Forest Research Notes
Volume 5, Number 4
Fourth Qtr, 2008

Housing, Lumber and Logs
The relationship between the prices paid for forest
products and the prices paid for timber used to
make those products are not as strong as one might
think. The relationship between lumber prices and
timber prices can be very weak.
Lumber Production and Housing Starts

Prices for softwood lumber depend on the demand
for that lumber, which is heavily dependent on US
housing starts, and the supply of that lumber.
Figure 1 compares the demand for softwood
lumber, represented by US housing starts
(seasonally adjusted annual rates-SAAR) with the
supply, represented by softwood lumber production
in Canada, the US South and the US Pacific
Northwest.
Several things can be seen on this chart:
• Housing starts increased a little faster than
lumber production between 1995 and 2006
• Housing starts decreased faster than lumber
production beginning in 2006

•

•

The two series are highly correlated
(0.7838). Housing starts do not represent all
of the demand for softwood lumber in the
US, so the two series used in this analysis
are not perfectly correlated.
Canada accounts for about half of the total
North American production.

Lumber prices do not fit nicely on a graph with
these two series, so they are plotted against lumber
production volumes in Figure 2.
Lumber Production and Lumber Prices

At first glance, lumber prices do not appear to
behave in a way we might expect. For example, if
the demand for lumber is growing faster than the
supply of lumber (1995-2005), we might expect
lumber prices to increase.

Figure 1. North American Softwood Lumber Production and US Housing Starts (SAAR)

Source: Random Lengths
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Figure 2. North American Softwood Lumber Production and Prices

Sources: Random Lengths, US Department of Commerce

But lumber prices generally declined between 1997
and 2003 (with spikes in late 1999 and mid-2001).
So over this period, lumber prices fell as demand
appeared to be increasing faster than lumber supply.
Then in 2004 lumber prices began declining, over a
year before housing starts and lumber production
peaked in early 2006. In fact the correlation
coefficient for the Random Lengths Framing
Lumber Composite price and North American
softwood lumber production is 0.3907. (The
correlation for housing starts and lumber prices is
0.5474.)
This suggests that the supply/demand equilibrium
for softwood lumber is fairly sensitive to small
changes in housing starts and lumber production in
any given month that do not show up clearly on our
charts. A more complex analysis is needed to
determine that relationship.
There are seasonal factors that come into play here.
Note that there is a sharp drop in lumber
production every December—this appears as a gap
in the production bars each year.
Lumber
production volumes tend to increase in the summer.
Lumber prices also tend to rise in the summer.
Most of the lumber price peaks in Figure 2 occur in
the summer, though not always in the same month
and occasionally there is no peak in the summer at
all.

Actual Housing Starts

The analysis above uses the seasonally adjusted
annual rate for housing starts. But we get a
different view if we look at the actual (not
seasonally adjusted (NSA)) rates for housing starts
(Figure 3)
This chart more clearly shows the lack of
consistency between the housing start peaks and the
lumber price peaks. The annual peaks in lumber
prices do not occur in the same month as the
annual peaks in housing starts. For example,
lumber prices peaked early in the summer in 2002,
but later in the summer of 2003, and they declined
most of the year in 2006.
Lumber prices are a little less strongly correlated
with NSA housing starts (0.5187) than with SAAR
housing starts (0.5474).
In contrast, lumber
production is more strongly correlated with NSA
housing starts (0.8212) than with SAAR housing
starts (0.7838)
Again, we are led to conclude that neither monthly
housing starts nor monthly softwood lumber
production volumes are good, simple predictors of
softwood lumber prices. Up and down movements
in either do not indicate which way prices will
move.
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Figure 3. North American Softwood Lumber Prices and US Housing Starts (NSA)

Sourcse: Random Lengths, US Department of Commerce
Lumber and Chips

Another factor in the lack of correlation between
lumber production and prices is that sawmills are
significant sources of fiber (wood chips) for pulp
mills. There are times when sawmills run even
though lumber prices are low, because chips prices
are high enough to keep the sawmill running.
Lumber Prices and Log Prices

While we have not seen a strong relationship
between lumber volumes and lumber prices, we get
strangely mixed results when we compare lumber
prices to log prices. (Here we use quarterly data,
because most timber price reporting services

publish their newsletters on a quarterly basis. The
use of quarterly prices might produce different
results than if monthly prices had been available
and used.) The nominal price for Douglas-fir
sawlogs (#2 sawmill grade) is strongly correlated
(0.7024) with the Random Lengths composite
lumber price (Figure 4 and Table 1). But the
southern pine sawlog price is very poorly correlated
with the lumber price (0.1114).
Figure 5 and Table 2 show that log prices are poorly
correlated with lumber volumes.

Figure 4. Softwood Lumber Prices and Log Prices

Source: Random Lengths, Log Lines, Oregon Department of Forestry, Timber Mart-South
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Table 1. Correlation Coefficients for Lumber and Log Prices
Random Lengths
Framing Lumber
Composite Price
Random Lengths Framing Lumber Composite P
Douglas-fir Sawlogs
Southern Pine Sawlogs

1.0000

Douglas-fir
Sawlogs

Southern Pine
Sawlogs

0.7024
1.0000

0.1114
0.0005
1.0000

Figure 5. North American Softwood Lumber Production and Log Prices

Source: Random Lengths, Log Lines, Oregon Department of Forestry, Timber Mart-South
Table 2. Correlation Coefficients for Lumber Production and Log Prices
North American
Softwood Lumber
Production
North American Softwood Lumber Production
Douglas-fir Sawlogs
Southern Pine Sawlogs

1.0000

Douglas-fir
Sawlogs

Southern Pine
Sawlogs

0.2420
1.0000

0.4479
0.0005
1.0000

Summary

Our analysis looks at different data series to see if
there are any simple relationships between housing
starts, lumber prices and log prices. We did not
find any. A more complex analysis using regression
analysis and some leading and lagging variables, for
example, might yield better predictive capability.
The next issue will take a similar look at the
relationships among paper, pulp and pulpwood
prices.
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