
 

Global Timber Market Highlights

As we begin the second quarter 
of 2021, there is no doubt that 
the COVID-19 pandemic has 
upended the global economy 
and all facets of society – and the 
virus will have long-lasting effects 
well after vaccines have been 
successfully administered around 
the world.  The wood products 
sector will be no exception.  

The pandemic has sparked or 
accelerated certain market trends 

during the last year – but the coronavirus is not the sole 
driving factor of the sector's performance.  Other important, 
but largely unrecognized economic forces also have been at 
play and they merit attention from timberland investors.  To 
acquire a better understanding of these forces, in this analysis 
we address several themes that have emerged during the past 
year – themes that could have a bearing on the behavior and 
performance of the timberland investment sector both in the 
near term and more distant future.

Chung-Hong Fu

Three prominent 
trends in the wood 
products market 
shaped the forest 
investment landscape 
during this past year.

Looking Back at 2020 and Forward to 2021 and Beyond
By Chung-Hong Fu, Ph.D., Managing Director of Economic Research 
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Looking Back at 2020

Three prominent trends in the wood products market shaped 
the forest investment landscape during this past year.

COVID-19 Accelerated Home 
Construction and Lifted Lumber Markets

When state and municipal governments across the United 
States instituted lockdowns in the early spring of 2020, home 
sales plunged.  However, to the surprise of some economists, 
the housing market rebounded in June after shelter-in-place 
restrictions eased across many parts of the country.  As it turned 
out, the pandemic led many to explore options for leaving large 
cities for the suburbs and 
smaller, rural towns where 
they could buy single-family 
homes and larger homes 
in less densely populated 
areas.  This behavior, in 
many cases, appears to have 
been driven by a desire to 
better accommodate remote 
work and virtual schooling.  
Meanwhile, record low 
mortgage rates, which 
hovered around 2.70 percent, incentivized many to make 
the shift.  As a result, despite the spring drop-off, U.S. home 
sales rose to their highest level in 14 years in 2020.  A total 
of 5.64 million existing homes were sold.  This represented 
a 5.6-percent increase over 2019.

Interestingly, the supply of homes available for purchase 
did not keep up with this rising demand.  The persistent 
coronavirus spread led many potential home sellers to delay, 
or indefinitely postpone, putting their homes on the market.  
Consequently, there were just 1.07 million homes for sale in 
the U.S. at the end of December 2020, which was equivalent 
to about 1.9-months of supply given the pace of home sales 
for that period.   To lend some perspective on just how tight 
the housing market had become as of that time, and largely 
remains as of this writing, a normal housing market has about 
a six-month supply of homes available for purchase.  
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With demand from home construction rising and mills 
experiencing constraints on their ability to fully meet that 
demand, lumber prices soared to record levels in the second 
half of 2020.  In fact, lumber prices, as measured by Random 
Length’s Structural Lumber Composite Price, finished 2020 at 
$874 per thousand board feet (mbf), well above the previous 
record high of $582 observed in the summer of 2018.

The market momentum seen last year is expected to carry 
forward in 2021.  Economic fundamentals support continued 
strength in residential construction.  These include: (1) 
historically low interest rates; (2) increased levels of disposable 
income, which has been aided by renewed fiscal stimulus by 
the government; and (3) a demographic tailwind caused by 
the "Millennial Generation" (those born 1981 through 1996 
and the largest generational cohort since the Baby Boomers) 
entering the "home-buying years."  FEA, a forecasting group, 
predicts that these factors will help increase softwood lumber 
consumption in the U.S. to 55 billion board feet this year.  This 
would represent a 6.9-percent increase over 2020.

As the availability of existing homes dwindled over the course 
of last year, more home buyers turned their attention to 
purchasing newly built homes.  Sales of new, single-family 
dwellings surged in the second half of 2020.  By December, 
sales reached a seasonally adjusted annual rate of 842,000, 
an 18.8-percent increase over the prior year's levels.  This 
encouraged home builders and developers to initiate even 
more construction.  By the close of 2020, housing starts had 
risen to 1.38 million, a seven percent increase compared to 
2019.  Furthermore, this increase occurred despite the major 
slowdown in April and May of 2020, when the pandemic-
initiated lockdowns were at their most restrictive levels.  In 
addition, the strong recovery in residential construction was 
not limited to new homes.  The stay-at-home restrictions 
created by the pandemic increased interest among home 
buyers in launching home renovations and expansions.

