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MARKET STATEMENT

1 GENERAL ECONOMIC TRENDS

After the exceptionally high growth rate of 5.0 qgeamt in 2006, Finnish GDP is expected
to decelerate to slightly less than 4 percent gnaw®2007. This growth rate is still above

its long-term mean, and it is remarkably highentiraeuro area in average. The positive
economic development in Finland is driven mainlgdese of moderate growth of pri-

vate domestic consumption, investments and exports.

Even though the wage and salary increases areistir union-level negotiations, they
are expected to increase about 4 percent in tlais yad 3-4 percent in next year. Along
with the improved employment, this means that hbaksks’ real disposable income re-
mains high and private consumption is expectech¢oease 4.0 percent in year-to-year
terms. Export sector shows also strong performaAttbough the exceptionally high
growth figures from previous year cannot be reacttesl exports are still expected to in-
crease 5.8 percent. Especially, metal and engimgéndustries are leading export sec-
tors. Rising interest rates, increasing expensggomal shortages of building land and
skilled labour is constraining domestic residengiatl housing construction, and it is de-
creasing about 2 percent. However, due to the @ibrestructing activity and investments
in machines and engineering, the total investmargsncreasing over 4 percent in 2007.
Also, both the Finnish business tendency surveythadconsumer confidence indicator
indicate strong confidence for Finland’s economy.

The outlook of other macroeconomic fundamentals 2007 reveals also strong eco-
nomic performance. Along with the acceleration cdreomic growth, financial position
of local government remains strong. Increase ofectdd taxes and income from divi-
dends imply that the surplus of government finansesstimated to be 4.3 percent of
GDRP in this year. Public debt is decreasing to 8&gnt of GDP. Due to the business
cycle politics, the public investments and consuomptvill increase only slightly. The
robust economic growth are decreasing unemploymagatto 6.7 percent in 2007. Cur-
rent account surplus is expected to increase talll@n euros, while the economic activ-
ity accelerates annual inflation rate to 2.5 peticen

Even though Finnish economy will not attain as hggbwth rate as in 2007, the scenario
for 2008 seems also rather optimistic. GDP is mtedi to grow about 3 percent in year-
to-year terms. Due to the wage and salary increasgésmproving employment position,

domestic private consumption growth is expectetld® percent. Residential construc-
tion will decrease but other construction activatyd investments will increase total in-
vestments to 5 percent growth. Also, Finnish exgarill perform fairly strong with 5



percent growth in 2008. Economic activity will bo@nnual inflation rate to 3 percent
and unemployment rate will decline to about 6 pet.ce

The uncertainties which can threaten the positiwéook for Finnish economy are related
to the development of main export areas, such s zane, Russia and Sweden. Espe-
cially, the financial turbulence and uncertaintiesUS housing markets as well as the
monetary policy of European Central Bank may afféntand as well as other industrial
countries. Together with labour shortage problentsiacreasing expenses, the increase
of interest rates are likely to affect consumersd &irms’ confidence for future, private
consumption and investments.

2 RECENT POLICY MEASURES

New rules for good silviculture became effectiveg@ist 1, 2006. More flexible criteria
for regeneration and thinnings opened up new ateses which can be applied for im-
provement of the profitability of forestry. Theyusaan increasing effect on allowable
cut, particularly in pine forests in northern Fimiia

In bioenergy issues Finland is committed to thegdlicy.

Russian's recent policy changes aiming at redustiorroundwood exports will have a
great impact in Finland. June 1, 2006, the expotied levied on coniferous roundwood
were risen from EUR 2.5 to 4.0 per cum. July 1,72QBe duties rose to EUR 10 per cum
and included also birch logs. The next rise to ELERper cum is scheduled to April 1,
2008. The killer rise to EUR 50 per cum will be daeJanuary 1, 2009. For the most im-
portant roundwood type, birch pulpwood, such a higly will take affect two years
later.

3 Market drivers

High demand of sawn wood in western Europe duedwiips in housing construction
has markedly risen sawn wood prices. Scarcitywlsg supply in many countries has
contributed to the same. Sawmilling industry hagerbable to improve their profitabil-

ity.

