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1. General economic trends affecting the forest anfdrest industries sector

Gross domestic product In 2007, Estonia’s economic growth slowed down {94 level (11.4% in
2006). This deceleration was driven by decreas®imestic demand to 9.3% level compared to preweas
(15.1% in 2006). Slowdown of growth of domestic deah was caused by decreased private consumption
and investment activity (8.9% and 7.8% respectjvesowth was supported by increased governmenoisec
final consumption expenditures and increased iroress.

The growth of added value decreased in both ingusid services sectors in 2007. The growth of
manufacturing industry decelerated considerabl\8(83% level, 12.8% in 2006), the trend was suplopie
low domestic demand and export growth. Domestidetrgrew only 6% (12,6% in 2006), real estate sector
1,8% (due to lowered sales income), transport aminunication 6.8% (mainly due to decrease in ttansi
transport), construction 8,6% (decreased constmuistdlume and more expensive production resourtés).
growth of financial intermediation (23.5%) remairad/ear 2006 level (22.8%).

The Ministry of Finance forecasts -1% negative ghoim 2008. In 2008 domestic demand falls by
3.2% due to fall in both private consumption angdestments. The growth of manufacturing is expetbed
slow down to 3% level due to lessened demand inestate sector and slowdown of exports. The grafith
services’ sector becomes negative in 2008 thdfestad by cooling real estate market and shrinkirigate
consumption. In 2009 Estonian economy is expeaegtaw by 2.6% and the growth of domestic demand
should accelerate somewhat to 1.3%. In the medéum, tthe growth rate of domestic demand should irema
lower than the average growth of the economy.

Private consumption Private consumption decreased to 8.9% level in Z088% in 2006) due to
the fallen economic sentiment and rising consumieep. Private consumption’s growth will remain atge

in 2008 (-1.8%). Lasting low real estate sectoivdgtand fallen economic sentiment is reducing the
consumption propensity from current income andingting credit usage in inter-temporal consumption
smoothing. In 2009 consumption growth will remaindast (0.9%) in the light of still high inflatiomé
continuing uncertainty.

Investments Annual investments growth decelerated to 7.8% i672(019.7% in 2006) due to lowered
economic growth and cooling real estate market.ow@r of gross fixed capital formation decreased in
enterprises, household and government sector.

Gross fixed capital formation is expected to fall ©45% in 2008 and increase by 2.2% in 2009.
Downturn of economic cycle, worsened future progpemd lessened demand in real estate sector are
generating downward correction in both householdl @orporate investments. Gradual recovery of
investments is expected to start in 2009 suppobgdcorporate (energy, manufacturing) and general
government (EU funds) capital formation.

Balance of payments Imbalance of current account deficit amounted tore level of -17.7% of the GDP
in 2007 (-14.8% in 2006). Current account defigiekpected to decrease considerably to -11.4%08 Qe
to modest growth of domestic demand and imports.

Foreign trade Growth of export and import decelerated considgrabl2007 due to the worsened
condition of the world economy in the 2nd half &0Z. Rising labour and raw material costs decrbase
competitiveness of Estonian goods in foreign market

The modest growth of import (2.8%) was still highikan export growth (1.5%) but lowered the
growth of negative trade balance (51.6 bn EEK) 8%1n 2007 compared to year 2006. Throughout years,
Estonia has had a surplus trade balance in woodvayati products, furniture, loghouses and animal
products. Trade balance of pulp and paper prodwztgory changed to positive in 2007. Total trade
turnover was 302.7 bn EEK and it grew 5% if comgaeyear 2006. Export value was 125.5 bn EEK (42%
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of turnover) and import value 177.1 bn EEK (58%plPems of export competitiveness increased in 2008
following commaodity groups: motor fuels (mainly Rien policy impacts), machinery and equipment (high
costs, low productivity), wood and paper (risingduction costs, Russian export tariffs), foods(uiffing
raw material and labour costs), vehicles (low desiiarother Baltic states) and transit services. @&ort of
goods and services is expected to fall -0.8% irB2@&Xport growth is supported mainly by metal pradu
electrical machinery/equipment and travel servié@<2009 the growth of exports is expected to avetéd
(5.2%). Growth of import of goods and serviced wibrt to accelerate in 2009-2010 in accordandk wi
domestic demand and export developments.

Export Exports of goods and services accounted for 74.8%e0 GDP in 2007 (80.9% in 2006).
Real growth of export of goods and services deatddrto 7.1% in 2007 (19.5% in 2006); export of dpo
grew by 4.1% and export of services by 15.5% in72@xport growth of goods decelerated mainly duthéo
decreased volumes of mineral products and mach{r&®96 and -12% respectively).

