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International markets — a review

Paul Nicholls

Abstract

This paper reviews both the supply and demand
outlook for New Zealand logs focusing on the
international markets. Since China entered the log
buying market in a sustained manner in 2006/07, the
dynamics of the international log markets have changed
dramatically. This has coincided with a change in the
Russian supply of logs and lumber. Looking forward 5-10
years the outlook is positive as the US housing market
recovers, China reduces its domestic supply of softwood
logs, and demand from India continues to increase. This
paper outlines some of those trends in more detail.

New Zealand log supply

Figure 1 shows that the total harvest in New Zealand
has risen steadily since 1990. Key changes in the harvest
have been noted on the graph highlighting the Asian
financial crisis in 1997/98, China’s entry into the log
markets in the early 2000s (a faltering start), followed
by the now sustained entry into the New Zealand log
export market commencing in 2006/07. At each of these
points the harvest changed quite rapidly, either up or
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down, and underlined how responsive the New Zealand
harvest is to changes in the international markets.

Figure 1 also illustrates that the domestic demand
over this period has been relatively flat, with only
one major change in demand around 2000. However,
it is worth noting that the data from the Ministry for
Primary Industries (MPI, 2017a, 2017b) aligns very well
for the total harvest with the Forest Levy Growers Trust
Board data (FGLTB, 2017). However, it does diverge
when compared to the domestic data from the FGTLB.
This discrepancy has not been resolved and does require
further work to evaluate.

Despite theissues with the volume sold domestically,
Figure 1 clearly shows that once China entered the
market in a sustained manner in 2006/07 the volume sold
into the international markets increased significantly.
Figure 2 is a forecast of the future New Zealand harvest
based on data from NEFD and the Ministry for Primary
Industries along with my own modelling. The main area
of difference with the NEFD forecasts is it incorporates
an estimate of the effect of having a higher level over
the last three years (compared to NEFD) and decreases
the future harvest accordingly.
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Figure 1: Total NZ harvest and volume supplied to domestic processors. Source: MPI, 2017a, 2017b
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The split between large forest owners (>10,000 ha)
and small forest owners (<10,000 ha) is a ‘best guess’
based on internal modelling and analysis. While the
graph shows a relatively even harvest over the next
15-20 years it will in fact fluctuate mainly due to
small forest owners attempting to maximise their net
revenue; if market conditions are positive small forest
owners will harvest as quickly as possible and conversely
reduce their harvest when adverse market conditions
eventuate. Larger forest owners will tend to maintain a
steady harvest regardless of market conditions in order
to maintain infrastructure and cash flows as well as
meet contractual obligations.

Regardless of those market-driven fluctuations, the
total harvest as shown in Figure 2 will probably range
between 30 and 32 million m? per year for the next 15—
20 years and will decline thereafter, assuming all other
factors remain the same. As Goulding (2005) described
in August 2005, there is no ‘wall of wood’ because
the current harvest level is probably within 5% of the
average annual harvest over the next 15-20 years.

International demand

Having defined the likely range of future harvest
volumes the question arises about the market demand
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for that harvest and, in particular, what do the
international markets look like for the surplus logs not
required for domestic processing?

Figure 3 shows the supply sources for softwood logs
and lumber into China in 2015. China imports logs and
lumber from over 40 countries, but New Zealand was
the largest supplier of logs followed closely by Russia.
While important suppliers, the US and Canada were less
than 40% of either the New Zealand or Russian supply.

This trend is continuing into the first half of
2016 and, as shown in Table 1, China is the dominant
destination market for New Zealand logs. Itis interesting
to note that New Zealand exports around 50% of its
harvest as logs — by far the largest amount for any
developed country.

Table 1: Share of NZ log exports by country — YTD 30 June 2016

Destination market | Market share % —YTD 30 June 2016
China 70%
South Korea 15%
India 10%
Japan 4%
Other 1%
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Figure 2: Historic and projected NZ harvest classified by small and large forest owners. Source: MPI, 2017a, 2017b; MPI internal forecast
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Figure 3: Wood flows into China for 2015

Outlook for demand from China

The health of the Chinese market is therefore essential
for New Zealand’s continued ability to sell the forecast
harvest volumes at least in the short term. The slowdown
in the Chinese economy is well documented, with GDP
expected to grow around 6.7% in 2016, down from
double digit growth five years ago. Many commentators
have seen this slowing Chinese economy as impacting the
developed western economies still recovering from the
global financial crisis of 2008 onwards. This is illustrated
in the cartoon shown in Figure 4.

