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Several reasons have been put forward as being responsible for the Korean crisis. Lack of a solid structure in the financial sector, an overvalued Won, over-production capacity in some economic sectors, government protection to large corporations and over-investment mainly in infrastructure, are among the main reasons that led to a major financial crisis.

In November 1997, the Won was devalued by 20%, and in December, the Korean currency was further devalued by 21%. The full devaluation in 1997 reached around 66%. Devaluation of the Won continued in 1998. At its lowest level, in February 1998, the Won’s accumulated devaluation was 93% in relation to the USA dollar.

Korea realised quite rapidly that the economy should be reoriented to a more free market, with less government interference, and that more attention should be given to investment analysis.  

Based on the lessons learned, to overcome the strong financial crisis, Korea implemented under the agreement established with IMF, several economic reforms and structural adjustments in the financial and other sectors. 

As a result of the reforms and adjustments, the country’s economy reacted and a quick recovery process began. Korea’s recovery was much faster than initially expected, and an increase in the GDP between 4 and 5% has been forecasted for 1999. 

Even having faced a strong devaluation of the Won, the country was able to keep inflation under control, and having started the reforms, the national currency recovered in 1998 and 1999. In July 1999, the value of Korean currency reflected a devaluation of approximately 40% in relation to the average exchange rate reported for 1996.

Korea, like other emerging countries in the Asian region, has been very active in international trade. International trade has been extremely significant in relation to the country’s GDP. 

Recent evolution of Korean international trade is presented in figure 4.59. In 1996, Korean exports were valued at US$128 billion, but faced an international trade deficit of US$15 billion. Exports in 1998 were almost at the same level of 1996, but the trade deficit turned into a huge surplus of US$42 billion. The trade surplus was basically a result of a strong reduction in imports.
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Figure 4.59 – Korea Trade Balance

With signs of economic recovery, a rise in exports and imports is expected for 1999. Current year exports are projected to reach around US$140 billion and a trade surplus of over US$30 billion is expected.

4.2.5.2 – Timber Production, Consumption and Trade

Logs production and consumption in Korea over recent years is presented in figure 4.60. Korean log production is relatively small. During the 1990’s, the total production of logs in Korea was maintained at the annual level of only 1.1 million cubic meters. Most of the domestically produced logs are of small or medium diameter (96%). Only 4% of the total volume are classified as large diameter logs adequate for the veneer and plywood industry.

As a result of the limited supply of domestic logs, the Korean timber industry is largely based on imported logs. Total log consumption of the Korean industry over recent years, including domestically produced and imported logs, has been maintained at the level of 9 million m³.

Consumption of tropical logs has declined over the years. In the first years of this decade, tropical logs represented about 30% of the total consumption. In 1998, tropical logs formed only 15% of the total log consumption. 

Over the years, tropical logs have lost out, mainly to pine logs. The initial reason for substitution of tropical logs was reduction of supply, but the lower price for pine logs has been a very important component in the decision. 
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Figure 4.60 - Logs Consumption in Korea, by Origin (thousand m³)

As can be observed in figure 4.60, as a result of the economic problems, total log consumption of Korea declined sharply in 1998. Log consumption in 1998 was almost 50% lower than in the previous year. The market downturn led to a similar reduction in tropical and non-tropical log consumption. 

With the on going recovery in the Korean economy and recent improvements in the international market, log consumption in 1999 is expected to rise. Nevertheless, a return to 1997 levels will take probably another 3-4 years.

Sawnwood production and consumption in Korea is presented in figure 4.61. A substantial portion of the sawnwood production is based on imported logs, as the domestic supply of logs for sawnwood is quite limited.

During the first years of this decade, sawnwood production was maintained at the level of 3.5 million m³ per year. In 1998, production dropped slightly, to about 3.2 million m³.

