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Introduction

Since joining the WTO in 2002 China’s economic growth has remained in double 

digits year after year. It has greatly increased exports and in 2006 was responsible for 

a third of the United States’ $US750 billion trade deficit. China is now referred to as 

the world’s manufacturing centre. This is true not only for clothing and toys but also 

for manufactured wood products: China was the world’s largest exporter (by value) of 

wood furniture, plywood and hardwood flooring in 2006 (data from GTA).

China is far from self-sufficient in wood materials for its growing wood, pulp and 

manufactured wood products industries. Increasing imports of wood raw material 

sourced globally combined with increasing exports of finished products ensure that 

China will continue to have substantial impact on global trade in wood products, both 

as a customer for wood as a raw material input, and as a competitor producing finished 

wood and paper products. In fact China will continue to impact all aspects of the global 

wood value chain from resource to final market.

China offers both opportunities and threats to wood industries world-wide that are 

based on trends within the Chinese society and economy. This report identifies some 

key trends in China and notes how they can lead to opportunities for North American 

wood producers.

While these trends are identified based on recent history in China there are a few dis-

ruptions that could create a diversion of China’s development. These include: non-tariff 

trade barriers based on health and safety concerns, social disruption due to increasing 

inequity of income distribution; the dismantling of social programs; ineffective admin-

istration due to corruption; and catastrophic environmental events due to high levels 

of pollution and degradation of natural capital. Increasing environmental concern 

is noted both externally and internally. Importing regions are expressing increasing 

concerns regarding issues such as sourcing illegally or unsustainably harvested wood 

supplies; Japan and Europe are exploring both regulations and public purchasing 

policies. Internally, companies are increasingly adopting chain of custody certification  

while government organizations are exploring various certification schemes to ensure 

market access for their exports. Each of the aforementioned issues are worthy of their 

own report.  However, this report assumes that many of these concerns will be dealt 

with by the leadership in China who are aware of each of these problems.

“China offers both 
opportunities and 

threats to world-wide 
wood industries that are 
based on trends within 
the Chinese society and 

economy”
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Continuing demand 

for imported fibre 

“By 2015 wood supply 
from plantations 

will supply only 50% 
of growing internal 

demand”  

Timber self-sufficiency

With the largest population of any country in the world (1.3 billion) China has 1/6th 

of the forestland per capita (0.11 ha/person) compared to the world average (Zhang, 

Fei and Jiang et al., 2006).  In addition to a shortage of forestland, the natural forests 

provide little in the way of wood supply. The National Forest Production Plan (NFPP), 

implemented in 1998 started the process of phasing out timber harvesting in natural 

forests to reverse ecosystem and soil degradation. This protection will continue given 

the severity of environmental issues on natural forestland. As part of the NFPP a 

long-term, large-scale plantation program was implemented.

The area of plantations has increased dramatically and there is an expectation that 

China will have 60 million hectares of forest plantations representing 20% of the world’s 

total by the year 2010. However many of these plantations are not expected to supply 

much timber since they are for environmental purposes (e.g., 75% of new plantations 

in 2002 were for environmental use). By 2015, the wood supply from plantations will 

supply only 50% of growing internal demand. Thus despite the best effort to increase 

timber supply, China’s date for self-sufficiency keeps being pushed back as demand 

continues growing faster than domestic supply.

Despite this lack of timber resources China has developed a world-class wood manu-

facturing industry reliant on imported logs and lumber for raw material input. 

1
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Imported Supply

China has a high reliance on wood imports from almost all exporting regions. They 

focus on importing wood raw materials such as logs, lumber and pulp. Much of the 

imported supply comes from Russia in the form of logs (e.g., China imported 20 times 

more softwood logs than lumber from Russia in 2006 according to GTA). The graphs 

included in the appendix clearly demonstrate the almost exponential growth in basic 

wood imports to China since 2000.

There are two serious threats to the continuing supply of imported wood materials 

into China in its present form. The first is the long-term supply of illegally harvested 

wood now entering China. While China denies importation of illegal wood, third  

party estimates indicate that between 10 and 40% of all Chinese wood imports originate 

from illegally logged timber. This includes supply that is harvested legally but not in a 

sustainable manner due to lax regulations. This suggests that there will be increasing 

scarcity of supply particularly for hardwood species  (Environmental Investigation Agency 

and Telepak, anon., 2005). Deforestation is increasing in 5 of the top 10 supplying regions 

to China (Canby, 2006).

This is exacerbated by the global effort to ensure products are made from legal wood 

through government sanctioned public procurement policies. Public procurement 

policies requiring chain of custody proof of the legality of the wood supply have been 

implemented in both Japan and Europe, and recently in the US.

The second serious threat is the recent announcement by Russia that it is setting up 

escalating log export taxes to reduce log exports and ensure lumber production in 

Russia. It is still too early to determine whether this policy will be fully implemented, 

particularly in the Russian Far East, or what the unintended consequences of this policy 

could be on Sino-Soviet wood trade.

