 million tonnes of pulp in August,
equivalent to only 35 days’ requirements, whereas
in August 1999 these stocks were sulfficient for 40
days.

Despite the low level of stocks, a large increase
in production is not anticipated. According to
advance information from the Montreal-based Pulp
and Paper Products Council, for example, the aver-
age capacity utilisation rate in the NORSCAN
countries (Canada, Finland, Norway, Sweden and
the United States) in September was 93 per cent,
which is the same as one year earlier. The NOR-
SCAN countries produce almost 60 per cent of the
world’s pulp.

The market outlook for pulp is good, although
some signs of weakening are in evidence, especial-
ly in Asia. The reduced consumption of pulp in
China has brought Russian pulp onto the European
market as well. The scarcity of supply from both
North America and Europe does, however, support
high prices. The raw material price index of the
Association of European Conjuncture Institutes
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(AIECE) also projects arise in the price of pulp at FIM/ tonne il tonnes
the end of the year. Indeed, the price of pulp (in 4000 2.6
FIM) this year should show an increase of as much |
as about 60 per cent on last year’s figures.

3800 /\ 2.3

Pressure to Increase Paper Prices 3600 / \ / 20
The prices for different grades of paper have risene | \ /\// i

1.7

slightly different rates. The most rapid growth has3400 1
been in fine paper, where particularly those produc V Unitvalue
ers who use market pulp have raised the price t
cover their higher costs. As with pulp, the rise in
paper prices (in FIM) has been supported by the re
ative weakness of the euro against the dollar.

The rise in the price of pulp will continue to cre-
ate pressure to raise paper prices in the future. I¥plumeand real unit value (1989 prices) of paperboard

. . xports, 1989-2001f (inflation-adjusted using the pro-
September 1999, the pulp/paper price ratio CalcuSucer price index for paper products; estimated change

lated on the respective euro prices stood at 64 pésr 2001 is +3 per cent)

cent for LWC paper, 65 per cent for coated fine

paper and 59 per cent for A4 copier paper; the cor-

responding figures for September 2000 were 95, 8®nger term, and eventually either paper prices will

and 77 per cent. According to market analysts, Hse or pulp prices fall.

ratio of over 80 per cent is not sustainable in the Why have paper prices not been raised in line
with the pulp price? First, it should be noted that

Export vaume
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Source N ational Board of Custons

FIM/ tonne mill. tonnes the pulp/paper price ratio has been rising, particu-
3700 ] 11 larly in the euro countries, whereas in North Amer-
1 f ica the strong dollar has meant that the same degree
3600 ~10  of imbalance does not exist. The euro area’s non-
] Exportvolume f integrated paper producers buy pulp at dollar prices
3500 ° and so, due to the weak euro, their costs have risen
by more than the rise in dollar prices. Passing on
3400 4 8 ) A :
| /\/ I these costs to paper prices is difficult with the cur-
3300 - \ / A 7 rent level of competition for market share on world
] V V I markets between integrated and non-integrated
3200 4= 6 paper manufacturers. In Western Europe, for exam-
. Unit value : ple, the market share of non-integrated producers
3100 — T T 5 has fallen from around 60 per cent in 1990 to only

89 90 91 92 93 94 95 96 97 98 99 00 01 about 40 per cent in 2000. If integrated producers

Saurce: N ational Board of CustorTs keep the price of paper low in relation to pulp, this
_ . will be very damaging to non-integrated paper pro-
Volume and real unit value (1989 prices) of paper

exports, 1989-2001f (inflation-adjusted using the pro-duc.ers'.-.rhe presenttusation may indeed lead to
ducer price index for paper products; estimated chang®rofitability problems for non-integrated producers,
for 2001 is +3 per cent)
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the consequence of which may be a further drop in
their market share.

Despite this, paper prices can be expected to rise
significantly above their current level. This will
mainly be in response to the following factors:
there are still market-related pressures for further
increases in the price of pulp; demand in the mar-
kets for paper products continues to be strong; and
there is a scarcity of paper supply even though
capacity utilisation rates are high. Furthermore, the
recent rise in the price of ail isleading to arisein
the costs of production inputs and transportation,
which will in turn increase the pressure for arisein
paper prices aswell. European and North American
producers have in fact already announced that they
are raising the prices of newsprint, fine paper and
paperboard at the end of the autumn. The prices of
paper and paperboard are forecast to rise this year
by about 12 per cent on their 1999 levels.

Record Production and Exports

Production volumes of pulp and paper have been on
theincreasein Finland since 1996, and 2000 will be
no exception. Dueto astrikein the spring, however,
production of pulp in thefirst six months of the year

the production of paper and paperboard for 2000 is
predicted to exceed last year’s total by 6—7 per cent.

Despite a drop in the export volumes of some
products, such as pulp and newsprint, in the first
half of the year, high prices meant that the value of
exports was up in all product groups. The volume
of paper exports as a whole grew substantially in
January—June 2000. The biggest increase was in
exports of coated magazine papers, at almost 20 per
cent. Since the market development has also been
good during the latter half of the year, and compet-
itiveness remains high due to the weak euro, export
volumes are forecast to grow by even more than
consumption. Paper exports for the full year are
expected to be up by 7 per cent and paperboard by
six per cent. With Finnish paper and paperboard
mills in full production, domestic use of pulp is
very high and so pulp exports for the year will be
up by only two per cent.

Will the Cycle Peak in 2001?

Economic conditions in 2001 should support con-
tinued growth in demand for exports from the Finn-
ish pulp and paper industry. In the main market
area, namely the European Union, the growth in

remained at last year’s level. The strong demand forational economies will remain high, but in the

pulp and the tight supply situation have served tdJnited States the economic growth is expected to
boost production in the remainder of the year, antlurn onto a more normal path after years of excep-
total pulp production for 2000 will be up by abouttional growth. In Asia, economic growth will con-
six per cent on 1999. tinue largely at the same high level as this year.
Thanks to high demand, production of paper World production capacity of pulp and paper
and paperboard increased in January—June of thigll not increase significantly in 2001. No major
year by over five per cent compared with the correehange is thus expected next year in the current low
sponding period in 1999. The growth would havdevel of stocks. The balance in the markets will not
been even higher had the spring strike not reducdtierefore change to any degree, but instead the rela
paper production by about 300,000 tonnes. Produtive scarcity in the supply of pulp and paper prod-
tion of magazine paper, in particular, has risen, andcts may be further exacerbated. The euro is fore-
the output for January—June thisay was up 13 per cast to appreciate slightly next year against the dol-
cent on the corresponding period in 1999; produdar, the yen, pound sterling and the Swedish krona,
tion of newsprint, on the other hand, fell in the firstbut the changes will be small relative to the weak-
six months of the year by more than 11 per cenening experienced during the past year (see graphs
With the market outlook continuing to be bright,on page 8). With the relative competitiveness of the
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Forecasts of production and exportsin the pulp and paper industry, 1000 tonnes; percentage changes from previous

year are shown below the respective volumes

Production
1999 2000f
6977 7 400
Pulp +3.9 +6
10324 11 047
Paper +20 +7
Paperboard 2 +612 i 2 7?2

Finnish pulp and paper industry remaining good
next year and the market situation continuing to be
favourable, the current business cycleis expected to
be at its peak in 2001. It is aready predicted that
production capacity for paper products will be
expanded considerably in 2002.

Pulp exports are predicted to increase in 2001
by about three per cent. Prices will remain quite
high, at least in the first part of the year, and the
pulp priceis forecast to rise by six per cent for the
year as awhole. Paper exports will rise in 2001 by
about five per cent. Pressures to reduce the pulp/
paper price ratio will be amongst the factors lead-
ing to a higher rise in paper prices than in the price
of pulp. Markka-denominated unit prices of paper
are forecast to rise by about 12 per cent next year.

The market situation for paperboard continues
to be better than for paper products. Out of the total
paperboard production, 16 per cent is consumed on
the domestic market, and the proportion exported to
Asiais 14 per cent; the corresponding figures for
paper are nine per cent and five per cent. The
demand outlook for paperboard is exceptionally
good because GDP growth in both Finland and
Asiain 2001 is expected to be even higher than in
the EU countries or the United States. A limiting
factor on the production and export growth in the
Finnish paperboard industry will again be the

Exports

2001f 1999 2000f 2001f
7750 1794 1830 1885
+5 +15 +2 +3
11 600 9359 10014 10515
+5 +1 +7 +5
2830 2214 2350 2400
+2 +5 +6 +2

Forecasts of export prices for the pulp and paper indus-
try (as percentage changes from previous year*)

1999 2000f 2001f
Pulp 4 60 6
Paper -2 12 12
Paperboard -4 12 10

*Export prices are nominal unit values (in FIM).

in 2001 by only two per cent. Prices, by contrast,
will rise by about 10 per cent.

Increasing Share of Exports to Spain
and the US

Subtle changes seem to have aoed in 2000 in
the export distribution of Finnish paper products. In
the two most important export markets, Germany
and the United Kingdom, the former is increasing
its relative share of Finnish exports,evhas the lat-
ter’s share is falling. Based on the trend in the first
half of the year, the value of exports to the UK
seems to be declining in absolute terms as well. Of
the other important export markets, Spain has

capacity shortage — more products could be soldxpanded its relative share of Finnish exports the
than can be produced. As a consequence, papenost. With the Spanish economy prospering,
board production and exports are predicted to growxports of Finnish paper products to Spain grew in
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the first six months of 2000 by about 30 per centon  wood mills, the price of birch sawlogs will remain
the same period last year. If the trend continuesto  more or less unchanged this year, but the price of
the end of the year, Spain’s share of Finnish papepruce sawlogs has risen.

product exports may reach about seven per cent for The nominal costs of timber harvesting and
2000 as a whole; last year the corresponding figureng-distance transportation will be up this year by
was about six per cent. The weakening of the eure-8 per cent as a result of the higher cost of fuel
against the dollar has led to a marked rise in exportgnd lubricants and the rise in interest rates. The
to the United States. This year the relative share @fifluence of these two factors in the forest sector’s
Finnish paper exports to the US may rise to almoshachinery cost and transportation cost indices is

eight per cent (seven per cent in 1999).

2.3 Costs and Profitability in
the Forest Industry

The nominal costs of raw materials, energy and
labour in the forest industry are rising this year, but
in real terms some of these costs are actually fall-
ing. With a moderate cost trend overall, and with
rising export prices and a high capacity utilisation
rate, profitability in the Finnish forest industry will
be up considerably on last year, achieving a record
level for 2000. In 2001, the capacity utilisation rate
in the pulp and paper industry will rise to 99 per
cent, and in sawmilling to 97 per cent. If the cost
trend continues to be moderate, the forest industry

significant, amounting to almost one quarter in the
latter index. The nominal cost index for harvesters
and forwarders has already risen by six per cent on
last year’s figure, and the transportation cost index
by an even greater percentage. Changes of this
magnitude have not occurred for ten years.

Contracting rates have not yet risen to match the
rise in costs. From the forest industry’s perspective,
the cost trend (adjusted for inflation using the
wholesale or producer price indices) in stumpage
prices, timber harvesting and long-distance trans-
portation for the year as a whole has remained
moderate. From the contractors’ viewpoint, howev-
er, the situation is quite the opposite.