4 DEVELOPMENTS IN FOREST PRODUCTS MARKETS

A. Raw wood

In 2006, the use of industrial roundwood amountektord-high 66 mill. m3 u.b. In ad-
dition, 1.0 mill. m2 of roundwood was exported. Tihdustrial roundwood use was about



7 million mill. m3 over the previous year's figusich was dropped due to lock-out in
pulp and paper industry. In the turn of the ye&8522006, the transition period in the
Finnish forest taxation system from old site-prdeuity taxation to forest income taxa-
tion, which had boosted especially the supply @flsgs in the market, ended, and it was
quiet in timber market during the spring 2006. Hoere as trade volumes picked up dur-
ing the early summer with increasing prices, maskitistment to this structural change
occurred with a relative ease. In 2006, roundwomgdairts, 18 million M u.b., were 7 per
cent lower than record-high imports of the previgaar. About 80 per cent originate
from Russia.

Finnish roundwood markets are at boom. The abovdiareed upturn continued until
July 2007 as far as prices are concerned and traaleches are still at record-high level.
Booming sawmilling industry, low inventories of ldl roundwood and declining wood
imports contribute to high demand and rising prigagicularly of sawlogs.

The statistics for the domestic roundwood harviesienuary-July 2007 shows a 15 per
cent increase from the previous year. Also indaktdundwood inventories have fallen
to record-low level. Wood imports have decreased hyarter but it is mainly due to
poor logging conditions during the last winter.

Overall, the industrial roundwood consumption inl&nhd increases in 2007 by 2 per cent
as compared to last year, totalling about 67 mifl.b. Domestic roundwood removals
will account close to 52 mill. frin 2007. It is forecast that imports of roundwauoi

chips will be about 16 mill. fhu.b. this year, a drop of 10 per cent from thevioes

year. Procurement of main articles, i.e. conifersawlogs and pulpwood will be 27 and
23 mill. P u.b. in 2006, respectively.

Due to booming demand, the stumpage prices fdiradl of roundwood were much
higher in January-August 2007, in comparison tor&spective period in 2006: pine saw-
logs 41 %, spruce sawlogs 38 %, birch logs 12 #e pulpwood 27 %, spruce pulpwood
14 % and birch pulpwood 25 %.

Roundwood removals in 2008 are expected to maith&same level that is estimated
for the current year. Removals of coniferous sawlagd pulpwood will be about 23 and
21 mill. n? u.b, respectively. Imported wood included, theunoés are 26 and 23 mill.
m® u.b., respectively. Imports of 2008 are slighty émthan in 2007, but facing the EUR
50 per cum export duty at the start of 2009, forestistries are obviously trying to
maximize the imported volumes in 2007 and 2008.

B. Wood energy
Wood-based energy accounts for 20% of all energgwmed in Finland and 60% of the

Finnish forest industry's energy consumption (blagpkor from the pulp industry, tree
bark, sawdust, etc.). The Government's aim is tkenadl forms of renewable energy,



mostly bioenergy, competitive on the open energygketa. Thew following support
measures are employed:

- a carbon-based environmental fuel tax

- support to electricity production when based @mewvable sources

- aid for investments aiming at develop and pronuidezation of renewable energy
- support for the production of forest fuels

- public financial support to development and comuiadization of technology

Along with industrial roundwood, fuelwood to be dse industrial power plants and dis-
trict heating plants has become a new type raw wimo2006, 3.1 mill. m3s of felling
residues, small-sized trees and stumps were usethéogy purposes in Finland. This
type of fuelwood is mainly logged in spruce-domeéthctlear-felling areas in coordination
with industrial roundwood logging. The logged voksrhave been growing year by year.
Small stumpage is nowadays paid for forest owrar#his type of fuelwood. The prices
at plant yard have been rising to present averaje E7 per cum solid. In addition,
household firewood, a part of which consists dirfglresidues, has maintained its vol-
ume (6 mill. m3s/yr). The Finnish pellet productisrannually about 250 000 tonnes,
most of which is exported to Sweden.

C. Certified forest products

About 95 % of Finnish forests, or 22 million heetsyrare certified under the national
Finnish Forest Certification System (FFCS). The BR€endorsed by both Pan-
European Forest Certification Council (PEFC) arelDutch Keurhout Foundation.

Demand for ECO-labelled products is growing. Fomedtistry companies have acquired
certified chain-of-custody systems in order to 0bREFC-logo usage right. According
to the Finnish Forest Certification Council, thare today 88 PEFC logo licence holders
among Finnish forest industries. These licensesrcthe major share of wood procure-
ment, sawnwood and panels production as well asrgap paperboard production.

D. Value-added wood products

E. Sawn softwood

In the whole Finnish woodworking industry, sawnwaodl plywood are the main prod-
ucts accounting for 51 % and 23 % of the industeyisort value in 2006, respectively.
The rest of 26 % is divided by particle board, weodurniture, fibreboard, wooden pre-
fabricated houses, etc.