When viewed in conjunction with each other, the increases 
in new home building, combined with the increased rates of 
home repair and remodeling, pushed lumber demand well 
above what North American sawmills were able to supply.  
This was because more than two billion board feet of sawmill 
capacity shut down in Canada and the Pacific Northwest in 
2019 – a response to weak lumber markets.  As a result, when 
lumber demand vaulted to levels not seen since before the 
Great Recession, there was insufficient sawmill capacity to 
address it.  Furthermore, many lumber producers found it 
difficult to hire and retain skilled and unskilled workers for 
their facilities because of the pandemic.  This also meant a 
number of mills were forced to run well below capacity.

The persistent coronavirus spread led 
many potential home sellers to delay, 
or indefinitely postpone, putting their 
homes on the market. 
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in the region in the years ahead.  By some estimates, the South 
could add another 2.6 billion board feet of capacity by 2025.  
This would increase regional lumber capacity by another 11 
percent.  Timberland owners in the South stand to benefit as 
they supply the sawlogs these mills need to produce lumber.

Lumber from the European Union Helps 
Fill the Gap Left by Canada

Canada is not the sole trade partner of the United States when 
it comes to wood products.  Overseas imports also play an 
important role in U.S. lumber markets – and last year was no 
exception as some important developments occurred with a 
key trading partner: the European Union (EU).  

Record lumber prices in the U.S. provided an opening for 
certain countries in the European Union, like Germany, to 
dramatically accelerate shipments of softwood lumber to the 
Eastern Seaboard of the United States.  The flood of lumber 
from Europe was due, in large part, to a spruce bark beetle 
epidemic and a series of violent windstorms, which killed large 
portions of the spruce forests that are found across Central and 
Eastern Europe.  The working forests of Germany, Austria and 
the Czech Republic were among the most heavily impacted 
by these two natural events and salvage operations conducted 
on sites that experienced significant wind and beetle damage 
created a plentiful supply of cheap softwood logs for European 
mills to process into lumber.  As a result of this expanding 

U.S. South Cements its Position as the 
Leading Lumber Supplier

After years of quietly adding capacity, 2020 may be remembered 
as the breakout year for the U.S. South in terms of lumber 
market share.  When lumber consumption followed the housing 
sector’s recovery in the latter half of 2020, the U.S. Pacific 
Northwest and Canada were both hampered by the lack of 
investment in new lumber manufacturing capacity in the 
regions – a trend that developed over the prior decade.  In 
contrast, more than $3 billion in new capital investments 
were made by lumber producers in the U.S. South during 
this period.  These investments added 4.7 billion board feet of 
lumber capacity to the region between 2015 and 2020.  This 
represented a 25 percent increase in total regional capacity.  
When demand surpassed expectations, as it did during the 
depths of the coronavirus pandemic in 2020, only the U.S. South 
was able to respond with increased output.  As a consequence, 
its share of the North American softwood lumber market 
reached 35 percent last year.  This marked its highest share 
on record and represented a significant increase over the 29 
percent share held during the Global Financial Crisis in 2010.

From a strategic business standpoint, lumber companies like 
Canfor, West Fraser and Interfor added sawmill capacity in the 
South because the region offered a plentiful supply of wood 
fiber. Furthermore, this softwood timber cost less to access 
than did timber in the Pacific Northwest and Canada.  Looking 
ahead, this competitive advantage is expected to continue, 
which will lead to additional investments in sawmill capacity 
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In December 2020, the benchmark price for northern bleached 
softwood kraft (NBSK) pulp reached $875 per ton, a four-
percent increase from the previous quarter and a seven- 
percent increase from levels seen during the same period the 
prior year.  Through January of this year, many softwood pulp 
grades were experiencing additional price increases of $100+ 
per ton in China.  Part of this has been due to the weakening 
of the U.S. dollar.  Another key factor, however, is China itself.  
As a leading exporter of finished goods, and having the world's 
largest population of middle-class consumers, China accounts 
for 35-to-40 percent of world demand for wood pulp.  When 
China’s economy quickly recovered to pre-pandemic levels, its 
factories needed paperboard to package exports and Chinese 
consumers needed tissue to meet the hygiene practices of a 
virus-exposed environment.

