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Abstract

Tuomas Nummelin and Riitta Hanninen

Natural Resources Institute Finland (Luke), Latokartanonkaari 9, FI-00790 Helsinki, Finland

The study tests the potential of machine learning models to analyse and forecast global bilateral
trade flows of soft sawnwood by countries. The empirical trade flow data including annual import
and export quantities and prices of soft sawnwood from 2000 to 2014 is obtained from FAOStat. We
compare forecasting results from three methods, which can be classified as machine learning mod-
els: support vector machines (SVM), Neural networks and Random forests that is an ensemble of
decision trees.

The significant changes in the global sawnwood markets in the North America, Asia and Western
Europe after the financial and economic crises of 2008-2009 raise the question to update the model-
ling of trade flows. The information on the global trade flow developments are important for decision
makers involved in strategic planning and forecasting at the European Union-, national- or industry
level. The aim of this study is to test methods previously quite rarely applied in the forest sector mar-
ket modelling, but which could be helpful for analysts to visualize and examine a large amount of
bilateral trade data to have a view on ongoing changes and to assess next years’ developments. The
results also support The Finnish Forest Sector Economic Outlook, which are published biannually by
the Natural Resources Institute Finland (Luke). As an example we present empirical results for Fin-
land and for some of its main competitor countries and export destinations.

Keywords: coniferous sawnwood, international trade, predictive modelling, machine learning
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1. Introduction

Sawnwood industry and the wood products sector as a whole is an important source of income and
employment especially in the regional economies in many of the European Union countries, like Fin-
land. From the Finnish forest industries’ export income, wood products industry accounted for about
20 percent in 2015 (Luke database). The sector has also a key role in filling the EU and Finnish na-
tional climate targets. It is significant in mobilizing wood resource flows from forests also to the other
forest based industries as well as to bioenergy production. The by-product flows from sawmills to the
other industries, like pulp, paper, carton board and bioenergy are important. Consequently, these
industries are affected by the sawnwood market developments.

Previous international and domestic research focusing on sawnwood market developments, de-
mand and international trade flows are relatively scarce. From the few studies between 2000 and
2016 can be mentioned e.g. Simanusong & Buongiorno 2001, Kangas & Niskanen 2003, Mutanen
2006, Hanninen et al 2007, Jonsson 2010, Hietala et al. 2013, Hurmekoski et al. 2015, and Buongior-
no 2016. The UNECE’s Forest Sector Outlook studies for different global regions, are examples on the
long-term forecasts at a larger scale including demand for sawnwood and other forest industry prod-
ucts (e.g., UNECE/FAO EFSOSII for Europe).

Sawnwood markets and business environment of the traditional forest industry countries of the
boreal zone has changed in many ways in the last decade and changes will continue in future. Among
important changes have been increasing supply of sawnwood from Eastern European countries with
low production costs, the introduction of restrictions to roundwood availability imposed through
forest conservation programs (e.g., Hanninen and Kallio 2007) and increased Russian export tariffs on
roundwood (Solberg et al. 2010). A large change in the European markets was the founding of the
European Monetary Union (EMU) in 1999. At that time, it was publicly seen, that the currency union
will have mostly positive effects in the participating countries, especially from elimination of the
speculation related to currencies. However, also speculation was directed at whether this could
cause severe adaptation problems to, for example, Finnish forest industry firms for which exchange
rate devaluations have traditionally had an important role.

The global financial crisis caused a significant drop in global sawnwood consumption in 2009,
which has had important effects on global sawnwood trade flows. In North America and Western
Europe, the recovery of economic growth has remained slow after the crisis, and the activity in hous-
ing construction, that is the main end-use sector of sawnwood, is has been recovering relatively
slowly in Europe and North America. As a result the main European producers and exporters, Finland,
Sweden, Germany and Russia have directed their export supply to North Africa and Middle East as
well as to Asia. In Asia Japan is an important export area and the role of China has grown in im-
portance as an export destination to the European and North American sawnwood producers during
the last few years.

The past changes in the sawnwood markets increase the importance to continuously update the
modelling of the markets and to search new applicable tools to help to detect the ongoing develop-
ment and possible signs of shifts in bilateral trade flows that could be signals for future changes in
market structures. In the present study, our focus is to test a tool to analyse and predict the markets
at short term, 1-2 years ahead. The results also support the Finnish Forest Sector Outlook Studies
(e.g. 2016), which are produced biannually by the Natural Resources Institute Finland (Luke).

Potential of machine learning models to analyse and predict annual trade flows of soft sawn-
wood between countries in a relatively simple and still rigorous way was examined in the study. The
aim was to test the approach using a complete dataset of bilateral trade statistics obtained from the
FAOStat database. Three methods were tested, that can be classified as machine learning models:
support vector machines (SVM), Neural networks and Random forests, which is an ensemble of deci-
sion trees. The models were tested by the prediction power for 2 years ahead.



2. Previous studies

The previous multi country studies on forest sector markets, international trade, cross country com-
parisons and consumption have commonly applied econometric modelling and panel estimation (e.g.
Simanusong & Buongiorno 2001, Hanninen et al 2007, Hurmekoski et al. 2015, Buongiorno 2016).
The studies of Buongiorno (2016) and Kangas and Niskanen (2003) can be mentioned examples from
gravity model applications. Partial equilibrium models have largely been applied in forest sector stud-
ies to formulate long term scenarios and to analyse policy effects (e.g. Kallio et al. 2006, Bolkesjo et
al. 2006). Global forest products market model GFPM (see Buongiorno et al. 2003) was applied e.g.,
by Turner et al. (2005) to analyse the US policy effects on international forest products trade flows
and Buongiorno (2015) to predict global timber production and forest products prices. Chang and
Gaston (2014) applied dynamic spatial equilibrium model to analyse and forecast aggregated trade
flows of Canadian sawnwood. Disaggregation by species was made by using a proxy of price. Previous
studies are dominated by the modelling of historical developments and presenting long-term scenar-
ios. Short-term approach has been scarce, and from the studies on softwood lumber trade can be
mentioned Buongiorno et al., 1984 and Hetemaki et al. (2004).

It is known that economic modelling and forecasting always includes uncertainties, and forecast
failures are more the rule than the exception. For forecasting, there are many methods available,
guessing, extrapolation, time-series and econometric models, large spatial equilibrium models, agent
based computational economics, machine learning models, etc. The purpose of the analyses, the
resources available for it and the practical applicability determine the kind of models that are ap-
plied. In economic analyses and forecasting, econometric and time-series models are important
tools. Basing on the economic theory they present how the economy functions, they can also provide
forecasts and policy advice. However, it is also true that econometric models suffer from forecasting
failures. They may be misspecified, and the economy may have been subject to structural changes,
that have been the case also in the sawnwood markets during the last decade or so.

