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1. General economic trends affecting the forest and forest industries sector

Gross domestic product In 2006, Estonia’s economic growth accelerated1td% level. This acceleration was
driven by an increase in domestic demand to 154%lIcompared to 2005. Rise in domestic demandmaisly
driven by increased private consumption and investractivity, growth was supported by increasedegawment sector
(public administration, national defence and sodmurance, health care and social welfare) firmhsamption
expenditures.

Manufacturing industry had biggest share in econognowth, increase in sector (12,8%) was suppdoted
high domestic demand and export growth. Domeslidetrgrew 12,6% (increased sales volume and predytireal
estate sector 9,7% (continuing booming in realtestarket), transport and communication 10,9% ¢ased volumes
and developing storage facilities), financial imediation 22,8% (active lending and leasing), aoiesibn 13,3%.
Added value of the primary sector reamained ayéaa 2005 level due to decreased production.

The Ministry of Finance forecasts an 8,1% econognmwth for 2007 (7,3% in 2008). Economic growth is
based on domestic demand components (private cquigsum investments, government sector final congionp
expenditures) and exports, although their growtbsravill decelerate. Domestic demand’'s growth &Htd3.2% is
faster than the growth of the overall economy i®Z20mostly due to strong growth of private consuamptand
investment. In 2008 the growth of domestic demdruilsl decelerate, therefore its contribution togbenomic growth
will remarkably decline compared to 2007. In thediuen term, the growth rate of domestic demand shoeinain
lower than the average growth of the economy.

Private consumption The growth of domestic demand (15,1%) was muchdrig¢iian the average economic
growth and reached 107,4% level from GDP. The Bexd domestic demand was supported by increasedngro
private consumption and investment activity, tharetfrom the economic growth was 8,5% and 6,4%edsgely. The
real growth of private consumption acceleratedh® 15,8% level and was induced by increased ss)aliecreased
employment rate and direct tax burden. Private wopsion’s growth will slightly decelerate in 200% (14.8%,
compared to 15.8% in 2006), but is still remarkadttpnger than GDP’s growth rate. In addition t@rs growth of
wages, private consumption is supported by consieigf in the continued good times of the econ@ng ongoing
rise in their incomes. Despite some anxiety inrded estate market, rapid growth and high levethef value of real
estate so far positively affects consumption prefignin the coming years, the growth of consumptisill be
restrained by the stabilisation of employment, itrnd) growth of wages as well as increasing debtiseg costs.

Investments. Annual investments growth accelerated to 19,7%0062 Growth was induced by enterprises. The
increased demand in the domestic and foreign mamr&ket the booming real estate business gave antuspe
enterprises to make capital investments (15% groatd). Continuously high demand for resident@ises supported
the high level of housing investments. The incrdaagport from Structural Funds and the higher gdtiem capacity
of these funds brought about a vigorous rise aéstiments in the government sector.

The growth of investments will decelerate from ¥5.0h 2007 to 9.3% in 2008. This year the investnggoivth is
more based on companies servicing the domesticanalkhough the investment activity in exportiirgi is growing.
Next years will bring the slowing growth of investms as the growth of borrowing will be more modesd the real
estate market cools down. Rapidly growing productomsts force companies to invest more to capitalrisive
production. Government investments are pushed éyritreasing role of the EU funds, accompaniedhieyntew EU
financial perspective.

Balance of payments Imbalance ofurrent account deficiamounted td.4,8% of the GDP in 2006. Current account
deficit is expected to be at 16,8% level in 200@ #ren gradually decrease in 2008—2011.

Foreign trade Due to the positive economic development of thennteade partners of Estonia (Finland,
Sweden, Russia, Latvia and Lithuania) and the gitodtion of the economy of the United States, ABmst-Europe



and CIS countries, the foreign demand remained imdt006. The growth of export decreased in 200@p=ared to
2005 due to somewhat decreased competitivenessstoiniBn goods in foreign markets. The growth of anip
accelerated during the same period and was hidizer €xport growth in 2006. Imports were supportgdabtive

foreign direct investments’ activities, high donestemand and favourable loan conditions. As alréka deficit of

trade balance (45.8 bn EEK) increased by 50% coedp@r year 2005. Trade with machinery, equipmedtteensport
means count for about a half of the deficit. Thiomgt years, Estonia has had a surplus trade bailameeod and wood
products, furniture and loghouses. Total tradeduen was 284.8 bn EEK and it grew by a quarteoihpared to year
2005. Export value was 119.5 bn EEK (42% of turmpesd import value 165.3 bn EEK (58%). The growdte of

exports of goods and services will decline in 260@ to a sharp decrease in the growth of exportiwamfnain product
groups (transit of mineral fuel and subcontractirigelectronics equipment). The export of the rdsthe products
remains strong. In 2008 the growth of exports ipeexed to slightly accelerate. In the medium tehnm growth of

exports should remain lower than its average dusoine problems in the restructuring process ofettanomy. The
growth of imports of goods and services is alsceetqd to decelerate in forthcoming years due tovesi@rowth rates
of domestic demand as well as exports.

