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Hardwood Lumber Prices So ngh‘7
Will They Remain High?

Hardwood lumber prices have increased
over the last 18 months because the hard-
wood sawmilling industzry has been un-
able to increase production fast enough to
satisfy the increasing demands of hard-
wood users. It is a simple matter of de-
mand and supply. But how extensive is
this increase in demand and why hasn't
the sawmilling industry responded to in-
creasing lumber prices by increasing pro-
duction?

Changes in Hardwood
Lumber Demand

Although insufficient data makes it
difficult to estimate changes in demand
for hardwood lumber gver the last 12

months, we do know that the Carolina/
Virginia case goods industry appears to
have slightly increased production over
the last 12 months and employment in
kitchen cabinet plants increased by 7
percent between November 1991 and
November 1992, Also exports of hard-
wood Iumber are up 7 percent over 1991
levels and flooring production is at the
highest level since the resurgence of this
industry in the early 1980°s.

The increased domestic demand for
hardwood lumber over the last 12 months
hascome not only from increased produc-
tion of case goods, cabinets, and flooring,
but also from the desire of firms in these
industries to build lnmber inventories.

This desire to build inventories has a
dramatic effect on demand and price. Ina
given yeat, the combined lumber use of
the furniture, kitchen cabinet, flooring,
and millwork industries is at least 4 bil-
lion board feet. An increase of one addi-
tional month of lumber inventory by these
industries translates into demand for an
additional 333 million board feet of um-~

T.

Changingtechnology at secondary pro-
cessing plants has influenced hardwood
tumber prices. An analysis of Hardwood
Market Report prices over the last 12
months indicates that grades 2A and 3A
Iumber generally hasbeen increasing ata
fasterrate than grade 1C and better (Table

Table 1. Changes in Appalachian hardwood lumber prices between January 1992 and January 1993  for major species and grades.
Source: Hardwood Market Report, Memphis, TN

Red Oak

Hard Maplsem

$1065

Yellow-Poplar
$576

$510
i $280 P
e T
i i
e 5
1 135+ :
1 18%+
Pms+ 1
remuim $mb $mb! b
tSmbt {$fmbf) {$/mbh) ($/mbf)

24 PALLET ENTERPRISE




1). A major reason why secondary pro-
cessors have been willing 1o pay rela-
tively more for lower grade lumber is that
improved technology has allowed greater
yiclds from this material. Secondary pro-
cessors who formerly utilized grade 1C
lumber are now utilizing more grade 2A,
while processors formerly using grade 2A
Fumber are now using grade 3A. Because
oftheincreasein low-grade lumber prices,
hardwood sawmills are sawing more cants
into boards.

An additional factor that has affected
low-grade fomber demand is increased
demand for railroad ties; this increase
began in 1991 and apparently is continu-
ing. Because tiesare produced from boxed
hearts, tie demand affects the lower grade
more than the higher grade lumber mar-
ket.

Changes in Hardwood
Laumber Supply

There ate several reasons whythe hard-
wood sawmilling industry has not in-
creased production quickly enough to
alleviate the current demand/supply im-
balance. Thesereasons differamong mills
butincludea lack of operating capital, the
desire to maintain a relatively constant
rate of production, and an inabilify to
secure adequatelog supplies. Even though
the log supply issue will be discussed last,
it is a major factor affecting the current
demand/supply imbalance.

Capital availability is a probiem facing
many U.S. businesses. This problem is
the result of more conservative bank lend-
ing practices following the savings and
loan crisis. Unfortunately sawmilis need
operating capital to purchase timber and
1o make improvements. Overcapitaliza-
tion of many mills prior to the recession
combined with the reluctance of some
banks to lend money to lumbermen has
caused the sawmilling industry to be es-
pecially hard hit by the current credit
cronch, The lack of credit along with
higher timber prices seems to be the ma-
jor reason why the many part-time and
portable sawmills have not responded to
increases in lumber price.

Many of the larger mills that survived
the recession are not eager to increase
production even though hardwood lum-
ber prices are at an all-time high. Many
mills have a longstanding tradition of
keeping production reiatively constani
for various reasons. Some mills maintain
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refatively constant production to remain
inbalance with their stumpage holding or
local log supplies. Other milis believe
that quality control and long-term profits
will decrease if production is increased.
Still other mills believe they have inad-
equate supplies of labor to increase pro-
duction or that prices will drop as scon as
production is increased.

