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1. Introduction

Judy Clark, a researcher from the Australian National University’s Centre for Resource and Environmental Studies, has recently produced a report entitled “Information and analysis for Victorian forest and wood industry policy” – the Clark report.  The report presents some information on aspects of Victoria’s timber industry and then puts forward a number of recommendations concerning the future directions of the industry.  The Victorian Association of Forest Industries (VAFI) has commissioned MBAC Consulting to undertake an independent review, in the context of Victoria’s native hardwood industry, of the information and recommendations put forward in the Clark report.  In particular, VAFI has sought independent comment on:

· the validity of the information put forward in presenting an informed analysis of the industry;

· the degree to which the conclusions and recommendations made are supported by the information presented; and 

· if not, what other conclusions could be drawn?

MBAC Consulting’s brief also included a requirement to recognise previous work undertaken by Clark in relation to the Victorian timber industry.

2. Background

In 1992, Clark prepared a report for the Conservation Council of Victoria entitled “Growth in the Victorian Timber Industry”.  This earlier report predicted that hardwood sawnwood production in Victoria would decline to negligible levels by 2000.  These predictions, based on a simple extrapolation of the downward trend in hardwood sawnwood production during the late 1980’s and early 1990’s (resulting from resource withdrawals and very poor market conditions in 1990/91) failed to recognise key aspects of the sawntimber market and were subsequently shown to be incorrect.

Clark’s recent report “Information and analysis for Victorian forest and wood industry policy” presents a series of charts and diagrams depicting aspects of the Victorian timber industry as background to a series of recommendations on plantation processing opportunities and policy directions for the native forest and plantation components of the industry.  Clark’s underlying thesis is that plantations and native forests compete in almost all market segments and that there is sufficient volume available from plantations to substitute for wood from native forests, thereby allowing cessation of native forest harvesting.

Clark’s thesis is that Victoria could cease harvesting native forests and use plantation grown wood to meet almost all of its timber requirements.

3. Review of Clark Report

In reviewing the Clark report, consideration is given to the information presented in the report, the conclusions derived from that information and the degree to which that material supports the opportunities and policy initiatives put forward.  A detailed review of the data presented by Clark is contained in Appendix 1.

The Clark report focuses almost exclusively on resource supply from within Victoria.  In particular, it presents the native forest and plantation components of the sector as separate, competing and mutually incompatible interests as domestic suppliers.  Competition for domestic markets from either interstate or overseas suppliers is not addressed.  Similarly, the dynamics of the relevant forest products markets are not considered.  To properly understand the industry, it is important to look at both demand and supply at the national and international level.

The Clark report focuses particularly on domestic supply issues with little consideration of demand and national and international aspects.

3.1 Australian Trade in Forest Products

At a national level, imports of wood and wood products exceed exports by a factor of more than two to one, with an annual balance of trade deficit of around $2 billion (Figure 1).  

Australia exports large volumes of woodchips (5004 kt) with a value of $744 million.  While Australia exports pulp and paper products (878 kt) and a value of $658 million, this is dwarfed by imports of 2314 kt with a value of $2792 million.

In solid wood, Australia is a net exporter of panel products and a net importer of sawn timber.  A significant volume of roundwood is exported (1.1 million m³) with a value of $67 million.

In the sawnwood sector, the difference between imports and exports is substantial, with imports exceeding exports by a factor of seven to one, with a resulting annual deficit of more than $350 million.
  Despite the maturing of Australia’s significant softwood plantation resource, the country remains a significant importer of sawnwood products.

Figure 1:
Australian trade in forest products 2000/2001
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Source: ABARE 2002

Australia continues to be a significant importer of wood and wood products with a trade deficit of $2 billion annually.

3.2 Victoria’s timber industry

Victoria’s timber industry comprises a number of sectors, including:

· growing and management of forest resources;

· harvesting and transport;

· primary and secondary processing; and 

· marketing.  

The forest resource component comprises:

· native forests (mostly public) focussing on the production of sawlogs and pulplogs;

· softwood plantations (mostly private), also focussing on the production of sawlogs and pulplogs; and 

· hardwood plantations (also mostly private), largely focusing on pulplog production.  

These resources combine to supply the sector with a range of forest products; a sector that remains, however, a significant net importer.  Disregarding interstate movements of timber, which are not officially recorded, Victorian imports of sawnwood exceeded exports by a factor of more than 12 to 1 (imports $120 million; exports $9 million).

3.2.1 Native forest industry

The Victorian native forest industries are significant to both the state and national economies.  Annual turnover is around $540 million, with the multiplier effect taking economic contribution from this sector to around $1.8 billion.
  Direct employment is around 4,000, leading to a total employment contribution of around 10,000 jobs, focused predominantly in rural and regional Victoria.
  

The native forest industries make a significant contribution to the Victorian economy, particularly in regional and rural areas of the state.

The value of the Victorian hardwood sawntimber industry is estimated to be $210 million per annum.  While 19% of current sawn production by volume is targeted to appearance grades, this represents 36% of the value of production (see Figure 2).

Figure 2:
Current value of Victorian hardwood sawn industry - 2000
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Currently, 60% of sawntimber production is green, with 82% of total production directed to structural and sub-structural applications.
  There is strong competition in this market segment from concrete, steel and pine (engineered and solid) products.  While there is also competition in appearance grade markets, particularly from interstate and imported hardwoods, there are growth opportunities in the flooring and furniture markets ideally suited to the individual characteristics of Victoria’s ash and mixed hardwood species.  Market share in the green structural market has declined and this trend is expected to continue.  Industry focus is increasingly directed towards appearance grade markets.  Investment in new value adding technology and marketing over the last 15 years has seen the financial contribution of appearance products increase to 36% of value of sawn production; industry expects this to rise to around 50% by 2005.
  Following the decision by the Victorian government, in the Our Forests Our Future policy statement, to reduce native forest harvesting by a third, and implement a licence buy-back scheme, value adding targets may be achieved sooner than projected, as industry exits focus on producers of green-structural timber.

