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1. General economic trends affecting the forest and forest industry sectors

Thanks toEconomic stability program implemented since 200d appropriate global climate,
Turkish economy achieved big progress in last sarg. In the last period of 2002-2006, the economy
grew totally about 43% which is quite above thensroic program targets and expectations. In this
period, GDP and GNP increased by 7.4% and 7.2%verage per year. As for industrial production,
higher growth rate was realized averaged 8 % par(ffee details of economic indicators are shown in
table 1) The economic growth achieved in first half of 208 also satisfactory and slightly over 2007
budget’s targets. In this period; GDP, GNP and $tdal production increased by 5.3%, 5.2% and 5.2%
respectively. More moderate GDP, GNP and indugirawth which is about 5% can be estimated for
the whole 2007 and 2008 years.

Besides strong economic growth, big progress has beade to solve some chronic economic
problem like high borrowing cost and big budgetiaef High volatility of financial market and
currency fluctuations, withessed before 2002, walmminated in the last 5 years and consequently
economic stability was provided. Budget deficitaleiag up to 16% of GNP, has been reduced well
under the EU limit. The success of reducing inflatand public borrowing cost are quite visible. l6zlo
competitiveness increased significantly, as a testileconomic stability and lower financial cost
provided in production and trade areas. Likewisedibility of the economy and external borrowing
possibilities are increased. On the other hancetomomy still has some weaknesses. Domestic public
dept and payment balance deficit, mainly arisemfforeign trade deficit, is still rather high.

Looking from the point of forest product marketiew, we can see some more positive
development in the related main sectors. The padoce of construction which is one of the main
engines of the economy was quite high in the lastet years. The growth rates of this sector were
21.5% in 2005, 19.4 % in 2006 and 16 % the firdf b& 2007. Nevertheless, there is a visible
slowdown in construction permits and occupancy Rergiven in 2006, especially towards the end of
the year. Besides, further slowdown has been wsttbsn the figures of the first half of 2007.
According to construction permits; construction n@mof new buildings and additions decreased by
5.4 % and the number of dwelling unit increasedydoy 4.1% and floor area increased by 9,6% in
2006. These figures were 41 %, 55% and 42% in 2@8pectively. As foroccupancy Permits, the
indicatorsare slightly bette{(more detailed indicators of the construction seete given in table2)in
spite of the visible sign of slowdown and some gloddverse circumstances, it is still possible éo b
optimistic for near future of Turkish constructisactor because of the determination of governneent t
improve the sector as well as the big housing gafurkey.

The striking performance of construction combimeth strong economy and increased consumer
confidence and it has been reflected positivelyfumiture and wood product markets. Furniture
production was increased sharply in the last yparalleling with the strong growth of constructiamd
furniture export increase after a long stagnantopewitnessed before 2002. Nevertheless, increasing
furniture import and possibly slowdown of constrostsector may be a threat for the near future of
furniture. Significant investment and productiorvelepment has been achieved by wood industry,
especially in wood based panel industry. Conse@yyembod based panel, especially MDF production
increased rapidly in the last years, but the pradaodncreases has slowed downed since seconahalf
2006 depending on the production cut by eight glaame of which were closed. On the contrary,
paper and paper board industry, especially pulpstrgl, had important problems, suffering big insea
of import.



On the other hand Tourism, another important semft@conomy, turned down in 2006 after its
record level (18.2 billion $) experienced in 2063eérms of tourism income and foreign visitor numbe
Nevertheless, tourism income and foreign visitomhar increased by 12 % and by 19% in the first 5
months of 2007.

Turkey's foreign trade has been increasing graguBtreign trade value rose up to 222 Billion $
in 2006 from 86 billion $ in 2002 by 158 % increa3ée increase slightly slow downed in the year
2005-2006 and fell to about 17%. Import value iased by 18.6 % and export value increasing by 24
% in the first 7 months of 2007. In spite of oweduated Turkish Lira, the high rate of increasing
export is a result of the measures taken by govenhito increase export, besides high performance of
private sector. The other important factor whicpmarted Turkish export increase is strong EURO. As
known, more than 60% of Turkish export going to EU.

