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5 – FACTORS CONTRIBUTING TO THE MARKET DOWNTURN IN TRADE

5.1 – MACROECONOMIC OVERVIEW

One of the most notable trends in the world’s economy over recent decades has been the development of countries in the East Asia region. The economic evolution of these countries has made a substantial impact on trade within the region and has increasingly influenced international trade worldwide, both in terms of exports and of imports. 

The region is very large, includes many countries and extends across equatorial and temperate climates. For the purpose of this timber study, the region is defined as encompassing the more northern countries of China (including Hong Kong Special Administrative Region)*, Japan*, South Korea* and Taiwan Province of China, and the more tropical southern countries Fiji*, Indonesia*, Malaysia*, Papua New Guinea*, Philippines*, Solomon Islands, Thailand*, Cambodia*, Laos, Myanmar* and Vietnam. (*ITTO members). These countries exhibit a wide range of political and economic scenarios and embrace consumer and producer members of ITTO.

It is unwise to make generalised statements about this vast geographic region, which encompasses a variety of nations, differing cultures and histories, with different styles of government, and on different rungs on the ladder of economic development. What, perhaps, the most economically successful share is the presence of strong entrepreneurial imperatives, supportive and enabling government policies for trade and industry, and underlying competitive advantages in world trade arising, in particular, from lower production cost opportunities.

Rapid economic development inevitably creates stresses. Confidence based on success breeds assumptions that the future is sound and that investment and financial risks are small and soon discounted.

As time passes, successful countries face the pressures of fuller employment, higher wages, greater expectations of higher standards of living, and potential weakening of competitiveness. There are attendant dangers of inflation and over-borrowing.

The maturer market economies of the region – Japan, South Korea and Taiwan Province of China – have been strongly competitive one with another and have experienced erosion of their competitive advances in world markets as lower cost countries in the south of the region have offered investment opportunities. Some Japanese, Korean and Taiwanese companies have followed policies of outward investment to gain or retain economic and strategic advantages.

The developing countries in the region faced, in their turn, similar pressures, and there is a trickle down of investment and commercial focus from country to country seeking the most advantageous base within the region.

Outward investment was not confined to the region, and Asian companies established activities in Europe, America and Africa. The rationale may vary and may include the desire to establish better market access or to secure raw material supply.

This all represented confidence in growth. But it was a confidence, which appeared to ignore the possibility that boom times might suddenly fail.

The newer economies attracted – and sought – increasing amounts of foreign capital. Foreign sources were happy to lend on the prospects of higher interest rates and apparent long-term growth. In practice, they over-lent and local banks over-borrowed. Local banks borrowed in hard currency and lent in local currency, and did so in a profligate and unprotected manner. Much of the capital went into sectors, which became unsound, provided low returns or which became totally unproductive – such as property and infrastructure.

Countries in the region had felt confident about the strength of their exports. The engines of growth were very much the exporting manufacturers. Then major markets in North America, Europe and Asia all slowed at about the same time. Competition was already becoming stronger and, in addition, some exporting Asian countries found their exporting strength weakened because their currencies were related more to the US dollar which had become strong in relation to the Japanese yen.

The more mature economies in the region bumped problems much earlier and have been the first to face difficulties affecting their domestic economies as well as their exports and imports. The huge mature and globally influential Japanese economy has faced problems of re-adjustment throughout the 1990s.

The call for this ITTO study into the market downturn for tropical timber refers to more recent economic events. These have become collectively labelled the “Asian crisis” and refer to a collapse of confidence in 1997 on the part of the international financial sector in the value of local currencies. This manifested itself technically on 2 July  1997 when the Government of Thailand released its currency, the baht, from loose association with the US dollar, triggering an immediate fall in value of more than 20%.

In turn, this caused nervousness about other economies in the region and led to protective action in foreign currency exchanges which over the following months hit the currencies not only of Thailand but of Malaysia, Indonesia, Philippines and of Japan, South Korea, Singapore and others. Devaluation of currencies exposed weaknesses in the banking and financial sectors and in other over-borrowed sectors of the economies, prompting Government intervention and eventually assistance from the IMF.

The IMF itself identified the causes of the crisis as being due to:

(a) The successful elements in these countries’ economic performance;

(b) Various features of their external economic environment that at first were favourable, including their promotion of capital inflow, but which turned sour in several respects in 1996-7;

(c) Shortcomings and inconsistencies in domestic macro-economic and exchange rate policies;

(d) Various structural weaknesses, particularly in the financial sector, which made these economies, and especially their financial systems, increasingly fragile and vulnerable to adverse developments. (IMF World Economic Outlook – Interim Assessment, December 1997).

Much of the IMF’s focus has been on Thailand, Indonesia and Malaysia where assistance has been promised, in one form or another, of the order of US$120 billion.

There are signs that the worst of the crisis is passing. Currencies, although below 1996 levels, have stabilised. The problems of the financial and banking sectors are being addressed. The presence of the IMF has encouraged the acceptance of strong remedial measures. In effect, there is a rationalising and restructuring of the inefficient and insolvent elements of economies. This is a harsh process and politically sensitive, especially when it bears down on the man-in-the-street.

It is not possible to forecast where the path to recovery lies. The effects of the crisis have been felt to a greater or lesser extent in countries all around the world. Those countries less affected and whose economies are sound or improving might be expected to assist recovery through greater imports from the East Asia region.

A common reaction in the crisis-hit countries was to search for ways to raise exports quickly but such action depends on strength of demand or else it only weakens prices in attempts to replace competitive products.

Financing exports was a problem because some local banks were themselves under strain and regarded as risks by foreign banks. Exports of manufactured goods may rely on significant inputs of imported direct and indirect constituents, which had to be paid for in dollars or other hard currency and therefore increased production costs. Costs were also pushed up by inflationary pressures on wages.

Over the years, Asia has become a leading element in world economic growth and the downturn has had repercussions for western economies. These may not have been as great as had been feared, but many companies dealing with Asia saw demand falter as their prices became unaffordable in local currency terms and as Government projects and industrial expansion plans were put on hold.

Japan is a powerful importer and exporter but its economy remains depressed. Japan is central to trade and development within the region. It is a key importer of Asian products and has a leading role in aid and development funding in the region. Its present economic slowdown may have been a contributory factor in the financial and trade crisis in the area, and any strengthening of its economy is likely to assist general recovery.

China is a huge potential market that, at time of writing this report (August 1999) has stood outside the crisis and has protected its currency. Europe and North America have been less affected by the crisis than expected and will be influential in developing increased trade with the region. In the longer-term, greater participation in the world’s market economies by countries on the Indian sub continent may offer both opportunity and competition.

Some commodities are basic requirements and are less discretionary choices for imports. Trade and prices in tropical timber have staged considerable recovery. Indeed, discussions in Asian countries preceding this report showed as much, if not more concern about tropical wood supply and product substitution than the impact of the crisis.

Given that Malaysia and Indonesia are the world’s biggest exporters of tropical wood and that Japan, South Korea, Taiwan Province of China, Thailand and the Philippines together account for a very large proportion of tropical wood imports, there were considerable negative impacts on this trade and on timber trade flows between countries in the East Asia region and other tropical and non-tropical parts of the world.

