Hon Poto Williams

MP for Christchurch East

Minister for Building and Construction
Minister of Police

Associate Minister for Children
Associate Minister of Housing (Public Housing)

29 JuL 2021

Matthew Hooton
fyvi-request-15642-9f0d4d78 @requests.fyi.org.nz

Téna koe Matthew

Thank you for your email of 2 June 2021 to the Hon Dr Megan Woods, requesting the following
information under the Official Information Act 1982 (the Act):

all advice you, or your officials, have received since 29 March 2021 on possible and/or
actual shortages of materials required for building houses in New Zealand.

Such materials include but are not limited to timber, concrete, cement, plaster, and
home appliances.

By advice, | mean formal written advice based on data collection and analysis. But |
also include more informal advice, including verbal advice, and that based on
anecdote.

As your request aligns more closely with my responsibilities as the Minister for Building and
Construction, your request was transferred to me on 3 June 2021. The timeframe for
responding to your request was extended to 16 July 2021.

Please find attached a copy of the documentation within scope. Please note that some
information within the documentation has been withheld under the following sections of the
Act:

e s9(2)(a), to protect the privacy of natural persons.
e s9(2)(b)(ii), to protect information where the making available of the information would
be likely unreasonably to prejudice the commercial position of the person who supplied

or who is the subject of the information.

o s9(2)(f)(iv), to maintain the constitutional conventions for the time being which protect
the confidentiality of advice tendered by Ministers of the Crown and officials.

Private Bag 18041, Parliament Buildings, Wellington 6160, New Zealand
+64 48178724 | pwiliams@ministers.govt.nz | beehive.govt.nz



e s9(2)(g)(i), to maintain the effective conduct of public affairs through the free and frank
expression of opinions by or between or to Ministers of the Crown or members of an
organisation or officers and employees of any public service agency or organisation in
the course of their duty.

Name of Document Information withheld under

Structural timber supply in New Zealand s 9(2)a), 9(2)(b)ii), 9(2)(F)(iv),
9(2)(g)(i)

Sector Trends Monthly Media and Information
Overview April 2021

Sector Trends Monthly Media and Information | -
Overview May 2021
Sector Trends Quarterly Snapshot April 2021 s 9(2)(f)(iv)

| do not consider that the withholding of this information is outweighed by public interest
considerations in making the information available.

You have the right under section 28(3) of the Act to request a review by the Ombudsman of my
response to your request. The relevant details can be found at:
https://www.ombudsman.parliament.nz/.

Naku noa, na

Hon Poto Williams
Minister for Building and Construction
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S0 HIKINA WHAKATUTUKI

BRIEFING

| Structural timber supply in New Zealand

% MINISTRY OF BUSINESS,
[{ INNOVATION & EMPLOYMENT ( s’ ,_\_) =)

Daté: _fTA_priI 205? ] Pnorlty {Urgent ———— X

. = — - - - |
Security In Confidence Tracking ‘2021 -3078 - !
classification: | number: N7

Action sought

| Action sought [Deadline

Hon Poto Williams Note background information, “+ April 2021
Minister for Building and potential impacts on the constructlen |
| Construction sector, and next steps. X
L — &= :
Contact for telephone discussion (if required) =N
Name Position >T\;/Iephone 1st contact

Dave Robson IE\EIIanager Building Performance & = | s9@)E) v
ngineering ;
. Principal Advisor Engineering" ——
Katie Symons Building Performance & Engmeering s9(2Xa)

[ The following departments/agencies have been consulted - |

I Te Uru Rakau — Forestry New Zealand, Mln:stry for Primary Industries
1_

| Minister’s office to complete: / ] .A'ﬁproved [ beclined |
| | ..-..I-;.:"'Noted [J Needs change
' " [JSeen [ overtaken by Events

(] See Minister's Notes [ withdrawn

Comments



£ A MINISTRY OF BUSINESS,
{ INNOVATION & EMPLOYMENT
¥ HIKINA WHAKATUTUKI

BRIEFING

Structural timber supply in New Zealand

I Date: E April 2021 !Priority: | Medium
Security In Confidence :Tracking { 2021-3078
classification: | number: |
Purpose

