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Executive Summary

Key policy conclusions

The NFPS warrants revision to reflect changes in the industry structure, outlook and the policy
environment that have occurred since the 1990s. These changes include increasing private
ownership of plantation resources, ongoing internationalisation of forestry and forest products
industry investors, rationalisation of industry structures, and emerging product and market
opportunities domestically as well as in the developing countries of Asia.

Ongoing enhancement of Australia’s international competitiveness in growing and processing forest
resources is the key to maintaining a dynamic, flexible and growing forestry and forest products
industry that continues to deliver economic benefits. Continued expansion of private sector
investment driven by open and competitive markets is the most effective way of ensuring
international competitiveness.

The revised NFPS should provide an enhanced framework for an enabling policy environment that
focuses on removing impediments to investment and addresses market failures where they occur.

Encouraging the development of market based approaches to log pricing and allocation will enhance
international competitiveness of the forestry and forest products industry by promoting the most
efficient allocation of forest resources. While this will lead to short term structural adjustment, with
consequent economic and social impacts, in the longer term it will provide a more robust forestry and
forest products industry.

In the plantation sector there is scope to expand private sector investment through further
privatisation of publicly owned resources. This is expected to lead to more commercially driven,
market based plantation investment and management decisions.

The failure of markets to deal with the long time horizon between establishment and returns
contributes to a lack of private sector investment in green field establishment of long rotation
plantations in Australia. Recent tax changes to promote secondary markets for plantations are
expected to assist, but there is scope to consider other direct government action to address this
market failure.

Further development of markets for environmental services would benefit the forestry and forest
products industry and promote private investment in forest resources.

Continuing Commonwealth support for research and development is critical to improving industry
competitiveness. Areas of particular focus should include plantation growth rates and plant
breeding, environmental impacts of forestry particularly in relation to water use and carbon
sequestration, development of emerging technologies, and research into emerging product markets
such as bioenergy and biofuels. As part of ensuring an industry focus in applied research and
development the FWPRDC model for stakeholder involvement in priority setting should be
implemented for other Commonwealth funded forest research and development programs,
particularly funding provided to CSIRO/ENSIS.

As part of an enabling policy environment there is a need for better social and economic information
on the forestry and forest products industry in Australia. This can inform government policy makers
as well as industry investors.

Further promoting forest certification for sustainable forest management is the most efficient means
of removing impediments to investment caused by uncertainty over framewaorks for sustainable forest
management, including the effects of illegal logging.

Encouraging the sustainable management of private native forests provides an opportunity to
balance some of the forecast decline in harvest volumes from public native forests. There is scope
for government to assist in improving information and establishing a supportive environment to
encourage investment by landowners in sustainable management of private native forests.

URS
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Executive Summary

The Australian forestry and forest products industry has changed substantially over the last 10-15 years.
The changes have been driven by the rapid expansion in harvest volumes available from softwood
plantations, increasing reservation of areas of native forests and the rapid development of hardwood
pulpwood plantations. Changes in companies operating in the domestic forestry and forest products
industry have reflected increasing globalisation of the industry.

Expansion of wood available from softwood plantations has facilitated an expansion in Australia’s
softwood processing industry with significant new capital investment by both domestic and international
investors. This has included green field processing investments in panels, sawn timber, and pulp and
paper manufacturing. There has also been continuing upgrades and expansion of existing manufacturing
facilities. These changes saw the exit of a number of domestic conglomerates with long histories in the
Australian forest sector. Privatisation of some publicly owned softwood plantation resources has also
seen the entry of international specialist forest investment companies.

Declining access to native forests has seen hardwood sawn timber production decline. Remaining
hardwood sawmills have pursued higher value appearance markets which has seen significant
investment in kiln drying and further processing. Industry rationalisation in this sector has been supported
by government structural adjustment programs. While sawlog production has declined woodchip exports
from native forests have expanded.

Over the last decade a rapid expansion of private investment in hardwood pulpwood plantations has
increased the area of land devoted to forest plantation production considerably. This investment was
originally started by Japanese pulp and paper companies but Managed Investment Schemes (MIS)
quickly expanded the level of investment based on a supportive taxation policy. The rapid expansion of
private investment in hardwood pulpwood plantations has changed the nature of ownership of plantation
resources in Australia.