Export Exports grew to 79.4% of the GDP in 2006. Real ghowf export of goods and services accelerated to
23.5%; export of goods grew by 22.7% and expogeo¥ices by 9% in 2006. In 2006, all commodity groshowed an
increase in export except textile and textile patsu

Exports of wood and articles of wood amounted tobtdEEKs. Compared to the previous year, exports
increased 3% (by 359 million EEK). Exports of woadd articles of wood accounted for 11% of the totdle of
exports of Estonia. Sawn timber (22%), builder&g¢oy and carpentry of wood (16%) and wooden fumeitand parts
thereof (12%) made up the largest proportions efetkports of wood and articles of wood at curreites. Export of
roundwood has decreased remarkably in last 5 ydaedrend continued in 2006 (1, 5 million m3 ofimdwood was
exported, decrease was 18% by value). Export oftitne and wooden houses grew slightly in 2006.

In 2006, the share of the European Union in Estemigport was 65% (decreasing by 13% compared @520
Export to NAFTA countries increased 2.3 times an€IS countries 50%

The growth of export will slow down in 2007, dueth® lower international competitiveness of donudlstibour
intensive companies and decreasing growth of exgiartineral fuels

Import Acceleration of real growth of import in 2006 to,2% was due to the speedier growth of domestic
demand. Import increased in all commaodity grouge fapid growth of import demand was influencedHhayswinging
inflow of foreign direct investments and the in@ea private consumption. The accelerated expomtgrdorought
about increased import of raw materials and inteliate goods.

In 2006 imports of wood and articles of wood werg Iin EEK. Compared to 2005, imports increased (8%
824 million EEK). The share of imports of wood aandicles of wood in the total imports of Estoniasn@3%. The
largest proportion of imports of wood and artiobésvood had sawn timber (31%, imports increasedpaoed to 2005
30%), roundwood (26%, increase compared to 200588%, imported from Russia) and plywood, veneeratlsaand
similar laminated wood (11%). In 2006 imports ofadoin the rough, whether or not stripped of barksapwood or
roughly squared increased 5%, the absolute increase67 million kroons. The main country of consigmt was
Russia. Imports from that country increased 12%,ahsolute increase was 137 million kroons. Theesh&Russia
increased from 82% in 2005 to 88% in 2006.

The share of the EU in Estonia’s total import fatla couple of percentage points, to 74%. Imparinfthe EU
grew compared to 2005, by 26%. The share of ClSitti@s in imports was 16%, imports from CIS grewnpared to
2005 by 77%. The biggest import partner was stilldhd. Russia rose to the second position, pusBiegmany to the
third place. Import from Russia grew 1.8 times dgrihe year; mineral fuels constituted almost Z/the volume and
wood and wood products 13%.

The growth of import will slow down in 2007, due tbhe declining growth rate of domestic demand and
exports, but will still exceed the growth of exmorGrowth of imports will be supported by the highel of private
consumption, capital investments in technology esrtinuous inflow of EU structural funds’ means.

Labour market Growth in the employment rate continued in 2006umber of employed increased 6,4% .
Unemployment rate dropped to 5,9% level. The nuntbemployed persons reached 646 000 in 2006, Wghest
growth in trade, construction and manufacturingistdy

It is predicted that the number of employed willysat high level and even increase (1,2% in 20@704% in
2008). At the same time unemployment rate will dase to 5.3% in 2007. In the construction busiaessin several
other sectors (including forestry) exists the <hget of qualified labour (structural shortage of kforce). After
Estonia’s accession to the European Union a partialfified workforce moved to work in opened foreigbor markets
(at least 3% of labour moved to work abroad), mgktndifficult for local companies to find employgeDecreasing



number of unemployed, competition with open laboarkets of neighbouring countries and Estonianafitfh
pressures result in an accelerating growth of gn@gges in real terms — to 13.5% in 2007. The gravftlabour costs in
2007-2008 will exceed the growth of value addedctvithen causes the loss of international competigss of firms
based on cheap labour-intensive production.

Consumer priceindex CPl increased from 4.1% in 2005 to 4,4% in 200G@ekhal factors - prices of energy
and foodstuff - and increased domestic demand bagmabled to slow down the CPI growth. Booming esdate
market deepened the trend.

Inflation will accelerate to 6.1% in 2007 and tel%. in 2008. As inflation will not slow down to pdisie
reference value (which is around 3%), fulfillingetMaastricht’s price stability criterion, the jaigi to the Euro zone is
problematic.

