A

Authors: Matthew Bu.mgardner, Diego Benedetti i)




Chapter 3 Sawn Hardwood

Highlights

European sawn hardwood production, except for France and Belgium, recovered from COVID-19 with a 11%
increase in 2021 due to high demand to levels last seen in 2015.

Consumption of sawn hardwood exceeded production in Europe, leading to depletion of stocks.

European production of wooden flooring — a major consumer of oak sawnwood - recorded the second-best
result since 1991, with a production of 97,900 m* of wood parquet in 2021.

Exports of sawn hardwood from Europe increased by 20% to over 3.2 million m®in 2021. China imported 29% or
950,000 m? of those volumes.

Member States are considering measures to reduce the volumes of oak logs exported outside Europe.

Increasing cost for electricity are a big challenge for sawn hardwood producers in Europe.

In the United States, hardwood demand from the furniture industry continues to decline, as net imports reached
nearly 80% market share of the wood household furniture market.

Imports of temperate sawn hardwood by the United States increased by 8.1% in 2021. This increase was driven
largely by increased imports of beech (mostly from Germany) and birch (mostly from Canada).

Canada accounted for nearly 48% of total sawn hardwood imports by the United States in 2021.

The United States imported 593,000 m?® of temperate and tropical sawn hardwood in 2021 - the lowest total
import volume since 2009.

Aggregate sawn hardwood prices in the United States reversed a declining trend and exceeded the long-term
average for the first time since 2005.
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Europe

The trends and developments in the European subregion
this year are based on data and intelligence available at the
European Organization of the Sawmill Industry (EOS). Their data
cover about two thirds of European sawnwood production
and are used as a proxy for the trend in the subregion in 2021
and early 2022.

European sawn hardwood production was significantly
impacted by the COVID-19 crisis in 2020, with a strong decline
particularly in France and Germany. The situation dramatically
improved in 2021, with a double-digit increase (+11%) on
the back of a strong recovery in demand. Production in the
member countries reporting to the EOS reached 6.2 million m?
in 2021, the highest value since 2015.

Production in 2021 grew across most member countries in the
subregion. Among the largest producers, Croatia, Germany
and Romania performed particularly well, with production in
Germany increasing by 10% to 1.06 million m*and in Romania
by over 5% to 1.7 million m?® A shortage of domestically
available oak logs constrained production in France, with
stable production of about 1.24 million m* and a further drop
of production by 10% in Belgium (graph 3.1).

The European sawn hardwood industry is hampered by
international competition for raw material, that causes direct
export of mostly unprocessed oak logs, primarily to China.

GRAPH 3.1

Top five sawn hardwood producers, Europe (2017-2021)
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Smalland medium sawmills, namely in France and in Belgium,
are suffering the most. A study from Wallonia (Belgium)
indicates that about 26% of hardwood sawmills went out of
business between 2010 and 2020 (Defays V. and Saerens A,
2022).

Chinese imports of European oak logs increased by over 25%
in 2021 to over 700,000 m°. This trend accelerated further in
the first five months of 2022, with imports of oak logs from
France increasing by a further 30% year-over-year. Imports of
oak logs from Slovakia grew by 70% (China customs, 2022).

This situation is not deemed sustainable by many sawmills
across Europe that cannot afford the prices paid by foreign
buyers.The problem is further compounded by the log export
ban introduced by the Russian Federation at the beginning
of 2022. The Russian Federation accounted for slightly less
than a fifth of the total Chinese import of oak logs, which are
substituted for by European logs.

Similar developments, not yet recorded by official statistics,
were taking place in the Western Balkans, namely Bosnia and
Herzegovina, Croatia and Serbia. These three member States
introduced temporary 60-90 day export bans on various
assortments of wood products, including oak logs (ANSA,
2022; Sarajevo Times, 2022; SEENEWS, 2022).

Beech is the most important species by volume for sawn
hardwood in the European subregion and is confronted with
the fallout of the very hot and dry summers in 2018-2020 and
2022 in Central Europe. Many beech trees either died, are in
the process of dying, have been weakened or are now prone
to attacks by biotic agents (BMEL, 2022).

European sawn hardwood producers expect that legislative
measures as part of the European Union Green Deal package
may significantly reduce log availability in the coming years
(see chapter 1).

The EOS expects that sawn hardwood production in Europe
may decline by 3% in 2022. This estimate is subject to high
variability due to the significant uncertainty amid global
geopolitical and economic tensions. One of the first tangible
effects of those tensions are higher electricity prices, which
further reduce the global competitiveness of the sawmill
sector — as well as downstream sectors such as the flooring
and the furniture industry in the sub-region.

Consumption of sawn hardwood was very strong in the
subregion and the lack of oak logs has pushed most hardwood
sawmills in the region to reduce their inventory to a minimum.
Inthe EOS member countries, consumption of sawn hardwood
increased by 14% to almost 5.9 million m*. Graph 3.2 indicates
that almost every major market in Europe, except for France
and Croatia, recovered from COVID-19 and reached at least
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GRAPH 3.2

Top five sawn hardwood consumers, Europe
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The European parquet markets showed heterogeneous
developments at the beginning of 2022. While Italy, Scandinavia
and Spain report still significant increases in demand, Benelux,
France, and Switzerland present flat evolutions. Austria and
Germany are already experiencing decreases in output,
reflecting the difficulty to fill orders (FEP, 2022).

