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TliE :NEW'ZE~LAND WOOD PRODUCTS INDUSTR"iINTHE 1980s 

by David ~j.s.on 

Forest Researcll Institute, Rot()rua,NewZealC\nd 

**CONFSRENCgORAFTONLY : NO'r TO BECITED** 

1 Introduction 

This paper descrille$ the perfQnnance of tbeNew Zealand Wood 
Products industry o\"e;rthe 1980s.. This. industl;"y is a 
sufficiently impol:'tantpart: of the .Nf!wZealandfore$try sector to 
'Warr.antsuch an analysis. The need toe-valuate the effects of 
Z:-Elcent. economic restrupturinqof the New Zealand 'economy p~ovides 
additional motivation for this $tudy.lt is not possible :lnan 
ana~ysis .ofthis type to determine a ca\1salrelatiOl:lshipbetween 
qovernmenteconomic policies and the perfot'mance of the Wood 
Products indt,1$txy,. Industry performance is a response to a 
~ol'llplex of new. and existing-policies, changes in processing 
te~~hnolo9Y, . and thelllarkE;ltsignals of domestic and. international 
:m~rkets.. This pape~ therefor$ focuses on documenting the changes 
inpolicydil;:'edtly l:'elevant to.the wood products industry and 
describing the performance of the ,industry oval;" the 1980s. 

:2 The Economicanq Policy E(.lVll;:'OnlItent 

Election of the LabQurparty togovex;n New Zealand in JUly 
1984 set in motion a radical re-.structuring:of the New Zealand 
economy.. Re-structuring was c:;:arried out to .improve the 
adaptability and 'flexibility .oftbe New Zealand economy, by 
adopting.measureste> -enS1.lz:e tbat ;market si9'nal~reach economic 
agents with as little distoxtionas possible (New Zealand 
·Planningcouncil., 1989) ..Nevertheless government policies have 
led to industryc()ncerl'1$ about reQuceClexpottcompetitiveness and 
a lack of investment. in new plant and. equi;PJQent (for example, 
NZ'l'IF198S) •. MieroeconQnticandlllacrOeconQmicpoli<;:y :measures 
wereboth.employec:i as instruments of restr.ucturi'nq. The ltlain 
feat"Qres of lllC:l.crO$conomic:: policy have been atil;ll1 lllOnetal:'Y 
policYt a flQatingexchange l:ate, .andxneasut'es to reduc$ 
government fiscal debt!! HoW bas ·tha :macro-economy performed pver 
tbe 1980s? Table ].sbows that gt'owth in the New .zeal:and 
eCQnoll1yaveraged.nea:rly2% PEt#r year but Slowed over the period, 
with the economy 'contracting.slightly in 1989. However, dwelling 
constructionactivity- ·Cl·major~nd-use of wood products -
generally increased after; 1984 • Table 2 shows the impact of 
tight.mQnetatY policy on interest rates, 
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Table 1 : Economic Actlv1ty in New Zealand 

YEAR 

1980 
1981 
'1982 
19.83 
1984 
1985 
1986 
1987 
1988 
1989 

Source 

NEW DWELLING 
PERMITS 

(ye~r ending' 
March) 

15,197 
14,442 
19,006 
15,,999 
20,'226 
21,782 
23,D35 
20,128 
19,886 
19,583 

CHANGE IN 
.REALGDP (%) 

(year ending 
March) 