The impacts of the Asian crisis on the international timber trade are discussed elsewhere in this report and encompass not only the short and medium term effects of the Asian crisis but also the more fundamental question of long-term supply and demand for tropical and non-tropical wood within the region.

Globalisation might be defined as the evolution of increased international linkages in the financial and trade sectors. It could help avoid sudden and deep financial crisis and lessen their frequency.

Recovery of those countries experiencing the Asian crisis, and the prevention of any future repetition of such events, depends on a number of things including carrying through the restructuring of the financial and banking sectors, through rationalising and reshaping of trade and industry sectors in order to achieve efficiency, competitiveness, and financial reliability, on the avoidance of political instability, on the resurgence of consumer purchasing confidence and on the health of the influential economies of the USA, the EU, Japan and China.

The USA has maintained a strong economy although anxieties about the ability to continue to do so are being expressed by some economists. The economies of member countries of the EU are improving. Japan is tackling problems in its banking sector and there remains uncertainty about the economy of China.

Asian economies have benefited from cheaper exports but this may create anxieties for competitors in the importing countries. Strengthening of local Asian currencies would minimise reaction against trade liberalisation policies.

5.2 – GENERAL TRENDS iN COMMODITIES

Although this study focuses on tropical timber, the consultants felt it important to refer to the impact of the financial crisis on trade in a broader context by examining the global price indices for other commodities.  The information and the analysis presented consider the long-term trend, and include grouped and individual commodities. Interpretation is based on the graphs presented, recently published analysis on the trends for commodities, and also on discussions that the consultants had with experts of the World Bank and other organisations as well as with the private sector.

The information presented in a graphic form in figure 5.01 is based on World Bank data, and represents indices adjusted by the consultants for a constant US dollar based on 1980 prices. 

From the information presented in figure 5.01, the following observations can be made:

· Practically all commodities groups followed much the same path, a significant real price decline over the last two decades;

· The energy group was the most adversely affected, reaching its lowest level in 1998  with a price index of  20;

· The price index for all commodities in 1998  shows a real decline in prices of  40% during the last two decades;

· Timber is an exception. Real prices fluctuated throughout the period, but were always higher than the other commodity groups depicted.

The information presented shows that timber price indices followed the general trend of other commodities during the first years of the 80’s. In 1985, the price of timber started to rise, and the maximum level was reached in 1993. In that year, the index for timber indicates that real prices were 30% higher than in 1980.

Industry and trade profited during the first years of this decade, which was generally considered a good period for the forest products industry all over the world. The decline started during the second half of the 90’s, but up to 1997 the price indices for timber products were still higher than the 1980 level, and therefore in a much better position than other commodities.
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Figure 5.01 - Global Price Indices for Commodity Groups (1980-1998)
                       (constant  US dollars-1980)

Figure 5.02 presents price information for specific products. The graph shows crude oil, aluminium (a competing product), palm oil  (alternative use of lands in tropical countries) and some tropical timber products (logs from Malaysia and Cameroon and sawnwood from Malaysia).

In spite of the fact that the graph shows a strong similarity with figure 5.02, there are some particular points to be stressed:

· Asian sawnwood has been the product with the best price performance over recent years. After a drop in the price index early last decade, prices have recovered and were maintained over the 110 index level for most of this decade;

· Prices of logs fluctuated along the period, but were generally better than other commodities;

· The market downturn in 1997-98 had a strong effect on log and sawnwood prices in Asia, but it seems not to have had the same impact on African log prices, which in general were less affected;

· The aluminium price index, a product increasingly competing with timber, declined constantly over the last two decades, and this probably was one of the elements that facilitated the penetration of aluminium in niches earlier occupied by timber products;

· Prices of palm oil, a culture competing with forestry in land use, declined sharply during the 80’s, following the trend faced by the mostly affected commodity group (energy). The recovery of palm oil prices started in early 90’s, and over recent years is a commodity with a completely different performance.  

In spite of the fact that prices for palm oil are still lower than the level registered for the early 80’s, it has recovered over the years since 1990. The increasing prices for palm oil in the international market helps to explain recent government policies in some tropical countries related to land use as well as to investment reorientation by the private sector towards palm oil plantation establishment.  Even the Asian crisis did not affect prices of palm oil, which continued to rise during the period.
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Figure 5.02 - Global Price Indices for Selected Commodities 
                       (constant US dollars-1990)

The overall conclusion is that the long term trend is for a continuous reduction in commodity real prices. It is a decline that has been in place for more than one century and it is most probable that present prices will not return to the level of one or two decades ago.

There are several reasons that explain and support the continuation of the trend for price decline for commodities. They include:

· Cost of production of commodities has declined over the years and will continue to do so;

· Technology development is speeding up, and this is accelerating the reduction of costs;

· Reforms put in place by  several countries, including incentives to attract capital from the private sector to develop the local economy, favour the establishment of new production capacities, mainly in developing countries where the policies to liberalise markets and privatise production appear to have paid off in higher production at lower costs;

· Increasing production of commodities was followed by increased consumption, thus creating an unbalanced situation;

· Demand is expected to continue to slow down as a result of:

a) A declining rate of growth of the world population;

b) Rate of per capita consumption is not growing, and may reduce over future years because of better utilisation of raw material resulting from technology developments;

· Besides increasing efficiency in production, which enables price reductions to take place, logistics have been greatly improved. Transportation costs, for example, have declined substantially over the last 10 years, and thus competition in the market increased, which affected market prices of commodities. 

The information presented clearly shows that prices of commodities have a long term declining trend. The Asian crisis accelerated the process, but is only partly responsible for the process. In the perspective of commodity prices trend analysis the impact of Asia has to be considered as another step down in the long history of declining prices of commodities.

5.3 – FACTORS AFFECTING THE SECTORAL PERFORMANCE

Timber is not an isolated product in the market. The Asian crisis affected all commodity markets, and the result was a general price reduction as previously discussed. Timber is a widely used product, and, therefore, sectoral performance can be affected by several factors, from diverse origins and in different ways.

There is no doubt that over the years the most important factor affecting the sectoral performance has been the developments in the construction sector.

Timber demand is not only affected by a reduction of its use as a construction material. Even in countries using relatively small volumes of wood in house construction, such as in Korea or in Brazil, a reduction in the housing starts reflects on the consumption of furniture and other components, largely made from wood.

The effect of the Asian crisis on the construction sector is analysed at country level under item 4.2. The crisis led to a substantial reduction in construction activity in several large tropical timber importing countries, including Japan, Thailand and Korea. The crisis itself was created by over-commitment in the commercial property and housing sector. Weakness in this sector was probably the most important influence on sectorial performance during the last two years.

It has already been noted that, for many years, Asian countries have been the largest producers of tropical timber. For many countries, tropical timber production and trade have a substantial role in the economy, and as previously presented most of the world’s tropical timber production is now traded and consumed within the region.

In summary, the analysis points out that the primary factors affecting the sectoral performance were:

· The effect of the Asian crisis over the construction sector in the region and consequent reduction in timber product consumption;

· The large concentration of tropical wood production and trade in the region.