Manufacturing Sales of the manufacturing have grown by moeas tB times during the last decade. Wood
processing industry has been among the most quitslgloping branches. The year 2006 was again ssfotdor the
manufacturing industry — sales volumes grew by B4 production volumes by 8% (at constant priceg)pared to
year 2005; investments also continued to grow. Bu¢he strong demand (both domestic and foreigigh haw
material prices and the increased labour costgrihducer prices in manufacturing industry rose [#¢/&compared to
the previous year. 60% of all sales of manufactusector were exported.

Sales exceeded the 2005 level the most in papastind(increase by 44%), rubber and plastic ingu&0% )
non-metallic mineral products (27%). The sales obevprocessing industry increased 13% and of fumaitndustry
4%.

Investments in fixed assets in the processing tngurscreased by 9% compared to the year 2005. bfalfie
sector investments were made in food, wood andimgjl materials processing industries. Accordinghte survey
conducted by the Estonian Institute of Economic éaesh companies indicated that lack of raw materaid
workforce was the main growth inhibiting factor.

Manufacturing industry will grow 10.4% in 2007 a@®% in 2008. During the period 2007-2011 the ghooit
manufacturing will outpace the growth of the oveelonomy although its growth rate decelerates esatbto 2006,
because of the developments in domestic and fomirkets. During the forecast period the growthhef services’
sector will decelerate and its growth rate willdmealler than the growth rate of the overall econo@uoling real estate
market as well as decreasing private consumptitimitgcs expected to lower the growth rates of teal estate and
financial activities, but also the growth of constion and domestic trade.

Wood industry The wood industry is one of the largest indestrin Estonia — about 1000 enterprises,
employment over 19000 people. In 2001-2006 theubwtplumes grew by almost 1.5 times and the shiexmorts in
total sales has risen to 66%. The Estonian woodsimg is closely related to the Scandinavian woecta through
ownership relations. The assortment of the woodistrg’s products is comprehensive, ranging from rsgmber
production and processing to manufacture of logasusindows and doors.

Year 2006 was controversial for wood industry; theziles grew both in export and domestic marketisthe
employment in sector grew but the problems arogle tlve raw materials’ (timber) supply in secondt gdithe year. In
2006, the sales of the wood industry grew by 13%hpmared to the previous year and the output voluahe®nstant
prices increased by 6%. Domestic sales grew coraditle slower was the growth in export markets. @hoof the
production volumes dropped due to the shortagepsind increase of timber. Due to the continuousbpging felling
volumes in Estonian forests (especially in privimtieests) since 2000, the competition for timber hasome fiercer;
small businesses find it especially hard to get maaterials. At the same time the share of imporéed materials has
grown, primarily from Russia. In 2007, the mild w&énand risen Russian export tariffs make the 8d@oan the wood
supply even worse. Prices for the timber rose dtigally, similar trend continued in the 2007. Proihg prices were
6% higher in 20086, in the first months of the 2@0& price increase reached 15-20%.

About 2/3rds of the wood industry output was exgaiin 2006, most to the Scandinavian countriespany
and the UK. Sawn timber, joinery and carpentry paisl and the loghouses were the main export conmiesdBiggest
increase took place in export of glue-laminated dyaewooden packing and containers and fuelwood.

In 2006, the investments of the wood sector in@@ads%. Compared to other branches of the proaessin
industry, the wood industry has made quite intengivestments in fixed assets in recent years egrgneurs forecast
the growing export and production volumes, the ghowill be determined by the to raw material suppl007

Paper industry There are about 50 paper, pulp or paper produdespeises in Estonia, with a workforce of
1800 people. In the years 2001-2006 the outpuhefpaper industry grew by a third. Paper indusirga iheavily
concentrated industry in Estonia — the two largenpganies give over half of the total turnover. Mokthe companies



make paper products from imported paper.

Sales of paper industry have grown thanks to expaote than 70% of the output is exported) butdemand
in the domestic market for paper products is atssving. The consumption of paper per person in iiats quite low
(by more than two times lower than in Europe’s age). In 2006, the sales of the paper industryeses that of 2005
by a quarter. The results of the sector were hgaviluenced by the opening of the new aspen pagtdiry Estonian
Cell in Kunda. Output volumes of sector grew by 288&onstant prices. The increased sales werestedgmnostly by
the export, main export destinations were Germalegtherlands and Italy. The share of Finland in exdecreased.
Uncoated paper and paperboard and wood pulp maRéigf exports

Paper industry investments in fixed assets deadeesesiderably in 2006 as a result of the high stwent
level in 2005 — construction of a new pulp factamyKunda (the second largest foreign investmenEgtonia). In
September 2006, Estonian Cell's aspen pulp mi{unda was launched — yearly capacity 140 000 témsezhanical
wood pulp using 380 000 m3 of aspen pulpwood. lmerts in machinery grew 50% in 2006

It is expected that positive developments will o in the paper industry in the near future, ledchy the
stable demand for paper and paper products inltiigmarket.

