
 

 

 

 

 

 

 

As the global economy remains deflationary and the wood panel industry moves to an over-supply scenario, I ask myself over 

and over again what is our competitive advantage over other companies? If I find this question hard to answer then I also need to 
ask myself: Can we remain in business? How long will this last? Who is at the end of the current business cycle? 

 
Luckily for our company we believe that we can compete at the highest level on Quality and Service, more importantly we believe 
because of our size and management structure we are very Flexible and Lean. But what about other companies not just within 
Malaysia but in other countries? Do they have a Competitive Advantage? Who will have a competitive advantage in the future? Not 
to be specific about companies, I will attempt to map out country and regional advantages. 
 

Europe 
The Central European Plains including countries such as Germany, Austria, Poland and parts of France, Romania, Russia and 
Hungary were fertile grounds with an abundance of timber. After the Second World War saw a boom in industrial development and 
consumption. So it is not surprising that it was here where the composite wood panel industry was born and flourished for many 
decades. Here we had the perfect combination of resources, innovation, engineering and market demand. Furthermore European 
companies were able to capitalize on this success and export this knowledge and technology overseas. Engineering and machine 
suppliers from Europe still tend to dominate the market for quality engineering and cutting edge technology. 
 
The problem for Europe since 2008 has been stagnation and near zero growth. It is estimated that the wood panel business may 
not grow more than 2% per annum through to 2030. Companies are adapting to this environment by consolidating and more 
importantly adopting new technologies first allowing them a window of opportunity to increase margins. Europe has the skills and 
technology to innovate and has an abundance of sustainable raw materials, it is now constrained by its market. 
 

America 
North America was a fast adapter to the new composite wood panel technology but also remained stubbornly loyal to Plywood, it 
even developed Oriental Strand Board (OSB) for its traditional timber housing construction techniques. 
 
As for semi-finished timber products including MDF and Particleboard the US is remarkably insular and independent not needing to 
import much of these materials, only finished retail products such as furniture were sourced from the new manufacturing 
powerhouses in China and SE Asia. With the onset of the Financial Crisis the US simply shut down its access capacity and 
reduced its imports. 
 
As the US economy improves, new capacity will be installed as and when required, any gaps in supply will be easily satisfied by 
importing the finished or semi-finished material to meet the short falls. The advantage the US has is that it has the resources, it 
has the infrastructure and it has the skills to remain very flexible to adapt to any increases or decreases in demand. Margins 
remain reasonably high so companies simply adjust capacity accordingly. 
 

China 
The rise of the wood panel industry in China is truly spectacular. Only a short time ago in the year 2000 plywood production was 
3million m3 per year and MDF/PB less than 1million m3. By the year 2015 this has increased to over 18million m3 for plywood and 
25million m3 per year for MDF/PB. 
 
This capacity build was generated by the demand for panel products to supply the requirements of the furniture industry which was 
in turn driven by the demand from new manufacturing factories that had relocated from the USA, Europe, Taiwan and Japan. 
China had become the ‘low cost manufacturing centre of the world’, not just for furniture but many consumer goods. 
 
Just as quickly as China rose to be a manufacturing powerhouse it is now evolving to be a more diversified economy developing 
the higher income, service and consumer based sectors. Wood panel production has peaked. Older and inefficient plants, together 
with those that have difficulty sourcing raw materials will close, leaving only the more professional and sustainable plants in 
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operation. China is quickly moving up the value chain. It has further diversified into the machinery supply market and has become 
a genuine competitor to the traditional suppliers of machinery and technology from Europe, Japan and the USA. 
 

South East Asia 
Logging of tropical timbers for plywood has been a valuable commodity for Malaysia, Indonesia and the Philippines for a very long 
time. The paradigm shift for the panel industry came about because of Rubberwood. Once this material became available for kiln 
dried lumber, block board, particleboard and MDF, the furniture industry and panel (excluding plywood) industries just boomed. 
Malaysia was the first to take up this opportunity as it had a stable government, relatively good infrastructure, a sound legal system 
and had the entrepreneurs to drive this new business model. Indonesia and Thailand were quick to follow. 
 
Unfortunately Malaysia has probably reached its peak production as the critical availability of sustainable Rubberwood is in 
decline. The only way for this business to continue to grow in Malaysia is to find an alternative raw material and to move up the 
value addition chain. Both these options are difficult to achieve as finding an alternative raw material such as Oil Palm is 
technically challenging and Malaysia needs to urgently transform its economy to become a more developed nation through 
effective education of the workforce and good governance. 
Thailand is currently in the throes of a major capacity expansion, following Malaysia but on a far grander scale. Thailand now risks 
raw material shortages in certain areas within 2 to 3 years and will have to potentially import material from neighbouring countries 
to meet expected demand. 
Indonesia is what I describe a ‘work in progress’, it has potential for further grow and development but is hampered by political and 
infrastructure challenges. The current government is working hard to overcome this but many of the problems are due to traditional 
past practices that are hard to change. 
The ‘new kid’ on the block has been Vietnam, here we see a similar path of unbelievably rapid expansion like China in both 
furniture and wood panel manufacturing. I think just like China we will see a consolidation in the industry, thus leaving only the 
professionally run quality companies in operations within 5 to 7 years. 
Future growth following the current expansion in Thailand and Vietnam will come primarily from Indonesia I believe. Other 
countries with a source of Rubberwood includes Myanmar, Cambodia and Laos. These countries should develop their own 
upstream manufacturing but initially I think they will become sources of raw material for Thailand and Vietnam. 
 

South Asia 
I know the least about this area. The availability of a sustainable raw material will be challenging to say the least. Key areas of 
natural sources of sustainable timber are usually in remote or mountainous areas such as Kashmir or Assam, the notable 
exceptions would be the Rubberwood plantations found in Kerala and Sri Lanka. 
 
There will be some notable investments which will be successful especially where existing plywood production has be replaced by 
MDF or Particleboard, but the growth in capacity will be nothing like that seen in SE Asia or China. The only other way this industry 
will grow domestically and particularly in India is through protectionist policies of excessive duties on imports. 
 
The potential for consumer growth in these areas is tremendous, but constraints in supplies of sustainable raw materials will mean 
a potential over reliance on imported materials. The fear especially in India is that a high level of protectionism will slow grow and 
ultimately stifle innovation due to the lack of a free market. Perhaps the better way to go would be to open up to the free trade of 
raw and semi-finished materials thus allowing domestic entrepreneurs to progress straight to value addition and finishing. This 
approach is currently being evaluated in Pakistan with the negotiation of Free Trade Agreements. 
 

In Summary 
What are the key factors enabling a Competitive Advantage in the Composite Wood Panel Industry? 
 

i. Relatively cheap source of sustainable raw material, the most commonly used is wood fibre. 
ii. Location in a developing or developed country which has a reasonable infrastructure, is politically stable and has an 

educated trainable workforce. 
iii. Unrestricted access to customers whether this is in a domestically created market or within an exportable cost effective 

distance of that market. 
 

Potential investors need to ensure they can fulfil the above criteria before even contemplating, the machinery, the size, the 

financing, the corporate structure, etc. 

In the future Burma could fulfil this criteria once political stability returns together with commitments to improve infrastructure and 

effective foreign investment. Africa could also be a future prospect. 


