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(Thanks to Keith Hawkins, LSU AgCenter for sending me this article).

FORTUNE

Lumber prices—which warned us about inflation over a year ago—are again
trying to tell us something

By [Tristan Bovel

July 9, 2022
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Lumber markets were a harbinger of big economic shifts early on in the pandemic, and today’s slumping
rices could be just as telling about the economy’s future.

Lumber prices| hit a record $1,607 per thousand board feet in May 2021, due to [soaring demand for new]

homes}, fa boom in DIY home renovation activities| and production and lsupply chain issues stemming from

the pandemic.

Twelve months later, lumber prices have collapsed, now going for $648, a more than decrease from
$1,464 in March.

High lumber prices in 2020 and 2021 were an early indicator that construction—and the economy in
general—was set to go through some profound inflationary changes. Today’s slumping prices, and where
lumber markets go over the next few months, could be an equally important indicator of where the economy
is headed. The plummeting price of lumber might be telling us that inflation has peaked.

“Lumber was kind of that kind of the canary in the coal mine that told us something was coming,” Darin
Newsom, president and founder of the eponymous market analysis firm, told . “From April 2020
through May 2021, [lumber] basically led the inflation charts.”

The lumber bubble(s)

It’s been a wild ride for lumber prices over the past two years, as wood products became one of the most
volatile commodities on the market throughout the pandemic.

In May 2021, lumber’s year-on-year prices had surged by in response to low supply mixed with
ldemand for new homes|and a boom in home renovation projects. Lumber markets didn’t keep rising
predictably, though, seeing a seesaw of soaring prices and sudden plummets.



https://nam02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newsbreak.com%2Fnews%2F2661643724451%2Flumber-prices-which-warned-us-about-inflation-over-a-year-ago-are-again-trying-to-tell-us-something%3F_f%3Dapp_share%26s%3Da3%26share_destination_id%3DMTQ0MjM5MDQxLTE2NTc1MDUyNjM3Njg%3D%26pd%3D09lDA9EL%26hl%3Den_US%26trans_data%3D%257B%2522platform%2522%253A1%252C%2522cv%2522%253A%252222.12.0%2522%252C%2522languages%2522%253A%2522en%2522%257D&data=05%7C01%7CRVlosky%40agcenter.lsu.edu%7C79d8b4abcb384fcf985d08da634174d6%7C804b509899084bdf9c06b3df777563aa%7C0%7C0%7C637931430044447978%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=PqRCzg4RQnuF0Pfg5GWY5f2AVtr63%2F4W%2FM3KB2lzgKI%3D&reserved=0
https://nam02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newsbreak.com%2Fnews%2F2661643724451%2Flumber-prices-which-warned-us-about-inflation-over-a-year-ago-are-again-trying-to-tell-us-something%3F_f%3Dapp_share%26s%3Da3%26share_destination_id%3DMTQ0MjM5MDQxLTE2NTc1MDUyNjM3Njg%3D%26pd%3D09lDA9EL%26hl%3Den_US%26trans_data%3D%257B%2522platform%2522%253A1%252C%2522cv%2522%253A%252222.12.0%2522%252C%2522languages%2522%253A%2522en%2522%257D&data=05%7C01%7CRVlosky%40agcenter.lsu.edu%7C79d8b4abcb384fcf985d08da634174d6%7C804b509899084bdf9c06b3df777563aa%7C0%7C0%7C637931430044447978%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=PqRCzg4RQnuF0Pfg5GWY5f2AVtr63%2F4W%2FM3KB2lzgKI%3D&reserved=0
https://nam02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newsbreak.com%2Fnews%2F2661643724451%2Flumber-prices-which-warned-us-about-inflation-over-a-year-ago-are-again-trying-to-tell-us-something%3F_f%3Dapp_share%26s%3Da3%26share_destination_id%3DMTQ0MjM5MDQxLTE2NTc1MDUyNjM3Njg%3D%26pd%3D09lDA9EL%26hl%3Den_US%26trans_data%3D%257B%2522platform%2522%253A1%252C%2522cv%2522%253A%252222.12.0%2522%252C%2522languages%2522%253A%2522en%2522%257D&data=05%7C01%7CRVlosky%40agcenter.lsu.edu%7C79d8b4abcb384fcf985d08da634174d6%7C804b509899084bdf9c06b3df777563aa%7C0%7C0%7C637931430044447978%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=PqRCzg4RQnuF0Pfg5GWY5f2AVtr63%2F4W%2FM3KB2lzgKI%3D&reserved=0
https://nam02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.newsbreak.com%2Fnews%2F2661643724451%2Flumber-prices-which-warned-us-about-inflation-over-a-year-ago-are-again-trying-to-tell-us-something%3F_f%3Dapp_share%26s%3Da3%26share_destination_id%3DMTQ0MjM5MDQxLTE2NTc1MDUyNjM3Njg%3D%26pd%3D09lDA9EL%26hl%3Den_US%26trans_data%3D%257B%2522platform%2522%253A1%252C%2522cv%2522%253A%252222.12.0%2522%252C%2522languages%2522%253A%2522en%2522%257D&data=05%7C01%7CRVlosky%40agcenter.lsu.edu%7C79d8b4abcb384fcf985d08da634174d6%7C804b509899084bdf9c06b3df777563aa%7C0%7C0%7C637931430044447978%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=PqRCzg4RQnuF0Pfg5GWY5f2AVtr63%2F4W%2FM3KB2lzgKI%3D&reserved=0
https://www.nasdaq.com/market-activity/commodities/lbs
https://fortune.com/2021/12/23/homeowners-real-estate-price-gains-breakdown-in-every-state/
https://fortune.com/2021/12/23/homeowners-real-estate-price-gains-breakdown-in-every-state/
https://fortune.com/2021/05/12/lumber-prices-cost-shortage-covid-housing-market-construction-costs-mortgage-rates/
https://www.ktvh.com/news/pandemic-still-slowing-down-lumber-production
https://www.nasdaq.com/market-activity/commodities/lbs
https://news.yahoo.com/how-record-high-lumber-prices-are-making-new-homes-less-affordable-152122225.html#:%7E:text=Random%20Length%20Lumber%20futures%20(LBS,from%20their%20peak%20last%20fall.
https://fortune.com/2021/12/23/homeowners-real-estate-price-gains-breakdown-in-every-state/
https://fortune.com/2021/12/23/homeowners-real-estate-price-gains-breakdown-in-every-state/
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The first "lumber bubble" occurred last summer—when prices fell 47% in June alone. However, by
late last year, lumber prices once again spiking. Homebuilders were looking to secure supply for what looked
like a strong 2022 building season. Between August 2021 and January 2022, prices shot up from around $400
to over $1,400. But that [lumber bubble 2.0 also popped|. That bursting bubble was unlike the one that that
occurred in 2021. This time, traders were offloading lumber futures based on fears that spiked
would put downward pressure on housing demand.