Buongiorno (1996) discusses the difficulties related to the different model types. Difficulties in
the econometric modelling are related to structural changes and statistical problems in parameter
estimation due to e.g. data quality and quantity. Large forest sector models are not necessarily bet-
ter in managing with structural changes, and they suffer from high complexity and a need for number
of assumptions and estimated elasticities.

Traditionally, the main assumptions in modelling and forecasting are, that 1) the model repre-
sents the economy well, and 2) the structure of the economy will remain relatively unchanged during
the forecast period. Recent research, however, suggest a loosening of these strict assumptions. It is
admitted that models are incorrect in unknown ways, that the economy is complicated and changes
over time, and that the data used in estimation is inaccurate (Hendry and Ericsson, 2003). In short
term approach, economic theory may not always be very helpful, and models not based on the eco-
nomic theory may perform better than the theory-based models. Also pooling of forecasts may be
useful because biases are averaged (Hendry and Clements, 2003). So, with the increasing importance
of short-term forecasts for forest sector decision-making, an important future challenge for the re-
search is to develop tools for it by formulating new models and adapting new techniques to the for-
est sector. However, when applying forecasts in policy making, it must be strongly stressed, that it is
important to understand forecasting uncertainty (e.g. Hanninen 2004). The use of models always
needs additional expert knowledge in formulating future views.

The present study tests the machine learning models to analyse and predict annual bilateral
trade flows of soft sawnwood between countries in a relatively simple way. Our emphasis is in practi-
cal analysis, visualization of trade flow data and testing short-term forecasting methods rather than
in a theoretically well specified model or long term predictions. In modelling, we apply variables
commonly used in previous studies of forest sector trade flows.



2.1. Global demand for coniferous sawnwood

In 2014, about 300 million cubic metres of coniferous sawwood was consumed globally (Faostat).
North America is the largest consumption region, followed by Europe, Asia, former USSR, South
America, Africa and Oceania (see Figure 1). At the regional level, Asia and Africa are clearly net im-
porters of coniferous sawnwood. In Africa, domestic production covered about 20 per cent of appar-
ent consumption and in Asia the respective percentage was about 60 in 2014 (Faostat). Instead, Eu-
rope is net exporter, and the share of the apparent consumption from domestic production has in-
creased significantly during the 2000’s. In 2014 it was 140 per cent from domestic production. For
the European sawnwood producers this development has meant tightening competition for markets
shares.

Changes in the global sawnwood consumption have been significant during the research period
in North America, Asia and Western Europe. The effects of the global financial and economic crises
led to the level of coniferous sawnwood demand falling in 2008-2009. In North America and Western
Europe, the economic growth has remained low after 2009, and consequently the recovery of hous-
ing construction, that is the main end-use sector of sawnwood, has been slow in many countries.
From the end use of wood products about 70 per cent is related to construction (Hanninen et al.
2007b), which includes different items, such as structural and non-structural frames, interior and
outdoor products, window frames and doors, floors, roof trusses, etc. At least in Europe, sawnwood
markets can be characterized as path dependent. The building practises has been traditional in con-
struction for a long time, and possible changes in consumption structures depend on how new con-
sumption patterns develop (Hurmekoski 2015).

In housing construction, the largest end-use sector of coniferous sawnwood is the single-family
homes, the construction of which has suffered most from the economic recession. Wood is used also
for wooden high-rise construction in North America and Europe, and for example in Finland one im-
portant goal of the Finnish Bioeconomy Strategy (2014) is to promote the use of wood in high-rise
construction. Other end-uses of coniferous sawnwood are in furniture-, wood packaging and pallet
industry. In addition, the use of substitutes, such as wood based panels affect the demand for conif-
erous sawnwood in certain end-uses.

A small drop of consumption was also seen in Asia in 2008, where Japan, that is a large importer
of sawnwood, has suffered from a stagnant development of housing construction. After 2009 up to
2014 consumption growth has been high in Asia, which can be detected from Figure 1 (lilac inner
circles). This is for the most part due to the demand increase in China, which imports coniferous
sawnwood especially for its furniture industry. Also Africa shows a continuing growing trend in con-
sumption (orange inner circles in Figure), which comes from increasing demand in certain Northern
African countries, especially Egypt.

Changes in regional demand lead changes in trade flows, which in principle, also reflect competi-
tion ability between the exporter regions and countries. In 2000 trade flows of sawnwood totalled
118 million m3, total value of trade was 23,4 billion USD (2010 USD) and in 2014 103 million m3,
total value of trade was 26.3 billion USD (2010 USD). The average price of sawnwood was 200
USD/m3 (2010 USD) in 2000 and 255 USD/m3 (2010 USD) in 2014.

2.2. Regional and country specific trade flows

According to Figure 1, the distribution of trade between regions has changed a lot during the period
of 2000 - 2014. The most evident features are reductions in the North American and European trade
shares in the total global trade, and increments especially in Asian, the former Russian and African
shares. In North America, internal trade has been decreasing during 2000-2014; imports from Canada
dropped to the USA that has suffered from low construction activity after the economic recession. As
a result Canada has directed sawnwood exports from the USA to Asia (widening pink flow in Figure
1), where China as a “world factory” needs growing amounts of raw material for its furniture- and
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other wood products industry. Figures 2 and 3 the increment in China’s trade. Imports to China have
grown also from Europe. It is also worth of noticing, that a large part of the sawnwood imported to
China returns back to the USA and Europe in the form of further processed products, like Chinese
furniture and other wood products.

Figure 1. Trade flows, consumption and production of sawnwood in 2000-2014. Inner circle white arc is ex-
ports for certain area, colour filed arc is consumption in same area. Outer circle white arc is imports for that
area and colour filled arc is production.
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European share of global trade has decreased during the period from 2000 to 2014, and there is
also reduction in trade inside Europe. Due to the weak demand growth in European markets, exports
to overseas regions, Africa and Asia, are clearly increased. The region of the former USSR has gone
through large political and economic changes after the collapse of the Soviet Union in 1991, which
led to a severe collapse also in sawnwood production, domestic consumption and exports. Recover-
ing of the sector has continued during the 2000’s and Russian Federation competes for market
shares in Western Europe, Asia and Northern Africa (blue flows in Figure 1) with large producers,
Sweden, Finland and Germany. For Russia, China has become a large single export market between
2000 and 2014 (Figures 2 and 3). From the European producer countries, Sweden and Germany have
maintained their shares in global trade quite well, but the shares of Finland, France and Austria have

decreased.
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Figure 2. Sawnwood trade flows, production and consumption in 2000. Inner circle white arc is exports for
certain country, colour filed arc is consumption in same country. Outer circle white arc is imports for that coun-
try and colour filled arc is production. For clarity only 10 % of largest trade flows are shown which covers 90 %
of total trade flow. Note: In this picture all areas like Europe mean aggregate for the rest of not named coun-

tries in that region.
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Figure 3. Sawnwood trade flows, production and consumption in 2014. Inner circle white arc is exports for
certain country, colour filed arc is consumption in same country. Outer circle white arc is imports for that coun-
try and colour filled arc is production. For clarity only 10 % of largest trade flows are shown which covers 87.8
% of total trade flow. Note: In this picture all areas like Europe mean aggregate for the rest of not named coun-
tries in that region.
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3. The model

