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Canadian lumber producers move to the US South 
 
Given a depleted Canadian timber resource and low US South sawtimber prices, the US South has become 

the region of choice for North American lumber production, particularly as the US housing market continues to 
improve. At the same time that Canadian timber supply has declined due to the Mountain Pine Beetle infestation 
in British Columbia and a reduced annual allowable cut in Québec, sawtimber prices have declined in the US 
South driven by a sawtimber inventory overhang. As such, Canadian lumber producers have expanded their 
operations into the US South as they seek to capitalize on a wide spread between lumber prices and log prices 
(though this divergence should narrow over time). Other factors encouraging this Canadian move to the US South 
include diversification of geographies, products, and sawtimber base, and the minimization of foreign exchange 
volatility, freight costs (e.g., proximity to end markets), and potential future trade issues with the US (e.g., 
Softwood Lumber Agreement). While initially targeting brownfield acquisitions in the US South, a number of 
Canadian producers are now evaluating sizeable greenfield opportunities given better economics as brownfield 
valuations have spiked. 

 
Timber supply 

 
Canada has historically provided around 30-35% of all the lumber used in the US. This share is expected to 

decline by 10-15% as a result of a reduction in Canadian timber supply due to mortality associated with the 
Mountain Pine Beetle. Since the early 1990s, the Mountain Pine Beetle has attacked lodgepole pine in British 
Columbia and killed about 50% of that species in the province, impacting an area of over 43 million acres. British 
Columbia has increased harvest levels to try and salvage the remaining timber, much of which is then shipped to 
China to be used for industrial applications. Currently, the Mountain Pine Beetle has expanded beyond its historic 
range and moved into northern British Columbia and eastward in the boreal forest of north-central Alberta where 
it is also attacking jack pine. Separately, in Eastern Canada, timber supply has declined as the government of 
Québec reduced the annual allowable cut by 20% in the mid-2000s to address historic overharvesting. 

 
At the same time, the US has witnessed a decline in lumber capacity as mills either permanently closed or 

were indefinitely idled due to the Great Recession. In total, US lumber capacity declined from a peak of around 44 
billion board feet (“bbf”) in 2006 to around 39.5bbf in 2012 before rebounding to 42bbf in 2016. Consequently, 
sawtimber demand declined with some timberland owners proactively curtailing harvests with the expectation 
that demand would improve in the subsequent 5-10 years. That said, as the US housing market only slowly 
improved, these owners continued to defer harvests. As sawtimber harvests were continually deferred and 
inventories on the stump accumulated, sawtimber prices declined and still remain depressed at present. 

 
Canadian expansion in the US South 

 
The Canadian lumber producer move to the US began in the early 2000s with brownfield acquisitions by 

West Fraser and Interfor (Figure 1). This move south was predicated on the desire to diversify their geographies, 
products, and sawtimber base while minimizing foreign exchange volatility, freight costs, and potential future 
trade issues with the US. 
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Figure 1. US lumber mill expansions. Source: TIG Analysis; FEA 

 

 

 
 
In early 2007, West Fraser made the first sizeable Canadian foray into the US South by purchasing 13 

sawmills from International Paper with total capacity of around 1.8bbf (Table 1).1  
 
Table 1: Lumber mill acquisitions in the US South. Sources: RISI; Company Reports; TIG Analysis 

 

 
 

                                                 
1 International Paper sold the following mills to West Fraser: Citronelle, Maplesville and Opelika, AL; Leola, AR.; McDavid and 
Whitehouse, FL.; Augusta and Folkston, GA; Armour and Seaboard, NC; Newberry, SC; and New Boston and Henderson, TX 