2.6 
1.1 
4.9 
0.5 
2 .• 7 
's.6 
1 .• 6 
1.4 
0.1 

-1 .• 2 

Department of statistics 

The .goal of nticroeconomicpolicy is to improve economic 
efficiency by increasing competitive pressures, through trade 
liberalisation,reduction in .assistance to .industry, regulatory, 
and agency reform {New Zealand Planning council, 1989). Trade 
and industry assistance policies are dealt within section 5. 
Two othertnajorpollcy .changeS affected the Wood Products 
.industry directly. First ,price control was reJ.novedfrom exotic 
timber i0198.2 ,al thougheconomy .... wide price control.sWere imposed 
soon after, and not lifted until 1934. Secondly, the timber 
produc:tionrole of the New Zealand Fores.t Service was taken over 
by the .NZ Forestry corporation, a state-owned enterprise. At the 
tilneof its demise (March 1987) the New Zealand Forest Service 
SUpplied logs that prodUced S6 % of NZ's output of sawn. tiltlber 
(Ministry of Forestry, 1988). The Forestry .col:'poration has not 
been constrained by government policy to ,favour domestic 
processing by restricting log exports, Which bas raised concerns 
fl:'OlU the sector of the industry that has historically relied on 
the Crown timber resource. Government policy is now to withdraw 
from commercial .forest owne);,shipby selling cutting' rights to the 
forests currently managed by the New Zealand Forestry 
Corporat;i.Qn. The: result ·of this sale, due to be coxnpletedin 
1990, is likely to be influential in determining the future 
structure of the Wood Products indUstries. 
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'l'able2 : :New~eGlland Ini:ere$t and Inflation Rates 1 

1980 
1981 
1982 
1983 
1984 
1985 
1986 
1~IB7 
1.988 
1989 

BANK BASE LEtiDING 
RATE C*) 

at March 

13.2.4 
14,,87 
16.51 
11.30 
13.53 
14,.25 
.19 .• 25 
21.10 
18.40 
'15.80 

PRODUCER PRtCE 
INDEX ,INFLATION 

annual, a.t Marcn 

13.58 
16.81 
22 .• $5 
13 .• $9 

5.9'4 
0.20 

14.88 
10.94 

5.78 
3.34 

REAL INTEREST 
RATE{%) 

at March 

-0.34 
-1.94 
.... 6.34 
3.41 
7.59 

14.05 
4 •. 37 

10.16 
12.62 
12.46 

Sources Department of ,statistics, aNZ Econom.ics Department 
Reserve Bank of New Zealand. 

3 Wood Products Production, Investment and Demand 

Table 3 describes the composition of tnelfoodProducts 
industry, •. The industl:'Yprimari+y seniee:; the dome$ticmarket 
(in 1989 ,less than 17 % of total WooaProducts industry output 
was exported) " 

The Wood Products industryc:ontributed 1.4 % to GDP in 1987 
~nd 6 .lto! the value ofl1lanufacturinq output in1.9S9 
(DepartlDent 01; statistics). The relative importance of the Wood 
Products industry to forest qrowers has declined ,with the 
expansion of the pulp and paper industry since the 19$OS, but in 
19S9sawlogs and peeler logs used by the domestioindustry still 
eompris~d451 of total l:'oundwoQQ voluxneharvested (Ministry of 
'Fore$try). Pruned logs and unprunedsawloqsarepriced well 
abovepulplogst andci>erefQre' constitut.e all\ajor source of 
revenue to the fore$t g't"ower. Sawmill residue' has Qeen 
increasingly used a$ a fibre source, so that now aboutonethirJ 
of sawlog'input (about 1 .. 4 million cubic metres roundwood 
equi valent) is on-sold to thefll1re products sector. About 3.0 % 

'The base lend.in9rat~ is derived from the first mortgage 
lenc1ingrate(excludinq government) pr.ior to .1985.. For 1985 and 
19$6 used tbe BNZ base lendil1g ratE;!, and subsequently data 
publishfi!dbythe l:teserve Bank).. The producE!r price index used is 
WoQd and Wood Products output price. Real interest rates are 
catcul~tedas the nominal interest rate minus inflation. 
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of the 'total value of forest, products ,exported in 1989 was 
produced by the Wood Pl.'"oducts industry. Figure ,1 shows the 
contribution of various sectors of the Wood Products industry. 