Furniture industry More than 400 enterprises (employment about 900@sope) engage in furniture
manufacturing. In the years 2001-2006, productimnomes at constant prices have grown by 20%; 2{Bebutput is
exported. Output has grown due to the exports mueéent years the domestic demand has grown dslwelxport
markets competition with furniture manufacturemfrChina, Poland and other countries has consilyetightened.

Furniture sales grew moderately (4%) and produdiigmres remained at year 2005 level in 2006. Ddimes
sales supported growth; export remained at theigquswears’ level. Most of the furniture made irtdbéa is exported
to the Nordic countries, Germany and UK. ExpoRtessia increased 2 times but to Germany decreassibierably in
2006. Bolstered seats with wooden frame, diningrr@mnd living room furniture and furniture detailene the most
important export articles.

The investment activity of furniture manufacturingmpanies was still high (40%), wages and proditgtiv
grew. 90% of investments were made for purchaseawhinery and equipment and for building activitidamber of
employed decreased by 10% in 2006. Companies f&racancrease in output in 2007.

Construction Estonian construction sector is oriented mainlyh® domestic market and influenced by the
general development of Estonian econoRgcent years have witnessed a rise in construgthmes of housing and
facilities. First signs of stabilisation came aé tbnd of year 2006. Both the construction compaaies building
material producers increased their sales in 20@Bndver, construction volumes and investments asmd but
continuous deficit of labour caused increased lalmmst by 18,7%. Construction was mainly focusedbaitdings,
especially housing. The rapid development of rethte market continued but cooling effect is expedh 2007 —
somewhat stricter rules were already establishedbdnks for lending and leasing. The total turnosEIEstonian
construction companies in 2006 was by 30% highan ih 2006. The added value of the constructiotosetas by
12.4% higher than the year before.

Construction price index rose by 10.3% in 2006 anekpected to grow further in 2007. The salesuiiding
materials rose by 25.8%, the price of building mate increased 6.1% in 2006. Several new buildimgterials’
processing industries were opened.

Construction volume index grew both in respect wfdings and facilities, by 20,4% and 26,4%, respety.
The growth was driven by the implementation of asfructure projects co-financed by the EU was ooeti and
finishing of the big projects which started in gms period.

Forecasts show that the construction market willhgmore rapidly than the economy on the averagleamext
years. The development is backed by additionaldtments in the infrastructure and the increasimgadel for housing.
However, shortage of labour and the continuousdingi prices of construction are seen as factorgititig the
construction activity. Although the number of thepdoyed increased by 15% compared to 2005, estimmtof
companies show that thousands of workers left Estion other countries because of a higher salary.

Sources: 1., 2006. aasta majandusilevaddainpmic Survey of Estonia 2006), Ministry of Finance, Ministry
of Economic Affairs and Communications, Tallinn Z0@vailable at
http://www.mkm.ee/index.php?id=1323
2. ,Rahandusministeeriumi 2007. aasta suvine magpradgnoos” (Ministry of Finance Summer 2007
Macroeconomic forecast), Tallinn August 2007. alad@ at:
http://www.fin.ee/?id=263
http://www.fin.ee/?id=619
3. “Valiskaubandus 2006/Foreign trade 2006", yeakiaf the Estonian Statistical Office, Tallinn
2007.




2. Policy measures

Legal measures
The new Forest Act was adopted by the Parliamedtire 2006 (valid since 1-st of January 2007)hénAct several

new or more detailed rules for forest managememne weade and procedures set up. Forest Act andalagulations
are the legal basis for the sustainable forest gemant in following years.

Forest law enforcement, governance and trade

Several measures have been taken to guaranteadtaénable forestry practice in Estonia: quick aady access has
been made available to forest inventory data faedb administration and public, capacity building forest
administration institutions have taken place, coapen between governmental institutions have bestnup to fight
illegal activities in forestry, counselling anditriamg of forest owners is continuously proceeds

3. Developmentsin forest products mar kets sectors

A. Wood raw materials (e.g. roundwood: sawlogs, arpvpaod and fuelwood)
After the peak of fellings at the end of 90-ies fbling volume stabilized for couple of years &bat 12 million m3
level and decreased considerably in recent yeagbeldt felling levels were in the situation where:

a) due to the progressing land reform yearly ,néwést land was obtained by owners and enterelgetétand and

forest management market;

b) wood industry developed rapidly capacity and imaseed for further supply;

¢) changed economic system caused big changesiatysand lot of people were in need of ,startiagital”;

d) “new owners” had the possibilities for wood prEment without previous investments into the siliture.

