
ECE / FAO Forest Products Annual Market Review, 1998-1999 _____________________________________________ 5

CHAPTER 2

ECONOMIC FACTORS AFFECTING FOREST
PRODUCTS MARKETS

Highlights

• The year 1998 saw continued strength in the North American economy, but weak growth in Europe.

• The United States housing market was at high levels throughout 1998 and early 1999.

• In Europe residential construction was sluggish, but renovation and maintenance continued to expand
steadily.

• The outlook in summer 1999 is for continued growth in the United States and for weak expansion in Europe.

• Japan has been in recession, but there are signs of recovery, including for the construction sector.

• In 1998 economic performance deteriorated in many transition economies: external shocks, including the
Kosovo conflict, have highlighted the fragility of many of these economies.  Most countries expect poor or
negative growth in 1999.

The analysis below is taken from the Economic Survey
for Europe, Number 2 of 1999, prepared by the
Economic Analysis Division of the secretariat of the
Economic Commission for Europe, Geneva.

2.1. General economic developments

(i) Market economies: economic developments
in 1998 and early 1999, output and demand

World output growth slowed down sharply in the
course of 1998 under the cumulative impact of the
financial and currency crises in Asia, Russia and
Brazil. For the year as a whole, real GDP rose by only
2.5%, down from 4.2% in 1997.1 This was the smallest
annual increase in world output since 1991.

In western Europe, the cyclical slowdown in the
second half of 1998 reflected in the main the
weakening of industrial activity in response to falling
export demand.  In fact, manufacturing output fell in
the final quarter of 1998 by some 1.25%, compared
with the preceding quarter, and was only about 1%
above its level in the final quarter of 1997. Real GDP
rose by only 0.3% over the same period, in both the
area, and in western Europe as a whole.

                                                  
1 IMF, World Economic Outlook (Washington, D.C.), April 1999.

Preliminary estimates suggest that real GDP in
the euro area increased by 0.4% in the first quarter of
1999 and was only 1.8% higher than in the first quarter
of 1998 (chart 2.1.1).  For western Europe as a whole,
real GDP rose by slightly less, reflecting the stagnation
of aggregate output in the United Kingdom. Industrial
confidence remains relatively depressed, although it
has improved slightly in recent months.  In contrast,
consumer confidence, which is at relatively high
levels, deteriorated slightly until May 1999.  In
principle, low real interest rates should encourage
spending on interest-sensitive expenditure items and
this should have supported private consumption and
fixed investment in the first quarter of 1999.  Private
consumption is also being supported by the rise in
aggregate incomes associated with further gains in
employment and average earnings.  Given the weak
trade links with Yugoslavia and other south-east
European countries, the Kosovo conflict has had, in
general, little impact on recent economic
developments. However there have been significant
sectoral impacts in Greece, Italy and Turkey,
especially on the tourism industry.
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In the western European labour markets, there
was a slight fall in the number of persons unemployed
in 1998, with a fall in the standardized unemployment
rate from 9.6% to 9.1% between January and
December 1998. In the European Union, the
unemployment rate was 9.6% in April compared with
9.7% in December 1998. Available data suggest that
this tendency has continued in early 1999.

At the time of writing, national accounts data for
the first quarter of 1999 are available for only a few
countries.  In France, real GDP rose by 3.2% in 1998,
the largest increase in this decade and a reflection of
robust private consumption expenditures and an upturn
in business fixed investment. However in the first
quarter of 1999 real GDP rose only by a modest
0.3%.  The corporate sector increased expenditures
on machinery and equipment. Households, encouraged
by low mortgage rates, invested more in residential
buildings, which stimulated the construction sector
(and presumably demand for forest products).

In Germany, the adverse trade effects of the
crises in Asia, Russia and Latin America were

increasingly felt in the second half of 1998.  After
falling by 0.1% between the third and final quarters of
1998, economic activity picked up slightly in the first
quarter of 1999, real GDP rising by 0.4%.

In Italy national accounts data for the first quarter
of 1999 were not available at the time of writing the
Survey.  Short-term indicators point to the continuing
weakness of domestic and foreign demand.  Growth
expectations for 1999 have been scaled back and
current forecasts point, at best, to an increase in real
GDP of 1.5%.

In the United Kingdom real GDP stagnated in the
first quarter of 1999, when there was an increase over
the previous quarter of only 0.1%. It is now generally
expected, however, that a recession will be avoided.
Differences in the development of different sectors
remain marked. The manufacturing sector moved
into recession in the first quarter of 1999, output
falling for the second consecutive quarter, while
construction activity remained sluggish.

GRAPH 2.1.1

Changes in real GDP, 1994 QI-1999 QI
(Percentage change over same quarter of preceding year)
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In the United States the rate of economic
expansion has remained high over the first five months
of 1999.  Manufacturing has gained new momentum:
between March and May, output rose at a steady rate
of 0.4% a month, equivalent to an annual rate of nearly
5%.  Construction activity continued to grow at a brisk
rate against a background of favourable mortgage rates
and strong home sales. Consumer confidence was
strong, rising in each of the six months ending in May

1999, the longest continuous upturn in the 32 years for
which this index has been compiled.  Real GDP rose
by 1% in the first quarter compared with 1.5% in the
previous quarter.

In Canada the economy maintained the high
momentum of the final months of 1998, mainly under
the influence of rising exports to the United States, to
which Canada ships more than three quarters of its
exports (including large volumes of forest products).
Real GDP in the first quarter of 1999 was 1% higher
than in the preceding quarter.

Outside the ECE region, in Japan there was a
strong and unexpected upturn in real GDP by 1.9% in
the first quarter of 1999, compared with the preceding
quarter.  This followed five consecutive quarters
during which aggregate output fell by a cumulative
4%.  The rebound reflects in the main the impact of
last year’s fiscal packages on public investment and an
increase in private consumption expenditures.  The
strong appreciation of the yen against the dollar,
which started in autumn 1998 and which depressed
export growth, was arrested in early 1999 and has
since been partly reversed.  There are still widespread
doubts that the economy has returned to a sustainable
growth path.