Investment by industry in technology and marketing has seen appearance grade products become an increasingly important segment of the industry.

Decline in resource availability

Key factors in achieving growth in higher value market segments, and therefore increasing the economic contribution of the native forest industry, include encouraging investment and training in manufacturing capacity and know-how.  One of the most significant challenges facing industry development is maintaining a positive investment climate in the face of progressive resource withdrawals associated with increased forest reservation and tighter management prescriptions.  

The National Forest Policy Statement, signed by the federal and state governments in 1992 established a framework to achieve a balance between protection and use of native forests, with an underlying principle of sustainable forest management.  An exhaustive assessment process of natural, cultural, economic, and social values then took place, leading to the signing of regional forest agreements (RFAs).

Five RFAs have now been adopted in Victoria, locking into place a forest conservation reserve system that exceeds international (IUCN) targets and a commitment to ecologically sustainable forest management across the whole forest estate.  Creation of this reserve system has resulted in a significant reduction in the area of public forest accessible for timber production.  Of Victoria’s estimated 7.7 million ha of native forest, 39% is protected in formal conservation reserves and 43% is in public State forests
.  While the area of State forest (theoretically available for timber production) is 3.372 million ha, only 20% of this (0.676 million ha) is economically accessible once special protection zones, protective buffers, unmapped streams and soaks, rocky outcrops etc are removed (see Table 1).  This represents only 9% of Victoria’s native forest resource (see Figure 3).

Table 1:
Area of public native forest accessible for timber production

	Forest Management Area
	Area of State
 forest
	Area of economically accessible State forest

	
	
	(ha)
	(%)

	Benalla-Mansfield
	171,530 
	24,170 
	14%

	Central
	203,244 
	71,412 
	35%

	Central Gippsland
	521,917 
	89,347 
	17%

	Dandenong
	56,325 
	22,982 
	41%

	East Gippsland
	636,700 
	210,509 
	33%

	Horsham
	103,000 
	4,433 
	4%

	Midlands
	114,300 
	26,827 
	23%

	Mid Murray
	61,170 
	46,017 
	75%

	Mildura
	348,000 
	4,150 
	1%

	North east
	530,971 
	38,144 
	7%

	Otway
	92,900 
	35,243 
	38%

	Portland
	113,346 
	20,701 
	18%

	Tambo
	418,908 
	82,224 
	20%

	TOTAL
	3,372,311
	676,159
	20%


Source:  NRE 2002.

Figure 3:
Victoria’s native forest resource
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Source: National Forest Inventory 2001, NRE 2002.

The area of State forests available for timber production has declined over time as increased areas have been set aside in parks and reserves.  The RFAs, combined with state legislative controls on timber production mean that only 20% of State forest is effectively available for timber production.  This represents only 9% of total native forests in Victoria.

Sustainable forest management

Sustainability of forest management is gaining increased attention internationally, with markets seeking assurances regarding the origin of wood products.  Forest certification schemes and standards have been developed globally in an effort to help markets identify wood products coming from sustainably managed forests, including both native forests and plantations.  Importantly, global acceptance that native forests can be managed for sustainable timber production is increasing.  For example, the Forest Stewardship Council (FSC), widely recognised as having the most conservative forest certification standards, has now certified 187 native forests in 24 countries covering 11.4 million hectares as being sustainably managed to include timber production.
  Also, 162 mixed (natural and plantation) forests in 33 countries covering 14 million hectares have been certified under the FSC banner.
  Native forests have also been certified under a number of other schemes including the Pan European Forest Certification Scheme, the Sustainable Forest Initiative in the US and the Canadian Standards Association Sustainable Forest Management Standard.  With the recent release of the Australian Forest Standard, Australian forest growers have an unprecedented opportunity to demonstrate sustainability of management practices and win access to markets requiring product certification.

Timber production from native forests is internationally accepted as a sustainable activity, as demonstrated by certification through a number of organisations, including the Forest Stewardship Council.  

Resource security

A joint aim of the RFAs was to facilitate an innovative, internationally competitive wood and wood products industry by providing greater certainty of access for forest industries.  This has only been partly successful.  Although the RFAs attempted to consider the full range of forest values in seeking a balanced approach to forest management, experience in other states has shown that management of forests and security of access for timber production continues to be susceptible to the political process.  This has been demonstrated in Western Australia where timber production has been excluded from additional areas of native forest, after adoption of the RFA, on the basis of political decisions at state government level.  Despite signing of the RFAs, security of resource access remains a fundamental issue for industry development and further investment in value adding.

The RFAs have only been partly successful in removing uncertainty over resource access, thereby constraining the ability of the industry to take full advantage of new value adding opportunities.

3.2.2 Plantations

Plantations have been developed extensively within Victoria and in adjoining States.  While the initial focus of plantations has been on softwood, recent plantations have been predominantly hardwood.  Significant areas of softwood plantation were established by the Victorian government from around 1967 to 1977 using state and federal loan funds made available under the Commonwealth Softwood Forestry Agreement Acts.  Plantation expansion took place under a national policy of net self sufficiency, and was not necessarily commercially based.  

