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Introduction 
 
As Pennsylvania’s premier forest products lender, AgChoice Farm Credit’s business philosophy 
is to continually research and evaluate the industry, assess risk and make sound lending and 
business decisions. The Forest Products Industry Outlook provides insight and guidance on 
Pennsylvania’s forest products industry. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Date Prepared: September 7, 2021 
by Thad Taylor 

 
 
 

  

For presentations or trainings involving any of the material in this Outlook,  
please contact Thad Taylor at ttaylor@agchoice.com or 814-274-9425 ext. 3203. 
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Overview, Executive Summary and Implications 
 
Kiln-dried Appalachian-U.S. hardwood grade lumber prices are up 62% year-
over-year (YOY) and up 23% ($318/MBF) from their mid-2014 previous 
high-water-mark. Pennsylvania timber stumpage prices rose 52% YOY in response 
to robust demand related to both hardwood log markets and hardwood lumber 
markets. Regional hardwood producers enjoyed strong economic performance for the 
past several months, leading up to this Outlook’s publication. In the medium-term, 
producers should expect pressure on margins as lumber prices normalize and 
stumpage prices remain elevated. Although softwood lumber, plywood and OSB 
(oriented strand board) prices received significant press during the past year, this 
Outlook will focus most of its attention and discussion on hardwood markets, which 
are most impactful to AgChoice’s chartered territory. 
 
Readers should note that the U.S. Federal Reserve’s balance sheet assets, which were 
$4.2 trillion at year-end 2019, have doubled, reaching $8.4 trillion as of this writing. 
That liquidity injection is so profound, that – directly and indirectly from stimulus, PPP 
and unemployment policy – it bears mention in this Outlook. As such, the 62% YOY 
hardwood lumber price increase is not a perfect expression of fundamental 
demand forces, and is, to a great extent, an artifact of federal monetary 
policy. As the side-effects of a massive liquidity infusion subside, watch for labor, 
trucking, sawmill equipment-order-lead-times and other supply chain functions to 
settle at a new, post-pandemic equilibrium. This settling is likely to increase U.S. 
hardwood industry surge capacity beyond current, policy-influenced levels, thus 
resulting in a supply response from many large mills, and followed by lower hardwood 
lumber pricing. 
 
Foreign demand for U.S. hardwood lumber fell in 2020 compared to 2019 but is up 
23% year-to-date (YTD). Current challenges include available labor, trucking capacity, 
long equipment-order lead times, rising fuel costs and access to consistent pulpwood 
and chip markets. Bright spots include strong demand and pricing for most lumber 
and log products, along with healthy bark and sawdust markets.  
 
In July, the IMF’s updated forecast estimated the global economy will expand 6.0% in 
2021 and 4.9% in 2022 (7.0% for the U.S.), with advanced economies performing 
similarly to developing nations. China is the U.S.’s largest single hardwood lumber 
export destination. China’s economy grew 2.3% in 2020 and is expected to expand at 
a healthy 8.1% pace in 2021. Chinese demand for U.S. hardwood logs and lumber 
continues to improve. Continued recovery in gross domestic product (GDP) is 
vulnerable to supply-chain disruptions and renewed pandemic-related shut-downs as 
seasonal cooler weather approaches for northern population centers. As with any 
major global event, economic forecasts will prove less reliable until all segments of the 
supply chain fully rebound. Therefore, readers will note this Outlook is purposefully 
condensed relative to past versions. 
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U.S. housing construction trends are favorable, but are uneven among regions. In the 
short term, the U.S. forest products industry will enjoy strong profits related to strong 
demand and significant barriers (labor and trucking) to the rapid over-production 
observed during previous price cycles. 2021 financial results for sawmills and 
timberland investors will be generally positive, driven by the rapid increase in lumber 
prices. As with any economic cycle, impacts will be uneven from company to 
company. Operations with stronger liquidity, lower levels of debt, superior 
management and customer relationships will enjoy the current price environment 
more than other participants. During the past 30 years, successful operations employ 
the following strategies to weather economic storms, and emerge as viable 
contenders: reduced capital expenditures, sales of non-strategic assets, tightened cost 
control, consolidation and reduced operating hours.  
 
Longer term, the United States’ accessible forest growing stock (18% of global 
standing timber), industrial capacity, innovation and technology are significant 
competitive advantages that position the industry extremely well. Over the next year, 
readers should expect reduced hardwood lumber pricing, stable pulpwood demand, 
stable timber stumpage pricing (foreign log demand), and continued elevated pricing 
for rural land. All of these factors present opportunity for innovative industry 
participants.  
 

 
 
Readers will note in the chart above that U.S. hardwood grade lumber prices are up 
considerably from previous highs, driven by a combination of a) the global economic recovery; 
b) inventory rebuilding across the entire wood products supply chain and c) continued growing 
demand from foreign markets; and significant federal liquidity infusions to the U.S. economy. 
U.S. hardwood grade lumber prices are likely to fall for many products in the next 
year, but impacts will be uneven among species and products. 
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Watch List Items 
 

1. Labor shortages continue in the forest products industry. Sawmills, logging companies 
and trucking operations increasingly cite labor shortages among their top operational 
challenges. Solutions include increased compensation and replacing skilled labor with 
automation, all of which present a new host of benefits and drawbacks. 
 