Because of the large concentration of production and trade in the Asian region, any change in the economic performance and investment environment in that region will have a strong effect on production, trade, consumption and global market prices for tropical timber products.  

The macro economic developments in the Asian region over the last 2-3 years, as reflected in the construction sector, were probably the most important factor causing the downturn in the tropical timber market, but there are other factors to be considered.

The global trend of price reduction for most commodities, already discussed, is another important factor. For almost two decades, timber prices indices were well above other commodities.  This created some market distortions, such as:

· Other products became more competitive

A general trend for replacement of timber by other products occurred. In several applications, products such as plastics are replacing timber. In Europe and Japan, plastics has gained a substantial share in the window frame sector. Plastics is also increasing its share in house sidings, garden furniture, and other uses. 

Besides plastics there are other products that profit from having lower prices. Aluminium, for example, has also penetrated house construction, and is largely used for windows and for several types of frames and light structures. 

· Lack of technology development in the timber industry

As previously noted, commodity prices were reduced because of improved technology, and its application in production and distribution. Alongside continuously falling commodity prices, more efforts were made to improve, develop and apply more efficient technologies.  

In this regard, the higher price indices for timber products over the last two decades was detrimental, and contributed to loss of competitiveness; particularly in the case of the tropical timber industry.

There is no doubt that these aspects contributed to a long term continuous loss of important market niches and the erosion of market share. Nevertheless, in spite of the importance of these aspects, they can not explain the significant market and price drop of the last two years.

From the macro economic point of view, probably the most important factor affecting the sectorial performance, which led to a significant price decrease in 1997-1998, was currency devaluation by some Asian countries.

Market analysts have concluded that, over recent years, currency devaluation has played an important role in shaping commodity markets. It is generally agreed that devaluation in countries with large trade shares in commodity markets affects prices. This can also happen if a country accounting for a small share of the world trade is a major producer or consumer of a specific commodity.

Commodity market analysis shows that, ultimately, the response of commodity prices to devaluation depends mainly on the trade share. General conclusions are that, in commodity markets where a particular country’s share is about one-third of the world trade, half of the devaluation will be translated into a price decline.

This seems exactly what happened with tropical timber over the last 2 years in the Asian region, which now contains most of the production and consumption of tropical timber products. The effects can be summarised as follows:

· The Asian crisis started with the devaluation of Thailand’s baht in early July 1997, and quickly spread to other East Asian countries. As a result, the demand was strongly reduced as incomes fell and prices for imported commodities rose following currency devaluation. This directly affected the tropical timber trade balance in the region, as Thailand was a major importer of the product;

· Declining demand in Thailand and the deteriorating economy in Japan with consequent reductions in tropical timber demand led to additional pressures on the already threatened  economies of exporting countries in the Asian region;

· Following the devaluation of the currencies of the major tropical timber exporting countries, including Indonesia and Malaysia, prices (denominated in domestic currency) received by these exporters increased. This induced exporters to deplete and redirect stocks and domestic supplies to international markets. As relatively large volumes of the same products were involved, for example plywood, increased supplies in the world market rapidly depressed the dollar prices;

· The situation was worsened by the fact that devaluation was accompanied by a recession in most countries of the region, and reduction of the disposable income contracted the domestic demand, and hence the supply availability in the world market became even greater.

Oversupply was not a problem for the trade in tropical logs and sawnwood within the region in the years leading up to the crisis. On the other hand, the balance between Asian tropical plywood supply and demand had been a problem in earlier years because of overcapacity. But the disappearance of demand from major Asian importer countries arising from the crisis created de facto oversupply.

The imbalance in supply and demand in the Asian region forced many producers to offer extra volumes at lower prices in other markets. As a result, non-tropical timber producers were also affected: both by reduction in demand of large importers in the Asian region, and by lower priced tropical products penetrating their domestic and non Asian markets.

6 – CURRENT MARKET CONDITIONS

6.1 – RECENT INDICATORS

During the first months of 1999, while some economies in Asia were starting to recover, Brazil was severely affected by a separate financial crisis. Having faced a substantial loss of financial reserves, the country was forced to devalue its currency by around 60% during the two months of 1999. This again has posed questions about recovery and stability of global economy. Problems in Russia and uncertainty about China have added to these worries.

The United States economy has been an exception. Its economy has been growing steadily over the last 6-7 years and it is expected to continue to show strength, in spite of recent increases in interest rates, and worries about the high valuations on the stock market. 

House starts in US seem to have slowed down, and the mortgage rates, as a result of the basic interest rate increase, have risen slightly. Nevertheless, there is a view that the growth of the American economy in the immediate future is not endangered. 

The European economy has been in broad terms, sluggish, and a relatively slow growth is expected. Japan’s economy remains in recession. Government actions to reactivate the domestic market and reactivate economic growth have so far had only a small impact. 

China, the fastest growing economy in the Asia region, is also showing signs of slowing down. Economic growth this year is expected to be less than 7%, a slow pace compared with more than 10% in previous years. There is still a view that there could be devaluation of the Yuan as part of a strategy to recover the competitiveness for Chinese products in the international market. If that takes place, it is not clear how it would impact on the regional and international economy. 

Overall, the external economic climate indicates that most developing economies will continue to have problems during the coming years, reflecting weak commodity prices, world trade difficulties, and restricted capital flows. External finance is likely to remain tight, with access largely restricted to countries, which have demonstrated commitment to removing the causes of the crisis, and to poorer countries in pursuit of poverty alleviation.

Direct private investments in most developing economies will also be scarce over the next 1‑2 years. Weak domestic markets and chronic fiscal deficits in several large developing countries in Asia and Latin America, may reduce the chances for a quick recovery. On the other hand, business is becoming more global, and may take advantage of the situation to acquire partnership in local businesses.

The scenario is not much different in Africa, except that political stability is weaker.  Civil or international conflicts in that continent will continue to contribute to weaken national economies of many countries.

Nevertheless, there is some good news coming from emerging economies in Asia. There are clear signs that Korea and Thailand are emerging from the crisis. Recovery has been slower in other countries, such as in Malaysia and Philippines, but there is no doubt that the signs are generally positive.

In Latin America, there are doubts now in relation to Argentina, an important economy in the region. The MERCOSUL agreement led Argentina to be heavily dependent on trade with Brazil. This trade was severely disrupted by the major devaluation of the Brazilian Real. However, Brazil was able to contain the crisis, and a new period of economic growth is expected to build up in the year 2000.

Also on the positive side are commodity prices. After a relatively long downturn period, the prices for commodities seem to be leveling out. Prices are not expected to fully recover, but further price declines are not expected, and most projections point to a slow recovery over a long period.

A slow recovery of prices is also desirable. A rapid recovery in some commodity prices could bring another disruption to the world economy. Some warnings have already been made based on recent increases in international oil prices. 

6.2 – TIMBER TRADE AND PRICE RECOVERY

Recovery in some consuming countries in the Asian region, and a general trend towards stable commodity prices are good indicators for a recovery in the international market for tropical timber, although there are still doubts about recovery in Japan, the largest importer, and also, in the short-term, about the Chinese economy. 