Lumber futures price
Price per thousand board feet of lumber
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Part of the reason behind low lumber prices right now is the seasonality of lumber markets, Newsom
said.

“There is a seasonal pattern,” Newsom said, adding that lumber prices tend to go up during the fall
and winter when more homes are being renovated or built, while prices go down during summer,
when people tend to have other expenses such as fuel. But even lumber’s seasonality cannot explain
the wild price swings the market has been through over the past year. “It’s way out of the norm,”
Newsom said. “It’s been wild to watch what has happened to lumber prices.”

Our next economic signal
The unpredictability of lumber means that there is no guarantee prices will stay low. But given how

prescient the market has been over the past few years, and with fears of an economic contraction
and possible looming, it will remain an important signal.


https://fortune.com/2021/06/22/lumber-prices-bubble-burst-price-of-wood-costs-building-development/
https://fortune.com/2022/02/22/new-lumber-bubble-price-spike-british-columbia-board-feet/
https://fortune.com/2022/07/07/inflation-going-down-5-key-indicators/
https://fortune.com/2022/07/07/inflation-going-down-5-key-indicators/
https://fortune.com/2022/06/18/is-a-recession-coming-2022-economy-predictions/
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“[Lumber] was an indicator that we were going to see this rapid expansion in the overall economy last year
and that once it peaked, we were going to start seeing it contract,” Newsom said.
“Itis certainly an indicator of expansion and contraction,” he added.

The first signs of economic contraction tied to lumber prices may be in housing. After its red-hot streak over
the past year, the housing market has “started to slow down,” Newsom said, with the housing market already
showing [clear signs of cooling|. And that cooler demand for real estate is an indicator that inflation could
begin coming down soon as well, given that rising housing costs accounted for of June’s core inflation
numbers.

The way lumber behaves in the fall—when the commodity’s prices traditionally rise—could also be a big
signal as to how bad an economic contraction will be.

“It will be interesting to see if [lumber] starts to move back up,” Newsom said. “It would tell us that the U.S.
economy is starting to sift through all the interest rate hikes and the inflation, and that the economy may not
be as bad as what many people think it will be.”

Two Lumber Price Scenarios for Discussion Purposes (assuming a mid-2023 recession)

As the author and one of the comments note, lumber prices/futures are possible indicators of future economic
directionality. According to the article, lumber prices hit a record $1,607 per thousand board feet in May 2021,
then declined to $648, a 56% decrease from $1,464 in March 2022.

Many economists believe a recession will occur in 6-18 months. Given this assumption, I added two Mid-2023
Recession scenarios, both reflecting price declines from May 2022. If prices drop to 2007-2011 “Great Recession”
prices, well, that is a dismal scenario that I'd rather not dwell on. (Post 2021 - Not to 1995-2021 Scale). These
scenarios were not generated using any modeling or analysis; they are simply for discussion purposes.
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https://fortune.com/2022/05/26/the-cooling-housing-market-enters-into-the-great-deceleration/
https://fortune.com/2022/06/10/renting-home-value-may-inflation/#:%7E:text=That%20means%20rising%20housing%20costs,figures%20in%20their%20monthly%20rent.
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Room 227, School of Renewable Natural Resources

Louisiana State University, Baton Rouge, LA 70803
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Web Site: www.LFPDC.Isu.edu
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