Australia’s forest product markets are open to international competition and new investment has seen the
sector improve its competitiveness over time. In particular, as softwood sawn timber has expanded it has
out-competed native hardwood sawn timber as well as hardwood and softwood imports.

While Australia’s competitiveness in forest product manufacturing has improved, in general its domestic
costs of production are still above global lowest cost benchmarks. Australia’s relatively small market and
remoteness contribute to this situation. Nevertheless, the constant threat of imports maintains
competitive pressures on the domestic forestry and forest products industry. Australia’s position as a net
importer of forest products reflects this, the major exceptions being woodchips, paperboard and MDF.

Looking to the future, the forest sector will continue to change. The rapid expansion in availability of
plantation softwood that drove industry development over the last 10-15 years has come to an end.
There is little additional volume of either softwood pulplogs or sawlogs available over the next 20 years.
On the other hand very large volumes of plantation hardwood pulpwood are becoming available most of
which is expected to be exported to Japan. There are also prospects for the development of domestic
pulpmills and other processors to utilise these resources.

Internationally, demand from the developing countries of Asia, particularly China, is driving forest product
markets. China is importing increasing quantities of forest products and it is particularly driving
international markets for logs and pulp. China is also exporting processed forest products, in particular
furniture and paper. India offers similar growth prospects to China. Australia’s proximity to Asia offers
some advantages but these markets are also highly competitive and Australia’s ability to supply will be
subject to the resources available and the need for international cost competitiveness.

A framework for forest policy

With a developed forestry and forest products industry in the context of an open market economy,
government policy should focus on providing an enabling environment for future industry development
and investment. Such an approach emphasises the role of markets in achieving the most efficient
allocation of resources. Government policy frameworks should therefore focus on removing constraints
to open and competitive markets and addressing instances of where markets fail to deliver the most
efficient outcome (market failure).

URS
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Executive Summary

The NFPS has provided a useful framework for forest policy development and implementation in
Australia. However, the industry has now changed considerably and faces different issues since the
NFPS was developed e.g. the development of privately owned hardwood pulpwood plantations, ongoing
structural adjustment in the native forests sector and reservation of forest areas beyond RFA
commitments, the entry of new international forestry and forest product industry investors, and the
development of markets for environmental services. Re-designing the policy to more effectively reflect
these changes as well as emerging market opportunities would provide a more supportive framework for
industry development. It would also help ensure the forestry and forest products industry receives due
consideration in developing policies related to climate change, water, markets, renewable energy and
environmental services. There is also a need to provide a clear framework for the ongoing application
and development of RFAs. A revised NFPS would send a message to investors that there is a clear
vision for the forestry and forest products industry that reaches beyond Plantations 2020 and deals with
the changing circumstances of the industry.

The success of Plantations 2020 illustrates the benefits of framing policy to address market failure and
impediments in order to achieve clear goals. It also illustrates the benefits of multi-faceted policies
whereby impediments or market failures can be tackled on a number of fronts and allows policies to be
refined in response to changing circumstances. For instance, the lack of investment in long rotation
plantations needs to be addressed through a range of avenues. A revised NFPS will help government
clarify its role in future development of the forestry and forest products industry.

A revised NFPS should focus on establishing a policy environment that promotes improved
competitiveness in forest growing and processing. Ongoing improvements in competitiveness will be vital
to addressing competition from imports as well as taking advantage of market opportunities in Asia. The
policy also needs to recognise that private sector investment and open competitive markets will be vital to
improving competitiveness. Consistent with such an approach the policy should emphasise potential to
address market failures and remove impediments. The basis for actions and suggested approaches to
achieve these outcomes across the different sectors of the forestry and forest products industry are
summarised below.

Resources

The development outlook, challenges and need for policy interventions in the forest resources sector in
Australia varies across the different types of plantations and for native forests.