Exports of wood and articles of wood amounted tdill®n EEK in 2007. Compared to the previous
year, exports increased 10%. Exports of wood atides of wood accounted for 12.8% of the totalreabf
exports of Estonia. Sawn timber (17.5%), buildeghery and carpentry of wood (15.5%), wooden
prefabricated buildings (11.8%) and wooden fureit@md parts thereof (19.2%) made up the largest
proportions of the exports of wood and articlesvobd at current prices. Export of roundwood hagetesed
remarkably in last 7 years, the trend continueg@7. 1.5 million m3 of roundwood was exported 002
(1.61 million m3 in 2006), decrease was -6.8%.

In 2007, the share of the European Union in Estemaport increased to 70% level. Export to CIS
countries increased by 14% (50% in 2006)

Import Demand for the imported goods decreased in 200%altiee lower investment activity and
decreased growth pace of private consumption. Itiporeased only 6% in 2007.

In 2007 imports of wood and all articles of woodrev&.2 bn EEK. Compared to 2007, imports
increased 25%. The share of imports of wood aridi@stof wood in the total imports of Estonia wa89%.
The largest proportion of imports of wood and &tcof wood had sawn timber (33%), roundwood (21%,
mostly from Russia), wooden furniture (13%) andwalpd, veneered panels and similar laminated wood
(11%).

The share of the EU in Estonia’s total import irgsed to 79%; the share of CIS countries decreased
by 13%. The biggest import partner was still FidlaBermany rose to the second position, pushingiRus
the third place.

The growth of import is expected to be negative33® in 2008, due to the declined growth rate of
domestic demand and exports. Growth of importgjeeted to recover in 2009-2010.

Labour market Growth in the employment continued in 2007 — numdfeemployed increased by
1.4% (6.4% in 2006). Unemployment rate dropped.#@% level (5.9% in 2006). The number of employed
persons reached 655 300 in 2007. Employment dextdas 0.3% due to negative economic growth in the
2nd quarter of 2008.

It is predicted that the number of employed witlysat high level but slowly decrease (-0.4% in 2008
and -0.8% in 2009), mainly in construction and resthte sector. At the same time unemploymentwilte
increase to 5.0% in 2008 and to 6.3% in 2009. & dbnstruction business and in several other sector
(including forestry) has existed the shortage ddlifjied labour (structural shortage of workforcéfter
Estonia’s accession to the European Union a paquefified workforce moved to work in opened foreig
labour markets (at least 3% of labour moved to vadykoad), making it difficult for local companiesfind
employees. Decreasing number of unemployed, cotigretwith open labour markets of neighbouring
countries and Estonian inflation pressures restttecbntinuing high growth of gross wages in reahts
(13% in 2007). Average growth of gross wages i texans exceeded productivity (GDP at constantgsric
per employed person) by 2 times. Productivity gtew5.6% in 2007 but will decrease to -0.6% level in
2008. Decreasing need for employment due to theistpeconomy will decrease the growth of wages to
4.2% in 2008.

Consumer price index CPI increased from 4.4% in 2006 to 6.6% in 2007ekal factors - prices
of energy and foodstuff — and high domestic demégrdwth of income was higher than growth of
productivity) has not enabled to slow down the G@wth.



Inflation will accelerate to 10.7% in 2008 and vethrt to slow down to 6% in 2009 and to 3.6% in
2010. High inflation in 2008 is caused by foreigwetbrs (robust growth of oil and food prices) amcréase
of excises (related to the commitments made in Etéssion). The downturn of economic cycle and wage
growth decrease has had downward impact on cdegionf; continuation of this trend will be one inrfBmnt
factor behind remarkable slowdown of inflation B02.

Manufacturing Manufacturing industry sales have grown by mibr@n twice during the last six "{Formatted: Bullets and
years. Wood processing industry has been amongmibet quickly developing branches. Sales of the [ Numbering

manufacturing industry continued to grow fast & Heginning of 2007 but in the second half-yeaidrap
growth of producer prices and deceleration of ghovete of domestic consumption started to influeihce
Sales volumes grew by 12.3% and production voluoyes 1% compared to year 20@ales in the domestic
and export markets showed almost the same growghReoducer price index grew by 8.4%, prices rose the
fastest in wood industry (by 17.5%), metal indugfry.6%) and building materials industry (11.3%2007.
Almost 60% of all sales of manufacturing sector evexported. By sales volume growth, the year was
successful for manufacturers of machinery and eqeiys and electrical appliances and apparatusess aal
current prices grew by almost a quarter in both.

Investments in fixed assets in the manufacturimtystry increased by 6.7% in 20However, the
growth was the slowest in 2007 compared to receatsy Almost quarter of the investments were made i
metal, machinery and apparatuses industry. Largestments were made also in the food and wood
processing sectors.

A survey conducted by the Estonian Institute of rifgnic Research among company managers
showed that expectations for 2008 had improvedware more modest than a year ago. In contrasteto th
previous survey there were lower expectations almuease in product prices. This is probably du¢he
quite high prices that had started to underminepagitiveness.