Demand

The growing export sector, along with increasing domestic use, is fueling escalating 

manufacturing of wood products and increasing demand for wood imports. There is 

growing demand for fibre to produce pulp for paper and composite panels (MDF & 

HDF) used in further manufacturing processes in China important for continuing job 

creation. The next trend discusses much of the growth in the current demand equa-

tion, however, RISI does predict continued growth in consumption until at least 2015 

(Fuller, 2006).

However demand may also be exacerbated by the following emerging uses for wood:

• the need to reduce the use of agricultural fibres in panel production to   

conserve increasingly scarce water and energy;

• increases in demand for biofuels to run the rapidly growing automobile popula-

tion and reduce growing dependence on imported oil; and

• while export growth may slow, domestic demand will increase to more than 

compensate.
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Zhang Jiagang Port, near Shanghai

IMPLICATIONS and OPPORTUNITIES

•	 Increasing	demand	for	residential	housing

•	 Logs	and	lumber	for	remanufacturing	as	Russian	and	tropical	supply	become		
	 less	plentiful	and	more	costly

 
•	 Joint	ventures	for	remanufacturing	raw	material	supplied	from	North	 
	 American	partners

•	 Growing	market	for	waste	and	low	cost	materials	(e.g.,	chips	and	pulp)
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Yuan will remain 

undervalued to support 

export-driven growth model

Currency 

The Chinese had pegged their currency, the RMB, to the US dollar in 1997 to avoid 

a rapid devaluation due to the Asian financial meltdown. However, when the dollar 

recently declined, so did the Chinese RMB ensuring that Chinese exports would remain 

competitive, particularly in the US. In July 2005 the Chinese allowed their currency to 

“float” within a specified range (a managed float) based on global market forces. The 

Chinese government has managed the RMB so that is has devalued relative to the US 

dollar by 8.5% over the past two years. The US government has been pressuring China 

to speed up the appreciation of their currency.

While the RMB has appreciated compared to the US dollar, against other currencies 

it has actually lost ground and depreciated making it even more competitive in other 

developed markets. Over the past two years it depreciated by 7.3% compared to the 

Canadian dollar and 5.1% compared to the Euro.  The net result is that the Chinese 

trade-weighted exchange rate has barely budged in the past 2 years.

The Chinese are likely to continue to allow their currency to slowly depreciate against 

the dollar to offset US pressure exemplified by the threat of the Schumer-Graham bill 

in the US Congress that would place a 27.5% tariff on all Chinese goods to offset the 

RMB’s alleged undervaluation. The Chinese can continue a slow appreciation against the 

US dollar without affecting its exporting capabilities as long it continues to depreciate 

against the currencies of other export markets such as Europe and Canada. This allows 
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the Chinese to continue their export-driven economic growth without allowing the RMB 

to truly float or appreciate on the world stage. However the west will continue to pressure 

China to intensify the currency appreciation due to the following:

trade deficit between China and the US surpassed US$230 billion in 2006;

China has >US$1.2 trillion in foreign exchange reserves and it is in China’s best 

interest to support the US economy and currency;

US net foreign debt >US$2.7 trillion and current account deficit >$US857 billion 

annually;

continued depreciation of US$ against most world currencies including Canadian 

dollar until US$ bottoms out which may be occurring at the end of 2008;

China can continue to depreciate RMB against US$ and appreciate against currencies 

in other export markets e.g., Europe, Brazil and Canada.

China’s growth will continue to be export-driven as many Chinese consumers (including 

the growing middle class) are forced to save for education, medical care and retirement due 

to declining public social programs. While the government is investing in better public 

programs it is expected to take years to have an impact that would result in increasing 

consumer spending. As well, many of the emerging middle urban class have already 

purchased housing and automobiles and are now burdened with debt, curtailing any 

increased spending on durable goods. A switch to economic growth driven by internal 

demand is not likely in the next five years.

The RMB is expected to continue to devalue relative to the US dollar. However the 

US dollar is expected to remain weak against most other currencies, particularly the 

Canadian dollar until manufacturing starts to grow in the US, exports increase and the 

trade deficit starts to shrink. This provides future economic difficulties for Canadian 

firms, due to the following;

according to McKinsey & Company, manufacturing jobs are expected to migrate 

from Canada to the US partially due to a weakening US dollar and the increasing 

US current account deficit;

China will continue to increase exports to developed countries with strengthening 

currencies such as Canada;

the wood products sector will continue to have escalating costs relative to US 

producers due to currency exchange rates and will still be required to pay an export 

tariff not applied to other regions exporting wood products to the US.

OPPORTUNITIES

•	 Opportunities	in	markets	 
	 currently	importing	wood	from		
 regions with escalating   
	 currencies	(e.g.,	Scandinavian		
	 export	markets	for	softwood,		
	 Brazilian	markets	for	 
	 hardwood)

•	 US	export	opportunities	will		
	 increase	related	to	a	continued		
	 decline	in	the	US		 	
	 dollar	(e.g.,	to	Japan,	Europe		
	 and	even	Canada)

 
•	 Canada	has	opportunities	in		
	 regions	with	appreciating	 
	 currencies	such	as	Japan		
	 and	Europe
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Increasing 

competition from 

Chinese exports

China’s Production and Exports Increasing Substantially

Much of China’s economic development has been based on an export-driven growth model. 

