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1. Summary

· Drawing on discussions with timber trading companies, the report assesses price premiums available for “verified legal” and “verified legal and sustainable” timber in the UK market. 
· There is now considerable interest throughout the UK timber trade in sourcing and marketing verified legal and sustainable timber. Major driving forces are: emerging public sector interest; efforts to minimise commercial risks associated with the trade in timber from potentially illegal sources; and procurement requirements established by trade associations. 
· Trade in certified product now dominates a large section of the UK softwood trade.
· Due to the wide availability and well developed distribution networks for certified softwood product, there are no premiums to be had for these products in the UK.

· In contrast, distribution channels for certified hardwood are still poorly developed, availability is restricted, and premiums are still widely demanded.
· £-sterling premium prices for verified or certified hardwood sawn lumber delivered to the UK yard vary between 0% for some European hardwoods to over 30% for some Brazilian hardwoods. 
· As the UK is only a relatively small player in the overall global market for hardwoods, the evolution of effective distribution channels for certified hardwood lumber is likely to require the development of consistent demand for these products in a wider range of countries.

· Apart from price premiums, a significant issue associated with sourcing verified/certified wood products in the UK is commercial availability and lead times. 
2. Objectives and methodology

This report is the first of a regular 6 monthly series to assess and track the market price premiums that may be available for “verified legal” and “verified legal and sustainable” timber in the UK market. 

For the purposes of this project, timber is taken to include rough sawn lumber, dimension products, mouldings, decking, and panel products. A range of indicator products has been identified for tracking (see Annex 1 and 2). This list of products will be extended in future reports to ensure more comprehensive coverage of the UK timber trade. 

While the main focus of the study is on high risk supply countries (including Indonesia, Malaysia, Cameroon, Ghana, Ivory Coast, Republic of Congo, Democratic Republic of Congo, Gabon, Brazil, Russia), it also includes timber from Europe and North America for comparative purposes. 

Semi-structured interviews were held with representatives of around 15 agents, timber importers and merchants, including some of the largest UK companies, and with 2 leading joinery manufacturing firms, in late January early February 2005. Contacts were asked, as far as possible to provide specific price information on packs of verified legal and sustainable and verified legal timber traded in the UK. They were also asked to provide general comments on the commercial and market implications of the trade in verified and certified wood products.  


An initial objective of the project was to explore how price premiums evolved through the wood chain, thereby to gain a clearer idea of where costs were being absorbed or passed on.  However this proved difficult in practice. While contacts were generally willing to comment broadly on the effect of procuring certified wood products, they often were less willing, or able, to provide detailed and consistent price information on specific products. 

Importers also emphasised that they could not provide “standard market prices” for onward sales of timber products to their customers. Such prices vary very widely depending on numerous factors entirely unrelated either to certification status or product replacement prices including: the size of the customers order; long-term supplier-customer relationships; customers’ widely varying requirements for additional sorts, machining, drying or other services; and the importers existing stock holdings.  

For this reason, specific price series data has been collected only for delivery of timber products to the UK importer or manufacturers yard (see Annex 1). This is supplemented with: 

· a general narrative discussion of comments made by companies throughout the wood chain on the commercial impact of verified/certified wood products trade (section 3);

· a commentary on each indicator product, describing important end-use applications in the UK and countries of origin, and commenting on availability of certified products and possible substitution trends (see Annex 2). The last point is considered significant because one response to the demand for verified/certified timber is to search for alternatives.

3. Discussion of comments received

3.1 Overall level of UK market interest and driving forces

It was very evident from all discussions that there is now considerable interest throughout the UK timber trade in sourcing and marketing verified legal and sustainable timber. A significant number of the larger companies contacted stated that they were now implementing systematic procurement procedures aimed at ensuring that 100% of their supplies derived from demonstrably legal sources. 

Implementation of environmental procurement policies by timber trading companies is only partly in response to direct market demand for independently verified/certified wood products or the availability of price premiums. In fact, several contacts noted that end-user interest remained confined and inconsistent with little willingness to pay a premium. However there was anticipation that emerging public sector interest would improve the market position for certified/verified wood products.   

Companies are also being driven by a desire to minimise commercial risks and improve corporate image. Trade association and environmentalist initiatives - such as the TTF’s RPP, the BWF’s Timber Window Accreditation Scheme (TWAS), and the WWF GFTN - are other major driving forces. 

