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The special topic of the Fifty-sixth Session of the Tinber
Committee wll be “Recycling, energy and rmarket
interactions” and will be presented by the Conmittee's
team of specialists on the same subject.

Del egations are invited to:

- prepare and contribute rel evant country experiences;
- participate in the discussion;

- decide if any foll owup actions are necessary.
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I nt roducti on

1. Devel opments in ECE region forest markets result from interactions of
various planned and unpl anned factors including market demand, supply of virgin
and recovered fibre, Ilegislation, environnental organizations' pressures,

substitution of wood, corporate restructuring, etc. The purpose of the specia
topi c discussion is to focus on two increasingly inportant influences on tinber
mar ket s:

- energy generation fromwood and

- recycling of wood and wood fibre.

2. The Team of Specialists on Recycling, Energy and Market Interactions has
di scussed the conplexities of the issues listed below, which are subsequently
di scussed separately. O interest to the Comrittee nmay be that policy and

| egislation, often in “non-forest” sectors play a crucial and often m sunderstood
role.

3. The purpose of this note is to introduce the subjects of the 56th Session's
special topic. There will be an expert presentati on on each of the issues bel ow,
fol | owed by a panel discussion. (Note that confirnation of all speakers had not
been received at the tine of witing this note, thus some nodification may be
necessary.)

The i ssues

* The demand for snall-di aneter roundwood to produce pul p and fi breboard and
particle board can be offset by recovered paper and paperboard fibre and
recovered solid wood in chip form-this in turn can alter the bal ance of
the entire wood flows system

* Covernnental policies and associ ated regul ations to control or pronote one
sector have both direct, planned effects, as well as indirect, unplanned
effects on the primary and other parts of the forest and forest industries
sector.

* Ener gy generation from wood can be an econonmically viable energy source
in some regions where primary or recovered wood fibre supplies exist and
can even be economically viable where fibre supplies do not normally exist
wi th governnent incentives. The economc viability of wood energy depends
crucially on the price of conpeting fuels and on the structure of energy
taxation (e.g. carbon dioxide taxes).

* Countries in transition are affected by sonme of the sane issues, with the
additi on of specific problenms brought about by the changes in wood fl ows
due to privatization of forests and industries.

* When paper and paperboard recycling achieve their maxinmm Ievel,
addi ti onal demands for fibre supply, be they for energy or for products,
must come from the original source, i.e. the forest, or the residues of

the forest industries.
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* I ncreased gl obal marketpl ace conpetition encourages greater manufacturing
efficiencies, especially when either product prices are |low, raw materi al
costs are high, or both.

Wood fl ow system

4, The production of wood products naturally leads to the generation of
byproducts, often in considerable quantities. For exanple, in the case of
produci ng rectangul ar sawnwood shapes from roundwood, a sawm ||l wll generate
bark, slabs and sawdust. Wen producing straight logs fromtrees, a |ogger wll
produce tops, including foliage, |inmbs, crooked stens, small dianmeter stems and
stunps. Indeed at each step of consunption as shown on the di agram (annex 1),
including the final consunmer, there are byproducts, sonme of which are
traditionally recycled back into usable products or energy.

5. Today, a greater percentage of these byproducts, including post-consumer
wast el, are being recovered. Perhaps the npbst visible source to consumers has
been the collection of old newspapers and in sonme ECE nenber countries the
recovery rates for all paper and paperboard now exceed 50%

6. Two options exist for the recovered wood fibre: 1. recycling back into
usabl e products; 2. burning for energy for process steam heat and cogeneration
of electricity.

7. The increasing collection and reuse of wood fibre has and will continue
to alter the wood flow system The systemw || be further described during the
speci al topic presentation

CGovernnment al policies

8. Covernnental policies on 1. forest resources management, 2. wood products
i ndustries, 3. wood fibre recycling and 4. bi omass energy generation have conpl ex
i nteractions which are not always well understood.

9. For exanpl e the European Conmi ssion has witten a white paper on "Energy
for the future: renewable sources of energy"” (COM97)599). The goal of the
European Union is to double the share of renewable energy, partly wood-based,
to reach 12% by the year 2010. Such a policy will have both planned impacts,
e.g. job creation, as well as possible unplanned repercussi ons on the forest and
forest industry sector.

Ener gy generation from wood

10. Partly through governnent support, nodern energy generation from wood-based
fuel s has evolved to an efficient means of generating heat, steam hot water and
t hrough cogeneration, electricity. This is not new, especially in the forest
i ndustries. But what is newis the use of an increasing variety of fuels. 1In

! "WAaste" is an ambi guous term whi ch should be reserved for those materials
whi ch have no further use and therefore traditionally go to a landfill.
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the Nordic Countries there is a tradition of burning biomss fuels, which since
the oil crisis in the 1970s, has regai ned enphasis. The use of bionmass fuels,
i ncluding waste wood and paper, has been encouraged through a variety of
governmental policies in a few countries.

11. One unique exanple in the ECE region is the strong incentives towards
alternative fuels in Sweden as a result of energy policy and especially the
energy tax system (i.e. the carbon dioxide tax). These taxes penalize fossi
fuels. Conbined with additional governnent-funded projects, the

use of wood fuels has received pronotion for a wde range of industrial,
comercial and residential applications.