Anotherimportant driver for European hardwood consumption
is the furniture market. After contracting in 2020, furniture
consumption fully rebounded in 2021 by about 10%, reaching
almost euro 140 billion (at retail prices). In 2021, all segments
of the furniture market surpassed their 2019 market size, thus
fully rebounding from the pandemic.

The lockdown experience highlighted the importance of
home, which acquired a new centrality both for living and
working. Spending more time at home highlighted the
usefulness of having functional spaces for the whole family.

Consumers invested in improving their living spaces, often
allocating substantial portions of available income to furniture
because of decreased expenditure for other leisure activities.

pre-COVID-19 consumption levels. France consumed about
1 million m? of sawn hardwood in 2021, about 260,000 m? less
than in 2019.

While the first few months of 2022 saw satisfying consumption
of sawn hardwood, the outlook for the second half is slightly
more pessimistic. Overall EOS anticipates consumption to
decline by about 8% in 2022.

The parquet (wooden flooring) industry in Europe remains
an important consumer of European hardwoods. The sector
recorded the second-best result since 1991, with a production
of 97,900 m?® of wood parquet in 2021. After a stable year in
2020, European consumption of parquet rose by an estimated
5.8% in 2021. Consumption of parquet has increased in all
European markets, especially during the first semester of
2021, when compared to the same period in 2020. Demand
continued to grow throughout 2021 but at a slower pace, as
consumers dedicated their spendings to areas such as leisure
and travel. Nevertheless, renovation, and adaptation of homes
to "post-COVID-19" life remains the driver of the parquet
consumption growth.

The use of wood species for wooden flooring in 2020 indicates
that the share of oak increased slightly and reached 81.8%
compared to 80.6% in 2019. Tropical wood species represent
3.0% of used wood. Ash and beech are still the two other most
common chosen species with 5.6% and 2.8% (compared to
7.2% and 2.0% in 2019) respectively.
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GRAPH 3.3

Top 5 importers of EU27 sawn hardwood, 2020-2021
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For this reason, the worldwide pandemic-induced contraction
in furniture consumption in 2020 was limited in size, affecting
the different products of the furniture aggregate in different
ways.

The prospects for 2022 are favourable, but uncertainties
deriving from supply constraints, transport problems, and the
geopolitical and economic situation could alter the positive
outlook significantly (CSIL, 2022).

In 2021 and 2022 exports of sawn hardwood from Europe
have been lively both in the beech and in the oak sectors, by
far the two most important sawn hardwood species of the
subregion. Sawn hardwood companies that rely on foreign
trade are negatively affected by the geopolitical situation:
long-distance exports are hampered by unstable (often high)
freight rates, COVID-19 induced logistical challenges mainly in
China and increased fuel prices.

Exports of sawn hardwood from the EU to the rest of the world
increased by 20% to over 3.2 million m*in 2021. 950,000 m?
(29%) of European exports were destined to China, followed
by Egypt with 675,000 m? and the United Kingdom with over
500,000 m?. Viet Nam is another relevant importer, with a
market share of slightly over 5% (graph 3.3).
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Eastern Europe, Caucasus and Central
Asia

The Russian Federation was the number four exporter of sawn
hardwood exporter in the world in 2021 behind Thailand, the
United States of America. The Russian Federation exported
sawn hardwood with a total value of $300 million in 2021.
Exports recovered strongly to pre-COVID-levels and increased
by 35% over 2020. Birch, with a total value of $163 million,
accounted for half of the value of sawn hardwood exported in
2021.The second biggest value in exported sawn hardwood
was oak, which has decreased significantly since 2017
(graph 3.4).

More than two third of both birch and oak sawn hardwood
were exported from the Russian Federation to China in 2021
(Comtrade, 2022).

Ukraine remained the second biggest producer of sawn
hardwood in the EECCA subregion. However, after ranking
13™in the list of top global sawn hardwood exporters in 2016
it dropped to 18th rank in 2020, where it remained also in
2021. Ukrainian sawn hardwood production dropped by 50%
since 2018 and reached only 287,000 m*in 2021. AlImost none
of the sawn hardwood produced in Ukraine was consumed
domestically. The country exported 300,000 m* which is only
57% of the pre-Covid volumes.

GRAPH 3.4

Top three sawn hardwood exports from the Russian
Federation (2017-2021)
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North America

United States sawn hardwood production increased by
640,000 m* or 3.9% from 2020 to 2021, while Canadian
production declined by 12% (Statistics Canada, 2022b). United
States apparent consumption increased by 810,000 m® or 5.9%
in 2021.

These increases were associated with sharp rises in the prices
of higher quality hardwood sawn products used in appearance
applications (cabinets, furniture, millwork and flooring) in 2021.