2. Recent legidations and Policy M easures

In forestry and out of the forestry, there are some legislative regulations and policy measures
which can influence forest products markets diyeotl indirectly. While some of them are currently
influencing wood production and wood markets, aiffeaven’t had any visible impact on the market yet.

Two new laws related to renewable energy cameforte in 2005 and 2007. First ikdw on
Utilization of Renewable Energy Resources for thepBse of Generating Electrical Energy-No
5346". Second one is “Energy Efficiency Law-No 5627”.n®p articles of first law are replaced by
related ones of the second law. These laws inchodee encouragement related with land allocation by
government, fee and tax exceptions and purchasirayagty by government. For exampk&5%
deduction is implemented for rent, access right asdge permission of land and also for any
property given by some governmental agencies inrthestment period In addition, if the land is
under forestry administration, Forestation and ORK&pecialAllotment Revenue shall not be charged.

Policy measures directly related biomass enerdggassed on primarily plants other than wood.
Nevertheless, a significant amount of wood and weasilues is used for heating and cooking purpose,
but with low technologies. Therefore efforts andasures are being working on with regard to wood
energy mostly aiming to improve the efficiency dhd use of more environmentally friend technologies
Harvest residues which can’'t be used as raw mhterizwood based panel industry is another wood
energy source worked on.

Another fact that affects forest markets is th&@egoment program aiming to develop
construction sector and close residential buildjag in the country. In fact, the development of
this sector was the main driver factor of all wgodducts, including furniture, markets in recent
years.

As for forestry, there are three measures andr tmeplementation influencing domestic
production of round wood that is mainly composedty and low quality. These kind of woods are used
in panel industry or for energy purpose. First ameonverting coppice forests to high forest. fos
purpose, General Directorate of Forestry (GDF) wdrkh quite larger area than the coppice forest are
which was issue of harvest program in 2006, comnsigepossible production decrease. Nevertheless,
round wood production from coppices forest was e@sed about 22%. Although, the production
decrease in short term, converting process of cepja high forest likely enable production and gyal
increase in long term.

On the other hand, acceleration of converting @wgdegraded forest to productive forest and
increased maintenance program in young standsharether two measures which led to more round
wood production increase. In spite of the advargaaict of first, pulpwood production by GDF incredse
by 10% in 2006, primarily with the effect of oth®ro measures.

3. Developmentsin Forest Products Markets



Forest product markets were quite active in 2006 thie first 7months of 2007. Record level
consumption, production and trade levels were \ggrd. The total import value of wood and articlies o
woods (described in chapter 44) increased by 4192005 and 17% in 2006. The foreign trade is
continuing to increase moderately in 2007. Wood amidles of woods import value increased by 13% in
the first seven months of 2007. On the contrarypdvproducts, especially value-added wood products
export seems to accelerate. It increased 47% indiree period of 2007.

The current positive trend is expected to contimu2007 and 2008 for all wood markets. Still,
possible downturn of construction can be a seribresat.

Processed wood import increase, especially chepprinfrom Far East led to some problem for
many wood processing sub-industry branch. Complaintreased particularly in flooring and an
antidumping investigation on plywood import fromi@@is being carried out.

Main market drivers which have stimulated foresl &ood industry products markets in resent
years are; increasing domestic demand, new invessmaarticularly in wood based panel industry,
rebound of residential building construction, irasi&g wooden furniture and value-added wood praduct
export and some politic measures implemented by @DQpublic forests. On the other hand, extremely
weakened demand by woodpulp industry, decreasingmaterial import possibility resulted from export
bans and restriction applied by neighboring coestrand cheap finished good import from some Fsir-ea
countries are other drivers negatively impactingavmarkets.

Any visible impact of Russian export regime on Tisihkwood markets has not been witnessed yet,
but Russian’s plan to increase periodically expaxton round wood is very likely to influence ouoed
markets and wood industry in the future.