In 2008 the growth of manufacturing will slow dowm3% due to lessened domestic demand and
slowdown of exports. In 2009 is expected that treavth will accelerate up to 5%. In 2010-2012 thevgh
of manufacturing (average 7%) will outpace the dtovef the overall economy due to increased
competitiveness and productivity supported by iaseel domestic as well external demand.

Wood industry The wood industry is one of the largest indestiin Estonia — over 900 enterprises,
employment about 18000 people. In 2001-2007 thpubwolumes grew by almost 1.6 times and the share
of exports in total sales is 60%. The Estonian womtlistry is closely related to the Scandinaviaroavo
sector through ownership relations. The assortneénthe wood industry’'s products is comprehensive,
ranging from sawn timber production and procestinganufacture of loghouses, windows and doors.

The year 2007 was rather bleak for the wood ingugtnnual sales and export growth rates fell and
the number of employees dropped. The problemsectkat raw materials that had started in 2006 caetin
as the price of raw materials continued its rapiolhgh. In 2007, sales of wood industry at currericgs
grew by 7.8% compared to the previous year andtiput volumes at constant prices dropped by 5.4%.
Most of this growth was due to domestic sales; exgoowth was slower. Thus, the domestic market
accepted the rapid increase in prices better tharexport market where the competitiveness of coiepa
diminished. Wood industry’s producer price indexwrby 17.5%. The price increase was triggered by an
increase in the price of domestic and imported maaterials by about one quarter, accompanied by rapi
growth in labour costs.

In the past couple of years the felling volume BtdBian forests has been about 5-7 million cubic
meters per year. Felling volumes have mainly drdpipeprivate forests because owners have beenrrathe
passive in forest management. In state forestsfelimg volume has been more or less stable. The
competition for timber has become fiercer, smallibesses find it especially hard to get raw mdgerihe
mild winter and risen Russian export tarriffs méhe situation in the wood supply even worse. Prioeshe
timber rose dramatically in 2007.

More than 60% of wood products are sold in expaarkets, most to the Scandinavian countries,
Germany and the UK. The main Estonian export agielre sawn timber, log houses and constructia@ilslet
Exports grew only due to the increased pri¢egoorts of sawn timber, the most important expaoticie,
plummeted due to problems with raw materials exypeeéd at the beginning of the year, and the dedini
competitiveness related to high pric®sn the positive side, exports of construction iketaent up.

According to the data given by enterprises, empkynin the wood sector decreased by more than a
thousand employees in 2007. Companies employing 8@ people reduced their workforce the most.



Wood industry’s investments in fixed assets droppgdl1.2% in 2007. The decline was mainly
caused by smaller investments in construction @cdnstruction of buildings and facilities. Almosilfhof
the investments were made in machinery and equipmen

Expectations of companies, surveyed by the Estomistitute of Economic Research at the
beginning of 2008, were quite optimistic as regdhdsnear future. Companies expected their outplutnve
to grow and the number of export orders to incredbey were also of the opinion that sales pricesld/
not change much. However, Russia’s plans to inereastoms duties for wood by more than three times
2009 makes companies wary of the future.

Paper industry There are about 60 paper, pulp or paper producti€rgrises in Estonia, with a
workforce almost 2000 people. In the years 20017288 output of paper industry grew by two timesren
than 80% of the output is exported. Paper industry heavily concentrated industry in Estonia —tthe
larger companies give over half of the total tuerowost of the companies make paper products from
imported paper.

In 2007, sales and export volumes of paper indusBgalated considerably. The number of
employees increased slightly; productivity surgedvards. Compared to the rest of Europe, consumption
paper per person in Estonia is quite low (more tlantimes), enabling to forecast a certain grouatithe
domestic demand for paper products. Sales at dypreres grew by 37.5% compared to the previous yea
and output at constant prices by almost 18%. The aspen pulp mill in Kunda was definitely one oéth
driving factors, affecting most of the sector’sezptises.

Export was the main driving factor to support sajeswth. Export of the industry was distributed
rather evenly among the major target markets; iheet most important partners were Germany, Itaty an
France. Compared to 2006, uncoated paper and mapdriexport and production dropped to the second
place. These two commodity groups gave almost 90&#teandustry’s total exports in 2007.

Employment rate has been rather stable in papesindfor years (1,700 to 1,800) but increased by
one tenth in 2007 and reached almost 2,000 people.

Investments in fixed assets were the same as i. 200st of investments were made in machinery
and equipment and renovation and construction itdibgs.

