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Thank you for the opportunity to participate here today and to have the chance to share some
views on the future of the forest sector and particularly the growing opportunities that we have
as an international sector.
I’d like to begin by briefly describing our company and then turn to a few issues that I think will
affect the international forestry sector—mainly in a positive way.
New Forests was founded in 2005. We are an investment management business based here in
Sydney. Our clients are pension funds, insurance companies, medical benefits trusts, sovereign
wealth funds, and university endowments—collectively called institutional investors.
We manage more than AUD 3 billion in assets—primarily timber plantations, but also areas
managed for grazing and cropping, areas under conservation management, and environmental
assets including wetland and endangered species banks, terrestrial carbon projects, and water
rights. This includes more than 700,000 hectares of forests and land. We have also invested in
processing. We established Timberlink, which operates three sawmills in South Australia,
Tasmania, and Blenheim, New Zealand. We also manage investments in woodchip mills, port
facilities, and other forestry-related infrastructure. We oversee investments in Australia, New
Zealand, Indonesia, Malaysia, and the United States.
Our business is organised around three investment strategies. The largest is our Australia New
Zealand strategy, where we have acquired close to 600,000 hectares of land and timber
plantations, as well as processing and infrastructure. We also have an investment strategy
focused on Asia—particularly timber plantations in Indonesia, Malaysia, and Indochina. And finally
we invest in the United States, mainly seeking forestry assets that also have exposure to
environmental markets like California carbon offsets, wetlands banking, and other regulated
environmental instruments.
Operating investments across these three regions over the past decade has provided us with a
front row seat to significant changes in the Asia-Pacific forestry sector.
As investors, we see five intersecting trends that are driving the evolution of the forestry sector—
•

The shift in demand growth from the traditional markets of Europe and North America to
Asia.

•

The shift towards incremental wood supply from plantations, principally in the Southern
Hemisphere and tropical regions.
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•

Restructuring of markets – most strongly from newsprint, printing, and writing paper to
new bioenergy and bio-materials as well as new multi-story construction systems using
wood as a substitute for concrete and steel, as the world transitions to zero net emissions
of greenhouse gases.

•

The emergence of institutional investors as a major source of capital for the expansion
and growth of the forestry sector.

•

Rising requirements for sustainability standards, deforestation-free commodities, respect
for human rights, and benefit sharing if you want to operate successfully at scale.

So from an investment strategy perspective you would have to say that acquiring high-quality
timber plantations in the Asia Pacific region and managing them sustainably to support a range
of existing and new markets would be a good bet. That is the basis of our company’s business
model.
That brings me to the main topic I wanted to talk about today—the rising importance of
investment capital to the future growth and development of the forestry sector.
Today most natural forests are still owned by governments and often licensed out to forestry
operators, but most timber plantations are now owned by private sector investors. There are a
few examples left of government ownership; New South Wales and Western Australia, the United
Kingdom, Ireland, and France, for example, still have substantial government-owned plantation
forests. However, as I mentioned earlier, the incremental growth in wood supply in coming years
will be almost entirely from plantations, and that will be a function of capital investment. I would
also say that the capital will come from the private sector, not from a renewed investment in
timber plantation development by governments.
At present there are three main types of private timber plantation owners—corporates,
institutional investors, and small private or community owners. Institutional investors now
dominate in the USA, Australia, and New Zealand. Corporate owners dominate in Latin America,
some parts of Asia (Indonesia, Malaysia) and Africa, and small private or community owners
dominate in Europe and some Asian countries (e.g. Vietnam, Thailand, and China).
There is now about USD 100 billion of institutional capital invested in timber plantations,
principally in the USA, followed by Australia, New Zealand, and Latin America.
Figure 1: Institutional Timberland Ownership