3.2 Certified/verified softwood products

Trade in certified product now dominates a large section of the UK softwood trade. Due to the wide availability and well developed distribution networks for certified softwood product, there are no premiums to be had for these products in the UK. Costs are being absorbed by the shippers selling into the country. 

Contacts suggested that the main commercial issue in the softwood sector is lack of mutual recognition between PEFC and FSC, which creates logistical problems for softwood suppliers and increases the costs and complexity of compliance with standards. Softwood suppliers to the UK are essentially split between those that depend on large industrial and public sector forest ownerships (notably in northern Sweden, the UK, Ireland and Latvia) which are committed to the FSC, and those which rely in small non-industrial forest ownerships (notably in Finland and southern Sweden) that are committed to the PEFC. 

In the UK, these problems have been overcome to some extent by BM TRADA’s ability to provide joint FSC/PEFC chain of custody certification. However softwood importing companies contacted during this survey were uncertain of the impact of CPET’s initial decision to differentiate between FSC (legal and sustainable) and PEFC (legal only). One contact suggested that if widely applied in the market place, this distinction has potential to increase pressure on available supplies of FSC certified product and thereby alter the current price structure. However, as PEFC is currently making adjustments with a view to CPET recognition as “legal and sustainable”, this situation may be only short-term. 
3.3 Certified/verified hardwood products

The supply and pricing situation for certified/verified products in the hardwood sector is in stark contrast to the softwood sector. Overall the survey suggested that distribution channels for certified hardwood are still poorly developed, availability is restricted, and premiums are still widely demanded. However the situation is variable depending on product and country of origin.  Certified European hardwoods are more readily available than certified American hardwoods or tropical hardwoods. 

A representative of one large distributor stated that the company is now sourcing FSC certified oak and beech from Poland – where the vast majority of forests are state-owned and certified - and offers these products without charging a premium. Furthermore, PEFC certified hardwoods are now becoming more readily available from Germany and France, and can now be bought with only a small premium attached. 

The US certified supply situation is complicated by that sector’s heavy dependence on large numbers of non-industrial forest owners, and by the fact that most product is sold into the US domestic market where there is very little demand for certified product. As a result only a very small proportion of American hardwood shippers are prepared to stock certified product. However, those that do seem able to command a premium in the UK market, generally between 8% and 15% depending on species. 
Of tropical timber suppliers, only West Malaysia is capable of supplying commercially large volumes of certified product, and this under the MTCC scheme. MTCC certified dark red meranti is now being offered to UK buyers at only a minimal premium (2% to 5%) compared to uncertified product. In this instance, the premium may be constrained because certified logs derive from large forests owned by the Malaysian state which has effectively subsidised the certification process. Demand for MTCC certified product is also still restricted. Because availability is constrained, if other countries start to demand MTCC certified products and there is no significant increase in supplies of alternative certified tropical hardwoods, then the price premium may be expected to rise in the future.
FSC certified tropical hardwood products are becoming available from Brazil. Some contacts report that volumes are restricted, and that quality of product and customer servicing offered by Brazilian shippers can be erratic. Brazilian shippers have also been asking for large premiums for certified product to cover the costs of their investment (upwards of 30%). Nevertheless, at least one large UK importer does now carry stocks of a variety of lesser-known FSC certified Brazilian hardwoods, and is working on developing markets for these products. 

Several contacts emphasised the key role that may be played by African suppliers in the future development of markets for certified/verified tropical hardwoods. Sapele is the most readily available commercial redwood from Central Africa, and the dominant African redwood used in the UK. Certified sapele is currently not available under any scheme, but several importers are now working with African shippers to develop supplies of legally verified product. One large producer in Congo-Brazzaville has also committed to eventual FSC certification. However this process is expected to be protracted, and shippers are likely to ask for significant premiums (of perhaps 10%) to cover the costs of their investment. 

Several UK contacts noted that they have had difficulty persuading their overseas hardwood suppliers to go down the certification route because of the confined and uncertain nature of demand. Overseas shippers of hardwood products regularly emphasise that detailed requirements for certified wood products are still largely restricted to the UK. They claim it does not pay them to make the extra investment in independent assessment in order to service only a limited range of customers. 