Softwood plantations provide a range of products including sawntimber and pulpwood and these plantations have provided significant national benefit through reducing Australia’s demand for imported softwood sawn timber and by providing a substitute for imported long fibre pulp.

Hardwood plantations have generally been planted with the aim of providing high quality short-fibre pulpwood.  The major exception in Victoria is the planting of mountain ash near Morwell (now managed by Grand Ridge Plantations Pty Ltd) largely established in the 1940’s that supplies both sawlogs and pulpwood.

In the longer term, hardwood plantations could be managed to produce large volumes of solidwood products such as sawn timber, but this will require a shift in silviculture to ensure that dead knots are eliminated.  Numerous studies undertaken in Victoria have shown plantation grown hardwoods yield a poor recovery of appearance grades, primarily the result of encased dead branches.

Plantations (softwood or hardwood) that are managed with a primary focus of solidwood (sawlog) production will inevitably produce significant quantities of residue material.  Finding markets for chipwood/pulpwood material is just as important for plantations as it is for native forests.  Industry sources indicate that in Victorian softwood plantations, sawlogs typically account for 50-60% of production.  In Victorian hardwood plantations currently managed for sawlog and pulpwood production, industry sources suggest that pulpwood currently represents around 60-70% of production.  The Catchment Timber Substitution Study
, undertaken earlier this year to examine the potential for plantation grown hardwood sawlogs to replace native forest sawlogs from Melbourne water catchment areas, cited research from Tasmania suggesting 30% sawlogs (all from pruned log sections).  The yields assumed in the Substitution Study were 30% pruned sawlog (deemed to equate to “A” and “B” grade sawlogs), 35% unpruned sawlogs (although noting that a high proportion of eucalypts are unsuitable for sawlogs because of branches) and 35% pulpwood.  

3.2.3 Plantations vs Native Forests

It is commonly assumed that harvesting of native forests is somehow more damaging to the environment than harvesting of plantations.  Most countries in the world manage native forests to produce a range of benefits including wood production.  Managed native forests are typically more diverse than plantations, have slower growth rates and have lower inputs in terms of energy, fertilisers and herbicides.  Areas of native forests that are managed to exclude timber production in Victoria are well represented in reserves.  The native forests in Victoria that are managed for multiple purposes, including timber production, are well managed and meet sustainability criteria.

Plantations are typically established on land that has been previously cleared for agriculture.  Diversity in plantations may be high relative to adjacent farmland but relatively low compared to managed native forests.  Inputs to plantations are typically high with cultivation, fertiliser application and herbicides part of normal practice.  Yields from plantations are commensurately greater.

It is difficult, therefore, to make direct comparisons between the costs of production for timber from native forests (where input costs are relatively low, but the investment timeframe is long) and plantations (where input costs are high, but timeframes condensed).  The same holds true for log price comparisons between plantation and native forest resource, given the differing production cost structures.  Direct comparisons are often not particularly meaningful, as pulpwood has been the sole product from most hardwood plantations, but only a by-product of sawlog production from native forests.  The key aspect for resource from native forests, which in Victoria are predominantly publicly owned, is for prices to be market-based.  The Victorian Government, through the 2001 timber pricing review and subsequent Our Forests Our Future policy statement has reaffirmed its commitment to market-based pricing.  Prices, however, are inextricably linked to the quantity of timber involved and the term of supply.

Native forests will typically be able to be managed extensively to allow trees to grow slowly allowing natural branch shedding and minimising problems commonly found with timber from hardwoods grown in plantations.  In Victoria, as in other areas around the world, there is a place for both intensively managed plantations and extensively managed native forests.  High yielding native forest (e.g. Alpine Ash forests where high quality sawlog yields are often above 50%) will always be a sought after resource.  Some low yielding mixed species forests, however, may become less desirable if alternative plantation sawlog resources become available.

Sawn timber can be produced from eucalypt plantations.  Many plantation grown eucalypt species such as the “ash type” have high levels of growth stresses, juvenile wood, tension wood, knotty cores and overall lower wood density and strength properties than the same species from native forest.
  When these species are felled, sawn and dried, severe end-splitting of logs, distortion during sawing due to high growth stresses, collapse and radial checking during the initial phases of drying may occur.  With careful drying and reconditioning, recovery from collapse is feasible, especially in quarter sawn wood.

Eucalypts are naturally self pruning although the extent varies with species.  In plantations, however, spacings may be wider and growth rates faster than under natural conditions.  In sawing plantation grown eucalypts, knots are the most common cause for downgrading structural and appearance grade products.
  Particular attention to silvicultural regimes which may include species selection, close initial spacing and pruning of persistent branches is required to ensure that this type of defect is avoided.

The Catchment Timber Substitution Study referred to above (section 3.2.2) noted that “it is considerably more difficult to produce high quality sawn timber from plantations than from native forest sawlogs”, because of differences in growth characteristics, and noted that “younger fast-grown trees will generally not match the timber density, colour and grain features developed in slower-growing trees.”  

The niche for managed native forests in Australia results from the inherent slow growth of trees within extensively managed native forests, which allows self-pruning and minimises the proportion of juvenile to mature wood, making native forest timber better suited to appearance and high strength applications.  These features are far more difficult to replicate in intensively managed and relatively short rotation plantations.

There are fundamental differences in the approach to timber production from extensively managed native forests as opposed to intensively managed plantations, both in terms of inputs and products.  In Victoria, as in other areas around the world, there is a place for both intensively managed plantations and extensively managed native forests, where relatively slow growth contributes to desirable timber qualities.  

