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1 – BACKGROUND

The Twenty-fourth Session of the International Tropical Timber Council was held in Libreville, Republic of Gabon, from 20 to 28 May 1998. The Session included one day of Market Discussions during which trade experts noted the exceptionally adverse trading conditions impacting on the international tropical timber trade at that time. As a consequence, the Council agreed a formal Decision [Decision 6(XXIV)] “Downturn in the International Tropical Timber Market” containing the following operative requirements:

i) Call upon Members to explore ways to facilitate the recovery of the international tropical timber market;

ii) Encourage Members to support on-going efforts to enhance their capacity to implement a strategy for achieving exports of tropical timber and timber products from sustainably managed sources by the year 2000;

iii) Authorize the Executive Director to engage two consultants (one from a producer member country and the other from a consumer member country) to undertake a study to assess the extent and implications of the market downturn for tropical timber and to recommend appropriate actions to address the problem as per the attached Terms of Reference; and

iv) Authorize the Executive Director to arrange funding for the two consultants from the Special Account and invite member countries to contribute to the Special Account for this purpose.

The Terms of Reference for the study annexed to Decision 6 (XXIV) are:

i) To assess the extent and implications of the market downturn for tropical timber in exporting and importing member countries;

ii) To analyse the factors contributing to the market downturn;

iii) To analyse the current market conditions for tropical timber vis-a-vis other timber and timber substitutes;

iv) To recommend appropriate actions to address the problem;

v) To prepare a preliminary report for the Twenty-fifth Session and a final report for the Twenty‑sixth Session.

The two consultants appointed under item (iii) of Decision 6(XXIV) prepared an Interim Report during the first months of 1999. The Interim Report was presented for discussion during the Twenty-sixth Session of the Council, held in Chiang Mai, Thailand, from 26 May to 3 June.

Following the Session, the consultants visited several countries and collected relevant complementary information for analysis. This document is the final report prepared by the two consultants in accordance with the terms of reference agreed.

The consultants note that the international timber trade is subject to continual changes of fortune but Decision 6(XXIV) refers specifically to a period broadly encompassing 1997/1998 and the immediate time thereafter, when there was grave disruption of trade arising from changes in economic conditions in a number of East Asian countries, which had repercussions for the timber trade both within and outside the region.

2 - EXECUTIVE  SUMMARY

2.1 – BACkGROUND

This study arises from the ITTC Decision 6(XXIV), agreed during the Twenty-fourth Session of the Council held in Libreville, Republic of Gabon, from 20 to 26 May 1998. The Decision was a response to the warnings made by trade experts on the exceptionally adverse trading conditions impacting on the international tropical timber trade at that time. 

The study is concerned with the Asian financial crisis, which started in July 1997 with the devaluation of the Thailand baht and spread to a number of countries in the region.  The study itself was carried out between April and August 1999.

2.2 - EXTENT OF MARKET DOWNTURN

The information on long term trends for tropical timber production and consumption, and data on trade and trade flows outlined in the short interim report has been extended and enlarged.

World consumption of tropical logs and sawnwood have increased only at a moderate rate over the last two decades. Even so, these tropical timber products have improved their share of the total world consumption.  

The wood and wood products trade has been “global” for a very long time. The imbalance between the number of countries with insufficient domestic forest resources to supply their own needs, and the number of countries with surplus wood production for exports, has created flows across the world.

The largest producers and consumers of tropical timber are located in Asia. As a result most of the international flow of tropical timber products is concentrated in the Asian region.

Asian crisis led to a significant reduction in the international market of tropical timber. It also affected other timber products. The market downturn affected all tropical timber producing countries, but no doubt it was more evident in countries located in the Asian region.   

Among the most heavily affected countries were Indonesia, Malaysia, Papua New Guinea and the Solomon Islands, all of which are exporters of tropical wood, and the Philippines, South Korea and Thailand, which are importers of tropical wood.

Japan also suffered further downturn in its economy, which has been under pressure for much of the 1990s.  Other countries, including China, Hong Kong Special Administrative Region, Taiwan Province of China and Singapore, were also affected but to a lesser extent. 

The crisis affected demand of practically all tropical timber products. Logs and primary products were more affected than value added products. Volumes of log exports by Papua New Guinea and Gabon, for example, were reduced around 50% in a single year.

Not only volumes declined. Prices were reduced substantially during the crisis period. The price downturn in logs was mainly concentrated in Asia. Solomon Island logs faced a reduction of 47%. Asian plywood prices felt by 50% during the crisis period.  

In the early stages of the crisis, prices of tropical timber products fell mostly because of a  reduction in consumption. The price drop was accelerated by the devaluation of the currency of large tropical timber producers (Indonesia and Malaysia) and devaluation in Korea also contributed.