In the other Asian economies most affected by
the financial crisis of 1997, the deep recession in 1998
appears to have bottomed out, supported by an easing
of macroeconomic policies.  The general feature is a
return to positive output growth rates in 1999.
Relatively robust annual output growth of some
4.5% is currently forecast for the Republic of Korea.
More moderate rates, within a range of 0.5-2%, are
expected for Malaysia, the Philippines and Thailand.
Only in Indonesia is there likely to be another year
of falling output.  The background to this improved
performance is the stabilization of financial markets
and progress, albeit to varying degrees, in financial
sector reform.

In China the rate of economic expansion will
slow in 1999. For the year as a whole real GDP is still
expected to increase by some 6.5-7%, down from
nearly 8% in 1998. Economic activity has been
supported since the second half of 1998 by additional
public infrastructure investments and an easing of
monetary policy.

In Latin America a sharp slowdown in capital
inflows and falling commodity prices were the main
factors behind the pronounced deceleration in
economic growth in 1998.  Real GDP rose by 2.3%
compared with 5.2% in 1997.  Current forecasts are for
a decline in real GDP by some 0.5% in 1999, which
would be the worst outcome in the current decade.
Nevertheless, prospects have improved since the
floating of the Brazilian real in mid-January 1999.  At

TABLE 2.1.1

Real GDP in the developed market economies,
1996 to 1999

(Percentage change over previous year)

1996 1997 1998   1999 a

Western Europe .................. 1.9 2.7 2.6 1.8

4 Major countries ............... 1.2 2.1 2.2 1.5
France b ............................. 1.1 2.0 3.2 2.3
Germany b ......................... 0.8 1.8 2.3 1.5
Italy ................................... 0.9 1.5 1.4 1.5
United Kingdom b ............. 2.6 3.5 2.1 0.7

17 Smaller countries ........... 3.1 3.9 3.4 2.4
Austria .............................. 2.0 2.5 3.3 2.2
Belgium b .......................... 0.9 3.2 2.9 2.0
Cyprus .............................. 2.0 2.5 5.0 4.0
Denmark b ......................... 3.3 3.1 2.9 1.6
Finland b ............................ 4.1 5.5 4.7 3.0
Greece ............................... 2.4 3.2 3.5 3.0
Iceland .............................. 5.6 5.4 5.0 5.0
Ireland ............................... 7.4 9.8 8.5 6.5
Israel ................................. 4.7 2.7 2.0 1.7
Luxembourg ..................... 3.0 4.7 5.7 3.3
Malta ................................ 3.8 4.4 7.6 7.5
Netherlands ....................... 3.1 3.6 3.7 2.2
Norway b ........................... 5.5 3.4 2.1 1.0
Portugal ............................ 3.2 3.7 3.9 3.0
Spain ................................. 2.4 3.5 3.8 3.3
Sweden ............................. 1.3 1.8 2.9 2.0
Switzerland ....................... 0.3 1.7 2.1 1.3
Turkey .............................. 7.0 7.5 2.8 1.4

North America .................... 3.3 3.9 3.8 3.4
Canada b ............................ 1.7 4.0 3.1 2.8
United States .................... 3.4 3.9 3.9 3.5

Total above ........................ 2.6 3.3 3.2 2.6

Japan ................................. 5.0 1.4 -2.8 -1.4

Total above, including Japan
............................................. 3.0 3.0 2.3 2.0

Memorandum items:
European Union ................ 1.6 2.5 2.6 1.9
Euro area ........................... 1.4 2.3 2.7 2.1

Source:  National statistics and national economic reports.
Note:  All aggregates exclude Israel.  Growth rates of regional

aggregates have been calculated as weighted averages of growth
rates in individual countries.  Weights were derived from 1991
GDP data converted from national currency units into dollars
using purchasing power parities.

a Forecasts.
b Data corresponds to new SNA93 or ESA95 definitions.
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that time a much deeper recession was expected,
notably in Brazil itself, which accounts for some 40%
of total GDP produced in the region.

 (ii) Monetary conditions

The new European single currency was
introduced in 15 countries on 1 January 1999.

Within the euro area monetary conditions
continued to ease in the second quarter of 1999,
reflecting the combined impact of the lowering of
official interest rates by the European Central Bank
(ECB) on 8 April and the continued depreciation of the
euro.  As a result, nominal short-term interest rates in
the money market also declined: in mid-June, they
stood at 2.6%, their lowest level in this decade. The
average real short-term interest rate2 fell to about 1.5%
in April (the latest month for which inflation data are
available), which is more than one percentage point
below the corresponding rate in the United States.

Outside the euro area, in the United Kingdom the
process of monetary easing, which began in the final
quarter of 1998, continued.  Official interest rates have
now fallen by 2.5 percentage points since June 1998,
when monetary policy was last tightened to avoid
overheating.

                                                  
2 i.e. nominal interest rates, adjusted for inflation, (based on national

definitions of consumer price indices).

In the United States monetary policy has been left
unchanged so far in 1999.  Given the continued
buoyancy of the economy, tight labour markets and
associated concerns about the risk of mounting
inflationary pressures, a tightening of monetary policy
in the months ahead is now considered probable by
many observers. Against this background, short-term
interest rates, which had been rather stable at around
4.9% in the months before, rose slightly to 5.1% in
early June.

(iii) Exchange rates

In the foreign exchange markets the euro’s
depreciation against the dollar and pound sterling has
continued (graph 2.1.3). In mid-June, the euro had
depreciated by nearly 12% against the dollar and 8.5%
against the pound since early January of this year.  A
striking feature of what has been the high volatility of
the yen-euro exchange rate without any discernible. It
is useful to recall that there have been previous
episodes during which the dollar appreciated strongly
against the deutsche mark and other currencies in the
old ERM, for example, over the period from late 1996
to mid-1997. The Swedish crown is an important
currency for forest products markets which has not
entered the euro. The crown fell against the euro
currencies in the run-up period to the introduction of
the euro, but then recovered its previous level.  Since
February 1999, the crown/euro exchange rate has
remained roughly stable, just under 9 SEK/Euro.

GRAPH 2.1.2

Bilateral exchange rates, January 1996 to June 1999
(Monthly averages)
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GRAPH 2.1.3

Euro reference rates, January 1999-June 1999
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(iv) Commodity and energy prices

There was a generally sharp fall in international
commodity prices3 in 1998 which reflected to a large
degree the adverse effects of the Asian crisis on
demand. Price developments for the main commodity
groups, however, have diverged during the first five
months of 1999.  There was a marked recovery in
petroleum prices which contrasts with the continued
slide in the prices of food products.  Industrial raw
material prices have been fairly stable at a low level
since the final quarter of 1998.  Commodity prices in
general will continue to be restrained by the existing
large margins of excess capacity.  Recent price
developments have been influenced by output cuts
(e.g. oil and copper) or expectations of a recovery in
demand later in the year.