To provide information and context in light of the recent announcement by Cg‘r_léf'-Holt Harvey
regarding structural timber supply, and to outline how the Construction Sector‘Accord can be used
to further understand and address the broader structural timber supply issug.:

Recommendations

The Ministry of Business, Innovation and Employment recommend"s‘-.-tha't you:

a Note that this briefing contains background information on the current state of the demand for
and supply of structural timber in New Zealand.

b Note the potential impact of the recent announcement by a key supplier to halt supplies of
structural timber to some retailers on the building and construction sector. @
No

¢ Note that the Construction Sector Accord has-been set up to take a partnership approach to
understanding sector challenges such as supply issues, and will be working with industry to
assess the extent of the issue and potential options to support a more resilient supply chain.

Noted
T A

Dave Robson on Poto Williams
Manager, Building Perfm-mance & Minister for Building and Construction

Engineering -—6/ "f{ Z{

Building System Performance MBIE
01/04 /2021

2021-3078 in Confidence 1



Background

Carter Holt Harvey announcement highlights structural timber supply issue

1.

Structural timber used in the construction industry is made from milled timber produced in
sawmills that has been subsequently graded according to its strength, to meet the
performance requirements specified in the New Zealand Building Code.

The most common use of structural timber is solid timber products, such as frammg
members, rafters and floor joists, sold by retail merchants to builders and DIY customers.
Structural timber can also be used to make engineered timber products'such as laminated
veneer lumber (LVL), timber I-Joists, and cross laminated timber panels (CLT).

Despite increasing processing capacity in recent years, Carter Holt.Harvey (CHH), the
largest supplier of structural timber in New Zealand (approximately. 50% of the market)
has recently announced that they will be prioritising their supply-of solid timber products to
Carters and Placemakers stores and halting supply to other major retailers.

The announcement impacts approximately ten Mitre 10 stores and ten ITM stores
currently relying on CHH and relates to a range of solid timber products.

Factors affecting demand and supply of structural timber

5.

10.

11.

Building activity picked up rapidly after the national lockdown in 2020, supported by the
Government’s COVID-19 Response and Recovery-Fund stimulus spending. Domestic
demand for construction materials is experiencing a boom. New building consents are at a
46-year high, with 38,000 new houses consented'in the year ending October 2020.

Furthermore, increased spending on home:renovations, extensions, and additions over
the last year have added to already high demand for building products as New Zealanders
redirect their spending towards home improvements in place of restricted overseas travel.

CHH and other timber suppliers have increased processing capacity in recent years and
have plans to continue to do so..s:9(2)(b)(ii)

While demand for all timber building materials is up, structural timber has experienced
particularly strong growth.due:fo:

a) an increase in the construction of multi-storied houses; and

b) an increase in house renovations, extensions, and additions such as decking and
pergolas.

The New Zealand supply is still affected by the closure of domestic timber processing
plants under the five-week national lockdown in March-April 2020, which resulted in 8
weeks of lost: produchon because of the time required to shut down and reopen
processing. plants either side.

Addltlonally, s 9(2)(b)(ii)
// G

Orfig:oing global supply chain disruptions caused by COVID-19 continue to impact

{~domestic production. The increased cost of shipping and delays to shipping continue to

2021-3078

impact production. For example, some chemicals required for the treatment of structural
timber products for outdoor use are currently being held up by supply chain disruptions.

In Confidence 2



12.

13.

14.

15.

While the domestic wood processors have increased production, their ability to do so |s
limited by the capacity of mills to cut and chemically treat timber.

CHH and other timber product manufacturers have indicated that their increased capacity
has been supported by domestic forest owners and they have not experienced any-issues
with log supply. The grade of logs used to produce structural timber for domestic use
differs from the industrial log grades that dominate our export mix, so there appears to be
no domestic supply link to strong export log prices.

Structural timber is just one of a range of construction materials currently:i |n short supply,
due to supply chain issues. These include nails, toilets, and tapware. .

MBIE understands there are minimal imports of structural timber into. New Zealand, and in
any case, the New Zealand situation reflects overseas, particularly US trends. Globally
timber prices have reached record highs in all major markets in/March 2021. This is driven
by a surge in house construction and renovation activity, which is:particularly strong in the
US. The Forest Economic Advisors’ (FEA) expect demand to contlnue to outstrip supply
for the foreseeable future. :

Potential Impacts

Impacts on the cost of construction

16.