3.3 Discussion in relation to Clark Report

3.3.1 Clark’s key themes

Clark develops a number of key themes in the report.  These are discussed briefly in this section – more detailed analysis on the information presented by Clark can be found in Appendix 1.

Theme 1 - Native forest logging has escalated in the 1990s, and is now at unprecedented levels and there has been a fundamental change in native forest wood use from sawn timber to woodchips for domestic processing and export.

Clark’s figures present sales of logs from public native forests, rather than logs cut during harvesting.  It is somewhat misleading to say from this information that forest logging escalated during the 1990s and is at unprecedented levels.

In fact, Figure 4 below shows:

· the area harvested has declined during the 1990s

· the volume of residual logs harvested has remained relatively static, but the proportion of residual logs sold has doubled during the 1990’s.

Figure 4:
Area of native forest harvested and log production
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Source:  Annual Reports of the Forest Commission (1979 to 1983) and Dept of CFL to 1989, 1990 to 1995 area data from regeneration treatment figures, 1996 to 2001 areas harvested provided from NRE (unpublished reports).  NRE advise that 1995 was a bad season for post harvesting fire regeneration treatment, hence the low area recorded.  These areas were carried over into the subsequent year(s).

It is important also to note that not all residual logs sold end up as chips.  In 2000/01 for example, 113,000 m³ of residual logs sold went to sawmills.

Clark refers to a fundamental change in native forest wood use.  However, rather than this being from sawn timber to woodchips, the data suggests the major change to be one of much greater market utilisation of harvested logs, resulting in less waste left on the forest floor after harvesting.

Native forest harvesting has not escalated during the 1990s and has been characterised by a greater proportion of residual logs produced actually being sold and greater utilisation of residual logs to produce sawn products.

Theme 2 - 98% of timber produced from native forests competes in commodity markets against products made using wood from softwood and hardwood plantations

Timber harvesting from both native forests and plantations invariably generates of a range of products.  With any natural product, whether from plantations, native forests, livestock, crops or fisheries, there are commercial and efficiency imperatives to minimise waste and utilise as wide a range of products derived as possible.  In the case of timber production, particularly where sawlogs are the primary focus, only a proportion of the timber produced will be suitable for this purpose.  Significant quantities of other log material will be generated.  Where markets can be found for these by-products, they are generally commodity-oriented and fairly broad in terms of product specifications, often suited to both plantation and native forest wood.  This is particularly so for pulp and paper production where both plantation and native forest wood can be used, albeit for a range of paper grades and types.

However, Clark’s calculation of 98% direct substitutability between native forest and plantation timbers is both misleading and based on dubious calculations in that:

· the calculation compares products at different stages of the production process, i.e. does not compare “apples with apples”;

· describes wood use solely on the basis of wood volume, without regard to value;

· incorporates wastes and losses to the system as somehow a “competing” output; and

· also ignores the broader competition between local, interstate and international producers and between timber and non-timber products, depicting competition to only occur between Victorian plantation and native hardwood producers.

This contrived calculation appears designed to minimise the value and opportunities for high value sawn native hardwood timbers and present Victorian plantation wood as an immediate substitute in highly competitive markets, without any thought for wider competition.  In any case, an essential factor in comparing plantations and native forests in Victoria is that timber production from native forests is entirely compatible with that from plantations:

· There is essentially no competition between the two for land to grow the trees.  Plantations are now established almost exclusively on cleared land and compete with other agricultural uses, while the area of native forest is essentially fixed, although availability for timber production is influenced by the creation of reserves and management prescriptions.

· Competition between the two in timber markets is lessening as native hardwood producers focus increasingly on specialist high value markets.

· Despite the contrasts in management of plantations and native forests, there are synergies between the two in terms of support service requirements.  

Timber production from native forests is entirely compatible with that from plantations.  Native forests and plantations in Victoria do not compete for land, even though they do compete in some timber markets - along with interstate and overseas producers, and non-wood substitutes.

Theme 3 - Sawn timber production from native forests has declined since 1960 as softwood sawntimber production has increased.

The overall decline in production from native forests is consistent with the progressive removal of areas from timber production associated with:

· the creation of parks and reserves; and 

· introduction of management prescriptions to protect other forest values, for example through use of buffer strips along watercourses.

The increase in softwood sawntimber production, particularly through the late 1980’s and 1990’s, is consistent with Victoria’s maturing softwood plantation resource, particularly those areas established under the subsidised Softwood Forestry Agreement Acts of the 1960s and 1970s.

Production data alone, however, only provides a partial picture of the local industry.  Overseas and interstate imports and exports are significant factors in the Victorian timber market.  Consumption data suggest that the proportion of hardwood to softwood sawntimber consumed in Victoria has remained remarkably static over the last 10 years (see Figure 5).

Figure 5:
Proportion of hardwood to softwood sawntimber consumed in Victoria
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Source:  ABARE Forests and Wood Products Statistics, various editions.

The decline in native hardwood sawntimber production since 1960 is predominantly a result of withdrawal of areas of forest from timber production.