In view of the implications of changes in oil price
for wood energy markets, it is worth examining trends
for world oil prices, and their underlying factors.  The
global cuts in oil production (for a period of one year)
agreed by OPEC in March 1999 reflect an attempt to
arrest and reverse the fall in oil prices and to increase
revenues.  Non-OPEC countries, such as Mexico,
Norway and Oman, have also announced that they will
curtail oil production. Available data and industry
estimates indicate that so far there has been a high
degree of compliance with the agreed cutbacks.  Crude
oil prices, on average, rose by 50% between February
and May 1999, but they were still below their level at
the beginning of 1998.  In early June, however, there
was some downward pressure on prices.  In view of
the expected modest growth in world petroleum
consumption (some 1¼%) in 1999 it is clear that
maintaining these higher oil prices will depend, at least
in the short run, on effective control of supply.  Non-
oil commodity prices are expected to recover
somewhat from their depressed levels due to
increasing demand, consistant with the strengthening
of economic activity (notably in Asian emerging
markets) in the second half of the year.

(v) Market economies: situation in summer 1999
and short-term outlook

In the first months of 1999 the real global
economy has remained full of contrasts.  The United
States economy has continued to expand at a robust
rate. In western Europe, the marked cyclical slowdown
in the second half of 1998 has been arrested but as yet
there are no signs of a strengthening in the forces for
economic growth.

                                                  
3 These indices include some series for forest products.  It would be

interesting to investigate the relation between prices for forest products
and for internationally commodities, and to what extent the two are in
phase.

Real GDP in western Europe is still forecast to
increase by some 2% in 1999, which contrasts with the
significantly stronger annual growth rate of more than
3% expected for the United States.

These forecasts embody the assumption that
forces for growth will strengthen in western Europe
but weaken in the United States in the second half of
this year. Such tendencies, however, are not yet
discernible in the currently available short-term
economic indicators for the first four or five months of
1999.

In Germany, the largest west European
economy, business confidence (as measured by the
IFO business climate index) rose again in May
following a fall in April.  But overall confidence has
fallen to low levels since the Russian crisis of last
year, and the May figure is only slightly higher than
the recent trough in February.

There are, nevertheless, some factors which could
lead to a pick-up in economic growth in western
Europe later on in the year.  In the euro area, the
monetary impulses which are now in the pipeline will
stimulate domestic demand, although the effects of
lower short-term interest rates could be partly offset by
a rise in long-term interest rates.  In addition, the
depreciation of the euro has improved price
competitiveness which should strengthen the growth of
net exports.  Fiscal policy, in the aggregate, will be
neutral in its effect on economic activity in 1999.  In
the United Kingdom, the resolute easing of monetary
policy and the slightly expansionary stance of fiscal
policy can be expected to offset the restraining effects
on exports of the strong pound.

Support for this scenario is also provided by the
increasing evidence that the economic situation in the
Asian emerging markets most directly affected by the
financial crisis of 1997 has been improving.
Stabilization and growth in Asia should, of course,
stimulate western European exports to the region.

There remain, however, considerable downside
risks.  These include the weakness of the Japanese
economy, the vulnerability of emerging markets to
new financial shocks, the sustainability of the rise in
the United States current account deficit. Another
concern is the level of equity prices in many
industrialized countries, notably the United States,
which appear to be quite excessive on the basis of
historical valuation criteria.

In the United States the continued strength of
the economy and the absence of any significant
inflationary pressures remain striking. Private
household spending has been fuelled by expectations
of further increases in already high asset prices,
which is not sustainable. Moreover, the pool of
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available labour resources has now been virtually
exhausted. At this very mature stage of the business
cycle productivity gains will be increasingly less able
to offset labour cost pressures, which must inevitably
mount if the economy remains as strong as it is at
present. Overall, the existence of significant domestic
and external imbalances calls for a pre-emptive
tightening of monetary policy to avoid a hard landing.

In Japan the growth effects of a succession of
fiscal stimuli have masked a continued depression in
the spending propensity of the private sector. In
contrast, there is increasing evidence of strengthening
of growth factors in the Asian emerging markets most
directly affected by the financial crisis of 1997,
although only relatively modest output growth is
expected in 1999.

In Latin America the adjustment to the reduced
inflow of foreign capital and the adverse effects of the
recession in Brazil has been depressing activity levels.

Against this background, the volume growth of
world merchandise trade is expected to remain
subdued in 1999. Forecasts are for an increase of only
3.5%, the same rate as in 1998. This is well below the
average increase between 1990 and 1997.  These
prospects for moderate growth in world output and
trade, however, are still surrounded by considerable
downside risks.

Current forecasts are for a stabilization of world
output growth at a rate of 2.5% in 1999 followed by a
strengthening to some 3.5% in 2000.

2.2 Central and Eastern Europe and the CIS

(i) Developments in 1998 and early 1999

During the early months of 1999, economic
performance deteriorated in many of the ECE
transition economies.  The most visible evidence of
this was the weakening of output and export
performance which was noticeable throughout the
whole region.  The weakening of economic activity
had a negative impact on the situation in the labour
markets causing further increases in unemployment.
While inflation rates continued to fall in most
transition economies, in some CIS countries there
were painful setbacks, fuelled in most cases by
depreciating exchange rates.  The international trade
of the transition economies was in general weak and
in some areas (in particular Russian imports and
intra-CIS trade in general) there were especially large
falls: the Russian crisis practically eliminated some of
the trade flows in this region.  The current account
balances of most transition economies have also
deteriorated suggesting that balance of payments
constraints may become a serious bottleneck for some
of the countries in the region.

The worsening of the economic situation in the
transition economies – which in fact started in mid-
1998 – was triggered by a series of external shocks, the
latest being the Kosovo conflict.  Their aggregate and
multiplier effects have resulted in an unexpectedly
large and widespread negative impact on the ECE
transition economies. For example, the rate of growth
of aggregate GDP in eastern Europe in 1998 was the
lowest since 1993 (table 2.2.1). These developments
highlight once again the general fragility of most of the
transition economies and their vulnerability to external
disturbances.

