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General Situation 
The New Zealand economy continues to 
show many signs of improvement, 
although it retains a degree of vulnerabil- 
ity to external influences. Gross domestic 
product increased 3.7 per cent in the year 
to June 1992 fuelled mainly by a 13.5 per 
cent increase in export earnings. Domes- 
tic demand, as measured by gross nation- 
al expenditure, showed healthy growth - 
5.7 per cent ov'er the same period, with the 
investment component of GNE providing 
the major impetus. Growth performance 
in the September 1992 quarter was, how- 
ever, less impressive with a 0.8 per cent 
fall in seasonally adjusted real GDP. This 
fall was partially due to the NZFP pulp 
and paper mill strike and the resultant 
decline in logging activity. Nonetheless, 
the NZIER December Survey of Business 
Opinion indicates business confidence is 
at its highest level since 1972. 

An important feature of the present 
overall strengthening in the economy is 
that growth is occurring despite a difficult 
intemational situation. Global economic 
activity is expected to pick up in 1993. 
However, many forecasters have recently 
revised their growth projections down- 
ward. The International Monetary Fund, 
for instance, is presently forecasting 
growth amongst industrialised countries 
will be 2 per cent for 1993. The domestic 
economy's susceptibility to external influ- 
ences was, however, highlighted in early 
January as the New Zealand dollar depre- 
ciated on the back of the Australian dol- 
lar. Monetary policy was tightened to 
protect the 0-2 per cent inflation target, 
causing interest rates to rise and tem- 
porarily denting investor confidence. The 
downward pressure on the New Zealand 
dollar has eased over more recent weeks, 
suggesting the present upturn in interest 
rates is an aberration in a long-term down- 
wards trend. 

The outlook for building activity 
remains subdued with new dwelling 
approvals continuing to plateau. Histori- 
cally, the New Zealand building market 
has lagged behind the Australian market 
which is presently into a well-defined 
upswing. The New Zealand cycle is less 
regular and appears to be following a path 
similar to that of 1986-1988. A continued 
improvement in the New Zealand econo- 
my should induce a building resurgence in 
the near future. 

The weakness in the New Zealand 

building market fed through into domes- 
tically produced sawn timber sales which 
declined by 11.3 per cent in the year to 
March 1992. Total rough sawn timber 
production for the March 1992 year was 
2,301,000 m3 - an increase of 0.8 per cent 
on the previous March year. New 
Zealand's total number of operative 
sawmills declined by eight during the 
year, to 249 sawmills. Sawn timber 
exports increased by 15.8 per cent, to 
870,000 m3, in the year to September 
1992. 

In the year to June 1992 'New 
Zealand's imports of forestry products 
totalled $NZ543 million - an increase of 
13.9 per cent on the preceding year. 
Imports of paper, paperboard and manu- 
factures of paper and paperboard com- 
prised 81 per cent of total forestry imports 
by value. 

Log Export Price Boom 
During December 1992 major increases in 
radiata pine log export prices were 
announced. The Japan Lumber Report 
estimates Japanese prices for A-sort logs 
have increased by 17-24 per cent. At- 
wharf New Zealand prices for pruned and 
K-grade logs have been reported as 
increasing by 80 per cent and 50 per cent 
respectively. Log export volumes are at 
record levels with volumes exceeding 
1,000,000 m3 in both the June 1992 and 
September 1992 quarters. 

There are a number of interrelated fac- 
tors which have contributed to the boom. 
A depreciation in the New Zealand-US 
dollar exchange rate has provided a con- 
siderable stimulus to log exporters by 
enhancing their returns. Conservation 
pressures in the USA and in Malaysia (a 
log export ban has recently been imple- 
mented in Sabah) have created a supply 
shortfall. Increasing prices for other 
species are seeing radiata pine used for 
higher-valued end uses. In particular 
clearwood radiata is being substituted for 
American old-growth ponderosa pine in 
dimensional usages. The extent to which 
these factors are respectively temporary or 
permanent phenomena will determine the 
future long-run price level. It seems like- 
ly, however, that overseas perceptions of 
radiata are undergoing a fundamental 
change which will see radiata accepted as 
a high-quality timber substitute and thus 
permanently capturing a large portion of 

the recent price hike. In the interim 
domestic processors with forward sales 
contracts are caught in a price squeeze. 