Rising Price of Paper Coating Materials
and Fillers

will again turn in arecord profit in 2001.

The prices of other raw materials will also increase
this year, due to the strong growth in the world
economy and the high price of oil. Indeed the prices
of kaolin, calcium carbonate and talc, which are
important in the manufacture of magazine papers
and quality printing papers, have already been
Stumpage prices will be up in 2000 by an averageaised. If this trend continues to the end of the year,
of 5-6 per cent, although within this figuresth are the prices of non-metallic minerals will have
significant differences between the various types ahcreased this year by 3-5 per cent (adjusted for
roundwood. The timber costs of sawmills usinginflation using the producer price index), and the
exclusively spruce will rise in nominal terms by asprices of chemicals and chemical products by
much as 10 per cent, whereas the price of pulpwoaalmost 10 per cent. The nominal prices of both
used by the pulp and paper industry will rise bywould be at their highest for over ten years.

only two per cent. When adjusted for inflation using  The increase in the price of paper coating mate-
the wholesale or producer price indices, the price afals and fillers is due to the high demand and the
pulpwood has actually fallen significantly. For ply- rising costs of oil products, which increases the

Rise in Mill Price of Timber in 2000
Remains Small
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costs of extraction, production and distribution.  using the producer or wholesale price indices, wag-
Thisis of considerable importance to the pulp and  es and salaries even show a slight decrease.
paper industry, as kaolin, other non-metallic miner- Following corporate restructuring, the forest
als, starch-based binders, pigments, plastic-based  industry will be able to make savings in the costs of
substances and chemicals account for 7-8 per ceffw materials, distribution, marketing and adminis-
of the total costs. For some paper grades, thigation. These cost savings could, at least in princi-
exceeds the cost of the wood raw material. ple, be quite large, as, for example, transportation
The rising price of recovered paper in Centrabind sales costs represent almost 10 per cent of turn-
Europe is creating further pressures, although thever in the forest industry. On the other hand, price
majority of the recovered paper used in the Finnishises in oil products will mean a significant increase
production of newsprint, tissue and paperboard il transportation costs for the forest industry’s
still obtained from domestic smes. In Germany intermediate and end products.
and the United States, the price of recovered paper
has been following the trend in market pulp prices
for many years, but in Finland and Sweden thigdigh Oil Price Will Increase Cost
connection has been much less pronounced. Due Rressures in 2001
the rising costs of transportation, recovered paper
will become more expensive in Finland, too. The rise in nominal stumpage prices in 2001 is
expected to be three per cent, which is slightly less
than in 2000. However, the mill price of roundwood
Moderate Rise in Energy and Labour used by the industry will rise by more than this next
Costs year, because the increased price of fuel and higher
interest rates will be reflected in the charges for tim-
In real terms, the prices of electricity, gas, heat ander harvesting and long-distance transportation.
water are expected to remain more or less In the future, pressures on timber harvesting
unchanged this year, and the cost of electricity magosts will incease in any case, as the degree of
even fall slightly. Nevertheless, there are clear signsiechanisation in felling cannot be further raised to
that the increases in oil prices are also pushing wugny significant extent, and the proportion of thin-
the price of natural gas and peat. However, thaings will increase. In 1999, the deg of mechani-
Finnish forest industry obtains a considerable prosation used in felling rose to 94 per cent, with the
portion of its electricity and heat from its own pow-exception of delivery fellings in non-industrial pri-
er plants and production processes (e.g. black ligrate forests. Opportunities for raising productivity
uor, sawdust and bark), which serves to promotm long-distance transportation have also dimin-
stability in the energy costs for the industry. ished, and hopes are now pinned on neffieient
The estimated impact of the spring pay settleuse of vehicles.
ments on the pulp and paper industry’s costs in The price trend in other raw materials in 2001
2000 is about four per cent in nominal terms, anavill depend essentially on the prices of oil prod-
just below four per cent for the wood productsucts. If oil prices stop rising or begin to fall slightly,
industry. Provided there is no upward drift in wagesas predicted by, for example, the Association of
and salaries, the rise in labour costs for the year wikuropean Conjuncture Institutes (AIECE), the
be moderate and corresponds with the labour prgressures to raise raw material prices will be
ductivity growth in the sector in recent years, oreduced. The prices of oil products are, however,
falls just short of it. When adjusted for inflation expected to remain at such a high level that, due to
the indirect effects, prices of pigments, binders and
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chemicals may continue to rise in 2001. The
expected strengthening of the euro in 2001 will,
however, reduce the cost pressures associated with
imported goods denominated in dollars or pound
sterling.

The prices of electricity, gas, heat and water,
which are also important to the pulp and paper
industry, can be expected to rise in 2001, but at a
relatively modest rate. The price trend here, too,
does depend on oil production volumes, changesin
the level of stocks, and the level of consumption in
the coming winter. The impact of labour costs in
2001 will depend on the next pay settlement; the
Research Institute of the Finnish Economy (ETLA)
and the Ministry of Finance predict that the overall
effect of the settlement will be 3.5 per cent.

Record Capacity Utilisation Rate in
Finland

The demand for end products and the rise in export
prices will lift the capacity utilisation rate of the
Finnish forest industry to avery high level in 2000.
In the pulp industry, the capacity utilisation rate will
rise to 97 per cent, in the paper industry to 95 per
cent and in the paperboard industry to 99 per cent.
The figures would be even higher had there not
been a strike in the spring.

The demand for pulp and paper is expected to
continue growing in 2001. At the same time, excep-
tionally little new production capacity will come on
stream, especially in Europe. In 2000 and 2001,
investment in the paper and pulp industry will be
mainly in renewing paper machine production
lines, improving the efficiency of production and
undertaking other improvements. The capacity uti-
lisation rate of the pulp and paper industry will thus
be raised to 99 per cent in 2001. This does not take
into account any extra capacity gained from
improvements in production efficiency.

The capacity utilisation rate in sawmilling will
also remain very high this year, because construc-
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tion is continuing at a brisk pace both in Finland

and in export markets. Investment in the Finnish
sawmilling industry in 2000—-2001 will be princi-
pally in expanding the product range and-éasing
the output of products with a high added value.
Thanks to high demand, the sawmilling capacity
utilisation rate is expected to rise to 101 per cent in
2001.

The capacity utilisation rate in sawmilling is,
however, more difficult to define than for the pulp
and paper industry, on account of the greater flexi-
bility of production. Assuming that the sawmilling
industry can raise its capacity by five per cent a
year, mainly through small improvements, the
capacity utilisation rate would be 96 per cent in
2000 and 97 per cent in 2001.

The Finnish plywood industry has invested
heavily during the last ten years. Considerable
investment has been made in softwood plywood
and in increasing the degree of processing. The
same trend will continue in 2000-2001, when ply-
wood production capacity will increase by about 20
per cent, and laminated veneer lumber (LVL)
capacity will almost double. Despite the huge
expansion, the capacity utilisation rate in the ply-
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wood industry will only increase to about 93 per companies in 2000 by almost FIM 9 billion. The
cent. Thisislower than for other product groupsbut ~ full impact of the improved price competitiveness
is somewhat misleading because it is due to the  will, of course, be even greater than this.
addition of new production capacity in the middle In September, Deutsche Bank forecast that the
of the year and seasonal reasons. euro will strengthen in 2001 against the US dollar
and pound sterling by an average of about six per
cent, against the Canadian dollar by four per cent,
Record Profit for Forest Industry This and the Swedish krona by two per cent. Under the
Year assumptions stated above, it can be estimated that
the turnover of Finland’s three largest forest com-
Last year, the profits of Finland’srée largest for- panies will fall in 2001 by over FIM 3 billion as a
est companies, Stora Enso, UPM-Kymmene andirect effect of the anticipated strengthening of the
Metsdliitto Group, amounted to a total of approxi-euro. On the other hand, operating costs will also
mately FIM 13 billion (excl. sales profits, extraordi- fall by FIM 1 billion.
nary items and taxes). The rise in export prices, the The above figures are only approximations,
competitive advantage brought about by the weakecause in reality the companies’ currency distribu-
euro, and the high production volumes will com-tions are not the same. In Stora Enso’s operating
bine to raise the forest industry’s profits this year ta@wosts the Swedish krona is more important than it is
a record level. This is further supported by the facto the other companies, and for Metsa-Serla (excl.
that most of the industry’s production inputs are oMoDo) the role of the euro is emphasised on
domestic origin or their invoicing currency is theaccount of the location of its production plants and
euro. The combined profit from regular operationexport markets.
of the three companies in 2000 is thus expected to
rise to FIM 25 billion.
Part of the increase in turnover and the growindRecord Profit Trend Will Continue in
profits is directly due to the weak euro. For exam2001
ple, about FIM 2.5 billion of Stora Enso’s increased
turnover for 2000 will be purely a result of the The prices of paper and paperboard are predicted to
weakening euro (if currency hedging is not includ+ise slightly more in 2001 than this year, whereas
ed and the currency digiotion in the company’s the prices of the production inputs for the pulp and
turnover is the same as in 1999). paper industry are expected to rise only moderately.
On the basis of information in Stora Enso’sAdded to this, the capacity utilisation rate is fore-
annual reports, it can also be estimated that theast to rise to a record level. The profit for the Finn-
weak euro will mean an inease of abut FIM one ish forest industry as a whole in 2001 isréfere
billion in the company’s operating costs for 2000.expected to improve even further on the figure for
Calculated thus, the direct net effect of the weakhe current year.
euro on the company’s profit will be positive, at Sawmilling profits will also be up in 2000,
around FIM 1.5 billion. because production will imease to a record level
Assuming that the currency distribution in theand export prices for sawnwood will rise by nine
turnover of UPM-Kymmene and Metsé-Serla isper cent. The profit level will nevertheless be
similar to that of Stora Enso, it can be estimateaffected by the price rise obaut 10 per cent in the
that the weak euro will have increased the comindustry’s most important wood raw material,
bined turnover of Finland’s three largest forestspruce sawlogs. The deg of procesng varies

The Finnish Forest Industry 31



Cost Structure of the Forest Industry
Jaana Rekikoski and Esa-Juss Viitaa

The cost structure of all the forest industry’s business units in Finland in 1998 is illustrated in the accompany-
ing diagram. The information has been obtained from official and publicly available statistics, mainly from
Statistics Finland and the Finnish Forest Research Institute (METLA).

The pulp and paper industry comprises the manufacture of pulp, paper and paperboard as well as paper and
paperboard products. The wood products industry, on the other hand, is defined here as consisting of sawing,
planing and impregnation of timber; the production of plywood and wood-based panels; and the manufacture
of joinery products, wooden packaging and other wood products.

Figures from Statistics Finland show that in 1998, the turnover of pulp and paper industry companies oper-
ating in Finland amounted to FIM 84 billion; the corresponding total for wood products companies was|FIM
28 billion. This represents a growth in turnover on the previous year’s figures of seven and nine per cent,
respectively.

