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Principal Forest Markets:




Wood Pulp, Paper & Paperboard




Millions of metric tons

U.S. Wood Pulp Production T Now Declining:
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After decades of robust growth,
U.S. wood pulp output peaked in ‘
the mid-1990s and then declined, A | :_
Impacted by paper recycling gains
in the early 90s, shifts in global / \
demands since the late 90s, and V
Nnow an economic recession . .. /
N\
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Pulpwood is still a big part
/ of U.S. wood demand (and
especially in Wisconsin), but
U.S. production has dropped
by -1%l/yr. since the mid-
1990s, versus 2% to 3%
N growth in 1970s and '80s.
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Source: AF&PA, API, Forest Service, International Woodfiber Report



Outsourcing Production ... change in Paper & Board Production
(million metric tons per decade)
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Europe and Asia. ||

20 — |
China became [the |
most rapidly expanding (I : |
consumer and producer 10 - —
of paper and paperboard, B
likely to surpass the USA 5

within the next decade.
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Global Drivers . . .

Trade liberalization (GATT A WTO)
Expanded global commerce
Shift of manufacturing growth to Asia and Europe

Collapse of global financial system (current recession)



The doll ards real
soared above-average for along

Globalization | .
period (1997-2005), placing U.S.

Real Broad Dollar Index manufacturers at a competitive
disadvantage. From 2005 to '08 the

115 dollar fell below average, helping
improve the U.S. trade balance . ..
110 1 but the dollar gained in the past year
$ as the world economy sank into the
105 / most recent economic recession . . .
é \ (Not a good sign for U.S. trade)
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As the dollar soared, manufacturing growth went abroad and U.S. industrial
output plunged (in the recession of 2000-2001). Output rebounded with a
weaker dollar, but growth barely reached 4% average growth of 1950-2000,
...and in the past year, U.S. industrial output has collapsed again!!!
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Paper and paperboard demands follow industrial production because of

usage in packaging and print advertising, but industrial outsourcing and

electronic media have displaced growth. U.S. paper and board purchases
plunged along with industrial output in the current recession . . .
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Apart from the decadal trend in outsourcing and
downsizing of U.S. manufacturing, what caused
the recent dramatic plunge in U.S. production?

The Credit Crisis: Govarnments and central banks
around the world pursued policies that, with the
benefit of hindsight, caused a huge global boom in
credit . .. to levels that defied gravity. 0
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“'a) Translation: There was a
global credit boom that

went bust in 2008 . ..
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and RECOVERY




The credit bust: When the credit boom went
bust in 2008, U.S. retail sales went into a sudden
steep decline (unlike recession of 2001-2002) . . .

Total U.S. Retail Sales ($Billions/month)

Source: U.S. Census Bureau (http://www.census.gov/marts/www/timeseries.html)

With the sudden
collapse of financial
Institutions and end to
easy credit terms,
total U.S. retail sales
dropped by 12.4%
from June to
December of 2008.

The current recession
featured a big drop in
consumer spending
(the largest element of
U.S. GDP), although
spending may have
begun to stabilize in
the past few months.



In some credit-dependent sectors, such as
motor vehicles & parts, the drop in sales
activity was even more pronounced . ..

Motor Vehicle & Parts Sales ($Billions/month)

Motor vehicle and
parts dealer sales
dropped by 29% from
October 2007 to
March of 2009 (and
sales continue to
decline in 2009).

Source: U.S. Census Bureau (http://www.census.gov/marts/www/timeseries.html)



Thus, U.S. paper and paperboard output generally declined over the past
decade, and the latest drop in output was steep and abrupt, but it can be
noted that the drop in annualized production since 2007 (-7%) was less

than the drop in U.S. purchases (-11%). This was due to gains in exports.
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