This certainly applies to the wood products sector where in 2005 the value of wood imports 

was only slightly less than exports with some of the 30% value-added production staying 

in China for domestic consumption. The main driver for the massive increase in Chinese 

wood products manufacturing has been the dramatic increases in furniture production 

and exports (see graphs). This has also driven the dramatic growth of MDF production 

from less than 5 million m3 in 2002 to almost 25 million m3 in 2006. The main driver for 

imported solid wood materials has been the booming furniture sector. The key driver 

in the pulp and waste paper import sector has been the dramatic growth in paper and 

paperboard production.  The dramatic growth in paper and paperboard production has 

triggered great increases in waste paper and pulp imports. From 2000 to 2005 this grew by 

11.8% each year, making China the second largest producer of paper and paperboard in 

the world. While initial production growth was for domestic consumption, recent growth 

has fuelled increased exports with over 40% of the production exported in 2005.  China 

is dependent on imports for the long-term to operate paper mills, and currently 50% of 

fibre sources are non-wood which require more water than wood sources. Only 5% is from 

domestic woodpulp and 24% from domestic waste paper, making increasing imports of 

pulp, waste paper and non-wood pulp very important to the continued production and 

exports of paper products. The US has been the prime target for both furniture and pulp 

and paper exports, although Europe is fast becoming a favoured export market.

Drivers of Growth

The main driver of the dramatic growth in wood manufacturing and exports has been 

job creation. Manufacturing wood products have a high requirement for relatively low 

skilled labour. In order to minimize social unrest, China must create between 15 and 

20 million jobs each year. In addition, cronyism and corruption result in numerous 

unprofitable manufacturing operations that will continue with below cost pricing until 

the banks become more independent from government control.     In some cases weak 

intellectual property enforcement can lead to the lack of royalty payments for patented 

processes which creates an unfair advantage (e.g., the illegal use of the click connection 

system on laminate flooring).

Continuing Competition

The Chinese government is committed to promoting continued economic growth and 

export of manufactured wood products. Recent regulations reduced value-added tax 

3
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rebate rates on finished wood products that do not use high proportions of solid wood, 

while other regulations increased these rates on wood intensive products. For example, 

furniture had its rates reduced while the rates for solid wood flooring were increased. 

In addition, many products manufactured from domestic wood species were banned 

from export. The government is attempting to increase exports of manufactured wood 

products that use the least amount of imported wood and reduce the impact of exports 

on domestic wood supplies that are needed for both ecological purposes and pulp-based 

manufacturing.

Value Chain Impacts

The rapid rise of the Chinese wood manufacturing sector has caused shocks all along 

the global supply chain for wood products. Continued and increasing competition from 

China will exacerbate the following supply chain impacts:

supply regions are under pressure to increase exports of  relatively unprocessed 

timber, particularly tropical regions;

primary manufacturing facilities are being set up by the Chinese within supply 

regions e.g., sawmills in Brazil for Ipe;

traditional log markets are seeing their supply rerouted to China; 

traditional suppliers to major markets are losing substantial market share to Chinese 

imports e.g., Italian and US furniture manufacturers; as well as  US and European 

hardwood flooring producers

• this has led to anti-dumping initiatives in importing countries and the  

 restructuring of domestic industries

• this has also forced the restructuring and consolidation of the Chinese industry  

 to increase its competitiveness;

more policies are being adopted to ensure the legality of wood used in manufactured 

goods (eg., public procurement policies in Japan and Europe).

Annual Increase of Imports from China  
(by value) for each year from 2000 - 2005

Item EC (15) USA
doors 30% 105%
moulding	 46%	 41%
furniture	 34%	 28%
flooring	 46%	 61% 

“China continues to 
expand the exports of 
their current product 

lines and add new ones”

Source:	GTA
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PRODUCT OPPORTUNITIES

•	 New	Chinese	export	tariffs	will	force	Chinese	manufacturers	to	focus	on	the		
	 domestic	Chinese	market

•	 Opportunity	to	develop	Chinese	markets	for	lower	grades	of	lumber	(e.g.,	bark		
	 beetle,	fire	salvage,	etc.)

•	 New	responses	from	developed	markets	will	include	anti-dumping	initiatives		
	 in	the	US	and	EC,	new	health	and	legality	requirements,	sustainability,	GHG		
	 requirements,	etc.

•	 New	mixed	model	for	manufacturing	that	combines	design,	production	and		
	 marketing	in	both	NA	and	China

Low technology, low cost  
value-added manufacturing

Photo credit: David Cohen
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Current Population

The largest population bulge is the 30 to 45 year old age group. This group did not expe-

rience the various purges (e.g., Great Leap Forward or the Cultural Revolution) or the 

oppression of much of the reign of Mao. The oldest person in this group was 18 and the 

youngest only 3 years old when Deng became the party leader and the opening of China 

began in 1978 and they only have memories of increasing economic and social freedoms 

and the transition from a statist economy to a market economy. This group forms the 

backbone of the emerging middle-class and is the largest portion of the growing urban 

consumer society in China. 