These appearance applications (including exports) accounted
for 45% of the consumption of sawn hardwood in the United
States in 2020, while industrial uses (pallets, sleepers, etc.) and
other uses accounted for the remaining 55%. This is a reversal
from earlier in the century; in 2000, appearance applications
were the main uses accounting for 56% of consumption of
sawn hardwood in the United States (graph 3.5).

The housing market was relatively strong toward the end
of 2021 heading into early 2022 (See chapter 1). Conversely,
hardwood demand from the furniture industry continued
to decline, as net imports were calculated to have reached
nearly 80% market share of the wooden household furniture
market in the United States in 2019. In 2021, employment in
the furniture industry was estimated to be below 29,000 units
(US Bureau of Labor Statistics, 2022). At the same time,

GRAPH 3.5

Sawn hardwood consumption in the United States by
major user groups, 2000 and 2020
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domestic consumption of wood furniture also has declined
(Luppold and Bumgardner, 2022).

Sawn hardwood consumption increased by 5.9% in 2021
(table 3.1).

TABLE 3.1

Sawn hardwood balance, United States, 2017-2021
(million m3)

2021-
2017 2018 2019 2020 2021 2022
- Change
3
Million m (%)

Production 2277 2265 2243 1669 17.33 39

Imports 072 095 077 063 059 -6.3
Exports 450 447 371 3.51 3.30 -6.0
Apparent

. 1899 19.14 1949 13.81 14.62 5.9
consumption

Source: UNECE/FAQ, 2021; USDA FAS 2022b.

Increased sawn hardwood consumption was accompanied by
small increases in employment in the United States cabinet
and millwork sectors in 2021. Employment in the United States
cabinet®) and millwork® industries generally track well with
single family housing starts (US Bureau of Labor Statistics, 2022,
US Census Bureau, 2022d). However, in the last couple of years,
employment in these sectors has declined while single family
housing starts continued to increase. Employment in these
sectors reversed this trend in 2021 to meet increased demand
from housing and remodeling markets (graph 3.6).

Similarly, employment in the United States pallet and
container industry” increased slightly (by 1.4%) in 2021 after
declining by 2.9% in 2020, suggesting increased activity in
industrial hardwood markets as well. This was consistent with
improvement in overall United States industrial production
through much of 2021 to reach near pre-COVID levels (US
Federal Reserve Bank of St. Louis, 2022).

5 North American Industry Classification System (NAICS); 337110.
6 NAICS: 32191,
7 NAICS: 321920.
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GRAPH 3.6

Single family housing starts and employment in the
cabinet and millwork industries in the United States,
2000 to 2021
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Imports of temperate sawn hardwood by the United States
increased by 8% in 2021. This increase was driven largely by
increased imports of beech (mostly from Germany), birch
(mostly from Canada), and “other temperate” species (USDA
FAS, 2022b). Intraregional trade remained important, as
Canada accounted for nearly 48% of total sawn hardwood
imports by the United States in 2021.

Imports of tropical sawn hardwood declined further by 37%
in 2021, after already declining by 34% in the United States in
2020. At a volume of 593,000 m? 2021 was the lowest year for
total imports (temperate and tropical) since 2009.

The largest increases in trade of sawn hardwood by the United
States were intraregional (North America) in 2021, including a
46% gain in exports to Canada and a 35% increase in exports
to Mexico (USDA FAS, 2022b). Meanwhile, exports from the
United States to China and Viet Nam declined by 11% and 23%,
respectively. These changes resulted in Canada moving from
14% of total exports from the United States in 2020 to 19% in
2021, second only to China, which accounted for 33% of sawn
hardwood exports by the United States in 2021.
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The inflation-adjusted aggregate price index (1982=100) for
sawn hardwood in the United States is shown in graph 3.7,
derived from the sawn hardwood price series adjusted for
inflation using the producer price index (U.S. Bureau of Labor
Statistics 2022).

The loss of domestic furniture manufacturing, the Great
Recession and housing crisis in 2008 and after, and the
associated shifts to industrial markets noted earlier have
impacted the sawn hardwood market and its prices in North
America since the early part of the 21st century (Luppold and
Bumgardner, 2021).

The aggregate price index was sharply higher in 2021; this
increase moved the 2021 price above the long-term average
for the first time since 2005 and reversed a declining trend
since 2016 (graph 3.7).

The increase was driven in part by improved demand for
higher-value hardwoods deriving from relatively strong
housing and remodeling markets. At the same time, COVID-19-
related production and supply chain disruptions continued to
impact sawn hardwood supply in 2021, causing further pricing
pressures. Prices for industrial products also increased in 2022.
For example, the price of Appalachian green pallet cants rose
over 70% in 2021, with most of the increase occurring in the
middle of the year (Hardwood Market Report, 2021).

GRAPH 3.7

Annual inflation-adjusted sawn hardwood price index
and average in the United States, 1982 to 2021
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Early observations for 2022 suggest a cooling housing market
due in part to increased borrowing rates, which could affect
demand from appearance-based markets. At the same time,
sawn hardwood production has been increasing, causing
prices to moderate. Exports of sawn hardwood from the United
States are ahead of their 2021 pace, with Mexico experiencing
the fastest growth among major markets
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