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A Japanese company is set to build a skyscraper made of 90% wood in Tokyo,
which will make it the world’s tallest wooden skyscraper upon completion. The
wooden high-rise, named “W350”, will be a “braced tube structure” at 350 meters
(1,150 ft) tall and 70 stories. To construct it, 180,000 cubic meters of wood will be
combined with the other 10% of the building’s makeup—steel.
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by Sampsa J. Auvinen, EOS President
and Director, Bergs Timber (publ) AB

CELEBRATING OUR PAST FOR INSPIRING OUR FUTURE.

This year we celebrate the 60th anniversary of the
European Organisation of the Sawmill Industry.

As President, guiding an association with 60 years of
history is an honour and a tremendous challenge.
EOS is the united voice of an innovative, sustainable
and forward-looking manufacturing industry. In EQS,
decisions are taken on unanimous basis because we
believe that no interest or concern should be left behind.
Today, | renew the European Organisation of the Sawmill
Industry’s commitment to develop the timber industry’s
potentialities for the mitigation of climate change,
substitution of non-renewable materials and energy and
the development of a sustainable circular economy.

Now we are facing a time framework that has spanned a
long period of success and growth, with a pause duringthe
crisis years, and now a second youth. The market offers
great opportunity. The European Sawmilling Industry
has enjoyed during the past years good times. Demand
for our products is globally strong. Our European home
markets have experienced steady growth in construction
activity and new markets like China and also US have
also opened for us.

In addition to the economic overview of the wood
markets and the European sawn timber production and
consumption data collection (available in chapters 2, 3
and 4), Chapter 7 of this Annual Report, is dedicated to
the International Softwood and Hardwood Conferences
co-organised by EOS together with the European Timber
Trade Federation on October and November 2017. The
International Conferences reports offer an insight of the
global timber markets and trends focusing on some key
Countries.

The expected rise in demand for coniferous wood,
coupled with a decline in the proportion of this type of
wood in forests, could lead in the medium and long-term
to bottlenecks and, by extension, to sawmills and timber
companies moving elsewhere. This obviously would
pose a threat to jobs and economic strength for our
Industry. For this reason, EOS actively follows and takes
part in all relevant discussion about wood availability
and supply at EU level. Pressing problems are currently
faced by the European hardwood sawmill companies
who are experiencing first-hand the export of high
quality hardwood logs, such as oak, outside Europe. In
the framework of the Revision of the European Forestry
Strategy, EOS is advocating for appropriate solutions
aiming at guaranteeing that high quality wood supply from
the region’s forests is sufficient to satisfy, on a sustainable
basis, local industries’ needs and society’s needs.

One of the major environmental topics of the sawmilling
and wood products manufacturing is related to the
management of forest resources. Issues related to
sustainable forestry practices are addressed by our
Organisation in several European fora, including Forest
Europe. | am glad to inform, that since November 2017,
the European Organization of the Sawmill Industry
obtained the status of observer in Forest Europe: the
pan-European voluntary high-level political process for
dialogue and cooperation on forest policies in Europe.
EOS promotes the use of wood products in correlation
with the importance of sustainable forest management
as part of our efforts to protect the environment, ensure
biodiversity, tackle climate change.

The European Union has long claimed, with some
justification, to be a leader in international climate policy.
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Its policy activities in this area, are having a significant
influence within the European sawmill sector. Chapter
6 of this Annual Report edition offers to the readers an
overview of the two major European proposals recently
discussed: the inclusion of greenhouse gas emissions
and removals from land use, land use change and
forestry (LULUCF) into the 2030 climate and energy
framework and the proposal for a recast of the directive
on the promotion of renewable energy sources.

The main issue to be negotiated for the Regulation on
land use, land use change and forestry concerned the
accounting rules for forests. According to the decision,
each Member State uses the agreed criteria to set a
reference level for forest land for the periods 2021-2025
and 2026-2030. EOS is glad that the reference level is
not based on the earlier forest use intensity, but the
criterion is about maintaining and strengthening the
carbon sequestration capacity of forests in the long term,
as set out in the Paris Agreement. Furthermore, the new
LULUCF recognises the importance of Harvested Wood
Products (HWP) in climate change mitigation including
the corralled substitution effect.

In Europe politicians agree on the need to use dwindling

non-renewable resources more efficiently and to replace
them -when possible- with renewable ones, both in
the materials and energy applications. The promotion
of renewable energies, including wood, is a central
part of energy and climate change policies all over the
Region. In the framework of the policy development
on the renewable energy, forces have been joined with
representatives of European forest owners and managers,
farmers and their cooperatives, forest workers, contractors
and professionals and the bioenergy Industry.

On occasion of this 60th Anniversary, one more time,
| wish to reiterate my sincere gratitude for the EOS
Members support and keen interest in the European
policy development and always cooperative spirit.

Sampsa J. Auvinen
s
EOS President

Director, Bergs Timber (publ) AB

© Shutterstock
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Sources of this chapter: the European Commission Economic Forecast Winter 2018 and the OECD (Organisation for Economic

Co-operation and Development) Economic Outlooks. Currencies exchange rates have been taken from the European Central

Bank website.

1.1 Global Overview with focus on the EU

Momentum in the global economy remains strong, as
the broad-based cyclicalupswing continues, buoyed by
the rebound in investment and trade, still favourable
financial conditions and a supportive policy mix.
Higher commodity prices are also proving supportive for
commodity exporters. Global GDP growth outside the EU is
now expected at 4.1% in both 2018 and 2019, compared to
3.8%in 2017. Upward revisions since the autumn are mostly
concentrated in advanced economies, particularly the US,
but growth prospects have also improved forsomeemerging
markets, including China. Sustained, robust momentum in
the near term is consistent with the broad-based strength in
business and household confidence across most emerging
markets and advanced economies. Conversely, geopolitic
risk and trade conflicts that at this writing (April 2018)
cannot be ruled out could jeopardize this relatively
rosy picture.

In the US, economic activity remains buoyant,
supported by a number of benign factors, namely
easy financial conditions, a weaker dollar, expansion
in the energy sector, and strong external demand. The
recent US tax reform is expected to add to this momentum,
generating a fiscal stimulus of around 1% pps. of GDP over
2018-2019, and boosting economic growth further in the
near term due to higher business investment, as well as
household spending. However, given the advanced stage
of the cycle, some of the stimulus may be offset by faster
monetary policy normalisation and higher interest rates
than assumed earlier. Given the temporary nature and
heavy frontloading of some tax reform elements and the
current above potential growth, US growth might turn lower
in the longer term. As regards emerging markets, the near-
term growth outlook has also improved slightly, including
in commodity exporters and China, where export growth is
buoyant and service sector momentum has strengthened.
Global import volumes (outside the EU) are expected to

have grown by 4.6% (y-o0-y) in 2017 (compared to 1.3% in
2016), driven by solid imports in advanced economies, and
buoyant trade across Asia and most other emerging market
economies. The momentum is expected to carry into 2018
and to moderate only slightly in 2019. Global import growth
is expected to pick up by 4.7% in 2018 and 4.5% in 2019
(up from 4.1% for both years in the autumn forecast). This
reflects an upward revision to the outlook for global GDP
growth and a further uptick in the elasticity of trade, largely
driven by stronger investment dynamics.