The turnover for each of these industries includes both primary and secondary processing. In the wood
products industry, primary processing accounted for 75 per cent of turnover, in contrast to the much higher fig-
ure of 95 per cent in the pulp and paper industry. The difference is mainly due to the inclusion of joinery prod-
ucts (including wooden houses) under secondary processing, as this represents a turnover of more than FIM 6
billion. Secondary processing in the pulp and paper industry consists mainly of the manufacture of corrugated
board, sacks, paper packaging and wall coverings.

Net profit in both industries in 1998 was positive. Return on capital invested in the pulp and paper industry
was about four per cent, and in the wood products industry 11 per cent. In both cases the return was down by
approximately one quarter on the previous yeatr.

The proportion of total costs accounted for by the wood raw material itself (stumpage prices, timber har-
vesting, transportation costs and imported timber) differs greatly in each industry. In the wood products indus-
try it is about one third of all costs, and in the pulp and paper industry, including chips and sawdust, only 10
per cent.

In the pulp and paper industry, fillers, coating materials, pigments and process chemicals accounted for 7—
8 per cent of total costs. This proportion will increase in the future as production becomes increasingly orien-
tated towards highly processed products, especially coated magazine and fine papers.

Financial expenses and energy costs constituted a lower proportion of total costs in both industries inh 1998
than in 1997. The reasons for this were the rise in company equity ratios, the fall in interest rates and the
decrease in the price of electricity. The proportion of pulp and paper industry total costs accounted for by
wood raw materials also declined, by more than one percentage point, which was due to the relatively low
price rises in pulpwood, chips and sawdust. In the wood products industry, the share of total costs constituted
by wood raw materials remained at its previous level.

Other raw materials and supplies constitute a significant share of total costs, especially in the pulp and
paper industry. About one third of these costs are for wood-based products, such as chemical pulp, mechanical
wood pulp and recovered paper, which are used in secondary processing. Accurate assessment of the quanti-
ties and value of wood-based raw materials moving between business locations and within conglomerates is
sometimes rather difficult, which may lead to errors in determining this cost item.
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Costs in the Pulp and Paper Industry, 1998 (FIM 84 billion)
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considerably from one mill to another, and so prof-
its a'so vary widely in the sector.

The favourable market trend for sawnwood will
continue in 2001, but the intensifying competition
means that the rise in export pricesis forecast to be
only modest. With costs rising at the same time,
and capacity limits being reached, the profitability
of Finnish sawmilling will diminish somewhat in
2001

The profit trend in the plywood industry will
continue to be good in 2000, helped along by the
consolidation of prices and the increase in produc-
tion volumes compared to last year. In 2001, profits
in the plywood industry will fall slightly, dueto ris-
ing costs and afall in real export prices, partly as a
result of the increase in production capacity.

Big Profits in Pulp, Magazine Paper and
Plywood
Comparing the profitability of different product

groups is important to forest companies wishing to
concentrate on their core business. Using operating
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profit as a percentage of turnover (see graphs), the
best performance in the last three years has been
achieved by magazine paper and plywood. This
may explain why the plywood industry has been
abletoinvest so much in expansionin recent years.
These investments in new capacity, along with the
seasonal variation in production, would then
explain the large fluctuations in net profit for the
plywood industry. The poorest performance is
shown by the sawmilling industry, where operating
profit has remained significantly below 10 per cent
of turnover.

If the product group comparisons are made on
the basis of the return on capital invested reported
by the forest companies, the performance rankings
do not change noticeably. In 1998 and 1999, the
most profitable product groups were magazine
paper and plywood (incl. laminated veneer lum-
ber), where the return on capital invested was over
20 per cent. Sawnwood was again the poorest per-
former, in spite of its low capital needs.

The figures for the first six months of 2000
reveal that the same product groups are still achiev-
ing the best results. Nevertheless, the return on cap-
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ital invested in the pulp industry, which isquick to  in Transfennica, which specialises in forest indus-
react to economic fluctuations, will bein aclassof  try transportation. Stora Enso has already sold most
its own this year: the return for the first six months  of the power assets outside its production plants.
of the year alone was 30-40 per cent. Only three As companies search for rfding sources to
years ago, by contrast, the return on capital investé&thance corporate restructuring, their attentions will
in pulp mills was distinctly negative. next turn to their own forests. For example, the
Swedish company SCA has already announced that
it is studying the possibility of corporatising its for-
Corporate Restructuring Continues est ownership and selling part or all of it to outside
investors. In Finland, too, the strategic importance
Corporate acquisitions and mergers in the foresif company-owned forests as a raw material source
industry are expected to continue in 2001 as this diminishing. If the industry were to see the Finn-
major forest companies pursue their strategies fash roundwood market operating smoothly in the
consolidating end-product markets. The strong cadlong term too, and even during economic down-
flow of these companies and their relatively highturns, and the uncertainties related to timber
equity ratio give them a good foundation for furtherimports (especially those from Russia) were to be
actions. reduced, then the same kind afaaagements will
Concentration on core business activities willundoubtedly be seen in Finland as well. Stora Enso
also continue. The most recent example is Metsdwas in fact already announced that it is prepared in
Serla, which bought MoDo's fine paper productionprinciple to sell its forests in Finland, on account of
but is simultaneously withdrawing from Metsa Tis-their poor return. Considerable sums of money are
sue. UPM-Kymmene also sold Walki Sack and parat stake here, as the value of forests owned by the
of the business of Rosenlew. The forest companidsrest companies in Finland can be roughly esti-
are also releasing capital by selling their holdingsnated at FIM 15-20 billion.
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3 Forestry in Finland

3.1 Utilisation of Wood
Resources

private owners, 20 per cent is owned by the state,
nine per cent by companies and six per cent by oth-
er groups of owners. The state’s forest ownership is
concentrated in Northern Finland, whichréflect-

Finland's abundant forest resources are sufficiened in the low average increment in the growing

to satisfy the timber needs of the Finnish foresstock compared with forests in other ownership.

industry, with the exception of birch. AlImost 50 pefForests in non-industrial private ownership account
cent more birch is consumed than the estimatetr 74 per cent of the increment in growing stock,

maximum sustainable removal will allow, the shortState-owned forests for 11 per cent, company-
fall being made up by imported birch. In 1997—owned forests for 10 per cent and the rest for five
1999, commercial fellings and wood consumptiorper cent.

by the forest industry were at record highs. The for- From the timber procurement viewpoint, the

est industry was consuming an average of 67 mikRon-industrial private forests are of crucial impor-

lion cubic metres of wood a year, of which 56 miltance, as 75-85 per cent of the domestic round-
lion cubic metres was of Finnish origin. In 2000wood used by the forest industry is from such for-
and 2001, the industry’s wood consumption is foreests; the proportion is 65-75 per cent if imported

cast to be even higher.

Finland has 23 million hectares of forest, and the
total volume of growing stock is approximately
2000 million cubic metres. Pine accounts for 47 per
cent of this, spruce for 35 per cent and broad-leaved
speciesfor 18 per cent. The annual increment in the
growing stock is about 76 million cubic metres.
Some 2.4 million hectares of forest, mainly in
Northern Finland, is wholly or partialy excluded
from commercia timber production. Forestry can
be practised across an area of more than 20 million
hectares, containing a growing stock of approxi-
mately 1900 million cubic metres with an annual
increment of 74 million cubic metres.

timber is taken into account. In 1997-1999, remov-
al of industrial wood averaged 57 million cubic
metres per year. In 2000 and 2001, the removal fig-
ure will rise by a further 3—4 million cubic metres
per year. This is not far short of the targets con-
tained in the National Forest Programme (annual
removal of 63—68 million cubic metres until 2010).
The calculation of maximum sustainable remov-
al is based on information about the amount, com-
position and annual increment of the growing
stock, and assumes that the standard of silviculture
will remain unchanged. The calculation indicates
the level to which fellings could rise without preju-
dicing the size of future removals. It is an optimisa-
tion calculation pregred at the Finish Forest
Research Institute (METLA) and includes the

Sixty-five per cent of Finland's timber-produc- effect of roundwood price fierentials on the com-
tion forests is in the possession of non-industrigbosition of the maximum sustainable removal. The
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maximum sustainable removal has risen steadily
because the volume of growing stock has continual -
ly increased, and silviculture, at least in recent
years, has been quite intensive. The additiona
funding granted with the Nationa Forest Pro-
gramme will probably secure silvicultural invest-
ment at this level at least in the immediate future.
The increase in maximum sustainable removal
seems to have levelled off, but at the present rate of
timber resource use thisis set to risein the future.
Felling which exceeds the maximum sustainable
removal on atemporary basisonly will not jeopard-
ise future harvests. Flexibility of thiskind, whichis
justifiable in silvicultural terms, is extremely wide-
spread in Finnish forests, especially in spruce
stands. In spruce-dominant forestsin Southern Fin-
land, the average volume of growing stock is 172
cubic metres per hectare, compared with only 101
cubic metres per hectare in pine-dominant forests.
Spruce harvests have been very high in recent years
and spruce reserves have no longer been increasing.
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Fellings of industrial wood and maximum sustainable
removal

Forestry in Finland

Timber consumption by the forest industry and maxi-
mum sustainable removals in Finland

Consumption 1997-99
% of maximum

Tree species mill. m3/yr sustainable removal
Pine 25.7 81
Spruce 27.0 112
Birch 13.1 149
Total 65.8 102

Consumption includes imported timber.

Timber resources would have allowed consider-
ably more felling (see graph) in the last twenty
years than has actually occurred, but in recent years
felling hasincreased at arate above the estimates of
maximum sustainable removal. The proportion of
the maximum sustainable removal harvested is par-
ticularly great in non-industrial private forests, at
over 90 per cent.

The table shows the Finnish forest industry’s
consumption of timber by species, and compares
these figures with the maximum sustainable remov-
als estimated for Finnish forests. In addition to the
guantities stated in the table, the industry also uses
some aspen and unspecified timber. Non-industrial
use of wood is insignificant. The information in the
table is not presented by roundwood type because,
from a practical viewpoint, the distinction between
sawlogs and pulpwood is often flexible, harvesting
of sawlogs also accumulates pulpwood, and the
wood pulp industry uses large quantities of sawmill
chips, etc.

Consumption of birch is almost 50 per cent
above the level of maximum sustainable removal in
Finnish forests. About half of the birch for industri-
al use is thus imported as birch pulpwood. Perhaps
somewhat surprising, spruce resources are also
being used to the full (spruce impogeelow but
increasing). The level of maximum sustainable
removal of spruce stands that is justifiable in silvi-
cultural terms is, however, much higher than the
figures in the table indicate, which allows some
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room for manoeuvre, especially in the case of throughout the year, which has stabilised the mar-
spruce sawlogs. According to the maximum sus-  ket.

tainable removal calculations, spruce harvests can
be sustainably increased in as little as about ten
years from now. From a wood resources viewpoint,
pine, and especially sawlogs, represents the best
and quickest opportunity to meet the need for
increased timber consumption.

New Record for Commercial Fellings

Commercial fellings are estimated to have
increased by about five per cent in 2000, to almost
58 million cubic metres. The sawlog harvest will be
up by six per cent and pulpwood by three per cent.
The quantities of sawlogs and pulpwood harvested
this year will be amost equal, due to the strong
demand for both sawmilling and paper industry
products.

