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T h e Forest I n du stry of 
th e Fu tu re:  

W h at W ill I t Look  
Lik e?  

 

By J. Brian Fiacco 

I was recent ly asked to speak at  the N orth Carolina 
Forest ry A ssociat ion Õs annual meet ing in  Myrt le 
Beach on the above capt ioned topic. Before 
agreeing to the talk, I had to th ink about  it  for a 
while. T he quote ÒIts tough to make predict ions, 
especially about  the futureÓ at t ributed to Yogi 
Berra, as most  quotes are, hung in  my mind for a 
few days. But  I took a shot  at  it  and later agreed to 
share some of those thoughts with T MS readers.  

First , t here has to be a basis for the predict ion. T he 
basis that  I chose was to look at  the changes 
occurring in  the forest  indust ry and to look at  what  
I thought  the future economic environment  might  
look like. 

T he three key changes in progress are: 

�™! Changing T imberland O wnership 

�™! Biomass for Energy 

�™! Global Indust rial Revolut ion 
 

T im berlan d O wn ersh ip:  

T he sh ift  in  ownership ( from forest  indust ry to 
inst itut ional)  is well documented and well 
underway so there is no need to spend t ime on it  
( maybe a couple of comments!) . D ue to t he 
housing/lumber market  collapse, t imberland owned 
by the sawmill indust ry is following in  the footsteps 
of that  formerly owned by the pulp and paper 
indust ry. T h is is illust rated by the t imberland 
ownership sh ift s of A llegheny W ood Products and 
A n thony Forest  Products to T IMO s. Survival can 
be tough. T he second poin t  is that  the inst itut ional 
owners have no allegiance to a mill, so the wood 
will flow to the h ighest  bidder. 

 

Biom ass for En ergy:   

T h is is not  a new th ing, but  it s impact  is changing 
and the magnitude of the issue is not  un iversally 
well understood so it  merits sign ifican t  discussion. 
T here are three drivers pushing the biomass 
market  sh ift . 

1.! Renewable Energy: T he desire to sh ift  to 
energy sources that  we cannot  Òrun outÓ of. 
Many states already have legislated renewable 
energy targets and biomass, part icularly in  the 
Southern states, is playing a key role toward 
the advancement  of those goals. 

2.! Climate Change: T he desire to sh ift  away from 
energy sources that  add to the perceived 
problem of man-caused global warming. 
Burn ing wood is carbon neut ral when viewed 
from a carbon cycle perspect ive. T h is appears 
to be more of a polit ical issue than a scien t ific 
one, but  that  is irrelevant  to the outcome. 
Pellet  exports from the U S to Europe increased 
more than ten fold last  year fueled by carbon 
taxes in  EU  count ries. If Cap and T rade is 
passed here, expect  to see an even greater sh ift  
from coal to biomass by ut ilit ies. 

3.! Energy Self-sufficiency: T h is is the most  
importan t  concern from my perspect ive. It  is 
sign ificant  from both nat ional defense and 
economic securit y poin ts-of-view. 

So where will t h is biomass come from? T he primary 
sources of woody biomass are manufacturing 
residues, harvest  residues, urban waste 
( const ruct ion, etc.) , pulpwood, and short  rotat ion 
crops grown specifically for biomass. I have looked 
at  available manufacturing residues for mult iple 
clien ts and there is just  not  a sign ifican t  amount  
available. It  is virtually A LL being used and most  
of it  is used by the forest  industry to produce 
products or energy. H arvest  residues are there 
BU T , as the pulp and paper indust ry knows, 
harvest ing residues is expensive, they have a 
negat ive impact  on mill processing, and they 
produce a product  of in ferior qualit y and value. 
T hese t raits are equally t rue for pellets and pulp. I 
donÕt  know much about  urban waste but  there is 
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less of it  with the housing market  decline. So that 
leaves pulpwood and that is where the bulk of the 
woody biomass resource will come from.  

T o bet ter understand the magnitude of potent ial 
biomass demand, let Õs look at  some of the new 
facilit ies. 

A  Pellet Mill: T he pellet  mill in  Cot tondale, 
Florida started up in  A pril 2008 as the largest  
pellet  product ion facilit y in  the world. O ne 
hundred percent  of the plan t Õs product ion is for 
export  to Europe where the pellets are mixed with 
coal to reduce carbon emissions in  the product ion 
of elect ricit y. T he driver behind it  is the European 
carbon tax applicable to coal but  not  the carbon 
neut ral wood pellet . T he plan t  produces 560,000 
tons of pellets annually and consumes about  
1,000,000 green tons of wood. T he resource used is 
not  ÒresidueÓ -- it  is pulpwood. T h is facilit y is the 
equivalen t  of a new pulp mill. 