3.1. Wood Raw M aterials

Round wood removal, consumption and foreign trametioued to increase in 2006 and reached
new record level. Industrial round wood productinaoreased by 10% and all round wood production
increased by 4 % in 2006 paralleling the demandeamse witnessed. This production increase resulted
from some policy measures implemented by GDF whesponsible for sustainable forest management
of public forests in the country. Indeed, the ppliowards wood production increases and other
management policies, mentioned in Policy Measuhepterabove, led significant production rise from
public forests in recent years. In other wordsustdal round wood production by GDF, which was
stable around 7.5 million m3 before 2004, is alioueach 10 million m3 in 2007.

On the other hand, the sharp increase of Induswiahd wood import, experienced 2003-2005,
slowed dawn. Yet, net industrial import amount resttup to 2020 million m3 by 3.5% increase in 2006.
Wood chips and particle import continued to incesaBarply and reached up to 1045 thousands metric
ton by 29% increase in 2006.

Seeing the result of the first 7 months of the Y47, moderate or slight round wood production,
consumption and import raises are estimated in 200/72008.

Sawlog market has benefited from high expansiatoabtruction sector and high economic growth
in resent years. In addition to increasing imp@BDF sales of sawlogs and veneerlogs is satisfactory
Especially coniferous log market is still activet hard wood market is relatively weak. Some pfatis
were witnessed in recent years partly becausea@fsipply. Round wood prices are generally steady b
higher than other European countries.

Thanks to strong demand by panel industry, smalhdier round wood demand is also good. This
strong demand of wood based panel industry balatieesveak demand of pulp industry. Wood pulp
industry has lost its competitiveness in recentryeand production has fallen to very moderate level
More than 75% of domestic consumption of wood psilpeing imported.

Fuel wood production of GDF decreased slightly @& and similar production level is estimated
in 2007 and 2008¢und wood and other wood products production aiadéd figures in 2005-2006 and
estimates of next two years are given at table:t}/a
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3.2 Sawn wood and Value-added Wood Products

Sawn wood and further processed wood productioncamdumption increased significantly in
2005-2006 and continuing to increase in 2007 botesghat slower. The significant growth, witnessed
in house construction, and strong economic growth raajor driver factors of domestic demand
increase. Coniferous sawnwood production, consummid import increase by 14%, 18% and 69%
respectively in 2006. Import amount of coniferoas/s wood increased by 29%. On the contrary export
decreased by 65%. Lower demand increase (5%) wsitdeim hard sawnwood market. Import value of
other processed wood products, including furthecg@ssed and value-added product, decreased by 17%
while the export value increased by 20% in 2006er&fore, slower consumption increase was
witnessed in 2006. Besides, capacity usage rawofl industries slightly fell in the first seven ntbs
of 2007 with some exceptions. Modest production @msumption raises are estimated for whole 2007
and 2008.

After a long sharp penetration period, furnitur@ax was relatively slowed down in 2005 (18%)
and 2006 (14%). Anyhow, the export looks like taelerate again with the increase by 37% in thé firs
7 months of 2007. On the contrary, wooden furnitomgort increased sharply by 56% in 2006 and 39%
in the first 7 months of 2007. The high volume @ase of sawn wood import increase, withessed in
recent years, have been influencing negatively saeod manufacturer especially the ones located near
to import ports.

Main import sources of sawn wood are Russian Fé&deraJkraine and Georgia. Main export
markets are North Cyprus, Iraq, Greece, Italy dsaad Japan

3.3 Wood Based Pandls

Big invest achieved in 2003-2005, created some capacity. Consequently, eight plants most of
which are particleboard plant partly cut productionthe second half of 2006 and 2007. Like wise,
monthly capacity usage rates explained by TURKSTAOrk Statistical Institute) is fell in the firsaH
of 2007. Nevertheless, new investments espedraligchnologic renovation are continuing. Due t@ th
production cut particle board production fall slighn 2006 and more fall is estimated in 2007. {Da
contrary, fibre board production increased sigaifity in 2006, but less increase is estimated €72
and 2008.

In 2006, another falls were been witnessed in fpreéfade with a few exceptions. Both veneer
sheets import and export and particle board exgecteased slightly. Plywood export, particle board
import and fibre board import decreased signifiar®n the other hand, plywood import, particularly
from China, increased significantly and fibre boasgort doubled by the effect of big MDF export
increase. As total, wood based panels import deeccabout 9 % while export increased 30 %. Similar
trade trend are estimated in 2007 but it is diffida make estimation for 2008. Only a MDF export
increase can be forecasted.