Market 

demographics 

improving

Population 
Pyramid 

(China 2005) %

Tolal Population
 1,316 million

Source:	D.	Cohen	using	
UN	population	data
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Future Population

More importantly, this group also represents the  growing aged population, and by 

2025 the first of this group will be retiring. Both the population pyramid from 2005 

and that from 2025 show the long-term impacts of the one child policy. In China the 

changing demographic trend will lead to a dearth of youth for labour, market demand 

and family formation. China will inevitably follow the current pattern of countries

“Currently, the largest 
population bulge is aged 

30 to 45 years.”
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such as Germany and Japan with a stagnant population and  a lack of youthful workers 

to support increasing numbers of elderly.

Think of today in China being like the 60’s in North America only in this case with a lot 

of youth rebelling against statist economies and embracing markets and consumerism.

Baby boomers between 25 and 40 in China are now getting married, having babies and 

purchasing new homes; the economy for these educated urbanites is like the 50’s and 

60’s in North America – good times ahead BUT they will settle down with families and 

these good growth times will not last forever (demographics do not lie).

The Growing Middle-Class

Income distribution in China is dominated by the lower wage earners with over half 

earning less than 3,500 RMB (~US$460) per year. This leaves 19% of the population 

(247 million people) in families that earn between 10,000 and 60,000 RMB (US$1,300 to 

7,825).  This is a dramatic increase in the middle class mostly composed of young (25 to 

40 years), educated urban residents:

middle-class is young and urban;

highest income earners will be younger – due to the recent emphasis on education ⇒ 

many older workers have young bosses (the rising middle-class);

urban middle-class will gain in importance as it grows in size;

disposable income will include earnings plus savings due to historically high savings 

rates (>20% per annum).

Spending power is on the rise and the middle-class is growing to enable subsets of the 

middle-class to be identified and targeted.

Population 
Pyramid 

(China 2025) %

Tolal Population 
1,441 million

Source:	D.	
Cohen	using	UN	
population	data
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in 2005, 77% of urban households were lower middle-class earning between 25,000 

and 45,000 RMB per year, and this is expected to decline to 20% by 2025;

12.6% of urban households are upper middle-class earning between 45,001 and 100,000 

RMB per year and this is expected to increase to 59.4% by 2025;

less than 1% of urban households earn between 100,001 and 200,00 RMB per year 

and this is expected to increase to 8% by 2025;

0.1% of urban houseolds are wealthy, earning over 200,000 RMB.

Impacts for Forest Sector

The growing urban middle-class will spend more over the next decade on housing and 

household items, BUT they usually do not purchase villas or high-end apartments. Recent 

policies by the Chinese government seek to provide housing for the urban middle-class 

in high-rise affordable apartments in all urban locations. The greatest opportunities 

for structural lumber exist in supporting structures for concrete low- and high-rise 

apartments. This could include roof trusses, decking materials, roof top environments, 

common playground and garden areas, and flexible non-structural room dividers.

The greatest market potential is for non-structural finishing products that would be 

produced in China using material imported from North America, including both 

hardwoods and softwoods. Items such as flooring, moulding, stair parts, furniture parts, 

and cabinets could all be produced from material imported from North America. The 

existing Chinese infrastructure and low cost manufacturing facilities make exporting 

value-added wood products only suitable for specific niche markets. 

Income 
Distribution in 

China
RBM per year & % 

of population
3,500-9,999

24%

10,000-59,999

19%
≥ 60,000

3%

≤ 3,499

54%

PRODUCT OPPORTUNITIES

•	 Roof	trusses,	decking,	roof-top	
environments,	playground	and	
gardens	for	existing	structures

•	 Wood	inputs	for	non-structural	
wood	products	manufactured	in	
China

•	 Small	quantities	of	finished	prod-
ucts	targeted	to	specific	niches	

These consumer segments could include some of the following:

“Family income in 
China of 60,000 RMB 
is sufficient to attain 
a standard of living 

equivalent to $25,000 in 
the US..”
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Shift of investment inland 

from coast to China’s 

second-tier cities

Since the late 1990s, most of the economic growth in China has been concentrated 

around the major coastal cities of Beijing, Shanghai and Guangzhou and, as a result, 

most exporters have focused their attention on these cities as well.  However, by the 

turn of the century the government expressed concern about the rapid growth of these 

megalopolises from the perspective of excessive labor migration into the cities, the un-

equal distribution of income relative to the interior regions of China, and the low level 

of investments and economic development in second-tier cities. In an effort to support 

the economic development of these cities, the Chinese government has invested billions 

of dollars to develop their transportation and communications infrastructure.  

Often referred to as the “second-tier cities”, these cities include Harbin (population: 3.6 

million), Dalian (2.9 million), Qingdao (2.7 million), Tianjin (6.8 million), Xian (3.9 

million), Wuhan (6.8 million), Hangzhou (3.2 million), Ningbo (1.7 million), Nanjing 

(3.8 million), Chongqing (5.1 million), Kunming (2.6 million), Zhuhai (1.1 million), 

Shenzhen (6.5 million) and Xiamen (1.5 million).  

