


The irony of me writing about macro economic factors like one stock market versus another is
that prediction does not have a lot to do with my thinking. We try to react to macroeconomic
factors. For instance, bond prices have moved way up for years. Bonds yielding 1%-3% appear
expensive. The dividend yield on stocks is more than bonds yield and companies typically don’t
payout even half their profits in dividends. As part owners of the companies, we own our share
of both profits the companies pay as dividends and their profits that are reinvested. At 14x
earnings the earnings yield on stocks is 7%. Therefore we favor stocks, especially stocks that are
unconventional sources of investment income as the obvious sources of dividends have been
somewhat bid up. The Canadian dollar has moved way above purchasing power parity so we
favor U.S. stocks, especially in industries that are not available in the Canadian stock market.

Instead of the forest I’d like to write a little about a subject of longer term interest: trees. I love
trees. As Jeremy Grantham of GMO points out they grow 8% a year. (My mother loved trees and
could identify them even in winter from their bark alone. She graduated in Botany from McGill
in 1946.) We made money in trees in the 1980’s but for 20 years we couldn’t. It was one thing
after another; a) There were restrictions and tariffs on exports to the U.S. b) There were
environmental issues. c) There was a pine beetle infestation. d) There was an epochal collapse in
the U.S. home building industry.

These factors may be turning: a) Under the Softwood Lumber Agreement of 2006, which has
been extended to 2015, export taxes on shipments to the U.S. fell from 15% to 10% in June in
response to higher lumber prices. b) Most of the Canadian lumber industry has been
independently certified to internationally recognized standards. Some companies are even
generating bio-energy from waste wood, further pleasing environmentalists. c) British
Columbia’s mountain pine beetle infestation has peaked. According to BC’s Ministry of Forests,
Lands and Natural Resource Operations (May 30, 2012), 53% of merchantable pine is now
killed. The worse year of the infestation was 2004. The rush to harvest newly killed trees is
ending, creating capacity constraints. d) The US housing market aided by favorable
demographics and affordability has begun its long road to recovery. RBC’s Paul Quinn estimates
that “30–40% of North American lumber goes into new houses with another 25-30% used in
repair and re-modeling in a normalized housing market.” (RBC DS, June 22, 2012).

How to invest in trees to profit from a turn in the U.S. housing market is an interesting question.
Many of the very large forest products companies make a paper of one sort or another, and I
think the paper business is in decline. Some much smaller companies are purer plays on lumber
but may not be geographically diversified which, given global climate change, is a concern.
Winter is a seasonally soft period for new home construction. I hope to use it to sort through
these choices.
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