The growth in exports of Finnish forest industry The supply of roundwood from spruce-domi-
products has raised the industry’s demand fomant stands in non-industrial private forests has
roundwood and increased roundwood prices durbeen high this year. However, tota fellings
ing 2000. The rise in stumpage prices has beeimcreased more in company-owned than in private
greatest in spruce sawlogs, whose price will havéorests in the first half of the year, and fellings in
risen this year by about 10 per cent. With thecompany-owned forestsfor 2000 as awhole will be
domestic roundwood markets operating efficientlyup by about six per cent. Felling in forests of the
roundwood imports this year will be up by only twoFinnish Forest and Park Service will this year
per cent. In 2001, a new record may again beemain at the level of 1999, at 4.4 million cubic
achieved in commercial fellings. As demand growsetres.

next year, the volume of imports is forecast to rise The prices of the different sawlog species have
again to a new record level, 14.4 million cubicbecome more uniform since the beginning of 1999,
metres. The rise in stumpage prices is predicted tand at the end of this year the prices of spruce, pine
continue in 2001, because demand will be growingnd birch are already very close to each other.
and prices of forest industry products will increase Weekly statistics show that the rise in sawlog prices
levelled off in the summer, but in the autumn they
again began to rise. The prices of pine and spruce

3.2 Roundwood Markets

The growing demand on sawnwood markets has
increased the demand for sawlogs considerably in
2000. In particular, the demand for spruce sawlogs
and the higher prices being fetched are helping to
push domestic fellings to a new record. Round-
wood trade progressed well in the first half of the

pulpwood began to decline dightly in summer
2000, which, according to the industry, was merely
aresult of the quaitative variation in the distribu-
tion of stands. The demand for spruce sawlogs has
picked up so much that its price will be up thisyear
by 10 per cent on last year's averagespiie the

year, due to the encouraging situation on the end-
product markets. In the 1990s, negotiations on
stumpage prices typically led to indecision by the
market in the spring and tended to bias roundwood
sales towards the autumn. In 2000, however, round-
wood purchases have been distributed more evenly

ample supply of sawlogs. The stumpage price of
pine sawlogs will be up this year by an average of
only four per cent. The real price trend differs from

the nominal trend, however, because both last year
and this year only spruce sawlog prices have actual-
ly risen in real terms. In relation to export prices of

pine and spruce sawnwood, stumpage prices of
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Commercial fellings and roundwood imports, 1999—-2001f

Rounwood type/ 1999 2000f Change 2001f Change
owner category mill. m mill. m % mill. m %
Commercial fellings, total 55.3 57.9 +5 60.1 +4
Non-industrial private forests 47.8 50.2 +5 52.1 +4
Company-owned forests 31 3.3 +6 35 +6
Finnish Forest and Park Service forests 4.4 4.4 0 45 +2
Sawlogs 27.3 29 +6 29.8 +3
Pulpwood 28.0 28.9 +3 30.3 +5
Roundwood imports 13.2 135 +2 14.4 +7

Commercial fellings and roundwood
imports, total 68.5 714 +4 745 +4

sawlogshaverisen thisyear to alevel higherthanat  to be less busy than last year. As in previous years,
any time in the 1990s, which is aready visiblein  and on account of the high demand for sawlogs,
the deteriorating profitability of sawmilling. standing sales have been higher than delivery sales.
Standing sales will account for about 82 per cent of

The price trend for the different types of pulp- the market in 2000. The price trend in delivery sales

wood has been even more uniform in 2000 than for
sawlogs. Due to the high demand for magazine
paper the average stumpage price for spruce pulp-

wood will be up this year by about four per cent. 1 g000 oo™
On the pine and hardwood pulpwood markets, 1 = U chips
imports continue to be high, although the domestic 1500011 | | 01 Pulpwood
. . . 1 O Softwood saw ogs
supply of pine pulpwood is aso plentiful. As a ]
result, the average prices of pulpwood thisyear will 12000 [} ] =
be at last year’s level, even though the rise in th T e i
price of chemical pulp has been dramatic. 9000 1 u ] = T
6000 | u
Roundwood Supply from Private 2000 11 1L
Forests at High Level R L (L L
O T LI — — LI —
The forest industry’s roundwood purchases fron 89 90 91 92 93 94 95 96 97 98 99 2000
non-industrial private forests in January—Augus Source: Finnish Farest Resear ch Institute (Metla)

2000 amounted to almost six million cubic metres

more than in the corresponding period in 1999Forest industry stocks of harvested timber at six-month
which included a quite spring. In contrast, roundintervals (June 30 and December 31), 1989-2000,
wood trade in the latter part of the year is expected000

Forestry in Finland 39



3 FIM/ >

mil. m
32 ) 350
29 — £ 1 Birchsawlogs
1 7 300 4]
26 PU /\// 1 Pinesawlogs
] ulpwood V4 ]
23 250 7Z _ nm/“
204— ]
1 Sawlogs 2001
17 \ / 1 Spruce samags
14 T T T T T T T T T T 150 T T T T T T T T T T
89 90 91 92 93 94 95 96 97 98 99 00 01 90 91 92 93 94 95 96 97 98 99 2000
Sour ce: Finnish Forest Resear ch Institute (Metla) Saurce: Finnish Forest Resear ch Institute (Metla)
Commercial fellings, 1988—-2001f, mill3m Real stumpage prices for sawlogs, FIM/m®

has been weaker than in stumpage prices, duetothe  rupted trade at the start of the year, when the export
demand structure of the industry. charge of EUR 5 per cubic metre reduced Finnish
The high purchase quantities at the start of the  imports of Russian roundwood in January to half
year have swelled the forest industry’s stocks otheir normal level. The tax has since been removed
wood stands. The industry’s stocks of harvesteffom birch pulpwood and import quantities are ris-
wood amounted to 8.3 million cubic metres at théng to the level of last year. Roundwood imports for
end of June 2000, which can be regarded as normtile sawmilling industry, in particular, have been
in relation to the 1990s trend. Stocks of softwoodncreasing this year.
sawlogs fell by one million cubic metres compared Over the last five years, the composition of
with the start of the year, due to the increase in pramports has changed as the relative proportion of
duction in the sawmilling industry. Stocks of pulp-imported spruce sawlogs has increased and birch
wood, which constitute almost 70 per cent of theulpwood acreased. Independent sailsnin par-
forest industry’s total stocks, fell by only 0.5 mil- ticular, have increased their imports ofwéags
lion cubic metres in the first six months of 2000. considerably. Information gathered from the mem-
bers of the Finnish Forest Industries Federation
shows that in 1999 birch pulpwood still accounted
Busy Year for Roundwood Imports for 56 per cent of roundwood imports. Imports of
roundwood and wood chips in 2000 will be up by
In 1999, imported roundwood accounted for abouabout two per cent on last year, to 13.5 million
17 per cent of all wood consumed by the Finnisttubic metres; pulpwood accounts for about 9.5 mil-
forest industry. With the domestic roundwood mar{ion cubic metres of this and sawlogs for about 2.5
kets operating efficiently, the proportion of import- million cubic metres, with the remainder being
ed roundwood used by the industry in 2000 will bevaste wood and chips.
slightly lower than last year. The export tax
imposed by Russia on its roundwood exporters dis-
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Stumpage Price Index and Forest Product Export Price Index
Pekka Ollongvist

The change in the forest product export price index  those years.
thisyear and in 2001 is expected to be different to the The export price index for 2000 is expected to
change in the stumpage price index for domestic increase 3.5 per cent on last year’s level. In 2001, it is
roundwood (both inflation-adjusted using the whole-  expected to rise further, by more than eight per cent
sale price index). The export price index will rise, on this year’s figure. By way of comparison, it
whereas the stumpage price index will fall. should be noted that in 1995, at the peak of the busi-
In 1999, the export price index fell by about 1.5 ness cycle, the real export price index rose by almost
per cent on the previous year's level, despite th&5 per cent.
favourable development in export prices at the end of Although stumpage prices have rise in nominal
the year. However, there were differences amongtrms during the current year, in real terms they will
the product groups: nominal export prices rose fdse down on last year by between 0.1 and 7.8 per cent,
sawnwood and pulp, but fell for plywood, paper andepending on the roundwood species. On average,
paper products. the stumpage price index for all types of roundwood
The stumpage price index rose in 1999 byvill be two per cent lower than last year. Neverthe-
slightly more than one per cent on the previous yedess, the importance of the deflator chosen for use in
This was due to the rise in the price of spruce anaksessing this year’s trend should be emphasised. If
birch sawlogs; the average prices of pine sawlogbe estimated stumpage prices are inflation-adjusted
and pulpwood, on the other hand, fell. The stumpad®y the consumer price index, the stumpage price
price index for 1999 was in fact more than 10 peindex wouldrise from last year by almost two per
cent above the long-term trend for 1978-1998 (sement. The real stumpage price index is expected to
graph). The slump in the index in the early 1990s if&ll in 2001 from its level for this year, by 0.2 per
explained by the deep recession in Finland duringent.
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_ 2000 taxation system will help to maintain the good sup-
Pine sawogs :I_l 1995 ply of sawlog-dominant stands. Pressures for a rise
Fine pulpwood | izno(s)tlumpage prices will thus be moderate again in
Spruce saMogs F Roundwood trade from non-industrial private
forests will increase in 2001 by around four per
Spruce pulpwood }l cent. Fellings from the industry’s own forests will
] continue to be high, and the Finnish Forest and
Birch sawtogs 7 Park Service will increase its fellings by 2-3 per
Birch pulpwood ] cent. The high demand b(_aing susftained. for forest
| industry products and the rise in prices will serve to

woond 0 1000 2000 7000 8000 increase fellings on the domestic roundwood mar-
kets next year to another new record, or about 60
million cubic metres.

The rise in stumpage prices, especially for pulp-
wood, will also be restrained by imports of round-
Roundwood imports, 1995 and 2000 (1000 m®) wood, which will increase nexiear by almost sev-

en per cent, to around 14.4 million cubic metres. If

the supply on domestic markets proves to be lower

than assumed here, the increase in imports in 2001
Demand for Sawlogs Shifting to Pine may turn out to be even higher.