Table3: Description of the Wood Products Industry 

primary processing 
-sawmills 
- wood .... based panel mills 
-chipmills 

Secondary processing 
-planing, preservation and drying 

Manufacturing plants 
- joinery 
-w,ooden containers 
-cQrkproducts 
- woodenfu.rniture 
-lnattresses 

Sales revenues and variable costs over the 1980s are shown 
in Fiqt1re 2. Labour costs show a slight declina, while sales and 
other income and other variable costs have remained fairly 
constant. 

Investment ilt ..;:.:pitalequipment in the industry ,has been 
generally big-he:: in the years since 1984 (Figure 3). The very 
high real interest rates of' the late 1980s (see Table 2) diC!not 
prevent ,a ,higher than average level of investment for this 
period. However the changing nature ,of the tilllberresou.rce, 
caused by the harvest of younger and smaller trees over this 
period, .hasrequired, the adoption ,of new technology and hence 
explains the higher level ,ofcapi tal investment. Investment in 
~tockso.f materials and finished goods ha$ decl.ineCl. 

4 Inf;lustryEmployment and Labour Productivity 

Total employment in the sector has declined 29 % recently 
(from 23,8002 to 18,500) - the lowest level this decade (see 
Fiqure4). Real output per employee houX- has increased as shown 
in·F.iqure 5, in line with impr.ovements in manufactul:"ing generally 
in New Zealand. Real output per employee hour is lower than the 
manufacturing average fox- New Zealand. Increases in labour 
productiv.ityhavebeen achievedpl:imarily by reducing employment. 

2 Total employznentfor1989 .is the author's estimate, based 
on unofficial infol:'J1lation provided by the Department of 
.statistics~ The source. ofprev,ious years data is the Department 
·ofLabQur Quarterly .empIQytnent survey. 
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FIGURE 1 :\KQ)PROOVCTS INOlfS1RY ·EXPPRTS 
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fIGURE 2 : ~. PROOUCTS INDUSTRY aEVENUt AND VARIABLE COSTS 
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'l~ 3'::Fl~ At«) .fNVE"TOftY' nWU1MENT It4 THE l«XlDPROOUCTS 
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5 IndustryPro.fitability and competitiveness 

PJ;ofitability in the Wood products industxy is indicated by 

'operating ~ar.gin·l in Figure 6. Figure 6 shows that a level of 

.ah.out7t. .-S%marqinappearsnormalfort.hisi.ndustry. Profits 

wete lpw in 1983 (bousingpenuitu issued. in that: yearwer~only 

1.6,000 and sawn timber expoxtsto AUstralia peclined by i1bout25 

%frolU theprev,ious. Year) ,but. higher than average in 1984,1985 

and,. 1989. Data presented a):>Qvesuggest that industry lI\argin has 

been improved by reducingstoc~sof inputs and 'fini.shed goods, 
andbyrer!uction in the labo\1rforce. Figul;'e 6 also shows that 

for .New Zealand .. industry there has been a generally increasing 

trend i.n operating It\arginover the period.", . This tx-end may be at 

least parti<.\.lly explained by increasing capital costs. 
Before govet'»ment .refot'llls, the WO.od Products industry 

received assistance and protection frol1ltarift and quantitative 

trade ,barriers, . and . frorna system of export subsidies. .syntec 

(1904) esti~atedtbat90 %Qf the output of 'the WoodProdllcts 
industry.'was protected by ilnport licensing I with a fUrther 7.% 

protected only .by t.ariffs~ 'Bll'July 1988 import licensing had 
endedformost.CJoods(PlanningCouncil, 1989)~ In principle at 

least f the Wood Products inaustx-y is now lUore subject to import 

cOlUpetition.. New Zealand's rel~otenessand the relatively small 

tiizeof the do;mesticmar};etmay. cOl:tinue to providenatura.l 

barriers to wiciespread compett;~ionfrom ilnports. 
A major .subsidy to woodp:roducts exports - the :Export 

pelZformance Taxation IncentIve (fPl'Il- was phased out over a 
three year period .frol1\.April 1985 to. Marc;h 1988. {Planning 
Council, 19.89). Makin (198.3J estilUated that the effective 

subsidy for pt:'ivatesector saWXllillinq resulting frpm the ~PTI and 

cost excesses ¢lue to import controls was 24.9 %'" zeitsch(19S4) 
est.imatedtbat the nominal rate of assistanee under EPl'Itor the 
WQPdProducts Industry in 1981.was 19.3 t" 