Basically the same external factors that caused
the setback in the ECE transition economies in the
second half of 1998 continued to further worsen their
output performance in the opening months of 1999:
weak global demand (caused by the global financial
turmoil that followed the Asian crisis), the large fall in
Russian imports in the aftermath of the August
financial collapse and the weakening of import
demand in western Europe. The outbreak of the
Kosovo conflict and the escalation of war-related
damage was another major external shock for many of
the ECE transition economies, especially those in
south-east Europe.

Among the central European transition
economies, in the first quarter of 1999 growth
remained relatively strong only in Hungary.  Although
the growth of industrial output decelerated somewhat,
it was still sufficient to preserve a healthy rate of
recovery in the economy as a whole.  The growth of
domestic demand also slowed a little from the very
high rates in 1998 but it still provided an important
support to economic activity.

Sluggish output, and in some cases recessionary
trends, prevailed in the rest of the central European
transition economies.  Poland has been experiencing
its worst economic performance since 1994.
Preliminary estimates suggest that quarterly GDP grew
only marginally in the first quarter and even if it picks
up later in the year it is highly unlikely that Polish
growth performance in 1999 will match the record of
the last five years.  In the Czech Republic, which has
been in recession since the beginning of 1998, both
GDP and industrial output fell sharply in the first
quarter of 1999.  Although a turnaround is widely
expected in the course of 1999, recession will probably
prevail for the year as a whole.

The new Slovak government has been
implementing a major fiscal adjustment aimed at
restoring macroeconomic equilibrium. Overall this
has resulted in a dampening of economic growth.
In the first quarter of 1999 quarterly GDP
increased by a meagre 1.8%, following a 0.5%
increase in the fourth quarter of 1998.
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The economic situation in the south-east
European transition economies was seriously
destabilized by the conflict in Yugoslavia.  The
economies of most of these countries were already in a
precarious state prior to the outbreak of the conflict.
The huge losses suffered by all of the south-east
European transition economies as a result of the
conflict have resulted in a critical setback for this
group of countries which threatens to escalate into a
major economic crisis for the whole region.

The economies of south-east Europe continue to
encounter serious macroeconomic problems.  Romania
has been facing serious macroeconomic imbalances
and has been in a state of a deep recession since 1997.
Its most acute problem in 1999 is the servicing of its
foreign debt, which will be impossible without
substantial additional assistance from the international
financial institutions.

The Baltic States were among the worst affected
by the Russian crisis. Economic activity began to
weaken already in the second half of 1998 and became
even more pronounced in the first quarter of 1999.  In
Estonia the preliminary estimates indicate that
quarterly GDP fell by almost 6% year-on-year, and
recessionary trends were also observable in Latvia and
Lithuania.  In all three countries quarterly industrial
output declined very steeply – in Estonia and Latvia at
double-digit rates.

The Russian economy is in a precarious state
after the major financial collapse in 1998.  The crisis
culminated in August, when the persistent loss of
investor confidence led to a massive outflow of capital
from Russia, the collapse of the exchange rate regime
and default on domestic public debt.  After the Bank of
Russia allowed the rouble to float in August 1998, its
exchange rate fell sharply from some 6.2 roubles per
dollar to 16.1 by the end of September. The nominal
exchange rate was around 24.5 roubles per dollar in
mid-June 1999.

Since the August financial collapse, Russian
economic performance has been mixed.  In the second
half of the year, and especially in the fourth quarter,
domestic demand weakened significantly as real
incomes fell sharply due to the upsurge in inflation
following the currency collapse.  At the same time,
some local producers apparently benefited from the
devaluation: exporters gained in competitiveness while
some domestic sales picked up thanks to devaluation-
induced import substitution. The increase in the price
of oil (a major Russian export product) since the

beginning of 1999 has also had a favorable effect on
Russian economic performance.  The combination of
these factors produced a deceleration in the rate of
decline of industrial output already in the fourth
quarter of 1998.  In the first quarter of 1999 this
decline was arrested and in March-April modest year-
on-year growth of monthly industrial output resumed.
Nevertheless, overall economic activity remained
weak with GDP declining by 3.7% in the first quarter
of 1999.

Private domestic demand in Russia remained
extremely subdued in the first months of 1999.  The
main factor behind this development was the
considerable erosion of real incomes after the August
financial crash. With no signs of reversal, the crisis is
likely to have a long-lasting negative impact on the
level of real incomes in Russia.

The Russian crisis caused a considerable
deterioration in the economic performance of most of
the other CIS countries.  On average, economic
activity in the CIS continued to weaken in the first
quarter of 1999: in all countries except Turkmenistan,
rates of GDP growth in the first quarter were lower
than the annual rates in 1998. Poor export
performance, and in particular, an abrupt fall in the
intra-CIS exports of many CIS countries (of which
Russia accounts for a significant share) appear to have
been one of the main factors behind this negative
outcome.  Apart from the direct impact of depressed
Russian import demand, output and exports in many
CIS countries were hit by the continuing weakness of
some commodity prices which in turn lowered export
revenues.

Rates of inflation continued to fall in most
transition economies in early 1999. As in 1998, the
deceleration was widespread and rapid. Given the
intensified competition for export markets, the general
weakness in import unit values for manufactured
goods in dollar terms probably continued also in early
1999; however, international commodity prices (also
in dollars) in April 1999 were nearly one fifth above
their levels in December 1998.
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As a result of the general economic slowdown
and the Russian crisis, unemployment started to
increase in most transition economies in the second
half of 1998.  In countries, where the external demand
shock was amplified by deepening internal problems
there was an unexpectedly sharp upsurge in the rate of
joblessness in the fourth quarter of the year.  The total
number of people registered as unemployed in the
transition economies as a whole reached 20 million
people at the end of March (some 7.6 million in
eastern Europe and the Baltic States and 12.4 million
in the CIS countries), the highest level since records
began in the early 1990s.

With regard to international trade, in the first
three months of 1999 there was a fall in the value of
exports from eastern Europe and the Baltic economies.
The virtual paralysis of the CIS market, the weakening
of intraregional demand, the increasingly competitive
conditions in western import demand and the effect of
lower international prices were the main factors behind
the fall of some 4% in the dollar value of their exports.

