Forest Research Notes
Volume 9, Number 4
Fourth Quarter, 2012

There Are No Futures in Timber
Lumber Futures Aren't Much Help, Either
Lumber futures rose sharply in the last three
months of 2012 and I have been asked on several
occasions what that might mean to timberland
owners. Lumber futures are traded on the Chicago
Mercantile Exchange (CME), but there are no
futures markets for logs or standing timber. Are
lumber futures a good indicator of timber prices?
The quick answer is that lumber futures prices don't
have as big an impact on timber values as one might
think. The supply/demand situation for lumber is
separate from the supply/demand situation for
timber.
Futures and Log Prices

Figure 1 shows CME random length lumber futures
contract prices since January 2011 as reported by
The Wall Street Journal. The futures had declined
during the first three quarters of 2011, leveled off at
the end of the year, climbed a little during the first

three quarters of 2012, and took off during the
fourth quarter.
Figure 2 provides a longer-term view of lumber
futures prices (an average of all contracts in the
quarter) with selected softwood log prices. Some
US Pacific Northwest whitewood species are used
in producing the lumber that is traded under the
futures contracts. US southern pine and NZ radiata
pine are not used in “futures lumber”.
The longer view shows that futures prices are not at
the highest they have ever been in the last 20 years,
but they are reaching levels where—in the past—we
started hearing about substituting steel studs for
wood in residential construction. That is unlikely to
happen at this time, as will be explained below.

Figure 1. CME Random Length Lumber Futures Since 2011 (nominal $)
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Figure 2. Lumber Futures and Selected Softwood Log Prices (nominal $)
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Figure 3. Correlation of Futures and Selected Softwood Lumber and Log Prices
0.00

0.10

0.20

0.30

0.40

0.50

0.60

0.70

0.80

0.90

1.00

Random Lengths Framing Lumber Composite
Douglas-Fir-Japan
Douglas-Fir-China
Douglas-Fir-#2 Sawmill
Douglas-Fir-#3 Sawmill
Whitewoods-Japan
Whitewoods-China
Whitewoods-#2 Sawmill
Whitewoods-#3 Sawmill
So Pine Sawtimber
NZ Radiata Pine Grade A

Figure 3 shows the correlation between futures and
the series from Figure 2 and some additional data
series. It includes the Random Lengths framing
lumber composite, four Douglas-fir log
grades/sorts and two export sorts for whitewoods.
The correlation between lumber futures and

domestic whitewood log grades is strong, but not
perfectly so. The correlation is stronger between
lumber futures and Douglas-fir, but Douglas-fir is
not used in the lumber futures contracts. And
lumber futures are not correlated at all with
southern or radiata pine.
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Why Don’t Lumber Futures Matter (so
much)?

Lumber is made from sawlogs, so why are the
correlations not stronger?
Lumber futures
encompass a fairly narrow range of species and a
very limited range of sizes and grades (Table 1).
Note that the specifications do not include
Douglas-fir or southern pine.
Table 1. Specifications for Lumber Used in
CME Random Length Lumber Futures
Contracts
Size
Grades

Species

Sources

But the lumber produced from these species
includes more than #2 and better 2x4s. If we
assume 80 percent is in this size and grade, then
only 15-20 percent of the lumber produced in
North America qualifies for inclusion in the futures
contracts
Figure 4. Species Mix for CME Futures As
% of North American Softwood Lumber,
2009
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The species mix in the futures contracts is a
significant component of North American lumber
production, but it does not represent the majority
of the softwood lumber produced. We estimate
that 20-25 percent of the softwood lumber
produced in 2009 was of species that could qualify
for the contracts (Figure 4).
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Sources: US Forest Service, Random Lengths, Inc., BC
Ministry of Forests, Western Wood Products Association
Where Are Futures Going, And Why?

Futures prices are likely drop for a while—and in
fact they began to do so in late December and
continued down in January 2013 (Figure 5). And it
is reasonable to expect them to keep going down.

Figure 5. CME Random Length Lumber Futures Since 2011 (nominal $)
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Lumber futures prices have climbed because
demand for lumber has increased but many
sawmills were closed or operating on reduce hours.
As lumber prices have increased, mills have decided
that the increase in demand is real, so they have
added hours or shifts or restarted.
If a mill that has been operating for four days per
week adds a day of operation, its production
increases by 25 percent. A mill that goes from 5 to
6 days has increased its production by 20 percent.
(Mills can add a second shift, but that requires
finding more people, which may take a little longer
than simply adding a day to the workweek. A mill
that adds a second shift can almost double
production. Second shifts often don’t produce as
much as first shifts.)
So operating sawmills can easily increase production
by 20-25 percent. If many of them do that, they
will drive prices down. And that seems to be
happening.
What's the Good News for Timberland
Owners?

While lumber prices aren’t perfectly correlated with
log prices, lumber and log volumes are. So
sawmills are adding days and/or shifts, which is
pushing lumber prices down but increasing the
demand for sawlogs.
If nothing else, the increase in demand for logs will
result in increased cash flow for timberland owners:
they will be able sell more timber than has been
possible for most of them over the past 3 or 4
years.
We may need to wait a while for timber prices to
increase. We have been storing a lot of timber on
the stump—especially in the US South (See Forest
Research Note Vol 8 No 4 Housing Starts and Lumber
Production). We will need to work through that
temporary surplus before timber prices for southern
pine sawtimber start moving up. The West has
been storing less on the stump because they’ve been
shipping logs and lumber to China.
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Will There Be Loggers?

And there is one more complicating factor: we may
see log prices increase well before stumpage prices
increase. The forest products industry has been
worried about the supply of loggers for a couple of
decades. Loggers were disappearing well before the
Great Recession. With the sharp contraction in
lumber production that began in 2007, many more
have gone out of business. Where are their
replacements going to be found? What will
encourage them to return or their kids to get into
the business? We may see higher prices for logs,
with most or all of the increased going to the
loggers, not the timber owners. So delivered log
prices will increase more than or faster than
stumpage prices to entice people to get into the
logging business (and/or the mills will have to set
up their own logging crews, like they had decades
ago).
Up-Coming Events
UGA Timberland Conference

I will be moderating a panel at the up-coming The
next UGA Timberland Investment Conference will
be held at the Ritz Carlton Amelia Island in Florida,
February 27-March 1. The panel is on Market
Trends and will include a short presentation by me
on the economies of owning timberland. For more
information, see:
http://www.ugacfb.com/timberlandasset/
Yale Executive Training

I will also be helping with the Yale School of
Forestry and Environmental Studies' Executive
Education in Forestry Program, March 24 - 29. This
year's program is Forestry and the Global Environment:
Challenges of Managing and Conserving Forests in the 21st
Century. For more information, see:
http://environment.yale.edu/gisf/mid-careercourses/executive-education-in-forestry-program/
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