The extension of an agreement on production cuts between
OPEC and Russia, as well as geopolitical tensions in the
Middle East, lifted Brent oil prices to nearly 70 USD/barrel
(henceforth bbl) in January, considerably higher than
expected some months ago. Further price rises, however,
are projected to be more limited as higher oil prices would
weigh on global demand growth and non-OPEC producers
(notably the US) are expected to increase output. Based on
futures markets, prices for Brent oil are assumed to increase
by an average of 24.6%to 68.3 USD/bblin 2018 compared to
2017, before falling by 5.9% to 64.2 USD/bbl in 2019.

Since autumn 2017, monetary policy divergence across
advanced economies has widened. At its recent meetings,
the ECB Governing Council decided to keep unchanged
its forward guidance on policy rates. It also decided to
recalibrate its asset purchase programme (henceforth
APP), extending the expected duration of purchases to at
least September 2018 and reducing the size of its monthly
purchases to EUR 30bn from January 2018 onwards. In
January 2018, the Governing Council confirmed that an
ample degree of monetary stimulus remained necessary.
In December, the Bank of Japan re-affirmed its strong
commitment to its inflation target and decided to maintain
its highly accommodative monetary policy stance. By
contrast, the US Federal Reserve (Fed) in December raised
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its target range for the federal fund rate for the third time in
a year, to 1.25-1.50%. At their monetary policy meeting, US
policymakers expected that three additional interest rate
hikes would be warranted in 2018, signalling a somewhat
faster pace of normalisation than expected by markets. As
widely anticipated, the Bank of England raised rates for
the first time in 10 years, delivering a 25bps. hike to 0.5%.
Looking ahead, the Bank signalled that any future increases
in the policy rate would likely be gradual and limited.

Theeuro hasappreciated in nominal effective terms over the
lastfew months, driven by stronger-than-expected economic
growth, lower political uncertainty, and expectations of a
faster pace of monetary policy normalisation.

In the sovereign bond markets, benchmark yields in the EU
have picked up since the turn of the year but remain very low.
Most sovereign bond spreads have continued to narrow as
the economic and fiscal outlook has strengthened. In the US,
10-year Treasury yields have moved up. In the EU, real yields,
at least of the highest rated sovereigns, remain negative
across the maturity spectrum. European equity indices
further strengthened but have underperformed global peers,
as the appreciation of the euro has clouded the corporate
earnings outlook. US stock indices have recently dropped
from the record highs they had reached on the back of the
government’s tax package and strong corporate earnings.

With the economic expansion broadening and interest rates
persistently low, global investors remain in a search-for-
yield mode. As a result, the compensation for inflation and
credit risks has been squeezed. Consistent messaging from
the Fed and the ECB that the normalisation of monetary
policy would be prudent, gradual and well communicated in
advance has reassured risk-on investors. Based on the most
reliable valuation measures, US stocks seem pricy. While
the low interest rate environment should per se favour high
equity valuations, valuations shall be seen in the context of
lower growth prospects in the medium term as the cycle
matures and the impact of population ageing becomes
stronger. At the same time, profit margins are unlikely to
indefinitely remain as high as they are now. European stock
markets, by contrast, appear more moderately valued.

Bank lending in the euro area has continued to expand. Last
year, loans to households grew by 2.8% and loans to non-
financial corporations by 2.9%. The January 2018 ECB Bank
Lending Survey also provides positive signals consistent

with the ongoing recovery in bank lending volumes, with
competitive pressures and risk perceptions having an
easing impact on credit standards. Looking towards 2018-
Q1, banks expect a net easing of credit standards and
increased net demand across all loan segments. Market
funding continued to expand in the euro area with positive
monthly net issuance of both equity and corporate bonds.
Furthermore, the euro area corporate sector continues to
generate sizeable internal funds, which could potentially be
used to support investment spending.

In 2017-Q3, GDP grew by 0.7% (quarter-on-quarter,
henceforth g-o-g) in both the euro area and the EU, the
same as in the previous quarter and slightly above earlier
expectations. The year-on-year rate stood at its highest
since 2011-Q1. According to Eurostat’s preliminary flash
estimate, the European economy ended 2017 on a strong
note, growing by 0.6% (g-o-q) in the last quarter. The EU and
euro area economies have now been growing by at least
0.6% for five consecutive quarters.

For the 2017 year as a whole, GDP is estimated to
have grown by 2.4% in both the euro area and the EU,
the highest rate in 10 years. The upward revision reflects
stronger-than-expected growth in the second half of the
year, well above potential.

The robust and broad-based nature of the expansion, across
sectors and countries, benefited from high consumer and
business confidence, an improving labour market, continued
policy support, and stronger global output and trade.

Domestic demand remained the main growth engine over
the first three quarters of 2017 although net trade made the
largest contribution in the third quarter (+0.5 percentage
points - pps. - in the euro area). This development may be
less significant than it seems, however, because domestic
demand remains the main driver when highly volatile
Irish data is excluded. Gross fixed capital formation in
Ireland dropped by 36% (g-0-q) in 2017-Q3, which led
to a contraction of euro area investment of 0.3% (g-0-q).
Excluding Ireland, investment dynamics in the euro area
would have remained strong, growing at a rate of at least 1%
(g-0-q) for the third consecutive quarter. The annual growth
rate of investment in the euro area, excluding Ireland, is
estimated to have reached 4.5%, its highest since 2007-Q3.
Private consumption expenditure continued to benefit from
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the improved performance of the labour market, although
it lost some momentum in the third quarter when growth
slipped to 0.4% (g-0-q) compared to 0.6% in the preceding
quarter. Expenditure on non-durable goods and services
moderated appreciably whereas household consumption
of durable goods picked up compared to the previous
quarter. At the same time, government consumption
growth remained stable in the euro area at 0.3%, staying in
the range of 0.2% +0.1 pps. for the sixth consecutive quarter.
Despite a stronger euro, euro area exports rose by 1.5%
g-0-q in 2017-Q3 (after +1.1% in 2017-Q2), in line with the
higher momentum in world trade. Importantly, it was also
the highest annual rate since the first half of 2015. Imports
increased by 0.5% (after +1.6% in 2017-Q2), also reflecting a
sharp contraction of Irish imports (-10.9% g-o-q).

Signals from recent surveys are consistent with
continued strong growth in the near term. The European
Commission’s Economic Sentiment Indicator (ESI) rose
considerably in the fourth quarter of 2017, reaching its
highest levels since 2000 in the euro area and the EU. In
January 2018, the ESI weakened slightly in the euro area
and the EU for the first time in eight months. This softening
was driven by lower confidence in services and retail trade.
Despite this slight decline, the ESI remains above its 2017-
Q4 average, its highest in 17 years. In parallel, the euro
area Flash Composite Output Purchasing Managers’ Index
(PMI) increased in January to its highest reading in nearly
12 years, mostly on the back of the fastest acceleration of
service sector growth since August 2007.

The growth outlook for 2018 has been revised upwards
compared to the autumn forecast. Diminishing
uncertainty,improving sentimentand the synchronous
rebound outside Europe led to a stronger-than-
expected expansion in the second half of last year.
With a stronger carry-over from 2017 and continued
growth momentum in early 2018, GDP is now expected
to grow by 2.3% this year in both the euro area and the
EU as a whole. While growth is still forecast to moderate
gradually, this now looks likely to setin later than previously
expected. Over the forecast horizon, the expansion is set to
remain solid, broad-based across sectors and countries,
and increasingly self-sustained. As in autumn, it is expected
to continue benefiting from a supportive policy mix, with
monetary policy remaining overall accommodative, and
a broadly neutral fiscal policy stance in the euro area as
whole. Although the output gap is set to become positive,

the remaining slack in the labour market offers scope for
solid growth to continue. Moreover, all euro area countries
aresetto grow in the forecast years, with growth differentials
narrowing further.