Recent information available indicates that, as a result of recent improvements in the world economy, particularly in the Asian region, demand for tropical timbers is already increasing. Thailand and Korea are starting to increase their imports. Other countries, such as the Philippines, are expected to follow.

Japanese demand remains quiet, because recovery in the economy is not clearly signposted. In spite of this, some slight improvement has been claimed in the consumption of tropical timber. 

Asia, as earlier discussed, is the largest consuming region for tropical timber products, and improvements in the economy of the main importing countries in the region, have already helped price recovery. In support of this trend, and in addition to the continuation of the growth in the American economy, there are also projections of some positive changes in consuming countries in other parts of the world, 

Price recovery is linked to two factors: increase in demand and limitation of supply. Increase in demand is a result of the recovery of countries representing the largest markets for tropical timbers. Limitations in supply are partly due to the recent disruption in the production chain, especially in Indonesia, Nevertheless, longer-term constraints on supply are also expected, and forest output will continue to underpin prices when demand increases.

A current price series for selected tropical logs in the international market, covering July 1996 to June 1999, is presented in figure 6.01. Price recovery has started but it has not yet been able to return to pre-crisis levels, and may not recover fully for quite some time.
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Source: ITTO – Market Information Service

Figure 6.01 – International Log Prices (US$/m³)

From the data presented in figure 6.01, the following recent log price recoveries are noted using information up to  June 1999:

· Sarawak Meranti logs: an increase of 27% over the lower level reached in September 1998;

· Sarawak Keruing logs: a price increase of 10% over the lower level reported for the second semester of 1998;

· Solomon Islands Calophyllum logs: 67% price increase in relation to the prices in the middle of 1998.

These price recoveries are still at a large distance from pre-crisis levels. To return to original levels, Malaysian logs prices, for example, have to increase on average by more than 60%, and Solomon Islands logs by an additional 30%. This may not happen quickly. Prices for these selected examples have shown signs of levelling off at the time of the preparation of this report.

Tropical sawnwood prices for selected species, from July 1996 to June 1999, are shown in figure 6.02. It would appear from this graph that no significant price recovery has been reported over the last months, but trade information from Europe is for a firm rise in Dark Red Meranti prices, which will at some stage improve African redwood  prices.
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Figure 6.02 – International Sawnwood Prices (US$/m³)

Meranti price recovery may be considered an exception. Other sawnwood has so far shown no price recovery. Tropical sawnwood prices in the international market have not yet been pushed upwards by  demand, as in the case of logs. Prices of African sawntimber, for example, continued to decline in the recent months, and  have been at low levels compared with prices over the last three years. This may change because there is an awareness of technical qualities which helps to establish the relative prices of Dark Red Meranti, the African redwoods, and Swietenia Mahogany.

Recent information on prices of plywood is presented in figure 6.03. Types of plywood shown graphically are broadly representative of world trends.

The data shows a price recovery, but price levels for tropical plywood were still well below the 1996 level when this report was being prepared. 
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Figure 6.03 – International Plywood Prices (US$/m³)

The following are examples of price movements for tropical plywood in the international market over the last few months (grade and bonding information has been omitted);

· Indonesian 3mm: prices in June 1998 were 51% higher than the lower level reached in May 1998. In spite of the strong price recovery, an additional price increase of 36% is still necessary to  get back to pre crisis levels;

· Malaysian 9mm: prices have increased by almost 20% above the lower levels of 1998. Prices will need to recover by an additional 80% to return to the pre crisis level.

Pine plywood, based on Brazil export prices, followed a different pattern. Prices have declined in 1999, and are now lower than during the crisis period. This basically reflects the devaluation of the Brazilian currency in the first months of 1999.

Additional information on price development for tropical plywood is presented in table 6.01. The information takes into account the INDO96 base price list introduced in March 1996, when it replaced an earlier base price list. The data broadly reflects average percentage variations for all tropical plywood panels traded in the international market over the last three years, although it is based on prices for the UK, a major importer of tropical plywood in Europe. 

            Table 6.01- Indicative Movements in Tropical Plywood Prices as 
                                      related to INDO List 96 (percent)


1996
1997
1998
1999

January

+8
-15
-10

February

+10
-25
-10

March
+6
+11
-35
-12

April
+5
+11
-30
-10

May
+6
+11
-27
-10

June
+4
+10
-28
-10

July
+5
+11
-28
-10

August
+5
+10
-28/30


September
+8
+9
-28


October

+7
-25


November
+7
+5
-15


December
+6
+3
-12


             Note: INDO96 introduced 1st March 1996

Over the last three years, prices of tropical plywood reached their highest level during the first semester of 1997, just before the Asian crisis started. At that period, an average of +11% over the INDO96 list price was reached.

The decline started in the second semester of 1997 and the lowest level was in August 1998, when on average prices were –28/30% in relation to the INDO96 list. Price recovery started in 1998 but on average no further improvement was observed in 1999. The present price level (INDO96 –10%) represents a significant improvement over the lowest level in 1998, but it is on average around 20% lower than the pre crisis prices.   

7 – GENERAL IMPLICATIONS

The intention of this section of the report is to identify general implications. In practice, every country had problems relating to its own economy. There may be other implications which are more country specific where references will be found in the individual country reports.

7.1 Economic implications

The principal implication arising from this study is that the tropical timber industry, like other elements of the productive private sector, is very much at the mercy of macro-economic events. The Asian crisis fell upon producer and consumer members of ITTO and because it was not confined to one country, indeed was widespread, left less room in which Asian timber companies could maneuver.

The Asian timber producing sector suffered from weaknesses in its main markets which are in Asia and from economic problems within the producer countries.  The downturn put many companies into loss, on to reduced production or even into shut down.

· Exporters

Indonesia and Malaysia are the world's biggest players in international trade in tropical wood products and both are running at peak capacity of log harvests. There are signs of imbalance between productive capacity and the size of harvests, which arise from the implementation of sustainable forest management practices.  Some rationalisation will be necessary but corporate weaknesses caused by the crisis are unlikely to fit the logic of on-site rationalisation and, as suggested in the interim report, whilst the crisis weakened individual companies, it is not the best route for tidying up the sector.  The Asian tropical wood production sector consists of companies of various sizes and resources.  The crisis might be a catalyst for the industry itself to look at prospects of mergers and linkages to ensure access to forest resources and to develop a depth of  management skills, capital accessibility, innovation and development potential. Rationalisation of industry might be encouraged by companies themselves considering amalgamations through the coming together of complementary or scale advantages.  There is a strong encouragement of community forestry which is of benefit to local groups and may, in the right context, assist in the implementation of good forest management and of heightened responsibility for the forests.  On the other hand, the efficient production of wood to meet increasing global  demand requires higher levels of wood recovery, less wastage, expensive machinery, capital inputs, a great variety of technical, financial and marketing skills more likely to be found in large scale well capitalised businesses.  The impact of the crisis may well have shown that the bigger, more integrated and multi-product groups were better able to withstand the economic downturn.  This does not mean that there is no role for smaller groups with forest tenure of one sort or another to provide, in a controlled manner, logs for professional processing.