Year Buyer Seller Location Capacity (mmbf) Cost ($mm) Cost/mbf

2000 West Fraser Plum Creek Huttig, AR; Joyce, LA 300 $60 $200

2004 Interfor Crown Pacific Port Angeles, WA; Marysville, WA; Gilchrist, OR 295 $74 $251

2005 Interfor Floragon Forest Products Mollalla Inc. Mollala, OR 220 $50 $227

2007 West Fraser International Paper 13 mills in US South 1,800 $325 $181

2013 Interfor Keadle Lumber Enterprises Thomaston, GA 80 $32 $402

2013 Interfor Rayonier's lumber business GA (3 mills) 360 $80 $222

2014 Interfor Tolleson Ilim Lumber Perry, GA 375 $185 $492

2014 West Fraser Bibler Brothers Russellville, AR 136 $71 $524

2014 West Fraser Travis Lumber Mansfield, AR 100 $55 $553

2015 Interfor The Price Companies Monticello, AR 75 $29 $390

2015 Interfor Simpson Lumber WA, SC, & GA (4 mills) 555 $125 $225

2015 Interfor Price Companies Monticello, AR 100 $44 $437

2015 Canfor Anthony Forest Products El Dorado, AR 250 $94 $374

2015 Canfor Southern Lumber Co Hermanville, MS 90 $49 $541

2017 West Fraser Gilman Companies GA & FL (6 mills) 695 $430 $619

Average (2000-2007) $215

Average (since 2000) $376

Average (since 2013) $434
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Following the Great Recession, Canadian lumber producers tactically sought to expand their lumber 
operations into the US South by acquiring independent sawmills, some of which were poorly capitalized. 
Specifically, Canadian producers were keen on taking advantage of low sawtimber prices. Between the beginning 
of 2006 and mid-2012, southern mixed pine sawtimber prices declined 44% to around US$ 23/ton. Although the 
housing market and broader economy have recovered, sawtimber prices have stagnated primarily due to 
elevated sawtimber inventories (please refer to Elevated inventories to keep sawtimber prices depressed 
section on page 7). Since mid-2012, southern mixed pine sawtimber prices have only increased 2.8% to US$ 
23.59/ton (Figure 2). This compares with the recessions of 1990-1991 and 1981-1982 in which sawtimber prices 
increased 20.2% and 22.4%, respectively, over the 12 months following the end of the recession. 

 

Figure 2. US southern mixed pine sawtimber prices. Source: 

TimberMart-South 

 
 
Low sawtimber prices have been a primary driver for further Canadian investment in the US South as fiber 

(sawtimber) accounts for 44% of the cash cost of a standard US South sawmill (Figure 3).  
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Figure 3. Cash cost breakdown of sawmills in US South. 

Source: RISI 

 
 
Should sawtimber prices remain depressed, that could translate into continued favorable cash costs and 

strong profitability for Canadian lumber producers. Ultimately, though, there should be a convergence of the 
spread between lumber prices and sawtimber prices either due to lumber price declines (e.g., too much supply) 
or sawtimber price increases (e.g., improving demand, lower inventory) (Figure 4). 

 

Figure 4. Spread between lumber prices and sawtimber prices.  

Source: Random Lengths; TimberMart-South 
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Elevated inventories to keep sawtimber prices depressed 
 
While the US housing market has improved, driving increased timber consumption, wood continues to grow 

on the stump. This growth adds to the already elevated volume of accumulated standing inventory (Figures 5 & 6). 
We estimate that net sawtimber inventories (after annual removals/drain) in the US South have increased by 15% 
or 37bbf since 2007. Importantly, gross existing sawtimber inventory (before annual removals/drain) continues to 
grow by around 18bbf annually, outpacing the annual drain and contributing to further inventory accumulation. 
Based on our US housing forecast, we expect that it will take until mid-next decade for US South sawtimber 
inventories to come into balance with demand (Figure 7). 

 

Figure 5. Southern pine sawtimber inventories. Source: 

US Forest Service Forest Inventory and Analysis; Forisk 

Figure 6. Southern pine sawtimber inventories by 

state. Source: US Forest Service Forest Inventory and Analysis; Forisk 
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Figure 7. US southern sawtimber surplus/deficit & Forecast. 

