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Executive Summary

in the Finnish forest industry’s export markets,
In spite of the crisesin Asia and Russia, the export ~ weighted with their share of total exports, is estimat-
markets and especially the domestic market for ~ ed at 2.5 per cent, which is 0.5 percentage points less
Finnish forest products have continued to develop  than last year. Next year, this figure is estimated to
favourably. The Finnish forest sector’s output haglecline to about 2 per cent, as the crises in Japan and
continued to increase and prices have also devethe emerging economies are reflected more strongly
oped comparatively favourably, with the exceptiorin the EU countries and the United States. The
of sawnwood. Production of paper and paper-gI’OWth of domestic demand will also slowdown
board, production of sawnwood, commercial fell-clearly next year, though growth in the construction
ings and the consumption of imported wood will allsector will still be quite strong.
reach record levels this year. Next year, the develop-
ment of the forest sector will be characterised by
greater than usual uncertainty about future markef~orest Industry’s Production, Export
developments. The rate of growth of demand wihnd Prices
slowdown and the pressure for lowering world mar-
ket prices for forest products will increase. As aTheproduction of sawnwood will grow by 4 per cent
result, also the growth of the Finnish forest indus+this year as a result of the growth in exports and
try’s output will slowdown and product prices will domestic demand, which means that a new produc-
tend to decline rather than rise. This weakening wiltion record will be achieved (11 million m3). Next
also be felt in the roundwood market. Aadtingly, year, the growing supply of sawnwood in the Euro-
stumpage prices are expected to decline slightlpean market will result in increased competition,
next year compared with the average level of theausing Finland’s exports to stagnate at this year’s
current year. level. Owing to good domestic demand, the produc-
tion will still grow by 1 per cent. The production and
exports of plywood will grow by 3 per cent this year
and 2 per cent in 1999.
Economic Outlook Last year, the average export price (in Finnish
mark) of sawnwood rose by as much as 19 per cent
The fairly good economic growth has continued in ~ compared with the 1996 level. Towards the end of
the main export markets of the Finnishforestindus-  the year, prices stopped rising and started to
try, promoted by strong domestic demand. However,  decline. The weak price development has continued
the crises affecting Japan, the emerging economies  this year, and the average Finnish mark export price
of East Asiaand Russiahave weakened theeconom-  of sawnwood is projected to drop by 8 per cent
icprospects. Inthecurrentyear, thereal GDPgrowth ~ compared with last year's average. In 1999, the
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Finnish mark export price of sawnwood isforecast  panies, and the equity ratio is estimated to remain
to decline by 3 per cent, whereas plywood prices  around 40 per cent. The forest industry’s domestic
are expected to remain at last year’s level. capital expenditure will continue to dease this

Demand for paper products has continued tyear, amounting to about FIM 5 billion. The turno-
grow in spite of the downturn in the world econo-ver of domestic production plants is estimated at
my. Production and exports will still increase by 10about FIM 100 billion for this year, increasing by 2
per cent this year. As a result of the weakening gldeer cent next year.
bal economic prospects and increased competition
in the EU region, the paper industry’s exports and
production will grow by only 2 per cent next year. Roundwood Market
The market development for paperboard products
has been comparatively stable, and no major chan@he record-high production of forest products is also
es are foreseen next year. The production of papereflected in large felling volumes. Commercial fell-
board will grow by 4 per cent this year and 2 peings are estimated at a total of 55 million cubic
cent in 1999. metres for this year. Sawlog fellings will m@se by

The Finnish mark-denominated export prices oR per cent and those of pulpwood by 6 per cent com-
paper products will go up by 5 per cent this yearpared with 1997. Imports of wood have grown very
compared with a decline of 8 per cent last yearstrongly during the current year, and are estimated to
However, the improved price development will beexceed last year’s imports by up to 40 per cent. As a
temporary, because next year the Finnish markésult, wood imports will for the first time reach the
euro-denominated prices are forecast to remain &vel of 12 million cubic metres. Average sawlog and
this year’s level. Paperboard prices rose by 2 pgrulpwood stumpage prices for 1998 are estimated to
cent last year, and the growth is projected to contirbe about 2 per cent above last year’s level. The forest
ue at the same rate this year and next. industry’s demand for wood in 1999 will be roughly

at this year’s level, and fellings are estimated to be
about 55.5 million cubic metres. The growth of
Forest industry’s Costs, Capacity wood imports will slowdown, but imports will again
Utilisation and Profitability reach a new record level of 13 million cubic metres.
The imports already correspond to about one fifth of
The forest industry’s costs have been developing atthe industry’s total wood consumption. Because of
reasonable pace. The unit costs applicable to all sethe forest industry’s weakening economic pros-
tors of industry in Finland have in fact been nearlypects, sawlog stumpage prices will go down by 1-4
one third below the OCED countries’ long-termper cent next year and pulpwood prices by 0-2 per
average. The paper industry’s capacity has beearent, compared with this year’s average levels.
almost fully utilised — this year the capacity utilisa-
tion rate is estimated to reach 97 per cent and next
year 96 per cent. The sawmilling industry’s capacityProfitability of Non-Industrial Private
utilisation will be slightly lower, 94 per cent this year Forestry
and 93 per cent next year.

The forest industry’s earnings for 1998 will Investment expenditures related to timber produc-
improve slightly compared with last year, amountion in non-industrial privately owned forests (NIPF)
ing to about FIM 13 billion. The return on invest- will increase this year by about FIM 50 million com-
ment is about 13 per cent. No major changes amgared with last year. This means that investments on
foreseen in the solvency of the three leading comsilviculture and basic improvements will exceed
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FIM 950 million, which is slightly over FIM 200 Roundwood Market Business Survey

million below the peak level achieved in the early

1990s. Because of extensive compulsory regenera-  According to the roundwood market business sur-

tion, investments are likely to remain at this year’s/ey, respondents in the forest industry expect pur-

level in 1999. State subsidies in NIPF will alsochases of domestic roundwood and imported wood

remain virtually unchanged, with the main emphato increase in 1999 compared with this year, with

sis on the improvement of young stands. Grospulpwood accounting for most of the growth. Of the

stumpage earnings from non-industrial private fornon-industrial private forest owners, 41 per cent —

ests will increase by about 7 per cent this year conwhich is more than last year — say they intend to sell

pared with 1997, amounting to FIM 9.3 billion. Nextwood next year. In the sawmilling and plywood

year, incomes will go down slightly. Total invest- industry, more respondents expect sawlog stumpage

ment expenditures related to NIPF will correspongrices to go down than to go up, whereas favest-

to 10-11 per cent of gross stumpage earnings, thigs expect sawlog prices to rise. As far as pulpwood

year and next. prices are concerned, the forest industry’s and forest
The profitability of wood production in NIPFs owners’ expectations are rather similar. A majority

improved slightly during last year. This year andof the forest industry’s and forest owners’ represent-

next, the costs of forest regeneration and silviculatives expect prices to go up by 2—-10 per cent.

tural measures are projected to go up slightly,

whereas the unit costs of basic improvements and

road construction will go down. The profitability of

wood production as a whole will remain good this

year and 1999.

Labour Markets in Forest Sector

The number of jobs in the pulp and paper industry
will increase slightly in 1998, following a prolonged
decline. However, in the mechanical wood products
industry, employment will remain unchanged, and
jobs will continue to disappear, especially in the
joinery industry. As the growth of production and
exports of forest products will slowdown, employ-
mentin 1999 is predicted to return to the level expe-
rienced in 1997. In spite of increased fellings,
employmentin forestry willremain at last year’s lev-
el both in 1998 and 1999, and no major improve-
ment is foreseen in the relatively high rate of unem-
ployment.
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1 World and Finnish Economic Outlook

1.1 World Economy

The international economic environment of the
Finnish forest industry during the period under
review is characterised by major regional varia-
tions and growing uncertainty. On the one hand, the
currency and financial crises in Asia and Russia
have added to the uncertainty, which has been
reflected for examplein high volatility in stock mar-
kets. On the other hand, the economic activity and
stability in the United States and the EMU coun-
tries have resulted in positive expectations. So far,

World Economic Recession Bottoms Out
in 1998?

The crisisin the emerging economies of East Asia,
which began in the summer of 1997, has deepened
and expanded during the current year. The rapid
decline in world economic activity isillustrated by
the fact that still in May thisyear the IMF predicted
world growth for thisyear at 3.1 per cent, but in Sep-
tember this figure was revised down to 2.1 per cent.
If this forecast isto be realized, it would imply that
the world economic growth for this year would be
weaker than at any time since 1991.

the difficulties in Japan and the emerging econo-
mies have not significantly depressed economic  economic slowdown would bottom out during the
activity in the EU region. Among the Finnish forest ~ current year, to be followed by a slight recovery and
industry’s major export markets, economic growthoutput growth of 2.5 per cent next year. Economic
has been particularly strong this year in Germanygrowth in the Finnish forest industry’s main export
France, the Netherlands, Belgium and Spainmarkets is also estimated at an average of slightly
though growth rates are projected to slowdown nexbelow 2.5 per cent (Table 1). Still, according to the
year. However, the weak economic development iMF, there is a considerable risk that the develop-
Japan and the United Kingdom is likely to continuement may be weaker than foreseen. For example, if
next year as well. In the United States, economiconfidence in the Asian financial markets cannot be
activity has not slowed down significantly, though aestored, the situation may turn out to be worse than
turn towards slower growth is expected next yeaexpected. Particularly importantin this context is the
The possible continuation and even deepening afevelopment in Japan and how well the United
the crises in Japan, and in Asia, Russia and th&tates and the EU countries will be able to adapt
emerging economies constitutes a particular eletheir monetary and fiscal policies to the changing
ment of uncertainty in next year’s outlook. conditions in their economic environment.

The economic and political crisis in Russia and
the continued poor performance of the Asian econ-
omies have added to the uncertainty over economic
development in the United States and the European
Union. One result of this increasing uncertainty is

According to the IMF’s projection, the world

World and Finnish Economic Outl ook 7



that economic projections have been supplemented  year and next, primarily driven by strong domestic
with so-called crisisscenarios. Thestartingpointfor  demand. Investments and consumer demand have
these scenarios is the assumption that the develop-  shown good growth at the beginning of the year, and
ment in Japan and the emerging economieswill de-  at an annual level private consumption in the Euro-
teriorate further and that it will spread to Latin  land is likely to grow by 2.5 per cent, which is one
Americaand gradually also to the United Statesand  percentage point more than last year. Consumer con-
the EU region (for details, see pages 16-18). fidence has been strengthened by the improved eco-
nomic prospects and declining unemployment fig-
ures. However, the average seasonally adjusted rate
Euroland Driving World Economic Growth of unemployment in the Euroland, according to
Eurostat, was still at the high level of 11.1 per centin
The reasonably good growth prospects inBeJ-  July.
11 countries (so calleBuroland) will continue this

Table 1. Economic Growth Forecasts (real GDP, annual per cent change).

Share of Realised
Finland's forest ~ GDP IMF* IMF* DeBLgrS]Ehe D%Lgﬁﬁhe
industry’s export  growth, % 1998 1999 1998+ 1999+
value,% 1997

Weighted with forest
industry’s’ export shares 3.0 25 2.4 2.4 21
EU 68.4 2.6 29 25 2.8 2.4
Euro countries 46 25 3.0 2.8 29 2.6
Asia*** 9.5 6.6 1.8 3.9 -0.6 2.1
United States 5.0 3.9 35 2.0 3.6 2.8
Eastern and Central
Europe™** 4.0 2.8 3.4 3.6 0.5 0.7
Russia 3.1 0.9 -6.0 -6.0 -3.0 -6.0
Latin America 2.0 5.1 2.8 2.7 2.5 2.2
Germany 17.9 2.2 2.6 2.5 2.7 2.3
United Kingdom 16.5 3.4 2.3 1.2 2.3 1.0
France 6.7 2.3 3.1 2.8 3.0 2.5
The Netherlands 5.5 3.3 3.8 3.0 35 2.7
Belgium 4.5 2.7 2.7 2.6 2.7 2.4
Spain 4.2 3.4 3.8 3.6 3.8 3.5
Italy 2.9 1.5 2.1 2.5 2.2 2.4
Denmark 3.3 3.5 2.5 1.9 2.6 2.0
Sweden 3.2 1.8 2.9 3.3 3.1 2.8
Canada 0.4 3.7 3.0 2.5 3.1 2.9
Japan 3.2 0.8 2.5 0.5 2.4 0.3
China 0.6 8.8 5.5 5.5 6.0 5.5

* IMF’'s World Economic Outlook was published on September 30, 1998

**  Deutsche Bank Research’s Economic & Financial Outlook was published on September 1998

*** |MF’s and Deutsche Bank Research’s projections for Asia and Eastern and Central Europe differ partly because the research
institutes define these regions differently. For example the IMF's projections cover a much larger area than the corresponding
projections by Deutsche Bank Research.

8 Finnish Forest Sector Economic Outlook 1998-1999



Among other things, declining world market
prices of commodities have contributed to the low 6
rate of inflation in the Euroland. The HWWA over- L] o7
all commoditiesindex was lower in August thisyear 2 46 46 zgi
than it hasbeen at any time since 1986. According to 29 ™
Eurostat, the inflation rate in August was 1.2 per T 34
cent at an annual level. The rate of inflation is ex- 3
pected to remain below the 2 per cent target set by
the European Central Bank (ECB). Average eco- 2716
nomic growth in the Euroland for next year is esti- 1{ 11 9
mated to be only slightly below this year’s figures —
the IMF predicts GDP growth of slightly below 3 per, o
cent for 1999.

There would not seem to be any major risks re
lated to the launching of the euro currency in 1999 ‘
because possible pressures for change have alreg Euro countries UK USA Japan
been discounted in the market, and the economies Source: Deutsche Bank Research, September 1998
the member countries have largely operated as a utw
form currency-region even before this point. The in-Figure 1. Private Consumption Expendituresin the
terest rates of the EMU countries will converge to- Export Countries 1997-1999F (annual per
wards the end of the current year. Though the tur- cent change).
moil in Russia and Asia has caused currency
pressures outside these regions, the currencies in tlewere last time reached in 1992. Deutsche Bank
Euroland have remained stable in relation to eacResearch predicted in September that construction
other. The euro currency is expected to strengthetetivity in Germany's private and public sectors will
somewhat next year in relation to the US dollar angecover during 1999. Last year, construction activity
the pound sterling (according to the IMF’s estimatestill declined by 2.2 per cent, but for this year a

%

2525

=1L

in September). growth of 0.2 per cent is predicted and for next year
1.0 per cent.
Though Germany’s competitiveness has im-
Germany and France Going Up, the proved as a result of lower unit costs, export growth
United Kingdom Down will slowdown due to the poor development in Asia

and Russia. The very low rate of inflation, about one
Among the Finnish forest industry’s main exportper cent this year and an estimated 1.3 per cent next
markets, Germany’s economy has strengthened  year, has made it possible to keep interest rates at a
compared with last year. GDP growth for 1997  low level. As of the beginning of 1999, the Bundes-
amounted to 2.2 per cent, andthegrowth rateforthe  bank’s monetary policy will be the European Central
current year isestimated at 2.6 per cent, andfornext  Bank’s (ECB) responsibility. However, no major
year only slightly below this. The economic growth  changes in interest rates are expected. The current
inthelast few yearshas been largely duetobuoyant ~ German Bundesbank rate (repo rate) of 3.3 per cent
exports, buttheengineof growththisyear andnextis  is also expected to be the starting level for the ECB’s
domestic demand. Private consumption isexpected  repo rate as of the beginning of 1999.
to grow in real terms by about 1.4 per cent thisyear The Bundestag elections in Germany led to a co-
and 2.0 per cent next year. Growth figuresat thislev-  alition government of SDP and theg&ns. Though

World and Finnish Economic Outl ook 9



the new government’s economic policy gives some- GDP growth may again speed up in the second
what more emphasis to a Keynesian demand-driveguarter of next year as the balance of trade improves,
economic policy than Helmut Kohl's government,as monetary policy is eased and public-sector con-
any changes are likely to be relatively small in pracsumption picks up. PretRiget Report, published by
tice, e.g. because of the restrictions imposed by ththe Treasury in early November, forecasts GDP
EMU. growth for 1998 of 2.75% and for the next year 1—

In the United Kingdom the economic growth 1.5%.
continues to slowdown. In the first six months of the  In Francethe favourable economic development
year, GDP growth declined to the long-term trenchas continued, primarily driven by domestic de-
level for the first time in six years. The economicmand. In July, consumer confidence rose to record
survey conducted by the Confederation of BritisHevels. A key reason for the solid confidence is the
Industry (CBI) in July, also showed that the indusfavourable development of underlying economic in-
try’s confidence was at its lowest level since 1990dicators. The rate of unemployment has been going
and that confidence in the industry’s export perfordown throughout the year, amounting according to
mance was at an 18-year low. The slowdown of ecd=urostat to 11.8 per cent in July, compared with 12.5
nomic growth is due to declining exports and weakper cent at an annual level last year. Inflation has
ening domestic demand. Exports have declined asbeeen moderate. The National Institute of Statistics
result of the appreciation of the pound sterling andnd Economics, INSEE, predicts a one per cent in-
the Asian turmoil. Domestic demand has been imerease in producer prices for the current year, and no
paired, among other things, by more restrictive fiscainajor change is expected for next year.
and monetary policy measures during 1997 and ear- Construction activity seems to have picked up
ly 1998. The Bank of England raised interest rateslightly in this year. Building permits for single-
five times since June 1997, to meet the inflation tarffamily houses also increased markedly in the first
get of 2.5 per cent. Because domestic and internéour months of the year. In addition, domestic de-
tional economic growth has weakened towards thmand has grown faster than last year. Economic
end of the year, thereby relieving inflationary pres-growth is estimated at about 3 per cent for this year
sures, the Bank of England reduced its key interesind only slightly less for 1999. The main risk fac-
rate in early October by 0.25% and again in earlyors that may jeopardise the favourable economic
November by 0.5% to 6.75%. growth are the dect andindirect effects on the

In spite of the slowdown in economic activity, French economy of the economic crisis in the
there are no signs of a recessin the United King- emerging markets of the world.
dom. Import demand has remained fairly strong in The favourable economic growth also continues
the first half of the year, which, accordingly, hasin the other major European markets of the Finnish
caused the deficit in the trade balance to grow. Thierest industry. For example e Netherlands, Bel -
construction and service sectors have continued gum andSpain, which accounted for 14.2% of the
develop reasonably favourably, though signs of a ddetal value of Finland’s forest products exports last
cline are already to be seen. The number of buildingear, the IMF expects GDP growth to continue at a
permits for housing starts deased by 10.9 per cent rate of 2.6—3.6 per cent in 1999.Ikaly economic
in the second quarter compared with the first quartedevelopment is still weak, but a turn for the better is
and construction activity declined by 4 per cent. Risforeseen next year. Denmark economic growth is
ing real consumer incomes are expected to mainta@gstimated to go down clearly from 3.5 per cent last
domestic demand, though at a clearly lower leveyear to about 2 per cent in 1999 (Table 1).
than previously. Sweden’'s economy has clearly recered since

last year, when GDP growth was only 1.8 per cent.
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Initsforecast published at the end of September, the
central bank (Riksbanken) estimates economic
growth at about 3 per cent for thisyear and next. Es-
pecially domestic demand growth is solid and con-
sumer confidence in continued economic growth
strong. The labour market situation also indicates
that the growth of consumption will continue to in-
crease. The rate of unemployment has been going
down since the middie of last year (the unemploy-
ment rate for 1997 was 8.0 per cent) and it is esti-
mated to drop to about 6.7 per cent in annual terms
this year, and to 6.2 per cent next year (IMF). Ac-
cording to a statement issued by Riksbanken at the
end of August, the current depreciation of the Swed-
ish kronais temporary, and in conflict with the fact
that the underlying economic growth potentia re-
mains strong. The depreciation of the Swedish krona
israther seen to reflect the general unrest caused by
the economic turmoil in the emerging markets and
the contagion of this unrest via Norway to Sweden.
Because the Swedish krona does not have an EMU
buffer to support it, it is more sensitive to changes
than the Finnish mark.