C ogen eration : T h is is certain ly not  new in  the 
forest  indust ry as our pulp mills have been doing 
th is for a long t ime. W hat  is new is the magnitude 
of the projects. Indust ry is expanding the use of 
cogenerat ion, schools are installing the systems, 
and one village in  Pennsylvan ia is building a system 
to use the steam to heat  all of the houses in  the 

village as well as supplying the elect ricit y to them. 
A n indust rial example is the Sonoco / Peregrine 
Energy Corporat ion plan to develop a new $135 
million woody biomass-fueled cogenerat ion plan t  
in  South Carolina. Plans are for Peregrine to 
const ruct  a new 50-Megawat t  (MW )  capacity 
facilit y that  will be capable of generat ing enough 
elect ricit y to power approximately 14,000 homes. 
T he new biomass-fueled cogenerat ion facilit y will 
replace SonocoÕs exist ing coal-fired boilers. 
Peregrine in tends to sell t he ent ire elect rical 
output  and all renewable energy cert ificates 
associated with the plant  to Progress Energy 
Carolinas, Inc., and low pressure steam from the 
plan t  to Sonoco for use in  the manufacture of 
recycled paperboard and other converted products. 
T he owners say that  the project  would benefit  t he 
regionsÕ forestry indust ry by ut ilizing pre-
commercial th inn ings and waste logging residues as 
the woody biomass fuel for the project . 

A s a rule of thumb, a 100-megawat t  plan t  will 
consume about  a million green tons. T h is facilit y 
will t herefore consume about  one-half of that : st ill 
a lot  of pre-commercial th inn ings! 

A  C oal Fired Power Plan t: T h is one really caught  
my at ten t ion. T he power companies are st ruggling 
with the renewable energy standards. In  the East , 
there is limited opportun it y for wind, solar or 
geothermal energy so biomass is about  the on ly 
alternat ive left  ( hydro is out  for a mult itude of 
reasons) . FirstEnergy at  Shadyside, O hio has 
announced its conversion from coal to biomass. 
T he largest  proposed development  to date had 
been Yellow Pine Energy's 110 MW  project  in  
Georgia, a million-plus ton per year wood 
consumer. FirstEnergyÕs is 312 MW  and will 
consume 3 million green tons! T h is is on par with 
the SouthÕs largest  pulp and paper mills. 

T he sheer quant it y and magnitude of the 
announced facilit ies similar to the examples above 
is staggering from a resource consumpt ion 
viewpoin t . N ot  all of them will come to pass, but  it  
is very clear that  enough of them will reach 
product ion levels to great ly impact  the future 
supply/demand picture for forest  products. 
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Global I n du strial Revolu tion :   

T he th ird key change, the global industrial 
revolut ion, is well under way but  it  may never be 
realized. A ll of the developing nat ions have 
ambit ions to reach the standard of living with 
which we are blessed but  the commodit ies, the 
natural resources, are just  not  there to reach that  
level on a global basis. Commodity shortages, 
part icularly oil and other t ransportat ion energy 
sources, will prevent  the world from reaching the 
level that  we have obtained and, more than likely, 
those same shortages will prevent  us from 
main tain ing that  level. Escalat ing t ransportat ion 
costs will cause us to revert  back to a society much 
more dependent  on manufacturing. It  is 
sign ificant ly less expensive to sh ip dried lumber 
than logs. 

T he three key changes ment ioned above combine 
with a couple of addit ional economic factors to 
create the drivers that  define my view of our 
economic future. T he drivers are: 

�™! Social drive for renewable energy, energy self-
sufficiency and climate change. 

�™! H igh energy costs- the key cost  escalator. 

�™! H igh in flat ion rate ( perhaps hyperin flat ion )  
driven by: 

o! Very h igh government  spending. 

o! Very h igh oil prices. 

o! Commodity shortages, including t imber. 

�™! D eclin ing value of dollar ( see Figure: U S D ollar 
Index) . 