Source: RISI; TIG hypothetical forecasts 

 
 

Profitability in US South at 20-year high 
 
Given low sawtimber prices, lumber producers in the US South have been generating the highest profit 

amongst all regions in North America (Figure 8). In 2016, contribution margin (revenues less variable costs) in the 
US South was 40%, a 20-year high and 370 basis points higher than Ontario, the second most profitable region in 
North America. Since 2012, the US South has had the highest contribution margin. This level of profitability could 
be maintained if sawtimber prices in the US South remain depressed. 

 

Figure 8. Contribution margin by region. Source: RISI 
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Greenfield is the new brownfield 
 
The rush by Canadian lumber producers to expand into the US South has caused valuations of existing 

lumber mills to significantly increase. When Canadian lumber producers first started acquiring US sawmills in the 
early-mid 2000s, the average acquisition cost was around US$ 215/mbf. Since 2013, the average cost/mbf has 
doubled, now averaging around US$ 434/mbf. Given this notable increase in brownfield valuations, Canadian 
lumber producers are contemplating building greenfield mills (Table 2). Canfor intends to build a 275mmbf 
greenfield mill in Washington, GA for US$ 120 million or US$ 436/mbf, in-line with existing brownfield valuations, 
while Interfor is exploring a 200mmbf greenfield mill in the central region of the US South. Given the 
attractiveness of the US South, Canadian wood products companies such as Tolko are making their first forays 
into the US South. Alongside its joint venture partner Hunt Forest Products, Tolko intends to build a 200mmbf 
greenfield mill in Urania, LA for US$ 115 million or US$ 575/mbf. 

 
Table 2: Greenfield lumber mill valuations.  Sources: RISI; Company Reports; TIG Analysis 
 

 
(1) Cost and capacity are latest available and subject to change as new information becomes available 

 
US lumber producers not to be outdone 

 
Not to be outdone by their neighbors to the North, some US lumber producers have recently decided to 

increase their capacity in the US South as well. Georgia-Pacific has announced two greenfield mills in the US South: 
a new 350mmbf sawmill in Warrenton, GA for US$ 135 million or roughly US$ 386/mbf targeted for start-up in 
the Spring of 2019 and a new 300mmbf sawmill in Talladega, AL for US$ 100 million or roughly US$ 333/mbf 
targeted for start-up in 2018. Meanwhile, Rex Lumber recently announced a new 240mmbf sawmill in the US 
Southeast for US$ 110 million or roughly US$ 458/mbf. Table 2 above illustrates various other greenfield projects. 
At the same time, Weyerhaeuser is building a new mill at its Dierks, AR site (and shuttering the old mill) while 
expanding capacity at its Millport, AL sawmill, both of which are scheduled to be completed in 2018. 

 
 
 
 
 

Year Company Location Total Capacity (mmbf) Cost ($mm) Cost/mbf

2015 Klausner Lumber One Live Oak, FL 350 $152 $434

2017 Conifex El Dorado, AR 300 $66 $220

2017 Caddo River Forest Products Glenwood, AR 100 $50 $500

2017 Biewer Lumber Newton, MS 250 $85 $340

2017 Two Rivers Lumber Demopolis, AL 200 $65 $325

2018 GP Talladega, AL 300 $100 $333

2019 Tolko / Hunt Forest Products Urania, LA 200 $115 $575

2019 GP Warrenton, GA 350 $135 $386

2019 Canfor Washington, GA 275 $120 $436

TBD(1) Klausner Lumber Two Enfield, NC 350 $110 $314

TBD(1) Rex Lumber Troy, AL 240 $110 $458

TBD(1) Interfor Central Region of the US South 200 $115 $575

Average of existing greenfields $359

Average of existing & proposed greenfields $404
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Conclusion 
 
Canadian lumber producers should continue to expand their operations into the US South given favorable 

sawtimber prices, which should remain low in the near future given elevated sawtimber inventories, and 
improving US housing demand (though this divergence should narrow over time). Moreover, such expansions 
afford Canadian producers geographic and product diversity while minimizing foreign exchange volatility, freight 
costs, and potential future trade issues with the US. As brownfield valuations have increased, Canadian lumber 
producers are more likely to consider and evaluate greenfield opportunities. 
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Disclaimer 
 