Among the transition economies in Central and
Eastern Europe, Hungary and Poland aresstill enjoy-
ing buoyant economic activity, in spite of the Rus-
sian crisis. According to a forecast published by
Deutsche Bank Research in September, GDP
growth in Poland is estimated at 5.2 per cent and in

Growth Slowing Down in the United
States

The strong economic performance in tbeited
Sates has continued in the first half of the year.
Strong consumer confidence has been reflected e.g.
as strong growth in housing construction and bank
loans. In July housing sales were at record levels,
and about 18 per cent greater than in the same period
last year. In annual terms, real GDP growth in the
first six months of the current year amounted to 3.5
per cent. However, the growth is expected to slow-
down towards the end of the year. The Federal
Reserve BanlBeige Book, which gathers informa-
tion on current economic conditions in different
Bank Districts, reported in November that the pace
of economic expansion moderated in September and
October. Retail salesave mo#ly at or below mer-
chants' expectations, but there were only scattered
reports of unanticipated inventory accumulation.
Real estate and construction activity remained gen-
erally robust, especially in residential markets, but
most Districts reported that more stringenédit
standards were a factor slowing commercial real
estate activity. Manufacturing activity continued at
relatively high levels, but was the sector most often
cited as showing signs of softening.

The appreciation of the US dollar against the yen
and against the currencies of the emerging markets

Hungary at 5 per cent for next year. Finland’'s exhas depressed export prospects, while at the same
ports of forest product to Poland have increasetime resulting in increased imports, which has
strongly in recent years, currently amounting to aleaused the balance of trade to deteriorate rapidly. In-
most FIM 1 billion. Russia’s economy will plunge flationary pressures are kept low by weakening
yet again this year, though therens signs of a def- growth prospects, low world market prices of com-
inite improvement last year. Expectations concernmodities, favourable growth of productivity and low

ing Russia’s development have become continuougrice expectations.

The moderate price develop-

ly more pessimistic and the uncertainty is growingment, the uncertainty in financial markets and the
Following the devaluation, rationing and the crisis ingrowing caution by lenders caused the Federal Re-
the banking system, imports to Russia will clearlyserve to reduce the central bank rate at the end of

contract this year and next.

World and Finnish Economic Outl ook

September by 0.25 percentage points. A similar re-
duction was repeated in October, cutting the rate to
5 per cent.

The poor economic ggformance of Asia and
Russia, and especially the possible spreading of neg-
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ativeeffectstoLatin America, isthebiggestriskfac-  Uncertainty Continues in Japan
tor which might further depress current economic
prospects. A key question from the viewpoint of the  Japan’s economic performance has been poorer than
world economy is whether the unprecedented boom  expected. As late as the end of last year, the IMF still
in the United States will end in a soft landing, or  predicted 2.6 per cent GDP growth in Japan for the
whether weakening export demand and a possible  current year. In a forecast published in September,
decline in exchange rates will plunge the US econ-  the figure is the same but negative. According to the
omy into recession. Bank of Japan’s monthly report for September, the
Canada’s economic development has been subeconomy is still being plagued by reduced industrial
ject to forces which move the economy to oppositand housing investment and low consumption in the
directions. On the one hand, the poor developmemtrivate sector. In addition, inventories are at a high
in Asia reduces especially exports of Canadian forevel, real incomes are deatdng and unemployment
est products to this region. On the other hand, coris on the rise. Though real erest rates are record-
tinued favourable demand in the United States hdew (close to zero per cent), the economy shows no
compensated for these losses (in 1996 the US abigns of revival. The weak economic development
sorbed 71 per cent of Canada’s exports of foredtas also been reflected as a clear decline in import
products). Exports have been boosted by the deprdemand. For example during the period April to
ciation of the curency — the Canadiarotlar depre- June, the seasonally adjusted imports from the EU
ciated against the US dollar to a historic low in Au-countries declined by 8.5 per cent cargd with the
gust. However, to curb the depreciation of the curpreceding quarter. The central bank’s, Tanka’s,
rency, Canada’s central bank raised the central bam&port for September also showed that the industry’s
rate at the end of August by one percentage point #nd consumers’ expectations concerning the future
6 per cent, though it was cut by 0.26rgentage development of the economy have deteriorated fur-
points at the end of September, right after the Fedher.
eral Reserve’s reduction. During the autumn, the government has imple-
The rate of unemployment dropped to 8.3 pemented financial incentives and reforms in the finan-
cent in August, the lowest since August 1990. Ircial sector with the aim of restoring confidence in
spite of the favourable development in the labouthe country’s economic development. However,
market, the number of building permits for housingnany experts still regard these actions as insuffi-
starts during the period January to July this year wadent. A significant improvement would be the ap-
3.0 percentage points lower than in the correspongiroval of new laws in Parliament which would re-
ing period last year. Fellings and forestry outpustore confidence in the banking and financing sector.
have also declined by 12.5 per cent in the first half ofih addition, new stimulating actiorere expected,
this year compared with June 1997. The productiosuch as a decrease in income tax.
of sawnwood in the first six months of the year was In East Asiathe economic decline has continued.
2.3 per cent lower than in the same period last yeahccording to the IMF, economic growth in the
In spite of the poor performance in these sectors, ti8SEAN countries (Hong Kong, Singapore, Taiwan
economy as awhole, boosted by strong domestic dand South Koreayyhose combined relative weight
mand, grew by 2.6 per cent during the first half of thén the world economy equals that of France, is esti-
year. For next year, GDP growth is estimated at 2.5mated to decline by —10.4 per cent during the current
3 per cent. year, while still contracting slightly during next year
(-0.1 per cent)China’s strong economic growth has
continued, though at a slower pace than last year.
China’s GDP growth is estimated at about 5.5 per
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cent this year and next, which is clearly lower than
last year (8.8 per cent). A major question mark in Rest of the World
connection with Asia’s future growth is whether
China is going to devalue its currency. This woulg
inevitably put pressure on the region’s other curren North

cies, and would also have negative ramifications fa America
the entire world economy.

Russia

EU
Asia

1.2 Finnish Economy

N

The further deterioration of the Asian crisisin com- Rest of Europe

bination with the Russian turmoil put an end to this

summer’s discussions concerning the possible over-

heating of the Finnish economy. The decline irf i9uré 2 Finlands Exports by Region in 1997 (per-
exportgrowth will cetainly retard Finland’s strong centage shares).

economic growth in 1999. Inflation and interest

rates will remain low. The euro will strengthen in Europe will slowdown to some extent. f& as the

relation to the US dollar and other EU currenciesforest industry is concerned, the decline in exports

outside the Euroland. The major threats to econwill be partly due to the slower growth of production

omic development are external — to which extengapacity. In addition, the appreciation of the euro
will the deepening and spreading of the economiggainstthe US dollar and the Swedish krona will also
crisis in the emerging markets be reflected in thgut downward pressure on exports.

Finnish economy? As export grformance weakens, the importance
of domestic demand for maintaining economic
growth will be emphasised. Following the decline in
the savings rate, consumption will grow faster than

Economic Growth to Slowdown in 1999 real incomes. According to economic forecasting in-
stitutes, private consumption will grow during the

Economic growth in the current year hasbeenclear-  current year by about 4 per cent. For next year, the

ly stronger than predicted one year ago, mainly  growth is projected to be 3.5-4 per cent. If the un-

because of favourable export growthinthefirst half  certainty over the future course of the world econo-
of the year. According to various forecasting insti- ~ my is prolonged, the unrest may spread to private
tutes, GDP growth for 1998 will be 4.8-5.5 per centhouseholds, causing a reduction in consumption

The aggravation of the Asian crisis, particularly ingrowth.

Japan, and the Russian situation have put an end to Investments will grow clearly slower this year

talk of any overheating of the economy. In the secthan in 1997. Next year, industrial capital expendi-

ond half of the year, export growth will be signifi- tures will revive, primarily because of growing in-
cantly weaker than in the first six months. GDPvestments in small and medium-sized companies.
growth for 1999 is estimated to slowdown to 3—4 per The unemployment rate in 1997 was 12.5 per
cent. Exports to Russia and the crisis-ridden Asianent, calculated on the basis of the EU’s statistical
countries will remain low, and the crisis will also practice, which has been adopted by Statistics Fin-
affect ports indirectly, as economic growth in land. The unemployment rate is estimated to go
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Table 2. Forecastsfor the Finnish Economy.

Realised Ministry of Finance ETLA

1997 1998 1999 1998 1999
*GDP, % 6.0 55 4.0 5.0 35
*Exports, % 12.8 8.7 4.7 9.0 5.0
*|nvestments, % 12.2 9.2 6.0 6.0 7.0
—private 13.3 11.5 8.2 7.0 8.0
—public 6.7 -3.4 -8.0 0.0 0.0
*Building construction, % 17.2 11.0 5.5 11 8.0
Change in consumer price index, % 1.2 1.5 2.0 15 1.7
Unemployment rate, % 12.7 10.5 9.0 11.0 10.0
Helibor, 3-month, % 3.2 3.7 4.0

*volume change
The Ministry of Finance published its forecast on September 1, 1998 and ETLA, The Research Institute of the
Finnish Economy, its own forecast on September 9, 1998.

down to about 11 per cent thisyear and next year to  mand, will grow by 15 per cent during this year, in
9-10 per cent. However, the structural problems$erms of cubic metres. The growth will continue at
have got worse, with a continuing increase in théhe same pace in 1999. The growth in housing con-
number of long-term unemployed. The importancestruction will remain at 10 per cent, as the number
of the labour market will grow with the launch of theof housing starts for apartment blocks will stay at
single curency. hstead of exchange rates, balancthe current year’s level. The growth of construction
ing factors will include for example wages and theactivity is particularly strong in the Helsinki metro-
professional and regional mobility of the labourpolitan region, and in other population centres in
force. the southern parts of the country, where the increas-
ing number of job opportunities results in growing
population densities. Commercial and industrial
Prospects in the Construction Industry projects r(_amain yirtually unc_hgnged at Fhis year's
level, while agricultural building activity goes
According to the Confederation of Finnish Con-down. Altogether, next year new building construc-
struction Industries, total construction output willioN Projects with a volume of 37 million cubic me-
grow by 11 per cent during the current year. Théres will be launched, Whlc_h is 3 per cent more than
growth will be strongest in new construction, which'" t_he current year. In spite of the strqng g_row’;h,
will be one fifth greater than last year. Thelitegin which started in 1996, cpnstructlon activity is still
the volume of new construction to less than half durdt @ low level. The combined volume of new hous-
ing next year will also halve the output of total con-Ng starts n 1999 |s_gst|mate_d at 13 million cubic
struction. Renovation and modernization activityMetres, which is & million cubic metres less than on
will grow by about 5 per cent and civil engineering2Verage during the 1980s.
by about 2 per centin 1998 and 1999.
Housing starts for one-family and row houses,
which are particularly important for sawnwood de-

14 Finnish Forest Sector Economic Outlook 1998-1999



Euro Expected to Strengthen

Consumer prices have continued to rise moderately
in spite of the strong economic growth. The rise for
this year has corresponded to the average in the
EMU countries. The decline in raw material prices
has reduced inflationary pressures. Consumer pric-
es have primarily been raised by rising prices for
houses and flats. Inflationary pressures are not
expected until early in the year 2000, when the cur-
rent collective wage agreement expires.

The launch of the single currency at the begin-
ning of next year will cause EMU countries’ interest
rates to converge. Previously, it was believed that
countries with low interest rates such as Finland
would slightly raise their interest levels to minimise
the need to reduce interest rates in countries with
high interest rates such as Ireland, Italy and Spain.
However, the deepening and spreading of the Asian
crisis, in combination with the Russian turmoil, have
restricted inflationary pressures, so the European
Central Bank is expected to start with a repo rate of
3.30 per cent, which is at the level of the repo rates
in Germany and France. The repo rate in Finland is
slightly higher, at 3.40 per cent. The pressures for
appreciation of the euro against the US dollar are
likely to keep the interest level down in relation to
the United States. However, keepingi®ist rates at
the current level would not be a problem for Finland
because of the minimal inflationary pressures.

No improvement in price-competitiveness is ex-

pected next year, because of the pressures for appre-

ciation of the euro against the dollar. The growing
uncertainty in the world economy has also caused
the Swedish krona to depreciate.

World and Finnish Economic Outl ook
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Impacts of Asian and Russian Economic Crises
on the Finnish Forest Industry

The economic crises in the emerging market coun-  world forest industry’s foreign trade. The Table at the
tries started in Thailand in the summer of 1997, and  bottom of the box shows the crisis countries’ produc-
soon spread to the other countries of East Asia. The  tion, imports and exports of forest products. In addi-
recession and financial crisis in the world’s secontion, the Table shows what share the countries repre-
largest economy, Japan, further aggravated the situgent in the Finland’s forest industry exports.
tion. In the summer of 1998 the crisis spread to Rus- Finland’s exports of forest products in 1997 to the
sia, where the ruble depreciated strongly and theountries that are now in crisis or in immediate dan-
country was plunged into serious political and ecoger of contagion, was only about 10 per cent of the
nomic turmoil. In the autumn, the Russian crisivalue of total exports. This is roughly equal to the
spread to Latin America. combined exports to Belgium and the Netherlands.
When assessing the implications of these criséherefore, the direct effects of the crisis on the Finn-
for the Finnish forest industry, it is useful to distin-ish forest industry’s exports are going to be relatively
guish between direct and indirect effects on foreigamall. For example, if the value of exports to the cri-
trade.Direct effectsrefer to an immediate decrease irsis countries in 1999 were halved compared with the
exports to the crisis-ridden economies, and awalue in 1997, and if no compensating markets were
improvement in these countries’ relative competitivefound, this would cause exports to decrease by FIM
ness in the world market for forest products as 4.4 billion. This would probably correspond to a
result of the depreciation of their currencibeglirect decline of about 5-7 per cent on the total value of
effects refer to the impact of the crisis on economiexports in 1999.
activity in the United States and EU countries, and Besides the decrease in exports to the crisis coun-
the effects that these impacts have in turn on thees, the Finnish forest industry’s competitive envi-
Finnish forest industry. (The impact of the Russianmonment, e.g. in the US and the EU market would
turmoil on roundwood imports is discussed on pagdsecome more difficult. In products where the crisis
53-54). countries represent a major share of global imports,
In the crisis countries, import prices of foresthere will emerge an oversupply situation. For exam-
products go up in local currencies, and their comple, Asia accounts for about 12 per cent of world
sumption goes down. As a result, imports into theaper and paperboard imports, whereas Japan
crisis countries decline. It has been estimated that thecounts for more than 10 per cent of world sawn-
market for paper and paperboard products in th@ood imports. The Asian markets are particularly
entire Asia-Pacific region will decrease by one milimportant for North American producers. Suppliers
lion tons in 1998 (Malassu 1998). Though this figurere trying to replace the decreased demand in Asia by
as such is small, it is significant, because in this eveshifting the supply to other markets. This is bound to
the market would contract for the first time sinceresult in increased competition, for example in the
1981. Malassu (1998) also predicts that Asia’s nétinnish suppliers’ major market, the EU region. This
imports of paper and paperboard products willvill in turn put downward pressure on world market
decrease from slightly less than 8 million tons irprices.
1996 to only 3 million tons by the year 2000. Japan’s The crisis countries are also manufacturers and
imports of sawnwood will also decrease markedly. exporters of forest products. As the crisis countries’
The direct impacts of these crises on foreign trad=irrencies have depreciated sharply in relation to the
will depend on the crisis-ridden countries’ share oFinnish mark, and possibly next year in relation to
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the euro, these countries’ relative competitiveness i$nited States and the EU countries (Liu et al. 1998).
likely to improve. Currency depreciation is one majoParticular reference has been made to the declining
part of competitiveness, along with inflation and proraw material prices as a result of the crisis to their
duction costs. In the crisis countries, competitivenedswest levels for several decades. This in turn results
may have been boosted by the more favourable alleviation of inflationary pressures in the US and
exchange rate, but also by changes in other factotke EU countries, and thereby allows a less restrictive
For example according to Malassu (1998), the manmonetary policy, which in turn creates better oppor-
facturing costs of bleached Indonesian hardwootlinities for consumption and investments. For exam-
pulp will go down in the short term by about 40 peple Liu et al. (1998) have estimated that the US con-
cent and in the medium term by 2025 per cent, comstruction sector will expand by 0.7-0.8 percentage
pared with the pre-crisis situation. Though the imporpoints more than it would have done without the
tance of the crisis countries as competitors to theffects of the crisis. On this assumption, demand for
Finnish forest industry in major products (sawn softsawnwood and plywood could also increase more
wood and softwood fibre-based printing and writinghan under normal conditions.
papers) is comparatively moderate, the crisis will add The negative impacts of the crises on the Finnish
to the downward pressure on the world market pricderest industry will remain comparatively modest
of all forest products (the effect of the Russian turduring 1998, because in the EU countries and the US
moil on the country’s sawnwood exports are disdomestic demand and intra-regional trade will serve
cussed in section 2.1). as engines of economic growth. Though demand for
The longer the crisis lasts, the greater its indiredorest products will remain relatively favourable,
impacts on the Finnish forest industry. The Unitedvorld market prices are more likely to decline rather
States’ and the EU countries’ exports to the crisithan rise.
countries will decline whereas imports will increase, The situation in Japan appears to have deterio-
as a result of which trade balances will deteriorateated further during the autumn. In addition, certain
Still, it should be noted that a decrease in exportsbservers consider it increasingly probable that
from the United States and the EU countries to Asi@hina will have to devalue its currency next year,
and Russia is not going to cause any immediatnd that this will cause a vicious circle of devalua-
major effects on these countries’ economic activitytions in emerging economies. The effects of the cri-
Exports from the United States and the EU to the crses in the emerging markets may also be reflected
sis regions accounts for only about 4 per cent of thesger more strongly in Latin America.
regions’ GDP (Deutsche Bank Research 1998). With the crises possibly deteriorating further,
However, recent developments have shown thahare prices can be expected to go down globally,
the effects of the crises may be considerably momeghich in turn would be reflected in increasingly cau-
severe than the simple analysis of trade statistit®us consumer behaviour and declining demand. On
would give reason to believe. For example bankghis assumption, the effects of the crisis would
and investors’ capital and credit losses, share prigecreasingly slowdown economic activity in the
fluctuations in stock markets and a weakening itUnited States and the EU (IMF 1998). In this event,
consumer and business confidence (psychologicalso the price development of Finnish forest products
factors) may turn out to be more important thamvould be clearly weaker than expected and export
changes in trade flows. volumes smaller, as a result of which profitability
Though the negative impacts of the Asian andnd capacity utilisation rates might go down even to
Russian crises on world economy are doubtless seti996 levels. If this turns to be the case, then the fore-
ous, it has been noted in various contexts that thecasts for the Finnish forest sector development for
are also favourable implications, for example for the
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1999, presented for examplein thisreview, would be  Sources:

far too Opti mistic. Deutsche Bank Research (1998), Frankfurt \Vbice, No. 36/1998.
The uncertai nty regarding the development of the International Monetary Fund IMF (1998). World Economic Out-

world economy and of Finland's forest products. ' September 1998 .

. L. %IU, L., Noland, M., Robison, S. and Wang, Z. (1998) Asian Com-
exports during next year is indeed greater than usual. petitive Devaluations. Institute for International Economics,
A particularly big question mark related to the pro-  washington, DC., Working Paper 98-2.
jections is, how large a role psychological factor$faassu, A. (1998). A change of scenery for Asian producers,
will play in the actions of consumers, industry and Pulpand Paper International, August 1998, p. 27
investors. If the fear of a recession turns into hysteria,

it tends to feed on itself.