While China is a major driver of pulp dynamics globally, it is 
not the sole driver.  Western economies, such as the U.S., have 
experienced surging e-commerce during the pandemic.  Over 
the fourth quarter of 2020, U.S. containerboard production 
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supply, over the last three years, lumber producers in the EU 
have been accelerating output and expanding export of their 
products to the United States.  However, 2020 was unique in 
one significant way.  Recognizing the voracious demand for 
lumber that had developed in the U.S., European producers 
filled the gap created by the reduction in Canadian imports 
(see trend #1 above) and exported nearly 4.7 million cubic 
meters (~2.1 billion board feet) of softwood lumber into the 
United States.  This export volume was about 40 percent higher 
than during the previous year and it marked the highest level 
in 15 years.

In effect, Europe serves as a “pressure release valve” for U.S. 
lumber markets by helping to keep product shortages from 
worsening.  From a timberland investor’s perspective, spruce 
lumber imported from the EU is more of a direct substitute 
for the spruce-pine-fir (SPF) lumber produced by mills in the 
Pacific Northwest and Canada.  As such, it generally does not 
directly wrest market share away from mills in the U.S. South 
that produce southern yellow pine (SYP) lumber.  If lumber 
markets in the U.S. remain strong through 2021, TIR expects 
to see increased volumes of European lumber arriving in the 
regional markets of the eastern United States.  However, over 
the longer term, the salvage volumes being generated by the 
European spruce forests will be depleted and this could cause 
trade patterns to reverse.  In other words, in five years’ time, 
the U.S. could be shipping lumber to the EU to fill its wood 
deficit, not the other way around.  

Having seen what transpired last year, what do we expect to 
occur in the year ahead?

Looking Forward to 2021 and Beyond…

Packaging and Tissue Demand (and 
China) will Drive a Recovery in Pulp

After an extended period of poor pricing through 2019 and 
much of 2020, global pulp markets have turned the corner.  
This year could be exceptional for pulp producers because 
of strong demand for packaging and tissue products across 
the world.  If so, TIR expects pulpwood demand to increase 
markedly in the U.S. South.  This is because the region is the 
world’s leading producer of virgin softwood pulp, which is the 
key ingredient used to manufacture paper-based packaging 
and tissue products.
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rose 4.3 percent from the previous quarter and was 2.5 percent 
higher than during the same period the prior year.  This 
momentum is expected to continue into 2021.  Another 
fundamental shift in consumer behavior that will support 
wood pulp demand is the global transition that is underway 
from single-use plastics.  Paper-based products, like drink and 
food containers, are often the most economical substitutes 
for many types of plastic packaging.  Bans against single-use 
plastics already have been implemented in Canada, China and 
Europe – and the trend also is being seen in a growing number 
of states and municipalities in the United States.  Over time, 
replacing single-use plastics with paper and paperboard-based 
products will support increasing demand for softwood pulp.

Despite the seemingly rosy outlook for the pulp and paper 
sector, not all end-use markets for pulp are growing.  Demand 
for printing and writing papers were hit hard by the lockdowns 
and shelter-in-place curbs that accompanied the pandemic.  For 
example, according to the American Forest & Paper Association 
(AF&PA), U.S. shipments of printing and writing papers were 26 
percent lower in December 2020 than they were in December 
2019.  This means many pulp and paper mills in North America 
are considering conversions.  Instead of making graphic papers, 
like copier and writing paper products, some mills are being 
converted to produce containerboard or tissue.  Equity analysts 
speculate, for instance, that Packaging Corporation of America 
could announce a conversion of its Jackson, Alabama mill in 
the near future.  Likewise, other paper manufacturers, like 
Cascades, Inc., and Domtar Corp., are believed to be considering 
similar moves.  In the end, these conversions will work to the 
benefit of timberland owners whose forest holdings are in close 
proximity to pulp and paper mills.  When mills make profitable 
pulp and paper products, markets for pulpwood that surround 
such mills usually remain strong and healthy.

Brighter Outlook for Northern Hardwoods 

Softwood assets located in the U.S. South and the U.S. 
Pacific Northwest attract the lion’s share of the attention 
from timberland investors and their TIMO managers, but 
hardwood timberland markets and the wood they produce in 
the Northeast and the Lake States also play an important role 
in the economy.  Hardwood lumber grown in the forests of 
these regions is used in a wide variety of high-value consumer 
products, including furniture, kitchen cabinets, flooring, doors 
and window frames.  Through much of last year, hardwood 
prices in both the Northeast and Lake States languished – hurt 
by the economic slowdown created by the pandemic.  However, 
TIR believes the stage is set for northern hardwood markets to 
experience a turnaround in 2021.