Pulpwood plantations

Hardwood pulpwood plantations developed in Australia over the last decade have been predicated on
export to Japan. The Japanese preference for plantation pulpwood is expected to see plantation supplies
from Australia take over markets currently supplied by domestic native pulpwood. This has particular
implications for pulpwood produced from native forests in Tasmania which currently accounts for most of
Australia’s hardwood chip exports.

The need to address the threat to native forest woodchip export markets highlights the need for
development of a pulpmill in Tasmania. One risk of a domestic pulpmill is that it will suffer cost and
market disadvantages (being based on native forest supplies) compared to plantation mills thereby
limiting the price it can pay for native forest pulpwood. This risk is balanced by the potential to replace
hardwood kraft pulp imports into Australia and China’s rapidly growing demand for pulp.

The potential for Australia to export hardwood chips to China, India and other Asian countries will be
limited by the cost of wood that pulp and paper mills in those countries can pay and remain world
competitive. It is expected that future sales of hardwood chips to these markets would likely be at prices
significantly below those currently paid by the Japanese. The structure of pulp and paper markets in
Japan puts it in a unique position in terms of its ability to pay for pulpwood.

It is expected that the Japanese pulp and paper industry will take up virtually all of the increasing volumes
of plantation pulpwood becoming available in Australia over the next decade. However, beyond the next
10-15 years, declining population in Japan and ageing of their pulp and paper manufacturing facilities is
expected to see continuing moves by the Japanese to establish pulp and paper production elsewhere.

URS
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This may provide opportunities for Australia to develop plantation based domestic pulp and paper
production.

As existing hardwood pulpwood plantations are harvested it is expected that MIS funds will increasingly
be directed at re-planting rather than estate expansion. There is also expected to be some
rationalisation of the existing hardwood estate after harvesting. There may be scope for softwood sawlog
plantations to take up some of the land that does not prove suitable for second rotation hardwood
pulpwood production. However, other regions offer scope for expansion of hardwood pulpwood
plantations, most notably in Queensland, northern Australia and in Gippsland (for supply to the Australian
Paper Maryvale mill).

Key challenges faced by the hardwood plantation sector include: the development of harvesting and
processing infrastructure associated with the export of woodchips from the large volumes of plantation
pulpwood becoming available over the next 5-10 years; marketing those woodchips, particularly in the
Green Triangle where future sales volumes generally are not yet contracted; structural adjustment
associated with rationalisation of the estate as part of second rotation investments; and concerns over the
socio economic and environmental impacts of plantations, particularly water use. Similar to other forest
resources, hardwood pulpwood plantation investments are likely to face increased risks associated with
global warming, particularly bushfire threats.

Given that the hardwood pulpwood plantation sector is driven by private investment, the role for
government is likely to be minimal. The Commonwealth government’s support for forestry MIS as a
means of facilitating investment in plantations should help promote second rotation investments as well
as the potential for MIS to facilitate investments in long rotation plantations. There may also be a role for
government in facilitating research into the socio economic impacts of plantation development.

Sawlog plantations

The inability to attract new investment into long rotation plantations will limit expansion of Australia’s
softwood processing sector. As a largely publicly owned resource, the corporatisation of state plantation
agencies has seen a reduction in investment in new plantation establishment. In addition, while Timber
Investment Management Organisations (TIMOs) and other investors have demonstrated a strong interest
in investment in existing plantation estates, they have not invested in green field plantation establishment.
With a few exceptions, MIS have generally been less successful in attracting investment into long rotation
plantations.

Recently introduced legislative arrangements to promote the development of secondary markets for MIS
plantations are expected to help attract some additional investment into long rotation plantations.
However, in general it appears that investment markets are not well disposed to the long wait for final
returns associated with new sawlog plantation investments.

Investment in hardwood sawlog plantations suffers equally in commercial investment markets. However,
the Commonwealth and State governments have invested in hardwood plantations, particularly in
Tasmania, northern NSW and south east Queensland. These investments have mostly been linked to
government actions that have reduced harvest volumes available from native forests.