Table.  Crisis Countries and Forest Products 1997 (mill. cubic metres and mill. t.) (in brackets percent-
age share of the world total figure).

Share of
Production Imports Exports Finland’s forest
industry’s export
value,%
Sawnwood
Asia’s
China* 16.6 (5) 0.7 (0.7) 0.07 (0) 0
Latin America 153 (5) 0.5 (0.5) 20 (2) 0
World total 3124 91.4 93.3 100
Paper and paperboard
Asia’s
China* 30.3 (10) 3.6 (5 1.0 (1) 0.8
Latin America 120 (4) 24 (3) 1.7 (2 2
World total 291.5 69.9 77.4 100

Asian crisis countries = the Philippines, South Korea, Hong Kong, Indonesia, Japan, Malaysia, Singapore, Thailand
*There is no acute economic crisis in China, but its currency may be devalued

Latin America = Argentina, Brazil, Chile, Mexico, Venezuela

Sources: FAO (1998) preliminary estimates; Metla (1998) Forest Statistics Bulletin No. 447, Sept. 8, 1998
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The Emu and Finland’s Forest Industry

The third stage of the European Monetary Union favourable, though small, effects on corporate strate-
(EMU) and the changeover to the euro will be rea- gies. Impacts are expected to be greatest on forest
lised on January 1, 1999 in the eleven countries products companies’ strategies, e.g. with a view to
elected to participate in May 1998. The value of the  investments directed to Finland, though even in this
euro in relation to national currencies will be deter-  industry, effects will not be very big.
mined according to conversion rates, which are based The EMU is just one among the many factors
on bilateral exchange rates of the member countriesifluencing the Finnish forest industry. Other impor-
currencies on December 31, 1998. However, the cotant factors are e.g. the long-term demand trends for
version rate at which the participating countries’ curforest products and the globalisation of markets. As a
rencies will be pegged to the euro will not be conresult of the globalisation of business and financial
firmed until January 1, 1999, and the decision is irremarkets, different regions are increasingly tied to
vocable. each other, as the effects of the crises in Asia and
The euro will become the currency of a large ecdRussia illustrate. The collapse of Asian currencies
nomic area, the size of which corresponds to that dfas reduced the Euroland’s competitiveness in rela-
the United States. The EMU countries at presetibn to Asia. Next year, assuming continued growth
account for 30 per cent of world production and fom the euro area, the real and nominal euro exchange
about 17 of world foreign trade, the correspondingates are projected to strengthen relative to other cur-
figures for the United States being 35 and 15 peencies, because the economic growth in other
cent, respectively. The future importance of the eungegions, such as the United States and the United
will depend on the extent to which it is used as aKingdom, will slowdown.
international reserve currency, and investment and The EMU’s influence on the Finnish forest
trading currency side by side with the US dollarindustry will depend, among other things, on how
This, in turn, will depend on the internal stability oflarge a share of the industry’s exports the EMU coun-
the euro and foreign countries’ confidence in itdries account for, and the currency to be used in this
future stability. Internal stability is important becausdrade. A key issue is also how the value of the euro
exchange rate expectations are determined on thél develop in relation to other currencies and what
basis of the real exchange rate, taking into accoukind of exchange rate policy the European Central
differences in inflation. Accordingly, one of the Bank (ECB) and Finland’s competitors outside the
major objectives of the monetary union is to maintaiEMU are going to employ.
internal price stability. The euro’s future share of the Finnish forest prod-
The EMU plays an important role in the Euro-ucts exports can be estimated on the basis of the geo-
pean process of integration, so it is going to havgraphical distribution of exports and the division
both political and economic impacts in the countriebetween different invoicing currencies. In 1997 the
participating in the monetary union. Following theEMU countries accounted for 46 per cent of the
implementation of the monetary union, the nationalalue of Finland’s exports of forest products, though
exchange rate will be abolished and the EMU markéheir share varied from product to product. Based on
will become Finland’s home market. The more Finthe division between different invoicing currencies,
land trades with the member countries, the great#re euro’s share of forest products exports, excluding
the benefits of the monetary union. And the moréhe United Kingdom and Sweden, would be 40 per
uniform the production structures in the membecent (according to 1994 statistics). This estimate is a
countries, the smaller the disadvantages of the uniormugh approximation, which is further complicated
According to a poll among major industrial compa-€.g. by the uncertainty to what extent the trade with
nies conducted by the Research Institute of the Finthe United Kingdom will be euro-based. In addition,
ish Economy (ETLA), the EMU is expected to havahe US dollar and the Swedish krona play a greater
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o as the exchange rate risk is eliminated from internal
80— trade, as incomes and production costs are priced in
6% the same currency. Other benefits include access to
the EMU area’s large capital markets and the low
60 5% inflation and price stability projected for this area.
0% For example, the decision to establish Stora—Enso’s
14% 13% headquarters in Helsinki can be seen as a sign of the
4041 | | 5% | | Swedish owners’ effort to achieve greater integration
with the euro area.

The advent of the EMU creates new possibilities,
especially for small companies of woodworking
industry currently serving the home market. It will
open up an expanding internal market and a possibil-
ity of obtaining additional investment funds. On the
other hand, the increased competition resulting from
the euro also constitutes a major challenge to these
companies.

One of the downside effects of the EMU is that
the national economies will no longer be able to use
exchange rate adjustments as means to balance busi-
ness cycles. Though a joint monetary policy is likely
Figure. EMU Area’s Relative Share of the Value of to result in better control over economic fluctuations

Finland’s Exports of Forest Products in 5 the EMU countries, the problem of adjustment to
1997. (The figure on top of each bar refers pagional disturbances will remain. An important
to each products share of the total value  eans for adaptation will be flexible pricing of
of forest products exports.) inputs, such as labour and raw materials, and mea-
. . L sures to improve the efficiency of production. In the
role in exports than their shares of total invoicing  ginnish forest industry, the exchange rate buffer has
imply, and their weight is difficult to estimate. About  peen particularly beneficial for the sawmilling indus-
2l GjLelier of Finland's exports of fprest products '?ry in competing for market share in world markets,
priced in US dollars, and the dollar is also commonly, price pressures are likely to increase in the saw-
used in exports e.g. to-AS|a. milling industry in particular. The paper industry has
Next year, there will no longer be any e)(Ch"’mg'teaken precautions for the monetary union at an earlier

rate risk in the EMU's internal trade, but it will natu-Stage e.g. by acquiring production capacity within
rally prevail in trade with countries outside the EMU E,uropean Union and outside it, by striving for

F(_)r _example, if dema”?' for forest products d.ecreas Peater unit size and by strengthening its balance
within the monetary union, competing countries suc heets

as Sweden could in principle improve their competi-

tiveness through exchange rate adjustments. Ho‘gburces

ever, any major exchange rate adjustments are prolgy; o e sank Research. 1998. EMU Watch, 57. August 1998

bly unlikely in Sweden. For example according to thejgkensten, Lars 1998. Euro, SEK and EMU. Conference paper.
central bank, Riksbanken, Sweden is striving for a world Trade Day 98. Riksbanken.

credible economic policy and low inflation, which Hetemaki, L., Hanninen, R., Kuuluvainen, J., Ollongvist, P.,
demands a stable exchange rate po|icy_ Ruuska, P., Seppéla, R., Toppinen, A. and Uusivuori, J. 1997.

For the Finnish forest industry the EMU will The EMU and the Finnish Forest Sector (in Finnish). Govern-
bring several benefits relative to the competitors out- ,t_rlner\'; ?:;:76 E#ﬁ“:?'i}ndse”esullgg? pages + appendices.
side the monetary union. Trading costs will go dowh @t V- 1997. uhdanne '

Sawnwood
Plywood
Chemical pulp
Newsprint
Paperboard

Printing and writing paper
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2 Forest Industry

2.1 Export, Production and Exports of Wood Products Industry
Prices of Wood Products Increase in 1998
Industry

Housing congtruction has increased in the first half
of the year in many of Finland’s major European
export markets. Accordingly, Finland’'s exports of
Finland’s production and exports of soft sawnwoodsoft sawnwood increased by 12 per cent in the first
are estimated to increase by about 4 per cent duisix months of the year, compared with the same peri-
ing the current year compared with 1997. Next yeaod last year. The growth of exports will slowdown
the growth of demand for wood industry productgsowards the end of the year. Exports of birch ply-
will be slowed down by the negative effects of thevood have also developed favourably during the
Asian and Russian crises on economic growth icurrent year, whereascgorts of spruce plywood
Europe. The domestic construction sector is théave declined. The EU countriage still the most
engine ofgrowth for sawnwood production, with importantexport market both for sawnwood and ply-
production increasing by one per cent, whereasvood. In 1997, about half of Finland’s production of
exports will remain at the 1998 level. Productionsawnwood and more than 70 per cent of its plywood
and exports of plywood will grow by about 3 perproduction went to the EU countries (Table 3).
cent during the current year, and by about 2 per Following the decline in demand in Japan, Fin-
cent next year. As a result of the general uncertainand’s exports of sawnwood to Asia have dropped
ty in the market, the price of sawnwood has noby about 30 per cent during the first half of the cur-
recovered as expected and in annual terms the uniént year, compared with the same period last year.
price of Finland's exports of soft sawnwood will The decline in exports to Asia has been balanced by
decline by about 8 per cent this year and by about Bicreased exports to Europe and Africa. Exports of
per cent in 1999. Plywood prices have developeglywood to Asia declined in the same period by
more favourably, with the average export price ofabout 10 per cent, as demand for spruce plywood
plywood rising by 12 per cent during the currenthas gone down. The competing suppliers, Sweden
year. Next year, the price is projected to remain aand Canada, have also redirected their exports:
the 1998 level. Sweden to its main markets in Europe, and Canada
to the domestic market and the United States. Fin-
land and Sweden have also strongly increased their
exports of sawnwood to United States in the first
half of the year, though export volumes have been
comparatively small.
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The growth of production in European producer
countries, combined with the decline in exports to
Asia, has resulted in oversupply of sawnwood in
the European market, in spite of the reasonably
good growth of consumption. According to Japa-
nese estimates (Japanese Forest Agency), demand
for imported sawnwood from Europeis expected to
decline by atotal of about 40 per cent during the
current year compared with 1997. The poor growth
of demand in Japan has affected the European
sawnwood market, in spite of the fact that the 2 mil-
lion cubic metres of sawnwood exported from
Europe to Japan equals only about 6 per cent of the
Europe’s total sawnwood exports.

million cubic metres of sawnwood, Japan takes
about 11 per cent, so in absolute terms the volume
is so small that any decline in exports is virtually

insignificant for the trade flows.

Though housing construction has expanded in
many of Finland’s major export markets, estimates
published by Euroconstruct in June 1998 show that
the growth of housing construction in Europe will
slowdown slightly during the current year. In the
United Kingdom signs of a decline in construction
were already to be seen at the beginning of the year,
and the weak performance can be assumed to con-
tinue for the rest of the year. However, according to
projections by Deutsche Bank Research, Germa-

The collapse of sawnwood demand in Japan hasg/’s investments in housing construction will grow

also led to oversupply in the United States and Carnn real terms by 0.2 per cent during 1998. The

ada, though strongly increasing housing construaevelopment is encouraging compared with a
tion in North America has resulted in increasedlecline of 2.5 per cent in 1997. Construction confi-

consumption of sawnwood. In addition, the situadence indicators also show improved prospects for
tion in Canada is complicated due to the Softwoodonstruction.

Lumber Agreement between Canada and USA, The declining trend in sawnwood prices, caused
which restricts duty free exports of sawnwood fromby the oversupply of whitewood in the summer of

Canada to US. Thus, the agreement makes it moi®97, has continued in Europe during the first half
difficult for Canada to inease its market share in of the current year. In North America, too, the over-

the United States. Of Russia’s total exports of 4upply of sawnwood has caused prices to decline

Table3. Finland’s Sawnwood and Plywood Industry in 1997 (108p m

SOFT SAWNWOOD % of production PLYWOOD % of production
Production 10 600 100 987 100
Domestic use* 3090 29 108 11
Exports
EU 5219 49 727 74
Asiaexcl. Japan 372 4 27 3
Japan 553 5 15 1
Africa 1135 11 1 0
North America 23 0 35 4
Russia 5 0 2 0
Others 203 2 72 7

Source: Finnish Forest Industries Federation
* Domestic use = production - exports
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Figure3. Export Volumes and Real Export Unit Value Figure4. Export Volumes and Real Export Unit Value
for Sawnwood in 1987-99F. for Plywood in 1987-99F.

since May 1997, being now 25 per cent below last by about 10 per cent in the first half of the current
year’s price level. Declining prices have also affectyear compared with the same period of 1997. The
ed Finnish exports, causing the unit price of exportaverage price of total plywood exports has risen
ed whitewood to decline by 20 per cent from Julyeven more strongly because of ther@ased eport
1997 to May 1998, and that of redwood by 6 peshare of birch lywood, which is about twice as
cent in the same period. However, the decliningxpensive as spruce plywood. During the current
trend appears to have been broken in the summeear, birch plywood has accounted for 58 per cent
Whitewood prices have traditionally fluctuated of total plywood exports.
more widely than those of redwood, among other Boosted by the growth of construction activity
things because of their different end uses. Most dfi Europe, Finland’s exports of sawnwood will
the spruce is used as structural timber and for tengrow during 1998 by nearly 4 per cent. The weak
porary constructions in the cyclical constructiontrend in export prices will continue, and the Finnish
industry, whereas pine, for example in the Unitednark unit price of soft sawnwood is estimated to
Kingdom, is widely used in joinery products (e.g.decline by about 8 per cent in 1998 compared with
for windows), which are in good demand in thelast year. The growth of plywood exports will also
continuously growing housing renovation market. slowdown compared with last year as a result of
Export prices of Finnish plywood have devel-weakening demand for spruce plywood. Plywood
oped better than the export prices of sawnwoodxports will grow by about 3 per cent in 1998 and
Exports of plywood from the United States tothe average plywood export price will rise by 12 per
Europe have decreased because of growing domeznt compared with 1997.
tic demand. The price level of plywood has gone up
both in Europe and the US. The average export
price of Finnish spruce and birch plywood has risen
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Table 4. Forecastsfor Production and Exports of Sawnwood and Plywood, 1 000 m® (percentage changes are
shown below the respective figure).

PRODUCTION EXPORTS
1997 1998F 1999F 1997 1998F 1999F
SAWNWOOD 10 600 11 000 11100 7511 7800 7800
+4 +1 +4 0
PLYWOOD 087 1020 1040 879 910 930
+3 +2 +3 +2
Demand For Sawnwood Remains tion of the region’s currencies, there is a possibility,
Moderate in 1999 that for example, Indonesia will direct its exports to

Europe. This is bound to put downward pressure on

No major changes are expected in European hous-  plywood prices. About 40% of Indonesia’s ply-
ing construction in 1999 compared with this year’svood has traditionally been exported to Japan. So
activity. Housing construction will areaseslightly ~ far, an increase in the Asian plywood industry’s
in Germany and France, while in the United King-export supply has been hampered by rising costs for
dom prospects continue to weaken. A favourabléeight and imported production inputs, and by a
feature in the European construction sector is thghortage of short-term loan financing.
growth in renovation construction activity, which  Russia’s economic recession, in combination
will grow by an average of 3 per cent in the EU areavith the development in Asia, is likely to cause
in 1999. A growth of this magnitude was last recordgrowing price pressures in forest products markets.
ed in 1994. Because Russia’s export products are priced in US

In view of the development in the constructiondollars, the devaluation of the ruble does not neces-
sector, demand prospects for sawnwood in Europgarily have any immediate effect on thepert pric-
will be reasonably good during 1999, but the pricees of Russian sawnwood. If rising inflation does not
development is weak. In Europe, any strengtheningutweigh the competitive advantages obtained
of prices is unlikely, unless demand recovers inhrough the devaluation, exchange rate adjustments
Japan. In addition, the economic growth in themay also be used in Russia to reduce dollar prices.
United States is expected to slowdown in 1999,

which will depress the region’s demand for forEStI'ableS. Forecasts for Nominal Export Prices of Soft

products, adding to the downward price pressure. In Sawnwood and Plywood (change on the pre-
the case that demand in the United States will con- vious year, %*).
tract, thesupply of Canadian sawnwood to Europe
may increase, if lao demand in Japan remains 1997 1998F 1999F
depressed.

The repercussions of the Asian turmoil are alsc EIEAEE50  CIEIgDH  CrEigs b

making themselves felt in the plywood market. The  sgunwood 19 _s _3
Asian region produces and consumes about half ¢
the world’s plywood. Because Asia’s real competi-
tiveness relative to European and North Americar ~ * export prices are export unit valuesin Finnish mark
producers has improved as a result of the deprecic

Plywood 5 12 0
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However, because of Russia’s production and logis- About 80 per cent of the domestic consumption
tic problems, it is unlikely that Russia would beof sawnwood in Finland is used for construction
able to exploit the potential advantages of theurposes, especially for construction of one-family
devaluation to any major degree and significantlyhouses. The construction of one-family houses is
increasdts exports to Europe. Sweden’s competi-estimated to grow by 13 per cent this and next year
tiveness has also improved as a result of the depr@n terms of the number of houses). Due to the
ciation of the Swedish krona during thermmt growth of construction, Finland’s consumption of
year. According to Riksbanken, the decline of thesawnwood is estimated to grow by 5 per cent in
krona will, however, stay temporary because of th&999, reaching a level of about 3.2 million cubic
country’s favourable economic development. metres.

As the value of euro is projected to appreciate Domestic consumption of sawnwood and
with respect to other currencies during 1999, Finincreased exports will increase Finland’s produc-
land’s competitiveness can be expected to declingon of sawnwood in 1998 by about 4 per cent com-
in the markets outside the EMU, where the mospared with 1997, when sawnwood production
common trading currency is the US dollar. Still, thereached a record of 10.6 million cubic metres. In
relative share of exports outside the EMU is rela1999, the production will grow by about one per
tively small compared with the wood productscent comparedvith 1998 as a result of growing
industry’s total production. In the sawmilling domestic demand.
industry, this share is smaller than the domestic Plywood production will grow as a result of
share. increased exports from 987 000 cubic metres in

In 1999, Finland’s exports of soft sawnwood arel997 to slightly over one million cubic metres in
predicted to remain at last year’s level, assumind998. In 1999, plywood production isrézasted to
that European construction activity will remain atgrow by 2 per cent. Finland’s plywood production
roughly the level achieved in 1998. The export unitapacity has expanded during the 1990s from about
price is estimated to decline 3 per cent. Plywood.6 million cubic metres to the ment level of more
exports are predicted to grow by about 2 per cent dban 1.2 million cubic metres, boosted in particular
a result of increased exports of birch plywood, andby the increased production of softwood plywood.
the unit export price is expected to remain at th&ased on investment plans for the period 1997-99,
1998 level. the plywood production capacity is expected to

increase by slightly less than 100 000 cubic metres.