However, the continuing paralysis of the CIS
market in the early months of 1999 has hampered the
region’s exports as business confidence in this market
has diminished and few new trade contracts, including
those on a state-to-state basis, have been concluded.
The indirect effects, especially for trade among the
east European and Baltic Countries, were also
considerable with many individual countries
attempting to strengthen protectionist measures and
support the substitution of locally-produced goods for
imports.  As a result, in January-March 1999 exports to
Russia and to the rest of the CIS plunged by 50-70%
(as compared with the same period of 1998), while
trade among the east European and Baltic States
shrank by 10-15% in value.  East European and Baltic
exports grew in trade with the developed market
economies, but the rise of some 7% was less than half
the rate in 1998.

A recovery of east European and Baltic
Countries’ trade is not very likely in the short run as
external demand, especially in the west, seems to be
flat and within the region demand is weakening.  The
Kosovo conflict has added another major disturbance
to foreign trade flows,  not only for the south-east
European countries but for all the European transition
economies.  Following closely on the collapse of the
CIS market, this new shock is likely to reinforce and
prolong the negative effects on trade which were
already observable before the conflict.

During the first quarter of 1999 the dollar value
of total merchandise exports from the CIS countries
fell by 16% and imports by 39%. Total imports also
fell across the board, except in Azerbaijan and
Turkmenistan.  The CIS area’s merchandise trade
surplus showed a significant improvement over the

TABLE 2.2.1

GDP growth rates for the ECE transition economies,
1996 to 1999

(Rates of change,%)

1996 1997 1998 1999

Eastern Europe ........... 3.8 2.3 1.5 2.2
Albania ...................... 9.1 -7.0 8* 5-6
Bosnia and
Herzegovina a ............ ... ... ... 18
Bulgaria ..................... -10.1 -6.9 3.5 2
Croatia ....................... 6.0 6.5 2.7 1.5-2
Czech Republic ......... 3.9 1.0 -2.7 -0.8
Hungary ..................... 1.3 4.6 5.1 4-5
Poland ........................ 6.0 6.9 4.8 4-4.5
Romania .................... 3.9 -6.9 -7.3 -2
Slovakia ..................... 6.6 6.5 4.4 3
Slovenia ..................... 3.5 4.6 3.9 4
The former Yugoslav
  Republic of
Macedonia ................. 0.8 1.5 2.9 -8
Yugoslavia b ............... 5.9 7.4 2.6 ...

Baltic States ................. 4.1 8.4 4.4 3
Estonia ....................... 3.9 10.6 4.0 2.0-2.5
Latvia ........................ 3.3 8.6 3.6 2
Lithuania ................... 4.7 7.3 5.1 4

CIS .............................. -3.4 1.0 -2.8 0.1
Armenia ..................... 5.9 3.1 7.2 4
Azerbaijan ................. 1.3 5.8 10.0 6
Belarus ...................... 2.8 11.4 8.3 4-6
Georgia ...................... 11.0 11.3 2.9 4
Kazakhstan ................ 0.5 1.7 -2.5 -1.5
Kyrgyzstan ................ 7.1 9.9 1.8 2.8
Republic of Moldova c

.................................... -7.8 1.6 -8.6 -5
Russian Federation .... -3.5 0.8 -4.6 (-1-0)
Tajikistan ................... -16.7 1.7 5.3 3
Turkmenistan ............. 6.7 -11.4 5.0 10
Ukraine ...................... -10.0 -3.2 -1.7 -1
Uzbekistan ................. 1.7 5.2 4.4 4.4

Total above ................. -0.8 1.6 -1.1 1.0

Memorandum items:
CETE-5 ..................... 4.7 5.0 3.1 3.1
SETE-7 ..................... 1.9 -3.9 -2.6 -0.6
Former GDR ............. 3.2 1.7 2.0 ...

Source:  National statistics; CIS Statistical Committee; direct
communications from national statistical offices to UN/ECE
secretariat (IMF and World Bank data for Albania), 1999.

Note:  Aggregates are UN/ECE secretariat calculations, using
PPPs obtained from the 1996 European Comparison Programme.
Aggregates shown are: Eastern Europe (the 12 countries below that
line), with sub-aggregates CETE-5 (central European transition
economies: Czech Republic, Hungary, Poland, Slovakia, Slovenia)
and SETE-7 (south European transition economies: Albania, Bosnia
and Herzegovina, Bulgaria, Croatia, Romania, The former Yugoslav
Republic of Macedonia and Yugoslavia); Baltic States (Estonia,
Latvia, Lithuania); CIS (12 member countries of the Commonwealth
of Independent States); and total transition economies.  The 1999
regional aggregates exclude Bosnia and Herzegovina and
Yugoslavia.

a Data reported by the Statistical Office of the Federation; these
exclude the area of Republika Srpska.

b Gross material product instead of GDP.

c Excluding Transdniestria.
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first quarter of 1998, increasing from $2.6 billion to
$7.5 billion, due to a very large surplus in Russia.  The
first quarter trade performance did not significantly
differ from that in 1998 as a whole.

After the financial collapse of August 1998,
Russia – the economic engine of the CIS region – is
slowly recovering.  As anticipated, the rouble
devaluation has not had a substantial impact on
Russia’s exports, which are generally priced in dollars
and constrained by transportation capacity.  Exports to
the non-CIS area have also been discouraged by the
imposition of export duties on virtually all primary
commodities.  While they are ostensibly aimed at
reducing the fiscal deficit and slowing capital flight,
the duties also make the Russian trade regime more
complex – thus, potentially, making economically
undesirable rent-seeking activities more attractive.4

The low level of Russian imports continued
throughout the first quarter due to a much lower real
value of the rouble and lower industrial output.

The Russian financial crisis, in addition to
inflicting heavy economic costs on Russia, continues
to have a negative effect on the other CIS countries.  In
the first quarter of 1999, Russia’s imports from CIS
countries were down by 50%, a reduction that has
certainly contributed to the first quarter GDP
contraction (year-on-year) in the largest CIS
economies of Ukraine and Kazakhstan and flat GDP
growth in Belarus. Improved export performance in
many CIS countries crucially depends on the prospects
for economic recovery in Russia, but in its present
state Russian domestic demand is neither greatly
responsive to cheaper domestic substitutes nor is it
demanding imports from the CIS.