Tbe ef.feetive rate of assistance. takes account of both 
protection of an industry·s output, and cost excesses tbat the 

indust.,:y incuX'flbeca.useof protection of indu..,tl."ies that produce 

inputs to that .industry ..The eftectiverateof assistance to the 

WoodprQduct$ Industryexcluding the effects of exPort subsidies 

was estin\t~.ted {Syntec, 1989)tobave declinedfrom51t in 1982 

to 28 , .in19S6 and 21 tin 1988. 
One l1lea,sure of export c~mpetitiveness is;; the relative price 

oian indust.ry 'soutput in domestic and export. markets f .which is 

d~teX'mined both by the nominal exchange rate and the level of 

loperating margin .is \defined as the valu.e of output minus 

labour and other operating costs minus the change in value .of 
stock$ of inputs and outputs, eXpressed as a percentage of total 

reVenue. 
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prices In doxnesticandexport markets. (the. real exchange rate4). 
i'iqur$7 showstna.t competitiveness of New Zealand wood products 
in AUst;ralj.ll' and Japan is now almost the same as it. WelS in 1980. 
fIn 1989 Australia took 60 % of New Zealand wood.products exports 
.and Japan.2ct). The relat.;iveprlce of New Zealand wood products 
in Japan decline4 about 25% from 1980 to 1982 .but has generally 
increased since then. 'l'heprice in AUstralia increased until 
1985, thendaclined by 35 ,q: between 1'985 and 1.988. Ova;r the 
entIre periodJ the New Zealand dollar depreciated by 10% with 
res,pect to the Australian dollar and . 64 . % with respect to the 
Japanese yen. New ,Zealand currency dept'eciation \¥ascounteracted 
almost fully py increases in the relative price of New Zealand 
wood products in these markets. 

'l'heindustty is not only subject to competition in export 
markets for its producLs" It also competes with overseas 
pl;'ocessorsfor New Ze.aland 10gb nndthe outputs of the primary 
and secondary processing industries (primarily sawn timber and 
wood~basedpanels) .Fi9u~e 8 shows t~lat the volume of logs 
exported increasedxnarkedly in 1988. since the El?TI applied only 
to goods with a value-added content - not logs or .squares (Makin 
op .•. cit.) - abolishing lncentives;may be expected to have reducecl 
the exports of processed products in favQur of exports of logs 
and squares. Short-term cash-flow requirements of major forest 
owners (includinq, since 1987, the Forestry corporation)a.nd a 
destrQctive cyclone in March 1988 may .have also contributed to 
the increase in log eXports. 

6. Future Timber Resource Availability 

The supply of logs available for processing by the New 
Zealand Wood products industry depends on availability o.f mature 
timber as well as the level of demand for log exports. Figure 9 
shows the projected availability of timber over the next 20 years 
for sawlogsand veneer logs (.Burroughs et al. 1986). Maj.or 
challenges lie ahead in the utilisation of pruned logs (rising 
froln400,OO.O cu.m. in 1986-90 to 2,400 1 000 cU.ln. in .2001-05) and 
large-.branchedsawl.ogs (rising from 1,360 f 000 cu. m. in 1986-QO to 
3,390,OOOcu.ltl. in 2001-05). 

