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Log prices crash

In-market prices for logs in China, our largest export market, have dropped
significantly in recent weeks. While some softening of prices is not unusual at
this time of the year the scale of the correction was unexpected. The drop in
pricing will make the harvest of some woodlots unprofitable. Harvest activity in
New Zealand is being slowed with some harvesting crews being laid off.

The price of an A-grade log landed in China has fallen from US$130/JASm3 in
early June to approximately US$105/JASm3. The current price level is difficult
to quantify as the market has been moving rapidly downwards and in this
environment buyers are unwilling to commit to pricing. While some exporters
are optimistic that the bottom in the market may have already been reached
this seems unlikely given the quantity of logs sitting on wharves in China is
expected to increase.

There are a number of ships currently on the water, destined for China carrying
logs without letters of credit. Sales are typically negotiated on a CRF basis
where the buyer is responsible for the freight costs. This means for a portion of
the logs on the water the sales process has not been completed.

A substantial improvement in prices is not likely to occur in the short-term and
it may take six months for a marked lift in price, as existing stocks need to be
worked through and buyer confidence needs to rebuild.

Figure 1. Pinus radiata log price (A grade in-market)
175 -

150 -

USS$/IJASM?3
i
N
al
L

[y

o

o
I

75 1

50 T T T T T T T T T T
09 10 11 12 13 14 15 16 17 18 19

Source: AgriHQ, ANZ Research

Over supply driver of lower prices

A lift in the supply of logs and lumber into China relative to current demand is
the main reason why log prices have corrected. Underlying demand still
appears to be steady with logs moving from the wharves at normal rates. It is
typical to see usage of logs decrease at this time of the year as construction
activity slows during the hot summer months.

What is different this year is the quantity of logs that have been imported into
China in recent months is more than normal. New Zealand has steadily
increased its share of the China log market in recent years to become the
largest supplier of logs to China. New Zealand held 27% of the market in 2018,
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while Russia has at the same time decreased its market share to 16%. Other
major suppliers of logs to China include Australia and the Pacific North West
(Canada and United States).

China’s total log imports during the first quarter were on-par with last year. But
New Zealand exports this year to date have increased by 22%.

Figure 2. New Zealand log exports to China by volume
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An extra 1.35 million m3 of logs were exported from New Zealand during the first
five months of 2019. This is equivalent to about one additional month worth of
supply. China’s demand for logs has been growing recently but some of the
previous demand for New Zealand logs has come at the expense of other
markets where market share is decreasing.

Figure 3. New Zealand log exports to China - cumulative volumes
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More logs on wharves

The quantity of logs sitting on wharves in China has lifted to about twice the
normal level. However this in itself is not unusual for this time of the year. In
summer the uptake of logs is lower than normal therefore logs stocks tend to
build. At present the quantity of logs on wharves in China equates to about 40
days usage. This figure is likely to grow due to the quantity of logs that are
currently on the water.

The volume of logs exported in June is estimated to be similar to that exported in
May meaning stocks will continue to build as uptake from wharves in July is
typically low.



The strong supply of logs from New Zealand has been supplemented by
additional supply from South America. It is only feasible to ship logs from
Uruguay to China when prices are strong. Therefore once the current shipments
are landed this supply is expected to be shut off. The volume of logs and lumber
coming in from Russia and lumber from Europe are not likely to slow.

China’s belt and road initiative has opened up rail links between China, Russia
and eastern Europe. Freight on the return trip back into China is typically very
low as more goods are transported in the opposite direction. It is primarily
lumber rather than logs that are coming in from eastern Europe. The price of
lumber is typically more expensive than raw logs.

The quantity of lumber being imported by China hasn’t changed markedly in the
past couple of years, albeit there are siginificant seasonal fluctutations. The price
of imported lumber has however been trending down for at least the past 12
months. Lumber prices have eased by 15-30% during this time period.

The lower prices are partially a function of cheaper lumber being available out of
Europe. Infestations of bark bettle in many European forests mean spruce trees
are being felled to stop the infestation spreading. This felling isn't being driven by
market returns therefore obtaining a decent return for this timber is not a
priority.

A slowing in construction in China has been a risk for some time. This has been
heightened recently as China’s economic growth slows and the impact of the
current trade wars take a toll on confidence levels in its financial markets. Any
slowing in building appetite from private sector has thus far been offset by
ongoing investment in government infrastucture developments. The fiscal
stimulus provided by the government has been reliable to date. While the risk of
a structural slowing in construction activity can’t be overlooked, at present it is
the extra supply that is primarily responsible for the correction in the price of
imported logs.

While the weaker lumber prices are having some bearing on log prices, the
primary driver of the current downturn is the over supply situation in the log
market.

Harvesting activity slowing

Harvesting activity is slowing in New Zealand as a result of the lower returns.
Some harvesting crews have been laid off while others are having restrictions on
volume placed on them. The drop in harvesting is expected to primarily occur in
the smaller woodlots due to the one-off nature of this revenue. The larger forest
owners are more likely to continue harvesting as lower returns from the current
spot market will be offset in some cases by contracts already in place, and will be
more readily absorbed due to receiving continuous revenue from harvesting. The
risk of disrupting harvesting activity and associated costs also need to be taken
into consideration. Therefore a reduction in felling rates in the range of 10-15%
in the coming months appears feasible. Any slowing of felling activity will help
the oversupply situation and therefore will assist the China market to recover, or
at the least reduce further price falls.

Limited alternative markets

Diverting a portion of the logs destined for China to other markets would also be
beneficial. The quantity of raw logs exported to markets other than China has
fallen away in recent years. This is primarily due to these markets not being able
to match the prices being offered by Chinese buyers.
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Figure 4. New Zealand log exports by destination
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The drop in pricing may now help other markets be more competitive. But it will
still be a challenge to divert a significant volume of logs into other markets given
that China currently accounts for approximately 80% of all the logs exported
from New Zealand. The fall in pricing will be beneficial for domestic mills who
have had to pay the equivalent of export prices to obtain supply. The reduction
in prices should allow these timber processors to regain some margins and we
may see a small increase in demand for raw logs from mills. At present the
export market accounts for over half of the logs felled in New Zealand.

Harvesting crews and small woodlot owners who are fully exposed to the current
movement in the log price are wearing the brunt of the impact thus far. The
appetite for further investment in forestry ventures may wan for those ventures
which the income streams rely on harvesting logs. Log returns have been
elevated for a number of years and it is often these figures which forecast log
returns are based on.
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Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
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This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.

ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.

ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they
or their customers may have or have had interests or long or short positions in the products or services described in this document, and
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barriers to control the flow of information between businesses within it and its Affiliates.

Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here
or request from your ANZ point of contact. If trading strategies or recommendations are included in this document, they are solely for the
information of ‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth).

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.

Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank
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European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK
Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority
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Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong
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