Furniture industry More than 450 enterprises (employment about 9008ops) engage in furniture
manufacturing. In the years 2002—-2007 productidanies at constant prices grew by about a sixth;emor
than two thirds of the output is exported. Outpag Grown due to export growth but in recent yearaastic
demand has also grown continuously. In export markempetition with furniture manufacturers from
China, Poland and other countries has become tighte

Due to tight foreign competition, furniture industdevelopments in 2007 were characterised by
modest sales growth (3.5%) and diminishing out@atles in the domestic market were supported Ry fas
economic growth in the first half-year of 2007, thesulting increase in income and active housing
construction. The industry had a 3% producer pridex growth. Investments increased compared t®,200
and the employment decline trend halted.

The Nordic countries were still the primary expardrket, taking in almost three quarters of export.
Exports to Latvia increased by more than two timexstyia rose to rank sixth among the sector’s etxpor
markets. The main export articles were, like befomstered seats with wooden frame, furniture itfetand
dining room and living room furniture.

Investments in fixed assets grew by more than 40%007. 90% of all investments were made in
purchase of machinery and equipment, constructi@h raconstruction of buildings and purchase of land
Companies forecasted increase in output and saRB08 at the beginning of the year.

Construction Estonian construction sector is oriented mairdy the domestic market and
influenced by the general development of Estoniannemy. Recent years have witnessed a rise in
construction volumes of housing and facilities. dtivity (value added per employee) of the corcsion
sector has risen together with the overall expansiothe sector but the rapid increase in employnien
recent years has brought about opposite trends.

The construction market stabilised in 2007. Salesiavestments grew but not as fast as in previous
years. Construction activities outside Estonia gati momentum. The sector performed works in Eztoni
and outside for 58.1 billion kroons in 2007 whidlcanstant prices was 8.5% more than the previeas. yn
2007, construction volumes had increased by 30%mstaction price index rose by 12.7%, prices of
construction increased due to the price increasdl ofputs needed for construction.



2007 was a less successful year for the produddssilding materials than expected. The sales of
building materials rose by 17,1%, the price of dinig) materials increased 8,3% in 2007.

In 2007, construction volumes in Estonia grew 828, being more than twice lower than in 2006
(23.4%).

The survey made by the Estonian Institute of EcdooResearch showed that construction
companies’ prospects and confidence dropped in.2GEK of labour force was still pointed out as thaim
bottleneck. Confidence about the future had fdlilgthe end of 2007 primarily due to the decreasimgber
of orders and the constantly raising constructidoceg.

Sources: 1., 2007. aasta majandusilevadgenpmic Survey of Estonia 2007), Ministry of
Finance, Ministry of Economic Affairs and Commuriioas, Tallinn 2008. available at
http://www.mkm.ee/index.php?id=1323
2. ,Rahandusministeeriumi 2008. aasta suvine magmgnoos” (Ministry of Finance
Summer 2008 Macroeconomic forecast), Tallinn Au@@&8. available at:
http://mww.fin.ee/?id=263
http://www.fin.ee/?id=619

2. Policy measures

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

several new or more detailed rules for forest mamsmnt were made and procedures set up. Forestnict
related regulations are the legal basis for theagable forest management in following years.00& minor
amendments were prepared (discussed in Parliame@eptember and October) in the act to reduce
bureocracy in forest management for forest owréhes. preparation of the Estonian Forest DeveloprRéanrt
until 2020 will start in last quarter of the 2008.

Forest law enforcement, governance and trade

Several measures have been taken to guaranteedtaénable forestry practice in Estonia: quick aady
access has been made available to forest invedétayfor forest administration and public, capabitifding
in forest administration institutions have takeaqga, cooperation between governmental institutioage
been set up to fight illegal activities in forestpounselling and training of forest owners is canusly
proceeds.

3. Developments in forest products markets sectors

A. Wood raw materials (e.g. roundwood: sawlogs, afpvpaod and fuelwood)
After the peak of fellings at the end 90-ies thkirfg volume stabilized for couple of years at abd@
million m3 level and decreased considerably in megears. Highest felling levels were in the siiomt
where:
a) due to the progressing land reform yearly ,new’eirland was obtained by owners and entered to
the land and forest management market;
b) wood industry developed rapidly capacity and wasded for further supply;
c) changed economic system caused big changes irtysaaie lot of people were in need of ,starting
capital”;
d) “new owners” had the possibilities for wood procussnt without previous investments into the
silviculture.

In recent years the pace of land reform slowed doutrthere is still some 0,3 million ha (15% ofatiot
forest land area) out of active management.

In 2007 the removals accounted for 6 million mEstonia remaining at the year 2004 level; one tbfrd
that was harvested in state and 2/3 in other ferd@st cover the shortage for roundwood the woodstrgt
companies have increased significantly the impottimes of roundwood in recent years. After theethis
custom tariffs and problems with railway transgoostn Russia the import volumes decreased consitleirab
2007. This trend is expected to continue evengtidri pace in 2008. Felling volume in 2007 is exged¢o
increase slightly to cover the decreased raw natsupply from imports. Another mild winter of 200808
caused serious trouble for timber procurement comegaand forest owners. The year 2007 showed record
high prices of roundwood; since the beginning 00&Q@he prices started to decrease and this tread ha
continued throughout the year. Unfavourable taxesysin wood sales for private owners, expected high



demand for fuelwood/chips in energy sector and ebgok high Russian tariff rises will make situation
complicated for both forest owners and wood prdogssompanies in coming years.