'l'hesaleof cutting rights to all NeW Zealand state forests, 
due to be completed in 1990, will have a major bearing on timber 
availability to established wood products industries in New 
Zealand. Unsuccessful bidders for cutting rights will depend on 

4 The .real exchange rate in this context is calculated from 
the rat'io .of the price level for Wood and Wood Products output in 
New Zealand to the price level of wood and wood products output 
in the exportlllarket, multiplied .by the nominal exchange rate. 
An lncrease in the index indicates an increase in the relative 
price of theoV'erseasoutput, in New Zealand dollars. 
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their competitors for logs p;revitlusly supplied by the state, or 
on new players in the industry. 

7 Conclusions 

This analysis documents the performance of the Wood Products 
industry over the 1980s. The following conclusions appear valid 
for the whole industry ; 

~. The valUe of output has remained fairly constant in real terms 

- Investment in neW plant and. equiplllentwas generallyhigber 
after 1984 than 'before, and was not discouraged by high real 
interest rates. Further investment J[lay awaittne result of the 
sa'le of cutting rights to state .forests, and tnerealisation of 
the expected increase in log availability in the 1990s. 

- ,Labour productivity of the industry has been increased, largely 
~yreducing .employment .• 

- Export competitiveness is about the same in New Zealand's major 
lllarlcetsnow as in 1980, in spite of significant depreciation of 
the New Zealand currency. 

-The New Zealand Wood Products industry is currently highly 
dependent on the New Zealand and. Australian mar~ets. 

- Protection has declined for the New Zealandwopdproducts 
industries, ,but has not rest.llted in ,~n increase in imports of 
competing woodpr.oducts • 

. Acausal relationship between restrqcturing and Wood 
products industrypertormance cannot be determined. The 
implementat.ionofseveral refor.mingpolicies simultaneously, more 
complex indirec:teffects leAding f.rom reforms. in other sectors of 
theeoonomy,external effects due to changing market demand, and 
changes instiqated,by the industry itself all frustrate any 
attempt to isolate the effects of individual government policies 
lnan analysis of this type. 

Kajor challenges for the industry in the future are in the 
improvement .of export competitiveness, .and e;fversif.ication and 
expansion of export markets. If tbis isachieveCl then the 
industry will be well--placed to take advantage of the 
opportunities presenteClby a large increase in the availability 
of sawlogsand veneer logs from the New Zealand resource, 
beginning in the 1990s. 



17 

$ Referenoes 

Australian BUreau of statistics. Monthly Summary of· §tatistics 
AUstraliS'. (various). 

BurrowsG.D. ,B.H. I..evack and J. B. Novis (1986). ANation<!l 
Forestry.Planninq Model for New Zeal51Dg •. Inproceedings56th 
ANZAAS Conference, PalmerstonNorth, New Zealand, January .1987. 

Department of Labour • ouarterlYElPplgyment survey; 1980-1288. 
Supplementary Tables to the Labour and 'Employment Gazette. 

:Department of Statistics (1986) to ~!n§us of ManUfacturing 
Bulletin .Seri§s p, .. Number3. ..Manufacture of Wood and Woog 
.Products.ipcludin9 Furniture 1983-84. (45pp). 

Department of statistics. M9nthly Abstract of statist.ics .• 
(various). 

DepClrtment of statist.ics .OuArterly survey of. Manufacturing 

'lnternational Monetary Fund .(1988).. International Financial 
statistics yearboQk .• 

Japanst.a.tisticsBureau.J(!pan statistical Yearbook (various). 

MakinK. (1983). 
EgrestFrogucts. 

Bff@c1ciye Bates of Sttbsidy to New Zealan9 
NeW Zealand. Economic .. papers 17:25-35. 

Ministry of .F.or.estry .(1988).. :;tatistics of the Forests and 
F:9rest Ingpstriesof NeW'~ealaDd to 1281. 

New :Z~aland Planning Council (1989). ~heEconomy.in Transition 
Re§tructyringto t982 .2c()noJllicMQnitQ~'Cin9' Group , Wellington, 
Jul;," 198~, 189 pages. 