 

T h e Forest I n du stry of th e Fu tu re 

T h e Fu tu re of th e Pu lp Mill: D omest ic paper 
demand will cont inue its downward t rend but  I am 
not  as pessimist ic about  the indust ryÕs future as 
most  people are. T he cont inuing decline in  the 
dollar, although very bad for the consumer, will 
have a posit ive impact  on the pulp and paper 
indust ry. T he export  market  will be much brighter. 
A  great  deal of capacity has already been taken out  
of the market . A lthough biorefinery economics are 
very unclear at  th is t ime, more capacity may come 
out  as some mills are converted from pulp to 
product ion of Òult ra-clean, renewable motor fuelsÓ. 
A s the energy t ransportat ion costs rise, it  may be 
cheaper to burn pulpwood for energy and convert  
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black liquor to t ransportat ion fuels. T he key driver 
is the future price of oil and that  may be 
considerably h igher than the current  consensus. 
T he major downside for the pulp and paper 
indust ry will be the compet it ive demand for wood. 
W ood is both it s raw material and its energy 
source, and the power companies are going to be 
very tough compet itors. 

 

T h e Fu tu re of Sawm ills: D espite the doom and 
gloom about  future housing, domest ic lumber 
demand driven by housing demographics st ill looks 
good after the excesses have been worked off. T he 
Global Indust rial Revolut ion, combined with a 
weaker dollar, will create a very posit ive 
manufacturing and export ing environment  for 
sawmills. Global housing and lumber demand will 
be h igh, and the U S will be one of the key 
suppliers. Very h igh energy costs make it  more cost  
effect ive to sh ip lumber than logs to export  
markets, reversing the curren t  norm.  T here will be 
a much more compet it ive market  ( h igher prices)  
for mill residues. Consisten t  and steady demand 
from biomass consumers will provide a steady 
supply of logs from producers. T h ings couldn Õt  look 
much bet ter, assuming there is a mill somewhere 

that  survives the current  crisis! It Õs always darkest  
before the dawn. 

 

T h e Fu tu re of Biom ass C on su m ption :  Biomass 
ut ilizat ion is a game changer in  the forest  industry 
because of the sheer quant it y of biomass that  will 
be ut ilized. Many schools in  cold climates are 
heat ing with wood chip boilers today and they are 
saving money without  any subsidies ( and th is is 
spreading to the warmer South as well) . European 
villages have moved in  that  direct ion and some 
Canadian and U S villages are capitalizing on their 
experiences. T he developing demand by the power 
companies seems so huge as to be unsustainable.  

T ransportat ion cost  increases will work against  the 
large biomass programs such as the 3 million green 
ton O hio facilit y. Power facilit ies with less output  
and shorter haul distances will be more cost  
effect ive ( diseconomies of scale) . If t he Òman-
causedÓ global warming issue does not  result  in  tax 
legislat ion, if consumers scream too loudly about  
elect rical cost  increases, government  may back off 
and the power companies will be able to revert  to 
coal to produce elect ricit y more economically. 
T hat  would take the pressure off biomass and st ill 
provide energy self-sufficiency to a degree. But  
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even that  scenario will not  change the sh ift  to 
biomass for energy. O il is a fin ite resource, and 
more energy must  be expended to get  each 
addit ional barrel. Like it  or not , oil prices are on 
the wrong end of the power curve, and that  means 
that  t ransportat ion costs are too. T here W ILL 
come a poin t , I don Õt  know when, where cellulosic 
ethanol ( or one of the other wood-based 
t ransportat ion fuels)  is less expensive than oil. 
W hen that  happens, the forest  indust ry will be 
changed forever.  

 

T h e Fu tu re in  th e Forest: Recent  economic 
drivers support ing longer rotat ions are creat ing a 
Òwall of woodÓ in  the sawlog size class. Inst itut ional 
investors have lengthened rotat ions from the 
pulpwood size-class to the sawt imber size-class to 
capitalize on the price different ial. Sawt imber sales 
have been deferred as a result  of poor markets, so 

harvest  followed by plan t ing has slowed ( Figure: 
Southern T ree Plan t ing T rend) . 

T he graph shows a sign ifican t  decline in  plan t ing, 
which is t roubling to some folks, but  more likely 
reflects increased th inn ings and sign ifican t  
reduct ions in  clearcut t ing. Short  rotat ion energy 
plan tat ions close to market  will happen IF wood 
costs go up sign ifican t ly O R  planners fail to 
an t icipate increases in  t ransportat ion costs. T here 
will be more Òin-woodsÓ operat ions ( ch ippers, 
biomass harvest ing, biochar, and perhaps mobile 
methanol)  -- all driven by h igher oil costs. Biomass 
harvests will be incorporated in to convent ional 
t ree plan t ing prescript ions. Far more compet it ive 
markets will mean h igher stumpage prices for 
biomass and pulpwood. T he current  growth/drain  
rat ios are very favorable ( Figure: U S Growth vs. 
Consumpt ion)  but  sustainabilit y will probably 
become a polit ical issue, if not  a real one.  

!

"!!#!!!