Volume of imported coniferous roundwood decreast¥ in 2007 compared to 2006, relevant figure for
non-coniferous roundwood decreased by 47%. Altagett8 million m3 of coniferous roundwood and 0.16
million m3 of non-coniferous roundwood was importe®007 (mostly from Russia). Considerable de@eas
in import of roundwood is expected in 2008. Expurtoundwood has decreased considerably in lasbsy
and is expected to remain at similar level in 2Q08. million m3 of pulpwood and 0.05 million m3 loigs
were exported in 2007. The use of non-coniferogs Ie still relatively small compared to the resauow
investments in silviculture of non-coniferous spsedn past decades result in poor quality of tinavet small
amount in good quality sawlogs. Low demand foraiartree species’ logs (aspen) makes the pictuea ev
worse. Often log-quality material is used for fuebd and pulpwood. At the same time there is strong
demand for quality birch and alder logs. Some oheaiproducts use only small quantities of non-@vniiis
logs (wood products for sauna, specific furniturgjgxcts etc).

In case of pulpwood there is contrasting situatiith low domestic demand, big export and small inhpo
guantities. Pulpwood is exported mainly to Scandmal he export of pulpwood will decrease to 1.4liom
m3 level in 2008 (1.5 million m3 in 2007).

The share of removals of fuelwood has remainedeallof 2 million m3/year. Remarkable price
accelerations of competitive energy carriers (esfigcof oil and gas), decreased felling volume and
promoted renewable energy policies have developedimportance and demand for wood for energy
purposes. Better use of low quality wood by diffgér@dustries in the condition of scarce recoutsesgiven
extra push to the price increase for fuel wood. N&MP plant with yearly raw material use of up t8 O.
million m3 of wood waste and wood chips will bedperation from December 2008.

B. Wood energy

Wood fuel, wood waste (including chips) and woodteiguette/pellets are the 3 main wood-based
energy products produced in Estonia. Accordingtest available energy balance one of the mainafsbe
wood for energy is heat generation. There werebtll@rs working with wood in 2007 (the peak wa2003
with 863 wood boilers in use) that is 18.7% frorratmumber of boilers. There were 327 wood usindgb®
in industry sector, 107 in energy sector, 68 iricgfure, 24 in transport and 192 in commercial aadlic
services sector. Total capacity of wood using lbsilgas 688 MW i.e. 13% from total capacity of brsle
1668 GWh heat was generated in 2007 (26% from tetat generation) using 6483 TJ of wood fuel (17.2%
from total used fuel for heat production). 62 008 af fuelwood, 0.97 million m3 of wood waste and30
tons of wooden briquette/pellets were used for beaeration in 2007.

Gross inland consumption of fuelwood was 1.71 onllm3 in 2007; 92.8% (1.59 million m3) of that
in households, 2.8% (48 000 m3) in commercial puttdlic services, 2.9% by industry (50 000 m3, ofakh
22 000 m3 by wood processing industry), 0.9% by@neector (16 000 m3 for heat generation) and 0.5%
by agriculture (8000 m3). 3.62% of fuelwood was suamed for conversion to other forms of energy (heat
and 96.4% for final consumption.

0.52 million m3 of wood chips was used in 2007 %0 @& that in households, 80,5% by energy sector
(mostly for the conversion to heat) and 11.4% bpdvindustry. 0.507 million m3 of wood waste waedis
for conversion to other forms of energy —1000 mB doergy generation and 0,505 million m3 for heat
generation. Final consumption accounted for 11 030 7000 m3 of that was used by wood industry and
3000 m3 by households. From 2007 wood chips areé asdiomass fuel in heat and electricity copradact
power plants (CHP); in 2007 the usage of wood chips 10 000 m3. Due to the new coproduction plants,
which will be opened in the following years, theedefor wood chips will increase considerably. NetWFC
plant with production capacity of electricity 180A®/year and of heat up to 500 GWh/year will be in
operation from December 2008; plant will use yeapyto 0.3 million m3 of wood waste and wood chips.

1.1 million m3 of wood waste was used in 2007, Sef%hat in households, 30% by wood industry
and 8% by energy sector. 0.47 million m3 of woodstwavas used for heat generation. Final consumption
accounted for 0.63 million m3, 0.03 million m3 dfat was used by wood industry and 0,6 million m3 by
households.