In recent years the pace of land reform slowed dbumthere is still some 0,35 million ha (15,3%tafal forest
land area) out of active management. Intensivenggtwere concentrated on acquiring of the coniferiogs i.e. the
main material to sawmilling. In recent years threcture of produced materials has slightly changjeelshare of logs is
decreasing and of small logs is increasing, shimilpwood has remained relatively stable and theres of fuelwood
increasing. At the same time the industries haapiad to the changes and use extensively the kgall

In 2006 the removals accounted for 7 million mEBstonia remaining at the year 2005 level; one tbfrthat was
harvested in state and 2/3 in other forests. Teictve shortage for roundwood the wood industry games have
increased significantly the import volumes. Fellv@ume in 2007 is expected to be at the same.léidd winter of
2006/2007 and posed Russian export tariffs giveptanism for growth in 2007 result. Despite theamthigh price
level for roundwood the outlook for the roundwoagbgly coming years is modest. Unfavourable taxesysin wood
sales for private owners and expected high Rusaiéhrises will make situation even worse in coguiyears.

Volume of imported coniferous roundwood remainedhat year 2005 level in 2006, relevant figure fann
coniferous roundwood decreased by 20%. Altogettnmiillion m3 of coniferous roundwood and 0.3 noilim3 of
non-coniferous roundwood was imported in 2005 (flgosbm Russia) and continuation of similar imparend is
unlikely, decrease in import of roundwood is expdcExport of roundwood has decreased consideinalifst 5 years
and is expected to remain at similar low level @02 1.6 million m3 of pulpwood and 0,07 million r8logs was
exported in 2006. The use of non-coniferous logdilkrelatively small compared to the resourcewlinvestments in
silviculture of non-coniferous species in past diesaresult in poor quality of timber and small amtdn good quality
sawlogs. Low demand for certain tree species’ [agpen) makes the picture even worse. Often lotjitgumaterial is
used for fuelwood. At the same time there is strdeignand for quality birch and alder logs. Someidfi@ products use
only small quantities of non-coniferous logs (wgwdducts for sauna, specific furniture projects.dtlew aspen pulp
mill enables better use of aspen resources. Inededsmand of wood fiber as energy may induce cdtigreamong
lower quality roundwood sortments (e.g. fuelwoodvemd for panel industry)

In case of pulpwood there is contrasting situatigith low domestic demand, big export and small impo
guantities. Pulpwood is exported mainly to Scandaarlhe export of pulpwood will decrease to 1,38iom m3 level
in 2007. High import figures in 2006 of pulpwoocdhdze attributed to the misclassification in tratigistics. Otherwise
there is no good explanation to this change (nochinges in the use pattern of industries), mastgily much of it
will be used as small logs.

The share of removals of fuelwood has remaineé\al lof 2 million m3/year. Remarkable price accatiens of
competitive energy carriers (especially of oil agak), decreased felling volume and promoted renlewabergy
policies have developed the importance and demamnddod for energy purposes. Better use of lowiualood by
different industries in the condition of scarceawses has given extra push to the price increaded! wood.

After the decade of rapid development in forest@da 2005 Estonia changed from the roundwoodempbrter to
the net importer (import volume decreased by 21#mared to year 2004). The similar trend continue2G06.



B. Wood energy

Wood fuel, wood waste (including chips) and woodbiguette/pellets are the 3 main wood-based energy
products produced in Estonia. According to latesilable energy balance one of the main uses ofvthedl as energy
is heat generation. There were 738 boilers workiit wood in 2006 (792 in 2002) that is 19% frontatcumber of
boilers. There were 343 wood using boilers in itigusector, 107 in energy sector, 66 in agricultdr@ in transport
and 203 in commercial and public services sectotalTcapacity of wood using boilers was 799 MW 1L6% from
total capacity of boilers; 1677 GWh heat was geeeran 2006 (26% from total heat generation) usiBg§0 TJ of
wood fuel (27% from total used fuel for heat praitug). 69 000 m3 of fuelwood, 1,13 million m3 of @ waste and
2000 tons of wooden briquette/pellets were usedhéat generation in 2006. 26% of the total heaegsion based on
wood fuels.

Gross inland consumption of fuelwood was 1,53 oillim3 in 2006, 91% (1,39 million m3) of that in
households, 1% (10000 m3) in commercial and pud#giwvices, 2% by industry (27 000 m3, of which P8 0n3 by
wood processing industry), 5% by energy sectorO@® m3 for heat generation) and 2% by agricultG&Qq00 m3).
5% of fuelwood was consumed for conversion to otbens of energy (heat) and 95% for final consuopti

1,39 million m3 of wood waste was used in 2006, Iofdhat in households, 81% by energy sector (mdetl
the conversion to heat) and 2% by wood industryl3 Inillion m3 of wood waste was used for converdio other
forms of energy (1000 m3 for energy generation &5 million m3 for heat generation). Final congtion
accounted for 0,26 million m3, 0,02 million m3 b&t was used by wood industry and 0,24 million m3buseholds.