30

Million Hectcres

25
20
Global

US

15
10
5

1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

0

Source: RISI Timberland Investment Ownership database, Forisk Consulting
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About USD 55 billion of that capital is invested via firms like New Forests that raise funds or
client accounts to acquire and manage timber plantations. About USD 35 billion is in Timber Real
Estate Investment Trusts that are listed on equity markets. These operate almost exclusively in
the United States. The last class is direct investors, who tend to be large institutional investors
who buy forestry plantation assets directly, often via unlisted companies or trusts. We estimate
that there is in the order of USD 10 billion of these direct investments, such as Kaingaroa
Timberlands in New Zealand.
It is estimated that you could buy the bulk of the commercial timber plantations in the United
States South and West for about USD 150 billion, the plantation estates of Australia and New
Zealand for about USD 25 billion, and all the plantations in Brazil, Uruguay, and Chile for about
USD 50 billion.
Figure 2: Timberland Investible Universe by Region (USD Billion)
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Setting aside smallholder plantations, you could probably buy most of the remaining commercial
scale plantations in Western Europe, Southern Africa, Southeast Asia, and China for another USD
30 billion. That means at a global level, there are around 60 million hectares of plantations worth
about USD 250 billion in total or around USD 5,000 per hectare. These are estimates, but give an
order of magnitude of the investible timber plantation base. I would also note that this is not a
large pool of assets by international standards—the agricultural land base of Australia has been
valued at USD 300 billion, for example. Commercial real estate and private housing in Australia
are estimated to be worth USD 3.5 trillion.
But forestry is very attractive to investors for at least three reasons. The first is that it is
inherently a perpetual asset that can be grown, harvested, and regrown over and over. That is
attractive to investors with very long-term investment horizons. Secondly, the returns relative to
the risk in forestry are quite good and reflect that the returns from forestry come from biological
tree growth, which is effectively capital appreciation as well as income from cutting and selling
timber. Even in poor market conditions trees continue to grow and appreciate in value. And that
leads to the third reason forestry is attractive—it has a low or even negative correlation to other
asset classes like listed equities, bonds, and real estate, especially listed real estate. That means
that when you package forestry assets in with these other assets, the volatility of the whole
portfolio declines because you have uncorrelated assets that don’t rise and fall in lockstep with
each other.
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Figure 3: Timberland on the Risk-efficient Frontier

Source: IWC, Timberland Investments in an Institutional Portfolio, March 2013

So with these positive characteristics shouldn’t we expect massive investment in plantation
establishment by institutional investors? Not necessarily. There have been examples of greenfield
investment by institutional investors in Latin America and Africa—in fact New Forests invested in
a large greenfield forestry plantation project in Indonesia late last year—but the vast majority of
timber plantations were established by governments or under government incentives to private
sector businesses. For example, in both Australia and New Zealand almost all the softwood
plantations were established directly by government. The eucalyptus plantations in Australia
were also almost entirely established based on a tax incentive scheme.
The challenge has been the long time it takes to grow trees to a point where there is income, and
the underlying returns relative to the risks. As a result, governments in the past have felt that
they needed to intervene in the market to make forestry investments more attractive. That is less
likely to happen in future.
So how do we finance expansion of the timber plantation estate?
The first question is whether we actually need to expand the area of plantation, or could we just
get away with making our existing plantation base more productive? If we believe that the future
world timber demand will be restricted to existing products such as pulp, paper products
including packaging and tissues, lumber, and wood panels, then forecasts suggest that demand
will grow at about 1.5% per annum out to 2050. Given that there is plenty of evidence that
plantation productivity per hectare can increase at 1.5% per annum over relatively long periods of
time, you would say we have enough plantation area, you just need to invest in better genetics,
better management systems, and operating on a best practice basis.
However, demand may look dramatically different. It’s been suggested that we are on the verge
of a bio-economy revolution as the world decarbonizes. The bio-economy is premised on the
broad range of materials and products that can be made from natural bio-fibres and biomass. It
could bring rising demand for bio-fuels, bio-energy, bio-based platform chemicals, cellulosic
fabrics and multi-story wood dwellings. If this bio-economy is indeed in our future, then no, we
don’t have enough plantations.
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Figure 4: The Emerging Bio-economy