Log Access to USA 
~ e w  Zealand has gained approval to 
export logs into the United States and is 
the first country to be granted formal 
access since an interim ban on Russian 
logs was instituted in 1990. The US 
imposed a ban after a shipment of Siber- 
ian larch was found to be contaminated 
with exotic pests. New Zealand compa- 
nies began sending trial radiata log ship- 
ments to the US in 1991, initiating a US 
Department of Agriculture Pest Risk 
Assessment to ascertain what US phy- 
tosanitary measures would be necessary. 
The positive outcome to the assessment 
procedure has cleared the way to develop 
a NZ-US log trade. 

GATT Negotiations 
On November 20, 1992 the United States 
and the Commission of the European 
Communities (EC) announced they had 
reached a bilateral agreement on a sub- 
stantial package of outstanding agricultur- 
al issues, including the dispute over trade 
in oilseeds. Settlement in the stalled agri- 
cultural talks would clear the way for 
forestry products negotiations, which are 
carried out in a separate sectoral forum, to 
reopen. The present position in forestry is 
the United States and Canada have both 
put forward "zero-for-zero" proposals 
which essentially seek the removal of all tar- 
iffs on wood and paper products. New 
Zealand has lent support to these proposals. 
However, the EC are opposed to the pro- 
posals for paper products and the Japanese 
oppose the solid wood proposals. Given this, 
the prospects for agreement on zero-for-zero 
are limited. Nonetheless, eventual signifi- 
cant reductions in forestry tariffs should be 
regarded as a probability. 

East Coast Forestry Project 
The Government has conditionally approved 
funding for planting 3200 hectares of Class 
VII, erosion-prone land in 1993 under the 
East Coast Forestry Project. Applications for 
planting to 1995 were received from 39 
landowners and totalled almost 5800 
hectares. More than one-third of these appli- 
cations were for planting in 1994 and 1995. 
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An additional 2000 hectares of non-qualify- 
ing contiguous Class VI land is expected to 
be planted in 1993 at no cost to the Crown. 

Corporate Activities 
Fletcher Challenge 
Fletcher Challenge Ltd (FCL) is to consoli- 
date its forestry operations in British Colum- 
bia. The merger plan involves Fletcher 
Challenge Canada (FCC), a 72 per cent FCL 
subsidiary, buying Crown Forest Industries 
(CFI) which is wholly owned by FCL. FCC 
will pay $C897 million for CFI which will 
be partially funded by an FCC $C177 mil- 
lion share equity issue, with FCL providing 
additional equity. The deal is structured to 
maintain FCC's current 30:70 debt : equity 
ratio and FCL's 72 per cent shareholding in 
FCC. 

FCC reported a significantly improved 
performance for the December 1992 quar- 
ter. Although still operating in deficit, the 
$C4.8 million net loss for the quarter was a 
major turnaround from the $C18.8 million 
loss reported for the September 1992 quar- 
ter. Improving forest products markets and 
a weaker Canadian dollar assisted in the 
turnaround. 

FCL raised $NZ1.29 billion from asset 
sales in the second half of 1992. The sale of 
the Rural Bank yielded $NZ380 million, the 
sale of Crown Paper and Crown Packaging 
yielded $NZ95 million, while a further 
$NZ70 million came from property portfo- 
lio sales. The flotation of the Natural Gas 
Corporation raised $NZ305 million. FCL 
has a commitment to attain a 50 per cent 
gearing by the end of 1993. 

Carter Holt Harvey 
Carter Holt Harvey (CHH) recorded a tax 
paid interim-profit of $NZ112.4 for the six 
months to September 1992 - an increase of 
12.4 per cent on the corresponding period in 
1991. The result accounted fully for costs 
incurred as a result of strikes at the four 
NZFP pulp and paper mills, with all major 
sectors operating at, or above, expectations. 

CHH is reviewing an option to repur- 
chase its stake in the Pan Pac pulp mill near 
Napier from 10 to 50 per cent. In 199 1 CHH 
sold four Hawkes Bay forests and most of 
its share in Pan Pac to joint venture partners 
Oji Paper Co and Sanyo Kokusaku Pulp for 
$NZ260 million. CHH retained a buyback 
option on 40 per cent of the assets. The 
option expires in April 1993. 

Forestry Corporation of New Zealand 
Forestry Corporation announced a six- 
month interim profit, to September 1992, of 
$NZ51.9 million. This is a three-fold 
increase on the corresponding period in 
1991 and was generated by a 70 per cent 
increase in sales, with Asian markets having 
particularly strong demand increases. 