17.

Domestic timber prices are expected to continue-to-rise in the near term in response to the
supply constraint, exacerbating issues such as labour shortages and increased cost of
freight. s 9(2)(g)(i)

Y This
effect may take some time to work its way through the supply chain to the customer, as
building retailers operate on 90-day supply contracts and will have existing stockpiles of
timber. .

The current supply constraint is expected to ease in the coming months as timber
stockpiles increase over the winter period, so there will be a market for more domestic
processing capacity to meet future needs if demand remains strong or rises.

Impacts on the construction §_ector

18.

19.

20.

24

2021-3078

Other structural timber products such as LVL (laminated veneer lumber) and |-Joists are
likely to fill some of the supply gap. These products have superior structural performance
than solid structural timber but come at a higher cost and are not appropriate for outdoor
use. LVL costs about 30% more than solid structural timber. Producers of these products
indicate that they are already experiencing significant growth in demand.

Additional wood processmg capacity will also be coming online in the coming months.
This includes the 'opening of a new cross laminated timber (CLT) manufacturing plant in
Rotorua, which is expected to have processing capacity from May this year. Use of these
engineered structural timber products should free up supply of solid structural timber
produgcts. Increased demand for these engineered timber products may also encourage
further. capltal investment in these areas, increasing supply to the sector in general.

However if demand for building materials continues to grow, constraints on the ability of
domestic wood processors to increase production may act as a handbrake on New

_Zeéland’s housing driven recovery from COVID-19.

If the merchants impacted by the CCH decision are required to ration supply in the short
to medium term, they are likely to focus supply on priority customers or raise prices. There
are concems that small builders are likely to be most affected.

In Confidence 3



Next steps

The Construction Sector Accord

22.

23.

24.

25.

26.

27.

28.

The Construction Sector Accord can provide an objective voice to work with industry to
understand and assess this issue. '

The industry and government partnership pledged through the Construction Sector Accord
takes an NZ Inc. perspective to understanding and assessing the issues that have
significant sector-wide impact. :

Industry feedback from the Accord Forum and leadership groups has. raised several
examples of supply chain challenges across the sector from price anﬂatton and pressure
points across a range of products leading to stockpiling behaviours and delay in work.
Causes of these issues relate to increasing cost of freight through to restricted processing
capacity due to COVID19.

Whist CHH is not a signatory to the Construction Sector Accord, industry leadership on
the Accord expressed a shared surprise to their recent announcements and note that the
supply challenges from timber and other materials are havlng a flow on effect on price
inflation across residential, vertical and civil construction:: ~

As the Minister for Building and Construction, you have directed the Accord to work with
industry partners to advise government on supply chain issues relating to construction in
NZ and this includes looking into the recent example of structural timber supply. This
advice would also outline whether there is a supply chain issue as well as what the
industry would like to see as options to address them.

Accord leaders have reached out to CHH for a discussion on the specific matter relating to
timber supply and their processing capacity)to supply the domestic market. The Accord
Transformation Unit will update you i_n‘Ap__ri'l on this work with industry.

As co-leads to the Construction SectorAccord, you and Minister Megan Woods are both
joining the Accord Steering Group'meetmg on 8 April from 3 to 4pm. This would be a good
opportunity for you to reinforce the importance of this work and the role of the Accord as
the trusted advisor on |ssues such as this to Accord Ministers and government.

The Forestry and Wood Proqessmg sector Industry Transformation Plan

29. MBIE is aware that Te‘Uru.Rakau — Faorestry NZ is working with the timber sector on an
Industry Transformation Plan (ITP) for Forestry and Wood Processing. s 9(2)(f)(iv)
f‘; \’
V) The ITP is on track to be completed in late 2021 with
public consultajt!on planned for September-October.
Other Matters =
30. The Commerce Commission has indicated it will look into CHH'’s decision to stop
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supplying timber to some major retailers. it is concerned over its choice to only supply its
Iargest customers such as its own subsidiary, Carters trade stores.
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