In Finnish sawnwood industry sawn softwood is thaimmproduct. About 60 % of

sawnwood production is exported and 40 % is dorati consumed. Europe is the
main export market for Finland (especially UK, Garmy, France and the Netherlands)
accounting for 60 % of the exports in 2006. Duentmeasing market competition and



downward price development in Europe, sawnwood exg@wth in recent years has
concentrated outside Europe, e.g. to Japan whate ghthe Finnish exports increased to
16 % in 2006. The share of Africa increased to 1[a8byear.

Last year, the unexpectedly high growth in housiogstruction boosted the demand for
sawnwood in Western Europe. Along with the increasdgemand, sawnwood prices rose
due to scarcity of supply. This scarcity was laygile to temporary shortage of sawlogs
caused by mild weather in many European producentces. The rise in sawnwood
prices boosted production in Europe and led higipsulevel. The rise in Finnish nomi-
nal export unit price of sawnwood was 11 % comp#aoe2D05.

In spite of the export price rise, sawnwood expbtdm Finland went up only slightly, 1
%, to 7,7 million nm of which planed goods and finger jointed prodwuatsounted for
about 12 %. Production amount was slightly lowentin 2005 totalling 12.1 million n
Due to weak profitability, caused by the unfavoleatelationship between sawlog and
sawnwood prices, integrated sawmills have decretsadproduction during the 2000's
by closing some older production units. Also sdgrof sawlogs limited production in
the first half of the year. In Finland, sawmillddgrated in the pulp and paper industry,
produce about half of the total sawnwood production

From the Finnish sawnwood production redwood actalifor 51 %, whitewood about
49 % and hardwood (mainly birch) less than 1 %2006. Last year, favourable export
market demand increased the production share efsawnwood by 2 percentage points.
Domestic market is important to the Finnish sawnsvaadustry. In 2006 about 40%
(about 5 mill. mMfrom domestic production ) went to domestic mark®uring the last 10
years, the growth in housing construction and relpas boosted considerably domestic
sawnwood consumption and per capita figure hagased from 0,5 fnto about 1 rhin
1995 to 2006.



Deliveries of Finnish sawnwood and plywood in 2006.
Total production 13.6 mill.m3
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Outlook for years 2007 and 2008

In 2007 European sawnwood markets are affecte@gral developments that naturally
reflect also to Finnish sawnwood industry. Accogdio the forecasts of the Eurocon-
struct conference in June 2007, the activity of mesidential construction reaches a peak
in Western Europe this year. Construction growthlisady slowering indicating slower
growth for sawnwood consumption, too. Rising sawoevprices have boosted produc-
tion quantities up and the stormfells in Centratdpe in January 2007 have had the same
effect. The declining demand in the US construcgentor and strong euro have weak-
ened the European producers's competition abititthe US market and exports from
Europe have declined remarkably. The supply of eviiod have been especially high
because of a large share of spruce in the stdamiidie current oversupply forms a riks,
that sawnwood prices turn downwards already insgmnd half of this year in Europe.
To improve the market balance, it would be necestatimit sawnwood production or
to increase overseas exports, e.g., to Japan aadB¥st. However, possibilities are lim-
ited because of the strengthening euro. So, cotigeis expected to increase in the next
coming year in the European market.

It is estimated, that the Finnish sawnwood productvill increase about 4 % totalling
12,6 mill. n? in 2007. Sawnwood price increases have improvetitability of sawn-
wood production, although also rawmaterial pricagengone up. In January-June 2007,
the nominal unit value of Finnish sawnwood exparés up by 26 % on the same period
the previous year, while the respective rise ingtuenpage price of coniferous logs was
about 38%.



In the first half of 2007 total export volume ofssasoftwood was lower than in the first

half of 2006. However, there were differences betweood species. Redwood exports
were 7 % over the last years's volume, but whitelexports were down 11 %. One rea-
son for this has been the temporary oversupplyhofemwood situation caused by storm-
fells in the Central Europe.

The slightly downward development of sawnwood miagké&e towards the end of the
year, shall bring some weakening in the profitépibf sawnwood production and ex-
ports, when the share of high priced sawlogs irsg®an the production process. How-
ever, the export price level remains still high dadthe whole year, Finnish export de-
liveries are estimated to slightly increase in 20@3 7.8 mill. ). High activity in resi-
dential construction, especially in the sectoraf-rise housing will rise domestic con-
sumption, apparent consumption being 5.3 mifl. m

For the year 2008, prospects for the export denadrfeinnish sawnwood seem slightly
gloomier than in 2007. We estimate Finnish sawnwpamtluction to decrease to 12.5
mill. m®. Lower level of market prices weakens the comioetigbility in the European
market. Residential construction activity is coglim the export and domestic markets
and sawnwood supply level remains high in Europe.

