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TCA National Conference, 27-29 April 2007

Hardwood plantations and their markets

INTRODUCTION

The Australian plantation timber industry contintesmaze. Despite
opposition from many quarters on many differentiéss it is expanding and

making acceptable returns for its owners.

The subject of my paper is the hardwood sectoritarquerformance in the

international wood fibre market.
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About 2.5 million green tonnes of plantation-groaucalypt woodchip will be
exported to Japanese pulp and paper manufacthisngeat. At current prices,
that's worth about $250 million to Australia — go@Venue for a commodity
that critics insist is in oversupply. It's also woover $100 million to the ATO

in direct tax — again, not a bad result for a tagge!

| intend to focus on the market for Australian dyohwoodchip — its current
state, its prospects and the factors growers lmaddress as we take our
product to market. In conclusion | shall delivareaort card on key issues in the

Australian hardwood plantation industry.

! URS Forestry, presentation to ABARE Outlook Coefere, March 2007



CURRENT MARKET

[Side 3]
In the 2005-06 financial year, Australia exportegro8 million green tonnes of

hardwood chips from both natural forest and plaoat.

The total hardwood chip export volume was downhsligon the previous year
because of a reduction in the contribution fronuraltforests. But higher prices
from plantation woodchip cushioned the impact d&value of exports slipped

only marginally.

More than 85% of Australian hardwood chips wenlapanese manufacturers —
about a third of their requirements. Japan is tbidl market driver for wood
fibre.

In April this year, hardwood plantation companies@unced they had
negotiated an $8.40 a bone dry tonne rise in tioe jf their woodchips
exported to JapanThis has lifted the FOB price to $100 per greeme for the

first time — a milestone.

It should be obvious that supply is tight at preésem demand at the very least
unchanged. There is no oversupply. In fact, therieal characteristics of the
Australian plantation-grown eucalypt fibore mak&ighly sought-after for

guality paper making. Demand for our product i;ngs

2 Augtralian Forest and Wood Product Satistics, March and June Quarters 2006, ABARE, November 2006
% News release, Timbercorp Limited, 10 April 2007.



MARKET PROSPECTS

The good conditions in the current market shouldbfiad us to a central fact —
one to which the critics keep returning to — arat th:
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* The long term price trend for Australian hardwosdlownwards in real

terms.
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Plantation chips realise a premium over naturadbchips but the long term

price trend is still down.
In one respect, this is not surprising — all tradechmodities show a similar
price trend as supply increases and demand deduersa long period. But this

amounts to no more than the constant background.

What's important is how we operate within that eodt



The key factors for Australia in assessing marketctions are:
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» China’s continuing demand for wood pulp to feedagidly expanding
paper manufacturing industry
* Reducing competition in wood chips from South Armoarand South
Africa, but increasing market influence from Ruggibeit mainly into
China and a likely reversal of this as Russia ohiiaes a significant log
tax to halt illegal logging)
» Stable pulp and paper manufacture in Japan andasitrg manufacture
in South America, South Africa and Indonesia
» The continued drive against logging native forelstgh legal and illegal,
and international certification of wood products
* Non expansion of plantations world-wide (Austrasiaone of the very
few countries still increasing its plantings), amgportantly
» Continuing gains being made in production and hagdiosts, which are

sustaining the all-important stumpage prices beatgrned to growers.

On balance, | believe the outlook is very positi@bina wants feedstock and its
home plantations are both inadequate and uncomeeflthe non-growth in
Japan is being addressed by the major companegrating their operations

into China — meaning that for their suppliers toveghe Japanese market is also
to serve the Chinese market. Competition for waochfindonesian and South
American pulp and paper manufacturers is increadimg demand, especially

as the manufacturers are forced more and morautcesdeedstock from

plantations, rather than natural forest.