12 000 tons of briguette/pellets were used asifu2006, 83% (10000 t) of that in households, 12%00 t) by
energy sector for heat generation. Total prodactibbriquette and pellets was 249 000 tons in 20@@rly 95% of
that was exported). Shortage of saw dust forcepdhet producers to import part of the raw materia

In 2000—-2006 the average prices of almost all fgeésv for the end-users. In 2006 compared to 2@,
prices of fuel oils, natural gas waste wood gregvniiost. There was a rise in the average pricesasteamvood (19%
compared to year 2005 and by 1,5 times compargdan 2000), the price of the fuelwood has incredsed,7 times
from 2000 due to the shortage of wood fibre supplg increased competition with other wood procegsmanches.
Source: Energiabilanss. 2006. (Energy Balance)NIS806-1635, ISBN 978-9985-74-421-5; Estonian Stiatl
Office, Tallinn 2007.

C. Certified forest products

There are 3 forest management certificates an866z000 ha of forest land certified accordinghe £SC
scheme in Estonia (as of September 2007). Certifiszbt area accounts for 37% of total forest lareh. Most of the
FSC certified forests are managed by Estonian $Hatest Management Centre — total certified areg3200 ha of
which 859 000 ha of forest land. 33 FSC chain dftady certificates have been issued to the compaadtng in
Estonia. C-o-c certificate holding companies repnésvide scope of different wood sector branchesndwood,
firewood, edge-glued panels, fencing material, eengawnwood, outdoor furniture, garden and playgdoequipment,
bark residuals, printing and other products prodsic®o far the Smartwood aQJALIFOR programs have been used
for certification. In 2006 Estonian FSC Working @postarted to elaborate the Estonian National R8adard.

PEFC certification is still not available in Esta. Estonian PEFC Certification Scheme compliaitih WEFC
demands and provisions has been developed, passedational auditing process Bpakko Pdyry Management
Consultingand waits for the endorsement by PEFC Council. ISiREEFC c-o-c certificate was issued by BVQI to
Metséliitto Eesti in December 2005

There is no significant demand for certified &irproducts in domestic market from end-users $ddenand is
originating mainly from the further processing camjgs which supply the foreign markets and aresedrof certified
“raw material” e.g. sawnwood. Low interest in ciigtition from forest owners’ side can be explaifgdthe almost
non-existing price-premiums at the roundwood prd¢idaclevel, high costs of the certification and edose (so far) of
suitable group certification scheme in Estonia.

D. Value-added wood products

The manufacturing and trade of value-added produate increased considerably in Estonia. Decreasiwg
material supply, increasing labour costs and coitipetin the market of primarily processed produbtsse forced
producers to invest in value-adding.

Wooden furniture have had relatively stable potidin volume (sales value close to 2 bn EEK lemdast four
years), production has decreased from 2.9 min piec@001 to 2,1 million pieces in 2006. Exportualbf wooden
furniture was 1.68 bn EEK i.e. 12% from total exp@lue of wood and wooden products in 2006; retevdigures for
import were 0.5 bn EEK and 10%.

There has been rapid growth of joinery and cargemibducts: production of wooden window frame006



increased by 2.2 times in 2006 compared to yead,200doors by 3.3 times, of wooden details byrets and of glue
laminated timber by 3,7 times. The share of join@ngl carpentry products was 15.7% from the tothlevaf wood
products exports in 2006 (5% in 2000) and simitears for imports was 7.5% (7,3%).

Production of further processed sawnwood has ase@ by 6.2 times compared in 2006 to 2000. The sifa
further processed sawnwood was 5.9% from the Vatiale of total wood products exports (2.5% in 2080 similar
share for imports was 1.2%.

Production of prefabricated wooden buildings masdased by 3,9 times in 2006 compared to 2000.shaee
of prefabricated wooden buildings was 11.9% fromttital value of wood products exports (5.2% in@0fhd similar
share for imports was 1.4%.

E/F. Sawnwood

Sawnwood production has increase throughout tbiedacade, although the growth rate has decelemated
recent years due to the rising competition andtaber of raw material. About 2.1 million m3 of savond was
produced in 2006 (94% of that is coniferous) te&83% higher than in year 2000. Despite the effimt share of non-
coniferous sawnwood production remains lower thegeeted due to the low quality of logs and smatiy of good
guality logs. In 2006 the production of non-conifigs logs decreased by 25%. Small volume of quabty-coniferous
logs covers the niche products’ manufacturing needsdo not provide source for sustained growth.