Domestic demand is set to remain the main growth
engine in 2018, with private consumption continuing
to grow at a robust pace and investment continuing to
recover. Exports are also expected to support the expansion
going forward, on the back of strong external demand. With
job creation expected to ease from its current brisk pace, the
resulting slowdown in household purchasing power growth
implies a slight moderation in momentum towards 2019.

should
from high consumer confidence and labour market

Private  consumption continue  benefitting
improvements this year and next, though at a slower pace.
Lower deleveraging needs, as well as past increases in
house prices could further support the near-term outlook.
Investment should continue to grow at a robust pace this
year and next. According to the European Commission’s
latest investment survey, investment volumes in the euro
area manufacturing sector are expected to accelerate this
yearcompared to2017. Overall respondents report the best
investment climate in 10 years. The pick-up in investment
intentions is also underpinned by the continuing rise
in capacity utilisation, which is now well above its long-
term average and at its highest since 2008-Q2. Favourable
financing conditions, diminished uncertainty, strong
sentiment, and increasing corporate profitability are all set
to support business investment. The improved external
demand outlook should further translate into a stronger
impetus for equipment investment. As in the autumn,
assuming that the overall monetary stance remains
accommodative, market expectations of a steepening
yield curve should only have a limited negative impact
on investment. Furthermore, the Investment Plan
for Europe is expected to boost investment through
improved access to finance.

The strengthening external environment creates scope for
European exports to perform even better than expected at
the end of 2017. This is consistent with surveys showing an
improvement in export order book expectations over the
last few months. Despite the euro’s appreciation, euro area
export growth is expected to remain robust with imports
following their historical elasticity to final demand. Overall,
euro area GDP is forecast to continue growing in 2018
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at broadly the same pace as in 2017 (2.3%), before
moderating to 2.0% in 2019. The expected gradual
withdrawal of policy stimulus, the uncertainty around
the Brexit transition agreement and the emergence of
supply-side constraints are set to weigh on economic
activity. The expected slowing of economic growth in 2019
is also consistent with a gradual convergence of actual
growth towards potential growth in the medium term.

In the first three quarters of 2017, the euro area’s labour
market improved further amid a solid economic expansion.
Employment rose by 0.4% quarter-on-quarter in 2017-Q3,
resulting in an annual increase of 1.6%.

The number of employed persons currently stands at the
highest level ever recorded. Yet the number of total hours
worked in the economy remains below its pre-crisis level
(by 3%) despite continuing to rise in line with job creation.
This reflects the change in the composition of employment
towards a higher share of part-time employment but also
suggests that labour resources remain underutilised.
Involuntary part-time work - though diminishing - remains
high. In November 2017, the unemployment rate in
the euro area stood at 8.7%, its lowest level since
January 2009. The fall in unemployment has continued
to be stronger than suggested by the pace of economic
expansion. Labour market conditions have improved across
all Member States. Though significant differences remain,
such improvements are reflected in a lower dispersion of
unemployment rates.

Although it continues to fall, long-term unemployment
remains above its pre-crisis level. Survey indicators of
firm’s employment expectations are consistent with
continued job creation in the fourth quarter of last year
and in the period ahead, with the unemployment rate
set to continue falling. In January, hiring intentions in
the manufacturing sector stood close to a 30-year high
and are at their highest since early 2001 in the services
sector. At the same time, there are growing signs of
labour shortages in some Member States and sectors,
implying that employment growth is set to moderate
over the forecast horizon. Both in the industry and
services sectors, the percentage of firms mentioning
labour as a factor limiting production has been
increasing, particularly over the past two years.

Despite the impact of higher energy prices, euro area
inflation remained subdued in the fourth quarter of 2017,
with headline inflation softening to 1.4% in December from
1.5%in November. Average inflationinthe fourth quarter
stood at 1.4%. This could be attributed to special factors
within services inflation related to transport, packaged
holidays and accommodation components which declined
strongly. At the same time, non-energy industrial goods
inflation remained broadly flat, whereas food price inflation
increased notably in the last quarter of the year. The impact
of energy inflation was positive given the increase in ail
prices, although this was partly offset by base effects. Mostly
as a result of slowing services inflation, core inflation -
which excludes volatile energy and unprocessed food prices
- remained subdued at 1.1% throughout the fourth quarter,
down from 1.3% in the preceding quarter. That coreinflation
remains subdued mostly reflects the lagged negative impact
of a prolonged period of low inflation dragged by the past
collapse in oil prices, and weak wage dynamics related to,
among other things, labour market slack.

Indeed, considering the sustained improvement
in the labour market, wage growth has remained
unusually contained. The annual growth of both nominal
compensation per employee and negotiated wages stood
stable in 2017-Q3 compared to the preceding quarter (at
+1.7% and +1.5%, respectively), whereas hourly labour cost
growth slipped to +1.6% (+1.8% in 2017-Q2). Overall, annual
unit labour cost growth remained muted in the third quarter
of the year, reflecting a cyclical improvement in productivity
and moderate growth in compensation per employee.

Allthesefactorsaresetto change course asthe synchronised
upswings in economic activity and oil prices are expected to
exert a positive impact in both 2018 and 2019. Their effect,
however, is expected to be muted somewhat by the euro’s
higher effective exchange rate.
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Brief overview of the most relevant markets in a timber product perspective.

1.2 Japan?

Growth is estimated to have picked up to about 1.8%
in 2017, aided by stronger international trade and fiscal
stimulus. Although fiscal consolidation is set to resume in
2018, growth is projected to remain close to 1.2-1.4% in
2018 and 1-0.9% 2019, as export growth remains robust.
Employment is projected to peak in 2018 as the decline in
the working-age population accelerates. Sustained above-
potential growth will boost inflation to 1% in 2018 and
around 1% per cent in 2019 (excluding the impact of the
increase in the consumption tax rate).

The Bank of Japan should maintain its expansionary
monetary policy until the 2% inflation target is achieved.
Structuralreforms, including measures toimprove corporate
governance, facilitate the exit of non-viable firms and raise
productivity in small firms, are key. Increasing female
employment by expanding childcare and improving work-
life balance is also essential to boost growth and help put
the government debt ratio on a downward trend. In contrast
to household and corporate debt, government debt, which
has surpassed 220% of GDP, the highest ever recorded in the
OECD area, poses a serious risk.

1.3 China?

Growth has strengthened somewhat in 2017, driven by
services and some strategic industries, but is projected to
soften in 2018-19, as exports decelerate. Industrial production
growth has been picking up and profits have improved on the
back of higher producer prices. The share of processing trade
is declining but demand for services, in particular on account
of tourism and foreign intellectual property, will remain high.
Exports will slow somewhat but remain robust, making for a
stable current account surplus. Infrastructure investment will
also remain strong, notably to meet the targets of regional
development initiatives. Housing investment will slow
somewhat following a series of measures to restrict demand.

The monetary policy stance will continue to be neutral
with a tightening bias even though selective easing will

The debt burden is limited at present by negative interest
rates on government bonds of less than ten years maturity,
as a result of purchases by the Bank of Japan, which
now owns 41% of the outstanding stock of government
bonds. Achieving fiscal sustainability requires measures
to durably strengthen economic growth and a more
detailed consolidation path, including gradual hikes in
the consumption tax rate and measures to control social
spending in the face of rapid population ageing.