Sawnwood Demand Growth Continues

in Finland 2.2 Export, Production and
Prices of Pulp and Paper
Domestic demand for sawnwood will iease by 5 Industry

per cent in 1998 from the last year’s level (2.9 mil-

lion cubic metres) as a result of increasing housing

construction, the growth in share of one-familyFinland's exports of paper increased by 18 per cent

houses and increased renovation activity. Accordinmn the first half of 1998 as a result of good demand

to the August 1998 review of the Conédtion of situation and due to successful increasing of mar-

Finnish Construction Industries, the volume ofket shares. The growth of exports have slowed down
housing starts will grow by 10 per cent in 1999, withtowards the end of the year. Paper production is

building renovation and modernization activity projected to increase by an average of 10 per cent
growing by 5 per cent. during 1998 and chemical pulp production by 4 per
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cent. Owing to the reasonably favourable econom  land’s exports of paper to the former Soviet Union
ic growth within the European Union, exports of  and East-European countries increased strongly dur-
paper and paperboard are forecasted toincreaseby  ing 1997. For example exports of fine paper to Rus-
2 per cent in 1999. However, exportsof market pulp  sia were more than 30 per cent up on 1996, and
will go down in 1999, as the production will be  exports of magazine paper to Poland and Hungary
increasingly used in domestic paper production.  more than doubled. However, the export volumes to
Should the euro currency become as strong as pre-  these regions are still relatively modest.
dicted at present, the competitors outside the EMU,
primarily Sveden and Canada, are likely to get a
slight competitive edge in the paper markets next  Chemical Pulp Inventories Building Up
year. Because of the appreciation of the currency  During 1998
and the repercussions of the Asian crisis, Finnish
mark export prices of paper areprojectedtoremain  The NORSCAN inventories of the five biggest
at this year's average level. Export prices of paperchemical market pulp producer countries continued
board are expected to grow by 2 per cent in 1999.to grow in the summer, amounting to slightly less
than 1.8 million tons at the end of September 1998.
Producers’ attempts to raise market pulp prices have
The European Union is gtill the most important  failed. The inventory level is about 0.2—0.3 million
export market for Finland’s pulp and paper industrytons higher than the market equilibrium, in which
absorbing nearly two-thirds of the production (Tableprices typically begin to rise. According to Utipulp’s
6). The EU region’s apparent consumption of newsstatistics, chemical pulp buyers’ inventories have
print increased in 1997 by 4 per cent, and the coralready started to go down in July and August 1998.
sumption of other printing and writing papers by 12 The HWWA index, which describes the world
per cent. Finland supplied 16 per cent of the EUnarket price of softwood market pulp, has gone
region’s imports of newsprint and anea®ge of 30 down by 20 per cent during the first ten months of
per cent of its imports of other printing papers. Fin1998. The PIX pulp price index maintained by the

Table 6. The Finnish Pulp and Paper Industry in 1997 (1 000 tons).

CHEMICAL PULP % of production PAPER % of production PAPERBOARD % of production

Production 6620 100 9543 100 2606 100
Domestic use* 4965 75 859 9 521 20
Exports
EU 1449 2 5998 63 1306 50
Asa 128 2 712 7 364 14
United States 5 0 630 7 82
Russia 5 0 85 1 7
Others 68 1 1259 13 301 12

Source: Finnish Forest Industries Federation
* Domestic use = production — exports
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Figure5. Chemical Pulp Export Volume and Real
Export Unit Value in 1987-99F.

Finnish Options Exchange (FOEX) declined in
November 1998 to 460 dollars per ton, which is
more than 20 per cent below the year-ago figure of
590 dollars. The pulp market is, however, likely to
pick up towards the end of the year and the price
level may begin to recover gradually, provided that
also inventories go down. The Finnish mark price
of chemical pulp exported from Finland has risen
by as much as 15 per cent during the first half of
1998, in spite of declining world market prices.
The foreign currency-based prices of coated
magazine paper have increased in the first half of
1998 by nearly 10 per cent in the UK market and by
nearly 20 per cent in the French and German mar-
kets, compared with 1997. The market prices of
newsprint and uncoated magazine paper also

economic development. In spite of the uncertain
situation in the Asian market, there have been no
major increases in th&upply to Europe from out-
side suppliers.

According to paper industry statements during
this year, the close links between pulp and paper
prices have ceased to exists, primarily to the extent
that the price development of market pulp no longer
would have any immediate impacts on paper prices.
Though value added in the manufacture of paper
products has increased, chemical pulp is still a key
component in the paper industry’s production costs.
The price of chemical pulp is reflected in the price
of fine paper — the product most closely linked to
chemical pulp — and the effect is then transferred to
other paper grades as a result of the substitution
between grades. Against this background, the long-
term interdependencies of paper and pulp prices are
unlikely to disappear. Unless the price of chemical
pulp begins to rise clearly, paper prices are not
going to change much, either.

The Finnish paper industry’s competitive posi-
tion in the main market in Western Europe has been
most clearly enhanced by the fact that Canada’s
exports of paper and paperboard to Europe (of
which newsprint accounts for 70%) have declined
by 14 per cent during the period of January-August
1998. This decline has occurred in spite of the com-
petitive advantage that Canada has enjoyed through
the depreciation of its currency, e.g. against the
pound sterling, the German mark, the Swedish kro-
na and Finnish mark. Imports of chemical pulp
from Canada to Europe decreased during January-
August by only one per cent compared with the
same period last year. The Finnish mark has appre-
ciated relative to the competing countries’ curren-
cies: by 14 per cent against the Canadian dollar,

increased by 1®0% in the first half of the year. eight per cent against the US dollar and six per cent
Among various paper grades, the oversupply situagainst the Swedish krona during January-October
tion is most prominent in fine paper. Nevertheless1998. Though this has impaired the nominal com-

Finnish paper prodiers anounced price increases petitiveness of the Finnish forest industry, its real

of 4-8% for October 1998 shipments. Howevercompetitiveness is still good.

these price increases arelikely to go through as
such because of the growing uncertainty over world

Forest Industry



Finland’s Paper Production Increases
Strongly in 1998

Spurred by capacity expansions and high capacity
utilisation rates at the mills, the production of paper
increased by 13 per cent in the first half of the year,
with exportsincreasing by 18 per cent. The produc-
tion of chemical pulpincreased in the sameperiod by
slightly over 5 per cent. The development is expect-
ed to be dlightly weaker in the second half of the
year, and on thisbasi sthetotal production of paperin
1998 isestimated to increase by an average of 10 per
cent and that of chemical pul p by 4 per cent. The pro-
duction of paperboard is estimated to increase by
about 4 per cent in 1998. The reason why paper
exports increase more than pulp exports is, among
other things, the good demand for magazine paper,
the product category with high relative share of
mechanical pulp in the papermaking furnish.

Finland’s exports to Asia have declined in all
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Figure 7. Paperboard Export Volume and Real Export
Unit Value in 1987-99F.

major product categories during the first half of

1998, coated magazine paper making the onling the first half of the year, though in absolute
exception. Exports of pulp and paper to the econderms the export volumes are comparatively small.
mies in transition in eastern Europe increased dur- The Finnish mark export prices of paper are pro-
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jected to rise by an average of 5 per cent during
1998, and the prices of paperboard, for which mar-
ket growth is generally slower, by 2-3%. The Finn-
ish mark price of chemical market pulp will rise by
about 4 per cent over the average level achieved in
1997, as a result of the weaker development during
the summer and early autumn.

Slow Growth of Paper Production in
1999

Viewed against the background of the economic
growth in the export markets and the development of
production capacity, the pulp and paper industry’s
prospects for next year are reasonably good. Private-
sector consumption in the EU countries is predicted
to grow at an average ratetefo per cent in 1999.
Though economic growth is slowing down in the
United Kingdom, the decline is balanced by the

Finnish Forest Sector Economic Outlook 1998-1999



Table 7. Pulp and Paper Industry Production and Export Forecasts, 1 000 tons (change on the previous year, %,
shown below the respective figure).

PRODUCTION EXPORTS

1997 1998F 1999F 1997 1998F 1999F

CHEMICAL PULP 6 620 6900 7000 1631 1570 1500
+4 +2 —4 —4

PAPER 9543 10500 10700 8 707 9 550 9 700
+10 +2 +10 +2

PAPERBOARD 2606 2700 2750 2094 2140 2180
+4 +2 +2 +2

improvement in Germany and France. Itisdifficult ~ Finland’s real competitiveness has improved by a
assess the development in export markets outside  third during the 1990s will balance any éifénces
Europe, because the severity and speed of any con-  in competitiveness. In spite of possible exchange
tagion from the Asian crisis and Russia’s economicate advantages achieved by the competitors, Fin-
turmoil are difficult to foresee. Most probably, thereland’s exports of paper and paperboard are forecast
will hardly be any possibilities for increased exportdo increase by about 2 per cent in 1999, because
outside Europe, perhaps with the exception of thdemand growth will be best for Finland’'s most
US market. The competition for market shares wilimportant export products, printing and writing
also intensify in Europe. The possibility for papers. Among the various grades, export growth is
increased exports fromirHand is therefore primari- likely to be fastest for magazine paper, estimated at
ly based on the comparatively favourable situation imbout 4 per cent. Exports of market pulp are esti-
European markets, and above all on the limitedhated to continue to decline in 1999, because
growth of competing supplies in the market for high-minor increases in production will be primarily
quality printing and writing papers. directed to domestic paper production.

According to the FAO’s projections, the growth  On the basis of the estimated demand-supply
of production capacity for woodpulp in the periodsituation, and in view of the increased uncertainty
1999-2000 will be slower than in the past fewabout economic development, paper product prices
years, averaging 0.6 per cent, with the productioare unlikely to rise next year compared with this
capacity for paper and paperboard growing by 1.gear’s average prices. In addition, the low rate of
per cent on average. Accordingly, Finland’s exporténflation in the EU region will keep pressures for
of paper will grow more than the total supply.higher prices at a moderate level. The expected
Because the biggest investment projects in Finlandppreciation of the euro e.g. in relation to the US
have been completed and the capacity is nearly futtollar, the pound sterling and the Swedish krona is
ly utilised, any increase in production will be a cou-also going to reduce euro-based prices. About half
ple of percentage points, at the most. of the Finnish pulp and paper industry’s export

The euro is projected to appreciate next yeancome for next year is expected to be paid in other
against the US dollar and the pound sterling, whiclkeurrencies than the euro. The euro/Finnish mark
is likely to boost the price-competitiveness of com-price of chemical pulp is predicted to stay on this
petitors outside the EMU, notably Sweden and/ear’s average level, unless producers decide to cut
Canada, in the paper market in 1999. The fact théstack their production more than estimated in order
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Table 8. Forecast for Nominal Export Prices of Pulp
and Paper (change on the previous year, %).

1997 1998F 1999F
Chemica Pulp +6 +4 0
Paper -8 +5 0
Paperboard +2 +2 +2

*export prices and Finnish mark export unit values

to raise the price level. Should the downward pres-
sure on world market prices grow, also capacity uti-
lisation rates may decline compared with this

age. The forest industry's production capacity is
nearly fully utilised and its economic result for this
year will be good, slightly better than last year’s.
However, the uncertainty concerning the future will
be reflected in the industry’s financial performance
and in the companies’ share prices. Provided that
the worst-case scenarios for the Asian and Russian
crises do not come true, profits will continue to
develop satisfactorily during next year. The inter-
national restructuring of major forest industry com-
panies is likely to continue, which will strengthen
these companies’ position in the globalising forest
products market.

Wood Costs Increase Moderately

year's, as forest products companies strive to coun-
teract price ddmes by capacity shut-downs. The degree of mechanisation inwood harvestingby
In the paperboard industry, domestic demand ithe industry and the Forest and Park Service hasris-
more important than in the paper industry, becausan during the past decade from about 50 per cent to
the domestic market absorbs about one fifth of thaeearly 90 per cent. According to statistics, this has
production. In addition, the paperboard market isaused unit coststo go down, evenin nominal terms,
characterised by smaller price and volume fluctuaby nearly one quarter. Nominal unit harvesting costs
tions than the paper market, and sloweerat  (FIM/m3) declined last year by 3.5 per cent, while
growth. In line with the growth of demand in thethe degree of mechanisation in harvesting in indus-
European packaging industry, paperboard exportsy- and state-owned forestsrose from 86 per cent to
are predicted to grow by 2 per cent in 1999. Expor89 per cent. At the same time, long-distance trans-
prices for paperboard are estimated to rise by a copert costs of wood rose by slightly over 3 per cent,
ple of per cent in 1999, though the economic probwhereas forwarding costs remained unchanged.
lems in Russia and the possible devaluation of the Harvesting and transport account for slightly
Chinese currency are causing growing uncertaintiess than one third of the mill net price of wood,

(Russia and Asia accounted fagamly 20% of Fin-
land’s exports of paperboard in 1997).

2.3 Costs and Profitability of
the Forest Industry

with stumpage thus accounting for two thirds. The
forest industry’s wood supply costs increased last
year by about 4 per cent. Taking into account the
projected stumpage prices, wood costs are predict-
ed to rise by about 2 per cent this year. Next year,
wood costs will stop rising as a result of declining
stumpage prices.

The industry has increased its imports of wood

The Finnish forest industry’s costs have continuegignificantly and they are projected to reach a
to develop at a moderate pace. The industry’s unitecord level of about 12 million cubic metres this

labour costs for this year have been nearly ongear. Imports are expected to remain high next year
third below the OECD countries’ long-term aver-as well. The possible appreciation of the euro

30
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Figure8. Nominal Export Prices of Mechanical Wood
Products and Input Prices in 1987-99F.

against the US dollar would cause areduction in the
price of US dollar-based wood imported from Rus-
sia

Minor Changes in Labour Costs

The moderate two-year collective wage agreement
putsaceiling on wage increases up to January 2000.
As result, labour cost increases will be moderate.
Annual incomes of paper industry workershad risen
by slightly over 2 per cent by the end of thefirst half
of 1998 and in thewood productsindustry by slight-
ly below 2 per cent. The high rate of unemployment
continues to retard any additional wage increases,
and even the strike by salaried forestry employees
would not seem to affect labour costs to any major

Figure9. Nominal Export Prices of Pulp and Paper
Products and Input Prices in 1987-99F.

low. Electricity tax and the tax on fuels for heat
generation based on their carbon content were
raised at the turn of the year by 20 per cent. Howev-
er, electricity generated with wood and wood-based
fuels was later granted a compensatory subsidy
intended to make up for the electricity tax, which
helped to reduce the forest industry’s tax burden.
The additional tax on electricity and fuels was
again raised in September 1998 to finance income
tax cuts. As a result of the changes in taxation in
1998, the forest industry’s energy taxes for 1999
are estimated to total about FIM 650 million, which
is slightly over FIM 100 million more than in 1997.
This year’s US dollar price of crude oil is pro-
jected to be lower than last year's average price.
The possible appreciation of the euro against the
US dollar would result in a further decrease in the

degree. Still, the industry’s favourable earninggprices of petrochemical products in Finland. All in
development has somewhat contributed to wagall, no major changes are expected in the world

drift.

market prices of raw materials during next year.

Energy prices have shown a declining trend.
Import prices of petrochemical products went down
by as much as 17 per cent in the year to August
1998. The world market price is at an eight-year

Forest Industry
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High Capacity Utilisation Rates

100
The consistently strong demand hasresulted in high

capacity utilisation rates in the forest industry. The

ard Piaal™

~ R
capacity utilisation rate in the forest industry as a 90 ﬁ‘.‘ i
whole is estimated to reach 96 per cent for the cur- /)

rent year. Based on production forecasts for next \I f
year, capacity utilisationwould remain high at 95 per - hi

centin 1999. Still, theincreased uncertainty over the Market pulp

future market development may cause strong fluctu-
ations in production figures, and thereby aso in
capacity utilisation rates.

In particular, the strong activity in the domestic
construction sector contributes to high production 60
levels of sawnwood, plywood and joinery products. 1987 1990 1995 98F 99F
Spurred by the record production, capacity utilisa-
tion in the sawmilling industry rose to 92 per cent
In 1997. "? I.me Wlt.h the production f.oreca.st. of Figure 10. Capacity Utilisation Rates in the Forest
about 11 million cubic metres, the capacity utilisa- Industry in 1987-99F.
tion rate would rise this year to 94 per cent, going
down slightly to 93 per cent in 1999 because of the  capacity utilisation rate for this year is estimated at
slower growth of production. 97 per cent and at 96 per cent for 1999.

Export prices of sawnwood have recently gone In the packaging products group (cartonboard
down slightly, also affecting the industry’s earningsand liner) production figures have continued to
development. The domestic prospects for next yealevelop at a stable pace and prospects arergiyn
appear favourable owing to the continued briskavourable. The production capacity has been in
activity in the domestic construction market. Invirtually full use this yar and is expected to remain
contrast, the uncertainty in the Asian market mago next year. Based on current production forecasts,
also bereflected in the Finish sawmilling industry the capacity utilisation rate of the paper and paper-
— directly through declining exports to Japan andoard industry as whole is estimated at up to 95 per
indirectly via the North American and EU market. cent. The high capacity level is maintained in spite

In the paper market, demand for magazine papeaf the fact that the weak markgtuation for chem-
has continued to grow steadily both in coated anital pulp and fine paper has forced the industry to
uncoated grades. As a result, capacity utilisationesort to temporary production cutbacks. Also, next
rates have slightly improved during the first half ofyear the capacity utilisation rate is likely to reach a
the current year compared with 1997. Basically théevel of 95 per cent.
same also applies to newsprint. The overcapacity in
coated fine paper has decreased somewhat com-
pared with the situation at the beginning of the yeatJncertainty in the Market
Along with the growing demand in Europe, this haOvershadows Next Year’'s Profits
boosted the industry’s overall capacity utilisation
rate. Based on current production forecasts, thAccording to statistics, forest products companies’

earnings after financial items doubled compared
with last year, amounting to a total of about FIM 10

70

Sawnwood

Source: Finnish Forest Industries Federation
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billion. Still, earnings fell short of the record The forest industry’s investments in Finland
achieved in 1995 by about FIM 2 billion. Thecom-  declined from slightly over FIM 10 billion in 1996
bined turnover of the companies covered by thesta-  to about FIM 6 billion in 1997. Capital expendi-
tisticsamounted to nearly FIM 115 billion, of which  tures ardikely to decline further this year to about
the domestic production plants accounted for about ~ FIM 5 billion, and no major growth is foreseen for
FIM 90 billion. The return on investment was 11.5  1999. On the other hand, most of the forest indus-
per cent. try’s production machinery is technically in top
In spite of declining prices for chemical pulp  condition, so the need for investing in existing
and sawnwood and overcapacity for fine paper, the ~ capacity is relatively small. Accordingly, the Finn-
forest industry is expected to achieve better earn-  ish forest industry is adady allocating over half of
ings than last year. Though the earnings develop-  its investments to production plants outside Fin-
ment of the biggest forest products companies has  land.
deteriorated in the second quarter of the year com-
pared with the first quarter, earnings for the first six
months of this year were till nearly oneand ahdf 2.4 Labour Force in the Forest
times the earnings in the same period last year. Industry
The forest products companies’ comparable
earnings after financial items for this year are esti-
mated at about FIM 13 billion, and the return onEmployment in the forest industry will increase
investment at about 13 per cent. The combinedightly in 1998, following a prolonged decline.
turnover of domestic business units is estimated dowever, the employment situation varies between
slightly below FIM 100 billion. The forest indus- sectors. Employment will increase most in the
try’s solvency is estimated to improve further. All paper industry and in the closely related paper and
of the three biggest forest product companies havgaperboard productsindustries, and in the publish-
an equity ratio of about 40 per cent. ing and printings sector. In the mechanical wood
The unstable price development of forest prodproducts industry, the employment situation will
ucts and the restructuring of the industry make itemain unchanged and especially the joinery indus-
difficult to work out comparable numerical esti- try will continue to shed jobs. The improvement in
mates of next year’s earnings development. Howeuwhe employment situation is a cyclical phenome-
er, the industry’s turnover is estimated tarease non, so because of the expected slowdown in growth
by 2 per cent, which results in a turnover of FIMof the forest industry’s production and exports in
102 billion for the industry’s domestic business1999, the employment situation is predicted to
units. In spite of the increased uncertainty in theeturn to 1997 levels.
market and the probable slight appreciation of the
euro, the industry’s profitability is expected to
remain at this year’s level.
In early June, Finnish Enso and Swedish StorMinor Changes in Employment
decided to join forces to create the world’s biggest
paper and paperboard group, Stora-Enso. ThEhe forest industry’s employment will improve in
group’s combined production capacity for paperl998 by nearly 3 per cent. If the furniture and pub-
and paperboard is about 13 million tons a year, anishing and printing industries are included, employ-

this year’s turnover is estimated at FIM-G® mil-  ment will improve by more than 4 per cent. In 1998,
lion. Enso’s turnover for last year was slightly overthe forest industry will employ 75000 persons.
FIM 29 billion. Including also the furniture and publishing and
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printing sectors, the total amount adds to 124 000
persons. The growth of the forest industry’s produc 1000 persons Total (bars)
tion in 1999 is forecast to slowdown to a level below 50
the long-term trend of the industry’s productivity
growth. Therefore, demand for work in the forest 4,1 = =
industry and, accordingly, employment will con-
tract dightly in 1999 compared with this year.