The inability of commercial investment markets to deal with the long time between the initial investment
and the major returns from sawlog harvesting suggests that there may be a case for government action to
correct market failure. There is also market failure in relation to the non-market environmental benefits of
plantations, particularly in relation to salinity and water quality more generally, and biodiversity values.
The existing softwood plantations in Australia were virtually all created with government funding. Further,
other countries provide significant direct financial assistance to support private sector investment in new
plantation establishment. These issues suggest that there is a case for government to promote new
private sector investment in long rotation plantations e.g. through the purchase of environmental services
or direct financial support for plantation establishment.

The private sector generally manages plantations with a stronger commercial focus than government
agencies as they are less encumbered by management goals that go beyond maximising returns to the
grower/investor. State plantation agencies are commonly tasked with goals other than maximising

URS
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commercial returns, in particular the protection of regional employment and the provision of social
services. This has led to pricing and allocation of resources on a less commercial basis than a private
investor would be expected to adopt. Governments should facilitate more market based pricing and
allocation of resources to encourage the most efficient utilisation of resources.

The corporatisation of state forest agencies has increased the commercial focus of government plantation
agencies. However, the degree of corporatisation has varied across the agencies and they still generally
face a broader set of goals than purely commercial organisations. Where it has occurred the privatisation
of state owned plantations has acted to remove these constraints generated by government ownership
and management. While the structure of the forest industry in Australia means that it is not always
possible to have open and competitive markets, a purely commercially focussed plantation owner will
always aim to maximise returns to the resource. This is illustrated in the activities of Hancock Timber
Resources Group, Global Forest Partners and GMO. In turn, maximising returns to the grower leads to a
more efficient processing industry as well as attracting new investors to the plantation sector. Further
privatisation of state owned plantation resources would lead to a greater focus on maximising commercial
outcomes from plantation management.

Increasing concern over water availability and security is a critical issue to the agricultural and forestry
industries in Australia, and presents a significant risk to plantation investments. Uncertainty over the
allocation of water in the future, particularly given the potential drought impacts of climate change, will
accentuate competition between users and threaten allocations for environmental flows and so future
plantation investments. Similarly, the effects of climate change on plantation growth and potential for
increased bushfire threat creates uncertainties for long rotation investments.

On the other hand water use by plantations can assist in addressing salinity issues so plantations provide
benefits in catchments where salinity is a problem. Significant levels of funding have been committed to
tree planting initiatives for salinity control through the National Action Plan for Salinity and Water Quality.

It is important that the relationships between water and forests, both native and plantations, is well
understood. In particular, the broader role of how forests both use water, contribute to water quality and
provide other environmental services at a landscape scale within and between catchments will be
important to ensure that the full value of forests is understood. Research and development into these
relationships should therefore be a priority for the forestry and forest products industry. Furthermore, it
will be important that the industry be well represented in the water use debate to ensure it receives
equitable treatment with other land uses. Uncertainties over growth rates and returns for hardwood
sawlog plantations in Australia, particularly given the lack of existing plantation hardwood processing
capacity, also suggest a role for governments in research and development of the potential for hardwood
sawlog plantations.

Native forests

The use of public native forests for production of commercial timber products will continue to decline in
Australia. Queensland is committed to end harvesting of hardwood public native forests by 2025, WA has
already reduced harvest volumes significantly, and some harvest volumes of sawlogs from public native
forests in Tasmania will be reduced in lieu of supplies from sawlog plantations being established by
Forestry Tasmania. In NSW and Victoria there is uncertainty over future sustainable harvest volumes
from public native forests.

The potential loss of native hardwood pulpwood markets, as increasing volumes of plantation hardwood
pulpwood become available, could make logging of sawlogs uncompetitive. In addition, similar to
plantations the impact of climate change, particularly increasing incidence of bushfires, could adversely
impact available harvest volumes.

Supplies from private native forests offer potential to balance, at least in part, declining harvest volumes
from public native forests. Private native forests already provide significant harvest volumes in northern
NSW, south east Queensland and Tasmania. However, a lack of knowledge of private native forests
means that the sustainability of existing harvest volumes is unclear and the potential for expansion in
these and other regions is also uncertain.
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Better information on the extent and use of private native forests would assist in promoting the
development of sustainable private native forestry. However, efforts to regulate private native forest
harvesting could discourage interest and investment in private native forests. There is a need to support
landowners in developing approaches to sustainable management of private native forests. There are
clear examples from other countries, particularly in Europe and USA, of extensive support systems for
promoting sustainable private native forest management.