Sources: Finnish Forest Industries Feder ation and Finnish Forest
Resear ch Institute (Met a)

With the economic outlook for the forest industry’s

export markets remaining good in 2001, theRise in Stumpage Prices Will Continue
demand for roundwood will continue to rise. Next Year

Exports of sawnwood will be up by slightly less

than paper industry exports, and the busy construélthough stumpage prices will continue to rise in
tion sector in Finland will also ensure the deman@001, the price trend for the different types of
for sawlogs remains high in 2001. Whereas thisoundwood will neverthelessftér from this year’s
year the demand for sawlogs has been biasetuation. The demand for sawnwood in the main
towards spruce, in 2001 the increase in exports of

pine sawnwood will boost the demand for plneAverage stumpage prices in non-industrial private for-

sawlogs and consequently fellings of pine. eds
Thanks to the demand for paper and rising paper
prices, the emphasis on the Finnish market willroundwood 1999 2000f 1999/ 2000f/
shift more towards pulpwood than at present. Fur AM/M® FM/m3 ., 2000F ~ 2004f
thermore, new capacity for the wood pulp industry change, % change, %
in eastern Finland will come on streawhich will Pine sawlogs 271 282 +4 +4
rely to a great extent on imported wood. Spruce sawlogs 239 263 +10 +2
There are currently no foreseeable factors thasirch sawlogs 269 270 +1 +1

would significantly weaken the supply of wood

from non-industrial private forests in 2001 com- "nepulpwood 89 89 0 *3
pared to the current year. The trend is, in fact, quit€Prucepulpwood 132 1 4 S
the opposite, as the transition period in the foresE!"hPulpwood 88 B 0 *2
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market area, Europe, will be higher for pine
because the rapid increase in the price of spruce
sawnwood causes substitution between the two
species. The price of spruce sawlogs will not there-
fore rise as markedly as it has done in 2000, even
though spruce exports to Japan will still beincreas-
ing. The average price rise for softwood sawlogs
next year is forecast to t2-4 per cent. Of the dif-

duction by the private forest owners themselves.
Thisyear, gross stumpage earnings will rise to over
FIM 10 billion for the first time, which will boost
the level of funds for future investment purposes.
For the sixth successive year, the net earnings
for non-industrial private forestry are above the
long-term average. However, continued increases
in income in the future will not be possible under

ferent pulpwoods, the stumpage price of sprucene present formula, by increasing fellings of spruce
pulpwood is expected to increase the most, by fiveawlog stands. Nevertheless, it appears that the
per cent, as a result of the rise in magazine papesnversion of growing stock into cash has been very
prices. The price increase for chemigaillp will  popular this year and will continue so in 2001.
also be reflected in the price of pine pulpwoodEven a rise in costs will not prevent new records
which will rise by an average of three per cent fronpei ng set for net earnings.
this year’s average. The high imports of birch pulp-
wood will ensure that the rise in its price will be
slightly below the other pulpwoods, at about two
per cent. Total Investment Exceeds FIM 1 Billion

In the absence of the balancing effect of recom-
mended prices, the regional characteristics of th&he level of investment by non-industrial private
roundwood market will become more emphasisedorest owners in 1999 was a little under FIM 700
In regions of high demand, especially in eastermillion. This figure will be exceeded in 2000, how-
Finland, which will be gaining new pulpwood ever, mainly as a result of the statutory regeneration
capacity, the rise in prices could be a little abovebligations arising from the increased clearcutting
average. In Northern Finland, on the other hand, the
rise in stumpage prices in 2001 may be lower than

presented here. 800 FIM mill.
200 1 Owner’s own finanang and waik
3.3 Investment and 600 1=/ \_/V/
Profitability in Non- 500
Industrial Private Forestry 4o
1 State grants
300 —
Total investment in timber production in Finnish ~ 2%9 = Stateloans
non-industrial private forestry will reach FIM 1.05 100
billion this year. Regeneration obligations mainly 04 : e —

. . Ll Ll T
due to clearcutting of spruce stands have increased 89 90 91 92 93 94 95 96 97 98 99 00 01

the level of planting and thus total expenditure.
Thanks to the growing amount of forest extension
and planning, state funds are being used more
effectively this year and will continueto bein 2001.
Thiswill also lead to moreinvestment in timber pro-

Saurce: Finnish Farest Resear ch Institute (Metla)

Financing of silvicultural and forest-improvement
works in non-industrial private forests, 1989-2001f
(at 1999 prices)
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of spruce stands. As spruce usualy grows on nutri-
ent-rich land, regeneration by planting has
increased as a proportion of the total area of forest
regeneration. In 1999, the expenditure by forest
owners themselves rose for the first timeto over 70
per cent of the total investment in timber produc-
tion. This year and in 2001 the corresponding pro-
portion will be slightly under 70 per cent.

In 1999, about FIM 30 million lessin state loans
and subsidies was used than in 1998. Partly for this
reason, the total investment in timber production
last year was below FIM 1 billion. In the current
year, however, investment should exceed FIM 1 bil-
lion, provided that use of state subsidies has been
successfully marketed to forest owners. In 2001,
total investment will increase somewhat from this
year’s level.

More Emphasis on Projects to Manage
the Forest Environment

afforestation; FIM 30 million has been reserved for
this in the budget proposal.

Stumpage Earnings in Non-Industrial
Private Forestry Rise to FIM 10 Billion

In 1999, stumpage earnings from non-industrial
private forests fell by over two per cent on 1998, to
FIM 9.2 billion. In 2000, stumpage prices have ris-
en considerably and commercial fellings have
increased in non-industrial private forests by 3—4
per cent on last year's figure. This year, gross
stumpage earnings from non-industrial private for-
ests will be FIM 10.2-10.4 billion. In real terms,

this is an all-time high for stumpage earnings from
non-industrial private forests. At today’s prices,
even a level of FIM 8 billion has only been reached
in 1974, 1980 and four times in the late 1990s. In
2001, a further rise in stumpage prices will boost
gross stumpage earnings to almost FIM 11 billion.

As the production of sawnwood hasieased

The Government's budget proposal for 2001substantially in recent times, felling in non-indus-
reserves a sum of FIM 366 million to ensure sustrial private forests has concentrated on sawlogs. As
tainable timber production. The main aim of thea result, well over two thirds of all stumpage earn-

measures to be implemented with this allocation i

g1gs has been from sawlogs. In 1999, spruce saw-

to advance the goals set in the National Forest Préegs constituted almost 45 per cent of all stumpage
gramme. Since 1998, the priority in ensuring tim-earnings in Southern Finland, and this figure is
ber production in non-industrial private forests hagxpected to be even higher for 2000.

been in tending of young stands and in harvesting

fuelwood, and this will continue in 2001. A sum of

FIM 260 million has been reserved for the costs o6Gross Earnings in Southern Finland

all works, of which FIM 140 million is for tending
of young stands.

over FIM 1000 per Hectare

Forestry also involves furthering the manageSince 1995, gross stumpage earnings in non-indus-
ment of the forest environment and carrying outrial private forestry have remained above the long-
afforestaion. A total of FIM 25 million is reserved term average. In Southern Finland, earnings per
for promoting environmental management. Thehectare are above the level of the previous cyclical
allocation in last year’s budget proposal was FIMpeak (1989) for the fourth successive year, and in
15 million. A further sum of only FIM 22 million Northern Finland for the third successive year. Last
has been reserved for 2001 &forestéion coststo year did not follow the trend, however, as gross
be funded from the main budget division for agri-stumpage earnings fell below FIM 690 per hectare
culture. A much larger sum is needed for compenef forest land; the drop on the 1998 level was never-
sating the loss of earnings already experienced itheless only FIM 25 per hectare (see table). Earn-
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Balance sheet calculations for non-industrial private forestry, 1997—2001f, FIM/ha at 1999 prices (wholesale price
index)

Average
1997 1998 1999 2000f 2001f 1989-98

Gross stumpage earnings, FIM/ha

Whole country 649 712 687 760 810 506

Southern Finland 857 933 903 1000 1060 650

Northern Finland 222 256 244 260 280 228

— Gross costs, FIM/ha

Whole country 103 112 112 118 122 85

Southern Finland 122 130 131 137 142 105

Northern Finland 65 74 74 78 81 52

+ Subsidies, FIM/ha

Whole country 21 23 20 23 23 24

Southern Finland 18 20 19 21 21 20

Northern Finland 27 29 23 26 27 41

= Net earnings, FIM/ha(before taxes and external capital costs)

Whole country 567 622 595 670 710 422

Southern Finland 754 822 791 890 940 545

Northern Finland 184 211 193 210 230 176

Northern Finland = Oulu and L apland provinces
Sources: Statistics Finland and Finnish Forest Research Institute (Metla)

ings in Southern Finland have averaged more than Nothing is expected to prevent gross stumpage
FIM 900 per hectare, and in Northern Finland earnings per hectare rising this year and in 2001 to
almost FIM 250 per hectare. almost FIM 800. In Southern Finland the average

Income from commercial fellings has been an  gross stumpage earnings will exceed FIM 1000 per
average of 91 per cent (1989-1999) of the recordétectare. This will be achieved even if the growth in
gross stumpage earnings for non-industrial privatéelling volumes is below the forecast production
forestry; the remainder includes the estimated valugrowth in the forest industry and with only a fairly
of wood for household use and insurance indemninodest rise in stumpage prices. The rise in the
ties. Income from sawlogs has constituted amverage stumpage price weighted by felling volume
increasing poportion of stumpage earnings in thewill be balanced by the increase in the proportion
1990s, rising from two thirds to 70 per cent. Spruc@f cheaper thinning roundwood harvested.
has clearly become the most important species in
terms of income from roundwood sales. Indeed, in
the 1990s, income from spruce rose to over half o€osts Set to Rise only Moderately
the total (54 per centin 1999). The growth has been
due to the high demand for spruce sawnwood antlhe gross costs of timber production in non-indus-
magazine paper. trial private forestry can be divided into four cost
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Saurce: Finnish Farest Resear ch Institute (Metla)

by state subsidies (see table). In Southern Finland
the costs totalled FIM 130 per hectare, and in
Northern Finland about FIM 70 per hectare. In
Northern Finland, one third of the costs was cov-
ered by state subsidies.

Forest regeneration and administration have
been the largest cost items, each accounting for
about one third of total costs. Comparison of the
late 1990s with the years 1989-1991 reveals that
management of young stands and administration
have increased as a proportion of total costs, while
regeneration and forest improvement have
decreased.

The gross costs of non-industrial private forestry
have risen since the mid-1990s (see graph),
although in real terms their 1999 level was the same

2001f

items: 1) regeneration (clearing the cutting area,
soil preparation of the regeneration site, and artifi-
cial regeneration); 2) managing young stands (tend-
ing of seedling stands, supplementary planting and
improving young stands); 3) forest improvement
(pruning, fertilisation, ditching, and construction
and maintenance of forest roads); and 4) forest
administration (e.g. fees to local forest manage-
ment association and other general costsincurredin
administering forests (based on costs of the average
reduction in site productivity tax)). The first three
of the cost items are part of the total investment in
timber production.

Costs are also divided into state subsidies and
costs met by the forest owners themselves. This
does not include the costs of borrowed capital,
which in the case of forest improvement loans
amounted to about FIM 35 million (FIM 2.6 per
hectare) in 1998. The costs do, on the other hand,
include the value of the work done by the forest
owners.

The gross costs of timber production and admin-
istration in non-industrial private forestry amounted
to an average of FIM 110 per hectare in 1999 for
the whole country, of which one fifth was covered
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stands has more than doubled because the backlog
of seedling stand management has been cleared in
response to the take up of state subsidies for the
purpose. The increase in exp@aore on this work

will continue, as both the volume and per-hectare
unit costs will probably rise. Artificial regeneration

in areas of spruce-dominant finautting will
increase total regeneration costs.

Annual changes in non-industrial private forest-
ry costs are significantly smaller than the annual
fluctuations in income. Regeneration costs depend
mainly on the fellings of previous years, whereas
the amount, and therefore the cost, of young stand
management and forest improvement is clearly
influenced by the policy on state subsidies. Current
statistical compilation does not allow the reasons
for changes in actual administration costs to be ful-
ly identified.