F. Sawn hardwood

Sawn hardwood is a minor product in Finland, wigthare of less than 1% of the total
sawnwood production.

G. Wood-based panels

Plywood is the most important product categoryinmish wood-based panels industry
accounting for 70 % of panel production. During fast 10-15 years, plywood industry
has invested new capacity especially in softwogevpbd. At present, Finland is
Europe's main plywood producer with about a 3th# e of the total European output.

Construction growth and increased activity in fture industry raised European plywood
consumption slightly in 2006. Contrary to sawnw@oather wood based panels, Europe
is a net importer of plywood, production volumesigesmaller than consumption vol-
umes. Especially Russia and China expanded thangof birch plywood in Europe.

Demand growth in the European export boosted Hineport volumes by 7 % and pro-
duction increased to 1.4 mill.%im 2006. The main European destinations were Ger-
many, Britain and Netherlands. The shares of biacked and softwood plywood in the
Finnish total production are 40% and 60%, respebtivPlywood is an export product for
Finland, where domestic consumption accounts arlyL5 % from production.

Finnish particle board and fibreboard productigoresent a very small share in Finnish
woodworking industry production. Production volunimese been relatively stable in re-



cent years and new plans for capacity enlargente&vs not been presented. Last year
particle board production amounted to 0.44 mifl.and fibreboard production 0.13 mill.
m?>. Although production volumes are small, partioterd and fibreboard are also ex-
ported the main destinations being Britain and Same@®omestic apparent consumption
accounts for nearly 60 % of particleboard productia the case of fibreboard, domestic
consumption is larger than production and impomsreeeded to fulfill the gap.

Outlook for years 2007 and 2008

In 2007, Finnish plywood production and exportsexpected to rise slightly over the
level of 2006. A relatively strong export demand amoderately rising export prices
boost production to 1.45 mill. fand exports to 1.30 mill. fnin 2008, a slightly gloom-

ier development of new residential constructiolnnting especially the consumption of
softwood plywood. Finnish production and exports @xpected to stay about at the same
level as in 2007. Production will be close to thi ¢apacity in plywood industry.

For particleboard and fibreboard no significantazagy increases are announced for
2007-2008. So, no signicant changes in their priboluare estimated.

H. Pulp and paper

The Finnish pulp and paper industry’s productioth exports went up considerably in
2006 compared with the 2005 figures, which wereepsionally low owing to a labour
market dispute in the Finnish paper industry. Potida volumes of paper and paper-
board rose by 14 % to 14.1 million tonnes. Thatre increase in pulp production was
of the same magnitude. Chemical pulp productiorowated to 7.9 million tonnes, while
the total pulp production went up to 13.1 milli@mhbes.

The demand for paper on Finland's main export nisiiké/Nestern Europe has risen
only slightly in 2006 and price development remdimeak because of the overcapacity
in many paper grades. Finnish export volume of papd paperboard rose by 13 % from
2005 totalling 12,9 million tonnes. The main pafrthe paper industry production ,
roughly 90% is exported.



Deliveries of Finnish Paper and Paperboard in 2006.
Total production 14.1 mill.t
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Outlook for years 2007 and 2008

Paper consumption will stay at a high level in &rd"s main export markets in Western
Europe during 2007-2008. In the first half of theay 2007, the demand has slightly im-
proved in the export markets, and the prospectthtorest of the year 2007 look positive
as well. The Finnish paper industry’s productiothamount to 14.5 million tonnes and
exports will be up about 2% compared with the 2fd@éres.

Chemical pulp production and exports have decremstt first half of the year as a re-

sult of weak availabity and high prices of woodac&ptionally mild winter has caused

temporary difficulties in wood supply. The wintezason was nearly one-third shorter
than normal. The Russian government’s decisiomdrease export duties raises round-
wood fellings and stumpage prices in Finland aretettwill be need to replace wood

supply from Russia by wood from other sources, &mme mills have plans to replace
birch pulp with Eucalyptus pulp and softwood sulehaulp.

In the year 2008, market prospects for paper goeagd to improve, given that the rela-
tively favourable economic growth forecast for Western Europe materializes. The
demand is picking up in the main export marketdlierFinnish pulp and paper industry.
At the same time, the capacity shutdowns are hglgmeduce the overcapacity in the
printing and writing paper markets. The produciwdpaper and paperboard is forecast to
be 14,8 million tonnes. The chemical pulp exporésexpected to increase slightly from
the previous year’s level.