Main import sources of particle and fibre board R@mania, Germany, China, Bulgaria and
Poland. Main export markets are Iran, Iraq and Giaor

Emphasizing recent trends and developments, ibeatoncluded that there are some evidences of
weakening demand not only for some wood based pdnélalso for most finished and semi-finished
wood product in last months.

3.4 Pulp and paper

Paper and paperboard industries are strongly imfle@ negatively from import increase
experienced in the recent years. More than hatbwll paper and paperboard consumption is sourced
from import. Any significant production increasenist expected for 2007, but consumption is estithate
to be continuing to increase. Especially pulp indus not competitive in global markets. Produatio
cost of this product in Turkey still higher thanganted pulp price. That is why production of pup i
significantly reduced by producer companies in 2808 2006. Privatization seems to be not enough to
improve the sector’'s competitiveness.



3.5 Certification

In parallel with the raising environmental sensifilconsumers and civil society concern about
the issues related to the production patternslagid énvironmental impacts, increasingly.

On the other hand, nearly all forests belong toegowment and consumers are trusting to GDF,
responsible governmental agency for forest managenrerespect of sustainable forest management
and legality. In other words, there is no enougmestic market force driving foresters to forest
certification and wood products producers to chafircustody certification. Besides, the impact of
external markets is still quite weak as a derivajor.

Despite the weak market demand for certified woosbpcts and insufficient environmentalist
pressure, GDF decided to start forest certificatigh a pilot implementation in cooperation with &S
and accredited certification bodies to improve austbility of forest management. Meanwhile, it lisoa
considered to develop national certification schamder the umbrella of PEFC or to set national
certification standards in cooperation with FSC.

Table 1: Growth Rates and Some Economic indicators, Turkey

%)
2007
2001 | 2002 | 2003 | 2004 | 2005 | 2006 [ _ | 2 | 2%
GDP 74|78 |58 |89 74 610 53 | 5 | 5
GNP 94|78 |59 99| 76| 6 | 52 5 | 5
Industry 75 (94 | 78 | 94 | 65 | 65 | 52 5 | 5
Construction -5,9 | 4.9 -9 46 | 21,5 | 194 16,1 10 6
Egigefft:geg%}é’hﬁp) 159 | 143|112 | 71 | 1,7 | 07 28 | 1
}gﬂj‘;‘gge(r"gﬂggsa'e 88,6 | 30,8 | 139 | 138 | 2,7 | 116 | 3 4 | 4

Source: 1-Turkish Statistical Institute, Prime Ministry, Republic of Turkey 2-Ministry of Finans (http://www.maliye.gov.tr)

Table 2: NUMBER OF CONSTRUCTION AND ACCOMPANCY PERMITS OF NEW BUILDINGS
ANDADDITIONS, TOTAL

CONSTRUCTION OF NEW BUILDINGS AND| CONSTRUCTION OF NEW BUILDINGS AND
ADDITIONS, TOTAL ADDITIONS, TOTAL
(According to Construction Permit) (According to occupancy Permit)
YEARS Number of building | Change Percentage |Number of building (1000)[ Change Percentage
1998 116 -11 92 -13
1999 92,5 -20 87 -5,4
2000 79,14 -14,4 91 4,5
2001 77,43 -2,2 86 -5,4
2002 47 -38 65 -32
2003 50 15 57 -14
2004 75,5 50 41 -44
2005 114 51 64 50
2006 108 -5,3 66 3
2007Est. 100 -7,5 68 3

Source: Turkey’s Statistical Yearbook,200bkish Statistical Institute website (http:/ww.turkstat.gov.tr))