Consumption of sawnwood in Korea is well above domestic production, reflecting the importance of imports to satisfy domestic needs. The maximum national consumption of sawnwood was in 1997, reaching 5.7 million m³. In 1998, mostly due to the impact of the financial crisis on the construction sector, the consumption of sawnwood in Korea was 34% lower than in 1997 (3.8 million m³).
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Figure 4.61 – Sawnwood Production and Consumption in Korea (thousand m³)

The tropical sawnwood share of the Korean market is presented in figure 4.62. As can be seen, tropical sawnwood has lost market share over the years. Consumption of tropical sawnwood had a market share of 46% in 1989. In 1997, this dropped to 16%.

Both sawnwood types, tropical and non-tropical, were affected by the Asian crisis. Data from 1998 indicates that tropical sawnwood was more affected than non-tropical sawnwood.

The financial crisis had a strong impact on the Korean sawmilling industry, and many mills will probably never reopen again. In 1999, as a result of improvements in the construction sector, production and consumption of sawnwood is expected to increase slightly, but full recovery will take another few years.
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Figure 4.62 –  Sawnwood Share in Production and Consumption in Korea 

Evolution of plywood production and consumption is presented in figure 4.63. As for sawnwood, most of the plywood produced in Korea is based on imported raw materials (logs or veneer), as domestic supply is limited.

Most of the Korean plywood is of the “combi” type: softwood (basically pine) core and tropical faced. In the market place, the product is traded as tropical plywood. This marketing practice is also adopted in other countries (such as in Brazil), and is an option to improve the competitiveness of tropical plywood viz a viz other products.

As can be observed from the data presented in figure 4.63, plywood production and consumption declined during the first years of the 90’s, but production started to rise again after 1994.

During 1997, Korea produced around 1 million m³ of plywood, an increase of 14% over the lowest level achieved in 1994. This represented an average increase of 4.6% per year. Plywood consumption over the same period remained stable, at the 2 million m³ per year.
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Figure 4.63 - Plywood Production and Consumption in Korea 

In the past, Korea was a much larger plywood producer. In the late 70’s, the country was producing over 2.5 million m³ of plywood per year. During the 80’s, the production declined mostly due to the shortage in tropical log supply in the Asian region and a lack of an immediate replacement alternative.

As already mentioned, the financial crisis had a strong impact over the construction sector in Korea. During 1998, the construction sector activity was reduced by 50%. In Korea, as in many other countries, the construction sector has been the main driving force for plywood consumption, so the plywood industry was immediately hit.

In 1998, the domestic consumption of plywood dropped to 990 thousand m³, a reduction of almost 50% in a single year. With the domestic market shrinking, and increasing competition in the international market, Korean plywood mills had to reduce their production. The 1998 plywood production in Korea was around 50% lower than in the previous year.

Reduction in production was mostly a result of the shut down of plywood mills of large corporations. Within the economic reforms and structural changes to overcome the financial crisis, the large corporations were advised to concentrate on their core businesses, which did not include timber industry.

Information on Korean production of other wood panels (MDF and particleboard) over the last 10 years is presented in figure 4.64. Production of other wood panels has increased substantially over the period. From 1989 to 1997, the average growth in the production of other wood panels reached 23.4% per year.
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Figure 4.64 – Evolution of Particleboard and MDF Production in Korea

After having reached a top volume of 1.5 million m³ in 1997, as a result of the financial crisis, the production dropped. In 1998, approximately 1.1 million m³ were produced. In percentage terms, this reduction is equivalent to about 25%, meaning that MDF and particleboard producers were in fact less affected by the market downturn than plywood producers. As previously presented, plywood production was reduced by almost 50% in the same year.

Korean consumption of  MDF and particleboard during the last 10 years is presented in figure 4.65. Like the rise in production, the consumption of these panels is growing fast in the Korean market. Total consumption of the two wood panels combined was 1.6 million m³ during the year of 1997. The average annual growth of the domestic consumption in the 1989-1997 period was 14.8%. In 1998, following the general trend, consumption declined by 30%.
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Figure 4.65 – Evolution of Particleboard and MDF Consumption in Korea

Korea has a well-established furniture industry. As can be observed from data presented in figure 4.66, its furniture industry has developed very fast. During the last 8 years, the wood furniture industry grew on average 7% per year.