Statistical models are most often applied in modelling and forecasting forest sector imports and ex-
ports. Instead, we compare three methods, which can be classified as machine learning models. A
major difference between the two approaches is that machine learning techniques emphasize fore-
casting and statistical models emphasize inference. Machine learning models have a capability to
handle large data sets and recognize implicit dependencies and relationships in the data learning to
adapt their behaviour.

In modelling, we apply variables commonly used in previous studies on forest sector demand
and trade flows (e.g. Kangas and Baudin 2003, Hietala et al. 2013, Hurmekoski 2015, Buongiorno
2015, 2016). Demand for forest products is commonly modelled and demand elasticities estimated
(see Kangas and Baudin 2003) using time series data and the general form:

Consumption = f(P;, GDP;, Cr_1), (1)

where apparent consumption of a certain product is explained by its price, gross domestic prod-
uct (GDP) and consumption with one lag. It is assumed basing on the economic theory, that income
growth increases consumption as well as price decline, and as a result of price increase consumption
goes down. Current consumption is also dependent on last period’s development. The derivation of
the demand functions in the previous studies is commonly assumed to be based on the cost minimi-
zation behaviour of a representative firm.

The basic import demand and export supply framework for a certain product were presented
e.g., by Kangas and Baudin (2003):

Demand = f(Py, P,X), (2)
Supply = f(Py, Py, Z), (3)

where the import demand (2) can be explained by the price of domestically produced product
(Pg), the price of imported product (P) and a vector of demand shifters (X), e.g. gross domestic prod-
uct (GDP), population, etc. It is assumed basing on the economic theory, that a rise (a drop) in the
import price decreases (increases) imports, and income (GDP) growth increases imports. The price
effect of domestic production (Py4) depends on the substitutability or complementarity between do-
mestic and imported products.

The export supply (3) can be explained by the export price (P,) of the product, the price (cost) of
domestic production (Pd) and supply shifters (Z), e.g. production capacity. It is assumed that a rise (a
drop) in the export price increases (decreases) exports and a rise (a drop) in unit costs decreases
(increases) exports.

In the trade flow studies basing on the Armington (1969) theory, trade patterns are explained
only by changes in relative prices (e.g. Hietala et al. 2003) between competitive producers or coun-
tries. The theory assumes imperfect substitution between products from different countries of origin
and identical and constant substitution elasticities between the pairs of countries.

Exchange rate variables are included in the previous models (e.g. Hietala et al. 2013). Exchange
rate changes affect competition in the markets. For example, results for Finland indicate that sawn-
wood exports to the United Kingdom have been greatly affected by the currency movements be-
tween Finnish currency and British pounds (Hanninen 1998, Hietala et al. 2013).

The availability of data as well as practical applicability of the model affected also the empirical
modelling and variables chosen in the present study. In the present study, we assume that the trade
of sawnwood is similar process between all the countries. The ad hoc model for bilateral trade in
quantities (X;) includes the following explanatory variables in machine learning model estimation:
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Xij =
f(Yij, GDPCap;, GDPCapj, Aind;, Aind,;, i, j, Q;, Qj, Cy, Cj, Ix;, Ixj, Ex;, Ex;, Ix sharej, Ex share;, P;j, tb,
JPY/USD, CNY/USD, GPB/USD, SEK/USD, RUB/USD, EUR/USD), (4)

The explanatory variables in the machine learning models are also depicted in Figure 4.

e The dependent variable is quantity (m?) of bilateral trade flow (X;).

e Previous quantity of bilateral trade flow (Y;).

e The source country (exporter) (country index) i and the target country (importer) (country
index) j are described with general information like geographical area (e.g. Europe) (Alnd).
We use these indices to describe local trade conditions, which might differ greatly in the dif-
ferent geographical regions.

e The general economic activity country is included in model with GDP per capita of the coun-
try (GDPCap). The economic activity of country is impacting both demand and supply. Availa-
bility of annual forecasts from different sources, e.g. International Monetary Fund (IMF) for
GDP is good almost every country and it helps practical usage of the model.

e The more specific aspects of the exporter and importer are the production (Q) and consump-
tion (C) of sawnwood, total imports (Ix) and total exports Ex) of sawnwood. These describe
the specific conditions of sawnwood trade in these countries.

e The specifics of bilateral trade (partnership) are captured with export (Ex share) and import
shares (Ix share) of trade flows and real unit costs (P) paid for bilateral trade flows. These
describe how important specific trade is for exporter and for importer.

e The foreign exchange rates were included to depict general condition in the World economic
markets. We used six exchange rates to capture information about possible competitive ad-
vantage of significant currencies in the trade of sawnwood. Due to the fact that research on
currency effects in sawnwood or other forest product trade is largely missing we included the
currencies of the regions (euro area) or countries (USA, Canada, Sweden, Russia, Japan and
China), that are globally important sawnwood exporters or importers.

e The years between trades describes how many years have passed since the bilateral (tb).
This measure is partly establishment of trade relations and common pattern of trade.

t-tb Years between trades t
[ |
Production Production Source country Target country
Consumption Consumption index index
Total exports Total imports Area index Area index

GDP per capita GDP per capita GDP per capita

GDP per capita

Source country Target Country

Q=0 O==0

i 3
Prevous Quantity Trade flow quantity xii (m3)?

Real unit cost (USD/m3)

Import Share
Foreign exchange rates:
. . JPY/USD, CNY/USD,GBP/USD,
Previous bilateral trade SEK/USD, EUR/USD,RUB/USD

Figure 4. The idea of the model.

12



4. Data

The study uses annual data between the years 2000 and 2014. The data for production, exports and
imports of coniferous sawnwood comes from the FAO databank. The annual apparent consumption
for each country was calculated using the data for production, imports and exports. The FAO data
includes Forestry Trade Flows data and, Forestry Production and Trade data
(http://faostat3.fao.org/home/E). In the FAO databank sawnwood is determined as

“Wood that has been produced from both domestic and imported roundwood, either by sawing
lengthways or by a profile chipping process and that exceeds 6 mm in thickness. It includes planks,
beams, joists, boards, rafters, scantlings, laths, boxboards and "lumber", etc., in the following forms:
unplanned, planed, end-jointed, etc. It excludes sleepers, wooden flooring, mouldings (sawnwood
continuously shaped along any of its edges or faces, like tongued, grooved, rebated, V-jointed, bead-
ed, moulded, rounded or the like) and sawnwood produced by resawing previously sawn pieces.”