(ii) Short-term outlook for the transition
economies

On balance, the short-term outlook for the ECE
transition economies has deteriorated since the
beginning of the year.  The outbreak of the Kosovo
conflict –which was an unexpected negative shock for
many transition economies– has undermined the
economic prospects for a number of countries,
especially those in south-east Europe.  The worse-than
-expected performance in some CIS countries in the
early months of 1999 suggests that the outcome for the
year as a whole in some parts of this region may also
turn out to be worse than initially expected.  In view of
the strong negative economic impact of the conflict in
Yugoslavia as well as the prolonged impact of the
depression in Russian import demand, even the
recently revised official growth forecasts for 1999 may

                                                  
4 The Russian government has further increased the number of

goods subject to export duties (e.g. hardwood, seafood, alcohol, scrap
metal, fertilizers and paper) and in some cases raised their rates (e.g. base
metals).

turn out to be too optimistic for some of the transition
economies.  In this regard, the only notable exception
among the ECE transition economies is Russia, where
the short-term prospects have improved from what was
previously expected at the start of the year.

According to the official forecasts available the
authorities in three of 12 east European countries
expected falling GDP in 1999.5  As there were no
obvious signs of a reversal in the current negative
outlook at mid-year, it may well be that the number of
countries with negative growth will actually increase
in the second half. Even the countries forecasting
positive growth generally expect lower rates than those
achieved in 1998.

The short-term outlook for the east European
transition economies highlights once again the
increasing divergence among these countries. While
growth is expected to continue in most of the central
European transition economies (albeit probably at
lower rates than in the last few years), it is probable
that the south-east European region will see another
year of economic decline. On balance, the central
European countries appear to be capable of absorbing
the negative impact of the deterioration in the external
environment with relatively little damage.  Conversely,
it seems certain that the shock of the Kosovo conflict
will lead to the south-east European transition
economies falling still further behind.

The short-term economic outlook for the Baltic
States is not favourable either.  The unexpectedly poor
performance in the first quarter suggests that even the
revised forecasts have probably not taken into full
account all the negative external shocks that these
economies have recently been subjected to. Unless a
reversal in the current trends materializes in the near
future, it may well turn out that some of these
countries will end the year in stagnation or recession.

While much uncertainty remains as regards the
future of the Russian economy, the short-term
prospects have improved somewhat since the
beginning of 1999.  The problems of the Russian
economy are deep-seated and require the
implementation of a comprehensive reform program.
At the same time, the very high level of foreign debt is
a serious burden for the Russian economy and, as
openly admitted by high-level Russian officials,
Russia will not be able in the foreseeable future to
service its foreign debt without additional foreign
assistance. This is why the support of the
international financial institutions is crucial.

                                                  
5 This number excludes Yugoslavia itself for which no official

revisions of macroeconomic forecasts were available; however, it is
all too obvious that a large fall in Yugoslav GDP can be expected in
1999.
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Relations with the IMF suffered a major blow after
the August collapse and remained effectively frozen
for several months.  Only in late April did Russia
and the IMF come close to a framework agreement
under which the IMF would lend Russia $4.5 billion
over 18 months. The approval of this agreement by
the IMF board is conditional on a number of
measures that the Russian government still has to
implement.

Still, in view of the recent improvement in
economic performance, the latest official forecasts by
the Russian government are more optimistic than they
were several months ago.  While at the beginning of
the year the official government agencies were
expecting for 1999 a decline in GDP ranging from
between 2% and 10%, by May the expectation was for
no more than a 1% decline in GDP.  As regards the
short-term outlook in the rest of the CIS, it has
deteriorated in most cases and it may very well turn
out that a number of these countries will end the year
in recession.

2.3 Developments in the construction sector

Construction is the single largest market for
sawnwood and panels, so it is important to understand
trends in the level of construction activity and in the
relative importance of different types of construction,
where intensity of forest products use varies widely.

This section presents trends in construction in
Europe, Japan and North America.  No information is
available on construction in Russia and the other CIS
countries.

(i) Construction in Europe

This section is based on data supplied by
EUROCONSTRUCT, a consortium of research
institutes specializing in the construction sector.

Overall the construction sector6 in Europe grew
minimally in 1998 (+0.8%). This result is the
combination of two contrasting situations: most
countries showed growth rates in the range of 3-5%
(and over 10% in Finland and Ireland), but in the
largest economy of the continent, Germany,
construction activity fell by 4.3%, with drops also
recorded for Norway and Switzerland.  Among

                                                  
6 The sector includes: new residential construction; new non-residential

construction; building renovation and modernization; and civil
engineering.

TABLE 2.3.1

Developments in the construction sector, 1997 to 1999
(% change over previous year)

New residential construction Renovation

1998 1999 2000 1998 1999 2000
Austria -4.6 -7.3 -5.5 11.2 6.6 2.3
Belgium 2.7 3.0 3.3 3.3 3.3 3.9
Denmark 8.9 -10.0 -10.0 1.8 0.8 0.8
Finland 12.0 8.0 6.0 6.0 4.0 4.0
France 4.1 9.6 1.8 1.8 2.1 2.4
Germany -6.4 -1.2 0.5 -0.3 1.0 1.0
Ireland 13.1 14.2 10.0 2.1 6.5 4.4
Italy -6.8 -2.1 1.4 4.4 5.6 1.4
Netherlands -5.5 3.5 -2.0 3.2 2.7 2.1
Norway -1.7 -2.1 9.0 -3.7 0.4 0.9
Portugal 8.0 8.0 1.0 5.1 6.7 4.3
Spain 7.5 6.5 2.0 6.3 6.4 6.5
Sweden 3.5 12.3 22.2 2.3 1.9 3.4
Switzerland -1.2 -1.0 0.5 4.6 4.6 4.5
United Kingdom -1.9 -1.3 3.1 -0.3 3.7 4.4
Western Europe
(EUROCONSTRUCT )

-1.8 1.6 1.3 2.1 3.2 2.5

Czech Republic 9.8 10.8 2.0 -7.0 -2.1 5.2
Hungary -20.0 10.0 10.0 10.0 9.0 9.0
Poland 10.5 11.8 13.8 0.3 1.3 1.7
Slovakia 11.1 10.0 15.0 -7.9 1.0 6.1
EUROCONSTRUCT central and
eastern Europe

0.0 11.1 11.1 -0.3 1.4 3.0

  Source:  EUROCONSTRUCT ( http://www.euroconstruct.com/project.htm),1999.
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recorded in Norway and Switzerland. Among
transition economies, there was fast growth in Poland,
moderate growth in Hungary and a drop in both the
Czech and Slovak Republics.