As hinted above, growth is expected to slow as fiscal
consolidation resumes in 2018. The primary deficit is
projected to fall to around 34 per cent of GDP in 2019.
Wages are projected to continue rising gradually in the face
of further labour market tightening, thus sustaining private
consumption, although its path in 2019 will be volatile due
to the consumption tax hike. Strong demand from other
Asian countries is expected to support export growth.

be implemented to improve access by small businesses
and agriculture to credit. Attention is increasingly shifting
towards enhancing financial stability as capital outflows
moderate and the exchange rate is stabilised. Fiscal
policy will remain supportive with the launch of multiple
large-scale infrastructure projects, but public spending
on education, health and social policies deserves greater
emphasis.

Shadow banking is being reined in, but bank lending
continues to grow unabated, increasing the probability of
future bad loans. Corporate debt has stabilised relative to
GDP ata high level, but household debt is rising, though from
avery low base. House price increases have moderated, but
prices remain high in several large cities. Banking sector

1 Theinformation in this chapter has been taken from the OECD Economic Forecast for Japan
2 Theinformation in this chapter has been taken from the OECD Economic Forecast for China
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stability is being strengthened by new prudential measures
discouraging interbank lending. The cut in compulsory
reserve ratios for banks that lend for inclusive purposes,
such as agriculture and small businesses, is expected to
boost those banks’ profits.

As hinted above, GDP growth is projected to edge down over
the next two years as exports and investment moderate, but
will remain strong. The Belt and Road Initiative will continue
to boost trade and investment ties with participating
countries. Restrictions on house purchases and sales as
well as on mortgage lending have started to impact the

1.4 Russia®

Economic growth is projected to continue its moderate
pace. Assumed stable oil prices, better business sentiment
and improved credit conditions will support investment and
consumption. Unemployment will remain low, but inflation
will decline further on the back of sluggish demand and low
import prices. However, low productivity, a shrinking workforce,
a relatively strong rouble and international sanctions weigh on
the outlook. Income inequality and poverty remain high.

The central bank has space for further easing. The new fiscal
rule will reduce budgetary volatility stemming from oil price
fluctuations. The announced fiscal tightening is projected
to be gradual. This should limit the impact on growth and
inequality, but there is scope for more spending, especially
to raise growth and well-being. A higher VAT rate and
lower labour taxes would reduce informality and improve
productivity. Energy sector tax reform would help increase
revenue, and fund infrastructure investment.

Household borrowing has picked up in line with the
economic recovery, while corporate borrowing is sluggish.

1.5 USA*

The economic expansionis projected to continuein 2018
and 2019. Buoyant asset prices and strong business and
consumer confidence will support consumption and
investment growth. The impact of slowing employment
growth on consumption will be partly offset by wage

housing market, but prices will remain elevated as long
as supply is constrained. This is reflected in the steady
rise of land area auctioned notwithstanding moderating
house prices and sales. Still robust housing price increases
will keep residential investment relatively strong, absent
alternative investment opportunities with comparable
returns. Employment creation, aided by exemptions from
user charges and taxes as well as by subsidised loans for
entrepreneurs, will support consumption growth. However,
without structural reforms to reduce precautionary saving,
such as the provision of a better social safety net and higher-
quality public services, rebalancing will advance only slowly.

Better domestic and external conditions have decreased
both rouble and foreign-denominated overdue loans. The
high loan-to-income ratio among households with low
incomes could pose a vulnerability. The central bank should
actively use macro-prudential tools. The central bank’s
takeover of two major private banks in mid-2017 helped
maintain stability, but increased the already large state
influence in the banking sector.

As hinted above, growth is expected to be around 2% in
2018 and 1.5% in 2019. Investment will continue to recover
but at a slower pace. High real interest rates will continue to
boost capital inflows. Household consumption willincrease,
backed by real income growth and improved access to
credit. Fiscal consolidation will weigh on GDP growth. The
strong rouble bears on competitiveness and the growth
of non-oil exports. Higher domestic demand will translate
into stronger import growth. Real incomes will increase
and poverty will decline; however, the share of vulnerable
households will remain high.

growth acceleration as the labour market tightens
further.

Fiscal policy is projected to become more supportive
in 2018 as measures are assumed to be introduced

3 Theinformation in this chapter has been taken from the OECD Economic Forecast for Russia
4 Theinformation in this chapter has been taken from the OECD Economic Forecast for the United States
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lowering tax rates on corporate and personal income and
stimulating investment and consumption. At a time when
unemployment is atits lowest level since 2000, the assumed
fiscal boost will also contribute to further wage growth,
thereby providing the conditions for monetary policy to
continue normalising gradually. Policies to help people
return to employment would underpin stronger growth of
activity while reducing inequalities. Deregulation and tax
reform would support stronger investment and help lift
productivity.

Financial stability has strengthened since the crisis and
regulatory oversight has improved considerably, but
vulnerabilities have emerged during the extended period of
exceptional monetary easing. In particular, asset prices are
elevated, and high leverage exposes the corporate sector to
shocks. House prices exceed pre-crisis levels in several big
cities. Although regulatory oversight imposes a burden on

1.6 Exchange Rates

The exchange rate between two currencies is an important
driver of trade. Other things being equal, a strong currency
in country A (relative to trade partners) will favour importers
of country A, while a weak currency in country A will favour
exporters of country A.

Exchange rate fluctuations thus affect trade and industries,
and the European sawmill industry is no exception to this. It
is therefore useful to include an overview of exchange rates
in this chapter.

some financial firms, reforms to minimise these burdens
need to ensure that vulnerabilities are not allowed to build
up further.

As hinted above, GDP growth is projected to increase
temporarily in 2018 due to the tax reform. Household
spending remains robust although slowing labour force
growth will gradually constrain consumption in 2019.
Accelerating wage growth, as the labour market tightens
further, is projected to support real disposable income.
In addition, the fiscal measures introduced in 2018 will
underpin higher wages as well. Higher wage growth will
create stronger inflationary pressures which will allow
monetary policy to continue reducing accommodation.
The tax measures will buttress business investment. The
widespread improvements in external demand strengthen
export growth, even though this is largely offset by higher
imports of investment goods.

In the figures below, we provide the exchange rate of the
EUR vs various currencies over the last two years (data
updated in April 2018).

The euro vis-a-vis the US dollar has appreciated in 2017 and
remained overall stable at the beginning of 2018. Over the
last two years the USD was at its strongest (vs the EUR) in
December 2016 when 1 euro=1.04 dollar and at its weakest
in February 2018 when 1 euro=1.25 dollar.

© Shutterstock
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Source: European Central Bank, 2018

Until September 2017 the euro appreciated against the pound sterling, but over the last seven months the exchange rate has
beenin the range of 1 euro=GBP 0.87 and 1 euro=GBD 0.90. Over the last two years the GBP was at its strongest (vs the EUR) in
May 2016 when 1 euro=0.76 GBP and at its weakest in August 2017 when 1 euro=0.96 GBP. In those days the euro hit an 8-year
high vs the GBP.

Source: European Central Bank, 2018

From the end of 2016 until summer 2017, the euro appreciated against the Chinese yuan, but over the last few months there
has been an irregular downward trend, pointing to a slight depreciation. Over the last two years the CNY was at its strongest
(vs the EUR) in December 2016 when 1 euro=7.21 CNY and at its weakest in August 2017 when 1 euro=7.98 CNY.
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Source: European Central Bank, 2018

From the end of 2016 until February 2018, the euro appreciated against the Japanese yen, but over the last two months, there
was a depreciation. Over the last two years the JPY was at its strongest (vs the EUR) in April 2016 when 1 euro=116 JPY and at
its weakest in February 2018 when 1 euro=137 JPY.