Table 3/a

e . y Nam e of Official responsible for repl Ramazan Bali
ﬁi_s ! Lyv Official Address (in full): OGM ISL. PAZ: Dai.Bagkanlidi (2 nolu 4
o Besgtepeler- Yenimahalle/ANKARA
TC1
UNECE TIMBER COMMITTEE FORECASTS |Telephone: + 90 312 296 41 47 Fax: + 90 312 296 41 45
Roundw ood Email: bl ramazan@ahoo. com
Product Historical data Revised | Estimate | Forecast
Code Product Unit 2005 2006 2006 2007 2008
1.2.1.C |SAWLOGS AND VENEER LOGS, CONIFEROUS
Removals 1000 m? 2.394 2.848 2.848 2.850 2.850
Imports 1000 m? 1.689 |# 2.000 # 1.780 1.850 1.900
Exports 1000 m? 6|# 7 # 0 3 3
Apparent consumption 1000 m? 4.077 4.841 4.628 4.697 4.747
1.2.1.NC | SAWLOGS AND VENEER LOGS, NON-CONIFEROUS
Removals 1000 m? 2.713 2.801 2.801 2.850 2.800
Imports 1000 m? 279 |# 300 # 242 250 250
Exports 1000 m? 2|# 2 # 3 3 3
Apparent consumption 1000 m? 2.990 3.099 3.040 3.097 3.047
1.2.1.NC.|of which, tropical logs
Imports 1000 m? 133 # 140 # 104 120 120
Exports 1000 m? o|# o# 0 0 0
Net Trade 1000 m? 133 140 104 120 120
1.2.2.C [|PULPWOOD (ROUND AND SPLIT), CONIFEROUS
Removals 1000 m? 2.979 3.118 3.118 3.500 3.550
Imports 1000 m? o|# o# 0 0 0
Exports 1000 m? ol# 0# 0 0 0
Apparent consumption 1000 m? 2.979 3.118 3.118 3.500 3.550
1.2.2.NC |PULPWOOD (ROUND AND SPLIT), NON-CONIFEROUS
Removals 1000 m? 1.424 1.629 1.629 1.870 1.875
Imports 1000 m? 279 |# 300 # 233 230 230
Exports 1000 m? ol# o# 0 0 0
Apparent consumption 1000 m? 1.703 1.929 1.862 2.100 2.105
3+4 WOOD RESIDUES, CHIPS AND PARTICLES
Domestic supply 1000 m? 1.700/C 1.700 C 1.700 1.770 1.770
Imports 1000 m? 1.292 C 1.394 C 1.443 1.550 1.550
Exports 1000 m? ocC ocC 0 0 0
Apparent consumption 1000 m? 2.992 3.094 3.143 3.320 3.320
1.2.3.C |OTHER INDUSTRIAL ROUNDWOOD, CONIFEROUS
Removals 1000 m? 887 1.012 1.012 1.050 1.050
1.2.3.NC |OTHER INDUSTRIAL ROUNDWOOD, NON-CONIFEROUS
Removals 1000 m? 805 853 853 865 860
1.1.C WOOD FUEL, CONIFEROUS
Removals 1000 m? 1.859 1.723 1.723 1.750 1.750
1.1.NC |WOOD FUEL, NON-CONIFEROUS
Removals 1000 m? 3.124 2.829 2.829 2.765 2.770




