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FOREST PRODUCTS MARKETS IN UNECE REGION HIT BY GLOBAL CRISIS


By Kanaga Raja, Geneva, 4 August 2009

The forest products sector across the UN Economic Commission for Europe (UNECE) region has been hit hard by the current global economic crisis, with the fall in total consumption of forest products being mainly driven by the sharp decline in the construction of new houses in North America and Europe.
 

This assessment is highlighted in a joint annual market review of forest products by the UNECE and the UN Food and Agriculture Organization (FAO) released Tuesday.

 

According to the UNECE/FAO "Forest Products Annual Market Review 2008-2009", total consumption of forest products in the UNECE region fell by 8.5% overall in 2008, the sharpest year-on-year decline since the first oil shock of 1973. Linked directly with demand, production fell accordingly, resulting in the closure of mills and job losses.

 

This trend was mainly driven by the sharp decline in the construction of new houses in North America and Europe, said the UNECE, pointing out that housing construction is the main driver of forest products markets, especially for the main forest product - sawn softwood (lumber).

 

From a peak of 2.2 million houses in 2006, housing starts in the United States fell by 25% in 2007, 34% in 2008 and are expected to fall a further 50% in 2009. In Europe, housing construction was down by 13.9% in 2008 and a similar decline is forecast for 2009.

 

The UNECE region encompasses North America, Europe and the Commonwealth of Independent States (CIS).

 

Approximately 42% of the global forests are in the UNECE region. The 56-country region is the world's largest producer (60% worldwide), consumer (57%), exporter (77%) and importer (70%) of wood and paper products (imports and exports include within-region trade).

 

According to the UNECE, from record levels of forest products consumption, production and trade in 2006, the slight downturn for the region in 2007 escalated rapidly in 2008 and continued in the first half of 2009.

 

The report however highlights marked differences between the three sub-regions of the UNECE: consumption fell by 12.7% in North America and 5.9% in Europe but grew by 3.2% in the CIS.

 

At a press briefing Tuesday to highlight the UNECE/FAO report's findings, Ed Pepke, Forest Products Marketing Specialist at the UNECE/FAO Timber Section of the UNECE, said that this year has seen one of the biggest drops ever in the consumption of forest products. This "was an amazing turnaround" from a few years ago when there was record levels of consumption. Much of this had to do with the housing crisis in first the United States and second, in Europe.

 

Noting that there have been early indicators of a turn-up in housing in the United States in the summer of this year in that new housing starts have ceased to go down, he said that "where the crisis started in the United States is where the crisis has to stop."

 

He pointed to new financial systems that need to be put in place in the US such that there are no sub-prime mortgages and that housing construction can go back to a sustainable level. This would be more like one million houses a year, not two million houses a year a couple of years ago, said Pepke.

 

According to the UNECE/FAO report, the abrupt turnaround from record levels of consumption in 2006 to the 2008 level, which continued to fall well into 2009, has sent shockwaves through the forest products sector. In 2008, consumption of forest products in the UNECE region fell by an astonishing 8.5% overall.

 

The overall drop obscures more serious declines in two sub-regions, North America and Europe. The US housing crisis has not ended as of mid-2009, and even if the bottom has been reached, the calamity in markets and the entire industry will not be resolved any time soon.

 

North American sawnwood consumption and production peaked in 2005 at over 157 million cubic metres. Since that time it has fallen by an almost unbelievable 42%. In 2008, panel consumption, both structural and non-structural, fell more than sawnwood, 19.0% versus 17.7%.

 

Combined with the large drop in paper and paperboard consumption, North American total consumption fell 12.7% in 2008 in terms of roundwood equivalent.

 

Europe also experienced its greatest downturn since the oil crisis of the 1970s. In terms of roundwood equivalent, consumption in Europe fell approximately half as much as North America, i. e. by 5.9%. But in volume terms, the loss of 81 million cubic metres of consumption in North America dwarfs the loss of 38.5 million cubic metres in Europe.