Theme 4 - Victoria’s softwood plantations are capable of producing around 2.5 million m³ of sawntimber annually; the local sawmilling industry is considerably smaller than what the resource can support, as significant volumes are processed interstate and overseas

Victoria’s softwood plantation resource is clearly substantial and will produce significant volumes of sawlogs and pulplogs.  Clark’s estimate of 2.5 million m³ may be a little ambitious, but the volumes are still very high.  It is somewhat misleading, however, to say that the Victorian softwood sawmilling industry is considerably smaller than what the resource can support.  The plantation resource is large, but widely distributed.  New world scale softwood sawmills are currently around 1 million m³ production capacity – the industry is currently seeking sawlog volume increases to support such investment.  Softwood resource currently transported interstate is primarily in the Green Triangle, which is essentially a single fibre basket, with most of the processing facilities located in South Australia.  It is also true that some Victorian mills process wood from interstate (e.g. softwood logs from NSW are processed in Myrtleford).  Significant investment has occurred and is continuing in south east Australia in processing capacity aimed at producing structural grade material from high quality softwood logs.  In any case, to draw a narrow boundary around “Victoria” and say all the resource produced there must be processed there does not make economic sense; processing investment decisions should reflect the strategic location of the resource and the relative markets, whether domestic or overseas, rather than whether or not the wood is grown in a particular state.

Processing investment decisions should reflect the strategic location of the resource and the relative markets, whether domestic or overseas, rather than whether or not the wood is grown in a particular state.

Theme 5 - Victoria has 100,000 hectares of hardwood plantations, which is rapidly expanding and will lead to an increased hardwood chiplog supply over the next 5 to 10 years

The rapid escalation of planting in the late 1990s, driven particularly by the growth of prospectus-based MIS schemes has seen Victoria’s hardwood plantation resource expand to over 100,000 ha.  Planting peaked at around 40,000 hectares in 2000.  Establishment rates since then have been well below the year 2000 spike, reflecting changes in federal taxation policy, with national plantings expected to be around 40-50 000 hectares this year.  Future expansion will also be influenced by land availability – which is now recognised as a constraining factor in key plantation regions such as the Green Triangle, where competition for land (between tree growers and from other land users) has seen land costs escalate significantly.

Nevertheless, large quantities of pulpwood will be produced from Victoria’s hardwood plantations over the next decade.

Victoria’s significant hardwood plantation resource is unlikely to continue expanding at the rate it did in 2000, but will nevertheless produce large quantities of pulpwood over the next decade.

Theme 6 - Existing plantations in the Central Highlands owned by Hancock Victorian Plantations Pty Ltd can meet Paperlinx’s hardwood needs at Maryvale

There are very few hardwood plantations in the Central Highlands
; it is presumed that Clark means Central Gippsland NPI Region.  Clark asserts that all of Paperlinx’s hardwood requirements could be sourced from plantations owned by Hancock Victorian Plantations Pty Ltd (HVP).  In 2001, HVP acquired around 55,000 ha of pine and eucalypt plantations in the Gippsland region from Paperlinx, as well as long term wood supply agreements to the Maryvale mill.  The hardwood plantations include significant areas being managed for both sawlog and pulpwood production.  Paperlinx currently obtains around 60% of its hardwood fibre from native forests, 25% from plantations and about 15% from sawmill residues.
  The company has an existing contract, supported by a State Agreement Act, to obtain resource from Victoria’s public native forests until 2030.  The contract specifies an annual adjustment process for log prices.  

HVP has advised that while they will continue to meet supply agreements with Paperlinx for pulp material, they have insufficient material to supply Paperlinx’s total needs and in any case have a commercial focus on pursuing market opportunities for value-added production.
  Clark’s advocacy for diverting all HVPs plantation resource to low value pulpwood production, irrespective of the commercial implications for HVP, ignores commercial reality.

Existing plantations owned by HVP are insufficient to supply Paperlinx’s hardwood needs at Maryvale

Theme 7 - Australian hardwood chip production from plantations will exceed native forest production within 3 years, creating an oversupply and subsequent price reductions; plantation growers will be forced to compete against a subsidised public native forest resource

Clark’s report presents price conclusions based simply on increasing supplies from Australia, without regard for broader supply and demand dynamics in what is a complex market dominated by international trade.  

The massive increase in hardwood plantations established primarily for the production of woodchips has been done in the presence of a strong trade in native forest hardwood woodchip exports.  The chips produced from hardwood plantations (particularly E. globulus) attract a premium price relative to native forest woodchips due to their high pulp yield.   The price paid for eucalyptus woodchips is a function of international supply and demand, proximity to market and intrinsic pulp yields.  It is naïve to assert that plantation hardwood chip production will create an oversupply that will cause price reductions.

Eucalypt plantations (particularly blue gum) produce woodchips that give a higher pulp yield than the typical native forest mixed hardwood woodchips.  The plantation resource has been developed at the same time as native forest woodchip exports have expanded.  International demand and woodchip quality will most likely impact future woodchip prices; not competition between the two sources.

Theme 8 - Plantation processing goals are important to industry and employment growth and there are a number of potential opportunities.  

Investment in downstream processing is an important issue for the whole timber industry, not just for plantations.  As discussed above, Australia continues to carry a large trade deficit in this sector.  The National Forest Policy Statement recognised this in establishing a goal to encourage industries based on “maximising value-adding opportunities and efficient use of wood resources”.
  With a substantial and maturing plantation resource, and native forest industries focussing increasingly on specialist value added markets, the opportunities for investment in downstream processing are probably greater than ever.  Identifying investment opportunities, however, involves consideration of a range of factors besides projections of wood flows, including:

· resource availability, taking into account ownership, areas, yields, product types, sustainability, availability in terms of existing use and market commitment.

· market potential, taking into account regional demand projections by product type, cost competitiveness (labour, energy, wood costs).

· investor requirements, such as matching resource availability with scale of investment required, sovereign risk, community and government support and adequate infrastructure.