The very large eastern Asian geographic region includes a variety of tropical and non-tropical countries, at various stages of economic development and of differing political and cultural styles.  In relation to tropical wood, it contains the largest exporters - Indonesia, Malaysia and Papua New Guinea - and some of the larger importers - Japan, Philippines, South Korea, Taiwan Province of China and Thailand.

The exporting countries were heavily hit by the collapse of major markets and by the downturn in their domestic economies. A detailed analysis of selected countries shows that the impact and implications of the changes varied from country to country. The analysis also indicated that the market downturn also affected non-tropical timber producers, but with some exceptions, to a lesser extent.  

2.3- factors contributing to the market downturn

The causes of the crisis were macro-economic.  Like other sectors of trade, the tropical wood sector found itself overwhelmed by events outside its influence.

At the risk of over-simplification, the problems of Malaysia, Thailand and the Philippines stemmed from over expansion in their property and construction sectors, too freely financed by banks, which led to loss of confidence by international finance markets and rapid withdrawal of capital.

The problems of South Korea arose from the financial needs of the heavy concentration of commerce and industry in a small number of very large conglomerates (chaebols) which led to huge indebtedness.

Japan has a central role in the economy of the region.  It is a mature economy and has been experiencing problems of high costs, weakness in consumer spending, stresses in its banking sector, a fall in house building and construction and no major resurgence in spite of substantial effort and expenditure by Government.

China has greater controls in place and retained a stable value on international markets for its currency.

Other factors have also contributed. Commodity prices have declined over the years, and timber needed to follow the same trend to remain a competitive product in the world market. A commodity having a relative high price in the market tends to be replaced by substitutes, and this has been the case of timber in some markets. 

2.4- current market conditions

As 1998 passed, most Asian countries affected by the crisis began to see remedial measures having an effect.  There are exceptions and Indonesia continues to have political problems.  China, which largely escaped the 1997/8 crisis, is reported as having deflationary trends and bank sector problems, but in general there is an underlying belief and confidence that Asian economies will improve, albeit not at the exceptional rates achieved in the earlier part of the decade. It is expected that demand for wood products will, in the long term, continue to rise on the back of economic development and population increase.

There might still be problems.  Recovery in the stock markets of the region may reflect speculative enthusiasm and not the true state of affairs on the ground. Considerable restructuring and debt alleviation processes continue.  Improvement in the economies of countries in the region depends on greater export activity, increased demand in the private sector and more consumer purchasing confidence.

Some of the remedial measures introduced by governments or proffered by the IMF were designed to be temporary. Temptations to relax protective and stabilising measures have to be resisted if recurrences of economic crises of this magnitude are to be avoided.

The tropical timber sector has seen considerable recovery in world sales and prices, but this could be set back by changes of fortune in Asian markets.

Price recovery has been significant. Price for the most affected products (logs from Solomon Island) have already increase more than 60% over the last months. In any case, the present prices are still mostly at a large distance from the pre crisis levels. A return to the original price levels may not happen quickly. There were already signs of levelling off at the time of the preparation of this report. 

2.5- implications of the market downturn

The impact of the crisis on the tropical timber sector in the region was sudden, unexpected and damaging.  Losses in the value of local currencies, a period of considerable volatility of foreign exchange rates, business collapse in the construction sector in a number of Asian markets, increases in dollar costs, trouble in the banking sector with cut backs on loans and a period of high interest rates, collectively created a very difficult period for the wood industry and its domestic and international trade.

Higher costs and dramatic falls in sales led to reduced production or to closure of mills and laying off of workers.

Sales problems were greatest for tropical wood primary products: logs, sawn wood, plywood and veneer.  Added value products appeared to be less affected by the downturn, possibly because significant volumes were going to places not affected by the crisis.

Multinational, multi-product Asian timber groups may have been better placed to ride the storm. The impact of the crisis was perhaps lessened for some companies through product and market diversification and the existence of strong linkages between buyer and seller, based on trust and reliability of service and product.

The arrival of the crisis served to demonstrate the extent to which markets in the region had become of major importance in world tropical wood trade.

Because of constraints on Asian log supply, a heavy demand had developed for logs from West and Central Africa and for sawn wood from Brazil.  African countries had some problems in dealing with the additional pressures on their forests and handling systems caused by the increased demand, and then overnight found that the market had collapsed.

Non tropical wood suppliers appeared to be more able to cope with market change, although, to take one example, New Zealand experienced a large drop in log exports in 1998.