 

It appears that the CIS weathered the storm in 2008, says the report, as consumption of wood and paper products continued to grow, albeit at a considerably slower pace.

 

From a broad perspective, the report notes, consumption in the UNECE region has changed significantly over the past year. Both Europe and the CIS had positive overall consumption growth in 2007. But the severity of the North American downturn in 2007 brought down the entire UNECE region.

 

The US financial crisis was largely due to the main driver of forest products markets, housing construction. Construction was accelerated in 2006 through 2008 by building loans below the prime lending levels, the so-called sub-prime mortgages.

 

But now, the housing crisis has spread to Europe, including central and eastern Europe. "It is staggering to see that housing construction was 2.2 million units in the US as recently as 2005, and that only 470,000 units are forecast for 2009."

 

European construction, which uses considerably less wood, but which is nonetheless an important demand driver, has slowed as well, says the report, adding that there is a fear that the housing crisis may be even more severe in central and eastern Europe.

 

In 2009, absence of demand for new housing, as well as weak demand for repair and remodelling, has driven prices of building materials to their lowest real prices since the 1940.

 

In summary, says the report, the global economic crisis has had a direct, devastating impact on the forest sector in the UNECE region in 2008-2009. The wood and paper industries have rationalized production in line with reduced demand - some of the mills will not reopen, at least not soon. Forest landowners and managers have reduced harvests accordingly, and have sought alternative markets.

 

The global economic crisis has led to lower demand for forest industry products and this clearly impacts the roundwood removals in the UNECE region. For the first time in years, the roundwood removals declined in the region by 10% to their lowest level since 1999. Total removals were 1.2 billion cubic metres in 2008 with declines in all sub-regions.

 

The report notes that lower demand for roundwood has led to negative price development for sawlogs and pulpwood. On average, the softwood sawlog prices have fallen an enormous 26%, while softwood pulpwood prices have already fallen 19%.

 

"As prices for forest industry products have fallen even more, the lower wood prices have not brought the expected relief for the lack of profitability in industrial production," says the report.

 

The impact of the US mortgage-led financial crisis turning into a global economic crisis has severely affected the sawn softwood industry, where the impacts on demand are direct and immediate, since new housing construction is the key demand driver for products.

 

The effects on the industry in 2008 were devastating, as overall production in North America fell by almost 19%, in Europe by over 8%, and Russian sawn softwood exports declined by 11%.

 

As demand fell dramatically during 2008 and the first months of 2009, prices have consequently fallen as the oversupply situation has become worse. In North America, excess sawmill capacity has weakened the sawnwood prices to record low levels and caused many mills to close.

 

Similarly, sawn hardwood markets did not escape the economic crisis, losing 8.2% of production volume in 2008 from the previous year, falling to 42.8 million cubic metres. Although not generally a construction material such as sawn softwood, the hardwood markets were nevertheless depressed by the housing crisis in the US and Europe.

 

Demand for wood-based panels has decreased, notes the report, leading to mill closures in Europe and North America and the same trend is expected to continue in 2009. In Europe, panels consumption decreased by over 5%, in North America by 19%, and Russian exports decreased by 7.5%.

 

The report also finds that overall consumption of paper, paperboard and woodpulp declined in the entire UNECE region in 2008, although only marginally in Russia. Weak demand resulted in temporary and permanent production capacity reductions.

 

The decline in newsprint continues, not simply because of lower readership, but now due to a structural shift in advertising expenditures from newspapers to electronic media. Several large newspapers declared bankruptcy over the past year.

 

According to the report, the wood energy sector seems to have been immune to the global economic recession. Demand for alternative fuels, including wood biomass, continues to grow steadily due to incentive policies and also relatively high energy prices.

 

World pellet markets have grown significantly over the years and now clearly exceed 10 million tons and will double again by 2012 if the current annual growth rate of 20% continues.

 

Europe is the largest consumer and producer of pellets, while Canada is the single largest exporter. Asia could also become an important consumer of wood pellets, as the first large-scale industrial projects to co-fire coal with wood biomass took place in Japan in 2008, says the report. 
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