The economies of these cities are responding to this investment with impressive eco-

nomic growth, well in excess of that reported for the country as a whole.  As a result, the 

second-tier cities accounted for 53.5% of total imports into China as compared to the 

28.6%  share imported by Beijing, Shanghai and Guangzhou.  Given the severe labor 

shortages in the three major cities and the resultant upward pressure on wages and rent, 

many manufacturers are moving their operation’s out of the major cities and into the 

second-tier cities in an effort to cut costs and improve their competitiveness.  

This economic growth in the second-tier cities has resulted in a  growing number of 

middle-class consumers in these cities who are spending  more of their disposable 

income on consumer goods relative to their counterparts in the major cities.  Chinese 

economists estimate that the middle-class, which was just 5% of the population in 2004 

(mainly located in the major cities) will expand to 45% of the population by 2020, with 

a large proportion of these consumers located in second tier-cities. 

By exploring opportunities in the second-tier markets, North American companies have 

an opportunity to move ahead of their competitors by getting into these markets while 

they are still growing.

5

PRODUCT OPPORTUNITIES

•	Some	market	research	and	
development	should	be	shifted	
to	second-tier	cities	to	identify	
specific	product	opportunities

“There are 49 cities in 
China with population 

over one million!”
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Shift towards energy- 

and resource-efficient 

building materials

China’s use of energy for heating, cooling and lighting of residential buildings has 

jumped as demand for new housing reaches millions of units each year.  Despite a 

shortage of energy in the country, only 3.5% of new urban homes include energy-saving 

devices, and less than 10% of all new buildings are considered energy-efficient.  This 

lack of energy efficiency means that China consumes 2 to 3 times more energy to heat, 

cool and light buildings than all other developed countries. 

The central government, recognizing the dangers of over reliance on imported energy, 

considers the adoption of energy efficiency in construction materials and technologies 

vital to China’s continued economic growth and domestic security.  In the 11th Five Year 

Projection of Economic and Social Development (2006 to 2010), the central government 

enacted a number of policies aimed at reducing total energy consumption per unit of 

domestic GDP by 20% over the five year planning period.  While efficiency gains have 

not been as high as expected, the government remains firmly committed to the energy 

efficiency program.  

Many local governments have also adopted policies requiring developers to incorporate 

energy-efficient materials technologies in residential and commercial construction 

projects.  The National Development and Reform Commission recently signed energy-

saving responsibility agreements with 30 provincial governments and 14 central 

state-owned corporations.  Since housing accounts for 28% of China’s total energy 

consumption, residential construction is central to the government’s energy efficiency 

programs.  The central government predicts that if energy use continues at its current 

level, by 2020 energy consumption will increase three times faster than its current 

rate.

The market opportunity for energy-efficient building materials and construction 

technologies in China is one of the most promising for North American companies.  

Over the next five years, one-quarter of China’s existing buildings are expected to be 

retrofitted to include energy-saving technologies, products and designs.  This program 

alone is expected to total at least $252 billion in investment.  Since all new construction 

is also required to meet government energy efficiency standards, total investment in 

energy-efficient technologies, products and designs will be much higher. 

While the central government’s program to promote energy efficiency is in the early 

stages, most consumers are more interested in obtaining affordable housing than energy- 

efficient housing.  Government officials however, have introduced an array of programs to 

raise public awareness and enforce regulations. For example, the Beijing city government 

6
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blacklists the ten most energy inefficient buildings while the Shenzhen city government 

recently imposed a complete ban on the construction of energy inefficient housing.

In Shanghai, one of China’s more progressive cities, home buyers and homeowners are 

beginning to accept energy efficiency as a means of lowering their energy bills.  According 

to the Shanghai Green Building Promotion Council, homes and condominiums that 

incorporate energy-efficient construction materials and design sell faster and command 

a higher price than less energy-efficient homes.  In a recent survey in Shanghai, over 

40% of consumers expressed a willingness to purchase energy-efficient products. Local 

government officials and construction bureaus in China’s second-tier cities have also 

begun to embrace energy efficiency during urban planning as a way of proactively 

reducing energy consumption.  

NEW PRODUCT OPPORTUNITIES

 

•	 Energy-efficient	wood	windows.

•	 Energy-efficient	doors

•	 Energy-efficient	construction	technologies

Photo	credit:	Chun	Ni
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Housing policy 

favours affordability

Housing affordability, in particular the lack of affordable housing, has risen to become a 

pressing issue in China.  This concern is related to two issues.  The first is a function of 

housing costs in urban cities that are rising so quickly that even middle-class homebuyers 

find themselves priced out of the market.  The second concern is the growing income 

disparity between urban and rural workers.  The central government in China has 

recently implemented policies and programs designed to address housing affordability 

from both perspectives.

Housing prices in large cities like Beijing and Shanghai have increased at such fast rates 

that only upper income people can afford to purchase housing.  Despite the fact that over 

6 million affordable housing units (averaging 74.5 m2 in floor area) were built between 

1998 and 2003, demand for affordable housing greatly exceeds supply.  For example, 

in 2003 affordable housing projects accounted for less than 10% of total residential 

construction in Beijing.  In the first quarter of 2006, it has reported that total spending 

on residential housing totalled $23.6 billion of which just $775 million (3.3%) was used 

to build affordable housing.