New Zealand Timber Industry Federation (1.988). Annual Report, 
.12IDi. 

syntecEcono:mic services r.,td(1984).The structur@ of Industry: 
.A§sj.stanc@ in NewZeaJ,and: An Ex.ploratory Analysis. 
(Unpubli'slled) 17 8 pages • 

Syntec Economic Services (1989) .. Industry Assistance Reform in 
New Zealans'. Rep.ort.Commissioned by New Zealand Govemment • 

. 1Zeitsch J (1984).. An Analysis of Export Incentives. In Syntec 
Econo~icServices Ltd (l984 ) ,The strur;tyreof Industry 
Assistan9§1 .in New Zeal511J]d i An Exploratory AnalysiJi. 
(UllPUblished) 1..78 pages • 


	00000001
	00000002
	00000003
	00000004
	00000005
	00000006
	00000007
	00000008
	00000009
	00000010
	00000011
	00000012
	00000013
	00000014
	00000015
	00000016
	00000017
	00000018
	00000019
	00000020
	00000021
	00000022
	00000023
	00000024
	00000025
	00000026
	00000027
	00000028
	00000029
	00000030
	00000031
	00000032
	00000033
	00000034
	00000035
	00000036
	00000037
	00000038
	00000039
	00000040
	00000041
	00000042
	00000043
	00000044
	00000045
	00000046
	00000047
	00000048
	00000049
	00000050
	00000051
	00000052
	00000053
	00000054
	00000055
	00000056
	00000057
	00000058
	00000059
	00000060
	00000061
	00000062
	00000063
	00000064
	00000065
	00000066
	00000067
	00000068
	00000069
	00000070
	00000071
	00000072
	00000073
	00000074
	00000075
	00000076
	00000077
	00000078
	00000079
	00000080
	00000081
	00000082
	00000083
	00000084
	00000085
	00000086
	00000087
	00000088
	00000089
	00000090
	00000091
	00000092
	00000093
	00000094
	00000095
	00000096
	00000097
	00000098
	00000099
	00000100
	00000101
	00000102
	00000103
	00000104
	00000105
	00000106
	00000107
	00000108
	00000109
	00000110
	00000111
	00000112
	00000113
	00000114
	00000115
	00000116
	00000117
	00000118
	00000119
	00000120
	00000121
	00000122
	00000123
	00000124
	00000125
	00000126
	00000127
	00000128
	00000129
	00000130
	00000131
	00000132
	00000133
	00000134
	00000135
	00000136
	00000137
	00000138
	00000139
	00000140
	00000141
	00000142
	00000143
	00000144
	00000145
	00000146
	00000147
	00000148
	00000149
	00000150
	00000151
	00000152
	00000153
	00000154
	00000155
	00000156
	00000157
	00000158
	00000159
	00000160
	00000161
	00000162
	00000163
	00000164
	00000165
	00000166
	00000167
	00000168
	00000169
	00000170
	00000171
	00000172
	00000173
	00000174
	00000175
	00000176
	00000177
	00000178
	00000179
	00000180
	00000181
	00000182
	00000183
	00000184
	00000185
	00000186
	00000187
	00000188
	00000189
	00000190
	00000191
	00000192
	00000193
	00000194
	00000195
	00000196
	00000197
	00000198
	00000199
	00000200
	00000201
	00000202
	00000203
	00000204
	00000205
	00000206
	00000207
	00000208
	00000209
	00000210
	00000211
	00000212
	00000213
	00000214
	00000215
	00000216
	00000217
	00000218
	00000219
	00000220
	00000221
	00000222
	00000223
	00000224
	00000225
	00000226
	00000227
	00000228
	00000229
	00000230
	00000231
	00000232
	00000233
	00000234
	00000235
	00000236
	00000237
	00000238
	00000239
	00000240