The furniture industry as a whole was seriously affected by the international crisis. In 1997, the turnover of the Korean industry started to decline. In 1998, the wood furniture industry turnover dropped significantly. The value of 1998 turnover was US$ 1.6 billion, a drop of 62% in relation to 1996 values. A recovery is forecast for 1999, but the return to 1996 level will take quite a long time.

Korea has a limited domestic supply of raw materials, a relatively large domestic market, while at the same time, it is an export-oriented economy. 

In spite of the fact that Korea is an export oriented economy, exports of timber products is limited. Exports of selected timber products for recent years are presented in figure 4.67. As can be observed, exports of wood products have declined sharply. In the late 80’s, total volume exported was 425 thousand m³. The total exported volume was only 243 thousand m³ in 1998, a decline of 42.8% in the 10 year period.
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Figure 4.66 - Production Value Evolution of Wooden Furniture Industry in Korea

In 1989, the most important wood product for export was sawnwood. At the moment, sawnwood exports are insignificant. In 1998, 37% of all exports were wood panels.

As the domestic market consumption for plywood declined sharply in 1998, the plywood industry turned to the international market. In spite of the strong decline of prices for plywood in the international market, cheaper imported logs and the devaluation of the Won (lower production costs), facilitated the penetration of Korean plywood in several markets. Exports of plywood in 1998 achieved 141 thousand m³, an increase of 161.1% in relation to the previous year.

Imports of selected forest products by Korea are presented in figure 4.68. Total imports increased in the early 90’s, and then decreased. Over the last 10 years, total volume imported for the selected wood products decreased by 43%, the equivalent to -6% per year. 
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Figure 4.67 – Wood Products Exports by Korea

Over the years, logs have been the most important forest product imported by Korea. Still today, over 75% of all wood imports are in the form of logs.
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Figure 4.68 – Wood Products Imports by Korea 

Except for logs, imports of all other products started to decline in 1997. The financial crisis caused a reduction in domestic consumption which was reflected by a fall in imports in 1998. All products were affected. Total imports were down by 47.4% in relation to the 1997 level.

Over the years, tropical logs have been replaced by conifers, mostly pine. The share of tropical logs in the total log imports by Korea in the last 10 years is presented in figure 4.69. In 1989, tropical logs had a share of 40 %. Last year (1998) only 18.3% of the total log volume imported was tropical. 
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Figure 4.69 – Tropical Timber Share in the Total Log Volume Imported by Korea

Main log suppliers are New Zealand, Chile and Russia (see table 4.11). In 1997, these three countries exported 5.5 million m³ of logs to Korea, almost 70% of all log imports. In spite of the fact that export from these countries to Korea dropped to around 4.3 million in 1998, a fall of around 1.2 million, they were able to maintain the same market percentage as in the previous year. This means that market downturn for Korea had the same effect over both types of wood (tropical and non-tropical).

TABLE 4.11 – TOTAL LOG IMPORTS BY ORIGIN IN KOREA (THOUSAND M³)