This document has been prepared by BTG Pactual Asset Management US, LLC and BTG Pactual Timberland Investment Group, LLC (collectively, “BTG 
Pactual”) for the exclusive use of the party to whom BTG Pactual delivers this material (together with its subsidiaries and affiliates, the “Company”) using 
information provided by the Company and other publicly available information.  This material does not constitute a Research Report according to Regulation 
AC, FINRA Rule 2241 and 2242 and should not be considered as such. Although the information herein is believed to be reliable and has been obtained from 
sources believed to be reliable, as of the date on which this material was issued and obtained from public sources, neither BTG Pactual nor any of its 
affiliates makes any representation or warranty, expressed or implied, with respect to the fairness, correctness, accuracy, reasonableness or completeness 
of the information and opinions. Prices in this material are believed to be reliable as of the date on which this material was issued and are derived from one 
or more of the following: (i) sources as expressly specified alongside the relevant data; (ii) the quoted price on the main regulated market for the security in 
question; (iii) other public sources believed to be reliable; or (iv) BTG Pactual's proprietary data or data available to BTG Pactual. BTG Pactual has no 
obligation to update, modify or amend this material and communication or to otherwise notify a recipient in the event that any matter stated herein, or any 
opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. All and any information, opinions and amount 
indicated are subject to change, without prior warning. Any estimates or projections as to events that may occur in the future (including projections of 
revenue, expense, net income and stock performance) are based upon the best judgment of BTG Pactual from the information provided by the Company 
and other publicly available information as of the date of this material. Certain information contained in this material constitutes forward-looking 
statements, which can be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” 
“estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or other variations thereon or comparable terminology. The analysis contained 
herein, as projections, scenarios, investments, etc. are based on numerous assumptions. Different assumptions could result in materially different results. 
Additional information relating to the financial instruments, models, projections and scenarios discussed in this material are available upon request. There is 
no guarantee that any of these estimates or projections will be achieved. Actual results may vary from the projections and such variations may be material. 
The figures contained in performance charts refer to the past; past performance is not a reliable indicator of future results. BTG Pactual does not undertake 
that investors will obtain profits, nor accept any liability for any investments losses. Performance information and/or results, unless otherwise indicated, are 
un-audited and their appearance in this material reflects the estimated returns net of all expenses, including the management and performance fees. Past 
performance is not indicative of future results. Due to various risks and uncertainties, actual events or results or the actual performance of the investments 
described herein may differ materially from those reflected or contemplated in such forward-looking statements. This material reflects the economic 
conditions at the time it was created and there is no guarantee that any future transaction will be under the same economic levels specified here. BTG 
Pactual expressly disclaims any and all liability relating or resulting from the use of this material. BTG Pactual makes no warranty or representation, whether 
express or implied, and assumes no legal liability for the accuracy, completeness or usefulness of any information contained herein. BTG Pactual does not 
accept any responsibility or liability whatsoever caused by any action taken in reliance upon this material and/or its attachments. Neither BTG Pactual nor 
any of its affiliates, nor any of their respective directors, employees or agents, accepts any liability for any loss or damage arising out of the use of all or any 
part of this report.  Any opinion and/or projection in this material is related to the authors opinions; and do not represent the BTG Pactual institutional 
opinion. This material has been prepared solely for informational purposes and is not to be construed as a solicitation,   offer, invitation or inducement to 
buy or sell any securities or related financial instruments. Any such offer or solicitation may only be made by means of delivery of an approved offering 
memorandum and only in those jurisdictions where permitted by law. The Company should not construe the contents of this material as legal, tax, 
accounting or investment advice or a recommendation. Before making an investment decision, investors are advised to (i) obtain independent financial 
advice on their own particular circumstances; (ii) thoroughly and carefully review the offering memorandum with their financial, legal and tax advisers to 
determine whether an investment such as this is suitable for them. This material does not purport to be all-inclusive or to contain all of the information that 
the Company may require. This material should not be the only source of information in any investor’s decision-making process. In all cases, investors should 
conduct their own investigation and analysis of such information before taking or omitting to take any action in relation to securities or markets that are 
analyzed in this report. The material should not be regarded by recipients as a substitute for the exercise of their own judgment. Investors are advised to 
carefully analyze all information and its risks vis-à-vis their personal objectives and its risk profile (“Suitability”). Nothing in this material constitutes a 
representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or 
otherwise constitutes a personal recommendation. An investment in the products described is not suitable for all investors. The information contained 
herein does not take into account the particular investment objectives or financial circumstances of any specific person who may receive it. BTG Pactual 
assumes that by acceptance of this material and/or attachments that the recipient understands the risks involved – including the loss of some or all of any 
investment that the recipient or the entity that he/she represents. Investments involve risks and investors should exercise prudence in making their 
investment decisions. If a financial instrument is denominated in a currency other than an investor’s currency, a change in rates of exchange may adversely 
affect the value or price of or the income derived from any security or related instrument mentioned in this report, and the recipient of this report assumes 
any currency risk. The physical assets are subject to nature events, weather damage, fire or market changes that can impact the property and returns. BTG 
Pactual, its subsidiaries and/or employees may hold long or short positions, trade on their own behalf, coordinate or manage transactions or offerings 
involving issuers discussed herein or make any other relevant investment. BTG Pactual and its affiliates have in place arrangements to manage conflicts of 
interest that may arise between them and their respective clients and among their different clients. Business areas within BTG Pactual and among its 
affiliates operate independently of each other and restrict access by the particular individual(s) responsible for handling client affairs to certain areas of 
information where this is necessary in order to manage conflicts of interest or material interests. BTG Pactual and its affiliates are involved in a full range of 
financial and related services including banking, investment banking, private equity and the provision of investment services. As such, BTG Pactual or its 
affiliates may have a material interest or a conflict of interest in any services provided to clients by BTG Pactual or such affiliate. This material has been 
prepared on a confidential basis solely for the use and benefit of the Company; provided that the Company and any of its employees, representatives, or 
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other agents may disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of the transaction and all materials of 
any kind (including opinions or other tax analyses) that are provided to the Company relating to such tax treatment and tax structure. Distribution of this 
material to any person other than the Company and those persons retained to advise the Company, who agree to maintain the confidentiality of this 
material and be bound by the limitations outlined herein, is unauthorized. This material is approved and issued by BTG Pactual; reproduction or transcription 
of this material by any means, in whole or in part is strictly prohibited, without BTG Pactual’s prior written authorization, and BTG Pactual accepts no liability 
whatsoever for the actions of third parties in this respect.    