There is potential for the further development of more intensive management systems for both public and
private native forests to also address the decline in supplies of sawlogs from public native forests. This
would be assisted by research and development into appropriate systems, particularly in terms of their
environmental impacts.

Increasing supplies from hardwood sawlog plantations will also supplement declining sawlog supplies
from public native forests. Investments in hardwood sawlog plantations to date have been driven mostly
by government funded programs in Tasmania, NSW and Queensland. A challenge facing the forestry
and forest products industry in the future is the expansion of private investment in hardwood sawlog
plantations.

A move to market based pricing and allocation of scarce native resources will help facilitate ongoing
adjustment in the native forest sector and ensure efficient costs of production. In the past the pricing and
allocation of native forests has suffered similarly to plantations whereby lack of clear market based
approaches has resulted in less efficient industry outcomes. In particular, long term contracts based on
providing resource security but for periods well in excess of the economic payback for the associated
processing investments together with non-market based pricing, have tended to lock in industry structures
rather than promote adjustment. In this regard Victoria is leading the way with the introduction of auctions
for the pricing and allocation of native forests logs. While this will have short term adjustment costs, it will
lead to a more competitive hardwood sawmilling industry in the longer term.

The processing industry
Sawn timber

Australia’s softwood sawn timber production is focussed on domestic markets. Overall, domestic demand
for sawn timber in Australia is expected to grow at best only slowly. While most Australian sawn timber
production is focussed on domestic markets, ongoing competition from imports means that Australian
producers will need to maintain cost competitiveness.

The most significant trend in improving competitiveness in softwood sawn timber production is increased
capacity to reduce unit costs. While Australia’s domestic sawmills have been expanding capacities, they
are generally still smaller than the lowest cost sawmills overseas. The need to maintain international
competitiveness is expected to lead to ongoing rationalisation to deliver world scale costs of production in
the softwood sawn timber sector. The most effective way to facilitate that rationalisation is the ongoing
implementation of market based pricing and allocation of plantation resources. This is most effectively
achieved through private resource owners.

While competitive scales for hardwood sawmills are generally lower than for softwood sawmills,
Australian hardwood sawmills are typically smaller than internationally competitive world scale hardwood
sawmills. It is likely that existing domestic trends in consolidation of hardwood sawmill capacities will
continue. This can be most effectively facilitated by market based pricing and allocation of sawlogs. The
experience of auctions for the sale of native forest logs in Victoria illustrates the potential for such an
approach to generate structural change towards a more efficient industry as well as increase returns.
However, it should be noted that such changes also come with significant short term social and economic
costs.

The production of structural sawn timber from short rotation eucalypt plantations represents another
potential development in the hardwood sector. The sawmill currently operated by Forestry Enterprises
Australia (FEA) provides an example and such production could supplement tightening supplies from
softwood plantations. However, the potential for large scale replication of this model is likely to be limited
as the silvicultural practices applied to many pulpwood plantations will be unlikely to produce significant
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volumes of sawlogs. Nevertheless, with private ownership of large areas of hardwood plantations there is
the ability to respond to market opportunities as they arise.

Panels and engineered wood products

Unlike sawn timber, consumption of panel products, medium density fibreboard (MDF) and particleboard,
has been growing steadily in Australia and per capita consumption has been increasing. The
consumption of laminated veneer lumber (LVL) has been growing extremely fast over the last decade and
this is expected to continue.

In other developed countries production and consumption of other engineered wood products has also
been growing. Oriented strand board (OSB) markets have grown rapidly in the USA over the last decade
where it is a replacement for structural plywood used in house construction, and production of laminated
strand lumber (LSL) is beginning to expand. Because structural plywood is not used widely in house
building in Australia, it is not expected that OSB provides opportunities in the domestic market. However,
the production of an LSL type product made from eucalypt pulpwood (known as engineered strand
lumber or ESL) is currently being developed and is expected to have significant market opportunities,
particularly as a replacement for hardwood structural timber, LVL, steel and some appearance timber
products.