In most countries, growth in the construction
sector has been slower than GDP for several years.
This is expected to continue also to the year 2000 and
beyond.

There is a contrast between the trends for
different types of construction. Of the two which have
the strongest influence on consumption of forest
products, new residential construction fell markedly in
1998 (-1.8% for western Europe) while renovation and
modernization grew by 2.1%.

For new residential construction, three of the
“Big Five” recorded significant drops in 1998:
Germany (-6.4%), Italy (-6.8%) and United Kingdom
(-1.9%).  Increases were reported for France (+4.1%)
and Spain (+7.5%).  Taken together the “Big Five”
account for 75% of new residential construction in
western Europe (Germany alone accounts for 36% of
the western European total). Of the countries in
transition, growth rates around 10% were reported in
Poland and the Czech and Slovak Republics, but a
20% drop in Hungary.

The forecast for new residential construction is
for steady growth at the regional level, around 1.5% in
both 1999 and 2000 (EUROCONSTRUCT). There
are, however, contrasting trends between countries:

• In Germany new residential construction will
drop slightly in 1999 but grow slightly in 2000,
for the first time since the end of the post-
reunification construction boom.

• France should see strong growth (nearly 10%) in
1999 and slower growth in 2000.

• Spanish residential construction, which has been
growing fast in the second half of the 1990s will
continue to grow slowly (6.5% in 1999, 2.0% in
2000).

• In Italy and the United Kingdom, new residential
construction will fall in 1999, but grow in 2000:
slowly in Italy, faster in the United Kingdom.

• All four EUROCONSTRUCT transition
economies are expected to show strong rates of
growth in 1999 and 2000.

Almost all countries have seen steadily rising
levels of building renovation and modernization.  For
the EUROCONSTRUCT region as a whole, growth
has been above 1.5% every year since 1996 (except for
1997, when it was 1.1%).  This trend is in strong

contrast to the variability and lower growth rates of
new residential construction.

In 1998, only two of the “Big Five” recorded
declines and these were small (Germany and United
Kingdom -0.3%), while Italy reported 4.4% growth
and Spain 6.3%.  The EUROCONSTRUCT Western
Europe region reported an increase of 2.1% in 1998.

For 1999 and 2000, nearly all countries expect
steady, occasionally fast growth in their renovation
and modernization sectors, for a regional rate of 3.2%
in 1999 and 2.5% in 2000.  Spain is expected to record
growth over 6% in both years and Hungary over 9%.

The continued growth of activity in renovation
and maintenance is a positive sign of demand for forest
products, whose flexibility makes them well suited for
this type of activity.

(ii) Construction in North America

The continuing strength of the United States
housing market has been the single most important
positive feature in world demand for forest products,
influencing prices in the largest market and thus,
indirectly, elsewhere.

Between 1991 and 1998, the number of United
States housing starts rose steadily, from just over
1 million units in 1991 to 1.61 million in 1998 (with a
slight hesitation in 1995, see graph 2.3.1).  In March
1999, the seasonally-adjusted annual rate was 1.75
million units. The factors underlying this upward trend
are the generally prosperous and expansionary state of
the United States economy, leading to high disposable
income, low interest rates, and the “wealth effect”
generated by the huge rise in share values. The average

GRAPH 2.3.1

United States housing starts, 1995 to 1999
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size of each housing unit is also increasing
7
. Nearly

80% of housing starts are single family units, which
use more forest products per unit than multi-family
units.

The high level of housing starts, the increasing
average size of units and traditional North American
construction methods, which use forest products in
almost all parts of the house (e.g., frame, floors, roof,
cladding, joinery) have combined to create one of the
strongest-ever demands for sawnwood and panels.
This is reflected in the consumption and price data
presented later in this Review.

In spring 1999 the seasonally-adjusted annual
rate for United States housing starts fell sharply from
1.75 million units in March to 1.57 million units in
April, a drop of 10%.  It is not yet clear whether this is
a temporary change, to be corrected soon, or the first
sign of a significant downward trend as potential house
buyers in the United States lose confidence. Some
commentators point to supply-side factors which may
have raised levels of starts in the first quarter and
depressed them later, thus accounting for the sharp
month-to-month fall. Weather conditions in early 1999
were mild and did not constrain house-building, so that
starts in the first three months of 1999 were higher
than in “normal” years. On the other hand, constraints
in the process of construction (e.g. availability of
labour and of insulation materials) slowed the process
of completing houses, so that starts had to be
postponed in the second quarter.

Canadian starts in 1998 were 137.4 thousand
units, below the 147.0 thousand units recorded for
1997.  In May 1999, the seasonally-adjusted annual
rate was 143.5 thousand units. Most housing
construction is in Ontario, but the largest changes were
in Alberta (+14%) and British Columbia  (-32%).

(iii)  Construction in Japan

The picture is very different in the other major
housing market, Japan, which has been in recession for
some time. Housing starts reached a low point of 1.07
million units (seasonally adjusted annual rate) in
November 1998. By March 1999 they had risen to
1.30 million units, about the same level as March
1998, but less than the 1.39 million units reported for
1997 as a whole.  Results for April show another
upward movement for housing starts.

Privately-funded housing starts in Japan remain
weak. The recovery is due to a program of government

                                                  
7 The space/planning restrictions, which are a common constraint on

construction in many European countries and Japan, are much rarer in
North America.

stimulus to housing construction. This was due to end
in June 1999 but may be prolonged.

Wooden houses (traditional Japanese style,
prefabricated and American-style “2x4” houses)
continue to account for nearly half (46%) of Japanese
housing starts (graphs 2.3.2 and 2.3.3).

GRAPH 2.3.2
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GRAPH 2.3.3

Share of wood and non-wood housing in Japan,
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2.4 Recent developments on the furniture
markets

This section is based on the report on the
furniture industry in Europe prepared by the European
Panel Federation and on forecasts by CSIL of Italy.
The secretariat expresses its gratitude to both
organisations.

European furniture production accounts for about
45% of world supply: 25% originates in Asia and 19%
in North America.  The European furniture sector is
now considered “mature”, with limited growth
potential.  It is composed mostly of small and medium-
sized enterprises, many family owned.  In Asia and
North America, the sector is much more concentrated:
the top ten companies account for less than 9% of
production in Europe, but 39% in the United States.
Among European countries supply is fragmented in
Italy and Spain, but less so in Germany, France and the
United Kingdom.