In response, in 2006 the central government announced a series of subsidies and programs 

designed to promote the building of affordable housing as part of the 11th Five Year Plan 

(2006-2010).  These include exempting developers from paying land use taxes (which can 

reduce total project costs by 20%), providing a 50% discount on other taxes and fees and 

preferential access to land.  In return, the central government limits the sales price of 

affordable housing units, reduces buyers’ qualifications and restricts the profits earned 

by developers.  In addition, the central government adopted a series of decrees aimed at 

discouraging construction of new luxury housing including raising the down payment 

for luxury houses from 20% to 30%, imposing a 5.5% sales tax to discourage flipping of 

luxury housing within five years of the purchase, and banning the sale of government 

owned land for detached houses.

In response to the Five Year plan, Shanghai announced that at least 70% of new 

apartments should be smaller than 90 m2, the land supply for luxury villas would be 

closed and 100,000 units of affordable housing would be constructed (a number far short 

of the demand in the city).  In addition, developers would be required to incorporate 

energy-efficient materials and designs into their projects.

As in the luxury housing market segment, buyers of affordable housing (usually high 

rise apartments and condos) generally purchase an unfinished shell appartment, source 

the finish materials themselves, and sub-contract out the interior finish work to local 

7

“House prices in large 
cities have increased 
so only the wealthy 
can afford housing. 

Government is 
promoting affordable 

housing.”
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NEW PRODUCT OPPORTUNITIES

•	 Sloped	wood	truss	roof	systems

•	 Interior	value-added	wood	products

•	 Energy-efficient	wood	windows	and	doors

•	 Promote	energy-efficient	housing	/	systems	design

•	 Rural	housing	(low-end	poverty	relief	and	higher	end)

carpenters.  This system provides an opportunity for North American value-added wood 

products  manufacturers to enter this market, although these consumers are typically 

very price sensitive, especially in the second-tier cities where incomes are typically one-

third of those in the major cities.

16
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Housing renovation 

expands

Housing reform (including the initial finishing of apartments and renovation of existing 

housing stock) will continue to grow from a relatively small base.  The recent rush to 

privately owned housing, predominantly low-rises (8 storeys or less) and high-rises con-

tinues unabated. The urbanization of China requires more affordable housing in urban 

settings for the millions of rural inhabitants migrating to cities (both small, mid-sized 

and large) from poor rural areas.  

Completion of New Buildings

Despite regulatory changes most of these apartments are still sold as unfinished concrete 

shells. Each purchaser then finishes the interior as best they can afford, using small scale 

carpentry firms sourcing material from specialized product distributors. In many cities 

carpenters’ lack of expertise have led to numerous quality complaints and to emerging 

regulations requiring new structures to be sold with the interior pre-finished to consistent 

quality standards. However, the shift from unfinished to finished structures is taking 

much longer than originally estimated five years ago because of consumer resistance to 

the higher price of finished housing units.

Some of the new apartments that are purchased for speculative purposes can remain 

unfinished through several owners since they have been purchased to hold and flip to 

take advantage of the rapidly appreciating housing prices in cities such as Shanghai.  As 

tax laws and regulations change to restrict this type of speculative activity, many of these 

apartments will have to be finished.

Renovation for Existing Structures

Many of the housing structures built in the past 25 years are in urgent need of reform, 

and in most cases it is necessary to improve energy efficiency (see Trend 6). In other cases 

new regulations require structural improvements, and, some of the older buildings need 

architectural updating. For example many of the flat roofed buildings in major urban 

centres are slated to have their flat roofs replaced with pitched roofs. This will improve 

the water flows and building water resistance as well as improve energy efficiency and 

the visual skyline. Opportunities for engineered wood trusses are limited only by code 

acceptance and proper promotion.

In addition, many of the existing structures were constructed in haste with insufficient 

quality design and construction. They will need to be made safe, more energy-efficient 

and renovated to fit the lifestyles of the emerging urban middle-class.

8

“Renovation in China is 
predominantly on multi- 

family structures”

Photo credit: David Cohen
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•	 Structural	wood	products	for	home	centres

•	 Treated	wood	and	naturally	durable	species

•	 Knock	down	stylish	furniture	(Ikea	style)

•	 Engineered	wood	products	that	meet	changing	regulatory	requirements

•	 Sloped	wood	truss	roof	systems

NEW PRODUCT OPPORTUNITIES

Photo credit:  David Cohen

Supply of Reform Materials

As the middle-class of China matures (see Trend 4), there are increased demands for 

quality and service. This, combined with the recent liberalization of importing, distribu-

tion and retailing, has led to the growth of home centres to supply this growing market. 