The largest source of demand for Northern hardwoods is home 
remodeling and improvement.  As more homeowners initiate 
home improvement projects, sales of hardwood lumber have been 
rising since the end of 2020.  For instance, the Kitchen Cabinet 
Manufacturer’s Association (KCMA) reported that December 
sales were up 11.6 percent compared to the same period 12 
months earlier.  Furthermore, sales for the full year were up 2.0 
percent.  Similarly, Smith Leonard, an accounting and consulting 
group, reported in their Furniture Insights survey that new orders 
received by furniture manufacturers for November 2020 were 
17 percent higher than during November 2019.

We believe the rising momentum for hardwood products will 
continue in 2021, sustained by a strong home remodeling market.  
Large pent-up demand remains for home improvements and 
home expansions after a decade of under building.  The average 
home in the United States is about 42 years old.  This means half 
of the homes in the U.S. were built in the late 1970s or earlier.  
The average size of living spaces in homes built during that 
era is less than 1,800 square feet.  This means people who are 
unable to find and purchase larger homes are likely to explore 
expanding or upgrading their existing dwellings to meet their 
evolving needs for living space – and in a post-pandemic world, 
perhaps working space, as well.
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Stumpage Price of Softwood Sawtimber
Southern Pine (South) and Douglas Fir (Pacific Northwest)
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Low interest rates and an improving economy should boost 
hardwood demand further.  Harvard University’s Joint 
Center for Housing Studies (JCHS) forecasts that U.S. home 
renovation and repair expenditures, as measured by their 
Leading Indicator of Remodeling Activity, should increase 
by 3.8 percent on an annualized basis by the end of 2021.  
Similarly, the consulting firm FEA projects a 3.6 percent 
increase.  This could result in significant improvements in 
sawlog demand and pricing in the hardwood markets of the 
Northeast and Lake States.

Softwood Price Gap Between Pacific 
Northwest and South Could Narrow

Back in the early 2000s, average prices for Douglas-fir, the 
bellwether timber species in the U.S. Pacific Northwest, were 13 
percent higher than those for southern yellow pine.  Following 
the Global Financial Crisis of 2008, the sawtimber markets 
of the Pacific Northwest and the U.S. South diverged.  The 
Pacific Northwest's Asian export markets, and particularly 
the market with China, were strong while the markets of the 
South, which were and remain far more dependent upon 
domestic demand, were weaker on a relative basis.   At the 
peak of the market in 2018, Douglas-fir sawlogs were selling 
at an astonishing premium of 171 percent to southern pine 
sawlogs (see chart below).

However, whenever such market disparities develop, economic 
forces are usually unleashed to return conditions to a state of 
equilibrium.  TIR believes that for 2021 and beyond, the sawlog 
price gap between the Pacific Northwest and the South will begin 
to narrow and move back toward an eventual convergence.  The 
basis for this forecast is as follows.  

The South is poised to see a significant surge in lumber output 
in 2021, which will begin to put pressure on the region's 
timber resources.  As vaccines for COVID-19 are more widely 
distributed, sawmills in the South will be in a better position 
to hire and retain enough workers to add shifts and extend 
overtime – both things mills in the region were challenged to 
do during the height of the pandemic in 2020.  This will allow 
lumber producers to better leverage the significant capital 
investments they have made in mills in the region over the past 
several years (see looking-back trend #2).  Regional lumber 
output is expected to increase by 1 billion board feet, or five 
percent, which will raise sawtimber demand by an equivalent 
amount.  At that level of harvest, there will be the equivalent 
of 16 years of pine sawtimber inventory standing in the South, 
the lowest level since 2008 when southern pine reached price 
parity with Douglas-fir.  Many industry analysts believe 15 
years of inventory reflects a balanced market.  This suggests 
that sawtimber prices in the South should begin to recover in 
2021 after being depressed for the last decade.  Rising timber 
prices work to the benefit of timberland investors in two ways.  
First, income tends to rise from timber harvests.  Secondly, 
higher prices often translate to higher timberland values, which 
generates capital gains for a timberland portfolio. 
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