Forest into Cash at Record Pace — Net
Earnings Soar
In 1999, the net earnings from timber production in

non-industrial private forestry (gross stumpage
earnings — gross costs + subsidies) amounted to

Finnish Forest Sector Economic Outlook 2000—2001



Index 1989=100 N et earnings share, %
150 1 r100

N et earnings share

125 - o~ -90
i N et earnings, south L. 7

100 4 %—— -80
\ N et earning

2]

75 F70
1 \ / N et earnings, north I
50 = 60
25- . — -50

Ll Ll Ll
89 90 91 92 93 94 95 96 97 98 99 00 01

Saur css: Statistics Finland and Finnish Forest Resear ch
Institute (Metla)

Real net earnings for non-industrial private forestry,
1989-2001f, and as a proportion of gross stumpag
earnings (net earnings share)

Forestry in Finland

approximately FIM 600 per hectare. In Southern
Finland the net earnings, a FIM 797 per hectare,
were four times the corresponding figure for North-

ern Finland, FIM 200 per hectare (see table). In the
recession years 1991-1993, the net earnings from
non-industrial private forestry plummeted to about
half the level they had been at the end of the 1980s
(see graph). They have since risen to a level consid-
erably higher than in the previous cyclical peak,
and the new century has begun with record net
earnings: over FIM 700 per hectare for 2000. If the
trend in the domestic and export markets continues
as projected, the net earnings in Southern Finland
will rise in 2001 to over FIM 1000 per hectare.

The net earnings share (net earnings/gross
stumpage earnings x 100) has risen to an extremely
high level, almost 90 per cent (see graph). The
amount of gross stumpage earnings corresponding

R0 the net earnings share can be invested in other

activities than timber production.
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Can the Business Cycles in the US Construction Industry
be Used to Forecast Exports of Finnish Sawnwood?

Anne Toppinen and Riitta Hanninen

The number of new housing starts in the United
States has for decades been regarded as a good indi-
cator in forecasting total exports of Finnish sawn-
wood. But isthe linkage still there?

1990s Growth in US Economy has Boosted
Construction

More than half of the sawnwood consumption in the
US is destined for use in new construction, and a
majority of the demand for sawnwood is met by
domestic production. Almost al imported sawn soft-
wood to the US, amounting to about one third of
consumption, is from Canada. Canada is also an
important competitor of Finland and Sweden on the
European sawn softwood market. As Canadian
exports to Europe are very sensitive to cyclical fluc-

one per cent each year, but the trend in the number, of
new housing starts has been almost constant. The
proportion of total sawnwood consumption used in
new housing construction has fallen as consumption
in repair and maintenance has increased. Use of OSB
and MDF board has also increased in the 199Cs,
replacing sawnwood in construction.

A Change in the Link Between Finnish Sawn-
wood Exports and US Construction

The graph below illustrates how, in the 1970s and
80s, the fluctuations in total Finnish sawnwood
exports quite clearly followed the cyclical trend in
US housing construction (as measured by construc-
tion of single-family houses), with a time lag of
about one year. This pattern changed in the 1990s
and the link between the markets has weakened. The

tuations in Canada’s main market, the US, it is worthability to forecast total Finnish sawnwood exports onh
taking a closer look at the economic fluctuations inthe basis of US construction activity has thus been
the US construction industry and at how these fluctuimpaired.
ations are reflected in exports of Finnish sawnwood. There are several reasons for the weakening of
The upward trend in the US economy during thethe connection. The reduction of supplies to Europe
1990s boosted housing construction. In 1997, the USom Russia in the 1990s was the most important
construction industry consumed about 120 millionfactor boosting export opportunities for Finnish
cubic metres of sawnwood, and new constructiossawnwood. Indeed, total exports of Finnish sawn
accounted for over half of the country’s sawnwoodsoftwood doubled between 1990 and 1999.
consumption. New housing starts in 1999 numbered The boom in the US economy in the 1990s led to
1.66 million. Consumption of sawnwood in the USan increase in the need for imported sawn softwood.
has grown during the last 30 years by an average dhis was not only because of the increase in demand
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Finnish sawnwood exports and the number of con- Exports of Canadian sawn softwood to Europe and
struction starts of single-family houses in the United the exchange rate of the Canadian against the US
Sates (1000 starts), 1970= 1 dollar

for sawnwood, but also due to areduction in fellings  reduction in the supply from Canada and Russia in

to protect old-growth forests on the US west coast.  the 1990s have been more significant than exchange

The market share held by Canadain the UStherefore  rates in influencing Finnish exports. US construction

grew considerably. Canadian exportsto Europe have,  indicators can still be used in forecasting Finnish

correspondingly, declined since their record level of ~ sawnwood exports, to the extent that they are used to

4 million cubic metres in 1990 to about 0.5 million  illustrate the prospect of Canadian exports being

cubic metres in 1999. The proportion of Europe’sdirected towards Europe. The decline in the relative

imported sawn softwood originating from Canadaimportance of the indicators during the 1990s must,

thus fell during the 1990s from 14 per cent to lesdhowever, be taken into account.

than two per cent. The slight reduction in construction activity in
Besides the level of demand in the United Stateghe United States in summer 2000 can be expected to

the orientation of Canadian exports may also havécrease the supply of Canadian sawnwood to

been influenced by short-term exchange rate fluctugEurope in 2001. However, the extent of this effect

tions. Indeed, it appears that as the Canadian dollavill depend on the price competitiveness of Cana-

weakened against the US dollar after the earlgian producers with respect to European producers.

1980s, Canada’s exports to the US grew in response

to their increased price competitiveness. Simultane-

ously, Canadian sawnwood exports to EuropeCUrces

declined (see graph). As the Canadian dollaFAO, Yearbook of Forest Products.

strengthened against the US dollar, the pattern waBank of Finland.

reversed: competition intensified on the EuropearHoward, J. 1999. U.S. Timber Production, Trade,

sawnwood markets as Canada increased its supply to Consumption and Price Statistics 1965-1997.

Europe. Thus Canadian imports have also affected General Technical Report FPL-GTR-116. USDA,

the equilibrium of sawnwood prices in Europe. Forest Service. Forest Products Laboratory, Madi-
The structural changes that occurred on the Euro- son, WI. 76 p.

pean sawnwood markets following the dramaticU.S. Bureau of Census. http://www.census.gov./
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What Do the Share Prices of Forest Industry
Companies Tell Us?

Esa-Jussi Viitaa
Do Share Prices Anticipate Forest Industry Are Forest Companies Undervalued on the
Results? Stock Market?

If stock market investors acted rationally, thetrendin ~ Determining the ‘correct’ level for forest company
the Helsinki Exchanges forest industry index would  share prices is, of course, an entirely different matter.
anticipate the performance of the three largest Finn-  The P/E values of the forest companies, which
ish forest companies, UPM-Kymmene, Stora Enso  describe a company’s stock market value in relation
and Metséa-Serla. So has this happened in practice?to earnings per share, are currently amongst the low-

A simple analysis shows that the index has anticest of all the sectors on the Helsinki Exchanges. The
ipated the interim profits (before sales profits,corresponding values for telecommunications com-
extraordinary items and taxes) of the three compapanies are many times greater. Based on the P/E val-
nies quite well. The strongest indication has been foues, the forest industry is in the same category as the
the profits of these companies six months henceconstruction and transportation industries — and sur-
Correlations also suggest that investors tend to gazeassed by, for example, the food industry and the
into the near future: they attach greater weight to thenetal and engineering industry. On the New York
next three interim results of forest companies than t&tock Exchange, the average P/E value of forest
their current performance. companies this year has been about 10, compared to

In the first six months of 2000, however, the link the average of 30 for all listed companies.
between the stock market values of the forest compa- For investors, interest in the forest industry is
nies on the Helsinki Exchanges and their anticipateéhfluenced not only by the profit and dividend pros-
profits appears to have been broken. Interest in thpects for the near future but also by the companies’
new technology companies and their growth expecnet worth, ownership base and the growth expecta-
tations was at a peak during those months. Althouglions for turnover and profits in the long term. The
the profit expectations in the forest industry werelacklustre trend in forest indices compared to the
very good at the time, the HEX forest industry indexmajor stock exchange industrial and general indices
fell significantly. It still remains to be seen whetheris, in fact, partly due to the poor growth expectations
this was an exceptional period or a permanent phessociated with forest companies in relation to new
nomenon. technology companies.

The excellent profit performance of the forest Forest companies have, however, generally paid
industry and the encouraging underlying trends irfairly high dividends compared to companies in
the sector are expected to continue over the next 1&her sectors and particularly the telecommunica-
months. If the above link is still firmly in place, it tions sector. Although the Modigliani-Miller theo-
could be assumed that the share prices of Stora Engem popular in financial textbooks states that corpo-
UPM-Kymmene and Metsa-Serla would rise, at leastate dividend distribution policy should not influence
during the next few months. the market value of companies, in practice this is not

necessarily so when taxation and market imperfec-
tions are taken into account.
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UPM-Kymmene and Stora Enso have recently Neither can the volatility of forest companies
also practised atype of indirect dividend distribution ~ necessarily be regarded as high. On the contrary, for-
policy by purchasing their own shares on the market ~ est companies on the New York Stock Exchange, for
and cancelling them. Whether or not this has been  example, have beta values of market risk which are
the best alternative from the shareholders’ viewpoinguite low (0.3-0.8). Put another way, the standard
is worth asking. In any event, considerable sums ofleviation of forest company share prices is around
money have been involved. 30-80 per cent of the market average. Beta values
should nevertheless be approached with caution
because a large fluctuation in the share price may
also indicate that the company is being targeted for
In the short term, the stock market interest in forestorporate acquisition or takeover, or is vulnerable to
industry companies is also dampened by the greauch a move.
fluctuations in their economic performance. Tradi- The shares of UPM-Kymmene and Stora Enso
tionally, a rise in pulp and paper prices has led t@appear to have the lowest market risk (0.33 and
major expansion in capacity, which has then led to 8.43). This may be the result of their product range,
collapse in prices. This has been reflected in the volbut may also be because these companies have not
atility of forest company share prices. been quoted long on the New York Stock Exchange.