The WWF put out a report a couple of years ago that suggested that we would need to increase
timber plantation production by about 4% per annum to achieve a meaningful participation of
biomass-based energy and fuels in the overall global energy system. That would mean going
from the current 1.7 billion cubic metres of global annual roundwood production to about 8
billion cubic metres by 2050.
Figure 5: Global Timber Demand Forecast
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In our Timberland Investment Outlook report last year, we asked ourselves what would it take to
get to those kind of production numbers.
We started with the premise that the world produces about 1 billion cubic metres of timber
supply from natural and semi-natural forests—say Canada, parts of the USA, Russia, northern
Europe, West Africa, parts of Indonesia and Malaysia, etc. We don’t expect that natural forest
harvest to increase over the next 35 years, but it will most likely be stable. The plantation side of
the equation currently produces about 700 million cubic metres per annum. If we increase that
by 1.5% per annum for the next 35 years, we could produce about 1.2 billion cubic metres of
timber from our existing plantation estate. If we are optimistic and suggest we could develop
technologies that would increase productivity by 2% per annum, we would get to 1.4 billion cubic
metres, or a total production including native forests of 2.4 billion cubic metres.
Figure 6: Projected Gains in Timber Production – Productivity, Recovery, and Plantation
Expansion Forecasts
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As a second step we asked how much new plantation area could be established. We looked at
the various countries and regions and sought to realistically estimate how much new plantation
could be established, and came up with maybe 25 million hectares of new plantation over the
next 20 years. That would have to be based on buying existing farmland or rehabilitating
degraded land, as I am assuming that no further clearing of natural forest for plantation
development. In our experience, finding suitable areas to establish new plantations can be quite
challenging especially when basing the decision to plant new trees on sound financial
assumptions, so we take a somewhat conservative approach. By contrast, there are still largescale land reforestation targets, mostly backed by government commitments. For example,
China as a five-year plan that targets 30 million hectares of new plantation.
In any event, if you were to take our estimate of 25 million hectares and multiply that by average
production of 25 cubic metres per hectare per year, that gives you another 625 million cubic
metres per annum. This means cumulatively this “growth strategy” for timber production could
yield 3 billion cubic metres per annum -a little less than a doubling of global timber production
by 2050.
To get from 3 billion cubic metres to 8 billion cubic metres is then quite a stretch. We might get
another 25% from significantly expanding utilisation of the woody biomass we harvest, but
beyond that I think we would need to harness all the agricultural wastes and start to explore very
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high productivity systems like sugar cane, bamboo, or grasses that simply maximise biomass
production, which is then reformed into chemicals, energy products, and materials.
The conclusion would be that if we have a conventional economy and forestry plays little role in
the decarbonisation of the economy over the next 35 years, then we can probably largely make
do with our existing plantation base by managing it better and better over time.
If we believe that demand for wood and woody biomass will increase substantially, then we
probably need to look at $40-100 billion of new investment in forestry plantations. At the lower
value, this would assume we are mostly leasing the land, and at the higher end would be to
purchase freehold land for plantation establishment. Likely it will be a mix of these two
approaches with places like Australia, New Zealand, and Latin America based on land acquisition
while Asia and Africa may be largely long-term land leases. So let’s call it $70 billion over 20 to
25 years, which is about $3 billion per annum. That is not a lot of money. The challenge is in the
implementation on the ground.
If we think about the recent Managed Investment Scheme (MIS) debacle in Australia, those
businesses struggled to acquire and plant 100,000 hectares per annum, even with effectively
unlimited resources. Furthermore, many of those plantations represented a wasted effort
because they were in areas with insufficient economic return to justify retaining them in a second
rotation. There are also important lessons learned from the market distortions of the MIS system,
such as the intensive land acquisitions that drove up land prices by as much as 100% over five or
six years.
Figure 7: Land Sales Vs Pricing

Source: CBRE

Similar situations have been seen in Uruguay, Brazil, Malaysia, and Indonesia where agriculture
and forestry markets have effectively driven up the value of certain land uses and led to
excessive land conversion. Once we stop clearing of new land – which is now widely agreed as
an international goal and imperative – then we face a new challenge with heightened
competition for a finite pool of good quality land to grow trees, graze cattle, develop dairy
farms, and develop cropping.
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So this is the challenge—it is not possible or acceptable to secure cheap land via conversion of
natural forest, it is very hard to buy large quantities of agriculture land from the open market
without driving up the prices, and whatever is available is under competitive buying pressure
from other land uses.
This leads me to the conclusion that we really need to do absolutely the best job possible with
the land base we already have and expand incrementally in a set of key regions. We also need to
utilise 100% of the biomass we produce, and begin to explore some hyper productive crops like
bamboo in the tropics.
The forestry investment market at the moment probably has more capital available than
investment opportunities. To some extent this is just the reality that the forestry asset class is
relatively small compared to the amount of institutional capital seeking to find real assets to
acquire. However, the fact that government bonds have zero or even negative real yields means
that expected equity returns are also declining. McKinsey recently released a major report
projecting that equity returns over the next 15 years are likely to be 300 basis points lower than
they have been over the last 30 years. If that is the case, then greenfield forestry will become
increasingly attractive as an investment. However, inevitably land values will also increase.
Figure 8: Equity and Bond Return Expectations Are Falling

Source: http://www.mckinsey.com/industries/private-equity-and-principal-investors/our-insights/whyinvestors-may-need-to-lower-their-sights

I haven’t talked today about the potential role of a carbon price signal in increasing new
plantation development. In the short term a carbon price for carbon sequestered in plantations
should spur reforestation. This is because it increases the overall return from the investment,
provides a cash yield during the period that the plantations are increasing carbon stock, and
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makes forestry more competitive with other land uses. However, it will also, once again, increase
land values if it drives substantial increases in land acquisitions.
The forestry sector today has tremendous opportunities as the world transitions to a green
economy. But equally, the maximisation of productivity, increases in utilisation, and prudent
expansion of the timber plantation land base will require innovation, high performing
management, and a relentless focus on continuous improvement. And that is a challenge we
should all be up to.
Thank you.
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this information. It is your responsibility to be aware of and observe the applicable laws and regulations of your
country of residence.
The information contained in this publication may include financial and business projections that are based on a
large number of assumptions, any of which could prove to be significantly incorrect. New Forests notes that all
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