Source: European Central Bank, 2018

The euro has been appreciating against the Swedish krona since summer 2017. In April 2018 the euro was at its strongest level
vs the krona since 2010 (1 euro=10.3 SEK).
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Source: European Central Bank, 2018

As a result of geopolitical tensions, over the last few years the rouble has been very volatile. The euro has been appreciating
against the Russian rouble since summer 2017, after a period of depreciation which followed a massive appreciation between
2014 and beginning of 2016. In April 2018 as a result of fresh sanctions, the rouble sharply weakened.

Source: European Central Bank, 2018

When the Egyptian authorities stopped controlling the value of the Egyptian pound in November 2016, the pound lost 50%
of its value vs the euro. The euro has kept appreciating ever since, though in 2018 the exchange rate seems to have stabilized
at slightly less than 1 euro=22 EGP.



EOS ANNUAL REPORT

10 Apr 2004 DO0DLTE - 10 Apw 2078 1415 UTC - EURYEGP cleseM BASTT low 9.565204
high 22.08047

1Zh
25
1D
AN b -'"'_. B TV
Iu L] [l e ___I"" ""'-L_’.-.ﬁ- -
| et e Pl M
| F
15 1Y
10 _
e o 5y
10v
5
2017 2018

Source: www.xe.com

© Shutterstock



EOS ANNUAL REPORT

China’s import of softwood lumber reaching new record level

China - Softwood lumber

In several countries import of softwood lumber is
significantly below the pre-financial crisis level. Import
in EU 2017 was nearly 10 million m? lower which means
20% below the level 10 years ago and in the U.S. the
level was 7 million m* or 16% lower. China as a softwood
lumber importer certainly has saved the lumber market.
Softwood lumber import in China in 2017 amounted
to 25 million m® which means an increase of more
than 800% or 22 million m* compared to 2007. During
January-February 2018 the import is running at the
same level as a year ago and the seasonally adjusted
trend lines for import from Russia and Canada have
entered a slower phase. Import from Europe is increasing
rapidly (figure 1). A growing population and massive
migration are the main factors for healthy softwood
lumber consumption and will support a higher demand

Table 1: China’s import of softwood lumber
(1000 m?)

i 2017/2016
Russia £ 14 124 11678 +21%
Canada 4972 5059 -2%
Europe 3088 1882 +64%
(excl. Russia) : :
Chile 715 72 1%
us. 697 696
New Zealand 441 380 +16%
Other 959 631 +529%
Total 24996 21098 +18%

Source: Chinese Customs

for lumber. The furniture industry is also an important
consumer of softwood lumber with a positive forecast.
We can also add a growing interest in using lumber as a
nature friendly material.
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Russia is the main supplier and delivered 14.1 million m?
in 2017 (+21% compared to 2016). This means a market
share of 57%. Second largest supplier was Canada with
a total export of 5.0 million m* (-2%). However, the rapid
increase from continental Europe (+64%) is worth noting
(table 1).

As can be seen in figure 1 Russia totally dominates as a
supplier with a monthly export of about 1.2 million m3.
Six years ago, Canada was the main supplier. At that
time U.S. lumber consumption was very low due to
the housing market crash which lowered the import of
lumber. The seasonally adjusted trend line for import
from Canada is decreasing. A big issue is of course the
wide-ranging lumber trade dispute against the United
States. In the beginning of this year Canada took the case
to WTO (World Trade Organization) and it remains to be
seen how and when this dispute will reach a solution.

The trend line for continental Europe has increased
continuously since the beginning of 2016. Import from
continental Europe is rapidly approaching the monthly
figure for Canada.

Finnish exportto Chinaincreased by 84%to 1.7 million m?
in 2017 (compared to 2016) and China became the largest
market for Finnish [umber. Shipments from Sweden

Table 2: China’s import of softwood lumber
from main European exporters (1 000 m?)

2017 |

2017/2016

Finland 1683 : 913 | +84%
Sweden 896 684 +31%
Germany 205 178 +15%
Ukraine 123 32 +284%
Latvia 94 42 +124%
Austria 87 33 +164%
Total 3088 1882 +64%

Source: Chinese Customs

and Germany increased by 31% and 15% respectively.
However, other European exporters — Ukraine, Latvia and
Austria increased the export at a very high rate.

The rapidly increasing import in China is of course closely
linked to the construction sector where residential
buildings is the main sector, but it is also connected
to a strong demand for furniture and other further
processed goods. Also, in 2017 the amount of sold
housing surpassed the amount of started housing (figure
3). Hence the stock of unsold housing decreased further
which is important to stabilize the building industry in
the long term. Housing prices in major cities have been
quite stable in 2017, but we see signs of falling prices.
China’s President Xi Jinping recently said that “housing
is for living and not for speculation”. Credit is now tighter
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Figure 3:

CHINA residential buildings, started & sold
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and increased down-payment is required and to that we
can add restrictions on home purchases, so it remains to
be seen which influence it will have on the market.
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China - Softwood logs

Total import of softwood logs in China has increased
during the past ten years, but at a much slower rate than
lumber (figure 4).
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Softwood log import from Russia has changed
dramatically during the last few years with a complete

Figure 5

switch from logs to lumber which is produced at several
newly built sawmills (figure 5).
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Withamuch lowerimport of logs from Russia, import from
New Zealand is increasing rapidly to a new record level.
Log prices in New Zealand have increased significantly
and reached new record levels. Local sawmills in New
Zealand are now reporting shortage of sawlogs. It’s also

walion; Fab

a steady increase from Australia while import from U.S.
and Canada are quite stable. With growing demand of
softwood lumber in the U.S. and lumber prices at record-
high leve, it’s likely that import from North America will
enter a falling trend (figure 6).
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Southeast Asia (excl. China and Japan) -
Softwood lumber

In Southeast Asia; China and Japan are the main
importers, but many other countries in the region are
increasing their import of softwood lumber rapidly.

Figure 7:

Import from Europe and North America were in 2017 and
beginning of 2018 running at a monthly average level of
over 300,000 m?, compared to 100,000 m?*in 2007 (figure
7). Import increased by 13% in 2017 to 3.7 million m?
(compared to 2016).
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As can be seen in figure 8 European exporters also gain
market shares in this region. The market share for Europe
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Strong growing economies and increasing construction
support a steady increase in import, but significant
volumes are also imported to make furniture, plywood
etc. Like in many other countries there is also a growing
interest in lumber as eco-friendly material. In the
beginning of 2018 an official report has been published
in South Korea saying that wood construction should
be recommended to ensure safety of people living in
earthquake areas. Total number of housing building
permits in South Korea is running at a high level and will
support softwood lumber consumption the next coming
years.

Figure 9:

In India the lumber market has been totally dominated
by hardwood, but a growing shortage of hardwood is
also supporting demand of softwood lumber. As regards
construction in India the forecast is very bright, and the
government will support housing and infrastructure. As
in China demand for housing is also supported by a rapid
urbanization.

South Korea is the main importer when we analyze the
import from Europe and North America followed by
Taiwan and India (figure 9).
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It's worth mentioning that all countries in the area
increased the import of softwood lumber from Europe
and North America in 2017 (compared to 2016). Import
in India increased by 44% and had the largest increase
in 2017 (table 3). It is also worth noting that Pakistan’s
import in 2017 is running at a level ten times higher than
ten years ago.