Governments in Asian producer countries took steps to help the industry in a time of very weak markets, falling prices and fierce competition.  These included helping reduce cost through lowering of duties and permitting the export of logs.  At the depths of the crisis, moves by Government could not help an industry trying to find alternative markets where buyers were not immediately in a position to purchase.  This situation changed and low prices later helped place additional volumes in markets outside the region.  Now in late 1999, the market prices have improved strongly and so has the sellers' position.  The original reasons for higher export duties were to slow or stop log exports, to effect strategic change in the sector, and/or to produce money for forest management.  The implication of the measures taken to help the producer companies during the crisis is that efforts to complete the introduction of sustainable forest management would suffer which in turn would jeopardise the long term future of the industry and its contributions to the national economy.

It might also be said that reductions in export duties actually contributed to price weakness. Price stability helps create business confidence. Variations in price which are imposed on the industrial consumer may be an element influencing substitution by other products which have pricing which allows more confidence in forward business planning.

There were implications for tropical wood producers outside the region who had seen exports to Asia grow very rapidly and become very large proportions of their total wood exports.  In Africa, for example, the rapid expansion of export trade was at times difficult to control, created logistic problems on roads, rail and at port, brought on opportunist and illegal logging, and damage to efforts 

to introduce sustainable forest management.  The impact of the crisis was to cause a sudden and unexpected halt to these boom conditions creating other forms of upheaval with unsold stocks of timber, wood deterioration and problems for marketing boards.  The implications include the need for mechanisms to avoid the excesses both of over-rapid and uncontrolled expansion and the damage created by the subsequent collapse.

Suppliers of non-tropical wood to the Asian region were also set back by the crisis but to a less damaging degree, possibly because of a more balanced spread of markets and possibly the conditions for sudden expansion of log extractions were less available to opportunists.

Exporters of wood to some Asian countries affected by the crisis experienced problems with Letters of Credit because of difficulties within the international banking sector.  The enabling systems of the financial sector are essential to the efficiency and security of the international tropical timber trade. When banks in the countries experiencing the crisis got into difficulties through unsafe lending, they were less acceptable in some cases for international transactions and the tropical trade sometimes had problems setting up Letters of Credit.

Malaysia met a particular problem because of the practice of selling sawn wood C&F in local currency.  In taking on the payment of ocean freight costs, the exporter may be in a position to gain some benefits through larger volume rebates, loyalty rebates or charters, but with freight costs in US dollars the devaluation of local currency meant that freight became more expensive and thus an extra cost and erosion of returns.  The terms of timber contracts can include agreement over normal freight fluctuations.

Selling in a local currency meant in theory that a major devaluation should lead to an increased local currency price for foreign buyers outside the region.  In practice, during the worst of the crisis period, buyers were well aware of the high competition to sell, of their own already covered positions and of the state of their own markets.  Prices fell. The implications were that transactions with buyers outside the crisis region were best carried out in a more commonly used, more stable currency, and that it is difficult to stimulate additional demand quickly.

A matter of concern expressed by those in the distribution channel is that sudden large falls in price can undercut higher priced material which is already held in importers stocks or is under contract and in route at part or in transit.  On a rising market, this logistic time lag can benefit those farther down the distribution chain. This is a situation which benefits those farther down the distribution chain. On a falling market, it can force selling at a loss. It is a recognized feature of trade and is exacerbated by the time delays in organizing and moving tropical wood to the overseas buyers. This may prove to be a disincentive for buyers seeking more stable pricing and shorter delivery.

This viewpoint reflects a general need in the tropical timber trade to improve efficiency. One of a number of reasons why tropical wood has lost markets to other products may be that other competitive commodities, for example aluminium, have been able to reduce prices through improved efficiency. Related to this contention is the suggestion that when tropical wood loses a particular end‑use market, it is more likely to be to a non-wood material than to another timber.

The implication is that not enough is known about the competition that tropical wood faces in a variety of end uses or what the tropical timber sector has to do to win back markets. Reference is made to this in the ITTO report on market access and it is suggested that ITTO needs to consider what action it should take to assist the tropical timber trade in this respect.

The whole subject of improving the competitiveness of tropical wood is one which ITTO should address and which might encompass aspects of logistics, efficiency and gaining market information. In the past, UNCTAD/ITC has undertaken studies into end-use opportunities. It is an area of market intelligence and market forecasting relevant to ITTO’s mandate and Action Plan.

The problems and impacts experienced by the tropical forest products sector during the crisis will have unsettled prospects of future investment. Producers who, in boom times, were expanding their activities within and outside their own countries will be very cautious about commitment to future investment. For example, big corporations for whom timber operations formed only part of their activities might consider the timber sector too risky and turn to safer stable activities. The loss of large corporate involvement would reduce the availability of marketing and other management skills 

essential for creating greater competitiveness and efficiency in the sector. It may be argued that the tropical timber trade, to a large extent, lacks the presence of very large corporate commitment as found in the softwood sector.

Allied to this is the need for appropriate management training related to marketing, product development, forecasting market prospects, and improving efficiency. The implication is that ITTO having made major contributions to training in relation to forests should encourage training related to improving the market position for tropical wood.

It has been suggested that the crisis created loss of government revenues for forest management and made recovery of revenues from trade volatile, and that funds should be sought elsewhere. It is the view of the consultants that revenues from industry play an important part in assisting proper forest management but such revenues should not be expected to fund unquantifiable conservation, environmental research and forest protection activities but, within the bounds of affordability and competitiveness, should help cover the cost of planning, regulation and monitoring of actively harvested production forests. 

A separate consideration for study might be the extent to which global communication on the internet could act as a clearing house for price and market information at a speed which would make it a tool for the everyday trade and an instrument for stability.

· Importers and domestic considerations

The situation for tropical wood importers depended on the state of the economies of their own countries.  Importers in Asian countries experiencing crisis in their own economies saw their major consumer outlets in the construction sector collapse.  Banks which had lent over-confidently, mainly to the construction sector, were forced to exert very tight credit controls for all customers which included the timber sector and inhibited the financing of stocks and imports.  Those who had access to local timber supply from local forest or plantations were better placed to maintain business.

Stockists of sawn wood and wood based panels who had a wider customer base were also better placed when the building sector seized up.  If the customer base included manufacturers of added value products for exports, then this remained a more active channel because by and large, export trade in more specialised wood goods appeared more able to maintain international business.

A pattern in the past was that companies strong in manufacturing built a firm base in product skills and sales in their own countries before adding exports to their activities.  There are other scenarios now but the presence of a local market for timber producers is important.  The importance of local markets in tropical countries to the wood based industry sector is very varied and dependent on urbanisation, size of population, economic development and existence of local raw materials.  In some cases, primary product producers are hard put to sell non exportable grades to local outlets; in others there are large and active local markets.  A middle income local market helps wood product development and design, and thus helps create a good technical and commercial foundation for added value sales.

Some local wood markets in the tropical wood exporting countries are fed by a more informal supply at lower cost and which has its own economy.  Tropical countries exporting primary wood products but trying to encourage more specialised added value products to widen market opportunities, may find that primary product producers are less inclined to sell locally if, like for like, they can get better prices for exports.