‘The inability of many hardwood saw-
mills to secure adequate log supplies is
one of the most pressing issues facing the
hardwood sawmilling industrytoday. One
reason for the lack of log suppics is the
continuing wet conditions that have ex-
isted in the eastern Untied States over the
last 12 months. However, there are sev-
eral additional factors affecting log sup-
ply, including increased timber demard
by other industries, increased cost of log-
ging and fewer loggers, and reduced tim-
ber supplies.

In the last 20 vears, hardwood timber
use by the pulp, paper, and composite
products industries has increased by 88
percent. Nearly 70 percent of the hard-
wood timber consumed by these indus-
tries is in the South-Central and South
Atlantic regions. Some of the timber be-
ingusedin the southern pulpand compos-
iteindustry islower quality sawlogs. There
alsohasbeenanincreased useof sweetgum
and yellow-poplar sawlogs by the south-
ern plywood industry. The result of in-
creased imber demandshy the pulp, com-
posite, and plywood industries in the South
isdecreased supplies of hardwood sawlogs
to southern hardwood sawmills. These
‘reduced supplies have especially affected
industrial sawmills that cater tothe floor-
ing, pallet, and railroad tie industries.

In many hardwood regions there has
been a lack of available loggers. Again,
there are several reasons for this shortage,
including the difficulty of the job, the lack
of capital, and an increased need for
loggercertification and training. Logging
isdangerous, difficult,a nd dirty work that
does not always pay well. The loggers
who are currently working find it neces-
saty to purchase increasingly expensive
equipment. Environmental regulations are
making logging more difficult, and more
loggers are being required to become
certified and take mandatory courses in
safety and logging practices.

In recent years, institutional changes
have reduced both the amount of timber-
land commercially available and the

amount of timber that can be harvested
economically. These changes especially
affect national Forests and other public
lands. Included in these changes are in-
creased acreage in wilderness areas, re-
duced uss of clearcutting, and fewer be-
low-cost timber sales on National For-
€sts.

Institutional changes that affect both
timber sales on public and private lands
are increased environmental regulations
related to logging in wetlands, riparian
zones, areas of step terrain, and other
areas considered environmentally unique
or fragile. It is difficult to assess the true
impact of environmeatal legislation- on
hardwood timber supply. However, envi-
ronmental legislation has increased the
cost of logging onboth public and private
lands, affecting the delivery price of both -
sawlogs and pulpwood.
Y

The Future

Hardwood demand, supply, and price
have always been cyclical. Lumber pro-
duction eventually will increase as new
mills come on-line and existing mills
increase production. Lumber inventories
will increase at distribution yards and at
secondary processing plants, Users of
hardwood lumber already have begun fo
examine substitute materials such as me-
dinm-density fiberboard or softwood ium-
ber. Loggers will be more efficient, and
private landholders wili become more
willing to part with their timber if stemp-
age prices remain high, All this means
that hardwood lumber prices are going to
decrease, Given the dramatic increases in
price in the last year, the subsequent
decreases stand a chance of being equally
as dramatic. However, reduced timber
supplies combined with increased de-
mand for iower grade lumber and timber
will mean that relative prices of lower
grade hardwood lumber probably will not
return to the relatively low level that
existed prior to 1991, |

Reprinted by permission of Pallet Enter-
prise, Industrial Reporting, Inc., 1893-
D1 Billingsgate Circle, Richmond, VA
23233-4239; 804/740-1567; Fax: 804/
740-2826.



Current Trends in the Price and
Availability of Pallet Lumber

William Luppold, USDA Forest Service, Princeton, West Virginia .

etween December 1985 and

December 1987, the overall price

of hardwood lumber increased
by more than 14 percent after adjusting
for inflation. The greatest increase was
for the oaks; the price of 2C red oak
increased by 41 percent. Even the price
of 2C yellow-poplar increased by 8 per-
cent. The only major group of species
that showed little or no price increase was
gum.

Because hardwood lumber and pailet
production vary greatly from region to
region, some paliet manufacturers have
not experienced as severe a shortage as
others. Also the apparent cause of the
shortage is not universal across regions.
However, the current shortage and higher
prices of hardwood lumber have been a
bigger problem for a greater proportion
of the industry for a more prolonged
period than in the past.

Here I will discuss the reasons for the
current price and supply trends in the
lower grade hardwood lumber market
and discuss what changes the future may
bring. However, to understand what is
currently happening, a short discussion
of the past is in order.

A Historical Overview

Today the pallet industry is the largest
user of hardwood lumber and is the major
market for lower grade lumber and logs
(Fig. 1). However, 25 years ago, the
pallet and container industry only con-
sumed about 20 percent of the hardwood
lumber produced. What is now consid-
ered pallet material was also in strong
demand for flooring, rural construction,
dunnage, and miscellaneous industrial
products.