WOODCHIP SUPPLY
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The supply of Australian plantation-grown hardwaddp was forecast at this
year's ABARE conference to expand nearly four tirng2015 — to 8 million
green tonnes a yéafhis will double Australia’s present total hardwio
production and is the basis for assertions byikas lof ANU economist Dr
Judith Ajani (formerly Clark) that Australian proction is unsustainable,
although given her view that an international oupgy already existshis is
hardly surprising or new. But for those of us & plointy end of the industry, it
is also considered necessary simply to meet egististomer-needs. In fact my
own assessment is that we need more like 8 mitligritonnes to meet demand,

not green tonnes.

Dr Adjani and other critics of the rapid growthtive Australian hardwood
plantation industry take the global supply numbessight them according to
factors like Japan’s integration into China andoimekia’s rise, place them
against the background long term price trend amdectn the conclusion that
our business is being expanded without regardearthrkets. She wants trees
planted only on the basis of having a firm marketthe product. Tying up a
market 10 years before the quantity and qualitgrotiuct are known might be

more difficult than Dr Ajani imagines.

On the other hand, it is simply not true that pddions are established more or
less on speculation. The industry does make ddtenferket projections and
plant accordingly. But with 10-12 years betweempiay and sale, we have to
make a judgement, a calculated risk. We can’'t Wwaiacademic certainty.
That's the nature of business. If the opportunitgt funding exists, for an

industry like forestry, we simply must take advaetaf it, because as we see

* URS Forestry, presentation to ABARE Outlook Coefere, March 2007
® Interview transcriptJreechange, Four Corners, 9 April 2007.



all too often, the rules change and suddenly wé& éamd new plantings or even
re-plantings. But fortunately, trees don’t havdééharvested by the season, so
if infrastructure, harvesting capacity or markets ia short supply, then the

trees can stay growing for another year — or two.

The real challenge is to identify the competitidvantage of Australian

plantation hardwood fibre.

Evan Shield is an internationally recognised expeforest product industries —
albeit not one given to over-optimistic forecastsfact, two years ago in
reviewing the Japanese pulpwood market, he canieetoonclusion that

prospects were poor for woodchip suppliers not @imethe Japanese mfils

While it is easy to disagree with Evan on this padne did make an important
observation. Suppliers could operate in this poarket, he said, by providing
the Japanese with the fibre they have demonstth&gdprefer — plantation-
grown Eucalyptus globulus fibre, and preferably with certification that it is

grown according to proper environmental principles.

This is precisely what the Australian plantatiodustry is doing. We marry our
guantitative market projections to what our Japamestomers want, on both
cost and quality. We are certified by the likesha Forest Stewardship Council
and the Australian Forestry Standard. The busirepsrements are tough but
we are succeeding — as the current market demossstian afraid Dr Ajani

still can’t see the wood for the trees.

® An Analysis of the Japanese Pulpwood Market, Evan D. Shield|nternational Pulpwood Resource and Trade
Conference, Uruguay, April 2005.



PULP MILLS

One matter | can agree with Dr Ajani on is the needlevelopment of more
pulp mills in Australia. Whether pulp mills or othlands of wood processing
should drive forest industry policy, as she advwesak am not going to debate in
this paper. My focus is on what impact a couple@# pulp mills might have
on the global market for woodchips from operatdes Timbercorp not tied to
mills anywhere.
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With a domestic market for our fibre, we would havehoice — supplying a
pulp mill close to our plantations at the worldgerior supplying export markets
at the same price. We would naturally seek the imasgin. Given that the
Australian industry is on the verge of tipping agauew volume of chip into
the market, as Dr Ajani says, the question theimes what the competition

from new Australian mills does for the market pradehardwood fibre.

It is disappointing, therefore, that Gunns is emtering such strong opposition
to its pulp mill project in Tasmania and that Puidawhich Timbercorp has
been supporting, has been unable to go aheadt&/piaposal for two mills in

the Green Triangle. Still, one mill is better thaome.



