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Timberland Flash Report

COVID-19 and Timber Markets—
Impacts on Supply-Chain Disruptions

The dramatic spread of the COVID-19 virus in China and the more
recent appearance of COVID-19 cases and fatalities in an increasing
number of countries has sparked major corrections in global
commodity and financial markets. Estimates of the possible scope
and trajectory of the COVID-19 outbreak remain highly uncertain at
this time, making it exceedingly difficult to quantify potential impacts
on timber and forest products markets. However it is very clear that
the duration and magnitude of market effects will vary dramatically
between producing regions. Those timber supply regions which are
more dependent on cross-border trade requiring ocean freight to
deliver unprocessed logs, wood chips and forest products will be
most vulnerable in the coming months.

Real Estate Transactions Stalled Following Lunar New Year in China
Chart 1. Chinese residential real estate transaction volumes, 7 day averages, by year (thousands)
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China is the source-point for the COVID-19 outbreak
and, so far, accounts for the majority of the cases
(80,900 out of a global total of 150,000 cases, as
reported on Sunday, March 8th)." China has taken
very draconian measures to contain the spread of
the virus, restricting travel and quarantining large
segments of the population in affected regions.
These measures have resulted in major disruptions
in many manufacturing sectors, construction activity
and the functioning of transportation and delivery
systems (See Chart 1, page 1). Consequently,
China is experiencing a pronounced slow-down in
economic activity and obstacles to the flow of goods
within the country.

At one point in February, provinces accounting for
over two-thirds of China’s economy were effectively
in lockdown. Capital Economics is projecting that
China’s economy will contract by 2% year-over-year
in the first quarter of 2020, and they have reduced
their forecast for China’s annual growth in GDP for
2020 from 5% to 2%.2 In addition to the demand-
side impacts in China of the COVID-19 outbreak, the
highly calibrated logistics of global shipping have
been upended, resulting in delayed and disrupted
sailing schedules and major congestion and back-
ups at Chinese ports.

China is the number one importer of timber and
forest products in the world. Based on FAO data for
2018, China’s imports as a share of total global
trade was: 45% for softwood logs; 25% for
hardwood logs; 20% for softwood lumber; 48% for
hardwood lumber; 28% for wood chips; and 37% for
market pulp.® The severity of the initial impacts of
the COVID-19 on any particular timber supply region
will reflect the relative importance of exports to
domestic demand for timber and forest products,
and the degree of exposure to the China market.

Given the time needed to reboot shipping
logistics to normal functioning, virus-related

impacts on New Zealand timber markets are
likely to extend into the second and possibly
third quarter of 2020.

New Zealand timber markets will be particularly
vulnerable to the expected setback in Chinese
economic and construction activity in the first half of
2020. Approximately 62% of New Zealand’s
plantation Radiata Pine timber harvest annually (as
of December 2019) is exported as unprocessed
logs, and China accounted for 80% of total New
Zealand log exports in 2019, through September. In
addition, New Zealand exports 41% of its lumber
production, for which China is the number one
destination (27% of total New Zealand lumber
exports in 2019, through September).**

In early 2020, many softwood lumber manufacturing
plants in China that process softwood logs from New
Zealand implemented extended shutdowns which
were originally expected to last through the
extended Chinese New Year celebration, which
ended February 8th.® Major reductions in processing
activity have continued throughout February, and off
-port log sales remain stalled entering March.
Operations at Chinese ports have also suffered due
to shortages of labor tied to quarantines and
restrictions on travel. The full extent that log exports
from New Zealand to China have been
compromised will only become clear when trade
statistics for the first quarter of 2020 are released
later this year.’

New Zealand and Australia Timberland Have Greater Exposure to China Markets than U.S. Timberland
Chart 2. Share of timber production which is exported as logs (roundwood equivalents, percent)
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"https://www.statista.com/statistics/1043366/novel-coronavirus-2019ncov-cases-
worldwide-by-country/

2Capital Economics, March 2, 2020

3FAO, as of March 9 2020

“Random Lengths International, February 26, 2020

*New Zealand Ministry of Agriculture and Forestry, December 2019
Shttps:/chinesenewyear.net/calendar/
"TPT and HNRG Research as of March 3, 2020
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Shipments of logs and lumber from New Zealand to
China are expected to rebound once the spread of
the virus has slowed and the number of reported
cases is clearly in retreat, allowing trade to
normalize. However, the rate of recovery in trade will
be limited by the volume of freight that can be
shipped by boat due to finite seaport capacity. Given
the time needed to reboot shipping logistics to
normal functioning, virus-related impacts on New
Zealand timber markets are likely to extend into the
second and possibly third quarter of 2020.