$#!!!#!!!

$#"!!#!!!

%#!!!#!!!

%#"!!#!!!
!"

#
$

%

%!!! %!!$ %!!% %!!& %!!' %!!" %!!( %!!) %!!*

&$'#

()*+,$#- ��.#$$��/0'-+1-2��.#$-3

+,-. /01

2343��56789.:��;78<.=��>=��;4.<. ��
?@3AB3-

C.68D,3��E68.548=��?6BB,55,6-

 



 

Page 1 6  T imber M art-South ~  M arket N ew s Q uarterly  4 th  Q u arter 2 0 0 9  

C h an ges in  W ood Su pply C h ain : It  is the same 
basic W ood Supply Chain, butÉ  

�™! H arvest  residues will be added, probably more 
mechanized. 

�™! Biomass demand brings more stable wood 
demand. 

�™! N o month ly ( weekly, daily)  sh ift s in  mill 
consumpt ion. 

�™! N o shifts in  species needed. 

�™! A nnual cont racts for wood producers become 
pract ical for biomass product ion -- good news 
for loggers! 

�™! May force the same cont ract  changes for 
pulpwood and sawlog buyers. 

�™! Logging will become a more robust , stable and 
compet it ive market  segment . 

 

Syn opsis of th e Fu tu re Forest I n du stry 

�™! Biomass/Power companies will be a key part  of 
the indust ry. 

�™! T here will be more Òin-woodsÓ operat ions 
( ch ippers, biomass harvest ing, biochar, and 
perhaps mobile methanol) . 

�™! A  smaller pulp and paper indust ry will survive 
and export ing will play a larger role. 

�™! Sawmills: D emographics st ill favor housing and 
lumber export  market  will become sign ifican t . 
Imports less compet it ive. 

�™! Logging cont ractors will have a more stable 
operat ing environment . A nnual product ion 
cont racts. 

�™! Stumpage market  will be more compet it ive and 
more stable. 

�™! Plantat ion establishment  will consider energy 
market . 
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�™! T imberland ownership will be a good place to 
be! 

So that Õs the way I see it . A  global economy 
responding to a failed energy policy built  on 
unsustainable oil product ion. T h is view of the 
future may not  be right , but  it  is worth considering 
as you go forward. 

A bou t th e au th or 

J. Brian Fiacco authors T he T imberland Blog 
( ÒExamining the changes in timberland ownership and 
what those changes might mean.Ó) , which is widely 
read by indust ry analysts, inst itut ional investors, 
T IMO s and the forest  indust ry. H e also owns 
T imberland St rategies LLC, a consultancy focusing 
on the subjects of t imberland valuat ion, sales, and 
resource analysis ( including the evolving impact  of 
woody biomass on wood demand) . Fiacco owns 
and manages t ree farms in  N Y and SC. H e is a 
graduate of N C State and resides near Summerville 
SC.  

 
 

T im berlan d 
T ran saction s 

 

A bout  160,000 acres in  U S t imberland sales were 
announced th is quarter, nearly 146,000 in  the 
South. W eighted average price per acre was $1,585 
for the U S and $1,660 in  the South. Sales outside 
the South clustered in  W est  Virgin ia. 

A t  press t ime, total U S t imberland sales for 2009 
were approximately 1.55 million acres, well below 
the annual average in  recent  years. O ver the past  
five years U S sales have averaged 4.43 million 
acres per year, 3.76 million acres per year over the 
past  ten years.  

Sales in  the South totaled 698,000 acres in  2009, 
also well below average: 2.64 million over the past  
five years, 1.96 million acres over the past  ten.  

T imberland prices averaged $1,395 per acre for the 
U S in  2009, down slight ly from $1,410 per acre in  
2008 and well below the peak $1,780 average in  
2007. Prices averaged $1,605 in  the South in  2009, 

down from the peak $1,780 in  2008 but  above the 
$1,500 averaged in  2007.  

T here were press reports th is year of offerings 
where bids were not  accepted or packages of 
t imberland assets were quiet ly removed from the 
market . A nalysts observed that  fewer and smaller 
sales in  2009 suggest  that  t imberland owners were 
not  willing to sell at  reduced prices th is year. 
Looking at  the sellers in  each year also shows that  
most  large forest  industry holdings had been sold to 
private part ies, T IMO s, and REIT s by the end of 
2007. T IMO s, REIT s and private ent it ies now 
t rade t imberland among themselves. A verage 
t ransact ion size dropped in  the South from more 
than 100,000 acres in  2007 to 42,000 acres in  2008 
and 26,000 acres in  2009.  
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