Canada is the main supplier to the region and the import
increased by 2% in 2017 (compared to 2016) while the
import from Europe (incl. Russia) increased by 17%. The
import from U.S. increased by 30%. As can be seen in
table 4 all leading European softwood lumber producers
increased the export to the area. Germany is the second

Table 3: The Southeast Asian (China and
Japan excluded) import of softwood lumber
(1 000m?3) from Europe (leading exporters) and
North America

2017/2016

Importer

South Korea 1409 1287 +9%
Taiwan 685 624 +10%
India 508 352 +44%
Pakistan 506 467 +8%
Philippines 405 387 +5%
Vietnam 125 118 +6%
Thailand 78 66 +18%
Total 3716 : 3301 +13%

Source: Eurostat, Russian Customs, USDA, Statistics Canada
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largest exporter and increased the volume by 11% in  Table 4: Southeast Asia’s (China and Japan
2017. Russia is no 3 as exporter and increased by 8%. excluded) import of softwood lumber

(1 000 m?®) from Europe (leading exporters)
With a rather slow increase in European softwood lumber and North America

consumption and import it’s of greatest importance that Exporter E 2017 E 2016 E 20172016

Asia will consume large volumes of softwood lumber. Canada 1204 1180 2%
That will be supported by rapidly growing economies Germany 570 514 | +11%
and heavy investments in the construction sector. To Russia IS 443 ; +8%
that we can add that lumber is a nature friendly material usS. e e 0%
. .. . i : : : 0
consuming carbon dioxide when growing, Carbon Baltics . S +20%
- — . Sweden 262 : 219 ¢ +20%
dioxide emissions are the most important cause of global ’
. Austria-Slovenia : 238 : 197 ¢ +21%
warming.
Finland 213 134 +59%
Romania 76 75 +1%
Jenny Wessung, CEO Total 3716 3301 : +13%

Woodstat AB
jenny.wessung@woodstat.com

Source: Eurostat, Russian Customs, USDA, Statistics Canada

www.woodstat.com

EOS expresses gratitude to Mrs Wessung for her precious contribution to the EOS Annual Report 2017/2018.
Woodstar

Woodstat helps you who work with softwood to know what happens on the market worldwide. Our aim is to help you
make better decisions for your company. To do this we publish around 400 newsletters each year and offer a charts
collection online with the latest statistics covering the softwood lumber market worldwide. Our aim is to provide our
customers the latest statistics — detailed and relevant.

© Shutterstock
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EOS expresses gratitude to Ms Isabelle Brose, Sustainability and Economic Affairs Manager of CEI-Bois, for her kind contribution

to this EOS Annual Report Chapter.

2.1 Introduction

Since 1990, NACE (Nomenclature of Economic Activities in
the European Community) provides a harmonised statistical
classification of economicactivitiesinthe EU. Contrary to the
Combined Nomenclature (CN) and the Harmonised System
(HS), providing a classification according to trade, the NACE
system classifies economic activities in terms of production
corresponding tothe nature of goods and services produced
or by the nature of the production process used. Several
small modifications to the classification system were carried
out since 1990. However, in 2007, the system was submitted
to radical changes.

It is important to note that the NACE category for wood and
products of wood and cork (NACE 16) consists of two categories:

Table 2.1: The NACE classification system

one for sawmilling and planing of wood (NACE 16.1) and one
for the remaining wood products (NACE 16.2). Within this last
category, the sub-category “Manufacture of veneer sheets and
wood-based panels” (NACE 16.21) consists of:

veneer sheets thin enough to be used for veneering,

making plywood or other purposes: smoothed, dyed,

coated, impregnated, reinforced (with paper or fabric

backing) or made in the form of motifs;

plywood, veneer panels and similar laminated wood

boards and sheets;

OSB and other particleboard;

MDF and other fibreboard;

densified wood;

glue laminated wood, laminated veneer wood.

NACE Code (new) E Definition

16 : Manufacture of wood and of products of wood and cork, except furniture; manufacture of articles of straw and plaiting materials
16.1 Sawmilling and planing of wood
16.2 Manufacture of products of wood, cork, straw and plaiting materials
. 16.21 Manufacture of veneer sheets and wood-based panels
16.22 Manufacture of assembled parquet floors
16.23 Manufacture of other builders’ carpentry and joinery
16.24 Manufacture of wooden containers
16.29 Manufacture of other products of wood; manufacture of articles of cork, straw and plaiting materials
31 Manufacture of furniture
31.01 Manufacture of shop- and office furniture
31.02 Manufacture of kitchen furniture
31.03 Manufacture of mattresses
31.09 Manufacture of other furniture

Source: Eurostat
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Unfortunately, Eurostat is not able to provide up-to-date
information on the activities within the woodworking and
the furniture industries in many countries on 3-digit level.

When analysing the figures, it should keept in mind that
most national statistical systems tend to underestimate
the figures for small and medium-sized industrial sectors.
This is clearly the case for the woodworking industries.
The underestimation is particularly important for the
employment figures, since the official statistics often
only cover enterprises with at least 20 persons employed
whereas the woodworking industries is a typical SME sector.

2.2 Production

The total production value of the woodworking industries in
the European Union (EU) peaked in 2007 at 237 billion EUR
before falling under 190 billion EUR in 2008 and 2009 as a
result of the global economic crisis. The production value
upturned in 2010 and grew further in 2011 but dropped

A last comment relates to the production data of the
furniture industry as declared by Eurostat and the data
published in chapter 4.2 as reported by CSIL. Since CSIL
only takes into account the furniture industry stricto-sensu,
several products like mattresses, seats for automobiles and
aircrafts are not included in its overview, which results in
a much lower figure. In addition, the CSIL production data
are not only based on official statistics, but also on several
other sources such as international trade associations and
internal databases.

againin 2012 and 2013 when it reached again a level below
the 200 billion EUR threshold. In 2014, the production value
upturned once again and continued to grow. In 2016, it
increased by 0.7% and amounted to more than 221 billion
EUR.

Table 2.2: Production in the woodworking industry in million EUR, 2012-2016 (NACE 16 & 31)

Production

(excl VAT)

16.1 £ 33230 : 32901 35333 35495 i 34371 £ 34% £ 23,00
16.2 £ 80.820 {79212 f 83137 | 86685 86137 669 Eo6%
Subtotal 16 £ 114.050 112203 £ 118470 122180 120508 7% Ry
31 80355 Lgr73 L2118 Loran ! 100580 L 126% F 30
Total16+31 203.405 199935 210589  210.497 - 221.088 C8,7% C0,7%

Source: Eurostat

In 2016, the production value of sawmill products (NACE 16.1)
decreased by 3.2%. The value of other woodworking products
(NACE 16.2) also decreased but to a lesser extent by 0.6%.

Consequently, the woodworking industries stricto sensu
(NACE 16) declined by 1.4%. On the contrary, the production
value in the furniture sector (NACE 31) increased by 3.4%.

Figure 2.1: Production 2016 - Relative importance of the sub-sectors

B Sawmilling ard planing of wood

155% MACE 15.1)

» Manufacture of products of seood,
oork, straw and paiting materials
INACE 15.2)

) » Fmiture [MACE 31)
,0%

Source: Eurostat
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Thanks to its new increase of activity in 2016, the share of
the furniture sector (NACE 31) rose to 45.5% while other
woodworking industries (NACE 16.2) represented 39% of

Production per Country

the production and the sawmilling and planing of wood
(NACE 16.1) 15.5%.