In 2001, the Department of Agriculture, Fisheries and Forestry – Australia commissioned a report “Investment Opportunities in the Australian Forest Products Industry”
 which contained a detailed investigation of investment opportunities based on a range of resource, market, technology and investment criteria.  Of relevance to Victorian plantation resources, identified opportunities included:

· “Green Triangle, with significant volumes of softwood pulpwood and softwood residues as well as hardwood plantation pulpwood available towards the end of this decade.  As with the Tasmanian opportunity, volumes would be sufficient for world scale chemical pulping operations.

· Central Victoria, with volumes of softwood pulpwood available, suitable for various solid wood and reconstituted panels options.

· East Gippsland/Bombala, with good availability of softwood pulpwood and suitable for various reconstituted panel options as well as sawlog availability, which would support sawmilling or peeling operations and produce residues for panel manufacture.”

Investment in downstream processing is an important issue for the whole timber industry, not just for plantations.  Identifying investment opportunities, however, involves consideration of a range of factors besides projections of wood flow; including resource availability, market potential, and investor requirements.

Theme 9 - Plantation processing opportunities exceed, in volume terms, the current native forest based industry; therefore, Government should pursue policies that further diminish the native hardwood industry as a means of enhancing the commercial interests of the plantation sector

This theme seems to be based on the flawed premise that the native forest and plantation sectors cannot co-exist and contribute jointly to helping address Australia’s significant trade deficit in this sector.  In reality, competition for the plantation sector comes as much from competing agricultural land uses, in terms of land to grow trees, and interstate and overseas producers, in terms of market access and competitiveness, as it does from the Victorian native hardwood sector.  Singling out the local hardwood industry as the commercial nemesis of the plantation sector is simplistic and unnecessarily divisive.  

The development focus for the plantation sector is quite different to that for the native forest sector:

· Plantation processing opportunities focus on heavily traded commodity products, where large scale processing investment is required for world-scale competitiveness.

· Native hardwood opportunities, on the other hand, are constrained in volume terms by progressive resource withdrawals, and focused increasingly towards high value specialist markets.  The creation of a world-scale conservation reserve system, and management prescriptions to protect other forest values, while removing significant areas of native forest from timber production, also presents an opportunity to leverage off the enhanced sustainability of the industry to access new markets.

Competition for the plantation sector comes as much from competing agricultural land uses, in terms of land to grow trees, and interstate and overseas producers, in terms of market access and competitiveness, as it does from the Victorian native hardwood sector in terms of competing products.  There is no reason why industry development in both these sectors cannot be pursued simultaneously.

3.4 Conclusions

Despite significant growth in forest products exports over the last decade, the wood and wood products sector of the Australian economy remains a significant net importer, with an annual deficit of $2 billion.  The Victorian native forest industries, with an annual turnover of $540 million, make a significant contribution to both the state and national economies.

Against this background, the Clark report contends that Victoria could cease harvesting native forests and use plantation grown wood to meet almost all of its timber requirements.  This contention is based on information on comparative supply positions within Victoria, without regard for demand side issues or market dynamics outside the state.

There are fundamental differences in the approach to timber production from extensively managed native forests to intensively managed plantations, both in terms of inputs and products.  In Victoria, as in other areas around the world, there is a place for both intensively managed plantations and extensively managed native forests, where relatively slow growth contributes to desirable timber qualities.  

Timber production from native forests is entirely compatible with that from plantations.  Native forests and plantations do not compete for land, even though they do compete in various timber markets - along with interstate and overseas producers, as well as non-wood substitutes.

The development focus for the plantation sector is quite different to that for the native forest sector:

· Plantation processing opportunities focus on heavily traded commodity products, where large scale processing investment is required for world-scale competitiveness.

· Native hardwood opportunities, on the other hand, are constrained in volume terms by progressive resource withdrawals, and focused increasingly towards high value specialist markets.  The creation of a world-scale conservation reserve system, and management prescriptions to protect other forest values, while removing significant areas of native forest from timber production, also presents an opportunity to leverage off the enhanced sustainability of the industry to access new markets.

There is no reason why industry development in both these sectors cannot be pursued simultaneously.
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Appendix 1 – Detailed comments on data presented in Clark report

Figure 1

Figure 1 presents a time series of wood production from Victoria’s public native forests from 1936 to 2000.  It also presents snapshots of estimated use of timber in two particular years, 1950 and 2000.  

Different datasets have been used to derive the estimated use figures, which suggest a significant decline in sawntimber production between 1950 and 2000.  The figures for 2000 are partially derived from data presented in the 2001 Victorian Timber Pricing Review Discussion Paper (Jaakko Pöyry Consulting 2001), showing sawntimber production of around 348,000 m³ from a gross log volume of about 933,000 m³.  This represents a green sawntimber recovery of around 37%, reflecting losses from log defects and through the sawing process.  The figures presented for 1950 suggest a sawntimber recovery in excess of 50%, which, despite the high quality of logs likely to have been milled in the post-war years, seems high given advances in sawing technology and sawn product markets.

In terms of production of wood, the chart presents a picture of higher total production in the late 1990s than at any time since 1936.  Clark then draws the following conclusions from the chart:

· that native forest logging has escalated in the 1990s, and is now at unprecedented levels; and

· there has been a fundamental change in native forest wood use from sawn timber to domestic processing and export.