3.4 Certified/verified joinery products

Discussions were held with two large joinery manufacturing companies that are members of the BWF’s Timber Window Accredation Scheme (TWAS). In 2002, members of this scheme committed to “obtaining all their timber and wood based materials from independently certificated sustainable sources by the end of 2004”. The companies contacted claimed considerable progress towards achievement of this target, by virtue of the fact that they are now sourcing mainly FSC and PEFC certified Scandinavian softwoods. However, difficulties have arisen for the relatively small proportion of hardwood window frames being produced. 

For example, one contact noted that around 5% of their company’s window frame production comprises hardwoods, of which 50% are manufactured from sapele.  Sapele is strongly preferred over other hardwoods for its technical performance and aesthetic qualities. The company is also reluctant to switch species because they are familiar with sapele’s technical qualities, while their production processes and marketing activities are geared to sapele. Despite efforts, little progress has so far been made to obtain suitable certified supplies. The company has therefore resorted to preferring sapele suppliers that are signatories to the TTF’s RPP. 

Simple lack of availability of supplies of certified wood with appropriate technical properties seems to be a more significant factor for these joinery manufacturing companies than price. It is noted that the cost-price of wood raw material makes up only a small proportion of the finished product price. For example, a typical 4’x4’ factory-finished sapele window unit will sell for upwards of £600. However the cost of the wood raw material to manufacture this product amounts to only £50-£70. Therefore even a significant price premium for the certified wood will have only a limited impact on the finished product price. 

It is also notable that while the two companies contacted are now using mainly FSC and PEFC certified wood raw material, neither has chosen to label their finished product. This is for a variety of reasons, including the complexities and costs involved in running two chain of custody systems (for PEFC and FSC) and lack of specific requests for labelled goods from their customers. The major driving force behind their decision to implement an environmental procurement policy is to deliver a total quality service in accordance with TWAS. 

One joinery contact noted that for a particular job he was quoted recently a price for uncertified sapele of £14/cubic foot (£495/m3) by a UK importer. Tatajuba was offered as an alternative FSC certified option at £24/cubic foot (£845/m3). The significantly higher price seems indicative of the fact that tatajuba is not a standard stock item and reflects the difficulties of securing the certified Brazilian product. In this instance, the joinery company chose sapele. This decision was not only about cost-price. There were also concerns that tatajuba is a more difficult species to handle than sapele, and there would be a significant “hassle-factor” associated with adapting machines to tatajuba. 

3.5. Key conclusions

This study suggests that certification markets may evolve through a series of fairly predictable stages. It seems normal practice for suppliers to seek a premium price in the early stages of offering certified wood products in order to off-set the initial investment required to meet forest certification and chain of custody standards. However, as availability of competing certified products increases, the ability of companies to demand a premium diminishes and the extra costs are increasingly absorbed by the supplier.  

While much of the UK market for certified/verified softwood has already reached the mature market stage, the UK market for certified/verified hardwood is still poorly developed. This situation is likely to persist, given the particular economic and political problems of developing certification practice in hardwood producing countries. 

It should be noted that the UK is only a relatively small player in the overall global market for hardwoods. The evolution of effective distribution channels for certified hardwood lumber is likely to require the development of consistent demand for these products in a wider range of countries. 

Hardwood producers are also likely to continue to demand price premiums in the near-term to off-set the costs of the extra investment. At present, £-sterling premium prices for verified or certified hardwood sawn lumber delivered to the UK yard vary between 0% and over 30%. 

Apart from price premiums, a significant issue associated with sourcing verified/certified wood products is commercial availability and lead times. In recent years, the trend in the UK trade has been towards just-in-time ordering of product as manufacturers, in an effort to cut costs, now prefer to carry leaner stocks of raw material. Much business is now done on a just-in-time basis. 

Distribution networks for certified softwood material have adapted relatively quickly to these requirements, benefiting from consistent and extensive availability of certified logs, and having experienced consistent market pressure from the large DIY retailing sector to supply certified product. 

However, in the hardwood sector, distribution networks for certified wood products are still insufficiently well developed, a result both of more limited certified log supply and inconsistent market demand. Hardwood suppliers face greater difficulties and are generally more reluctant to build up stock holdings of certified product.  Lead times between ordering certified hardwood products and delivery are often very extended. There is some evidence from this study, which needs further investigation, that hardwood importers may be charging even higher premiums for onward sales to joinery manufacturers and other clients to offset the difficulties and risks associated with sourcing certified hardwood products. 

In addition to price-premiums, specifiers and procurement officials need to take into account the long lead times and potential limits on supply when establishing requirements for certified hardwood products. 
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