The awareness that individual nations are vulnerable to economic disruption by international forces enhances the attraction of a greater degree of self-sufficiency.  Wood has the basic attribute that it can be created by planting trees.  If to this is added the thought that wood and wood fibre are incredibly versatile in their contributions to a great number of society's needs, then a major implication for those wood importing countries in the region is to consider long term policies for the establishment of domestic wood and wood fibre supply. Attracting investment in tropical industrial wood plantations has been difficult. There may be scope for investigating prospects of encouraging financial institutions, particularly pension funds with long-term perspectives, to consider plantation investment. Currently, stock markets in some countries have attained levels and yields which encourage searches for alternative investment vehicles at a time when there is heightened emphasis in developed countries on personal savings for pensions.

· Aid and investment

The pace of IMF and national Government negotiations may delay recovery efforts, in sharp contrast to the high speed departure of foreign capital as speculators panic or seize currency selling opportunities.  The conditionalities attached to IMF requirements may also provide handicaps to private sector recovery.

There has been much debate about the debt servicing burdens carried by developing countries as a result of accepting loans at institutional and Government level.  The need for funds for infrastructural and social development is by its nature less able to generate financial returns to service loans. More recently, there has been encouragement of private sector capital flow into developing countries because it was seen as more likely to be geared to income and profit and hence able to service debt as part of the commercial equation.  This applies when the investment is sound and committed to long-term involvement in profitable activities, but when the capital is the investment in itself or is attached to more speculative activity, it may be withdrawn at very high speed without control or responsibility.  Theories of global liberalisation have to an extent provided greater opportunity for capital flows and, therefore, made it easier for crises to arise.  The cost of these crises is borne by those who did not cause them including, in the final reckoning, taxpayers at all levels in the developed world who underpin huge institutional rescue loans to correct currency problems created by the private financial sector which apparently can act free of any responsibility.  There is discussion on the feasibility of a Global Intervention Fund based on modest taxation on foreign exchange transactions to provide rescue funds for countries in trouble as judged by agreed criteria relating to a nation's currency reserves.

In spite of the problems highlighted by the crisis, the outlook in the longer term indicates increased consumption of wood products in the region both for the developed (OECD) countries and for emerging economies. Information is given in table 7.01.

Table 7.01 – Forecasts for the Asian / Oceania Region (FAO) (Million m³)


1996
2010


Production
Consumption
Production
Consumption

Industrial Roundwood





OECD countries
72
116
97
157

Non OECD countries
249
241
378
364

World
1.490
1.493
1.872
1.881

Sawnwood





OECD countries
39
51
50
60

Non OECD countries
66
70
85
96

World
430
426
501
498

Wood Based Panels





OECD countries
12
20
17
25

Non OECD countries
35
29
35
32

World
149
148
180
179

Source: Draft report for World Bank “Future Developments in Forest Products Markets”, 1999. P. 28, etc.

7.2 Environmental implications

Reductions in export duties in Malaysia and Indonesia have reduced revenues for forest management.

Before the crisis, the demand for wood in the East Asian region had met log supply problems from sources within the region.  As a consequence, demand for logs from West and Central Africa had risen rapidly. There was concern that the normal highly selective, relatively low intensity logging in that region was suddenly stepped up by more intense activity difficult to control and sometimes illegal.  This increased pressure put at risk efforts to introduce sustainable forest management.  This was especially a matter of concern to Ghana which, after a short period of disruption caused by excessive demand, extended its ban on log exports of some species to cover all species.  The crisis may have provided a breathing space for those influencing forest and industry strategies in Africa to consider how they can capture the benefits of increased trade without putting forests at risk.  The Cameroon Government has indicated that it is to limit log exports.  The marketing system employed by Gabon for Okoume/Ozigo suffered badly and greater pressure was put on Okoume forest areas.

In the period preceding the crisis, Brazil was increasing its shipments of tropical sawn wood to East Asia, in particular to the Philippines, in a wide range of species.  Pressures from multi-species extraction may affect logging prescriptions and systems of low impact logging, (whilst perhaps highlighting the minimal impact of logging Swietenia Mahogany, the species singled out by environmental campaigners).

The crisis brings into focus again that advanced forest management and certification proposals in Malaysia and Indonesia will transfer more pressures onto forests  in other tropical countries.

7.3 Social implications

The downturn in the tropical timber market led to drastic loss of business at primary production level and in the market place, and threatened livelihoods.  Primary product mills and wood processing businesses were put on reduced shifts or other forms of partial working or in some cases closed.  Job losses and consequent loss of income created hardships for laid off workers and their families with some risk, within a wider context, of contributing to dissatisfaction in political terms.  Companies supplying the sector with goods and services lost business, and Governments lost revenues normally flowing from various types of taxation.  The loss in purchasing power of partially employed or unemployed people from the industry also contributed to weakness in the general economy.  Those who had borrowed money were doubly troubled by loss of income and by commitment to interest payments.

Those timber businesses forced to lay off staff were worried that the loss of trained specialist operatives might not easily be recovered when trading conditions improved.

8 – CONCLUSIONS AND RECOMMENDATIONS

8.1 – CONCLUSIONS

· MACRO-ECONOMIC ASPECTS

Governments carry the responsibility for their national economies in terms of public expenditure and borrowing and through their influences on the political, legal and economic life of their countries.  They have access to a variety of instruments to aid them in endeavours to avoid the adverse consequences of over rapid growth or of economic under performance. A sound national economy minimises the risks of adverse international activities. 

Governments are less able to influence international reaction to perceived weaknesses in their economies.   Such international financial activities include the day-to-day workings of trade involving the exchange of goods and services for money, but they also involve trade in money itself through the buying and selling of national currencies.  

The second of these reflects a market assessment of the economic status of a country, but a primary objective of the players is to profit through buying and selling currencies and not to consider the potential consequences of such activity on the economies of countries.  These activities can dangerously exaggerate economic trends.  High speed communications facilitate this risk.  Volatile exchange rates do not help international trade.

In a global market economy, a government's ability to protect its country against external financial pressures appears limited.  The need is for change at digestible rates rather than sudden crises which create real hardships for people.  

National economic crises have become more frequent.  This report focuses on the financial crisis in East Asia, which commenced in 1997.  This was a potentially far more dangerous situation in that it directly involved not one country but several, and had implications for global trade.  Currency trading is a subject which international institutions must tackle.  At present the stance is rather more to deal with the problems created by a crisis rather than deal with the causes.

· THE TIMBER SECTOR

Timber companies are totally vulnerable to macro-economic conditions.  They must operate in their own countries within the policies and effective regulations of their governments.  When they are engaged in international trade, they are affected by changing economic fortunes in other countries.

Timber companies may put themselves in a better position to manage foreign exchange risk, for example by exploring hedging processes, if available, and selecting more stable currencies in more common use in international trade.

The Asian region is the world's biggest market for tropical wood and contains the world's biggest exporters of this commodity.  It draws in tropical and non-tropical wood products from sources around the world.  