Annual production data refer to sales of logs removed from the forest following harvesting operations and do not necessarily reflect the volume of logs cut during those operations.  A critical factor that appears to have been omitted in presenting these data is the improved utilisation of logs harvested that has occurred over time.  Historically, significant quantities of lower grade logs harvested have been left on the forest floor (and subsequently burned) through lack of markets (or government policy positions that prevented the use of these logs generated from sawlog harvesting).  In recent years, however, efforts to find markets for previously unsaleable logs (and the resolution of the imposition of effective harvest ‘bans’ of pulpwood) have resulted in higher utilisation (i.e. less waste) of logs harvested.  This is illustrated in Chart 1.  

Chart 1:
Volumes of residual logs harvested compared to sales
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Source: Department of Natural Resources and Environment, 2002

Clark’s figures present sales of logs from public native forests, rather than logs cut during harvesting.  It is somewhat misleading to say from the information presented by Clark that forest logging escalated during the 1990s and is at unprecedented levels.  In fact, Chart 1 demonstrates that while the quantity of residual logs sold has doubled during the 1990’s, the volume of residual logs harvested has remained relatively static.

Since the 1950’s, sawlog production has declined significantly, as areas of forest have been removed from timber production and set aside in reserves, but has remained relatively static during the 1990’s, as shown in Chart 2.

Chart 2:
Sawlog production in Victoria
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It is important also to note that not all residual logs sold end up as chips.  In 2000/01 for example, 113,000 m³ of residual logs sold went to sawmills.

Clark refers to a fundamental change in native forest wood use.  However, rather than this being from sawn timber to woodchips, the data suggests the major change to be one of much greater market utilisation of harvested logs, resulting in less waste left on the forest floor.

Figure 2

Figure 2 presents a breakdown of Victorian wood use from public and private native forests, concluding that 98% of this production competes directly with plantation-derived wood products.  There are two aspects of this figure that require consideration – the use of native hardwoods, and competition between native and plantation grow timber.  

The data presented by Clark focuses solely on the volume of wood at particular points in the production process, limiting its usefulness in terms of industry analysis.  That is, waste from the production of sawntimber (an end-use product in many instances) is shown as a loss, but only the waste from producing woodchips, a raw material for the making of pulp and ultimately paper is taken into account; further losses in the production of pulp and paper are excluded.  For example, the manufacture of pulp from hardwood chips requires around 3.5 tonnes of chips for each tonne of bleached hardwood kraft pulp produced.

Depiction of wastes and losses from native hardwood production as somehow competing with plantation wastes and losses is bizarre; it appears to have been included as a means of artificially inflating the importance of plantations as a substitute for native forests. 

Also, depiction of wood use solely on the basis of volume, without regard to value, can be misleading.  Although in volume terms sawlogs comprise less than half the total volume of logs sold from Victoria’s state forests, revenue from sawlogs constitutes nearly two thirds of all log revenue.
  

While it is true that native hardwoods compete with plantation timber in a number of market segments, the degree of substitutability varies.  However, this is only part of the story.  Victorian plantation timber also competes with native and plantation timber grown interstate and overseas, as well as non-timber substitutes, particularly in the building industry.  Similarly, native hardwoods also compete with interstate and overseas resources and non-timber substitutes.

Softwood sawlog producers in Victoria operate in a highly competitive sector, with very strong competition from overseas producers.  For example, 28% of Victoria’s consumption of softwood sawntimber comes from overseas imports
.  This does not account for interstate trade, which is assuming an increasing role in the domestic market.  There are substantial and increasing quantities of softwood sawntimber from New South Wales, Tasmania and South Australia being consumed in Victoria.
 

Hardwood producers (plantation and native) also compete vigorously with interstate and overseas producers.  Tasmanian hardwood producers compete strongly with Victorian producers (native and plantation) in domestic and export markets for pulpwood and solidwood.  For example, 56% of Australia’s export woodchips come from Tasmania alone
.  Victorian fibre producers are essentially price takers in this market.

In terms of competition between wood products, the degree of substitutability between native and plantation grown timber varies.  Engineered and solid pine competes with hardwoods in markets for some structural beams (e.g. lintels and joists), but less so for sub-floor applications, where non-wood products provide the strongest competition.
  Competition is greatest in the lower strength grades such as F8, but much less so in markets for high strength hardwood sawntimber, such as F17 and F27.  In other uses, however, where the special characteristics of native hardwoods, including hardness, strength, durability and appearance are important, competition is much less.  In particular, competition for Victorian hardwoods in appearance markets such as furniture, flooring and cabinetry is greatest from interstate hardwoods and overseas timbers.

Substitutability, however, is not just a factor of wood characteristics – it is also a function of market opportunities.  These opportunities also depend on a number of factors, including the relative location of the resource, the processor and the end user, the size of the resource and the market, the costs of processing (including wood costs) and the potential competition for those markets, whether from wood or non-wood products, or domestic or overseas producers.  Analysis of potential competition between different wood growing sectors should incorporate modelling to properly evaluate the importance of each of these factors.

Figure 3

Figure 3 presents time series data for Victorian production of sawn timber from native forest and plantations.  The data presented for sawn timber from native forests are incomplete and derived from different data sets, but show a steadily declining trend.  Softwood sawn timber production, on the other hand is shown to be steadily increasing, and to have exceeded production from native forests by the end of the 1990’s.

Up until 1990, the general shape of the native forest production curve is consistent with the shape of the log production curve shown in Chart 2 above.  The log production curve shows a flattening of the curve during the 1990’s which is not reflected in Clark’s joining of two separate datasets for ~1990 and 2000.  The overall decline in production is consistent with the removal of areas from timber production in native forests through creation of formal conservation reserves and management prescriptions to protect other forest values (e.g. through used of buffer strips along watercourses).