Figure 2.2: Production 2016 - Relative importance of the EU Member States (NACE 16 and 31)

Bk

Source: Eurostat

Within the overall woodworking industries, Germany
consolidated further its leading position thanks to a slightly
but constantly increasing production value (+1.1%) which
exceeded 46 billion EUR in 2016. Italy consolidated also
and even reinforced its second position, with an increase
by 4.7% of its production value, while the United Kingdom,
despite a decrease by 7% of its production value, kept its
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third position on the podium of the largest contributors
to the production value of the woodworking industries in
Europe. France, Poland, Sweden and Austria followed with
a production value above 10 billion EUR each. In 2016,
French and Swedish production dropped further by 2.7%
and 4.3% respectively, while Polish and Austrian production
increased by 1.1% and 3.8%.
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Production

(excl VAT)

Austria 10.404 10.288 10.299
Belgium 5.216 5.114 5.291
Bulgaria 813 844 898
Croatia 872 933 1011
Cyprus 187 134 128
Czech Republic 4.468 4.276 4.293
Denmark 3.334 3.193 3.214
Estonia 1.759 1.973 2.198
Finland 6.552 6.502 6.392
France . 17.637 17.264 18.556
Germany 43.158 42.643 43.824
Greece 961 699 702
Hungary 1.218 1.224 1.327
Ireland 1.275 1.310 1.464
Italy 34.178 32.680 33.093
Latvia 1.873 2.041 2.198
Lithuania 1.965 2.082 2.446
Luxembourg 213 209 207
Malta 47 51 56
Poland : 13.332 14.269 15.938
Portugal 3.778 3.791 4.081
Romania 4.161 4.482 4.730
Slovakia 1.506 1.514 1.955
Slovenia 951 922 997
Spain . 10.590 9.494 9.857
Sweden : 11.885 11.362 11.783
The Netherlands 5.542 5.119 5.319
United Kingdom : 15.533 15.523 18.330
EU 28 203.405 199.935

Source: Eurostat

Compared to 2015, the strongest growth rates of production
valuehave beenrecordedin Cyprus (+6.8%), the Netherlands
(+6.2%), Latvia (+5.9%), Greece (+5.7%), Slovenia and
Hungary (+5% each). It worth noting that these increases are
significantly lower than the two-digit ones observed in 2015
compared to 2014. On the other hand, Slovakia (-11.4%)
and the UK (-7%) showed the most important decreases in
production value in the EU in 2016.

The production value of the woodworking industries stricto
sensu for the 28 countries of the EU fell by 1.4% in 2016.

210.589 :

6,0% 3,8%

10623 :
5354 5324 21% -0,6%
963 : 21,4% 2,5%
1.087 1.200 37,6% 10,4%
128 137 -26,8% 6,8%
4538 4734 | 6,0% 4,3%
3324 3477 4,3% 4,6%
2.359 : 40,2% 4,5%
6.258 -1,4% 3,3%
18.062 -0,4% -2,7%
45.778 7,2% 1,1%
716 -21,2% 5,7%
1475 27,1% 5,0%
1.503 16,8% -0,9%
33.702 : 3,2% 47%
219 2324 24,1% 5,9%
2.527 2592 31,9% 2,6%
211 211 -0,9% -0,3%
56 58 24.29% 2,8%
17.064 17.252 29,4% 1,1%
4381 4382 16,0% 0,0%
4879 4.890 17,5% 0,2%
2,084 1.846 22,6% -11,4%
1.049 1.101 15,8% 5,0%
10.631 : 1,7% 1,3%
11.548 -7,0% -4,3%
5.803 11,2% 6,2%
21.200 19.706 26,9% -7,0%
219.497 221.088 8,7% 0,7%

Nevertheless, it still exceeded 120 billion EUR compared to a
little more than 100 billion EUR in 2009, although it remains
below the peak level of 2008 which exceeded 125 billion EUR.
Cyprus (+8.9%), Croatia (+7.4%), The Netherlands (+6.4%),
Latvia (+6.2%) and Hungary (+5.5%) experienced the highest
increases in production value while Slovakia (-16.3%), the UK
(-7.5%) and Sweden (-6.9%) showed the largest decreases
in 2016. Germany, Italy and France, which took back its third
position on the podium from the UK, make up the top three
of the largest contributors to the woodworking industries
stricto sensu production value in Europe.
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Table 2.4: Production value per EU Member State in million EUR — wood industry stricto-sensu, 2012-2016

Production

(excl VAT) : : :

Austria 7.491 7.443 7.45 7.756 8.016 7,0% 3,4%
Belgium 3.090 2.942 3.101 3.165 3.144 1,7% -0,7%
Bulgaria 392 416 : 480 475 21,1% -1,0%
Croatia 517 593 677 714 767 48,4% 7,4%
Cyprus 133 89 86 88 96 -27,9% 8,9%
Czech Republic 3.171 3.045 3.043 3.204 3.293 3,8% 2,8%
Denmark 1.527 1.438 1471 1.483 1.532 0,3% 3,3%
Estonia 1.361 1.554 : 1.867 1.943 42,8% 4,0%
Finland 5.465 5.466 5258 5414 -0,9% 3,0%
France 10.993 10.579 11.059 10.879 -1,0% -1,6%
Germany 22.641 23.406 24.158 25.116 24.220 7,0% -3,6%
Greece 434 309 290 311 316 -27,2% 1,8%
Hungary 674 682 752 826 872 29,3% 55%
Ireland 773 738 . 903 890 15,1% -1,4%
Italy 14.639 13.224 : 12.713 13.156 -10,1% 3,5%
Latvia 1.680 1.829 1.964 1.957 2.079 23,7% 6,2%
Lithuania 832 902 1.070 1.114 1.136 36,5% 2,0%
Luxembourg 196 192 190 195 195 0,0% 0,0%
Malta 11 10 13 8 8 -27,9% 0,0%
Poland 6.682 6.944 : 8.055 1776 16,4% -3,5%
Portugal 2.546 2.506 2.681 2.854 2.800 9,9% -1,9%
Romania 2.646 2.851 2.945 2.980 2.857 8,0% -4,1%
Slovakia 813 804 1.150 1.218 1.019 25,4% -16,3%
Slovenia 607 610 : 693 717 18,1% 3,4%
Spain 5483 4.999 5.887 5.888 7,4% 0,0%
Sweden 8.999 8.584 8.931 8.316 -7,6% -6,9%
The Netherlands 2.418 2.208 : 2.587 2.751 13,8% 6,4%
United Kingdom 7.836 7.842 9.405 10.760 9.956 27,1% -7,5%
EU 28 114.050 112.203 118.470 122.180 120.508 5,7% -1,4%

Source: CEI-Bois calculations & Eurostat

The European furniture industry realised a total production billion EUR threshold. Luxembourg (-7.1%), the UK (-6.6%),
value over the 100 billion EUR threshold in 2016 (+3.4%). Slovakia and France (-4.5% each) experienced the largest
Despite this furtherincrease in production, the level was still drops of production value in the furniture industry in 2016.
below the 2007 and 2008 peaks, which exceeded 110 billion On the other hand, Croatia (+16.3%), Greece (+8.7%), Czech
EUR. The Italian production value, which increased further Republic (+8.1%), Slovenia (+8.1%) and Romania (+7%)
by 5.4%, remained slightly above the German production showed the most important increases.

value which grew once again by 6.8%. Both exceeded the 22
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Production
(excl VAT)

Austria 2913 2.845 2.845 2.867 34% 51%

Belgium 2125 2173 2190 2189 2.180 26% -0,4%

Bulgaria 41 428 458 483 21,6% 6,1%
Croatia 355 340 334 373 433 21,9% 16,3%
Cyprus 54 45 43 40 ¢ 41 -24,2% 2,0%