Although forest industry shares are oftenThe beta value for the world’s largest forest com-
regarded as a risky investment due to the cyclicgbany, International Paper, is 0.50, a little below the
nature of the sector, this has not necessarily reducdjure for Weyerhaeuser, the world’s biggest pro-
their interest to investors with a broad portfolio. Howducer of sawnwood, at 0.67. The company that
closely the cycles in the forest industry follow the appears to have the greatest fluctuation in its share
general economic cycles —i.e. how well forest indusprices is Willamette Industries, which manufactures
try shares can be used to spread the risks in theaperboard, sack paper, fibreboard and uncoated fine
investment portfolio — has often been of more imporpaper mainly in the United States. The world’s larg-
tance than volatility. est newsprint producer, Abitibi-Consolidated, and

How Risky are Forest Industry Shares?
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the mainly US-based Boise Cascade also have arisk  era) is limited to 10 per cent, has been only slightly
level greater than other forest companies. above the forest industry index. In addition, it should
It has also been suggested (Sorjonen 2000) that ~ be noted that the share indices for many other tradi-
Finnish forest industry shares are, in practice, risk-  tional ‘smokestack’ sectors have risen on the Hel-
free from the viewpoint of investors with a broad  sinki Exchanges quite modestly in recent years,
euro area portfolio. This conclusion was based ona  compared to the technology companies.
comparison of the standard deviation of Finnish for-
est company share Prices .W'th the Eurobloc 300 ,Concentration in the Pulp and Paper Indus-
share index, which describes the trend for Europe $rv Reduces Risk for Investors
300 largest quoted companies. This conclusion y
should, however, be treated with caution, because théoncentration in the forest industry will continue
period examined was quite short (from the start ofictively over the next few years. With ever fewer
1999 to February 2000) and featured an exceptioreompanies in the sector controlling every greater
ally strong rise in share prices. The trend in the stocknarket shares, control over capacity and prices may
market general indices was affected by powerfulell be easier than before. Provided other factors
price swings in the new technology shares, whiclremain unchanged, this should reduce the volatility
perhaps made the riskiness of forest industry shares risk inherent in forest shares in the future. This
appear low. However, it is clear that a significantlycould then be expected to induce a rise in the value
lower risk is associated with forest industry share®of forest shares. However, if the capital markets
than, for example, IT shares. operated efficiently, the effects of the concentration
On account of their relatively low risk, forest trend would already have been discounted, at least/in
industry shares are an attractive alternative espegpart, in the forest companies’ current value.
cially for institutional investors with a large invest-  Concentration is also occurring in other sectors,
ment portfolio. On the other hand, to commit capitaland so the relative value of forest companies in rela-
in this way requires the acceptance of a relativelyion to other listed companies will not necessarily
‘low’ return. Perhaps partly for this reason, the sharehange. The result will ultimately depend on which
price trend for forest companies in recent years hasectors can improve company profitability the most
been rather subdued compared to the general indicgy increasing control over capacity and price, benefit-
on the stock market. In the early 1990s the generahg from economies of scale and combining product
and forest industry indices of the big stock development and logistics. For forest and paper prod-
exchanges differed very little from each other. Theucts, the question is largely one of price elasticity of
turning point was in 1996, when forest companydemand and substitution amongst competing com-
profits fell slightly. Since then, the Dow Jones Indus-modities. Both of these will continue to be of key im-
trial Average has doubled, but the forest and papegportance in relation to the competition between print-
industry index on the New York Stock Exchange hasd and electronic communications, and the competi-
remained almost unchanged. tion amongst different construction products.
The index movement on the Helsinki Exchanges
has become differentiated even further: the forest
industry index has doubled since the start of 199650Urces
but the HEX general index has risen seven or eightSorjonen, P. 2000. How much do you expect your
fold, with the influence of Nokia, in particular. How-  share investments to yield? ETLA, Suhdanne 1/
ever, since early 1997, the trend in the weight- 2000. pp. 118-121. (in Finnish)
restricted HEX Portfolio Index, where the influence
of individual companies (in practice Nokia and Son-
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Problems with Measuring the Profitability of Forestry

Esa Uctila

In forestry, the long time horizon for roundwood
production and the role of the growing stock as both
production machine and end-product make it diffi-
cult to estimate profitability. The value of capital
employed (mostly growing stock) is substantial com-
pared to income. On the other hand, expenditure
used to obtain income is relatively low and the
importance of depreciation and external capital is
small in relation to most other sectors. Many busi-
ness profitability indicators are poorly suited to for-
estry activities, and their interpretation must take
into account the special features of forestry.

There are other factors involved besides business
profitability in the decisions taken by forest owners
and by policy-makers. Profitability is, however, the
basis for sustainable timber production. The main
considerations in measuring the actua level of prof-
itability in forestry are presented bel ow.

Net Earnings — Absolute Profitability

The usual and simplest way of determining actual
profitability is to do a balance sheet calculation,
which identifies the absolute profitability for the
financial period, or the difference (profit, surplus, net
earnings) between income and expenditure. In for-
estry, the net earnings of timber production have tra-
ditionally been calculated by subtracting from the
gross stumpage earnings the difference between
gross costs and state subsidies. Calculation of profit-
ability per unit area has a long tradition in Central
Europe. In Finland, the per hectare net earnings in

comparison with other sectors is difficult. It really
only gives a measure of long-term profitability in
cases where fellings and the increment in growing
stock correspond with each other (e.g. a so-called
normal forest). Straightforward maximisation of net
earnings would lead to excessive felling in relation to
the needs of sustainable forestry and to cost minimi-
sation. Profit would be made be selling forest capital
and without concern for future fellings.

Relative Profitability

Comparing income from operations against capital
employed gives the percentage return, which is a gen-
eral measure of relative profitability. In forestry, its
use is hampered by the need to define the value of
capital, i.e. of the growing stock and forest land. A
solution is to multiply the estimated quantities of dif+
ferent types of standing stock by the actual stumpage
price. This will overestimate the value of the growing
stock because actual stumpage prices are based on
harvested stock, which is, on average, more valuable
than trees left standing. The value of land, on the
other hand, is left out of the calculation completely.
The estimated value of the growing stock in
Southern Finland in the years 1996-1998, which
were part of the cyclical upturn, was approximately
FIM 19 000 per hectare. For the same period the net
earnings in forestry were about FIM 720 per hectare.
On this basis, a return of 3.8 per cent before taxes
and external capital costs was obtained for the capi-
tal employed in the growing stock. In 1991-1993,

1989-1998 bhefore direct taxes and external capitahe worst years of the recession, the corresponding
costs were an average of FIM 420 (at 1999 prices)eturn was 1.8 per cent.
the range was from FIM 208 per hectare in 1993 to Estimating the relative profitability of forestry

FIM 616 per hectare in 1998.

based on returns and capital does not, however,

As a measure of profitability, net earnings isresolve the problem of taking account of sustainabil-
imperfect. It is largely dependent on stumpage earnty. A simple way of quickly increasing the percent-
ings and takes no account of maximum sustainablage return would be to overcut, thus increasing the
removal or the amount of operating capital. It can beaumerator in the ratio, i.e. income, and at the same
used to make internal profitability comparisons fortime to reduce the denominator, i.e. value of capital
forestry between different years and regions, buemployed.
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Including Change in Value of Assets in the
Calculations

A better picture of profitability is gained by looking
at the changes in the value of growing stock capital,
alongside the actual income and expenditure. The
problem is that the annual fluctuations in stumpage
prices are often so large that the actual income and
expenditure in forestry are lost in the changes in
value of the standing stock estimated on this basis. In
analysing profitability, the annual fluctuation in the
value of the growing stock, which is dependent on
stumpage prices, can be reduced by using constant
stumpage prices or moving averages. The traditional
alternative to taking account of changes in the value
of the growing stock capital is to examine only the
difference between the planned cut and the actual
harvests. This way the changesin the value of capital
would be of the same order of magnitude as income
from roundwood sales, but the profit would be
related to a planned harvest defined on the basis of
many factors, some of them subjective.

A profitability calculation method incorporating
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Profitability analysis based on net earnings and
changesin the value of the growing stock. The data
is from the accounts for 12-15 forest holdings

fluctuations in the value of growing stock has been
developed based on both net earnings and a separate
analysis of changes in volume and market prices
affecting the growing stock value. This allows atten-
tion to focus not only on the profit and loss account
but on the longer term trend and short-term fluctua-
tionsin growing stock value.

The graph illustrates a forest holding profitability
analysis using both the profit and loss account and
changes in the value of the growing stock. In this
case, the forestry net earnings are positive in all
years except 1993, although within the aggregated
data the net earnings in Southern Finland are actu-
ally always positive. Inclusion of the value changein
the growing stock improves the annual profit consid-
erably in 1979 and 1980 and also in 1994 and 1995,
but weakensit especially at the start of the 1990s.

Inclusion of the value change in the growing
stock gives amore profound picture of the long-term
profitability. In the period examined (1979-1996),
the real value of the growing stock owned in the from the viewpoint of different organisations.
example holdings fell by about FIM 1500 per hec- Finnish Forest Research Institute (Metla),
tare. The combined net earnings for the period were research papers 661. 67 p. (in Finnish)

FIM 8500 per hectare, which means the inclusion of
the growing stock value reduces the profit for the
period examined by almost one fifth (17 per cent).
Conclusions should not be drawn too hastily, how-
ever, as the analysis period chosen has a significant
effect on the result.

Sources

Leppanen, J. & Veijalainen, S. 1999. Need for long-
term data for monitoring the socio-economic situ-
ation of private forest owners. In: Niskanen, A. &
Hyttinen, P. 1999. Prospects of International Sta-
tistics on Farm Forestry. EFI Proceedings No. 31.

Penttinen, M. & Hakkarainen, J. 1998. Ratio analy-
sis recommendations for non-industrial private
forest owners. Publications of the University of
Vaasa. Studies 221. 65 p.

Uotila, E. (Ed.). 1997. Study of the profitability of
non-industrial private forestry — needs and results
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Changes in the Structure of Finnish Private
Forest Ownership in the 1990s

Heimo Karppinen, Harri Hanninen and Pekka Ripatti

Non-industria private forest (NIPF) owners control
62 per cent of Finnish forest land. They provide
around 80 per cent of the domestic roundwood used
by the forest industry. Therefore up-to-date informa-
tion on private forestry isof particular interest.

Since the end of the 1960s, private forestry has
been in a state of transition. Changes in the owner-
ship structure continued during the 1990s, in some
respects at an increasing pace. Changes in the struc-
ture of ownership have traditionally raised the threat-
ening prospect of diminishing supplies of round-
wood, as forest owners become less dependent on
regular forest income and the aims of forest owner-
ship become more varied. However, studies con-
ducted over the last ten years have concluded that the
impact of changes in the ownership structure on the
supply of timber has been only minor. The results
presented here are consistent with those studies and
are based on a nationwide postal questionnaire sur-
vey conducted by the Finnish Forest Research Insti-
tute (METLA) in 1999, in which responses were
obtained from 4821 forest owners.

Fewer Farmers

The main changes occurring in the structure of forest
ownership have been a decline in the number of
farmer owners; forest owners moving house to some-
where outside the forest holding; migration to urban
areas, an ageing of the population of forest owners;
and a growing proportion of female forest owners.
Polarisation has also occurred in the size distribution
of forest holdings, so that there are now a greater
number of small and large holdings. The driving
force behind these changes has been the changing
economic structure of society, the exacerbation of
regional development disparities, and migration pat-
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terns within the country. Moreover, Finland’s acces-

sion to the European Union has brought farmers
many changes and imposed new requirements,
which are also reflected in forest ownership.

The proportion of forest owners who are active
farmers declined during the 1990s from one third to
one fifth (see graph). This is no surprise, as the
number of farms has decreased as a result of EU
membership, for example. However, farmers do still
own almost one third of the total area of non-indus-
trial private forests.

Forest ownership by wage-earners and pension-
ers has increased over the last ten years. Almost half
of all forest owners are 60 years of age or more, and
only one in ten is below 40. Indeed, the average age
of forest owners has risen in the last ten years from
54 to 57.