The reality is that while the Chinese economy is
slowing down, and the construction sector is slowing
down even faster than this, China is still a large market
that requires imported logs to sustain its growth. It is
worth re-capping some of the key statistics about China
as a market. As Figure 5 illustrates, on a ‘like-for-like’
basis China has 32 cities greater than one million people
compared to the US’s 10 and India’s 17. On a density
per square mile basis South Korea followed by India and
China far exceed the relatively sparsely populated US. The
conclusion from these population statistics is that despite
slowing growth rates the population locations, size and
density create a robust demand for logs and log products.

This large underlying urban population has driven
the growth in log and log products since 2007 when
China re-entered the import market for those products
in a large and sustained way. The latest Chinese
5-Year Plan (the 13th since 1953 covering the period
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2016-2020) outlines the areas identified for continued
urbanisation, as shown in Figure 6.

This continued focus on urbanisation for which
timber is essential would by itself not be sufficient
to drive continued demand from New Zealand for its
logs and log products. As highlighted in Appendix 1
in a summary of the 13th 5-Year Plan under point 19,
China has also banned commercial deforestation of
natural forests. Figure 7 shows the decline of timber-
producing areas as recorded in China’s National Forest

THERE'S A NEW BEAR ON WALL STREET

Figure 4: Cartoon depicting the concern of a slowing Chinese
economy
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Figure 6: Areas identified for continued urbanisation

Inventory (NFI). The 8th NFI (WeiSheng Zeng et al.,
2015) covering the period 2009 to 2013 indicates a
slight recovery in the timber-producing areas, but this
is as a result of an increase in fast-growing hardwood
plantations in the southern part of China.

The northern provinces of Heilongjiang, Jilin
and Inner Mongolia shown in Figure 8 are mainly
natural softwood forests and so have been immediately
affected by the ban on commercial harvesting and
deforestation.

Area Density
Country m':fi:n} (million :";'m ':I'I:::fl (people /
- sq miles) sq mile)
USA 0.2 3.1 10 100
China 13 37 32 360
India 1.2 1.3 17 940
Korea 0.05 0.04 (] 1,300
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Russian sawn timber supply

However, the market in China for logs is also
influenced by the sawn timber imported from around
the world.

Figure 9 shows that China imports nearly twice
as much sawn timber from Russia compared to North
America, with the other supplier countries even smaller
again. Figure 10 shows that Russia continues to increase
the volume of sawn timber it exports to China.
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Figure 7: Declining productive areas of commercial forests.
Source: Zeng et al., 2015

There are questions about whether Russia is able
to increase sawn timber production any further and, if
so, if any increase is at the expense of its log exports
to China or if it is able to increase the total harvest
from its forests in Siberia and the Russian Far East.
Anecdotally, Russian producers in the Far East indicate
that the total harvest in both Siberia and the Russian Far

\

East is constrained by the infrastructure and unlikely
to expand any further. This would indicate that the
increase in sawn timber exports to China will reduce
the raw log export from Russia to China.

Conclusion

The supply from New Zealand’s commercial forests
is likely to remain fairly static between 30 to 32 million
m3 per year. About 50% of this production will be
processed locally and about 50% will be exported in raw
log form. Any changes in this proportion will in the long
run be driven by the economics of domestic processing.
China is the dominant market for log exports and will
most likely remain so for the next 5-10 years.

Even though the rate of growth in China is
slowing, and the rate of growth in the construction
sector is slowing at an even faster rate than the
general economy, there are a number of factors that
will maintain China as the largest importer of New
Zealand forest and forest products during this period.
These include the continuing requirement for forest
products to assist in the urbanisation and infrastructure
building, the expanding use of radiata as a component
of furniture making, and the continuing replacement of
New Zealand radiata pine for the domestic softwoods.
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Figure 8: Forest distribution in China based on data collected in the 8th NFI —the arrow shows the natural softwood forests affected by the

harvesting ban. Source: Zeng et al., 2015
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Figure 9: Sawn timber imports to China in 2016
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Figure 10: Russian monthly sawn timber exports to China. Source: Baranov et al., 2016
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