Steady growth of sawnwood imports (0,75 million m3006 i.e. 20% more than in 2005) indicate insexd
domestic demand from further-processing compamniesod growing domestic consumption (see point Duéahdded
products). Sawnwood exports decreased by 14 % frdrh million m3 in 2005 to 0.97 million m3 in 2006he share
of sawnwood exports value from the total value obd products exports has increased from 17.1% &% 18 20.9%
in 2006, similar figures for import of sawnwood &€% and 30.9%

Production of sawnwood is expected to stay ay#tae 2006 level in 2007. Import of sawnwood is fasted to
rise about 13% while exports will decrease by 5%007.

G. Wood-based panels

The production of plywood decreased 20% (to 54 ©30evel) in 2006 compared to 2005, imports de@aas
2% and exports increased by 13%. Growth rates @7 24l increase 40%, 1% and 23% level respectivEelywood
production is influenced by birch veneer logs’ sage in domestic market. Share of value of plywegdorts from
total value of wood products export was 3%, shaimports 10.8% in 2006.

The production of particle board was 249000 m2006 (8% increase compared to 2005), imports isecta
36% compared to year 2006 level and exports ineceby 9%. Growth rates for production (5%), impgf%o) and
exports (4%) have been projected to the 2007. Sblaralue of particle board exports from total w&laf wood
products export was 3.4%, share of imports 3,22006.

The production of hardboard decreased 7% (to 51@0evel) in 2006 compared to 2005, imports insegl
by 38% and exports increased by 9%. Hardboard ptamiuline was closed at the end of 2006. Theré 8l no
production forecasted for year 2007. Growth rate2007 will be for import 26% and export -90%.

The production of insulating board increased 96638000 m3 level) in 2006 compared to 2005, imports
increased by 87% and exports decreased by 3% cedhparyear 2005. Production will increase 5% in720fhports
will rise by 12% and exports by 4%. New productime of insulating boards will start to work in 20@vith yearly
output 20000 tons.

Share of value of fibreboard exports from totalieabf wood products export was 1,6%, share of insph0% in 2006.

H. Pulp and paper

Production of pulp increased remarkably in 2006 tuthe opening of new thermo-mechanical aspen millp
(alkaline peroxide mechanical pulp (APMP) technologgnual capacity of 140 000 tons of aspen pulpKumda.
Kunda factory produced 67 000 tons of wood pul@006. FPoduction of unbleached coniferous chemical wood pulp
was 69 000 tons in 2006. There was big increasxjort of pulp in 2006 (51000m3 was exported) anly minor
import of pulp (less than 3000 tons) . New aspelp pnill using the alkaline peroxide mechanical p@PMP)
technology was opened in September 2006 in Kunda.

Paper production which includes mostly the unbledckraft sack paper production increased 13% ir6200
Imports increased 48% and exports of paper andrgapducts 35%r. The production is expected to gt6%6, import
8% and export 11% in 2007



GDP Forecast for 2005-2011
(percentage)

2005 2006 | 2007* | 2008* | 2009* | 2010* | 2011*

" ! !
Components of real GDP
$ v & )&
% i + ! !
4. Government final consumption
expenditure

5. Gross fixed capital formation

6. Changes in inventories (% of
GDP)

7. Exports of goods and services

8. Imports of goods and services

Contributions to real GDP growth V)
! %) ) &
$

, + $ * *

ot ) )

$% * * * * * *

Value added growth
12. Primary sector

13. Industry

14. Construction

15. Other services

1) Contribution to GDP growth indicates the share of a specific field in the economic growth. It is calcnlated by multiplying the field's growth with its share in
GDP. The sun of the fields’ share makes up the economic growth (the reason for a little difference is a statistical error — the part of GDP that could not be
divided between the fields).

Source: Ministry of Finance of Estonia, Statistical Office of Estonia



Forest products production and trade in 2006, 20@i72008.

TC1-Estonia
Roundwood
Product Revised Estimate Forecast
Code Product Unit 2006 2007 2008

1.2.1.C SAWLOGS AND VENEER LOGS, CONIFEROUS
Removals 1000 m?® 2700 2 800 2 850
Imports 1000 m?® 1191 1100 1 050
Exports 1000 m® 5 5 5
Apparent consumption 1000 m® 3 886 3 895 3895

1.2.1.NC SAWLOGS AND VENEER LOGS, NON-CONIFEROUS

Removals 1000 m® 420 480 500
Imports 1000 m?® 70 60 60
Exports 1000 m?® 2 2 2
Apparent consumption 1000 m® 488 538 558