CIL sale of NPI stake 
Corporate Investments Ltd (CIL) has sold its 
50 per cent stake in Nelson Pine Industries 
(NPI) to its joint venture partner Sumitomo 
Forestry Co Ltd for slightly over $NZ100 
million. CIL was initially involved in nego- 
tiations to sell its NPI share to a Malaysian 
company. However, Sumitomo, which held 
pre-emptive purchase rights, found this 
company to be an unsuitable partner and 
invoked its buyback option. Sumitomo has 
described itself as "a relucant purchaser", 
citing a preference for having a local partner 
in all its foreign joint ventures. Sumitomo 
intend seeking a new local partner in due 
course. CIL acquired its share of NPI in 
1988 as part of its takeover of Newmans 
Group. 

Panahome NZ Ltd Joint Venture 
A Japanese joint venture between National 
House Industrial and Innosho Forest Indus- 
tries has begun the first stage of construction 
of a $NZ15 million plant in Rotorua. 
National House is Japan's largest builder of 
prefabricated housing with annual sales 
exceeding $NZ3 billion. Innosho is a major 
processor of Japanese indigenous species. 
The joint venture company, named Pana- 
home NZ Ltd, should begin exporting radi- 
ata mouldings and other interior housing 
componentry by mid-1993. 

Thames Timber Joint Venture 
Thames Timber have announced a joint ven- 
ture with American wholesaler, Snavely 
Forest Products. The new company will be 
based in San Francisco and will work to 
develop markets for a wide range of radiata 
products, from cutstock and finger joint 
blocks to furniture, door and window com- 
ponents. 

Radiata Components NZ Ltd 
A consortium of American and Otago 
investors are to build a $NZ9 million plant 
near Mosgiel to manufacture door and win- 
dow dimensional wood products. The con- 
sortium, operating as Radiata Components 
NZ Ltd, plants to process 100,000 tonnes of 
logs per annum and employ around 100 
people. 

Wenita Forestry 
Wenita Forestry is to purchase the Mount 
Allan forest in Otago from Tasman Forestry. 
The addition of Mount Allan's 4600 
hectares takes Wenita's total New Zealand 
forest estate to more than 28,000 hectares. 

Opio Forestry Fund 
Opio Forestry Fund unit-holders have 
approved an expansion plan that will triple 
the Fund's forestry investments. Approval 
was gained for a four-to-one renounceable 

issue to purchase four South Otago forests 
from Tasman Forestry. The four forests, 
Nobleburn, Kaitangata, Lawrence and Taieri 
Mouth, total 943 hectares. 

DED on the move 
Dutch Elm Disease has claimed 13 elm 
trees in Auckland so far this season. There 
were 12 positively identified DED cases 
at this time last year. The disease has 
spread to Howick and Otara. Previously 
cases were confined to Auckland Central 
and Remuera. The worry is that the dis- 
ease is spreading to outlying areas, which 
makes the job of containment much more 
difficult. Removing the trees is also 
becoming more technically challenging - 
three of the trees had to be lifted out by 
helicopter. 

Ministry of Forestry Port Operations 
staff issued a press release in early Janu- 
ary to urge people not to cut down elm- 
wood or move debris or firewood from 
their properties, and to keep an eye out for 
elms showing symptoms of the disease. 
The public response was excellent with 
many queries and the report of a suspect- 
ed new case. 

Ministry of Forestry 

The East Coast 
forestry project 

The East Coast forestry project is receiv- 
ing strong support from landowners and is 
progressing well, said Forestry Minister 
John Falloon. 

The response to the call for tenders to 
plant under the scheme in 1993, he said, 
had been very encouraging. 

"The number of tenders received signals 
considerable interest in the scheme by a vari- 
ety of landowners, who consider commer- 
cial forestry a desirable land use and a 
necessary protection measure for their prop- 
erty," said the Minister. 

The Ministry of Forestry had received 39 
applicants to receive grants, for an area 
totalling 9964 hectares over three years. 

"All of the land covered by the applica- 
tions has been inspected, discussed with the 
applicants and considered against the 
scheme's qualifying regulations. Thirty-five 
projects have been issued with provisional 
approvals, and four applications have been 
declined," said Mr Falloon. 
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