It must be noticed, that the commodity group contains various items with different price levels.
Also the species compositions of trade flows between countries differ. This means that the average
unit prices applied in the study due to the lack of better price data, do not necessarily describe very
well the actual prices of the sawnwood trade between countries. The volume is reported in cubic
metres solid volume. In our study, we use a list of countries from the FAO databank to model individ-
ually the sawnwood trade flows, which we are interested in, and aggregate the rest of the countries
to regional aggregates.

The foreign exchange rates included in the modelling are among the major currencies used to
trade forest products (UNECE 2016, p.3): JPY/USD, CNY/USD, GPB/USD, SEK/USD, RUB/USD and
EUR/USD. Japan (JPY) and China (CNY) are large importers of sawnwood and Britain (GPB) is im-
portant in the European region. Russia (RUB) and Sweden (SEK) are globally large exporters. In the
Euroarea, Finland and Germany are large exporters and Germany is also an important export destina-
tion, for example, for Finnish sawnwood. The exchange rates are presented in relation to the US dol-
lar because the values of the trade flows are in US dollars in the FAO database. The statistical sources
are the Federal Reserve’s database about foreign exchange rates
(http://www.federalreserve.gov/datadownload/). For the RUB/USD the source is the OECD database.

The economic activity of certain country is described by Gross domestic product (GDP) per capi-
ta. The original data includes GDP at market prices constant USD 2010 and total population of the
country in question. The source of the data is World Bank’s World’s Development Indicators
(http://databank.worldbank.org/data/home.aspx).

The deflator applied to deflate all the monetary valued data in the study is the United States
GDP deflator with 2010 as the base year. The original FAO value data being in current dollars, we
decided to use a deflator describing the development of the US dollar purchasing power. Similar de-
cision on the deflator was also made in the study of Buongiorno (2016), who modelled global forest
products trade flows.

13



Table 1. Data of the study.

Variable & symbols

Description

Source

Exports of sawnood

m3, between countries

http://faostat3.fao.org/home/E

Imports of sawnwood

m3, between countries

http://faostat3.fao.org/home/E

Production of sawnwood

m3, all countries

http://faostat3.fao.org/home/E

Import & export prices of
sawnwood

USD/m3, import and export unit values
for all countries

Calculated by dividing total values by
quantities

Apparent consumption
(AC)

m3, all countries

AC=production+imports-exports

Exchange rates

JPY/USD, CNY/USD, GPB/USD, SEK/USD,
RUB/USD, EUR/USD

http://www.federalreserve.gov/datadow
nload/
for RUB/USD: the OECD database

Used for deflating all monetary data.

GDP per capita At market prices constant USD 2010, all | http://databank.worldbank.org/data/ho
countries me.aspx
GDP deflator The US GDP deflator, base year 2010. http://databank.worldbank.org/data/ho

me.aspx

We used data from 2000-2012 to train model and data from 2013-2014 were used to test mod-
els forecasting performance. The training data consisted 14949 observations and test data consisted

2410 observations.

In the following we look relations between model variables concerning the whole data. Figure 5
shows the Spearman’s rank correlations between variables. We see some expected associations as if
unit costs increase then trade flow quantity decreases. The strong positive correlation between
guantity and previous quantity is expected and negative correlation of years between trades.

CNYUSD

TargetCountryGDPperCapita_prev

SourceCountryGDPperCapita_prev

TargetTotallmport_prev

SourceTotalExport_prev

ImportShare_prev .
ExportShare_prev . .

Unitcost_real_prev
Quantity_prev

TargetCountryConsumption_prev

TargetCountryProduction_prev
SourceCountryConsumption_prev
SourceCountryProduction_prev .
Year_between
RUBUSD
EURUSD

SEKUSD .
GBPUSD . .

.

TargetCountryGDPperCapita

SourceCountryGDPperCapita
Unitcost_real

Quantity

B 1071
(071043

(-0.43,-0.14]
(-0.14,0.14]
(0.14,0.43]

04307
B o

Figure 5. Spearman’s rank correlation matrix for model features. Note variables are shorten to fit picture.
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The correlation between foreign exchange rates is also expected, because those are highly en-
tangled in market.

Positive correlations between target country GDP per capita and target country total imports
and consumption are as expected by the economic theory. GDP growth increases consumption and
total imports of sawnwood. However, with respect to the bilateral trade flows (Quantity) the respec-
tive positive correlation remains quite low.

4.1. Preprocessing the data

Next we will look what transformations are made to data prior modelling. The foreign exchange rates
are calculated as yearly averages from monthly data. Also the exchange rates are converted to the
same form (currency/USD). The GDP per capita is calculated using GDP at market prices in constant
2010 USD and total population.

The trade flows used in the models were combined in the following way. The FAO’s trade flow
data have the information about the trade between countries A and B in both directions, which
means that country A reports that it is exporting a certain quantity of sawnwood with a certain total
value in USD to country B. Likewise country B reports that it is importing a certain quantity of sawn-
wood from a certain country A with a certain total value in USD. These two flows should represent
the same trade happening between countries A and B. The quantities and the total values of these
bilateral flows should be quite close to each other, in general. Note, that the total value for imports
should include some costs related to transportation, tariffs, etc. and quantities should be the same.
However there are many cases were the numbers does not match. Therefore we decided to use the
maximum quantities and values of imports and exports to represent the trade flows between coun-
tries. After this, total values in USD are deflated using the US GDP deflator and then real unit price is
calculated for a trade flow. Export and import shares are calculated to each trade flow between a
pair of countries for each year. The grand total imports and exports for country were also calculated.

The years between trades in bilateral pairs are calculated and the values of explanatory values in
previous trade are calculated.
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5. Predictive models tested - Machine learning methods

We used R statistical software in computations. We used caret package to do training and tuning for
models. The following packages were also used in modelling Neuralnet, RSNNS, kernlab, grnn,
guantregForest, RandomForest. For parallel computations packages doParallel and doSNOW were
used. For general data analysis and manipulation tidyverse package was used.