It is expected that investment in softwood based panels and engineered wood products may be limited by
resource constraints. However, with ongoing rationalisation of the softwood sawmilling sector there may
be opportunities for less competitive softwood sawmills in some regions to be replaced with engineered
wood product plants. In particular, there may be opportunities for production of plywood and LVL and
also LSL.

The most effective way to facilitate these market driven changes is again through market based
approaches to log pricing and allocation.

Pulp and paper

The competitiveness of Australia’s pulp and paper sector varies among the different market segments.
The development of the Visy pulpmill in Tumut created a new standard in competitiveness of smaller
scale unbleached chemical pulpmills and has driven an expansion of exports of paperboard from
Australia. The planned expansion of the mill will increase exports.

On the other hand Australia has not been able to construct a world scale bleached hardwood kraft
pulpmill despite having available native hardwood pulpwood resources. It remains to be seen whether or
not the emerging hardwood plantation resource will provide sufficient impetus for development of new
hardwood pulpmills in Australia. The two proposals currently being developed, the Gunns kraft pulpmill in
Tasmania and a bleached thermo chemi-mechanical pulpmill (BCTMP) being developed by Protavia at
Penola, SA are still uncertain.

Australia’s existing production of communication papers (Australian Paper) has faced intense import
competition in recent years from much larger world scale and lower cost producers. Australian Paper has
addressed this issue through investing in its Maryvale pulp and paper mill including a current upgrade.
The investment strategy by Australian Paper suggests that this mill will continue to produce for the
domestic market. However, it will also face ongoing competition from imports. While Australian Paper
has long term access to sufficient high quality native resources in Victoria, it has indicated its desire to
source its wood resource from plantations. MIS are currently establishing hardwood pulpwood
plantations in Gippsland in response to this demand.

Tissue production is largely a domestically focussed market in Australia, although there are imports of
tissue for conversion. In recent years there has been considerable new investment in the industry and
there is sufficient capacity to meet domestic demand growth. In the newsprint sector domestic production
accounts for a little over half of apparent consumption with imports largely from New Zealand growing in
recent years.
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New and emerging markets and products

The development of markets for environmental services has the potential to provide significant benefits to
the forestry sector. However, the assessment of these opportunities needs to be tempered by the still
developing policy environment.

A carbon trading system will help attract investors to long rotation plantation investments by providing
additional value for the trees being grown. Provided that the plantations meet the requirements set out in
any such scheme there is potential to sell carbon created by new plantation estates. Under the Kyoto
Protocol the requirements set out for plantations to qualify as carbon stores are strict, including the
requirement for forests to remain in that land use for 100 years and the need for associated monitoring of
carbon storage. The lack of recognition of carbon stored in wood products also acts to reduce the carbon
store. However, there is scope that the requirements for forest sinks may be updated in negotiations for
ongoing international arrangements. Further, in any trading system forests will need to compete with
other alternatives such as geo-sequestration and investments via the clean development mechanism.

Bioenergy utilising wood waste provides opportunity for renewable energy production. There is already
active investor interest around Australia in bioenergy production utilising wood. It also appears that wood
based bioenergy is competitive with other forms of renewable energy. However, the cost of wood to the
mill door is a major determinant of competitiveness and bioenergy producers could not pay export parity
for woodchip exports and it is not clear that bioenergy will drive new plantation investment. Rather, it
appears that there is an opportunity for bioenergy producers to utilise wood waste generated by
harvesting or processing operations not suitable for woodchip exports. Another limitation on bioenergy
from wood waste is the restriction by some governments on the use of native forest wood for bioenergy
production. Future development is also likely to depend on government regulatory requirements relating
to renewable energy.

Production of ethanol from wood provides a similar opportunity to bioenergy. While there is greater
uncertainty over the competitiveness of technologies to produce ethanol from wood compared to other
raw materials, most notably grains, technologies are developing rapidly including the development of pilot
plant current underway in NSW. Ethanol production will also need to compete with a range o