The mechanical wood products industry is esti
mated to employ a total of 33 000 persons in 199§ \
which is basically the same as in 1997. The pulf 20 .o
and paper industry is estimated to employ a totg
42 000 persons in 1998, which is five per cen

30+ Joineryindustry - ——— - - -

...............

O
------

more than in 1997. Publishing and printing industry 10 /‘\~~ ________ 4 N N
is estimated to employ a total of 35000 persons Wood-based panel industry

which is three per cent more than i0997. The 0+ T T i
number persons employed in the furniture industry 1987 1990 1995 98F 99F
will increase to 14 000 during the current year STEASL IR A

which is 17 per cent more than in 1997.
Employment in the forest industry as a whole isFigure 11. Employment in the Mechanical Wood Pro-
predicted to deteriorate slightly in 1999, returning ggﬁg Industry in 1987-99F (1 000 per-
roughly to the 1997 level as a result of slower aver- '
age growth of production and exports. Employment
will primarily decline in the mechanical wood improved productivity. However, the employment
products industry, because its production is estisituation will vary a lot between different sub-sec-
mated to decline or remain unchanged. In the pulrs. In the sawnwood industry employment is
and paper industry, the favourable employment sitexpected to increase by about 8 per cent, to a total of
uation is likely to prevail in 1999. In sectors pro-about 13 000 man-years. No major re@ses are
ducing mainly to the domestic market, such as th&éoreseen in the inputs of salaried employees or entre-
furniture industry and publishing and printing, thepreneurs, so the increase will be entirely due to an
employment situation is predicted to remain goodncrease in the total number of workers from about
in 1999 because of good consumer confidence arfj000 to more than 9 000. In 1999, the growth of the
continued favourable demand prospects. In theawnwood industry’s production is predicted to
publishing and printing industry, however, theslowdown to one per cent, causing employment to
development of exports to Russia brings an elemenleteriorate in 1999 roughly by as much as it
of uncertainty. improved in the previous year, thereby returning to
the situation that prevailed in 1997.
The rate of unemployment in the sawnwood
Wood Products Industry industry was 11 per cent in 1997 and it is estimated
to decrease to about 10 per cent in 1998. In 1999,
The total number of jobs in the mechanical woodhe unemployment rate will rise again slightly as
products industry in 1998 will on average remain atesult of the predicted decline in employment.
the previous year’s level. In 1999 employment is Employment in the plywood and wood-based
expected to decline by about 3 per cent as a result panel industry is estimated to improve by about 3
per cent in 1998. It remains unchanged in 1999 in
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spite of capacity expansions, due to the industry’#rest industry, with the mechanical wood products
good productivity growth in relation to its existing industry employing the remaining 38 per cent.
capacity. On this basis, the number of employed According to preliminary estimates, the rate of
would be about 6 000. In contrast, the joineryunemployment in the paper industry in 1998 is like-
industry’s employment would seem to go down byly to remain at the previous year’s level of five per
about 8 per cent in 1998, resulting in a total otent, which is quite low as such. However, at the
about 14 000 employed. In 1999, the joinery indussame time, the general employment situation in the
try's employment is predicted to remain at thisindustry is improving, with the greatest increase in
year’s level as a result of the favourable prospect$ie number of wage earners This situation probably
for domestic demand. reflects the disparity between demand and supply
The combined employment in the wood prod-n the labour market, with the recruitment of new
ucts and joinery industry is estimated to equal 4&mployees directed at persons with eliént quali-
000 man-years in 1998. Out of this total, primanyfications from those that are unemployed. In con-
processing, i.e. sawnwood, plywood and woodtrast, the unemployment rate in publishing and
based panels manufacture, will account for 19 00@rinting industry will go down from about 8 per
man-years (40%), and further processing of woodent in 1997 to 6 per cent in 1998, following an
into joinery products and furniture for 28 000 man-overall improvement in employment in this sector.

years. No major changes are expected in the upley
ment rates of the paper industry or the paper prod-
Paper Industry ucts sector during 1999, because the general

employment situation in these sectors is predicted
Employment in the paper industry is estimated tdo remain on average at the current year’s level.
increase by about seven per centin 1998ulp and
paperboard production the number of employed wil
remain the same as in 1997. The pulp, paper ar 50 1000 persons Total (bars)
paperboard industries together will employ four pe
cent more persons in 1998 than in 1997. In additior
the paper and paperboard industry will employ 14 40+ - - - -~~~
per cent more persons and publishing and printin
industry five per cent more. In view of the market
prospects in export markets and at home, employ
ment in paper production and converting is unlikely
to increase 1999 in spite of the production growth
of 2 per cent, and it will remain at the current year’s

P rting indust
level. 20- /I T T T T T T I |

In 1998 woodpulp production is projected to T -

employ 15000 persons, paper production 16 00
persons and paperboard production 4 000 persor
The paper and paperboard products industry i
forecasted to employ 7 000 persons and publishin
and printing industry 35 000 persons. On this basis;
the pulp and paper production and converting willFigure 12. Employment in the Pulp and Paper Industry
employ a total of 77 000 persons, which is 62 per in 1987-99F (1 000 persons).

cent of the total number of persons employed in the

0 Paperboard industry —7
T T T T T T T T T T T

1987 1990 1995 98F 99F

Source: Statistics Finland
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Megatrends and Prospects for the Finnish Forest Sector

The future of the forest sector is dependent onanum-  resource efficiency also leads to a trend from raw
ber of external forces, megatrends, which can be material-based production to knowledge- and skill-
divided into general and sectoral trends. General based production. In practice, this means an increase
trends have so far been mainly related to changesin  in the value added processing.

population and income levels, which have had a com- Environmental values have long been an impor-
paratively direct effect on forest productsdemand. In  tant megatrend affecting the development of the
addition, technological development has been an forest sector. They will be equally important in the
important driving force also in the forest sector. future. Their effects will be seen both in the use of

The relative growth of the worldjgopulation has forest resources and in the production processes.
started to slowdown in recent years. However, popu- In the future, globalisation and liberalisation of
lation growth will continue at least until the middleinternational trade, and partly related to thesgh-
of the next century. Still, the time has come to gdening competition, are megatrends which will
gradually used to the thought that declining populadecome ever-more important. The tightening compe-
tion growth will also mean declining growth oftition will lead to more efficient production and
demand for forest products. lower prices for standard products.

Besides the changes in population growth, it has When examiningtrends in individual product
become increasingly important also to take int@egments in the forest sector, the forest industry’s
account thepopulation and family structure. The production is often divided into two categories, paper
proportion of over 60-year-olds is growing notably inand paperboard on the one hand, and wood products
a large number of countries, particularly in Westeron the other. However, these categories are not com-
Europe. Moreover, the number of single-persoprehensive, and a division originating from raw
households in proportion to the total population isnaterials and industrial processes makes it difficult
growing. For example, the demand for a number @b distinguish any megatrends, which are largely
goods, such as magazines, advertisements and malegermined by the final products markets. Therefore,
packaging products, is equally dependent on thia order to identify megatrends, the forest products
number of households as on the number of peopliedustry must be viewed in a market-oriented
Thus, the possible decline in the growth of demanperspective, which means it has to be divided into
for forest products in the next few decades will béndustrial sectors based on 1) printed media, 2)
slower than the mere decline in population growtlpackaging, and 3) construction and furnishing. In
would give reason to believe. addition, the energy production sector can be regar-

The income levels of the world’s population will ded as an important determinant of the forest sector
continue to rise. An important trend related tanegatrends.
income development is the growth of the middle So far, electronic media have not been able to rep-
class, which plays a dominant role in consumption. lace printed media. Though traditional books and

The technology related to the forest industry’s magazines, or documents printed on paper, will not
processes and products has been largely importeddisappear, the development of information techno-
Finland. However, the Finns have been very good &igy and new habits related to reading and informa-
applying technology developed elsewhere. This pation processing may result in declining growth of
ticular skill is most unlikely to disappear. In futuredemand for traditional printing and writing paper,
also domestic innovations will become more likelyeven within the next few decades. A generation
because inputs into research and development ambich has been surrounded by new technology ever
growing and a national system for promoting innovasince childhood does not necessarily continue
tions is under development. parents’ habits, especially as rapidly developing

One of the megatrends influencing the future oihformation technology is making it continuously
the forest sector is the requirement fesource effi-  easier to implement functions that demand very little
ciency. Generally referred to as Factor Four, thi®r no paper at all.
means that twice the output is achieved with half the Though the megatrends seem to pose a threat to
resources. Thus, fundamentally this constitutes the demand for current printing and writing papers,
demand for economic efficiency. The strive forfuture development also offers new opportunities for
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flexible and innovative producers. Digital printing for energy production is growing rapidly. Wood from
technology, more widespread use of electronic filing, first thinnings is also likely to find profitable indust-
and possibly even recyclable books or magazines rial use in future. The industry will continue to use
printed with erasable ink, require paper-based pro- imported wood at least in current quantities, and it
ducts that differ clearly from those available today, may also begin to import high-quality hardwood
most of which do not even exist today. pulp.

In Finland, the production of wood-based packa- Due to the declining growth of demand for tradi-
ging material is clearly smaller than the production tional forest products and the relatively high utiliza-
of paper. However, at a global scale, the forest pro-  tion level of domestic roundwood resources, fihe
ducts industry’s production of packaging materialsguction of paper in Finland will grow at a slower
measured in tonnage terms, is as important as paperce than in the past. However, because of the inc-
production. The demand for packaging materials ieasing value added processing and production of
largely determined by the food and drink industryspecial paper grades, the value of the production will
This means that relevant megatrends must be sougiuntinue to grow virtually unabated. The production
within this industry. At present, the situation appearsf high-quality packaging board requiring a strong
favourable from the forest sector’s viewpoint. Thiknow-how input may also increase, especially if the
favourable outlook is supported by the fact that incindustry will be able to develop new unique products.
reased electronic trading will lead to increased mail The output of sawn timber will remain at most at
order sales and growth of demand for packagingurrent levels. In contrast, thevood products
materials. industry’s converting productiorwill finally get on

The wood products industry, including produc- the growth track, and will soon employ more people
tion of converted timber products, has traditionallythan the paper industry.
been growing slowly. From a global viewpoint, cus- The production of the forest industry in Finland
tomers’ preferences for certain materials are tied twill be controlled by two or three major forest pro-
local cultures. For example, the geographical diffeducts companies. They will continue to grow through
rences between timber and brick housing are quitaternational mergers, and consequently, will belong
clear. These cultural differences are unlikely tdo the world’s 15 biggest companies. Before long,
change quickly. In the Finnish suppliers’ traditionathey will all be mainly in foreign ownership. The
markets in Western Europe, new building activity icompanies will, however, continue operations also in
limited, whereas renovation still offers opportunitiesFinland, where advanced know-how and a developed

Globally, more wood is used fenergy produc- infrastructure are available.
tion than for manufacture of industrial products. The forest cluster concept will be more widely
Most of this fuelwood consumption is concentrateddopted, and the know-how related to the cluster will
in developing countries. In Finland, the share ofesult in new, high-value-added production. If inves-
wood-based energy is greater than in other industriéers come to regard the forest cluster as a sufficiently
lised countries, primarily because energy is beingttractive investment opportunity, and new funds will
recovered from industrial processes (mainly chemstart fuelling its development, the future of this sector
cal-pulp process). Consequently, it is difficult tomay turn out to be totally different from what can be
achieve any major increase in the use of wood fdoreseen today. For example, giant chemical compa-
energy, but the bioenergy available in the forestsiies with their huge financial resources, coupled with
which is not very efficiently used at present, offerbiotechnology and genetic engineering, constitute a
huge potential. combination with may revolutionise future prospects.

This does not mean only changing current processes,
A Vision of the Finnish Forest Sector’s Prospects but also introducing totally new wood-based pro-
The megatrends and developments described in the  ducts.
foregoing are rather genera, but they can be used to
draw at least subjective conclusions regarding the  Kettunen, J. 1998. Voiko metsé viels vaurastuttaa Suomea?

Finnish forest sector’s future development. Suomen metsaklusteri vuoteen 2020. (Will the forest still
In spite of the abundant physical cutting poten- bring added prosperity to Finland? The Finnish forest cluster
tial, industrial use of wood raw material based on until 2020. In the book by Reunala, A., Tikkanen, | and Asvik,

current quality requirements will only grow very E. (editors): Vihred valtakunta -Suomen metsaklusteri. (The
slowly. On the other hand, the use of logging waste Green Kingdom — Finland's Forest Cluster) Otava.
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The Forest Industry’s Cost Structure

The cost development and income distribution in the  turnover of FIM 89 billion, based on data derived
forest industry attract the attention of all its stake from the Statistics on the Structure of Industry and
holders, from forest to stock markets. How much will ~ Construction. The net earnings of the entire industry
there be left to the forest owner, paper industry amounted to 2.5 per cent of turnover. The return on

worker, sawmill owner, taxman and investor? Indi- investment declined to 8.6 per cent, compared with
vidual sources of information often give differentand  15.9 per cent year before, and 11.5 per cent in 1997.
disputable views. The mechanical wood products industry recorded a

The enclosed graphs, based on officia statistics, slight loss in 1996. The forest industry’s effort to
are intended to give an overall view of how theforest  keep its indebtedness under control is reflected in the
industry’s costs were distributed in 1996. The codhct that net financial expenses remained under 3 per
structure has been computed from the data publisheent of turnover.
by Statistics Finland (Financial Statement Statistics
of Industry and Construction, Statistics on the StrudAlood Saving Trend
ture of Industry and Construction), and the data pulbh accordance with the graphs, wood costs account
lished by Finnish Forest Research Institute (statistider slightly over a third of total costs in the mechani-
related to wood use, costs and prices). The cost strual wood products industry and only slightly over
ture analysis presented is a preliminary comprehenne tenth in the pulp and paper industry. The low
sive attempt to outline the forest industry’s cost strucshare of wood costs reflects the increased degree of
ture on the basis of official statistics. There are stilvalue added processing. In the production of standard
many shortcomings in the cost distribution and theawntimber, wood costs account for about two thirds
analysis related to it. For this reason, it should bef total costs and in the production of market pulp for
seen as the first step towards a more and more acoearly one half. However, the wood costs do not
rate cost calculation. include the overhead costs in wood procurement,

The pulp and paper industry includes, in additionvhich would raise wood costs by less than 10 per
to pulp, paper and paperboard manufacture, also thent, or below two percentage points. Over the years,
manufacture of converted pulp and paper producthe share of wood costs has been reduced, e.g. by
such as corrugated board, household papers and othreaving debarking from the forest to the mill and, as
products. However, the graphics industry is noteflected in the statistics, by the reduction in logging
included. The pulp and paper industry is characteand transport unit costs.
ised by intensive use of inputs such as capital and The declining role of domestic wood in the indus-
energy, chemicals and fillers. try’s wood supply is reflected in the rapid increase in

The mechanical wood products industry includesyood imports and by the fact that chemicals and fill-
in addition to the sawmilling and wood-based panedrs accounted for a cost of more than FIM 5 billion in
industries, the manufacture of joinery productsthe pulp and paper industry in 1995, whereas the
wooden boxes and other similar wood products. Thigsumpage earnings amounted to a total of only FIM 3
sector of industry is clearly more labour-intensivéillion in the same year. Depending on the paper
than the pulp and paper industry. Because of ttgrade, the share of fillers may even account for over
prominent role of the sawmilling industry, woodone third of the raw material costs.
costs account for a bigger share of the costs than in In the mechanical wood products industry, the
the pulp and paper industry. share of other materials and supplies is about twice,

In view of the industry’s favourable financial and in the pulp and paper industry nearly three times
performance in the past few years, 1996 was ahe wood cost. In the pulp and paper industry,
exception, which is reflected in the relatively smalimported wood already accounts for nearly a fifth of
share of capital costs. In 1996, the forest industry®tal wood costs and in the forest industry as a whole
business units situated in Finland had a combingdr about one tenth of total wood costs. According to
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the most recent input-output tables dating back to
1993, al imported production inputs combined
accounted for over one tenth of total costs in the
mechanical wood products industry and one fifth in
the pulp and paper industry.

Energy Costs Relative Small

The pulp and paper production is a particularly
energy-intensive industry. However, energy costs
account for only slightly over 10 per cent of total
costs in this industry. The industry produces a large
part of its energy from wood by burning pulp mill

official statistics. As a result, a part of the costs are
booked under other expenses, though they should be
booked under a totally different cost category. On the
other hand, other costs include items which have
become increasingly important for the company’s
development. Examples of such new and increas-
ingly important cost items include research and prod-
uct development, computer services, training and
charges related to patents, licenses and royalties.

Better-for-Cheaper
The analysis gives an indication of the Finnish forest

waste liquors, which does not show up in theenergy  industry’s clear strategy towards an ever higher
costs. Against this background, part of the industry’degree of value added processing and efficient use of
wood cost could be allocated to energy costs, whiatesources. The industry’s development in the imme-
would reduce even further the share of wood costliate past was dominated by changes in product
directly tied to end products. demand and the development of the relative prices of
production inputs. For example, the availability of
Less Labour in the Mill, More in the Cluster low-cost energy resulted in rapid growth of mechani-
In the mechanical wood products industry, laboucal pulping process (printing papers), which is a par-
costs amount to slightly less than one fifth and in thecularly energy-intensive production process.
pulp and paper industry slightly over one tenth of Apart from influencing the prices of tangible pro-
total costs. In the pulp and paper industry, labour pratuction inputs, the diversification of the market may
ductivity has been increasing rapidly for a long timealso have a growing impact on the industry’s future
In the mechanical wood products industry, especiallgevelopment; on the one hand, the market demands
the sawmilling industry, labour productivity did notinexpensive, cost-effectively manufactured goods; on
begin to increase clearly until the 1990s, when nethe other hand, consumers’ changing environmental
technology was finally introduced at a major scale. values are ever more strongly directing the future
The decrease in labour costs has also been partlgvelopment. However, both these trends are control-
due to structural and cultural changes in major forektd by a common factor, which is the strive for
products companies. Previously, inside the mill antesource-efficient, environmentally friendly produc-
throughout the mill community, maintenance, servicéon technology and know-how: better-for-cheaper,
and repair functions and other supporting servicess the saying goes.
were strictly in the hands of the forest products com- In the cost structure, this development will be
panies. A large part of the social services — housinggflected so that the direct cost shares of wood and
fire-fighting, and even schools and shops — werabour will continue to go down. Still, wood will be
taken care of by the forest products companies.  at the core of the forest sector. The proportion of
Today, these functions are mostly handled outsidabour of the business units’ direct costs will con-
the company, with the forest industry concentratingnue to decrease, but the cost of labour will be
on its core businesses. Around these businessesdigided between other cost categories.
network of companies and organisations- a forest The share of other costs will increase, and accu-
cluster — has been created for providing services anate specification of these costs will become ever
production inputs to the industry. This trend ignore important for assessing the sector’s future
reflected in the low proportion of labour costs butlevelopment. A high enough net income and expec-
also in the high proportion of other costs. tations regarding its favourable development secure
On the one hand, the high proportion of otheinvestors’ interest in the forest sector and thereby the
costs is due to the fact that companies’ business unitslisation of investments to safeguard its future
do not always report their costs very accurately fagrowth.
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3 Forestry

3.1 Utilisation of Wood
Resources

land, which is reflected in a low average annual
increment compared with the other owner catego-
ries’ forests. Privately owned forests account for 75
per cent of the increment, state-owned forests for

In the period 1995-1997, the industry’s use of woodO per cent, company forests for 10 per cent and
and removals reached record levels. The industrpther owners’ forests for 5 per cent. Privately
used an average of 60 million cubic metres of woo@wned forests play a key role in the wood supply,
a year, with domestic wood accounting for 51 milbecause 70-80% of the industry’s domestic wood
lion cubic metres. In 1998 and 1999, the industriasupply comes from these forests; if imports are
use of wood is predicted to be much larger. Finincluded, private forests account for 60-70% of the
land’s abundant forest resources will meet thesupply. In 1995-97, removals of industrial wood
industry’s demand for wood, with the exception ofiveraged 53 million cubic metres per year. In 1998

birch pulpwood. The use of birch exceeds estimated
maximum sustainable removals by slightly over 3
per cent. On the same basis, spruce resources a 7o

being fully utilised.