16 000 tons of briquette/pellets were used asifu007, 75% (12 000 t) of that in households, 19%
(3000 t) by energy sector for heat generation. lMutaduction of briquette and pellets was 0.39 ipmilltons
in 2007(nearly 90% of that was exported). Shorigeaw dust forces the pellet producers to impart pf
the raw material (mainly from Latvia).

In 2000-2007 the average prices of almost all firedseased for the end-users. Compared to year
2006 only the average price of light fuel oil afdle oil has decreased slightly in 2007 (accorgingjl1%



and -11.3%). There was the highest rise in theaaeeprice of firewood (33.3 compared to year 2086 tay

3.6 times compared to year 2000). Rise of the geepaice of natural gas was 32,3, wood waste 209%i
18.6%, wood chips 17.5%, sod peat 14.2%, coal 1GBéoother energy sources under 10% in 2007. The
price of the fuelwood has increased due to thetaperof wood fibre supply and increased competitiith
other wood processing branches, overall rise ofptiice of mineral fuels and raised cost of labauhi¢h
causes the higher price of timber procurement).

Source: Eesti Statistikaameti on-line andmeba@s:line database of Estonian Satistical Office
http://pub.stat.ee/px-web.2001/dialog/statfilel.asp

C. Certified forest products

There are 3 combined forest management/COC icatéf and ca 820 000 ha of forest land certified
according to the FSC scheme in Estonia (as of @ct®B08). Certified forest area accounts for 37%otal
forest land area. Most of the FSC certified foresesmanaged by Estonian State Forest ManagemeiieCe
— total certified ared082600ha of which ca 817 000 ha of forest land (accardmNFI). 37 FSC chain of
custody certificates have been issued to the compatting in Estonia. COC certificate holding camigs
represent wide scope of different wood sector brasicroundwood, firewood, edge-glued panels, fencin
material, veneer, sawnwood, outdoor furniture, gardnd playground equipment, bark residuals, pignti
and other products’ producers. Estonian FSC wgrkjroup approved Estonian national FSC standard in
25.04.2007. Standard will be sent to the FSC cdatrapproval in near future. After the approvélralevant
forest management certifications has to be camwigdaccording to the national FSC standard. Sdahar
temporary standards for Estonia have been used.

From year 2007 PEFC certification is availableEistonia. 2 companies BMG Trada ja HolzCert
Austria have the right to carry on PEFC certifioatin Estonia. 3 COC certificates have been issued.
Estonian national PEFC scheme was approved in2008.

There is no significant demand for certified &irproducts in domestic market from end-users side.
Demand is originating mainly from the further pres&g companies which supply the foreign markets an
are in need of certified “raw material’ e.g. sawdoLow interest in certification from forest owskside
can be explained by the almost non-existing prieequms at the roundwood production level and high
costs of the certification.

D. Value-added wood products

The manufacturing and trade of value-added prodhets increased considerably in Estonia.
Decreasing raw material supply, increasing labastscand competition in the market of primarilyqessed
products have forced producers to invest in vabldirey.

Wooden furniture has had relatively stable satésme, close to 2 bn EEK level in last six yedmns.
2007 the production of wooden furniture decreasmdndto 1.6 bn EEK. Export value of wooden furrétur
was 3.1 bn EEK i.e. 18% from total export valuewsiod and wooden products in 2007; relevant figfioes
import were 1.0 bn EEK and 13%.

There has been rapid growth of joinery and carpeptoducts: production of wooden window
frames in 2007 increased by 2.8 times in 2007 coewpto year 2000, of doors by 3.5 times, of wooden
details by 5.2 times and of glue laminated timbe#tl times. The share of joinery and carpentrydpots
was 14.7% from the total value of wood productsoetgpin 2007 (5% in 2000) and similar share for amtp
was 5.9% (7,3%).

Production of further processed sawnwood has ase@ about 7 times in 2007 compared to 2000.
The share of further processed sawnwood was 5.6% the total value of total wood products exports
(2.5% in 2000) and similar share for imports w&94..

Production of prefabricated wooden buildings lmasdased by 5.3 times in 2007 compared to 2000.
The share of prefabricated wooden buildings wag%Zrom the total value of wood products export@¥6
in 2000) and similar share for imports was 1.9%.

E/F. Sawnwood

Sawnwood production has increased throughout #éisé decade, although the growth rate has
decelerated in recent years due to the rising cotigpeand shortage of raw material. In 2007 prduturc
decreased slightly. About 1.7 million m3 of sawndawas produced in 2007 (94% of that is coniferdha)
is approximately quarter higher than in year 2aD@spite the efforts the share of non-coniferousnseved
production remains lower than expected due todteduality of logs and small supply of good qualdgs.



In 2007 the production of non-coniferous logs sthiyesame level. Small volume of quality non-corofes
logs covers the niche products’ manufacturing nesad do not provide source for sustained growth.