Emergency moves by governments in some Asian timber exporting countries were aimed at increasing exports and earning hard currency by assisting the industry.  They took the form of relaxing export duties, which had been put in place as instruments creating change of direction for the sector, and as sources of revenue for forest management.

2.6- conclusions and recomendations

In practice, neither emergency moves by governments in Asian timber exporting countries, nor efforts by the industry itself could provide immediate marketing opportunities because not only were most of the Asian markets in difficulties but other markets could not react quickly and in any case were aware of intense competition to sell and were prepared to wait on low prices.  

In some cases, it was not possible to do business because of the volatility of exchange rates and Letter of Credit problems.

International trade is greatly assisted by stable foreign exchange rates, and the values of individual transactions are such that sound support by banks is essential.

The ability to switch to some other markets was hampered by long-standing weakness arising from criticism of tropical wood on environmental grounds.  

It remains necessary to demonstrate authentication of responsible forest practices to show progress towards sustainable forest management in the spirit of Objective Year 2000.  In this respect, the criticism has focused on tropical forests and largely ignored comparisons with the life cycles of non-wood materials.

The downturn was seen by many of those interviewed in the context of long term considerations of tropical wood supply and market demand.  The benefits of an export trade in tropical wood primary products will, country by country, be limited to the annual allowable harvest necessary to ensure perpetuation of forest and future harvesting capacity.

Endeavours to increase utilisation of more of every log felled, the recovery and utilisation of residues, the development of added value products, and the supplementing of natural forest supply by longer term establishment of properly managed industrial wood plantations are all aspects of maintaining and increasing social and economic benefits from trade in timber.

There is no way that the tropical wood sector can avoid the constant change of economic fortune in its markets, but the causes of the Asian turmoil were more fundamental and ITTO should add its voice to the call for international action to iron out rapid and dangerous changes in foreign exchange rates and the call to find ways to ensure that international capital flows are less frequent, sudden, damaging and irresponsibly speculative.  

Improving and interpreting the provision of indicators and early warning signals is something, which can be accomplished at all levels in the sector.

Resilience and commercial foresight are part of corporate entrepreneurial skills essential to the success and survival of businesses, but the world's tropical timber sector encompasses a wide range of timber companies, from the large and well resourced to much smaller units.  

It is necessary to assist the process of market and product diversification.  Part of the process is the creation by governments of investment climates through appropriate and stable economic, social and political conditions.  Part of the process is the improvement of market access, awareness of customer and market needs, and the extension of markets which can be achieved through activity at corporate, trade association, governmental and ITTO levels.

3 – METHODOLOGY

In early 1999, in line with ITTO practice, two consultants were appointed: one from a producer member country and one from a consumer member country.  The two consultants attended initial briefing by the ITTO Secretariat in Yokohama, Japan, from 29 to 31 March 1999.  Background data was provided by the Secretariat's statistical service and market news service.

A considerable number of countries, within and outside the region, have been affected to a greater or lesser extent by the Asian financial crisis which erupted in mid 1997.  Budgeting constraints limited the number of countries which could be visited.  In the short time available between the briefing meeting and end April 1999 when ITTO required text for the interim report, visits were made within Japan and to Malaysia (extending over Peninsular Malaysia, Sabah and Sarawak).

The interim report on the Downturn in the International Tropical Timber Market (doc. ITTC XXVI/10 14 May 1999) was presented at the Twenty-sixth Session of the ITTC held from 28 May to 3 June 1999 in Chiang Mai, Thailand.  The occasion elicited additional views from general discussion following the presentation and from the subsequent half day of Market Discussions.  In depth interviews were carried out during the 26th Session with the valued help of a number of national delegates including those of Indonesia, Papua New Guinea and the host country Thailand.

Immediately following the meetings in Chiang Mai, visits were made to the Philippines, China, Taiwan Province of China, South Korea and the USA.  Plans to visit Indonesia had to be cancelled.

Special arrangements were made for a sub consultancy to collect information from some West and Central African countries utilising the services of Mr. James Gasana of Intercooperation, Switzerland, who was able to add this requirement to already scheduled visits relating to ITTO project review activity.  The consultants express their gratitude to him for his assistance.

The consultants, resident respectively in Brazil and the UK, were able to assemble information on America and Europe.

Economies of countries are subject to continuous change.  The immediate impact of the Asian financial crisis has been absorbed.  Remedial measures were put in place. Government and the private sector have reacted and there has been considerable change in the two years and more since the crisis started.

This report was sent to the ITTO Secretariat in early September 1999 for processing, to be presented at the Twenty-seventh Session of ITTO from 1 to 6 November 1999 in Yokohama, Japan, and inevitably some of the contents which relate to the recovery period will have been overtaken by fresh developments.
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