Finland has 23 million hectares of forest with a
growing stock of slightly over 1 900 million cubic
metres, with pine accounting for 46, spruce for 36
and various broad-leaved speciesfor 18 per cent. At
the beginning of the 1990s, the annual increment of
the growing stock was about 75 million cubic
metres. An areaof 2.5 million hectares has been | eft
wholly or partly outside commercial wood produc-
tion, primarily in northern Finland. Forestry is pos-
sible on an area of about 20 million hectares, with a
growing stock of about 1 800 and an annual incre-
ment of 72 million cubic metres.

Private forest owners own 66 per cent of the
commercial forest land, the state 20, companies 9
and other owner categories 5 percent. The state-
owned forest resources are mostly in northern Fin-

Forestry
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Figure 13. Removals of Industrial Wood and Maximum
Sustainable Removals.
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Table9.

Industrial Use of Wood and Maximum
Sustainable Removals.

Use of wood 1995-97

particularly large in recent years, so th@wing
stock in spruce forests may have gone down slight-
ly.

Over the past twenty years, Finland’s forest
resources would have allowed clearlyeater

T . i m3/ % of max. . -
ree species mill. m¥a o «tainable removals  feémovals than those put into effect (Figure 13), but
e 1S — in recent years, cuttings have increased faster than
N 24’ . o the theoretical estimates of the maximum allowable
BiF:ch 11'7 _- removals. Estimated on this basis, the potential
' removals exceed the actual cut especially in south-
Total 58.8 91

ern Finland.

Table 9 shows a comparison of the industrial use
of wood in relation to the maximum potential
removals. In addition to the volumes given in the
and 1999, removals will increase by 4-5 milliontable, the industry is using a certain amount of
cubic metres. wood that cannot be specified by species. The

The calculations of the maximum potentialimportance of non-industrial wood usage is mini-
removals are based on data concerning the growingal. The comparison is not presented by timber
stock, its structure and annual increment, and thassortment, because at user level the limit between
assumption that silvicultural activities will continue sawlogs and pulpwood is somewhat diffuse. More-
at present levels. The calculation shows the maxpver, in sawlog harvesting also a large volume of
mum allowable removals that are possible withoupulpwood is accumulated, while the pulp industry
jeopardising future potential removals. The calculais using large volumes of sawmill chips etc.
tion was computed by the Finnish Forest Research The use of birch wood exceeds domestic maxi-
Institute and it is based on an optimisation framemum potential removals by about 30 per cent, and
work, in which the price relationships between dif-about half of the birch pulpwood used by the indus-
ferent timber assortments influence the structure dfy is imported. Perhaps somewhat surprising, also
the estimated potential removals. The potentiaspruce resources are in full use according to this
removals have increased steadily, because tlwmparison (imports of spruce are minimal). How-
growing stock has continued to expand, with a relaever, potential removals from spruce stands justifia-
tively intensive input of silviculture until recent ble on silvicultural grounds are much larger than
years. According to the most recent calculationsndicated by the level used in this comparison, so
the potential removals have stopped growing, but dhere is scope for adjustment, especially in the sup-
current wood consumption levels they will still ply of spruce sawlogs. On the basis of the calculat-
continue rising. ed potential removals, spruce cuttings can be

It should be noted that temporary overlogging inncreased sustainably already about ten years from
excess of the potential cut will not reduce futurenow. In view of the growing stock, the potential for
potential removals. Finland’s forests offefisua- increased removals would appear to be greatest for
dant scope for silviculturally justifiable adjust- pine timber.
ments of this kind. This applies to spruce stands in
particular. In southern Finland’s spruce-dominated
stands, the average growing stock is 165ha
compared with only 96 Rha in pine-dominated
stands. Accordingly, spruce removals have been

Imported wood is included in use of wood.
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3.2 Roundwood Markets

In 1998, the record-high production levels of the
Finnish forest industries will raise the commercial
roundwood production to 55 million cubic metresin
Finland. In 1999, commercial roundwood produc-
tion will only increase marginally as the growth in
the forest industry production slows down and
wood imports continue to increase. Demand for
sawlogs will only increase slightly during 1999.
The growth of the pulp and paper industry will
slowdown, which is also reflected in pulpwood
demand. Stumpage prices of pine and spruce
sawlogs will rise by 3 and 2 per cent in 1998, and
will decline by 2 and 4 per cent in 1999, respective-
ly. Pine and spruce pulpwood prices in 1998 have
been on average 2 per cent higher thanin 1997. As
a result of the increased wood imports, the reduced
profits of the forest industry and the expanding
domestic wood supply, sawlog stumpage prices will
decline dightly in 1999 compared with 1998. In
1999, the price of pine pulpwood will experience a
notable decline, whereas the price of spruce pulp-
wood will remain unchanged.

Roundwood Supply and Demand
Remain Strong in 1998

The seasonal upswing on the roundwood marketsin
early autumn of 1998 was even sharper thanin 1997.
The roundwood markets picked up rapidly as the
wood supply by non-industrial privateforest owners
increased to meet the high demand for wood. How-
ever, in 1998 the traded wood volumes will be about
5 per cent smaller than in 1997. Demand for wood
increased in 1998 as a result of growing domestic
and export demand for forest products. The wood
supply was boosted once the forest owners and

The boom on the roundwood markets is likely to
continue in the final months of 1998, but the growth
will slowdown in 1999 as a result of growing pres-
sures on forest product prices in Europe. The crises
in Japan and the emerging economies will also have
some negative impact on the growth in the EU
economies. The slowdown of economic growth in
combination with weakening consumer confidence
will result in increased uncertainty in the building
sector and main export markets for paper products.
This uncertainty may also be reflected as a declin-
ing demand in the wood market.

Forest industries will continue to run down their
timber inventories and this will further weaken the
demand for roundwood from non-industrial private
forests. In addition, the Russian turmoil, the strong
depreciation of the ruble and rapidly growing
demand for hard-currency income in Russia, will
result in increased wood imports to Finland. This
will substitute some of the domestic wood.
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Table10. Commercial Roundwood Production and I mported Roundwood.

Wood assortment/ 1997 1998F Change 1999F Change
owner category mill.m mill. m % mill. m® %
Sawlogs 27.2 27.7 +2 27.9 +0.5
Pulpwood 258 27.3 +6 27.6 +1
Privately owned forests 47.1 49 +4 49.5 +1
Company forests 1.8 2 +10 2 0
Forest owned by
Forest and Park Service 41 4 -2 & 0
Commercial roundwood
production, total 28 2 v S50 e
Roundwood imports 8.5 12 +40 13 +8
Commercial roundwood
production and imports, 61.5 67 +9 68.5 +2
total
In 1999, wood supply will be influenced by —
besides the general econorféctors — also by the
il future outcome of wood price negotiations. The
T T T T T T future of the current negotiating system will largely
STk depend on the Finnish competition authorities’
view of the system’s impacts on free competition.
20 '/ Should price negotiations not materialise, or should
1997 5 //‘ they not lead to an agreement, private forest owners
\‘ g /7 can be expected to be less willing to sell wood in
A4 1999.
20 7 L .
/ J The long-lasted decline in the share of delivery
/ N sales of wood came to an end in 1998; this share is
__/_/" G now rising. The decrease in agricultural production
=Y ,—j.“";\ and the financial losses due to the poor harvest year
g,’,«/ of 1998 are also putting pressure on farmers to sell
- fels more wood.
0
1 2 3 4 5 6 7 8 9 10 11 12
* forecast. Rising Stumpage Price Trend to Turnin
1999

Figure 15. Sumpage and Dédlivery Contracts from Pri- .
vately Owned Forests by Month in 1996, In 1998, stumpage prices for sawlogs are expected to

1997 and 1998. rise by about 2 per cent and those for pulpwood by
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Stumpage Price Index and Forest Product

Export Pri

The rea stumpage price index continued to rise dur-
ing 1997, in spite of the decline in the forest product
export price index. This year, both indices are
expected to rise, whereas they will go down again in
1999.

In March 1997, an agreement was signed for the
first time between forest industry and private forest
owners, according to which the parties agreed on a
common understanding concerning the future devel-
opment of stumpage prices. The real stumpage price
index for 1997 was on average 6 per cent higher than
in the previous year, whereas the export price index

ce Index

stumpage price index since 1994 will be broken next
year. The index will return to last year’s level as real
stumpage prices go down by 1.6-5.5 %, depending
on the timber assortment. The long-term tren
shown in the Figure below, has been computed using
data from the period 1978-97. The major reason
behind the declining trend is the exceptional develop-
ments in the Finnish economy in the early 1990s
(e.g., the worst economic recession in this century),

The forest product export price index declined b
about 6 per cent last year, compared with the previ-
ous year. However, the development varied greatly

was 6 per cent below the previous year’s level. Dubetween different product categories. The woo
ing the first half of 1998, there was no agreement amqtoducts price index increased by about 4 per ce
the stumpage prices floated freely. In June, the firsthile the chemical pulp, paper and paper produc
and so far the only joint agreement on the futurendex declined by about 7 per cent.
development of stumpage prices was reached. The In the first quarter of 1998, the forest product
agreement is between one of the three major forestport price index began to rise, and will this year
industry companies in Finland, UPM-Kymmene, andeach a level that is on average 2.6 per cent higher
the representatives of the private forest owners.  than last year. In 1999, the export price index is esl
The real stumpage price index (Divisia-Tornqvisimated to go down by about 1.5 per cent, especial
index) is predicted to rise during the current year to due to declining real prices for sawtimber. The real
nearly 3 per cent higher level than last year. Thigrice index of chemical pulp, paper and paper prod-
forecast is based on the assumption, that nominatts will go down by about one per cent, and that of
stumpage prices remain at the September level untibod products by 3 per cent compared with thi
the end of the year. The continuous rise in thgear’s values.
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Table11. Stumpage Prices for Non-Industrial Private Forests (FIM 1.0 = USD 0.20).

Wood assortment 1997 1998F 1998F/1997 1999E/1998F
FIM/m?3 FIM/m3 change, % change, %

Pine sawlogs 264.7 273 +3 -2
Spruce sawlogs 217.6 222 +2 —4
Birch sawlogs 261.4 271 +2 -1
Pine pulpwood 94.5 96 +2 -2
Spruce pulpwood 128.5 131.5 +2 0
Birch pulpwood 92.8 94 +1 -1

about 5 per cent compared with the level in the  metres. As a result, the value added to the national
autumn of 1997. Given this price development, the ~ economy from forestry will increase by about 4 per
sawlog prices will rise by 2—3 per cent, and the priceent, which is slightly below the overall GDP growth
level of pulpwood by about 2 per cent in 1998. If than Finland. Driven primarily by the buoyant forest
less-than-satisfactory profitability of the sawmilling products demand in Western European markets,
industry does not improve, and if the declining pricecommercial roundwood production in 1999 will still
trend for chemical pulp will spread to paper andncrease by 0.5 million cubic metres from the 1998
paperboard, this will further put downward pressurédevel.
on stumpage and delivery prices in the roundwood Roundwood production from the forest indus-
market. This is supported by the fact that woodry’s own forests will remain at 2 million cubic
imports are likely to continue growing next year.metres in 1998, which is clearly less than the maxi-
Against this background, the pressure for loweringnum annual sustainable removal level from these
stumpage prices will increase in spite of the recorébrests. Combined with the limited wood produc-
overall earnings predicted for the forest industry irtion from company forests in previous years, this
1998. has resulted in a considerable increase in the grow-
In 1999, stumpage prices for pine sawlog willing timber stock in the company forests.
drop by 2 per cent, for spruce sawlog by 4 per cent Wood imports will increase strongly in 1998,
and for birch sawlogs by 1 per cent as compareckaching a level of about 12 million cubic metres,
with the 1998 prices. Stumpage prices for sprucevhich is more than 3 million cubic metres above
pulpwood will not change in 1999, wreaspine the 1997 level, and more than in any single year
pulpwood prices will go down by 2 per cent andbefore. In 1999, wood imports may reach a level of
those of birch pulpwood by 1 per cent. 13 million cubic metres. The depreciation of the
Russian ruble supports this trend. Most of the
imported wood comes from Russia, and part of the
Wood Production and Wood Imports at benefits due to the depreciation of the ruble can be
the Record Levels expected to go to Finnish importers, while another
part will go to the Russian wood suppliers. In com-
In 1998, commercial roundwood production, whichbination with the growing need for hard currency in
reflect the general acity in forestry, will increase Russia, this promotes the willingness of Russian
by 2 million cubic metres rising to 55 million cubic suppliers to export their wood. Furthermore, the
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weakening of US dollar against the Finnish mark
and other euro-currencies, will also promote wood
imports from Russia, as thiswood is normally trad-
ed in dollars.

On the other hand, exports of raw wood will
drop from the 1998 level of about one million cubic
metres, especially if the currency of the main
importer, Sweden, will depreciate against the Finn-
ish mark and the euro in 1999.

3.3 Investments and

Profitability of the Non-
Industrial Private Forestry

Total investments in timber production in non-
industrial private forests will increase this year by
about FIM 50 million compared with 1997. This
means that investments in silviculture and forest
improvements will rise to more than FIM 950 mil-
lion, which is dlightly over FIM 200 million less
than the peak in the early 1990s. Because of exten-
sive compulsory regeneration, investments are

level has only been exceeded once, in 1991. This
means that private forest owners’ own input will rise

to 70 per cent of total investments in timber produc-
tion. In 1999, the investments in private forestry are
likely to remain at this year’s level.

In 1998 and 1999, the capital expenditure on
regeneration of private forests is estimated at nearly
FIM 500 million, of which slightly less than 20 per
cent will be in the form of state grants. On the other
hand, because of strongly increased clear fellings in
recent years, forest owners have had to raise their
own financial input. However, recent studies have
shown that there is a considble back-log of
regeneration work in private forests.

Government Subsidies for Tending and
Improvement of Young Stands

In the budget proposal for 1999, funds have been
reserved for grants intended to safeguard timber pro-
duction in private forests for a total amount of slight-

expected to remain at this year’s level in 1999. Puh
lic-sector inputs into private forestry will remain

unchanged, with the main emphasis on the tendin
and improvement of young stands. The condition
for profitable timber production in privately owned

forests improvedsomewhat last year, and are

expected to remain good this year and next, in spit
of rising costs in regeneration and silviculture. The
unit costs of basic improvements and road con
struction will continue to go down in spite of ever-
tightening environmental obligations

Forest Owners’ Own Input Will Increase

Lastyear, private forest owners’ investments and t
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value of their own work in timber production Figure 16. Financing of Slvicultural and Forest
Improvement Works in Non-Industrial Pri-
vate Forests in 1987-99¢expressed in
1997 prices, FIM 1.0 = USD 0.20).

increased to FIM615 million, and is this year

expected to reach FIM 650 million. In the past, this
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Figure 17. State Financing of Silvicultural and Forest
Improvement Works in Non-Industrial Pri-
vate Forests in 1987-99€xpressed in 1997
prices).

ly over FIM 290 million, of which FIM 14 millionin
theform of EU grants. Of thisfinancial support, two
thirds have been reserved for practical work and one
third for planning, supervision, development, com-
munication etc. In addition, the budget proposal
includesFIM 2 millionintheform of loansfor secur-
ing sustainable timber production. On top of this, a
reservation of FIM 14 million for financing joint
investment projects will be transferred to 1999.
Subsidies for silvicultura improvement of
young stands and harvesting of fuelwood will
increase by nearly 20 per cent in 1999, compared

Figure 18. Sate Financing of Non-Industrial Private
Forestry in Southern- and Northern Finland
in 1987-99F (expressed in 1997 prices).

In 1999 a total of more than FIM 200 million is
expected to be spent on the improvement of young
stands. This means that treatment work will cover
an area of more than 1B00 hectares, a level
which was reached last time in 1993.

Also, in the next few years public subsidies will
be primarily concentrated on the improvement of
young stands, because the Ministry of Agriculture
and Forestry has approved a campaign plan for
improvement of young stands in 1998-2000. The
employment effect ofhis campaign is estimated at
7500 man-years. In addition, in the preparatory

with this year’s level. In money terms, inputs intowork aiming for the National Forest Programme,
practical work have already reached a level of FIMplans call for directing the government’s direct
110 million, for example compared with only FIM financial support to the improvement of young
61 million in 1996. Financial support to foreststands and to joint projects such as ditch cleaning
regeneration, forest road construction and ditcland supplementary ditching and forest road con-
cleaning and supplementary ditching will go downstruction.

next year by 15-25%, depending on the type of
work. Other forms of public subsidies for other
types of work than improvement of young stands is
FIM 86 million.
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Field Afforestation is Decreasing

According to the agricultural forest action pro-
gramme, field afforestation is supported by subsid-
ising afforestation costs, by paying compensation
for loss of income and subsidy for afforestation
work. In the early stages of the field afforestation
programme required by the EU, an annua sum of
more than FIM 100 million was reserved for the
actual afforestation costs. This year and next, only
FIM 40 million has been reserved for the corre-
sponding expenses, which are partly financed by
funds carried forward from previous years.

The financing available for promoting sustaina-
ble forestry includes a grant intended for treatment
of the forest environment, amounting to FIM 15
million, which is now included for the third timein

Stumpage Earnings are Still Rising

In 1997, stumpage earnings from non-industrial pri-
vate forests increased for the first time to the level
that prevailed atthe end of the 1980s. Last year, these
earnings amounted to FIM 8.8 billion. This year,
gross stumpage earnings will still increase slightly
from last year’s level, amounting to about FIM 9.3
billion. Next year, stumpage earnings will decline
slightly from this year’s. This means that total invest-
ments in private forestry will amount to 10-11% of
gross stumpage earnings, this year and next.

Profitability of Forestry Going Up
Slightly

the government’s budget proposal. These funds willhe profitability of forestry, measured in terms of
be used to finance projects intended to improve th@nnual operating margins, will improve slightly dur-
forest environment, and to compensate forest ownng this year, and it is not predicted to change signif-
ers for losses due to the obligation to preserve theicantly in 1999. In 1997, the annual operating mar-

forests’ biodiversity.
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Figure 19. Private Forestry Real Operating Marginand
Unit Cost Index in 1987-99F.

Forestry

gin in forestry amounted to 87 per cent of gross
income. This year, the margin is expected to be 2 per-
centage points higher than in 1997. The operating
margin increased with increased gross stumpage
earnings, though unit costs of timber production
went up compared with the previous year. The total
input into timber production measured in terms of
the number of hectares treated went down last yearin
spite of increased stumpage earnings, and forest are-
as harvested. The annual operating margin shown in
Figure 19 has been obtained by deducting variable
and fixed costs of forestry (with the exception of
interest on loans and forest tax) from the sum of
gross stumpage income and public subsidies.