REPORT CARD

Two years ago, when | last addressed this conferdndentified four broad
and interconnected groups of public policy issias the plantation industry
needed to address if it were to realise its paénti
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1. The survival and adaptation of the MIS structurefimding plantation

investment.
2. Industry regulation and land access.
3. Water use and regulation.

4. Reform of our industry bodies

It seems public policy moves as slowly as grownegs. Only the MIS issue
has been dealt with — and not very satisfactoutyibhas established some
investment certainty. The critics remain loud, hegre and | can only hope

future governments hold fast against their unfodratgsertions.

Water remains the most critical issue, and as tbeght has closed in ever
more tightly on the users of our most precious uesmthe accusations have

grown more intense and bizzare, if that were ptessib

One interesting spin-off, however, has been a cgrtogether of the various
forest industry representative groups. In my papeinis conference two years
ago | asked for a rationalisation of the alphabefpsour industry representation
has become. That hasn’'t happened — we still hamalgplicity of organisations
representing various parts of the industry — bdaaing the water issue we have
achieved a broad commonality of purpose, and a¢hesbardwood/softwood
divide.

First and foremost it is agreed that South Ausirelithe test case. In the South

East of SA, the perceived competition between temekirrigated crops is most



direct — all the water used is groundwater. Theeetbe Government, under the
Natural Resource Management Act, is seeking tolaggdryland farming — vis
tree plantations — along the same lines as irogaarming. The authority
claimed for this is the National Water Initiatio if the regime proposed in
the Water Allocation Plan for the South East regiomes into force it will

quickly spread to all other states.

Timbercorp, initially alone, but now with the broatliance of forest industry
groups have managed to hold up the imposition®ptioposed regime but it is

a struggle, especially while drought drives watgiqy everywhere.



SUMMARY

In this paper | have sought to show that the haodlygantation industry is
thriving, despite the forces ranged against it.
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We are achieving prices rises in the market forveandchip, although various
authorities say it is in oversupply and the prospace for that to worsen. These
authorities — and they are reputable — take anesmgdview of the world. They
do not see that the Australian hardwood sectogha®ed a place in the market
that is competitive not only on price but on itsligpto provide pulp and paper
manufacturers with the feedstock they waiueal yptus globulus — and at top

quality.

If we can maintain our competitive advantage is gector, market prospects
are bright — especially if we can develop more puills in Australia to

compete for our product.

What might hold us back are the key public polgsues associated with

plantation development — government regulationaawess to land and water.

Water is the most critical. Tree plantations andadrd agricultural crops, but
government is seeking to allocate water to thestiguas if it were irrigated.

Somehow it is believed that we can get by on infdand with inferior water

supply.

The fact is we are succeeding in the internatiomaket place only because we
grow and sell a superior product — and, like othgrerior Australian

agricultural products, that requires the best land climatic conditions.

That said, it is ultimately a business judgmenttieour product will have a

market when the trees reach maturity. If we doodegt the risk that such a



judgment entails, the trees will never be planideen, no doubt, the critics will

say we missed the boat.

For me, that would be a massive failure of nervewnpart. We're better than
that and, | believe, the results to date show it:
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» Virtually 100% of the success of the 2020 Visioulig to the MIS

hardwood sector

* There now exists a thriving timber industry centaedund Albany in

WA's south which will continue to grow and will @ SA’'s Mt Gambier

» Every rural community in Australia that plantatidresve penetrated have
grown and prospered, in direct contrast to what prasiously happening

to those communities

* Trees continue to be the lifeline to environmertdVation and rural
prosperity: to water quality, to soil health, atjydisalinity, air quality and

carbon sequestration, jobs, good health.

Frankly, if Australian in fact world governmentgaalemics, scientists and
ENGO'’s were serious about conservation and cliroasenge, they would
gather up all the money being spent pontificatipgu climate change and
spend it instead on growing timber trees, and tbeatgnajority of the so-called
environmental ills of the world would fast disappéEhat they don’t is simply

proof that they don’t believe their own lies.
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Carn timber!