If distributed in the EEA: This document is being distributed as per the request of the individual or entity located in the EEA to whom it is addressed. In those 
member states of the European Economic Area (“EEA”) which have implemented the EU Directive on Alternative Investment Fund Managers (Directive 
(2011/61/EU)) (“AIFMD”) and which have established transitional arrangements in relation to marketing for which the Fund qualifies, marketing of the Fund 
in a member state which was permitted prior to the implementation of the AIFMD may continue until the expiry of the transitional period in that member 
state. In those member states which have implemented AIFMD but in which transitional arrangements are not/no longer available, the Fund will only be 
offered in a member state to the extent that the Fund: (i) is permitted to be marketed into the relevant member state pursuant to AIFMD (as implemented 
into local law); or (ii) can otherwise be lawfully offered or sold (including at the initiative of investors). If distributed in Austria: Neither this document nor 
any other document in connection with the Shares in the Fund is a prospectus according to the Austrian Capital Markets Act (Kapitalmarktgesetz, KMG), the 
Austrian Stock Exchange Act (Börsegesetz, BörseG) or the Austrian Investment Funds Act (Investmentfondsgesetz, InvFG) and has therefore not been drawn 
up, audited, approved, passported and/or published in accordance with the aforesaid acts.  This document is a marketing communication and has not been 
prepared in accordance with legal requirements designed to promote the independence of investment research. If distributed in Belgium: The offering of 
Shares has not been and will not be notified to the Belgian Financial Services and Markets Authority (Autoriteit voor Financiële Diensten en 
Markten/Autorité des Services et Marchés Financiers) nor has this material been, nor will it be, approved by the Financial Services and Markets Authority. 
The Shares may be offered in Belgium only to a maximum of 99 investors or to investors investing a minimum of €250,000 or to professional or institutional 
investors, in reliance on Article 5 of the Law of August 3, 2012. If distributed in Germany: Each purchaser of Shares acknowledges that the Fund is not and 
will not be registered for public distribution in Germany. This material and any other document relating to the Shares, as well as information or statements 
contained therein, may not be supplied to the public in Germany or used in connection with any offer for subscription of the interests to the public in 
Germany or any other means of public marketing. An offer of the Shares exclusively to credit institutions and financial services providers as defined in the 
German Banking Act, private or public insurance companies, investment companies and their investment managers as well as pension funds and their 
administrators is not deemed to be a public distribution. If distributed in Greece: This material does not constitute or form part of any offer or invitation to 
subscribe for or purchase Shares in the Fund which is not registered under the Greek law. Any distribution, advertisement or similar activities in Greece will 
constitute a violation of applicable law. Such distribution, advertisement or offer may only be effected if there is a prior permission of the Capital Market 
Commission. If distributed in Luxembourg: This document and the shares referred to herein have not been registered with any Luxembourg authority. If 
distributed in the Netherlands: This document is not addressed to or intended for any individual or legal entity in the Netherlands except individuals or legal 
entities who qualify as qualified investors (as defined by section 1:1 of the Act on financial supervision (Wet op het financieel toezicht), as amended). If 
distributed in Switzerland: The distribution of Shares in Switzerland will be exclusively made to, and directed at, qualified investors (the "Qualified 
Investors"), as defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended ("CISA") and its implementing ordinance. Accordingly, 
the Fund has not been and will not be registered with the Swiss Financial Market Supervisory Authority (FINMA). This material relating to the Shares may be 
made available in Switzerland solely to Qualified Investors. If distributed in the UK: The Fund is not a recognized collective investment scheme for the 
purposes of the Financial Services and Markets Act 2000 of the United Kingdom (the “Act”).  