While the vast majority of materials and renovation are still supplied by the more tradi-

tional small crafts-person and distribution system an increasing share is being supplied 

from more quality oriented large scale businesses that provide installation services and 

product warranties. For example in 2005 B&Q had 50 stores in China generating over 

US$600 million in sales.
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Outdoor wood 

opportunities expand

As China’s economy has grown and personal income has risen over the past decade, 

spending on landscaping and public works projects has increased dramatically, and 

with it China’s demand for treated softwood lumber. Luxury residential developments 

commonly include traditional Chinese landscape design elements, including man-

made lakes and waterways that are traversed by footbridges and flanked by wooden 

fences, gazebos and pavilions with decks.  The desire to draw consumers to shopping 

and tourist areas has also boosted the number of government sponsored redevelopment 

projects that include outdoor design elements. Many of these projects include walk-

ways, bridges, stages and landscaping elements made from treated softwood lumber 

from North America. 

The use of pressure treated lumber was almost non-existent in China prior to the year 

2000, when overseas suppliers began promoting and selling treated pine lumber in 

China.  Since then, the popularity of treated wood has escalated and China has become 

an important niche market for treated southern yellow pine (SYP) suppliers.  SYP is 

now the second leading US softwood lumber species exported to China. 

When Chinese users first began using treated softwood lumber, they relied largely on 

imports. However, as demand for these products increased, domestic lumber treaters 

began to emerge and by 2006 there were approximately 150 treating plants operating 

in China with an average monthly capacity of 1,300 m3 per plant.  However, a lack 

of understanding of proper treating methods and the absence of wood preservation 

standards seriously undermine the long-term development of this promising market 

segment in China.

Treated SYP from North America has developed a reputation in China as the premier 

treated softwood lumber species. However, as more domestic Chinese wood treaters 

have entered the marketplace, price competition has intensified.  The resulting “race 

to the bottom” has led to reduced product quality and durability as domestic Chinese 

treaters take short cuts to lower their production costs.  Inconsistent product quality, 

counterfeiting and extreme price variation between treated wood products and suppli-

ers plagues China’s treated wood market today.  

With no regulatory system in place to monitor and test treating operations, the quality 

of domestically treated lumber varies widely and is largely substandard in terms of the 

preservative chemicals used, the treating methods used, preservative retention levels 

achieved and the uniformity of retention within the treated lumber.  In fact, it is not

9
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PRODUCT OPPORTUNITIES

•	 Increase	availability	of	naturally	durable	and	treated	lumber	in	metric	dimensions	

•	 Improve	access	to	information	about	NA	product	offerings,	including	attributes,		 	
	 prices	and	suppliers	for	Chinese	distributors	and	importers		

•	 Deal	with	the	limited	understanding	among	end-users	about	the	quality	difference		 	
	 among	domestically	treated	NA	species,	NA	species	treated	in	NA,	and	naturally		 	
	 durable	species

•			Deal	with	improperly	treated	and	counterfeit	domestic	lumber	that	is	marketed	as		 	
	 being	imported	from	NA	

•			Explore	opportunities	for	the	use	of	treated	framing	products

•	 Explore	opportunities	for	other	NA	species	such	as	Douglas-fir	and	hemlock	

unusual to find lumber that has simply been stained to resemble treated wood being sold 

as preservative treated lumber.

Seventy to eighty percent of the treated wood used in China is produced with CCA, as 

there are no environmental regulations restricting its use.  The widespread use and low 

price of CCA treated lumber in China poses a significant challenge to North American 

producers who have shifted from using CCA to the more expensive (and acceptable) 

preservative ACQ. Since low price is a key factor considered during the material speci-

fication process, most end-users purchase CCA treated wood.

Softwoods from western North America are relatively new to the treated wood market 

in China. Respondents in a recent CINTRAFOR study in China ranked treated Doug-

las-fir, hemlock  and Canadian SPF similarly on several quality attributes including 

consistent quality, durability, material appearance and strength. The only exception 

was the high strength attribute, where SPF was rated significantly lower than the other 

western species.

As noted in the trends on renovation and demographics, there will be increased de-

mand for outdoor environments such as gardens on rooftops of apartments and small 

apartment patios or balconies. This will increase opportunities not only for treated 

wood but also for naturally durable species. This demand will be both for finished 

products as well as material for re-manufacture in China; and in residential and non-

residential buildings with the greater opportunity for naturally durable species being 

in non-residential applications.

In addition, an increase in tourism within China along with rapid urbanization, creates 

opportunities for increased outdoor environments using durable wood for recreational 

purposes. In the longer term there is potential for increased use of durable framing 

products in the south of China, for both renovation and new construction, due to the 

proliferation of termites. 

Photo	credits:	Ivan	Eastin
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Glulam usage on  

the rise

Increasing investment in infrastructure, both public and private, provides good op-

portunities for the expanded use of glulam structural components in interior and 

exterior applications.  On the public sector side, increased investment in transporta-

tion infrastructure provides opportunities for glulam beams in short span bridges.   

 

The upcoming World Expo 2010 and the 2008 summer Olympics provide many oppor-

tunities for glulam beams and bridges.  On the private sector side, continued investment 

in golf courses and mid to high-end residential projects also provide opportunities for 

glulam bridges and beams.  