The increase in softwood sawntimber production, particularly through the late 1980’s and 1990’s, is consistent with Victoria’s maturing softwood plantation resource.

Figure 4

Figure 4 presents an historic snapshot of wood use from public and private native forests in the Central Highlands region of Victoria in 1995/96.  While this data is somewhat dated, similar comments apply as for figure 2.

Figure 5

Figure 5 presents a series of maps showing the location of industrial plantations in three of the five National Plantation Inventory regions located in Victoria.  Presumably, these are included as background to information presented later in figures 6, 7, 8 and 9.

Figure 6

Figure 6 presents information on Victoria’s softwood plantation resource, showing the rapid increase in areas planted after 1970.  Significant areas of softwood plantation were established by the Victorian government using state and federal loan funds made available under the Softwood Forest Agreement Acts.  Plantation expansion took place under a national policy of net self sufficiency, and was not necessarily commercially based.  

Figure 7

Figure 7 provides a similar time series showing establishment of hardwood plantations in Victoria.  The most notable aspect of this figure, which excludes data for the planting years 2001 and 2002, is the rapid escalation of planting in the late 1990s, driven particularly by the growth of prospectus-based MIS schemes.  The omission of data for 2001 and expected plantings for 2002, which will be well below the 40,000 hectares quoted for 2000, provides a misleading picture of this sector of the industry.  The 40,000 hectares established in 2000 was largely an artefact of changing federal taxation policy that effectively required prospectus companies to combine two-years plantings into the one planting season.  Establishment rates since then have been well below the year 2000 spike, with national plantings expected to be around 40-50 000 hectares this year.  Taxation policy has been show to have a significant influence over planting rates.  Future expansion will also be influenced by land availability – which is now recognised as a constraining factor in key plantation regions such as the Green Triangle, where competition for land (between tree growers and from other land users) has seen land costs escalate significantly.

Nevertheless, large quantities of pulpwood will be produced from Victoria’s hardwood plantations over the next decade.

As with the state’s softwood resource, Victoria’s hardwood plantations are almost entirely privately owned, with varying levels of market commitment of the pulpwood to be produced.

Figure 8

The information presented in figure 8 purports to present projected woodflows from hardwood plantations in the Central Highlands area of Victoria, derived from age profile data presented in the 2001 Plantations of Australia report (Wood et al 2001).  These estimated woodflows are then compared to the current consumption of native forest pulpwood by Paperlinx, a pulp and paper manufacturer at Maryvale in Central Gippsland, with the conclusion that these existing plantations could replace Paperlinx’s use of native forest wood.  

Reference to the Central Highlands presumably refers to the RFA region of that name, but there are no reporting regions so-named in the Wood report.  The Central Highlands RFA region overlaps two National Plantation Inventory reporting regions, Murray Valley and Central Gippsland – data for these regions appear in the Wood report.  There are very few areas of hardwood plantation in the Murray Valley.  There are 27 000 hectares of hardwood plantations in the Central Gippsland region. In any case, Paperlinx’s access to native forest wood is guaranteed under an Agreement Act until 2030 albeit at a lower level (350 000 m³ per year as opposed to the current 500 000 m³ per year) from 2010.

Also, supply from any other plantations not owned or already under market agreement to Paperlinx would be up to the owners involved and subject to normal commercial negotiations.  It seems very presumptuous to suggest that a particular mill be supplied from particular privately held plantations without any regard for the ownership intent or market commitment relating to those plantations.

Figure 9

Figure 9 presents projected pulpwood flows from existing hardwood plantations in the Otways, Ballarat and Green Triangle areas and makes a superficial comparison between those woodflows and the current volume of native forest hardwood chips exported from Geelong.

The figure also presents a representation of the sustainable supply from the existing plantation estate.  It is not clear how the estimated sustainable supply has been calculated and what assumptions were used.  Sustainability implies an ongoing capacity to supply and in the case of privately owned short rotation plantations, requires some major assumptions about ongoing land availability (particularly for leased land currently contracted for a single rotation), investor intent (particularly for MIS-funded plantations) and potential competing land uses.  Clark presents no clear modelling to support the notion of a sustainable supply.

Figure 10

Figure 10 presents some alternative woodflow scenarios for hardwood plantation pulpwood at a national level, again comparing this against current woodchip production from native forests and leading to a conclusion that Australian hardwood plantations can supply the volume currently produced from native forests and continue to expand beyond that.  Clark then suggests that China can absorb the expanding plantation resource but only with a significant drop in price and that this will result in plantation investors competing against a “subsidised” public native forest resource.  It is true that China will become a major importer of plantation fibre.  It presently imports over one third of its forest products consumption
.  However, this will largely if not entirely be in the form of partially processed pulp, rather than unprocessed woodchips.  This is because China does not have modern pulping processes.  At best, China may have one or two world scale greenfields pulpmills built this decade.  Much of this decade’s investment will be in paper making, which at USD50-200 million is more risk-manageable than a greenfields pulpmill at USD 1 billion.  Accordingly, demand will be for pulp, much of which will come from Japan, where companies like Oji and Mitsubishi are major investors.

The market place, involving supply, demand, sustainability, quality and price, amongst other things, will largely determine the respective roles for plantation and native fibre.  Hardwood plantation fibre is expected to progressively replace native fibre, with the latter relegated to buyers with lower quality requirements, such as Indonesian pulp and paper manufacturers.  Plantation fibre, with its high pulp yield and attractive paper making properties, is expected to at least maintain its price premium over native fibre.  
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