5.1. Models

Support vector machines (SVM) are the extension to support vector classifiers which are in sense
extension of perfectly separating hyperplane classifier, see for detailed description Hastie et al.
(2009) or James et al. (2013). The SVMs allow developing a non-linear decision boundary for classifi-
cation using extended feature space. The computational feasibility of SVMs is made possible with a
“kernel trick” which allows to calculation of certain inner product with efficient manner Cortes and
Vapnik (1995). Features of feature space (explanatory variables are commonly called features in ma-
chine learning literature) are only affecting via inner product to computation of support vector classi-
fier. We used three different kernel functions linear, polynomial and radial (see e.g. Hastie 2009).
Those are common choices among SVM literature. The support vector machines can be also used in
regression which was introduced by Drucker et al. (1997).

Random forests Breiman (2001) is an ensemble of decision trees. Output of random forest is a
combined output of single decision tree outputs in the forest e.g. for classification majority vote of
trees and for regression average of tree outputs. In random forest each tree is grown with a random
subset of training data and with random subset of features (explanatory variables) to reduce overfit-
ting and bias. Quantile regression forests Meinshausen (2006) are extensions to Random forests
providing information about the full conditional distribution of response variable. In contrast of ran-
dom forest’s conditional mean of response variable. Quantile regression forest can be seen as a gen-
eralization of random forests.

Other machine learning method which we test and uses an ensemble of decision trees which is
extreme gradient boosting with regression tree ensemble
(https://xgboost.readthedocs.io/en/latest/). Where the ensemble of decision trees is grown using
specific version of gradient decent optimization method. Both ensemble based approaches utilize
boosting. Boosting is powerful learning idea that combining outputs of many “weak” classifiers to
produce powerful “committee” or ensemble to produce prediction Hastie et. al. (2009).

Neural networks (or artificial neural networks) are large collection models and learning methods.
Neural net-works try to mimic biological neural networks in idea. The three key components in neu-
ral networks are net-work topology, activation rule and learning rule. Network topology defines
which variables are involved in network and how. The activation function describes how multiple
inputs are combined as output. The learning rule defines how the network learns weights for varia-
bles in activation function based on the training data. In a sense neural networks take linear combi-
nations of inputs and then model the target as non-linear function of these linear combinations Has-
tie et al. (2009). Neural networks can be used in both regression and classification. Quantile regres-
sion neural network Cannon (2011) is application of neural network to quantile regression.

5.2. Tuning parameters for machine learning models in training data

The tuning of parameters in machine learning models was done using 10-fold cross validation in
training data set (years 2000-2012).
In the following we show the tested parameters for tuning of machine learning models.
e For support vector with linear kernel we used tested following cost parameters 0.1, 0.5, 1,
10, 100
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For support vector with radial kernel we tested grid with the cost parameters 0.5, 1, 10, 100,
1000, or 10000 and sigma parameter for radial kernel 0.001, 0.01, 0.1, 0.8 or 1.6. Totalling 30
different parameter combinations.

For quantile regression forest for tune parameter was number of randomly selected predic-
tors when making a cut in while building trees. The tested parameter values were
120,142,160 and number of trees was held constant 2001. Another setup was number of
randomly selected predictors were 10, 20, 30,40,50,60 and number of trees was 1000.

For random forest tune parameter was number of randomly selected predictors when mak-
ing a cut in while building trees and number of trees. The tested parameter values were 20,
40, and 60 for selecting predictors and for number of trees 501, 1001, 1501.

For neural network we test couple of different kind of structures. One tested structure was
three hidden layers with following parameter grid. Number of neurons in the 1st hidden lay-
er 12, 24, and 48, in 2nd hidden layer 5, 10, 15 and in 3rd 3,9,12. Totalling 27 different pa-
rameter combinations. Second tested structure was three hidden layers with following pa-
rameter grid. Number of neurons in the 1st hidden layer 20, 25,30, in 2nd hidden layer
20,30,40 and in 3rd 12,25,35. Totalling 27 different parameter combinations. Third tested
structure was three hidden layers with following parameter grid. Number of neurons in the
1st hidden layer 50, 80,110, in 2nd hidden layer 30, 60, 90 and in 3rd 20, 40, 60. Totalling 27
different

For extreme gradient boosting with regression trees we tested following parameters in grid :
gamma(minimum loss reduction required to make a split) was held constant 0, eta (step size
shrinkage used in update) was 0.3, 0.4 max depth (maximum depth of a tree) was 1, 2, 3, 4,
5,6,7,8,9, 10, min child weight ( minimum sum of instance weight needed in a child) was
held constant 1, nrounds (number of boosting iterations) were
50,100,150,200,250,300,350,400,450,500, colsample by tree (subsample ratio of columns
when constructing each tree) was 0.6, 0.8. The grid size was in total 400 different parameter
combinations.
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6. Results

6.1. Best machine learning models

The performance of machine learning models was measured by Root Mean Square Error (RMSE). The
RMSE of the models varied a quite a lot, see Figure 6. The tuning of model parameters seems to en-
hance the performance of all models. Although the building of a good model seems to be more art
than exact science. Also computational burden of models varied quite a bit ranging from couple of
seconds to hours to train model (Laptop with Intel Core i7-3720 QM 2.60GHz with 16 Gb RAM and
64-bit Windows 7). This seemed little bit random that some models took unexpectedly long to train.
In some cases this might be due to problems in gradient decent optimization. In practical analysis and
the model updating, relatively fast training times are advantages.

Neural network 3

Neural network 2
Quantile random forest 2
Quantile random forest
SVM with linear kernel
Random forest

SVM with linear kemel 2

SVM with radial kernel

Exireme gradien boosting in tree ensamble 3

400000 800000 1200000
RMSE

Figure 6. Resampling results for different machine learning models for 10-fold cross validation in training data
2000-2012. The vertical line in the Boxplot is median. The box extends from 25 percentile to 75 percentile
and whiskers extends to 1.5 * IQR (Inter quartile range).

The performance of artificial networks (Figure 6) seems inconsistent and seems that the struc-
ture of tested networks might have not been the best possible. Support vector regressions per-
formed quite consistently and had quite good results. The best performer in training data was model
using extreme gradient boosting for regression tree ensemble.

In the test data 2013-2014, the performance of models is shown in the following table Table 2.
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Table 2. RMSE for machine learning models in test data (years 2013-2014).

Model RMSE

Neural network 3 2902354683.5
Neural network 2 537535.6
Quantile random forest 2 368252.7
Quantile random forest 330377.6
Extreme gradient boosting in tree ensemble 3 | 159976.0
SVM with radial kernel 158463.0
Random forest 153002.2
SVM with linear kernel 2 132514.4

The results in Table 2 show that top performing models are the same as in training. However
there is slight change of order which model is the best. The magnitudes of RMSE are in line with re-
sults in training data, which indicate that models work ok.