Only One Fifth of Forest Owners Live in
Urban Areas

Public discussion on forest ownership has often
exaggerated the proportion of forest owners who are
town and city dwellers. In part, this has been due to a
blurring of the definition of urban areas, as many
rural municipalities have become towns. A further
reason may be that the powerful rural-urban migra-
tion pattern of recent years has not affected forest
owners to the same extent as the rural population|at
large. Despite the general move to towns and cities
seen in Finland as a whole, 61 per cent of forest
owners still live in sparsely populated rural areas,
and almost one fifth live in a village or small town.
Only 21 per cent of forest owners live in urban areas
of more than 20 000 inhabitants.
Almost half of all forest owners still reside per-

manently on their forest holding, and almost one
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fifth live outside it but in the same municipality.
Consequently, only one in three forest owners live
outside the municipality of their forest holding.

From Undistributed Estate to Private Part-

nership

The relative decline in holdings under family owner-
ship came to a halt in the 1990s and has stabilised at
three quarters of all holdings. An interesting change
has occurred, however, in the proportion of jointly
owned holdings which are managed by undistributed
estates (i.e. by the heirs to a deceased’s undistributggbmen’s life expectancy being higher than men's

estate) and by private partnerships. Ownership in thgnd the rise in average age of forest owners. One
form of an undistributed estate has increasingly ofteRxplanation might be the increase in the proportion
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been converted to a private partnership, which is per-
haps desirable from a forestry viewpoint. An undis-
tributed estate is not intended to be a permanent form
of ownership and is sometimes a difficult one. Hold-
ings managed by private partnerships already consti-
tute almost as large a share of the total as those in the
hands of undistributed estates.

The proportion of female forest owners has tradi-
tionally been rising along with changes in society at
large. This trend has now levelled off and stabilised
at one quarter of all forest owners. This proportion
did in fact decline slightly during the 1990s, despite
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of holdings turned into private partnerships which  between generations. No conclusive explanation has
were formerly undistributed estates ‘controlled’ byyet been determined.

widows. The effect of age appears to have remained
unchanged during the 1990s: elderly owners sell less
than middle-aged and younger owners. The fact that
female owners are less active in felling than male
owners is also expected. One explanation given for
More timber per hectare is sold each year, on avethijs ijs women's longer life expectancy than men’s.
age, by farmers than by other occupational groups On the basis of timber sales behaviour in the
(see table). This was also the case in the 19803990s, it cannot be concluded that changes in the
although to a lesser extent. It is probable that the

rationalisation of farms has led to more efficient

farming and forestry operations, and that forestActual timber sales 1994-1998 and sales intentions
income has been used to fund further investment i1999-2003, by forest owner group

Change in Ownership Structure Will Not
Reduce Timber Supplies

agriculture. Even if the already !ow proportion of Sz | Heva sl T 6 el

farmer forest owners were to continue to decline, this oS | (e e

would not seriously affect the supply of timber. 199498 1994-98 1999-2003
There is scarcely any difference amongst the m/halyr % of forest owners

other occupational groups in average sales volumes. _
Pensioners, for instance, no longer differ from wageOccupational status

earners in this respect. The period analysed (1994%Age-earner 38 59 43

1998) was, however, one of economic boom, whicHa™mer 4.4 84 69

may have evened out the sales differences betweéRtepreneur 8.7 56 43

the groups. pensioner 3.7 60 30
An urban lifestyle has often been considered tc®he 3.7 54 35

signify a low dependence on forest income, whichpjace of residence

would be reflected in roundwood supply. However, . ral area 37 68 49

forest owners living in cities and other built-up areaspopuyiation centre / 40 58 38

appear to have been selling even more timber thagmall town

those living in rural areas. This is not surprising,town (20 000-100 000) 4.3 58 36

because besides farmers actively engaging in timbeiity (over 100 000) 4.1 56 32

trade there are also many wage-earners and espe- ,

cially pensioners living in sparsely populated ruralcon_trOI of hOId',ng

areas. family ownership 3.9 67 45
Timber sales on holdings managed by undistrib-Um_d'Str'bUtmj es“’_‘te 3.7 >4 37

uted estates are practically as high as sales on priva‘fgvate partnership 38 61 4

partnership holdings and not far short of those omge

family-owned holdings. The increase in felling activ- below 40 4.2 69 57

ity on undistributed estate holdings may be due noto-59 4.0 66 51

only to the prospering economy but also to the facto or more 3.7 62 34

that many inactive undistributed estate holdings hav%ex

been turned into private partnerships. ale 30 63 49
Earlier studies found that sales volumes fall as . 37 5o 26

forest owners become older. The reasons may be the
change in the owner’s consumption patterns at difOverall 3.9 64 44
ferent stages of life, and consumption differences
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structure of forest ownership have had the effect of  all ownership groups there is an attempt to take

decreasing the supply of timber. It should be noted, = advantage of the change in the taxation system dur-

however, that the analysis period was one of eco-  ing the transition period 1993-2005.

nomic boom. Although the evaluations made by forest owners

themselves indicate that they will not be doing as

much business on the timber markets in the early

years of the new century as in the late 1990s, the

Two thirds of forest owners sold timber from their ~ continuing high level of timber sales in 1999 and in

holding at least once during the period 1994-1998the current year suggest that forest owners may have

but less than half of all forest owners intended to selinderestimated their future timber sales.

timber during the next five year period, 1999-2003

(see table). The same declining trend is evident in all

owner groups. Amongst farmers, however, as many°Urces

as four in five had sold timber in 1994-1998 and twolhalainen, R. 1992. The structure of non-industrial

in three intended to do so in 1999-2003, which is a private forest ownership 1990. Finnish Forest

higher proportion than for the other occupational Research Institute (METLA), research papers

groups. Most pensioners intended not to sell, even 405. 41 p. + append. (in Finnish)

though they had earlier sold timber to the sameévaskainen, V. & Kuuluvainen, J. (Eds.). 1994|

extent as wage-earners. On forest holdings in the Change in the structure of non-industrial private

possession of undistributed estates, the projected forest ownership and the use of forest resources.

sales frequency was only slightly below the average. Finnish Forest Research Institute (METLA),

The male-female difference in timber sales will research papers 484. 122 p. (in Finnish)

probably further widen in the future. Ripatti, P. 1995. Forestry behaviour of forest owners
Both actual and intended timber sales were by occupational group. Folia Forestalia — Metséti-

greater on forest holdings subject to site productivity eteen aikakauskirja 1995(3): 199-209. (in Finn-

tax, regardless of the ownership group, than on hold- ish)

ings subject to sales revenue tax. In other words, in

Enthusiasm for Timber Sales Fading?
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Accuracy of Forecasts for the Years 1994-1999

The Finnish Forest Sector Economic Outlook was  following year (Jan-Dec) have always been made on
first published in autumn 1991, under the name The  the basis of the information available at mid-Octo-
Finnish Forest Sector Review (in Finnish only). The  ber. In practice, the forecast horizon has therefore
publication has since appeared every year at theend  been 1.3-1.5 years ahead, depending on the latest
of October in Finnish, and in December in English  publication date of the data used in a particular fore-
(since 1998). The first issue mainly focused on the  cast.
year's trends so far and contained no actual forecasts The table presents two key statistics for compari-
for the following year. Over the years, increasingson. The first of these is the absolute value of the
attention has been paid to forecasting, and absoluferecasting error (deviation) as an average over the
numerical forecasts have been prepared for the fokix-year period. The smaller this value, the better the
lowing year. forecasts have been. For instance, the value of 4.5
Below is an analysis of how accurate the foreper cent for the stumpage price of spruce sawlogs
casts of a numbers of key variables have been ovéndicates that the forecasts of the following year’s
the last six years (1994-1999). The forecasts for thetumpage price made during the last six years has

Forecasting errors for selection of key variables, 1994-1999

Absolute value of forecasting ABENE S e gt

Variable arror, average (%) direction of change (% of
forecasts)

1. Sawnwood production (m°) 9.1 67

2. Paper production (tonnes) 7.2 67

3. Unit price of sawnwood exports (FIM/m®) 104 50

4. Unit price of paper exports (FIM/tonne) 75 33

5. Capacity utilisation rate of paper and paper- 49 33
board industry (%)

6. Capacity utilisation rate of sawnwood industry 5.6 33
(%)

7. Stumpage price for spruce sawlogs (FIM/mq) 4.5 67

8. Stumpage price for pine sawlogs (FIM/m?) 17 100

9. Stumpage price for spruce pulpwood (FIM/m?3) 32 83

10. Stumpage price for pine pulpwood (FIM/m®) 4.6 50

11. Commercial fellings (1000 m3) 41 100

60 Finnish Forest Sector Economic Outlook 2000—2001



deviated from the actual stumpage price by an aver-
age of 4.5 per cent. The second statistic presented is
the success in forecasting the direction of change.
For example, the figure of 67 per cent indicates that
for four out of the six forecast rounds, the direction
has been correctly predicted. Correspondingly, afig-
ure of 50 would indicate that the direction of change
has been forecast incorrectly as often as it has been
forecast correctly.

The figures in the table show that stumpage
prices and commercia fellings have been forecast
most accurately of al. The forecasting errors are rel-
atively small and the direction of change has, on
average, been forecast quite well. The stumpage
price for pine sawlogs and the direction of change
for commercial fellings have always been forecast
correctly. Most difficult of all, as expected, has been
the forecasting of the export prices for forest indus-
try products. The changes in markka-denominated
export prices depend on many factors which are dif-
ficult to predict, such as exchange rates. The average
forecasting error has been highest for the unit price
of sawnwood, at about 10 per cent. Thisresultisalso
somewhat expected, as the business cycles in saw-
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milling are greater than for the paper industry.
Although the change in the capacity utilisation rate
for the different sectors has been forecast correctly
only onetimein three, the forecasting error has been
relatively small.

A more extensive anaysis than presented here
indicated that for some variables there has been a
small systematic forecasting error. The Economic
Outlook’s forecasts have, for the most part, been a
little too pessimistic regarding production and
exports of sawnwood and plywood, exports of pulp,
and stumpage prices for sawlogs. Only the stumpage
price of birch pulpwood has incorporated a small
systematic overestimation.

It would also be interesting to compare these
forecasts with those made by other institutions.
Unfortunately this is rather difficult to do, because
the other institutions (e.g. Pellervo Economic
Research Institute (PTT), the Research Institute of
the Finnish Economy (ETLA), the Ministry of
Finance, and the Finnish Forest Industries Federa-
tion) have not produced forecasts for the forest sec-
tor to the same degree of detail and/or as systemati-
caly.
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‘The System of Forecasting Business Cycles in the Forest Sector’
A research project of the Finnish Forest Research Institute (METLA)

Project tasks

* To produce th&innish Forest Sector Economic Outlook

» To develop models for forecasting exports of Finnish forest industry products
* To develop forecasting models for roundwood markets

* To produce market reviews on the forest sector

* To develop and maintain the MESU database

Staff
Project leader: Lauri Hetemaki, D.Soc.Sc., research specialist
Researchers: Riitta Hanninen, D.Sc.(For.)
Susanna Laaksonen-Craig, M.Sc.(For.), Ph.D.
Anne Toppinen, D.Sc. (For.)
Other staff: Jarmo Mikkola, statistical planner

Pirjo-Riitta Lind, project secretary

Further information: http://www.metla.fi/mesu/
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