Changes in economic fortune of individual countries are more easily absorbed by the international timber trade but the widespread and very rapid downturn in several Asian economies gave little or no time for adjustment and placed very many importing and exporting companies, particularly those in crisis-hit countries, in considerable difficulty.

The weaknesses in the banking sector stemming from risky lending policies both helped create the crisis and left banks in no position to assist in the maintenance of trading activities.  Like other businesses engaged in buying and selling, the timber sector needs sound access to commercial finance. Lack of bank support inhibited and in some cases halted international trade.

Asian tropical wood exporters sought government help in cost alleviation through reductions in export duties.  This proved to be of no immediate benefit, weakened revenue flows and put forest management finance at risk.

The ability of timber exporters to find alternative markets in the initial stages of the crisis were limited by competition and the inability of importers to suddenly increase their purchases.  Those companies, which already had trade links outside the crisis area, were better placed.  

In this respect, creation of customer loyalty through reliability, punctuality and quality of product and service may assist in maintaining business when market conditions are bad.  A period of very volatile exchange rate fluctuations made contractual trade negotiations almost impossible.

Trade in primary wood products is significantly price sensitive, albeit offering raw material, which has a wide range of potential end uses.  Those exporting companies, which had added more specialised and focused products to their primary production, appeared to have experienced less market disruption.

The ability to identify and diversify markets and create added value products for them is likely to rest with larger companies with good financial and management resources or where collective efforts are made by trade promotion organisations assisted by enabling actions on the part of government. As well as market and product diversification for the tropical timber sector, those countries heavily reliant on timber exports need to consider a broader national diversification to include other products.

Trade associations and governments of countries where timber exports are important can help provide overseas market access through the use of technical public relations, trade missions and other catalytic approaches.  Trade associations may be able to do more to improve forecasting of future market conditions for their members.

ITTO may be able to assist in this process through its role as a policy and activity-promoting forum and through the improvement of outward information flow in relation to tropical wood and tropical forests directed at non-specialist audiences.  ITTO itself appears little known outside specialist circles. 

ITTO's work is highly relevant to alleviating environmental assumptions about tropical forest destruction which have contributed to decline of markets in Europe.  These may have restricted prospects of alternative outlets for tropical Asian companies caught up in the crisis.  The ability to demonstrate, in a credible way, real progress towards sustainable forest management through appropriate authentication, including the concept of certification, would help market access as well as assisting those responsible for monitoring forestry regulations. ITTO needs to look at this situation, not only in terms of the Asian crisis but against potential criticism that Objective Year 2000 has failed.

· ASIAN TIMBER IMPORTERS

The fortunes of companies in crisis-hit countries, which were importing, processing and distributing timber of foreign origin was totally shaped by overall weaknesses in the economies of their countries. Causes of economic weakness vary and have been different, for example, for Japan compared with those of South Korea and to those of Thailand and the Philippines.

Even where economic weakness could be diagnosed as having its origins in particular sectors of the economy, for example in construction and in banking, these rapidly contaminated other parts of the economy.  

The construction sector, notably that of housing, is usually a major user of wood.  Where importers had routes to other timber-using sectors, the effect of the crisis may have been reduced. Asian multinational timber groups were probably better placed to rationalise and absorb the shocks of the depressed period.

Countries like Thailand and the Philippines, which are now large importers of wood, saw that part of their timber sector which was exporting added value wood products less affected by the downturn and contributing foreign earnings.  These countries faced the collapse of their major wood-using sectors and their wood imports had become more expensive because of devaluation. 

This latter situation appeared to apply even when importing from countries whose own currency had been devalued and in spite of highly competitive pricing.  The importance of import substitution and greater reliance on internal resources became highlighted by the crisis and may spur more efforts to finance and establish industrial wood plantations.

· RECOVERY AND LONGER TERM CONSIDERATIONS

The fundamental dynamics of a number of countries affected by the crisis are such that signs of recovery could be expected once any delays in inviting and receiving international assistance were overcome.  The recovery process for the tropical wood producers in the region has been assisted by improvements in markets outside the region and by some shortening of supply which has improved prices.

The crisis has to be seen against the longer term supply and demand situation in the regenerating markets of Asia.  The existing natural tropical forest resources within the region are reaching maximum permissible harvests, especially with the introduction of sustainable practices.  

Signs of imbalance of excess industrial capacity compared with constraints on natural forest capacity were becoming apparent before the crisis. Policy approaches to deal with this situation are developing. Some rationalising of existing industry will take place. 

This may take into account the proposition that large integrated organisations are in the best position to absorb stricter forest requirements and have potential for diversification and development, and, at the other end of the scale, recognition of the benefits of responsible community forestry.

In order to supplement supply from Asia's natural tropical forests, there will have to be increasing emphasis on industrial wood plantation development. It is noted that a high proportion of added value production in tropical East Asia is based on rubberwood from plantations, not on species from natural forests.  There are a number of reasons for this. One might be that rubber tree boles are of relatively small size and from the very beginnings of utilisation required high technical input, notably in producing and using small sizes. A uniform and predictable wood flow has developed which largely bypasses the primary product industry.  The primary product sector frequently finds export prices more attractive than selling to local wood manufacturers.  Solutions are required for this situation.

Importing countries can choose between tropical and non-tropical wood and between wood products. This study has noted inroads made into markets by non-plywood panel products like MDF, particleboard and OSB, as well as the flows into the region of large volumes of general purpose softwoods from non-tropical sources.  

It seems likely that the large and expanding markets of East Asia will rely in greater proportion on non-tropical sawn wood and a wider range of panel products. Without denigrating the excellent qualities of temperate softwood, it finds much of its use in basic utility functions.  Greater emphasis on the technical qualities of tropical hardwoods, species by species, may to some degree give them a product identity, which lifts them from price-driven commodities.  

The study into the crisis examined its impact on non-tropical wood products, noting in the process that large volumes were entering the region from some sources.  This underlines the limits to natural forests in the region and also the fact that temperate countries are farther advanced in productive timber plantations. 

There is scope for ITTO to explore financial, price and credit mechanisms which might assist in promoting stability and support for the international tropical timber trade. 

The Asian crisis can be interpreted as market adjustment within the international financial sector involving national currencies. 

Whilst the international tropical timber trade cannot avoid being caught up in such global financial adjustments, it still retains its own long term demand and supply pattern. Demand for tropical wood, as has been expressed elsewhere in this report, includes product appreciation on the part of the consumer, coupled with price, and measured against an assessment of the benefits and prices of competitive materials. 

There are a number of aspects of pricing and finance of importance to the trade. There follows brief references to some of these. 

Formal attempts to stabilise prices or to impose minimum acceptable prices fail at some stage or other because market forces prevail.

Forms of price subsidy, even when introduced to avoid real hardship for producers, may be open to criticism.

Low prices on the international market may threaten the process of trade liberalisation and even lead to resurgence of protectionism. This is perhaps understandable because employment is important politically and socially for all countries and poverty alleviation is a need in the developed world as well as in the developing world.

A problem for the international tropical timber trade is that each contractual transaction involves substantial sums of money and there is uneven cash flow.