Table 3/b

] Country: [ Turkey Date:12 September 2007
i ™ Nam e of Official responsible for repl Ramazan Ball
et
ﬁ.‘t - Y 11}" Official Address (in full): OGM ISL. PAZ: Dai.Baskanligi (2 nolu bina)
L Bestepeler- Yenimahalle/ANKARA
== TC2
UNECE TIMBER COMMITTEE FORECASTS |Telephone: 90 312 207 52 41 |Fax: 90 312 296 41 45
Forest products Email. bl ramazan@anoo. con
Product Historical data Revised | Estimate | Forecast
Ccode Frouuct Linit 2005 2000 2000 200/ 20038
5.C SAWNWOOD, CONIFEROUS
Production 1000 m° 3./6/ 4.523 4.323 4.529 45.020
Imports 1000 m° S/ 7 487 457 520 540
Exports 1000 m° 111 38 38 40 50
Apparent consumption 1000 m?® 4.052 4.7 (2 4.2 4.605 45.510
0.NC SAWNWOOD, NON-CONIFEROUS
Production 1000 m® 2.058 2.156 2./06 2.7(0 2./60
Imports 1000 m® 93 139 139 150 160
Exports 1000 m* 11 [¢] © 10 10
Apparent consumption 1000 m?° 2.140 2.66Y 2.66Y 2.910 2.910
5.NCT of which, tropical sawnwood
Production 1000 m° 102 yad i c0 a0
Imports 1000 m° 15 1/ 1/ 18 18
Exports 1000 m® 2 T T T T
Apparent consumption 7000 n¥ 115 93 93 97 97
6.1 VENEER SHEETS
Production 1000 m?® (5 C o4 C 34 85 39
Imports 1000 m* 23 C 22 C 22 24 25
Exports 1000 m° 20 C 20 C 20 22 24
Apparent consumption 1000 m° /8 80 cb S/ 8o
6.I.NC.T[ of which, fropical vEneer sheeis
Production 1000 n¥® 20 18 18 19 20
Imports 1000 n?¥® 2 T T 2 2
Exports 1000 nE 0 3 3 4 4
Apparent consumption 7000 n¥ 22 15 16 17 18
6.2 PLYWOOD
Production 1000 m?° 04 C oo C 00 00 05
Imports 1000 m° 109 C 146 C 146 150 130
Exports 1000 m° 26 C 20 C 20 25 25
Apparent consumption 1000 m° 1438 181 151 180 1/0
60.2.NC. T of which, tropical plywood
Production 1000 n¥® 1 1 1 T T
Imports 1000 n?¥® 10 17 17 18 15
Exports 1000 NE 7 2 2 2 S
Apparent consumption 1000 n¥ 7 16 16 17 13
0.3 PARTICLE BOARD (Iincluding OSB)
Production 1000 m° 2.890 2./50 2./00 2.6050 2.650
Imports 1000 m° 271 1/9 1/9 150 140
Exports 1000 m® 284 1/8 1/8 200 200
Apparent consumption 1000 m?® 2.0(( 2./01 2./01 2.600 2.990
6.3.1 of which, OSB
Production 1000 m?® [0] [0) [0] [0] [0)
Imports 1000 m* 99 113 113 115 115
Exports 1000 m° 4 [§] [§] © [
Apparent consumption 1000 m° 92 10/ 10/ 109 109
6.4 FIBREBOARD
Production 1000 m° 1.742 C 2.100 C 2.100 2.150 2.200
Imports 1000 m® (27 C 049 C 049 510 o000
Exports 1000 m® 163 C 343 C 343 400 450
Apparent consumption 1000 m?® 2.286 2.306 2.306 2.200 2.250
6.4.1 Hardboard
Production 1000 210 270 270 280 290
Imports 1000 m° 190 215 215 210 200
Exports 1000 m° 23 42 42 50 55
Apparent consumption 1000 m° /7 441 441 440 435
6.4.2 MDF (Medium density)
Production 1000 m® 1.500 1./98 1./96 1.645 1.660
Imports 1000 m® 436 329 329 290 289
Exports 1000 m® 128 2/(1 2/(1 340 300
Apparent consumption 1000 m?® 1.508 1.852 1.852 1./795 1.820
6.4.3 Insulating board
Production 1000 m° 32 32 32 29 29
Imports 1000 m° 101 11 11 10 10
Exports 1000 m° 32 30 29 10 10
Apparent consumption 1000 m?® 101 13 14 29 29
!l WOOD PULP
Production 1000 m.t 225 C 225 C 389 (5 V4
Imports 1000 m.t 487 C 487 C 4382 500 510
Exports 1000 m.t 1.C 1 C 5 [0] [0)
Apparent consumption 1000 m.t /11 (11 002 Y4} 00O
10 PAPER & PAPERBOARD
Production 1000 m.t. 1.645 C 1.645 C 1.650 1.650 1.660
Imports 1000 m.t. 2.068 C 2.068 C 2.097 2.100 2.100
Exports 1000 m.t. 1/5C 1/5 C 03 ol 0o
Apparent consumption 1000 m.L. 3.030 3.530 3.004 3.6/0 3.6/5