Tables 3 and 4 show the performance of different machine learning models in respect of error
(observed bilateral trade flow quantity - predicted quantity) distributions in training and test data. All

the models make some quite large mistakes in both datasets.

Table 3. Summarising statistics for error distributions of models in test data.

Share Share
o ) o s of of
Model Minimum Z.SA percen median 75A.per Maximum | nega- posi-
tile centile R R
tive tive
errors errors
Neural network 3 | -2.90e+09 | -2.90e+09 | -2.90e+09 | -2.90e+09 | -2.89e+09 | 1.0000 | 0.000
izme‘?"th radial | 5 356406 | -6.85e+04 | -2.86e+04 | 7.26e+03 | 4.43e+06 | 0.7110 | 0.289
Neural network 2 | -4.00e+04 | -3.16e+04 | -1.56e+04 | 2.18e+03 | 1.37e+07 | 0.7380 | 0.262
SVMwithlinear | |/ 06 | -634e+04 | -1.05e+04 | 3.84e+04 | 4.09e+06 | 0.5330 | 0.467
kernel 2
Quantile random | , 1o .0c | 1.05e+02 1.21e+03 | 1.18e+04 | 1.08e+07 | 0.0589 | 0.941
forest 2
g‘::::"e random | 1 1ge+05 | 9.90e+01 1.12e+03 | 1.06e+04 | 1.10e+07 | 0.0610 | 0.939
Extreme gradient
boostingintree | -5.69e+05 | -1.55e+03 | 8.32e+02 | 5.77e+03 | 6.35e+06 | 0.4000 | 0.600
ensemble 3
Random forest -6.62e+05 -1.88e+03 -3.79e+02 2.04e+02 4.71e+06 0.7070 | 0.293

A bit surprising is that for some (e.g. Quantile random forest, Quantile random forest 2, Neural
network 3) models do systemic errors in estimations i.e. the most errors have the same sign.
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Table 4. Summarising statistics for error distributions of models in training data.

N 25% . 75% . Share.of Shal.'e' of

Model Minimum . median . Maximum | negative | positive
percentile percentile
errors errors

Neural network 3 |-2.90e+09 [-2.90e+09 -2.90e+09 |-2.90e+09 -2.85e+09 |[1.000 0.000
SVMwithlinear | | )/ 107 |-4.42e+04 |-1.77e+04 [0.90e+03 |7.83e+06 |0.669 0.331
kernel 2
izr“r"'e‘?"th radial | ¢ 026406 |-4.56e+04 |-1.37+04 |1.76e404 |1.70e+07 |0.616 0.384
Neural network 2 |-4.00e+04 |[-1.38e+04 -3.41e+03 |1.39e+04 4.77e+07 |0.562 0.438
Quantilerandom | .00 |570e+01  |7.55e+02 |7.66e+03 |1.75e+07 |0.000 1.000
forest 2
%‘::::"e random | 00e+00 |5.30e+01  |6.91e+02 |6.89e403 |1.75e+07 |0.000 1.000
Random forest -3.45e+06 |-1.69e+03 -2.67e+02 |-1.42e+01 |5.97e+06 |0.766 0.234
Extreme gradient
boosting in tree -8.93e+04 |-3.05e+03 -9.47e+01 |2.59e+03 1.55e+05 |0.511 0.489
ensemble 3

Partly this systemic “over” estimation can be explained with the fact that individual bilateral
trades has been in the training data (see figures 2 and 3) more focused on few large trade flows. The
trade flows are more fragmented in the test data (2012-2014) and this leads to smaller individual

quantities.

Parameters for the best tuned models were the following.

e For (Extreme gradient boosting in tree ensemble 3) extreme gradient boosting with regression

trees the parameters were gamma(minimum loss reduction required to make a split) was 0 held
constant while training, eta (step size shrinkage used in update) was 0.4, max depth (maximum
depth of a tree) was 4, min child weight ( minimum sum of instance weight needed in a child)
was 1 held constant in training, nrounds (number of boosting iterations) was 400, colsample by
tree (subsample ratio of columns when constructing each tree) was 0.8.

For (SVM with radial kernel) support vector regression with radial kernel, the parameters were
the cost parameter 10 and sigma parameter for radial kernel was 0.001.

For (SVM with linear kernel 2) support vector regression with linear kernel the cost parameter
was 100.

For (Random forest) random forest parameter were 40 for number of randomly selected predic-
tors when making a cut in while building trees and 1501 for number of trees.

For (SVM with linear kernel) support vector regression with linear kernel the cost parameter was
0.01.

For (Quantile random forest) quantile regression forest for tune parameter were 160 number of
randomly selected predictors when making a cut in while building trees and number of trees was
2001.

For (Quantile random forest2) quantile regression forest for tune parameter were 60 number of
randomly selected predictors when making a cut in while building trees and number of trees was
1000.

For (Neural network 2) neural network the network structure was 5 neurons in the 1* hidden
layer and 0 in 2™ and 3™ hidden layers.

For (Neural network 3) neural network the network structure was 24 neurons in the 1° hidden
layer and 5 neurons in 2™ hidden layer and 12 neurons in 3" hidden layer.
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6.2. Example predicted bilateral trade flows from the models

We look how the top models performed predicting trade flows in detail in test data. We specifically
look two major export markets for Finland, Germany and Japan.

Germany

2000000
1500000
1000000
500000
]

Japan

Quantity

Lithuania Morocco Netherlands

Portugal Romania Saudi Arabia

100000
50000
[

¥ t -50000
SRR SR SIS SRS SRR oS RS
Year
Figure 7. Finland’s exports of sawnwood. Darker background is for training data. Lighter background is for test
data. Green line is the actual traded quantity (m>). Colours are for different models, pink is Extreme gradient
boosting in tree ensemble 3, orange is Quantile random forest, purple is Random forest, light blue is SVM with
linear kernel 2 and dark blue is SVM with radial kernel.
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Denmark

China

Ireland

Quantity

100000 | 750000
75000 | |
~| 500000

50000 |
25000 ¢ 250000

SIS
Figure 8. Germany’s imports of sawnwood. Darker background is for training data. Lighter background is for
test data. Green line is the actual traded quantity (m?). Colours are for different models, pink is Extreme gradi-
ent boosting in tree ensemble 3, orange is Quantile random forest, purple is Random forest, light blue is SVM

with linear kernel 2 and dark blue is SVM with radial kernel.
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Figure 9. Figure 9 Japan’s imports of sawnwood. Darker background is for training data. Lighter background is
for test data. Green line is the actual traded quantity (m?). Colours are for different models, pink is Extreme
gradient boosting in tree ensemble 3, orange is Quantile random forest, purple is Random forest, light blue is

SVM with linear kernel 2 and dark blue is SVM with radial kernel.
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In general when we look the how well the models are able to predict bilateral trades flows all
the best models seems to work reasonably. However there is clear evidence in figures 7, 8 and 9 that
the all the best models lack predictive quality in some bilateral trades. This can be seen easily in pre-
dictions of Quantile random forests where some of the bilateral trades are predicted to be almost
constant (orange horizontal line in figures). Also other models seem time to time miss the direction
of change in trade flows. This might indicate that the explanatory variables are unable to pick this
change. It can be also seen that the bilateral trade flows with more data points in training data are
better predicted in test data i.e. the trade partnership has been historically strong.