Czech Republic 1297 1232 1.250 1334 1442 11,2% 81%

Denmark 1.807 1754 1744 1841 1.946 7,7% 5,7%

Estonia 398 419 434 492 31,4% 6,2%

Finland 1.087 1.036 1.006 : 1.000 1.049 -3,4% 4,9%

France 6.644 : 6.685 : 7.004 7.003 0,7% -4,5%

Germany 20518 19237 19.666 : 20,662 22,057 7,5% 6,8%

Greece 526 390 413 406 441 -162% 8,7%

Hungary 544 543 575 648 24,5% 4,4%

Ireland 502 571 612 600 19,5% 0,0%

Italy 19.540 19.456 20.101 20.989 132% 54%
Latvia 192 212 233 239 246 27,9% 2,8%
Lithuania 1.133 1.181 1.377 1413 1.456 28,5% 3,1%
Luxembourg 17 17 18 17 16 -7,1% -7,1%

Malta 36 e 44 48 40,4% 3,3%

Poland 6.649 : 7325 8251 9.009 42,5% 5,.2%

Portugal 1231 1284 1400 1527 1582 28,5% 36%

Romania 1516 1631 1785 1.900 2033 34,2% 7,0%
Slovakia 693 : 711 805 866 827 19,3% -4,5%

Slovenia 344 312 351 355 384 11,8% 81%

Spain 5107 4,495 4569 4743 4,5% 2,8%

Sweden 2.887 2778 2619 ! 2617 2741 5,0% 47%

The Netherlands 3124 ¢ 2011 : 2978 3216 : 341 9,2% : 6,1%
United Kingdom 7697 7681 8925 10440 9.749 267% : -6,6%
EU 28 89.355 87.733 : 92.118 : 97.317 100.580 : 12,6% 3,4%

Source: Eurostat

2.3 Extra-EU Imports

This chapter monitors the trade flows of the 28 Member Thetotal EU-28 imports of woodworking products exceeded

States of the EU. Only extra-EU trade is taken into account 34 billion EUR in 2016, reflecting an increase of 2.8%

due to a lack of reliable figures for trade between the compared to 2015. The furniture industry experienced the

28 members of the EU, although these flows are most largest increase of imports (+3.5%), followed by the imports

important in absolute terms. of the sawmill industry (+2.2%) (NACE 16.1), while imports
of other woodworking products stricto sensu rose by 0.2%
only (NACE 16.2).
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Table 2.6: Extra-EU imports in million EUR, 2012-2016

NACE code E 2012 | 208 | 204 | 2005 | 2016 | 16/12 | 16/15

16.1 2929 2.884 : 3.162
16.2 4755 | 4476 | 5029 |
1621 1607 1589 1830
1622 4a7 | 383 | 42
1623 561 ; 504 | 520k
1624} 189 207 | 268 |
1629 1951 ; 1793 ; 1987
Subtotal 16 7684 7360 | 8.191 i
31 19331 ; 18572 20963 ;
Total16+31 27.015 25.932 :

Source: Eurostat

While the imports of packaging (NACE 16.24) and
wood flooring (NACE 16.22) decreased by 3% and 6.4%
respectively, the imports of the other sub-sectors grew,
especially other builders’ carpentry and joinery (NACE
16.23) which increased by 3.6%.

29.154 :

3434 3511 19,9% 2,2%
5690 5702 19,9% : 0.2%
2017 2035 26,6% 09%
451 oy 56% -6,4%
637 ; 660 : 176% 36%
361 | 350 | 85,20 | -3,0%
2204 2235 146% 0,5%
9.124 9213 | 19.9% 1,0%
24362 | 25224 30,5% : 3,5%
33.486 34.437 27,5% 2,8%

Furniture (NACE 31) accounted for almost 73% of the extra-
EU imports of woodworking products in 2016. Sawmilling
products (NACE 16.1) accounted for 10% of imports and
other wood products (NACE 16.2) for 17%.

Figure 2.3: Extra-EU Imports 2016 - Relative importance of the NACE sub-sectors

Source: Eurostat

In 2016, China and Russia continued to be the largest Extra-
EU suppliers of wood products to the EU, with market
shares of 20% and 15% respectively. The United States were
the third largest trading partner with a stable market share
of 13%. Imports from American countries such as Brazil

B sawmilling, planing,
impregnation (MACE
16.1)

B Wood-based panels
(NACE 15.21)

w Parguet (NACE 16.22)

» Construction elements
(MACE 18.23)

® Packaging (MACE 16.24)
B Other (MACE 16.29)

and Canada amounted together to approximately 8% of
the market while 7.5% of imports came from Norway and
Switzerland together. 7% came from Ukraine and 5% from
Belarus. Finally, Indonesia accounted for 4% of EU imports.
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Figure 2.4: Extra-EU imports 2016 - Relative importance of main countries of origin
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Source: Eurostat

2.4 Extra-EU Exports

Table 2.7: Extra-EU exports in million EUR, 2012-2016
: 2013 | 2014

NACE code 2012
4860 :

16.1 433 |

16.2 5.262 | 5571 5421
1621 2658 2755 2624
1622 418 444 448
1623 1315 ; 1429 1376 ;
1624} 419 | 530 | 524 |
1629 ; 392 a3 449

Subtotal 16 ' 9,596 10431 10602

31 19.009 20.399 21.104

Total16+31 28.605 30.830 :

Source: Eurostat

The overall value of EU-28 exports of woodworking products
amounted to almost 33 billion EUR in 2016 which was
0.4% less than in 2015. Exports of woodworking products
stricto sensu continued to grow very slowly by 0.2% in
2016, reflecting increases of exports of all sub-sectors, and
especially of wood flooring (NACE 16.22).

Furniture decreased their exports by 0.7% while the value
of sawmilling, planing and impregnation (NACE 16.1)
exports declined by 1.4% (though such figures may be
underestimated).

5% 10%

5181

31.706 :

15% Z0% 25%

5005

5076

155% -1,4%

5599 | 5,604 | §.2% | 1,7%
2601 2670 05% : 1,1%
450 498 | 191% 85%
1424 1434 90% : 0,7%
553 | 560 | 18:8% 2,9%
522 523 33.49% : 0,2%
10675 10699 11,5% 0,.29%
22325 2172 166% : 0,7%
33.000 32.871 14,9% -0,4%

Furniture (NACE 31) accounted for 67.5% of the extra-EU
exports of woodworking products in 2016. Sawmilling
products (NACE 16.1) accounted for a share of 15.2% of
exports and other wood products (NACE 16.2) for a share of
17.3%.
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Figure 2.5: Extra-EU exports 2016 - Relative importance of the NACE sub-sectors

Source: Eurostat

If one does not take transit trade into consideration, the
28 Member States exports outside the EU amounted to
14.9% of their overall production in 2016. The woodworking

2.5 Destination of Exports

In 2016, the EU woodworking industries exported primarily
to Switzerland, China, Norway and Japan which accounted
for shares of 12.9%, 9.9%, 9.7% and 9.5% of extra-EU exports
respectively. USA followed with 9% of the extra-EU exports.

B Sawmilling, planing, impregnatian
{MACE 16.1)

B Wi based panels (NACE 16.21)

B 1% = Pargquat (MACE LE.22)

1.5% » construction aloments [NACE
LE 23]

a44%
F 1% B Packaging (MACE 16, 34)

B Other [NACE 16.29]

# Furpivure [MACE 31

industries stricto sensu exported about 8.9% while the
furniture sector sold 22% of its production outside the EU.

Egypt accounted for 5% while Algeria and Turkey accounted
for 4% and 3% respectively. Finally, Saudi Arabia and
Morocco completed the top ten destinations of extra-EU
exports, from which Russia disappeared.
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