12. At the same tinme as Sweden's devel opment of wood-based energy systens, has
been the establishnent through |egislation of recycling systens in countries |ike
Germany and the Netherlands. The success of these recycling systems in
generating new supplies has led to the search for markets for wood and paper
residues. The result of these two simultaneous devel opnents, i.e. new demands
and excess supplies, has led to new trade patterns.

Energy generation fromwood in countries in transition

13. In nmost countries in transition the price of fossil fuels, especially oi
and coal was extremely |low before the transition process, and thus there were
few incentives to use biomass fuels on a |large scale. For exanple, sone sawrills
used oil-fuelled boilers to produce heat and steam rather than wood-fuelled
systens because of the cost and convenience of fossil fuels as conpared to
relatively difficult, wet wood residues which require nore conplicated
technol ogy. But since the initiation of the transition process, the price of
energy has risen in all countries, both for producers and inporters.

14. This has | ed sonme countries in transition to investigate increased use of
wood- based energy. For instance in Slovakia in 1997, approxi mately 1% of energy
production is based on wood, but according to their Forest Research Institute,
the potential sources of wood fuels would allow this percentage to increase to
6. 7% These sources include internediate and final harvesting, wood-processing
resi dues and eventually energy forests planted on non-forested | ands. The
countries in transition are young markets wth trenendous potential for
i ncreasing the recovery and recycling of wood and fibre residues for energy and
wood fi bre-based products.

North American outl ook for paper and paperboard demands, recycling and fibre
suppl y

What happens in a "mature” market?

15. The recovered paper supply in the United States and Canada was driven by
muni ci pal | egislation conbined with an environnmental awareness which led to an
oversupply situation and in some cases negative prices, ie where the consuner
(e.g. a paper mll) was paid by the producer (a city) to recycle the recovered
paper and paperboard.
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16. But growth in donestic demand for paper and paperboard has gradually sl owed
in recent years, while overseas exports have increased. However it appears that
the recovery rate is approaching a theoretical maxi mumand future increases in
paper recycling will be nore npdest.

17. In the United States, where recycling is reaching its peak, increases in
paper and paperboard production will necessitate increased pul pwood harvests.
It should be renenbered that in the ECE FAO definitions, "pul pwood" is al so used
to manuf acture wood-based panels, with the exception of plywod. |In Canada the
proportion of wood residues used in pulp manufacturing is still increasing

however the opposite is happening in the United States. Part of the decrease
in the residues' proportion in United States pulp is the significant substitution
of oriented strand board (OSB) for plywod. OSB has no "extra" byproducts for
pul p manufacture as they are all used for process steam production. In contrast,
pl ywood manufacturing has excess volunes of residues from debarking, rounding
of peeler logs, clipping of defects and sizing of panels (also peeler cores are
chi pped when nore lucrative markets do not exist).

Putting the forest products industry into the equation

18. The forest products industry acts within the forces of the markets and
| egi sl ation as descri bed above. Competition fromdonestic producers and foreign
producers constrains international prices in comodity products |ike pulp,
sawnwood and wood- based panels. If raw materials experience increasing prices,
then forest products manufacturers have to becone nore efficient in order to
mai ntain the sane |level of profits.

19. One way of controlling costs is to increase capacity utilisation, assum ng
adequate market demand. For exanple a sawni |l running one shift could double
out put wi thout doubling costs, by running a second shift. Corporate nergers are
a way to control costs, although at a much |arger scale. Sone recent forest
products conpany nergers have al so been nmade to achi eve other goals, for exanple
to access forest resources.

20. Newl y constructed mlls for OSB, MDF and particle board, plus pulpmlls
have grown substantially in size in recent years in order to capitalize on
econom es of scale, especially when producing highly conpetitive commodity
products from smal | -di aneter roundwood, wood residues and recovered paper and

recovered wood. The result has been that a large mll needs to increase the
radius of its raw material purchases, as well as to sell far beyond the |oca
mar ket , perhaps even to export. In sone cases the need for such great production

efficiency, and hence | arge producti on capacity, has prohibited locating in sites
where the uncertainty exists of sufficient future raw materi al s.

Concl usion: increasing market interactions
21. One conclusion that can be drawn fromthe issues and questions above is

the interaction of market and non-market forces wll have increasing
ram fications on the entire forest and forest industries sector
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22. G ven the above issues, sone possible questions for discussion are: Wat
are the resulting inpacts on forests and forest products markets?" W I

recycling dimnish demand for pul pwod? WII| pul pwood demand accel erate after
wi despread initiation of wood and wood fibre recycling systens? Are there forest

managenent ram fications of changi ng pul pwood demand, either tenporarily or in
the long tern®

23. How are governnent policies directed at recycling, or wood-based energy
generation affecting traditional forest products markets and trade? Wat are
the possible effects on the forest and forest industries sector of governnent
policies such as the pronotion of renewable energy sources?
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Annex

Source: Team of Specialists on Recycling, Energy and Market Interactions, 1998.