Steady growth of sawnwood imports (0.82 million m3007 i.e. 9% more than in 2006) indicates
increased domestic demand from further-processimgpanies and of growing domestic consumption (see
point D Value added products). Sawnwood exportsedsed by 27 % from 0.97 million m3 in 2006 to 0.71
million m3 in 2007. The share of sawnwood expoghkig from the total value of wood products exports
2007 was approximately the same as in 1995, 17r&%d@.1%. Similar figures for import of sawnwooe ar
32.8% and 8.6%

Production of sawnwood is expected to decrease ih82008 due to lower demand and closing of
Paikuse sawmill (production capacity 0.17 millior8)nat the end of 2008. Import and export of sawrthiso
forecasted to decrease about 45% and 30% in 2008.

G. Wood-based panels

The production of plywood stayed roughly same le@ 000 m3) in 2007 compared to 2006,
imports and exports increased 14% and 10%. Imports exports will decrease 29% and 25% in 2008,
production is expected decrease to 0.05 millionlen8l. Plywood production is influenced by bircheer
logs’ shortage in domestic market. Share of valuplpwood exports from total value of wood products
export was 3.7%, share of imports 10.8% in 2007.

The production of particle board increased abodb 19 2007, imports increased 43% and exports
increased by 10% compared to year 2006 level. Sifavalue of particle board exports from total alof
wood products export was 3.4%, share of import$3r62007.

The production of hardboard diminished 10 times 000 m3 level) in 2007 due to closing of
hardboard production line of A.S. Repo Vabrikudreg end of 2006. Imports decreased by 29% and &xpor
91%. In 2008 exports and production will incredsghtly.

The production of insulating board increased 8¥%ndat to 41000 m3 level) in 2007 compared to
2006, imports increased by 2% and exports decrdas€0% compared to year 2006. Production and éxpor
will stay same level in 2008, imports will drop apximately 30 %.

Share of value of fibreboard exports from totaueaof wood products export was 1.1%, share of
imports 3.7% in 2007.

H. Pulp and paper

Production of pulp increased remarkably in 2006 tuthe opening of new thermo-mechanical aspen
pulp mill in Kunda— alkaline peroxide mechanical pulp (APMP) technologgnual capacity of 140 000
tons of aspen pulp. Kunda factory produced 121t288 of wood pulp in 2007. Production of unbleached
coniferous chemical wood pulp was 64 000 tons @720 here was second year row a big increase iarexp
of pulp in 2007 (126 000m3 was exported) and orityomimport of pulp (about 200 tons).

Paper production which includes mostly the unbleddtraft sack paper production decreased 8% in
2007. Imports increased 6% and exports decregedf paper and paper products. The production, imnpo
and export are expected to stay in same level @820



GDP Forecast for 2007-2012

1997-2006 2007 2008* | 2009*% | 2010%* 2011* 2012*
1. Growth of real GDP 7.8 7.1 -1.0 2.6 5.7 5.2 5.2
la. GDP in real terms (bln EEK) 169.1 | 1674 | 1716 | 1814 | 1909 | 200.9
2. Growth of nominal GDP 13.9 175 7.8 79 9.4 9.3 9.1
2a. GDP in nominal terms (bin EEK) 2433 | 2623 | 2829 | 3094 | 3382 | 3688
2b. GNI in nominal terms (bin EEK) 2253 | 2420 | 2612 | 2857 | 3127 | 3417
Components of real GDP
3. Private consumption expenditure (incl.
non-profit organisations) 8.3 8.9 -1.8 0.9 51 4.9 5.2
4. Government final consumption
expenditure 10| 48| 25| 01| 01| 10| o8
5. Gross fixed capital formation 136 78 45 29 63 6.0 57

— —
6. Changes in inventories (% of GDP) 24 53 38 38 40 40 40
7. Exports of goods and services 125 15 08 59 76 70 6.9
8. Imports of goods and services 132 28 33 34 66 6.4 63
Contributions to real GDP growth D
9. Domestic demand (without inventories) 4.7 8.8 -2.3 14 5.2 5.1 5.2
10. Changes in inventories 0.5 1.8 -1.4 0.1 0.3 0.2 0.1
11. Ext. balance of goods and services -15 -15 2.6 11 0.1 -0.2 -0.1
Value added growth
12. Primary sector 53 19 15 18 29 23 21
13. Industry 84| 75| 18| 44| 69| 65| 66
14. Construction 95 86 03 10 70 6.4 6.7
15. Other services 77 6.6 13 21 59 48 47
#
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Forest products production and trade in 2007— 2009