5. TABLES

A. Economicindicators
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K ey economic indicators 2005 2006* 2007e 2008f
Gross domestic product growth, % 2.9 5.0 3.8 3.1
Consumer price index change, % 0.9 1.6 2.5 2.7
Wage and salary earnings change, % 3.9 3.0 3.2 5.1
Unemployment rate, % 8.4 7.7 6.7 6.2
Current account surplus/GDP, % 5.1 5.8 5.6 5.1
Industrial output change, % 3.9 10.6 5.0 3.5
Three month EURIBOR, % 2.2 3.1 4.6 4.6

Source: Nordea, Economic Outlook 4.9.2007. Duééachanges in calculations of Finnish national antg) data
released earlier than 1 March 2006 are not ineajpects comparable with the data in this Table.

B. Production and Trade in 2004—-2008

1. Forest industry production in Finland
Product Unit 2004 2005 2006 2007e 2008f
1000

Sawn softwood cum 13460 12190 12145 12 60( 12 500
Plywood cum 1355 1305 1 415 1 450 1 45Q
Particle board cum 448 452 440 400 400
Fibreboard cum 147 149 130 130 130
Mechanical pulp tonnes 4836 4361 5121 5120 5270
Chemical pulp tonnes 7783 6773 7 946 7 950 8190
Pulp, total tonnes 12619 11134 13 067 13 07(¢ 13 460
Printing & writing paper tonnes 10024 8816 10 01( -

Magazine paper, newsp| tonnes 6/843 6090 6 714 -

Fine paper tonnes 3181 2727 3 296 -
Other paper tonnes 1154 1026 1162
Paper, total tonnes 11178 9842 11172 11 400 11 630
Paperboard tonnes 2858 2549 2977 3130 3220
Paper & Paperboard total tonnes 1403612 391 14149 14 53( 14 850
Source: Finnish Forest Industries Federation (2@®B6), Finnish Forest Research Institute (2000820Finnish
Forest Industries Federation (woodworking indug@7, 2008)

| | |
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2. Exportsof Finnish Forest

Industry Products
Unit 2004 2005 2006 2007e 2008f

Product 1000
Sawn and planed goods cum 8 226 7 664 7727 7 815 7 815
-Coniferous cum 8209 7649 7712 7 800 7 800
Plywood cum 1234 1173 1 25Q 1 250 1 250
Veneer sheets cum 77 71 78 78 78
Particle board cum 242 230 224 200 200
Fibreboard cum 74 82 70 72 72
Mechanical pulp tonnes 112 87 233
Chemical pulp tonnes 2247 1950 2 528
Pulp, total tonnes 2359 2037 2761 2 760 2900
Newsprint tonnes 573
Magazine paper tonnes 5 803

Uncoated tonnes 2 392

Coated tonnes 3411
Fine paper tonnes 3093

Uncoated tonnes 1132

Coated tonnes 1961
Kraft Paper tonnes 408
Other Paper tonnes 341
Paper, total tonnes 10218 8973 10401 10 600 10 800
Paperboard tonnes 2 461 2163 2 552 2 680 2 760
Paper & Paperboard, total tonnes 12 679 11136 12 953 13 280 13 560

Sources: National Board of Customs (2004—2006)iBimForest Research Institute (2007, 2008), HmRiw-
est Industries Federation (woodworking industry 2D08)
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3. Importsof Forest Industry Products
Unit 20042005 2006 2007e 2008f

Product 1000
Sawn and planed goods cum 404 511 578 563 563
-Coniferous cum 341 448 515 500 500
Plywood cum 76 96 107 100 100
Veneer sheets cum 10 11 12 12 12
Particle board cum 53 52 54 50 50
Fibreboard cum 142 154 188 190 195
Mechanical pulp tonnes 13 26
Chemical pulp tonnes 154 257
Pulp, total tonnes 167 283 327 360 540
Newsprint tonnes 63
Magazine paper tonnes 23

Uncoated tonnes 13

Coated tonnes 10
Fine paper tonnes 75

Uncoated tonnes 45

Coated tonnes 30
Kraft Paper tonnes 20
Other Paper tonnes 12
Paper, total tonnes 192 258 242 250 250
Paperboard tonnes 225 206 213 210 210
Paper & Paperboard, total tonnes 417 464 455 460 460

Sources: National Board of Customs (2004—-2006 iBinForest Research Institute (2007, 2008)