Germany is the leading European furniture
producer followed by Italy, France and the United
Kingdom. The combined production of these four
countries increased by about 2.5% in 1998: a similar
level is expected for 1999 (CSIL). The increase was
attributable to domestic consumption in Germany,
France and Italy. Exports also contributed as they are
growing steadily, but imports are growing even faster.
The trade balance of the four countries with the rest of
the world remains positive.

Many European producers play a leading role in
the international furniture trade. Italy, Germany,
France, Denmark, United Kingdom, Belgium, Sweden
and Spain are, in that order among the top fifteen
exporting countries in the world.  Italy still holds the
top position, but Germany has fallen to third,
overtaken by the United States. Trade volumes within
Europe have dropped, but there have been enormous
increases in flows to and from eastern Europe.

Trends in the major furniture producers may be
briefly summarized as follows:

• In Italy domestic demand started to grow again,
as well as production.  The rate of growth of
Italian exports was 3% (in volume), slower than
in previous years.

• In Germany domestic and export demand both
recovered after a period of stagnation.

• The French furniture sector continues to perform
well, with growth in exports and moderate
increases in domestic consumption.

• In the United Kingdom domestic consumption
fell and exports slowed. The strength of the

pound sterling helped imports and hindered
exports.

A recovery in consumption and exports is
expected in 1999 (CSIL). German consumption may
strengthen and that in the United Kingdom decline
further. Italy (the only country with significant exports
outside the EU) may record slower exports (table
2.4.1).

2.5 Competition and substitution

The level of consumption and the price of forest
products depends not only on the level of activity in
the consuming sector, but also on the market share of
forest products, which results from their
competitiveness (on price, convenience, performance),
compared to other materials.  The factors underlying
substitution towards or away from forest products
include perceptions of the environmental qualities of
the competing materials, promotion efforts by industry
associations and other influences.

These ideas are elaborated in the Competitive
Climate for Wood Products and Paper Packaging: the
factors causing substitution with emphasis on
environmental promotions, prepared by a sub-group of
the FAO/ECE Team of Public Relations specialists in
the Forest and Forest Industries Sector. A full report
has been issued by the team, and a summary will be
issued as an ECE/FAO Geneva Timber and Forest
Discussion Paper.

The report systematically compares the
production structure, market shares, environmental
promotion and advertising of the following industries:
wood and paper packaging, plastics, aluminum, steel,
concrete and gypsum. The main points may be
summarized as follows:

• The forest products industry is capital intensive
(especially pulp and paper), but ownership is
more fragmented than in competing industries.
The industry structure and organisation of the

TABLE 2.4.1

European furniture sector, 1996 to 2000
(% change over previous year, constant prices)

1996 1997 1998 1999 2000

Production -0.3 -0.7 1.8 1.7 3.6
Consumption 0.4 -1.7 1.7 1.9 3.2
Export 3.3 7.2 6.4 4.8 8.0
Import 5.6 4.9 7.2 7.1 7.8

Source: CSIL estimates/forecasts, quoted by European
Panel Federation, 1999.
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plastics and aluminium industries facilitate
raising of funds for lobbying and public relations.

• In the past, the main environmental issues were
emissions, discharge and waste. Now the focus is
shifting towards raw material procurement.

• The forest industry has many advantages over
competing materials: renewable raw material,
advanced production techniques, safe products
which can be disposed of or recycled with low
environmental impact, and possibility of
recovering energy content after use.

• Most consumers understand the link between
forest harvesting and product manufacture.

• Paper, steel and aluminium have the highest
recycling rates.

• The emphasis on climate change strengthens
forest products' competitive position.

• Steel and concrete are the toughest competitors to
forest products in construction, and plastics and
aluminium for packaging.

• Many factors affect substitution, including
perception of environmental issues, as well as
classical determinants such as price and
performance in use.

• Customer awareness of environmental issues is
growing in many parts of the world and
consumers increasingly take environmental
factors into account in decision making. In the
EU, survey results show “environmental
protection” as a theme has lost ground to other
issues such as unemployment and recession.

• Environmental issues are similar in Canada and
the United States: conservation of public lands
and threatened species, logging and aboriginal
issues.  In Europe the forest environmental issue
has been air and water pollution.

• Several surveys indicate that the public attributes
a high level of credibility to environmental
organisations, while foresters are also considered
credible sources of forest-related specialist
information.  Politicians are not so well regarded.
Wood is perceived as the most environmentally-
friendly raw material, although there is concern
about replanting and sustainability of supply.

• Substitution of forest products by competing
products is accelerating.  In some cases,
substitution is resulting from environmental
claims that are erroneous, incomplete or
unproven.

• Forest industry ownership is fragmented and
spends little on public relations compared to
competing industries.

• There is a need for cohesive international forest
industry action to combat substitution and
educate the public. There are persistent
misconceptions about forests, forest industry and
a continued challenge for environmental
organisations.

• An International Forest Communicators Forum
should be organised to assist in meeting the
above challenge.

• International co-operation is needed to prepare
broad educational campaigns on the importance
of forest products and to stimulate and promote
the sound use of wood and other forest-based
products as environmentally friendly and
renewable raw materials.

• The actions should be planned with necessary
links to inter-governmental processes, and other
relevant international and regional arenas.

2.6 Flooring market

The European Panel Federation reports on trends
in market share in the flooring material sector.

EPF research (citing Intercontuft and “own
calculations”) suggests the following:

• There are wide regional differences in flooring
markets, with textile carpets dominant in central
Europe, vinyl in Scandinavia and ceramic tiles in
southern Europe.

• Textile still has the largest market share, but this
is dropping from around 56% in 1994 to about
50% in 2000.

• Stone and ceramic tiles have a roughly constant
market share of around 20%.

• Vinyl claims a 15% share, which may be
declining.

• Wood parquet is increasing its market share and
represents 5% of the market.

• The most spectacular growth has been in a wood-
based product: laminate flooring. Growing from
near zero in 1990 to 5.3% in 1997 and 6.3% in
1998, the rapid market penetration may become
to an end.

• Currently wood-based products (parquet and
laminates) account for about 12% of the flooring
materials market, including the sector with the
most rapid growth in recent years.