Inability to generate cash flow is a common problem, particularly for smaller companies, even though credit systems which recognise the particular needs of the sector exist. Timber agents in the UK have carried the ‘del credere’ risk by providing finance to close the gap between arrival of goods, payment by buyer and payment to seller. Such a facility relies on bank co-operation and can be expensive when bank rates are high.

The foregoing considerations may make it appropriate for ITTO to initiate studies into financial mechanisms which might assist export trade and development, and might examine such options as hedging, futures, export guarantees, credit facilities and financial transactions in general in order to review past experience, possible application and risks.

· ITTO

The International Tropical Timber Agreement, is one of the UNCTAD family of commodity agreements. There are signs that the assumptions, which led to the setting up of these, have to be re‑examined to assess their relevance in today's international markets. The ITTA is different in that it contains an environmental dimension.  If reviews take place, then ITTO should be able to demonstrate positive work in respect of its environmental responsibilities and in assistance to the development of world trade in tropical wood.  

An earlier ITTO study ("The Economic Linkages between the International Trade in Tropical Timber and the Sustainable Management of Tropical Forests”, LLEC/IIED 1992) examined the relationship between the environment and the tropical timber trade.  

There could be a need for a new look, which takes into account discrimination against tropical wood and extends into comparisons going beyond forest considerations into aspects of life cycle analysis and comparisons with non-timber materials.

The study notes that the division of ITTO members into "producers" and "consumers" is not accurately descriptive of the status of some individual member nations.

Interviews undertaken during this study reveal that the crisis has caused some Asian tropical countries to re-examine policies, which gave high emphasis to economic development through industrialisation including the importation of technical investment.  

There now may be greater recognition of the importance of internal natural resources. This would encompass agriculture and agricultural plantations.  Agriculture has made considerable adverse impact on tropical forests.  ITTO may wish to create greater liaison with international organisations concerned with tropical agriculture.

Almost everyone interviewed in this downturn study made reference to the role of ITTO in the context of markets and trade.  The inference was that ITTO should do more.  A revised Action Plan exists and there is a need to initiate debate to arrive at agreement on what ITTO should be doing.

To go further in commenting on this may be seen as going beyond the terms of reference for this study but it is hoped that the Council will accept the following observations.  The Organisation is run by its members who, in essence, focus on its activities for only two short and crowded periods each year.  A continuity of strategy implementation is not delegated to the Secretariat, which in any case is small in number and heavily burdened.  With hindsight, some form of regional approach might have alerted ITTO to the Asian crisis at an earlier stage, rather than on a need for a retrospective study.

8.2 – RECOMMENDATIONS

8.2.1 - rELATED TO Global economic factors

The increasing globalisation of private sector interests, notably those of the financial sector, make impacts on national economies in ways not always controllable by governments.

The tropical timber trade is strongly affected by macro-economic events.  It is of considerable importance to the economies of many tropical countries.  To help ensure that the sector's contribution is not disrupted by macro-economic events, it is recommended that ITTO should make representations to international organisations dealing in financial and other global issues including the World Bank, the IMF, the IPF/UNCED, UNCTAD, and other relevant institutions to;

(i) Offer more advice to governments to assist them in forecasting developments in their national economies, including the identification of early warning indicators and the avoidance of negative impacts on policy from specific sectors of the economy;

(ii) Enhance the ability of the banking sector to make positive and responsible contribution to the health of national economies and to the maintenance of trade, including adherence to appropriate lending policies based on adequate resources;

(iii) Seek ways to avoid rapid and large changes in foreign exchange rates and their impact on international trade;

(iv) Find ways to avoid the negative impacts of excessive, rapid and damaging flights of capital caused by international financial market trading.

(v) In the light of the foregoing, ITTO should:

(vi) Encourage member delegations to support the foregoing recommendations at national government level and to consider the value of regional co-operation;

(vii) Urge member delegations to encourage timber trade/industry associations in their countries to incorporate forecasts of future market trends for the benefit of their members;

(viii) Examine the possibility of incorporating additional economic indicators and forecasts in the fortnightly Market News Service and the Annual Review.

(ix) Assess financial, credit and pricing instruments, including hedging and futures, in terms of feasibility and risk in the context of facilitating trade development.

8.2.2 - Related to Forests

The study notes that emergency measures introduced to maintain or improve exports of tropical wood during the crisis in some cases risked adverse impact on the financing and implementation of sustainable forest management.  

The study also noted anxieties in the region about the long-term supply of tropical wood from Asian sources and the ability to meet long-term needs of importing countries in the region.  Some tropical wood exporting countries outside the region had experienced strong impacts on forest harvesting as a result of Asian demand before the crisis arising from log supply limitations from sources within the region.

Bearing in mind the budgetary constraints on project financing, consultancy and administrative work of ITTO, it is recommended that ITTO should:

(i) Focus project work on activities directly connected with the implementation of sustainable forest management, including identification of alternative sources for funding, as market cycles are incompatible with long term forest management;

(ii) Give greater emphasis to projects which encourage the financing, establishment and efficient maintenance of industrial wood plantations;

(iii) Establish liaison routes to major international institutions concerned with tropical agriculture on matters concerned with the use of forested land, plantations and the forest/farm interface.

8.2.3 - Related to Production and trade

The study noted that minimising the risks of market downturn through the diversification of markets was inhibited in that the crisis affected not one but a number of countries and that opportunities outside the region may have been reduced by environmentally-based discrimination against tropical wood.

In this respect, it is recommended that ITTO should urgently address the arrival of the year 2000 in the light of members' commitment to Objective Year 2000 by:

(i) Setting up a communications sub-committee to sit concurrently with ITTO Sessions to evolve proposals for the wider dissemination of accounts of progress achieved by member nations towards the achievement of Objective Year 2000;

(ii) Updating and extending earlier work on trade and the environment through examination of tropical timber in relation to non-wood materials with life cycle comparisons;

(iii) Examining the potential negative impact of transfer of supply from countries well advanced in sustainable forest management to tropical countries less advanced;

(iv) Examining the contention that a "green premium" in price for the implementation of sustainable forest management of productive natural forest arises from earmarked taxation in the exporting country and that this requires approaches which do not put exporting countries and exporting timber companies at competitive disadvantage in the market place.

The study also indicates that exports of added value wood products were less affected by the Asian crisis than primary products, and also notes the need to find ways to maintain and increase earnings and revenues from finite natural forest harvests.

It is recommended that ITTO should:

(i) Clarify the degree to which its mandate permits focus on added value products;

(ii) Encourage the diversification of products and markets as a way of mitigating the impact of market fluctuations;

(iii) Encourage project work focussing on increased efficiency in the production and trade chain, including the logistics of production and distribution, to improve the competitiveness of tropical timber products viz a viz substitutes;

(iv) Give a greater emphasis to training to improve management of the timber industry, covering particularly the need to improve the expertise to forecast problems arising from the market and on corrective measures needed.  

(v) Make greater use of invited speakers or writers with expertise in relevant aspects and whose contributions might form the basis for publication of discussion papers which relate to such matters as investment, availability of raw material, production/marketing skills and general climate for adding value;

(vi) Consider formalising an acceptable status for, and desired inputs from, the informal trade group in ITTO.
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