6.3. Sensitivity analysis of Extreme gradient boosting in tree
ensemble

The sensitivity of the Extreme gradient boosting in tree ensemble 3 for changes of certain input pa-

rameters is tested. It is good practise to test sensitivity of model. In here we test set of input parame-

ters to see how sensitive our model is in changes in those parameters, more precise how bilateral
traded quantity (dependent variable) is affected by change of certain model parameters, see table 5.

Table 5. Parameters for sensitivity analysis.

Parameter Minimum Maximum Test grid values
alue value
unit cost of sawnwood 0 2000 {(10n)22,, (50m)2%_
(UsD/m?3)
importer’s GDP per capita (USD) | 600 100000 {(1684.75n + 600)52,
Years between trades (Year) -1 (-1 meaning 20 {m)22_.}
that new bilat-
eral trade flow)
Quantity of previous bilateral 0 48 * 10° (3222.11n)3 _,,
trade (m°) (6499.929m + 29000)14_,,
(1408235q + 120000)3%,
0 1 {(0.05n)22,
Exchange rate SEKUSD 5 15 {(0.25n + 5)%,
Exchange rate EURUSD 0.5 1.5 {(0.0256n + 0.5)32
Exchange rate GBPUSD 0.3 1 {(0.0179n + 0.3)32,
Exchange rate RUBUSD 20 40 {(0.513n + 20)32,
Exchange rate CNYUSD 5 10 {(0.128n + 5)32,
Exchange rate JPYUSD 70 140 {(1.795n + 70)32,
Previous importer’s production | 0 70 * 10° (5263.158)12,,
(m°) (368750m + 150000)24,,
(4.3%10°g + 10 = 10°)z%,
Previous exporter’s production | 0 70 * 10° (5263.158)12,,
(m?) (368750m + 150000)2%_,,
(4.3%10°g + 10 = 10°)z%,
Previous importer’s consump- | 0 110 * 10° (89473.68)12,,
tion (m°) (750000m + 2 * 109)24_,
(5.7 * 105q + 30 * 10914
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All the other parameters in model were at mean values for that bilateral trade while varying pa-
rameter in interest. Example of model sensitivity calculation in in formula (5a, 5b), where unit cost
sensitivity is calculated.

Xij =
f(Vj, GDPCap;, GDPCap, Aind;, Aind;, i,j, Qi, Q;, i, G, Ixy, Ixj, Ex;, Exj, Ix share;, Ex share;, Py, tb,
JPY/USD, CNY,/USD, GPB/USD, SEK/USD, RUB/USD, EUR/USD), (5a)

PU =) {(10”)%101 (Som);}r?=6 (Sb)

The quantity is estimated every point in given in formula (5b). This gives the estimate for quanti-
ty’s sensitivity for change of unit costs.

In figure 10 shows results of sensitivity analysis, how sensitive is the predicted quantity is to
change of specific model parameter. We see that a change in quantity of previous bilateral trade is
the variable that model is the most sensitive. The other parameters which are clearly sensitive in
model are unit costs and previous import share. On the other hand the parameters which cause least
variation in quantity are exchange rates and years between trades. Next we look those three most
sensitive parameters in more detailed manner.

Quantity_prev

ImportShare_prev

Unitcost_real

SourceCountryProduction_prev

TargetCountryProduction_prev

TargetCountryConsumption_prev

TargetCountryGDPperCapita

GBPUSD

EURUSD

SEKUSD

RUBUSD

CNYUSD

JPYUSD

Year_between

o
=)
3

3

1e+05
1e+07

Range of change in quantity
Figure 10. The range how much predicted bilateral quantity varies in respect to each parameter. Point depicts
median range, the most transparent line (widest) is from minimum range to maximum range, the next less
transparent line is from 2.5% percentile to 97.5% percentile and the most opaque line is from 25% percentile to
75% percentile i.e. middle 50% of distribution mass.

The large variation in ranges of exchange rates could be a result of a fact that certain exchange
rate affects only a certain set of bilateral trades. In contrast the unit costs affect all bilateral trades.
In figure 11 we see the price sensitivity of trade flows for importer countries.
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Belgium

Czech Republic

Lithuania

CEEEE S SEEE PSSP

Unit cost
Figure 11. The sensitivity analysis for real unit costs for sawnwood. All the other predictors kept on average
values in bilateral trades. The results are show for all importer countries. Each pink line shows sensitivity of
quantity for price change in bilateral trade. Orange LOESS (Cleveland 1981) smoothed sensitivity for certain

importer country.

We see that price sensitivity of countries varies a quite lot between import partners and import-
ers. In figure 12 we see the sensitivity of price aggregated in importer country. It is interesting to see
the profiles of the country sensitivity to price have different shapes.

Quantity
o
8
8
8

Unit cost

Figure 12. Sensitivity analysis for effects of changes in real unit cost of sawnwood in Extreme gradient boosting
in tree ensemble 3. All the other predictors kept on average values in bilateral trades. The transparent white
lines show the individual bilateral trade sensitivities. Coloured lines LOESS (Cleveland 1981) smoothed sensitivi-
ty for certain importer country.
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The levels were individual countries end (stabilise) reflect the overall consumption in that coun-
try. It is also notable that the decrease of all the lines is deeper when unit costs are low. This indi-
cates that the price is more effective attribute impacting traded quantity in lower prices. This might
also indicate that when price goes over certain threshold then the commodity is regarded as luxury
good and the price is not affecting to consumption.

Next we look quantity of previous bilateral trade, see figure 13. We can see clearly that the in-
creasing amount of trade in history increases the predicted quantity. It is also interesting to note that
there seems to steps in individual trades. This might be result from path dependency in trade when
certain trade partners have been chosen then it is more practical to stick with those. If we compare
the sensitivity of price and previously traded quantity we see that price stabiles earlier than previous-
ly traded quantity.

4e+07

Je+07

Quantity

2e+07

1e+07

0e+00
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b & & @
Quantity of previous flow
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A 3 3
S 8 8
of W &

Figure 13. Sensitivity analyses for effects of changes in quantity of previous bilateral trade in Extreme gradient
boosting in tree ensemble 3. All the other predictors kept on average values in bilateral trades. The transparent
white lines show the individual bilateral trade sensitivities. Coloured lines LOESS (Cleveland 1981) smoothed
sensitivity for certain importer country.