The areas covered by regeneration ahdcsil-
tural treatment decreased in 1997 compared with
the previous year, in spite of the large removals and
stumpage earnings. Investments have been
depressed by rising unit costs and the costs caused
by the obligations stated in the new forest improve-
ment law.
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Table 12. Changesin Real Unit Costsin Timber Production.

Share from the Forecast for the 1998F_99F

Type of Work variable costs Change 1996-97, % change %
1996-97, % 1997-98F, %

Forest regeneration and
silviculture C= &l 8 ol
Forest improvement 16 -14 -0.6 2.3
Construction of forest 14 30 35 _0.7
roads

Forest Regeneration and Silviculture
Unit Costs Going Up

Thesilvicultura unit cost index, whichincludesfor-
est regeneration and improvement of young stands,
rose last year by 6 per cent compared with the pre-
viousyear. Theindex is projected to continueto rise,
though at aslower pace. Silvicultural unit costswent
up in al types of work, with the exception of clear-
ing and thinning. In the improvement of young
stands the unit costs went up by more than 10 per
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Figure 20. Real Unit Cost Indicesin TimberProduction
in 1987—99F.
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cent compared withthe previousyear. The new envi-
ronmental regulationsin the Forest Law, result in an
increased need for planning and supervisions, push-
ing up forest regeneration costs this year and next.

Improvement Investments Unit Costs
Going Down

Unit costs of forest improvement went down by 1.4
per cent last year, and they will continue to go down
this year in spite of the growing area of forest
improvement. Tightening competition between con-
tractors has reduced unit costs in ditch clearing,
which isthe most important type of work in thetim-
ber production unit cost index shown in Figure 20.
The costs of ditching work are expected to go up as
therewill bemoreenvironmental requirements. Unit
costsin forest fertilisation and thinning have contin-
ued to rise. These categories of work together still
account for lessthan one fifth of the total number of
hectaresin annual forest improvement investments.

In the construction of permanent forest roads,
the number of main haulage roads and their share
of the total kilometres went up last year. Average
unit costs went down by 3 per cent. Unit costs will
continue to go down. The work input on both in the
construction of new roads and in basic improve-
ment of old ones went up last year.
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3.4 Labour Force in Fo restry than 500 harvesters in operation, but presently
about 1 200.
On the other hand, the work input by salaried
In spite of growing removals, employment in the  employees in forestry has decreased by only about
forestry in 1998 will remain at last year’s level and15 per cent during ten years. As a result of this
no major improvements are expected in the relativedevelopment, the relative proportion of salaried
ly high rate of unemployment. The record producemployees in forestry has gone up. Ten years ago,
tion levels in forestry are projected to remain highsalaried employees accounted for less than 20 per
in 1999, and for this reason, employment in foresteent of the work input in forestry, which was about
ry will stay at its current level. the same level as in the sawmilling industry. In
1998, salaried employees accounted for more than
30 per cent of the work input, which is about the
same level as for example in the paper industry.
No Major Changes in Employment
Levels
Unemployment Rate Still High
Employment in forestry in 1997 equaled about
23 000 man-years. According to preliminary esti-  Because of the rapid decrease in the demand for
mates, it will remain unchanged in 1998, becauseof  labour, the unemployment rate in the forestry has
a 4 per cent increase in commercia fellings. The  remained high, and it has not even gone down during
total employment figurewill bedivided amongstthe  the economic upswing as in other parts of the forest
various profession followingly: Wage earners  sector. In 1997 the unemployment rate in forestry
account for about 10000 man-years, salaried
employees 7 000 man-years, and the entrepreneurs
and their family members 6 000 man-years. 1000 persons Total (bars)
In ten years, the employment level in forestry >0
has dropped by about half. In 1988, employment in
forestry equalled more than 40 000 man-years. The 404 -
decrease has been greatest among the entrepreneurs
and their family members: about 60 per cent. The
decrease in forest owners’ own work input is prob

304 - - - - -

Entrepreneurs and their

ably mainly due to the fact that they are getting old family members
er, are moving into cities and that the proportion o0 20 \ - Logging
women is growing. \.\_’_~.i/ Salaried employees

In the same period, the need for wage earners B

forestry has decreased on average by about ha
The need for workers in logging has decreased evé
faster due to the increasing degree of mechanisj 97 = = T L L L
tion (to less than half the level of ten years ago 1987 1990 1995 98F 99F
whereas the need in silviculture has decrease Source: Statistics Finland

somewhat slower than the average. The number
harvesters and their productivity has more thafrigure 21. Employmentin Forestry in 1987—-99F (1 000
doubled in the same period. In 1988 were less persons).

i —7
Silvicultural and other works
T T
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was 18 per cent. According to Statistics Finland, the
projection for 1998 — based on the figures for the first
six months —is 17 per cent and for 1999 roughly the
same. At the same time, unemployment rates in all
the forest products industry sectors will fall below 10
per cent during 1998.

The extension of government employment
funds to silvicultural works, efforts to promote the
use of wood for energy, the campaign for improv-
ing young forest stands and for reducing the plant-
ing backlog have not so far had any visigffect on
employment figures in forestry, nor on unemploy-
ment rates. As growing logging volumes can be
handled with the same or even a lower labour input
owing to the rising degree of mechanisation, no sig-
nificant change is to be expected in the overall
employment situation in forestry.
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Roundwood Imports of the Finnish Forest Industry

The roundwood imports have increased at a rate of 2
per cent per annum from 1980 until 1997. There was
a temporary decline in imports in the early 1990s,
following the collapse of the Soviet Union. On aver-
age, imports have amounted to slightly less than 8
million cubic metres a year throughout the 1990s.
This year, imports are forecast to rise to 12 million
cubic metres. About 80 per cent of the roundwood
imported to Finland originates from Russia, with
pulpwood accounting for about 90 per cent of total
imports. Birch pulpwood has been the most impor-
tant imported wood assortment in the 1980s and
1990s. However, in recent years the proportion of

capacity and rising export prices for market pulp.
The import price for birch pulpwood has not signifi-
cantly changed the import volumes, which may b
due to the fact that the import prices recorded in rele
vant statistics may not accurately measure the m
price of imported wood. However, an increase in th
price of domestic roundwood appears to hav
depressed imports. This finding supports the assum
tion of birch pulpwood being a supplement to domes
tic wood. In fact, imports of birch pulpwood from
Russia have been justified with the limited supply of
birch pulpwood in Finland, which is not enough tg
satisfy the industry’s current need for birch pulp

T O =P

k]
[

pine pulpwood has been on the rise. Last year, wood.
imported wood accounted for 13 per cent of the
industry’s total consumption of roundwood, and itrices of Russian Wood are Going Down
share is predicted to rise to nearly 19 per cent neXhe exchange rate of the Russian ruble has collapsed
yeatr. in the 1990s. A depreciation of the exporting coun
Imported wood may be used assabstitute try’s currency tends to be transferred to hard-cur-
(replacement) or complement (supplement) to rency prices, that is, in the case of pulpwood, to
domestic wood in the forest industry. The impact oflollar prices, depending on the competition in the
imported roundwood on the domestic market variemarket and the price elasticity of the supply. A
decisively, depending on its use. If imports are a sultecrease in the dollar price improves the price-com-
stitute to domestic wood, an increase in the domestigtitiveness of Russia’s exports of roundwood in
stumpage price relative to the price of imported wootklation to Finnish wood. However, no evidence is
will increase imports. On the other hand, if importecvailable on the connection between Finnish mark-
wood is a complemento domestic supply, an denominated prices of pulpwood and the exchange
increase in stumpage prices in Finland will alseate of the Russian ruble. The imports of roundwood
decrease demand for imported roundwood. to Finland during the 1990s have increased when the
exchange rate of the Russian ruble has plunged.
I mported Wood Complements Domestic Supplies The imports of roundwood can be assumed t
According to the theory of derived demand, arontinue to change parallel with the changes in th
increase in the export price of chemical pulp and &fiorest industry’s production capacity. A decrease i
increase in production capacity will strengtherthe US dollar-denominated export price of round
import demand. Conversely, an increase in the importood and an appreciation of the euro against the dg
price of roundwood will reduce imports of wood.lar will reduce consumers’ purchasing power for
What does the empirical evidence tell us? In order fmported goods in Russia. Since the dollar is an
analyse this question, the preliminary research findmportant currency also in the domestic Russian matr-
ings of Toppinen (1998) on the possible factors influket, there is an incentive to strengthen the export sup-
encing imports of birch pulpwood are discusseg@ly of wood, particularly in the present economig
below. situation. For example, difficulties in financing gov-
The empirical results for the period 1965-94 indiernment expenses in the north-western regions pf
cated, that Finland’s imports of birch pulpwood hav&kussia will result in a growing need for export
been boosted by the industry’s increased productioncomes, which can be obtained through the sales of
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logging rights. A growing supply of logging rights  Poor Infrastructure | mpairs the Supply from
can be expected to reduce stumpage pricesin Russia.  Russia

However, the impact of declining prices for wood The future imports of roundwood probably depend
imports to Finland cannot be predicted, because the  more on the development of Russia’s infrastructure,
I

research has not produced a statistically significant trading practices and logging and transport techna

connection between wood imports and import prices.  ogy, than on the development of export prices. There-
In addition, the accelerating rate of inflation in Rus-  fore, major cultural and technological changes in
sia may quickly offset any improvement in price wood harvesting and transportation are needed, |i

competitiveness in wood exports produced by order to remove obstacles from increasing export

exchange rate fluctuations. The forest sector has received less resources for
Russia’s exports of roundwood also depend odeveloping its activities than most other sectors of
the country’s own forest industry’s demand for woodthe Russian economy, at the end of and after the

The decrease in Russia’s production and exports 8bviet era. The resources available for a modernis

sawn timber in recent years has mainly been due tion of the forest sector may be reduced further as the

problems related to production, product quality andurrency continues to depreciate.
transportation, rather than due to insufficient price- Russia’s current economic and political difficul-

competitiveness. Thus, any increase in exports in thies emphasise the importance of bilateral develop-

near future will most likely depend on other factorsnent programms for promoting foreign trade in

than the exchange rate development of the Russiamundwood. Forest sector co-operation programms

ruble. An increase in the Russian sawmilling indusbetween Finland and Russia — along the lines of tk
try’s exports would strengthen demand for sawlogd$prestry development programme for Russia’s north
which would in turn boost the export supply of pulp-western regions — may have an indirect favourab
wood, because Russia’s pulp and paper productiampact e.g. on the export supply of roundwood ir
and its wood demand are unlikely to grow in the nearorth-western Russia.
future.

Source;
Toppinen A. 1998. Kuitupuun tuonti ja siihen vaikuttavat tekija

Suomen metsateollisuudessa. Késikirjoitus, Metla, 8 s.

(Imports of pulpwood and the factors that influence imports i
the Finnish forest industry. Draft, Metla, 8 p.)
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The Kyoto Protocol and the Forest Sector

The Protocol on global climate change approved by  land’s forests would turn into a carbon source equal-
the United Nations’ Kyoto Summit in Decembering about 1.3 million tons of carbon dioxide by the
1997 is the first concrete step in the process gkar 2010.

reducing emissions of global greenhouse gases. In According to professional estimates, the growin
the Protocol, industrialised nations and transitiostock of Finland’s forests could increase by 10-2
economies agree to reduce their average emissionsnaflion cubic meters by 2010, with the correspondin
greenhouse gases by at least 5 per cent comparatbon sink amounting to 13—32 million tons of car,
with 1990 emission levels. This objective shall béon dioxide. Compared with calculations based @

S5 T gQ

reached during the period 2008-2012, which is thihe interpretation of the Kyoto Protocol, the carbon
first commitment period of the agreement outlined isink caused by the increase in growing stock is sig-
the Protocol. nificant. However, in the long term, the carbon sink

: of Finland’s forests will be going down, because the
Sl eI Aiis) amount of carbon tied up in forests cannot be

According to the Protocol, measures that will slow
down climate change include — besides reductions
emissions — sinks, i.e. actions to tie up carbon di&ignificance of the Kyoto Protocol
xide and other green house gases in vegetation aNegotiations concerning the content and interpreta
soil. It has been a common view that Finland woultions of the Kyoto Protocol are continuing, aiming
benefit from the sinks. Sustainably and progressivefpr a final agreement. In fact, as indicated by the
managed Finnish forests would tie up a major part sécent Buenos Aires Summit, it iS questionable
the carbon emitted into the atmosphere by traffisvhether the agreement will become effective at all.
industry and heating systems. However, according tdowever, the Protocol is expected to be ratified some
the prevailing interpretation of the Kyoto Protocoltime before 2010. For this reason, it is important to
Finland’s forests would be a source of carbon rathéty to foresee and prepare for the possible effects of
than a sink. this agreement at national level.
The fact is that the Kyoto Protocol covers only the The EU countries are allowed to decide between
sinks resulting from direct human-induced land-usthemselves how to divide the 8 per cent target reduc-
change and forestry activities, limited to afforestation set for EU by the Kyoto Protocol. In negotiations
tion, reforestation and deforestation since 199Mhetween the EU’s environmental ministers last sum-
According to the current interpretation of the intermer, Finland was allocated a zero target, i.e. it |s
governmental climate panel, reforestation would naequired to reduce its emissions to the 1990 level. |n
include forest regeneration after harvesting. As addition, it was agreed that sinks will not be consiag
result, the sinks referred to in the Protocol woul@red because of the difficulty in interpreting them.
exclude important sinks such as the increment of thius, on this basis Finland would neither benefit ng
current growing stock and the carbon tied up in foresuffer from the carbon sinks in its forests. In this
products. case, the success in meeting the reduction target
In practice, a sink in terms of Finnish forestrywould depend on how well emissions related to traf-
would mean, according to the current interpretatiofic, industry and housing could be reduced.
of the Kyoto Protocol, field afforestation. From this
would still have to be deducted the conversion of forReducing Emissionsin Forest | ndustry
ests land into building sites and roads. In the commiReductions in carbon dioxide emissions from the
ment period 2008-2012, field afforestation isproduction of electricity and heat will be playing 4
estimated to create annually a carbon sink equalihgy role in meeting the emission target. Finland’s fo
on average 0.45 million tons of carbon dioxide. Corest industry is using about one third of all the elec
respondingly, the emissions due to conversion of fotricity consumed by the national economy. However
est land into built-up areas would equal 1.75 milliorthe forest industry’s share of the emissions is clearly
tons of carbon dioxide. Calculated in this way, Finless than its share of the energy consumption

g}creased indefinitely.

=
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because waste liquors and waste wood account for a  ucts industry and the pulp and paper industry. Parti-
large part of the generation of electricity and heat.  cularly, since the share of energy costs is very smalljin
The industry’s own electricity generation equalghe wood products industry compared to pulp and
slightly less than 40 per cent of the total, whereas thgaper industry, it would become, ceteris paribus, rela-
pulp and paper industry is self-sufficient for its heatively more competitive industry sector.

supply.

Assessing the impacts of the Kyoto Protocol ofThe I mpact of Emission Control on Production Costs
the industry is difficult, because in addition to theSince 1990, Finland has regulated the production and
precise amount of reductions, also the means tmnsumption of energy by means of environmental
achieve the reductions are still open. The primarngaxes. However, in order to maintain the industry’
measures presented so far by the Ministry for Tradsmpetitiveness, the government has been unwilling
and Industry include more efficient use of energy antb introduce major unilateral tax increases. The plans
a shift to renewable and low-emission energy produéer introducing a uniform emission tax in the EU
tion processes. Energy-saving agreements, the intralso supported by Finland, have made slow progress.
duction of emission standards and expansion @ince the planned minimum tax level would be lower
nuclear power capacity are also mentioned as alterrthan Finland's current carbon dioxide tax, the EU tax
tives. would not even reduce emissions in Finland. Envi-

The forest industry’s energy-efficiency hasronmental regulations could be introduced either for
improved in recent years. Despite the fact that thenergy-using sectors of the economy, such as traffic
energy-efficiency is already at a high level, futureand industry, or even for individual companies. Stud-
savings are still possible. For example, according ties are in progress in Finland to determine the costs
the results of the “Sustainable Paper” -technologgf emission reductions in various sectors. The inten-
program in Finland, it is possible to reduce electricityion is to take cost differences into account when
use in mechanical pulping process by 5-15% in thiatroducing possible emission regulations. This i
near future, and possible even by 50% in the longertainly a more cost-effective approach, than the
run. In addition to improving the industry’s energy-requirement that the emissions of any sector or co
efficiency, the forest industry’s emissions can also bgany should not be allowed to exceed the 1990 level.
reduced by changing the product structure towardslfasectors or companies fail to reduce their emissions
greater proportion of chemical pulp. This is becaus® the required levels by investing in new technolog
mechanical pulp process consumes 2-4 times matteey would have to cut back their production.
electricity per ton of pulp than chemical pulping International emission trading policy is men
methods. However, the Finnish industry’s competitioned in the Kyoto Protocol as one means to reduce
tive position has been better in paper grades based emissions, but its principles remain to be agreed.
mechanical pulp. Yet, a strengthening of consumergmissions permits could also be traded at national
demand for less emission-intensive products miglével. In the tradable permit approach, companies
result in growing demand for chemical pulp-basedllocated or sold a number of permits corresponding
paper. to the desired total emission level. Because there i

An increase in the production of chemical pulpshortage of emission permits, the permits will
based paper would not constitute a threat to the growequire a price in the market. Companies in which
ing stock in Finland’s forests, not even in the longeducing emissions is cheap will then sell permits to
term. On the contrary, it would result in improvedcompanies in which reducing emissions is more
utilisation of currently underutilised pine resourcesexpensive. The greater the differences in production
Because chemical pulping uses about twice as mutdchnology (i.e. in abatement costs), the more effec-
wood per unit of output as mechanical pulp manufagive emission trading will be. The joint implementa
ture, a shift to a greater proportion of chemical pulgion mentioned in the Kyoto Protocol means that
in paper production would result in increasedjovernment or company could accumulate credit for
demand for wood. This, in turn, would result in presemission reduction that it finances in some other
sures for higher stumpage prices. industrialised or transition-economy country wit

In addition, the requirements to reduce emissiorlewer reduction costs.
affects the relative competitiveness of the wood prod-
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The emission tax and emission standard result in
non-recurring costs for the forest industry due to
investments in abatement technology. |n addition, the
operating costs related to investments result in a per-
manent cost impact. In the case of the emission tax,
the forest industry must also pay for the remaining
emissions. The industry has traditionaly been
opposed to environmental taxes and instead sup-
ported emission standards as a means to restrict
emissions.

A restriction of carbon dioxide emissionsis likely
to result in replacement of coa and peat by natural
gas and wood fuels. For example according to the
emission reduction scenario presented by Ministry
of Trade and Industry, coal would not be used at all
in the production of condensing power in 2025. On
the other hand, a major increase in the use of natural
gas would require investing in a new gas pipeline.
Besides by using more natural gas, emissions could
also be reduced by building more nuclear power
capacity. According to new estimates based on Finn-
ish energy system model, the reduction of green-
house gas emissions to the level of 1990 would
increase the average price of electricity for energy-
intensive sectors by over 10 per cent compared to the
present level.

Competitiveness and How to Maintain |t

As regards the competitiveness of Finnish forest
industry, the key question is what effects emission
control policy will have on the forest industry in the
competing countries. In Sweden, a large part of the
electricity is generated with nuclear and hydroelec-
tric power, which would not be affected by the car-
bon dioxide tax. In Canada, too, fossil fuels account
for a smaller share of electricity production than in
Finland. Against this background, a tax on emissions

would seem to threaten Finland’s competitiveness.
However, several aspects make it complicated to action”, wp 14.
assess the effects on competitiveness. First, the tokahninen, H. toim. (1998): Puuvarojen kayttémahdollisuudet,
amount of reductions varies by country. Also, the Metsantutkimuslaitos, Metsalehti Kustannus. (Potential fo
costs of reducing emissions vary by country. For
example, the more energy-efficient the productiog,
already is, the more expensive it is to introduce fur-

ther energy-saving measures.