1.2.1.NC.T |of which, tropical logs

Imports 1000 m?® 0 0 0
Exports 1000 m® 0 0 0
Net Trade 1000 m® 0 0 0

1.2.2.C PULPWOOD (ROUND AND SPLIT), CONIFEROUS

Removals 1000 m® 630 630 650
Imports 1000 m?® 315 300 300
Exports 1000 m® 700 650 650
Apparent consumption 1000 m® 245 280 300

1.2.2.NC PULPWOOD (ROUND AND SPLIT), NON-CONIFEROUS

Removals 1000 m® 850 900 900
Imports 1000 m® 233 150 150
Exports 1000 m® 899 700 700
Apparent consumption 1000 m?® 184 350 350
3+4 WOOD RESIDUES, CHIPS AND PARTICLES
Domestic supply 1000 m?® 3300 3300 3300
Imports 1000 m® 145 150 150
Exports 1000 m® 1404 1400 1400
Apparent consumption 1000 m?® 2 040 2 050 2 050

1.2.3.C OTHER INDUSTRIAL ROUNDWOOD, CONIFEROUS

Removals 1000 m® 100 100 100

1.2.3.NC OTHER INDUSTRIAL ROUNDWOOD, NON-CONIFEROUS

Removals 1000 m® 50 50 50
1.1.C WOOD FUEL, CONIFEROUS
Removals 1000 m® 430 450 460

1.1.NC WOOD FUEL, NON-CONIFEROUS

Removals 1000 m® 620 690 690




Product Revised Estimate Forecast
Code Product Unit 2006 2007 2008
5.C SAWNWOOD, CONIFEROUS
Production 1000 m® 1910 1 900 1 900
Imports 1000 m® 654 750 750
Exports 1000 m® 847 800 800
Apparent consumption 1000 m* 1717 1 850 1 850
5.NC SAWNWOOD, NON-CONIFEROUS
Production 1000 m® 120 120 120
Imports 1000 m® 99 100 100
Exports 1000 m* 123 120 120
Apparent consumption 1000 m* 96 100 100
5.NC.T of which, tropical sawnwood
Production 1000 m® 0 0 0
Imports 1000 m* 1 1 1
Exports 1000 m® 0 0 0
Apparent consumption 1000 m® 1 1 1]
6.1 VENEER SHEETS
Production 1000 m* 26 30 32
Imports 1000 m* 5 5 5)
Exports 1000 m3 12 14 15|
Apparent consumption 1000 m® 18 21 22
6.1.NC.T of which, tropical veneer sheets
Production 1000 m* 0 0 0
Imports 1000 m® 0 0 0
Exports 1000 m® 1 0 0
Apparent consumption 1000 m® -1 0 ¢
6.2 PLYWOOD
Production 1000 m® 54 75 85)
Imports 1000 m® 124 125 125
Exports 1000 m® 61 75 80
Apparent consumption 1000 m* 117 125 130
6.2.NC.T of which, tropical plywood
Production 1000 m® 0 0 0
Imports 1000 m® 0 0 0
Exports 1000 m* 0 0 0
Apparent consumption 1000 m* 0 0 0
6.3 PARTICLE BOARD (including OSB)
Production 1000 m® 249 260 270
Imports 1000 m® 42 45 45|
Exports 1000 m* 183 190 200
Apparent consumption 1000 m* 108 115 115
6.3.1 of which, OSB
Production 1000 m® 0 0 0
Imports 1000 m* 14 15 16|
Exports 1000 m® 7 7 8
Apparent consumption 1000 m® 7 8 8|
6.4 FIBREBOARD
Production 1000 m* 95 40 75)
Imports 1000 m* 43 51 56
Exports 1000 m® 65 26 56
Apparent consumption 1000 m® 73 65 75
6.4.1 Hardboard
Production 1000 m® 57 0 0|
Imports 1000 m® 28 35 40|
Exports 1000 m® 45 5 5]
Apparent consumption 1000 m* 40 30 35
6.4.2 MDF (Medium density)
Production 1000 m® 0 0 0
Imports 1000 m® 11 11 11
Exports 1000 m® 1 1 1]
Apparent consumption 1000 m® 10 10 10|
6.4.3 Insulating board
Production 1000 m® 38 40 75|
Imports 1000 m® 4 5 5]
Exports 1000 m* 19 20 50
Apparent consumption 1000 m* 23 25 30
7 WOOD PULP
Production 1000 m.t 136 205 200
Imports 1000 m.t 3 3 5
Exports 1000 m.t 51 140 50
Apparent consumption 1000 m.t. 88 68 155
10 PAPER & PAPERBOARD
Production 1000 m.t. 73 80 90|
Imports 1000 m.t. 139 150 165
Exports 1000 m.t. 108 120 140
Apparent consumption 1000 m.t. 104 110 115