Next we look the sensitivity of previous import share, see figure 14.
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Figure 14. The sensitivity analysis for previous import shares. All the other predictors kept on average values in
bilateral trades. The results are show for all importer countries. Each pink line shows sensitivity of quantity for
import share change in bilateral trade. Orange LOESS (Cleveland 1981) smoothed sensitivity for certain import-
er country.

We see in figure 14 that the effect that previous import share has on quantity looks quite differ-
ent for each importer country. Also the rate of change is different depending on the in which place of
scale the share was previously. In general it can be said that if the share increases till approximately
to 80% it has an increasing effect to quantity after 80% import share the effect is decreasing. This
might indicate the idea of main trade partners focusing on those and then supporting partners.

In contrast the figure 15 shows the sensitivity SEKUSD exchange rate. We see that there are
some changes in bilateral trades but in general level everything looks calm.
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Figure 15. The sensitivity analysis for previous import shares. All the other predictors kept on average values in
bilateral trades. The results are show for all importer countries. Each pink line shows sensitivity of quantity for
import share change in bilateral trade. Orange LOESS (Cleveland 1981) smoothed sensitivity for certain import-
er country.

In conclusions we can say that the model seems to perform broadly as expected. The effects of
certain parameters were on the ball park like price and previous quantity. On the other hand the
minor or indistinguishable impact of exchange rates was a bit unexpected. However, it is natural, that
all exchange rates including that of Swedish Krone affect only a certain set of bilateral trades.

6.4. Which features are important in making of predictions in the Ex-
treme gradient boosting in tree ensemble

In this section we look which explanatory variables are important in Extreme gradient boosting in
tree ensemble 3 model. We see in the figure 16 the top important explanatory variables. Quantity of
previous trade seems to dominate importance of variables clearly. Follow-up variables are unit costs,
previous consumption of sawnwood in importer country are not surprising. The GDP per capita of
exporter is a bit more surprising.
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Feature importance

Quantity_prev

SourceCountryGDPperCapita

Unitcost_real

TargetCountryConsumption_prev

SourceCountryAsia

TargetAreaNorth/Central America
ExportShare_prev

SEKUSD

SourceAreaAsia
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Figure 16. Importance of explanatory variables in Extreme gradient boosting in tree ensemble 3 model. Show-
ing only the top 20 most important variables.

In figure 17 we could see an example of two regression trees from ensemble of trees in Extreme
gradient boosting in tree ensemble 3 model.
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Figure 17. An example of decision trees in ensemble of Extreme gradient boosting in tree ensemble 3 model.

We can also look which are the common features in certain positions in trees in ensemble. We
know that the deepness of trees is determined by parameter in model which is the same for all trees
in the model. This helps to illustrate trees in compact manner. In figure 18 top six explanatory varia-
bles in each position in trees.
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An example how changes in explanatory variables are reflected in bilateral trade flows between
Finland and Japan can be seen in Figure 19. The changes in variables are reflect as assumed based
Figure (5) and as economic theory predicts e.g. price decreases imports increases. However in the
period of financial and economic crisis 2008-2009 those assumptions previously mentioned might
not hold. Also the changes in explanatory variables seem to affect predicted outcome.

Year

W crviuso W cePusn [ Frevious quanity (m3) 1 Importer's GDP per capita (USD) [ Real unit costs (USD)
M euruso W Previous import share [l RUBIUSD [ importer's previous GDP per capita (USD)

[ Previous export share [l JPYIUSD SEKIUSD [ Previous importer's production (m3)

I Model (m3) W cuantity (m3) [ Previous importer's consumption (m3) [Jl] Previous total imports of importer (m3)

Figure 19. How the change in explanatory variables is seen in bilateral trade flow. Bilateral trade flow on Fin-
land to Japan. The explanatory variables are differentiated with previous year.
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7. Conclusions

We found some promising machine learning methods suitable for predictive analysis of the global
sawnwood trade flows. The explanatory variables used in these models were quite easily available
and this could make this kind of approach feasible in practical terms. Also we found out that the
quality of data is imperative for success in machine learning models.

We used annual bilateral trade flow data by countries available in the FAOSTAT databank. In our
case the quality of country specific data caused some hindrance while modelling. In some cases,
there were quite large differences in quantities and values of the import and export countries” re-
ported values for bilateral trade, i.e. imports to country A from country B did not match with the
respective exports from country B to country A. In these cases we used the flow of larger volume and
value to represent the bilateral trade. Although we could have removed countries for which data was
not with highest quality, we decided that we are willing to accept this trade of in quality to gain more
coverage over the different countries. The coverage of all the countries in FAQ’s database is one key
strengths of these models. We can use the models to predict trade flows for almost any country in
the world. Even though the predictions in some bilateral partners is more uncertain than some other
is this gives good option to analyse “what if scenarios” and possible new markets.

For technical point of view the computational requirements for some of the tested machine
learning models were quite large. Even our model and dataset were not so huge. This might be partly
resulting from poor implementation or that the method does not suit this kind of data well. Although
the best machine learning methods were fast and consistent.

The choice of explanatory variables was based on the previous studies modelling the demand
and trade of coniferous sawnwood. We also assumed that the trade of sawnwood is similar process
between all the countries in the data. A part of the predictive power of the model results from the
dynamics of the model. Some lagged variables were strong explanatory, e.g. previous bilateral traded
quantity. These give interesting insight to dynamics of trading. It seems that the trading between
established partners is more stable than with new partners.

To improve the models a disaggregated trade flow data would be needed. The FAO data for co-
niferous sawnwood is highly aggregated, and the product group includes various products of differ-
ent values. Also data about end-uses of coniferous sawnwood in different countries would improve
the quality of models. However, information and research is missing on the end uses of sawnwood.

In applying the model in practical analysis, it is important to update the models when new data
is available. In formulating of future views, additional expert knowledge is needed to assess the ef-
fects of possible changes in the operation environment on the sawnwood markets. These changes
may be related, for example to trade- or other policies and to unpredictable fluctuations in the eco-
nomic developments. The changes may affect sawnwood markets also at a very short term, in some
months ahead. In further studies, it would be necessary to try formulate models basing on monthly
data, which could be available at least for certain countries.

This study revealed some dynamics of global trade flows of sawnwood. It also demonstrated that
machine learning method could be used as practical way to do predictive analysis in this field. The
resulting models can be used to support expert opinion and develop “what if analyses”. The variables
used as explanatory variables form a set of variables which are reasonably easily available to these
models to be practical to use.
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