 

The promotion of the Fund and the distribution of this material in the United Kingdom is accordingly restricted by law. Unless specified to the contrary, 
issued and approved for distribution in the UK and the EEA by BTG Pactual Europe LLP, distribution is prohibited. This material has been issued in the UK only 
to and/or is directed only at persons who are professional clients or eligible counterparties (“relevant persons”) for the purposes of the FCA’s Conduct of 
Business Sourcebook. This material is exempt from the scheme promotion restriction (in Section 238 of the Act) on the communication of invitations or 
inducements to participate in unrecognized collective investment schemes on the grounds that it is being issued to and/or directed at only the types of 
persons referred to above. This material must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity 
to which this document relates is only available to relevant persons and will be engaged in only with relevant persons. This material is issued to persons 
regarded as professional investors or equivalent in their home jurisdiction. Any recipient of this material who is an authorized person may (if and to the 
extent it is permitted to do so by the FCA rules applicable to it) distribute it or otherwise promote the Fund in accordance with Section 238 of the Act but not 
otherwise. Any recipient of this material who is not an authorized person may not distribute it to any other person. By accepting this document and/or 
attachments, you agree that you or the entity that you represent meet all investor qualifications in the jurisdiction(s) where you are subject to the statutory 
regulations related to the investment in the type of fund described in this document.  

 
This report is not directed at you if BTG Pactual is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. 
If you are not the intended recipient of this document, you are hereby notified that disclosing, copying, distributing or taking any action in reliance on the 
contents of this document is strictly prohibited. 