COUNTRIES
YEAR


1993
1994
1995
1996
1997
1998

Papua New Guinea
838
856
736
574
435
275

Malaysia
968
622
642
509
371
212

Solomon Island
190
179
257
219
193
79

New Zealand
-
2
8
7
121
143

USA
90
69
45
25
27
14

Others
136
281
91
46
155
77

SUBTOTAL Hardwoods
2.222
2.009
1.779
1.380
1.302
800

New Zealand
2.147
2.331
2.995
3.179
3.284
1.938

Chile
902
1.362
1.539
1.425
1.432
293

Russia
572
516
716
825
915
741

USA
1.276
849
766
789
726
289

Australia
363
299
275
262
495
248

Others
166
344
159
170
112
56

SUBTOTAL Softwoods
5.426
5.701
6.450
6.650
6.964
3.565

TOTAL
7.648
7.710
8.229
8.030
8.266
4.365

Source: Korea Plywood Industries Association

4.2.5.3 – Implications of Recent Changes for Korea

Korea was seriously affected by the Asian crisis. In 1998, the country faced a 6.3% GDP reduction. The government was efficient in putting in place several reforms and adjustments, and the economy is facing a new growing period. As a result of the reforms, the 1997 trade deficit of US$15 billion was changed to a surplus of US$42 billion in 1998.

The construction sector was seriously affected by the financial crisis. As presented in figure 4.70, house starts before 1997 were around 600 thousand units per year. In 1998, house starts dropped by 50%, and several thousands of jobs were lost in the sector.

As part of the recovery package for the economy, moves have been made in the construction sector to stimulate growth via incentives. The results have been positive, but the target established is unlikely to be achieved. The present perspective is that a full recovery of the timber sector will take several years.
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Figure 4.70 – House Starts in Korea 

Having affected the construction sector, the financial crisis had a strong impact on the sawmilling industry in Korea. Many mills were closed down and it is not likely that they will restart production in the future. In 1996, there were around 1,400 sawmills operating in Korea. Almost 50% of the mills were closed during the crisis period. At the moment, it is said that Korea has only 730 sawmills in operation.

With the economic recovery and consumption increasing, imports of sawnwood are expected to rise again. It is likely that this new demand will mostly be covered by imports, as local credits will not be easily available as previously, and also local producers are not willing to face new risks.

The Korean wood panel industry was also affected by the financial crisis. As a result some plywood mills were closed down and large corporations are not involved in the timber industry any more.

A substantial part of the reduction in plywood production was of permanent deactivation of industrial activities. Although some of the remaining producers were able to maintain their production, with relatively small reduction in volumes. 

In 1998, Korean plywood producers became more competitive in the international market, as imported logs became cheaper, and domestic production costs were reduced due to the steep Won devaluation. This had implications for other traditional tropical plywood producers who were displaced by Korea from some markets in Asia.

The entry of Korean plywood producers into the international market was not easy. With the financial sector collapsing, shortage of credits and problems in the negotiation of Letters of Credit limited exports during the crisis period. 

In the medium-term, the permanent shut down of plywood mills in Korea will, as in the case of sawnwood, probably open opportunities for other exporting countries.  

The crisis had also a significant impact on the Korean furniture industry. In 1996, there were about 2,800 wood furniture industries operating in Korea. In 1997 the number was reduced to around 2,400. Recent estimates made by the Korea Federation of Furniture Industry Cooperatives indicated that in 1999, the total number of wood furniture industries in operation was fewer than 1,700.

The general perception of tropical timber product consumers in Korea, such as the furniture industry, is that the international market downturn is going to be very detrimental to the future of the tropical market. 

Consumers are aware that, in spite of the fact that, as a result of the market downturn, they were able for some while buy cheaper products, prices will recover in the future. As price and volume fluctuations are becoming more critical to business management than other parameters, the trend is to avoid future problems by the substitution of tropical timber products with alternative woods or, where possible by other materials.

4.2.6 - MALAYSIA

4.2.6.1 - Macroeconomic Aspects

Malaysia was able to sustain a fast growing period for over 10 years. The country used its natural resources, stable economic and political conditions, and other competitive advantages to develop a strong industrial base. During recent years, many Malaysian companies established international operations and expanded their businesses in countries around the world to a considerable extent..

The evolution of Malaysian GDP is presented in figure 4.71. The GDP of Malaysia increased from US$ 38.9 billion to US$ 70.1 billion in 1997. The average growth in the period reached 7.6% per year.
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Figure 4.71 – Malaysia GDP (US$ Billion) and GDP Growth (percent)
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