2. U.S. housing starts slowed in mid-2021, reacting to record-high domestic softwood 
lumber prices (construction costs) and contractor-force surge capacity. Now that 
softwood lumber prices have fallen into historic ranges, watch U.S. housing starts 
closely as an indicator of a durable U.S. economic recovery. If U.S. housing starts fail to 
grow and if the labor force participation rate remains below 63%, recession risk will 
increase. 
 

3. As U.S. economic stimulus-effects wane, and as interest rates normalize, watch for 
asset price corrections across several sectors. Real estate prices, commodities and 
equity markets all reacted to recent policy-driven liquidity infusions. Readers should 
ensure they have proper liquidity reserves and other risk-management strategies in 
place, should prices retreat toward pre-pandemic levels.  
 

4. Invasive insect pests such as the Spotted Lanternfly continue to pose a risk to 
theregion’s forestry and traditional agriculture industries. The Pennsylvania Department 
of Agriculture (PDA) currently lists about half the state’s counties as its quarantine 
zone. Residents and businesses must comply with the PDA Spotted Lanternfly order and 
regulations.  
 

5. Pandemic assistance offers support for timber harvesters and haulers. On July 
22, 2021, the U.S. Department of Agriculture’s (USDA) Farm Service Agency started 
accepting applications for operators impacted by the pandemic with $200 million 
available under the special assistance program. Readers can review and apply at this 
USDA link. For the sake of context, total annual payrolls of the U.S. logging industry are 
$3.5 billion (according to AF&PA data), thus making this $200 million assistance 
package significant.  

 
 
 
 
 
 
 
 
 
 
 
 

https://www.agriculture.pa.gov/Plants_Land_Water/PlantIndustry/Entomology/spotted_lanternfly/quarantine/Pages/default.aspx
https://www.usda.gov/media/press-releases/2021/07/20/usda-announces-pandemic-assistance-timber-harvesters-and-haulers
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Charts and Commentary 
 

 

 
 

 
As shown in the figure above, stumpage prices fell from the mid-2018 peak before a post-pandemic rebound.  
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In the next figure, the green line measures the gap between lumber prices (red line) and stumpage prices (blue line). The green line 
shows the collective operating revenue available to the entire logging-milling supply chain (the logger, trucker, sawmiller and kiln 
operator), acknowledging the distribution among supply-chain-links will be uneven from time to time. A green line above $525/MBF 
historically attends overall logging-sawmill supply chain health, before considering fuel price impacts. 
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Appalachian U.S. low-grade hardwood lumber prices (4x4 and 4x6 cants, shown on previous page) are a critical portion of the overall 
revenues from sawmills in AgChoice’s territory. Readers will note that current cant prices are robust. The center of each log contains 
knots and pith, disqualifying it for #2 Common grade (or better), under NHLA grading rules. As such, the center of each hardwood log is 
destined for the industrial hardwood lumber market, which includes, cants, blocking, pallet, crating, railroad ties and crane mats. Prices 
for Appalachian U.S. hardwood railroad ties are also shown above, and havealso enjoyed favorable recent pricing movement. 
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The U.S. forest products industry grew more export-dependent following the Great Recession. Readers will note the 8% YOY reduction in 
total U.S. forest products exports for 2020 vs 2019. However, YTD 2021 exports are up 25% vs the same period in 2020. Our top-four 
foreign customers are noted above. 
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Hardwood lumber is the largest segment of overall U.S. forest products exports. U.S. hardwood lumber exports were down in 2020 versus 
2019, while YTD 2021 hardwood lumber exports are up 23% vs last year. The top destinations are similar, but with the addition of 
Vietnam. 
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Foreign demand for U.S. hardwood logs is a significant market driver for regional timberland owners, and saw similar demand pattern as 
U.S. hardwood lumber during the prior period. 2020 demand fell short of 2019 levels. In 2021, YTD demand levels are up 20% versus the 
same period in 2020. 
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Pulp and paper are critical to the U.S. forest products industry as value-added manufacturing, an outlet for sawmill residuals, a market for 
lower-value trees produced during growth-enhancing silvicultural thinnings, and a key employer. Readers will note the sharp drop in pulp 
prices since mid-2018’s, and the sharp recent rise, related to a combination of mill closures and a rebound in general consumption related 
to the post-pandemic economic recovery. 
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Readers will note the general, continued improvement in total U.S. housing starts since the COVID-influenced lows of mid-2020. Housing 
starts have been uneven across regions. Note the sharp recent decline in Northeastern U.S. housing starts, aligned with the sharp early-
2021 increase in U.S. softwood building products prices. 
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The dash-board chart, above overlays three major macroeconomic metrics, and – more than anything – illustrates the disruptive impact 
of the global health pandemic.  
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The U.S. economy is still temporarily benefiting from a debt-funded injection of liquidity. Both the U.S. commodity markets and equity 
markets (stock prices) have benefited greatly from a large influx of liquidity. As those impacts subside, look for commodity prices, stock 
prices and market prices for other goods to fall back toward historic levels. 
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Diesel prices are rising and at their 11-year average as U.S. economic activity rebounds prior to a supply response from producers. Rising 
fuel costs – in addition to difficulty sourcing additional Class-A DOT drivers – will continue to challenge the entire U.S. forest products 
supply chain. 
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AgChoice’s Forest Products Team is proud to serve the Outlook’s readers, and strives to remain the premier lender to the Pennsylvania 
forest products industry. The Association’s combined forest products loan portfolio (above) continues a favorable growth trend, exceeding 
$225 million, and including local branch loans and capital markets business. 
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