TC1-Estonia
Roundwood
Product Revised Estimate Forecast
Code Product Unit 2007 2008 2009
1.21.C SAWLOGS AND VENEER LOGS, CONIFEROUS
Removals 1000 m® 2300 2500 2500
Imports 1000 m® 1017 210 210
Exports 1000 m® 4 3 4
Apparent consumption 1000 m® 3313 2707 2706
1.2.1.NC SAWLOGS AND VENEER LOGS, NON-CONIFEROUS
Removals 1000 m® 600 500 500
Imports 1000 m® 49 15 20
Exports 1000 m® 1 0 1
Apparent consumption 1000 m® 648 515 519
1.2.1.NC.T Jof which, tropical logs
Imports 1000 m*
Exports 1000 m®
Net Trade 1000 m®
1.2.2.C PULPWOOD (ROUND AND SPLIT), CONIFEROUS
Removals 1000 m® 650 750 750
Imports 1000 m® 245 110 110
Exports 1000 m® 659 650 650
Apparent consumption 1000 m® 236 210 210
1.2.2.NC PULPWOOD (ROUND AND SPLIT), NON-CONIFEROUS
Removals 1000 m® 950 1000 1000
Imports 1000 m® 112 130 130
Exports 1000 m® 839 750 750
Apparent consumption 1000 m® 223 380 380
3+4 WOOD RESIDUES, CHIPS AND PARTICLES
Domestic supply 1000 m® 2900 2 800 2 800,
Imports 1000 m® 152 180 180
Exports 1000 m® 962 820 820
Apparent consumption 1000 m® 2090 2160 2 160,
1.2.3.C OTHER INDUSTRIAL ROUNDWOOD, CONIFEROUS
Removals 1000 m® 100 50 50
1.2.3.NC OTHER INDUSTRIAL ROUNDWOOD, NON-CONIFEROUS
Removals 1000 m® 50 50 50
11.C WOOD FUEL, CONIFEROUS
Removals 1000 m® 400 450 500
1.1.NC WOOD FUEL, NON-CONIFEROUS
Removals 1000 m® 850 900 950
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Product Revised Estimate Forecast
Code Product Unit 2007 2008 2009
5.C SAWNWOOD, CONIFEROUS
Production 1000 m3 1700 1400 1 400
Imports 1000 m® 766 400 400!
Exports 1000 m® 606 430 450
Apparent consumption 1000 m> 1860 1370 1 350
5.NC SAWNWOOD, NON-CONIFEROUS
Production 1000 m3 100 80 80
Imports 1000 m® 59 60 60
Exports 1000 m® 103 80 80
Apparent consumption 1000 m> 56 60 60
5.NC.T of which, tropical sawnwood
Production 1000 m3 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 m3 20 20 20
Imports 1000 m® 6 5 5
Exports 1000 m® 19 17 17,
Apparent consumption 1000 m> 7 8 8
6.1.NC.T of which, tropical veneer sheets
Production 1000 m3 0 0 0
Imports 1000 m® 0 0 0
Exports 1000 m® 2 2 2,
Apparent consumption 1000 m> -2 -2 -2
6.2 PLYWOOD
Production 1000 m3 60 50 55
Imports 1000 m® 141 100 100
Exports 1000 m® 67 50 50
Apparent consumption 1000 m> 134 100 105
6.2.NC.T of which, tropical plywood
Production 1000 m3 0 0 0
Imports 1000 m® 0 0 0
Exports 1000 m® 5 0 5
Apparent consumption 1000 m> -5 0 0
6.3 PARTICLE BOARD (including OSB)
Production 1000 m3 275 290 290
Imports 1000 m® 56 40 45
Exports 1000 m® 201 220 220
Apparent consumption 1000 m> 131 110 115
6.3.1 of which, OSB
Production 1000 m3 0 0 0
Imports 1000 m® 18 15 15
Exports 1000 m® 6 6 6
Apparent consumption 1000 m> 12 9 9
6.4 FIBREBOARD
Production 1000 m> 40 40 40
Imports 1000 m® 74 75 75!
Exports 1000 m® 19 20 20
Apparent consumption 1000 m> 95 95 95
6.4.1 Hardboard
Production 1000 m> 6 6 6
Imports 1000 m3 20 20 20
Exports 1000 m® 4 5 5
Apparent consumption 1000 m> 22 21 21
6.4.2 MDF (Medium density)
Production 1000 m> 0 0 0
Imports 1000 m3 50 45 45
Exports 1000 m® 8 5 5
Apparent consumption 1000 m> 42 40 40
6.4.3 Insulating board
Production 1000 m> 40 40 40
Imports 1000 m3 5 3 3
Exports 1000 m® 8 8 8
Apparent consumption 1000 m> 37 35 35
7 WOOD PULP
Production 1000 m.t 185 190 190
Imports 1000 m.t. 0 0 [0)
Exports 1000 m.t 126 130 130
Apparent consumption 1000 m.t. 59 60 60
10 PAPER & PAPERBOARD
Production 1000 m.t. 68 70 70
Imports 1000 m.t. 148 140 140
Exports 1000 m.t. 100 95 95,
Apparent consumption 1000 m.t. 116 115 115
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