Australia’s timber producers are less vulnerable than
New Zealand to the current COVID-19 crisis in
China, but in fiscal year 2019, Australia exported
close to 20% of its softwood log harvest, and nearly
90% of Australia’s combined hardwood and softwood
log exports were to China. Australia is also the
second largest global producer of softwood chips,
with just shy of 60% of Australia’s fiscal year 2019’s
chip production exported to China.?

The degree of impact from the coronavirus on
timberland properties will vary significantly

between different timber producing regions,
based on their exposure and dependence on
exports to China

In the U.S., timber markets are dominated by
domestic consumption of logs and forest products,
and U.S. exposure to trade and the associated
COVID-19 related timber supply-chain disruptions
are reduced compared to New Zealand and
Australia. Log exports represent a relatively small
component of total timber demand. Even in areas
such as the U.S. West Coast which have had periods
of substantial trade in logs and lumber with China
and other Asian destinations, offshore trade in
timberland forest products has trended lower over
the past decade, as domestic residential construction
activity has improved. This trend was reinforced last
year as trade disputes with China resulted in tariffs
being placed on shipments of U.S. logs and forest
products. In 2019, log exports accounted for 2% of
U.S. timber production and lumber exports just 3% of
U.S. lumber production.®

Demand for timber and building products in the U.S.
may actually receive an indirect boost from the
coronavirus outbreak as a result of the Federal
Reserve easing monetary policy to protect the

SABARES 2019, Australian forest and wood product statistics
SFastmarkets RISI as of February 11, 2020
%W ashington Post, March 2, 2020

"https://www.statista.com/statistics/1056760/chile-mining-sector-contribution-gdp/

economy from a potential economic slow down. The
Federal Reserve cut the Fed fund rate by 50 bps on
March 3, and 30 year mortgage rates are now
approaching record lows near 3.0%.'° These lower
mortgage rates combined with record low
unemployment and rising wages should help support
home construction in 2020 despite the negative
impacts of COVID-19 on the overall economy.

For timberland operations in Latin American
countries such as Brazil and Chile, the potential
magnitude and duration of the impacts of the
coronavirus outbreak are far from clear at this time.
To date, only a few cases have been reported within
the region (as of March 3, 2020). However, lower
commodity prices and weaker global demand in
general will negatively impact the domestic
economies in the region. In the case of Chile where
copper exports are a key component of the total
economy (mining contributed 10% to Chile’s GDP in
2019”), lower prices and reduced copper shipments
to China are expected to dampen overall economic
growth in Chile in 2020 and moderate domestic
consumption of lumber and other forest products.
Brazil and Chile’s export forest products sectors also
have significant exposure to Chinese imports of
pulp, wood chips, and lumber.

The COVID-19 crisis is impacting global timber
markets through a combination of factors: depressed
demand resulting from weaker economic growth;
deferred consumption in a period of high uncertainty;
and supply-shocks resulting from factory shutdowns,
shipping delays and bottlenecks, travel bans, and
quarantined workers. The degree of impact from the
coronavirus on timberland properties will vary
significantly between different timber producing
regions, based on their exposure and dependence
on exports to China. The timing and speed of China’s
recovery from the COVID-19 crisis will be a key
determinant in the ability of timber markets in New
Zealand, Australia and Latin America to bounce back
from the challenges they are currently facing. In
comparison, U.S. timberland properties, with their
deep domestic markets and the rather limited
exposure to China should be in a relatively better
position to weather the virus-related challenges of
2020.
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About Hancock Natural Resource Group

Hancock Natural Resource Group, Inc. is a registered investment adviser and part of Manulife Investment Management’s Private
Markets platform. We specialize in global farmland and timberland portfolio development and management on behalf of our investors
worldwide. Our timber division manages approximately 6 million acres of timberland across the United States and in Canada, New
Zealand, Australia, and Chile. Our agricultural investment group oversees approximately 300,000 acres of prime farmland in major

agricultural regions of the United States and in Canada and Australia.

About Manulife Investment Management

Manulife Investment Management is the global wealth and asset management segment of Manulife Financial Corporation. We draw
on more than 150 years of financial stewardship to partner with clients across our institutional, retail, and retirement businesses
globally. Our specialist approach to money management includes the highly differentiated strategies of our fixed-income, specialized

equity, multi-asset solutions, and private markets teams.

