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Timberland Investment Resources manages this 93-acre tract in Lancaster County, S.C., for its investors.
Timber Investment Resources
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For some people, money does grow on trees.
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Whipsawed by gyrating markets in recent years, some investors are taking root in a
little-understood asset class that since 1987 has handily beaten stocks—timberland. A
dollar invested in the National Council of Real Estate Investment Fiduciaries'
Timberland Index then was worth nearly $21 at the end of 2009, a compounded
annual return of more than 14%. That same dollar invested in the Standard & Poor's
500-stock index was, with dividends included, worth $7.83, a return of about 9.4% a
year.
Returns aren't the only attraction. Timber historically has tracked the consumer-price
index, thus serving as an effective inflation hedge. And aside from timber sales,
timberland can generate income through hunting leases, watershed rights, energyexploration easements and other uses.
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For these reasons, forestry consultant Warren Peters, in Baton Rouge, La., says he is
seeing increasing business from wealthy people "looking for timberland for purely
investment—rather than recreational—purposes."
Despite all the positives, however, the timber business has so many quirks that the
asset class makes sense only for ultrawealthy, ultralong-term investors.
Timber isn't lumber, the commodity that trades as relatively short-term futures
contracts. Timberland is the farm from which lumber ultimately comes, and is a
long-term holding. We are talking decades.
Timberland investing works best at scale, making it a difficult investment for people of
lesser means. Small plots don't have the muscle to generate meaningful income, since
only a fraction of the trees are culled at any one time. The average timber tract is
about 400 acres in the Southeast, the country's wood basket. At roughly $2,000 an
acre, that is an $800,000 ante just to play.
Wealthy individual investors typically put their money in timber investmentmanagement organizations, or TIMOs, which cater largely to institutions, but which
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often accept individuals investing a minimum of between $1 million to $5 million. Some
TIMOs do allow individuals to pool money into a single account to meet the minimum.
But that still is a lot of money to devote to an illiquid investment that can't be unloaded
easily and must be held for eight to 10 years just to begin to pay off.
Though investors routinely buy mature
timberland, trees must be replaced as
they are culled, and saplings take time to
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grow. Timber is sold either for pulp used
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in paper processes or as saw-timber for
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construction. Pine, the most commonly
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farmed tree in the U.S., reaches pulp
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stage in 10 to 14 years, is ready for saw
mills near age 20, and by age 25 to 27 is fully mature and usable for framing lumber,
plywood and telephone poles. As the trees grow, the wood gains value. Where pulp
wood sells for about $10 a ton these days, mature saw-timber can fetch $30 or more.
More than anything, timber investing is an exercise in patience.
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Timber is high-maintenance, too. "You can't just plant trees, walk away and let them
grow," says Tom Johnson, a managing director at Timberland Investment Resources,
an Atlanta TIMO. Timber generally requires professional management to analyze
tracts in which to invest and then manage the land for income. That is accomplished
either through a TIMO or via independent forestry consultants who work for individual
landowners.
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Trees are susceptible to natural disasters, too. After a hurricane, for example, large
trees that are snapped or sheared often become pulp wood rather than saw-timber,
reducing their value by two-thirds or more.
Timberland prices also are susceptible to market dynamics. They have fallen from
about $40 a ton to less than $30 during the housing slump, for example.
For small investors keen on buying timberland now, the best option might be a timber
real-estate investment trust that trades on the New York Stock Exchange, such as
Potlatch, Plum Creek Timber and Rayonier. They generally offer decent yields,
currently between 3.8% and 5%, and are diversified across multiple regions and
species. They are susceptible to timber-industry dynamics; they all tanked amid the
housing crash.
But be warned: This is much less of a pure play than a direct timberland purchase.
Corporate dynamics are involved. With timber REITs you trade the risk of fire, water
and bugs for the risk of company mismanagement. Also, for financial reasons, REITS
might be forced to sell trees into a weak market to maintain the healthy payouts
investors expect, cutting into future returns.
In the markets, as in the forest, when someone yells "timber" it always is wise to
exercise caution.
—Email: jeff.opdyke@wsj.com
Write to Jeff D. Opdyke at jeff.opdyke@wsj.com
Email

Print

Comments

Order Reprints

WSJ In-Depth

At Sony Pictures,
Drama in Email

It’s Noodle Ring Day;
Use Your Bundt Pan

Airlines Try to Make
Coach Classier (Minus
the Legroom)

12/11/2014 9:16 AM

Wealthy Investors Discover Timberland - WSJ

3 of 3

The Beverage of
Champions?

http://www.wsj.com/articles/SB10001424052748703572504575214331...

The Italian Supercar
With a Ford Engine

A Quick Fix for Poor
Passwords

SPONSORED RESULTS

2014 Luxury Cars

Top Stock Picks

Top 5 Stocks To Buy

Best Stocks To Invest

Best Dividend Paying Stocks

Best Investment Funds

2014 Crossover SUVs

Top Dividend Income Funds

High-Yield CD Rates

Fixed Income Investments

Subscribe / Login

Customer Service

Policy

Ads

Tools & Features

More

Customer Center

Privacy Policy

Advertise

Apps

Register for Free

New! Live Help

Cookie Policy

Place a Classified Ad

Emails & Alerts

Reprints

Contact Us

Data Policy

Sell Your Home

Graphics & Photos

Content Partnerships

WSJ Weekend

Copyright Policy

Sell Your Business

Columns

Conferences

Contact Directory

Subscriber Agreement
& Terms of Use

Commercial Real Estate Ads

Topics

SafeHouse

Recruitment & Career Ads

Guides

Mobile Site

Franchising

Portfolio

News Archive

Advertise Locally

Old Portfolio

Corrections

Your Ad Choices

Jobs at WSJ

Back to Top

Copyright ©2014 Dow Jones & Company, Inc. All Rights Reserved.

12/11/2014 9:16 AM