A weakening of competitiveness with rising
energy costs can be counteracted in a number \?lfn
ways. However, according to current research,
would not be viable from a national economic point
of view to exempt export sectors from the emission Ministry of Environment Bulletin No. 34.

controls, because in this case corresponding redy
tions would have to be made in other sectors. A bet
ter solution could be to compensate the export
sectors for increased energy costs, for example by
cutting other taxes.

If the forest industry’s competitiveness deterio-
rates significantly as a result of rising energy costs,
the forest industry may move part of its production
abroad. However, according to econometric studie
environmental standards would not have had any
major effect on the locations of industrial plants in
the United States. The greater the cost difference, the
more profitable it is to move. If an emission tax is
introduced, the incentive to move will therefore be
greater than if there is a emission standard. Accord-
ing to numerical economic general equilibrium mod
els, a certain proportion of the production would be
transferred to countries outside the agreement. How-
ever, such models disregard several factors which
may influence the decision where to locate produc
tion. Besides direct costs, several other factors infly
ence companies’ locating decisions. For example, |it
might be good for the corporate image to comply
with stricter environmental standards also outside th
home country.

Because investments in production capacity and
energy production are realised with a time lag, pre
cautions needed to meet emissions levels accordi
to the Kyoto Protocol should be taken well in
advance. It is indeed problematic that several ke
guestions are totally unresolved, though the firs
commitment period will begin ten years from now. It
is not even certain whether the agreement will
become effective at all.
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Sources:

Baron, R. (1997): Economic/Fiscal Instruments: Competitiveness
Issues Related to Carbon/Energy Taxation. Annex | Export
Group of the UN FCCC, “Policies and Measures for Commo

using wood resources. Finnish Forest Research Institute,
Metsélehti Kustannus/Publishers).
akipaa, R. ja Tomppo, E. 1998. Suomen metsat ovat hiilinielu
vaikka Kioton ilmastosopimuksen mukaan muulta nayttad.
Metsétieteen aikakauskirja—Folia Forestalia 2/1998, s. 268—
274. (Finland's forests are a carbon sink — though the Kyot|
climate agreement implies otherwise).
paristoministerid. 1998. llmastonmuutosta koskeva Kiotor)
It poytékirja. Ymparistdministerion moniste no 34. (Ministry of
Environment. 1998. The Kyoto Protocol on climate change.
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On Economic Valuation of Forest Conservation

In decision-making and public debate related to envi-  sponds response rates obtained in similar studies
ronmental conservation, the economic costs due to  other countries. In the case, where a 3 per ce
conservation are often cited as an argument, whereas  increase was proposed in the current forest conser
the benefits of conservation are regarded as “notien area, 53.4 per cent of the respondents voted f{

in
nt

a_
or

economic” factors, which are often left open or subthe programme. In cases where the proposed increase
ject to speculation. For example, this is what has hap conservation area was 6 or 9 per cent, the percent-

pened in conserving forest resources outsideges voting in favour were 38.8 and 41.8, respec-

commercial wood production. However, from thetively. The Figure shows how the support o

viewpoint of economic science, the benefits frontonservation varied with the cost effect to house-

environmental conservation are as economic as thelds. In the cases were 6 and 9 per cent increases

benefits brought by any other good. The problem iwere proposed, the results behaved consistently w
that the economic value of environmental conservahe theory of rational choice. The support in favoy
tion is not reflected in market prices, because envef the conservation programmes declines with g

ronmental protection is a public good. Still, there isncrease in the cost effect. At a certain cost effect

clear demand for the quality of the environment; folevel, the support of the more extensive programn

example housing prices in cities can be explained by bigger than that of the more limited programme.

environmental qualities of the area, such as the di$he dependence of the percentage in favour of the

th

=

tance to the nearest park. per cent programme does not behave in a correspond-

Several methods have been developed in enviromg manner, which is apparently due to the fact that

mental economics for measuring the “latent” demanthe cost effect presented to the respondents was
for public goods, such as the quality of the environew.

ment. One approach is the contingent valuation As regards to the support for the conservatio
method, which measures people’s willingness to pgyrogramme, two clearly different groups could bg
for conservation, and resembles a referendum. Thikistinguished. The support was high among youn
method was used to evaluate the European Unioredfluent urban population, whose willingness to pa
Natura 2000 nature conservation programme, one ofas FIM 940 on average. In other words, th
whose objectives is to conserve additional 66 OOfespondents in this group were ready to vote i
hectares of commercial forest land (Pouta et al. 1998vour of the conservation programme, though it

and Hilden et al. 1998). In a questionnaire sent teost effect via the lump-sum tax would be FIM 940.

2400 randomly selected Finnish households, thEhe support was lowest among aged, low-incom

respondent was asked to “vote” for or against Natuggeople living in the countryside, whose willingness

or a corresponding conservation programme, while & pay was FIM 260 on average.

the same time the questionnaire specified the cost Of the willingness to pay, 77 per cent could b
effect per household caused by the programme. bxplained with a statistical model in which the
addition, the respondent was asked to answer explanatory variables were the magnitude of the ca

number of other questions reflecting his or her attieffect, the scope of the programme, the method of
tudes and background factors. The questionnaiiplementing it, the respondent’s income level, age,

gave background information on the current status @iace of residence and attitudes. According to th

environmental conservation in Finland. The quesresults, the support for the conservation programme

tionnaires differed from each other in terms of theleclined with an increase in costs. Also, the suppg
scope of the proposed conservation programme, tivecreased when the programme was restricted to 3
method of implementing it (Natura vs. a similar proper cent increase in the conservation area compa

gramme) and the cost effect to households of theith the current level of conservation. Moreover, the

conservation programme via increased taxes. support in favour of the conservation programme wa
The questionnaire was carried out in Octobepartly explained by the fact whether the programm

1997. The response rate was 47%, which correvas proposed to be implemented within the frame
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work of the Natura 2000 network. The conservation  always more important than environmental conserv.
programme proposed to be implemented as a part of  tion.
Natura 2000 got less support than another corre- Based on the survey, an estimate of the economic
sponding hypothetical conservation programme. This  benefits of conservation was computed. The total
is probably due to the problems related to the prepa-  willingness to pay for the 3 per cent conservation
rations of the Natura 2000 programme, and the con-  programme, which best resembles the Natura 2000
sequently bad public image that the specific proposal, was estimated at FIM 440-1380 million.
programme received among the people. The support ~ According to the estimate by Hilden et al. (1998), the
in favour of conservation increased with anincrease  forest economic costs of the Natura 2000 programme
in the respondent’s income level and it was biggesn forest land protected by the nature conservation
among young people and people living in cities thalaw amount to FIM 200-850 million.
among old people living in the countryside. In addi- The results of the study concerning people’s will-
tion, favourable attitudes to environmental policiesngness to pay for the Natura 2000 programme can,
and conservation explained part of the support db a great extent, be explained on the basis of the the-
conservation. Among these explanatory variables, alry of rational choice. However, to be able to give a
the others except the scope of the programme werere accurate picture of the economic aspects of the
statistically significant. Natura 2000 programme in terms of a cost-benefit
The questionnaire was also designed to explommalysis, a more extensive study would have to be
respondents’ environmental attitudes and perceptionsade both of the costs and the benefits of conserya-
regarding the conservation programme’s impactsion.
The people who voted against the programme
believed that conservation would have large coSources:
effects to national economy, whereas its supportetsiden, M., Tahvonen, O., Valsta, L., Ostamo, E., Niininen, I,
believed in major favourable environmental effects. bzﬁ(ﬁ:‘fs”étl gggxeer:klér;pLéiri(sltgtiggt))l’\IaStﬂ?ngnoo -verkoston
Qf the tO_ta! number of reSpondemS’.76 percent con- ympéristi)‘késkus, Hels)i/nki. (The effeéts of the Natura 2000
sidered it important that the benefits and costs of programme).
conservation are duly compared when making decPouta, E., Rekola, M., Kuuluvainen, J., and Tahvonen, O. (1998
sions Concerning environmental conservation. About Contin_gent valuation of the Finnish N_atura 2000 na_ture con-
71 per cent were strongly opposed to the statement in servation program. Paper presented in the symposium on

h . . h . . i . “Biodiversity and decision making 1998: biological and
the questionnaire that an increase In real Incomes Is socio-economic perspectives.” August 24—26, Turku, Finland.
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4 Roundwood Market Business Survey?

The forest industry expects purchases of domestic  gether the questionnaire was sent to 215 plants, of
and imported roundwood to increase during next  which 80 answers were received, 24 of them repre-
year, compared with the current year's volumessenting the pulp, paper and paperboard industry.
Most of the increase will be in pulpwood. Of the for\When interpreting the results concerning pulp and
est owners, 41 per cent, i.e. more than last yeapaper mills, it is important to note the relatively low

intend to sell timber next year. Investments in timresponse rate. Answers by sawmills and plywood
ber production will also increase compared with themills totalled 56. The pulp, paper and paperboard
current year. Both forest industry and forest ownersnills which answered the questionnaire represent
expect stumpage prices to go up next year, with trebout 40 per cent and the plywood mills and saw-
exception of sawlogs, whose price the forest indusnills about half of their respective sectors’ outputs.

try expects to go down slightly. In processing the results, the distribution of quanti-
ties, prices and statements were weighted with the
output.
Because of the large number of private forest
Implementation of the Survey owners (roughly 300 000), the survey was based on

a sample. Thus, a sample of one thousand forest
The survey isdesigned to examinetheforestindus-  holdings was selected throughout the country by
try’s and forest owners’ expectations of pricemeans of simple random sampling. The question-
demand and supply developments in the roundwoadkire was sent to the owners of the sampled forest
market. The data for the survey were collected byoldings, and by the due date 522 forest owners had
postal questionnaires sent to the respondents meturned a questionnaire that fulfilled the require-
August and September. The questionnaire concerments for the survey. The survey responses contains
ing the forest industry was sent to all productiora greater-than-average number of large forest hold-
plants based in Finland and to sawmills with arings and holdings owned by one person or jointly by
annual output of at least 5 000 cubic metres. Altospouses, soalled “family-owned holdings”. How-

1. Theroundwood market business survey is an independent part of the Forest Sector Economic Outlook. Its results have
not been used as a basis for the forecasts presented el sewherein the Outlook. The survey isbased on amail inquiry sent
to forest industry plants and private forest owners in August and September. The forecasts of the Forest Sector Econ-
omic Outlook are based on the demand situation for Finnish forest products and the supply situation in the roundwood
market. Moreover, the forecasts in the Outlook are founded on the underlying international and domestic economic
development up to the middle of October. Thus, the projections presented in the survey and the Outlook may deviate
from each other. For example, according to the survey, both forest industry and forest owners expect average stumpage
prices to go up next year, whereas the Forest Research | nstitute forecasts adight declinein prices.
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ever, as regards to other characteristics of private  The forest industry assumes that next year’s sawlog
forest ownership, the survey responses can be re-  prices willremain roughly at this year’s levels. How-
garded to be arepresentative sample of the popula-  ever, there were slightly more production plants
tion characteristics. In computing the results, the  expecting prices to go down than plants expecting
distributions of quantities, prices and statements themto go up. In the sawmilling and plywood indus-
were weighted with the area of the forest land. tries, there werslightly more respondents expect-
ing sawlog stumpage prices to go down than respon-
dents expecting them to go up, whereas in the pulp
4.1 Stumpage Prices and paper industry the situation was the opposite.
On the other hand, forest owners expect sawlog
prices to go up next year. Expectations are highest
In the same way as last year, the forest industry’s arainong forest owners in northern Finland. This may
forest owners’ expectations regarding the developbe partly due to the fact that of the three big timber
ment of stumpage prices are quite close to each othlenyers, only UPM-Kymmene has come to an agree-
(Figure 22). Both expect stumpage prices to go ument with the forest owners’ on stumpage price de-
next year compared with thercent year’s prices. In velopment, and UPM-Kymmene does not buy tim-
the forest industry, the balance figure for priceber from northern part of Finland. The number of
expectations, i.e. the ffitrence between spon- forest owners expecting sawlog prices to go up is be-
dents expecting prices to go up and those expectingw average among forest owners in western part of
them to go down was +13. Among forest owners, thEinland and among farmers.
corresponding figure was +31. A large majority of Contrary to the price expectations for sawlogs,
the forest industry representatives and forest ownetke forest industry’s and forest owners’ expecta-
who expected prices to go up estimated pricéions regarding the price development of pulpwood
increases to aount to 2—-10 per cent. are fairly close to each other. In the pulp, paper and
paperboard industry, more respondents expected

o prices to go up than in the sawmilling and plywood
100 22ance figure (%) industry. Among forest owners, the number of re-
S spondents expecting pulpwood prices to go up was
& ElE higher than average in northern and in eastern parts
/‘;/\"‘ Forest owners fF I d d .
50 7 L ¥ of Finland and among pensioners.
AN
of § \,/ """"" 4.2 Roundwood Demand
12> .: O
s0f Al About 30 per cent of the production plants in the for-
Forest industry est industry expected purchases of domestic round-
75 wood to increase by 2—-10 per cent. About one tenth
100 of them expected purchases to decrease by 2—-10 per
1993 1994 1995 1996 1997 1998 1999 cent during next year, compared with the purchases
in current year. The difference between the number

Figure 22. Forest Industry's and Forest Owners of production plants expecting sawlog purchase vol-

Expectations of the Development of the Next UMeS t0 go up and the number of plants expecting
Year’s Stumpages Prices 1992-98. them to go down, i.e. the balance figure, was +10
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Figure 23. Forest Industry s Expectatations of Pur-
chase Volumes for Domestic Sawlogs, Pulp-
wood and Imported Wood in the Next Year.

(Figure 23). Pulpwood purchase volumes are also
expected to go up, with the balance figure reflecting
achangein purchase volumes being +34. Pulpwood
purchase volumes are expected to go up in the pulp,
paper and paperboard industry, and also in the saw-
milling and plywood industry. However, the latter
two industries also included numerous respondents
who expected purchase volumes to go down. The
expectations among respondents in the sawmilling
and plywood industry that pulpwood purchase vol-
umes will go up, is probably partly due to the fact
that sawlogs are primarily purchased from stands
that also include pulpwood. Consequently, in order
to purchase sawlogs, they also have to purchase
pulpwood.
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Wood Imports Will Increase

About 30 per cent of the production plantsinthefor-
est industry reported using imported wood during
the current year. Nearly the same number of plants
reported using imported wood also next year.
Imported wood is primarily used by the pulp, paper
and paperboard industry. In the sawmilling and ply-
wood industry less than one fifth of the plants use
imported wood. Of the plants using imported wood,
three quarters estimated the purchase volumes of
imported wood to remain at thercent year’s level
during 1999. A quarter of the plants estimated pur-
chase volumes of imported wood taiease bg—-10
per cent.

A large majority of the production plants in the
forest industry expects that the quantity of timber
stocks at mill, by waterways, at railway sidings and
roadside landings will remain roughly at current
year’s level. Only slightly over one tenth of the
plants expected their stocks to go down next year.
Stocks of wood will go down most in the sawmilling
and plywood industry.

4.3 Roundwood Supply and
Investments in Wood
Production

Forest owners will continue to sell timber at a major
scale, in the same way as last year. Among the forest
owners, 32 per cent had already made one timber
sales contract during the current year. In addition, 19
per cent of the forest owners said they would still sell
timber during this year. On this basis, over half of the
forest owners, which is more than in last year’s sur-
vey, have already sold or are planning to sell timber
during the current year.

However, the industry’s purchases of roundwood
from private forests will be smaller than last year.
The larger proportion of sellers this year than last
year is mainly explained by tHact that the sample
contains a greater number of large forest holdings,
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which are selling timber more frequently than own-
ers of smaller forest holdings. In eastern and in
northern parts of Finland, timber sales will be less
frequent than the average, as will sales from forest
holdings owned by pensioners, estates (of diseased
owners), and associations. In contrast, farmers are
selling timber more frequently than the average,
whichisdueto thefact that they own larger holdings
than average.

Supply of Wood Will Increase

Among theforest owners, 41 per cent areplanningto
sell timber next year, whereas 51 per cent will

results of this year’s survey show, that selling inten-
tions in 1999 are higher than average among the
farmers, while among pensioners’ they are lower
than average.

The balance figure indicating timber sales pro-
pensity makes it possible to estimate whether the
roundwood purchase volume will increase or de-
crease compared with the previous year (Figure 24).
According to the figure, the timber sales propensity
in the previous year is a good indicator of the fol-
lowing year’s actual roundwood trading volumes.
Because the balance figure is higher than last year,
its would seem that next year roundwood purchases
from private forests will exceed this year’s volumes.

The forest owners who have already sold timber

abstain from selling timber. In the last year’s surveyduring the current year, or who intend to sell next
forest owners were asked to report their sellingear, if not earlier, expect sawlog sales volumes to
intentions according to a three-stage scale. Accordiecline clearly during next year and pulpwood sales
ing to the results, 24 per cent stated that they intengblumes to remain at the current year’s level. How-
to sell wood, 43 per cent that they intend to abstairgver, this does not provide a sufficient basis for

and 33 per cent that they wesgll uncertain. The
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Figure 24. Private Forest Owners' Roundwood Sales
I ntentions and Realised Roundwood Pur -
chases.

Roundwood Market Business Survey

drawing any conclusions regarding next year’s tim-
ber supply of sawlogs and pulpwood. This is be-
cause such an estimate should be based on a com-
parison of corresponding sales estimates fferdi

ent years. This kind of information has not been
requested in previous years. Instead, the expecta-
tions of next year’s sales volumes can be used in ex-
amining differences by region and by ownership cat-
egories.

Sale volumes of sawlogs from eastern part of
Finland and from wage earners’ forest holdings are
estimated to decrease more than average. On the oth-
er hand, farmers expect sawlog sale volumes to de-
crease less than average. Pulpwood sale volumes are
estimated to decrease more than average in eastern
and in western parts of Finland. This is cany to
northern part of Finland, where pulpwood sale vol-
umes are even expected to increase. Wage earners
and pensioners also expect pulpwood sales volumes
to decrease more than average.
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More than 70 per cent of forest ownersintend to
carry out or commission silvicultural and improve-
P EERNIE, b Gl D (A G ment works next year. In northern part of Finland
© and among estates, the proportion of forest owners
planning silvicultural and improvement work was
below average, among farmers above average. For-
< est owners carrying out such work during this year
20 i or who are planning to do such work next year, ex-
pect the work input to increase clearly during next
year. The balance figureindicating achangein work
input was +24 for this year, compared with arange
of —1 to +3 in the previous five-year period (Figure
25). Work inputs in forest holdings owned by es-
tates, associations and wage earners are expected to
increase less than average during next year.

30 H

1994 1995 1996 1997 1998 1999

|:| Percentage expecting increase
- Percentage expecting decrease

Q Balance figure

Figure 25. Private Forest Owners’ Plansfor Next Year’s
Sivicultural and Basic Improvement Works.

Investments in Wood Production on the
Increase

The record logging volumes of recent yearsare a so
reflected in the investments in timber production in
privateforests. Morethan 60 per cent of forest own-
ers have already carried out silvicultural and forest
improvement worksthisyear or intend to perform or
commission such works next year. In northern part
of Finland, slightly more than half of forest owners
belong to this group. In forest holdings owned by
estates and pensioners, silvicultura and improve-
ment works were below average, whereas three
quarters of farmers had carried out silvicultural and
basic improvement works.
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