Important Information

Investing involves risks, including the potential loss of principal. Financial
markets are volatile and can fluctuate significantly in response to company,
industry, political, regulatory, market, or economic developments. These risks
are magnified for investments made in emerging markets. Currency risk is the
risk that fluctuations in exchange rates may adversely affect the value of a
portfolio’s investments.

The information provided does not take into account the suitability, investment
objectives, financial situation, or particular needs of any specific person. You
should consider the suitability of any type of investment for your circumstances
and, if necessary, seek professional advice.

This material, intended for the exclusive use by the recipients who are
allowable to receive this document under the applicable laws and regulations
of the relevant jurisdictions, was produced by, and the opinions expressed are
those of, Manulife Investment Management as of the date of this publication,
and are subject to change based on market and other conditions. The
information and/or analysis contained in this material have been compiled or
arrived at from sources believed to be reliable, but Manulife Investment
Management does not make any representation as to their accuracy,
correctness, usefulness, or completeness and does not accept liability for any
loss arising from the use of the information and/or analysis contained. The
information in this material may contain projections or other forward-looking
statements regarding future events, targets, management discipline, or other
expectations, and is only as current as of the date indicated. The information in
this document, including statements concerning financial market trends, are
based on current market conditions, which will fluctuate and may be
superseded by subsequent market events or for other reasons. Manulife
Investment Management disclaims any responsibility to update such
information.

Neither Manulife Investment Management or its affiliates, nor any of their
directors, officers or employees shall assume any liability or responsibility for
any direct or indirect loss or damage or any other consequence of any person
acting or not acting in reliance on the information contained herein. All
overviews and commentary are intended to be general in nature and for
current interest. While helpful, these overviews are no substitute for
professional tax, investment or legal advice. Clients should seek professional
advice for their particular situation. Neither Manulife, Manulife Investment
Management, nor any of their affiliates or representatives is providing tax,
investment or legal advice. Past performance does not guarantee future
results. This material was prepared solely for informational purposes, does not
constitute a recommendation, professional advice, an offer or an invitation by
or on behalf of Manulife Investment Management to any person to buy or sell
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any security or adopt any investment strategy, and is no indication of trading
intent in any fund or account managed by Manulife Investment Management.
No investment strategy or risk management technique can guarantee returns
or eliminate risk in any market environment. Diversification or asset allocation
does not guarantee a profit nor protect against loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management.

These materials have not been reviewed by, are not registered with any
securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective jurisdictions.
Additional information about Manulife Investment Management may be found
at www.manulifeam.com.

Australia: Hancock Natural Resource Group Australasia Pty Limited, Manulife
Investment Management (Hong Kong) Limited. Brazil: Hancock Asset
Management Brasil Ltda.

Canada: Manulife Investment Management Limited, Manulife Investment
Management Distributors Inc., Manulife Investment Management (North
America) Limited, Manulife Investment Management Private Markets (Canada)
Corp. China: Manulife Overseas Investment Fund Management (Shanghai)
Limited Company. European Economic Area and United Kingdom:
Manulife Investment Management (Europe) Ltd. which is authorised and
regulated by the Financial Conduct Authority, Manulife Investment
Management (Ireland) Ltd. which is authorised and regulated by the Central
Bank of Ireland Hong Kong: Manulife Investment Management (Hong Kong)
Limited. Indonesia: PT Manulife Aset Manajemen Indonesia. Japan: Manulife
Asset Management (Japan) Limited. Malaysia: Manulife Investment
Management (M) Berhad (formerly known as Manulife Asset Management
Services Berhad) 200801033087 (834424-U) Philippines: Manulife Asset
Management and Trust Corporation. Singapore: Manulife Investment
Management (Singapore) Pte. Ltd. (Company Registration No. 200709952G)
Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife Investment
Management (Taiwan) Co. Ltd. Thailand: Manulife Asset Management
(Thailand) Company Limited. United States: John Hancock Investment
Management LLC, Manulife Investment Management (US) LLC, Hancock
Capital Investment Management, LLC and Hancock Natural Resource Group,
Inc. Vietnam: Manulife Investment Fund Management (Vietham) Company
Limited.

Manulife Investment Management, the Stylized M Design, and Manulife
Investment Management & Stylized M Design are trademarks of The
Manufacturers Life Insurance Company and are used by it, and by its affiliates
under license.
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