During the 196(s, the pallet industry
expended rapidly. This expansion coin-
cided with a rapid decline in hardwood
flooring demand (Fig. 2). Technological
changes also slowly reduced the use of
hardwood lumber for construction, dun-

nage, and industrial uses. The large vol-
umes of low-grade oak that had been used
by the flooring industry found a new
market in the pallet industry. The oak
pallet became the benchmark product of
the industry. Lower grade lumber of
other species was alse in ample supply
for paliet manufacturers who sold non-
oak paliets.

Except for periodic shortages due to
rapid increases in pallet demand in some
regions, the availability of hardwood
materials was not a prolonged concem
for most pallet manufacturers. During
the spot shortages, the pallet industry
reduced lumber off-fall, reduced lumber
use per pallet, increased transformation
of low-grade logs into pallet lumber, and
increased usage of softwood materials.
‘Fhe long-term result of the periodic short-

ages combined with market competition
was the evolution of the pallet constructed
primarily from full-dimensioned, air-dried
oak, to a product that could be constructed
from green materials of nearly any spe-
cies or dimension.

The Changing 80’s

The 1980’s were ushered in with 3
strajght years of declining pallet produc-
tion.”Raw material was not a problem for
most manufacturers, The supply of pal-
lets, cants, and lumber was greatly en-
hanced by relatively good markets for
exports and solid furniture and the rela-
tively poor market for railroad ties. There
were ample supplies of lower grade ma-
terial as 1C and better subsidized the
price of pailet lum-
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hardwood product and especially furni-
ture, cabinets, and flooring. The produc-
tioncapacity of the recession-based lumber
industry was insufficient to meet the rapid
increase in demand. Prices increased for
nearly every species and grade of hard-
wood lumber. Although themarketcooled
rapidly in the summer of 1984, the slow-
down was short-lived and prices started
to climb again in 1986,

The Post - 1986 Market

What makes the post-1986 hardwood
lumber market different from past mar-
kets is the strong demand for alt grades of
appearance lumber (oak, ash, cherry, etc.)
but a relatively weak demand for 1C and
better lumber of other species that are in
ample biological supply. This market
has increased not only the prices paid for
oak lumber but also the concentration on
a few “hot" species.

The hardwood industry’s concentra-
tion on a few species and grades is not
new; prade hardwood mills have never
been in business to produce pallet lum-
ber. However, the degree to which the
hardwood industry has concentrated on a

ing a period of
stronger pallet demand.

Anyone who is remotely familiar with
the hardwood industry is used o seeing
the boom and burst cycles. The normal
reaction to these cycles is that after the
current market for oak, cherry, and ash is
over, things will revert to normal. Lum-
ber will then be available at relatively
lower prices. Although this expectation
may have been true historically, there are
some fundamental forces that may make
it less true today.

A Changing Market

In the last 20 years, pallet producers
have paid relatively low prices for hard-
wood lumber and cants because the sup-
ply of pallet materials has exceeded
demand. Today the demand for material
by pallet manufacturers is greater than
ever. There is also a strong demand for
low-grade lumber in the more important
species by cabinet, flooring, and even
furniture manufacturers. This strength in
demand has occurred when there is re-
duced incentive to supply lower grade
material. The obvious result is higher
prices.

Current trends do not indicate any
immediate relief from the demand and
supply squeeze. Currently there is a
growing number of prime consumers - 25
to 44 year olds. The aumber of people in
this age group will remain high until the
endof thecentury. This population growth
coupled with the increased desire for
wood flooring, cabinets, furniture, and
millwork will cause prices of the lumber

used in these products to remain high.

Furthermore, one could expect to see in-
creased use of species such as poplar and
sap gum if prices of oak, cherry, ash and
maple stay relatively high,

Continued economic growth, whether
strong or moderate, will at some time
result in an increase in railroad tie de-
mand. There is also increased research -
into the use of hardwood materiais for the

. construction of bridges and other con-
‘struction, These changes only point to a
future decrease in the supply of hard-
wood material for the pallet industry.

The pallet industry will react to higher
prices through better and more direct
utilization of low-grade logs and betier
pallet design, and some of the demand
pressures should decrease. However, one
can still expect the supply of lower grade
lumber to be tighter in the future than it
has been in the past.

Reprinted with permission
from the JulylAugust 1988
Pallet Enterprise.