The Chinese aesthetic for wood in exterior applications places glulam bridges and 

beams in a strong position for high-end projects such as golf course clubhouses, golf 

course bridges, and bridges crossing water features around higher end residential 

housing complexes.  Between 2000 and 2006, Chinese imports of glulam structural 

components more than doubled.  The key to gaining access to this market is develop-

ing relationships with architects and builders involved in these private sector projects.  

A key consideration in these projects is emphasizing the combination of the aesthetic 

beauty, strength and durability of wooden glulam structures.

OPPORTUNITIES CHALLENGES

•	 Glulam	bridges	in	golf	courses,	parks	and		
	 up-scale	residential	housing	complexes

•	 Glulam	beams	in	golf	course	club	 	
	 houses	and	other	multi-use	buildings

•	 Glulam	bridges	in	public	sector		 	
	 transportation	infrastructure	projects

•	 Glulam	beams	in	infrastructure		 	
	 projects	such	as	the	World	Expo	and	the		
	 2008	Olympics

•	 Ensuring	that	building	codes	are	adopted	 
	 to	ensure	long-term	performance	and	 
	 structural	integrity

•	 Potential	threat	from	lowercost,	lower	 
	 quality	domestic	glulam	products	

10
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Entrance	to	the	club	house	at	the	Sheshan	
Country	Club	in	Shanghai.

 

Glulam	bridge	on	the	Sheshan	

Photo	credits:	Ivan	Eastin

Golf	course	in	Shanghai.
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D 11 Value-added manufacturing 

sector expanding

The Chinese government has followed an aggressive policy of promoting the expan-

sion of the value-added (VA) industry, with an eye towards both the export market and 

the domestic market.  To date, the development of this industry has included a large 

number of small inefficient companies.  However, recent regulatory changes will likely 

lead to consolidation within the Chinese VA wood products sector.

Between mid-September 2006 and November 2006, the Chinese government released 

a series of new regulations aimed at curbing exports of low-end commodities in an ef-

fort to reduce the country’s bulky trade surplus. According to these new regulations, 

significant impacts on wood products’ industries include:

VAT rebate rates for 24 categories of wood products and 4 categories of wooden 

furniture products were reduced from 13% to 11%, effective September 15, 2006.

The 24 categories of wood products primarily include softwood and hardwood 

plywood, wooden mirror and photo frames, wooden windows and doors (both 

finished products and frames), wood parquetry and miscellaneous wooden articles. 

Based on the 2005 trade data, exports from these categories totaled $4.9 billion (an 

increase of 20% from 2004) and represented 76% of China’s total wood exports to 

the world market. Four categories of wooden furniture exports are also subject to 

the tax rebate reduction, including bedroom furniture, office furniture, kitchen 

furniture and other wooden products and parts. In 2005, China exported a total 

value of $4.7 billion of wooden furniture products, an increase of 27% from the 

previous year.

For solid wood flooring, disposable wooden chopsticks and wood chips exported 

from China, a 10% export tariff was levied effective November 1, 2006.

Chinese manufacturers of solid wood flooring and disposable wooden chopsticks are 

facing an increasingly difficult financial situation due to rising raw material costs. 

Not long ago (April 2006), the Chinese government imposed a 5% consumption 

tax on these products. 

A total of 66 categories of wood products and 4 categories of wooden furniture 

products made from domestically sourced timber were banned from being exported 

beginning on November 1, 2006, although if these products are produced by 

manufacturers located in an export-processing zone they may be exempted from 

the export ban.

“China is aggressively 
promoting the expansion 

of the value-added 
industry”
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PRODUCT OPPORTUNITIES

OPPORTUNITIES CHALLENGES

•	 Lower	import	tariffs	provide	an		 	
	 opportunity	to	export	high		 	
	 quality	NA	value-added	wood		 	
	 products	into	China

•	 Potential	to	source	hardwood	 
	 lumber	and	furniture	blanks	from		 	
	 NA	hardwood	species

•	 Concern	about	energy	efficiency	in			
	 buildings	could	provide	an		 	
	 opportunity	for	NA	wood	windows

•	 Emphasis	on	exporting	value-added		
	 wood	products	could	further		 	
	 threaten	NA	manufacturers

•	 Shift	to	value-added	wood	products		
	 will	increase	competition	in	the		 	
	 Chinese	market	

The problem of identifying raw material sources is further compounded by the 

relatively common practice of using a mix of wood species in many finished wood 

products that are exported for the export market However, this regulation may 

subsequently discourage the use of domestic plantation timber in the production 

of value-added wood products targeted to export markets.

To increase its control over re-exported wood products, the government implemented 

an export licensing system for re-exported sawn timber made from imported logs, 

effective January 1, 2007.

According to this regulation, sawmills processing imported logs for re-export 

purposes need to obtain export licenses from appointed government agencies. Ports 

designated for re-exported sawn timber, included Suifenhe, Dalian, Manzhouli, 

Erenhort, Shanghai, Tianjin, Xiamen, Putian and Zhangzhou.

Photo	credit:	Ivan	Eastin
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The manufacture of 
high quality solid 

wood doors is highly 
labour intensive 
with little use of 

CAD manufacturing 
technologies

Photo	credits:	Ivan	Eastin

Photo	credit:	Ivan	Eastin
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