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Timber: A insight on where the value is… 
 
The US Timber REITs are an area that seem to be painted too broadly with a negative brush. 
It is well-documented how challenging conditions were in the residential markets during the 
2008-2010 timeframe (when housing starts averaged less than 600,000 per year vs. the past 
50-year average of more than 1.5 million). However, the past eight years have been 
characterized by a slow—but steady—return to more normalized conditions with housing 
starts reaching 1.3 million in the most recent year. The pace of the recovery tapered off in 
2018 though, as further increases in average selling prices (ASP’s) and higher mortgage rates 
stretched the affordability equation, at the same time that changes to the US tax code 
impacted transaction activity in certain high-tax states. Amidst this pause, it seems to have 
become a more widely-held belief that the recovery has ended—a stance that we also 
challenge. 
  
This view is based upon fundamental data, which suggests that home inventories remain at 
historically low levels in most major markets (both single-family homes and multi-family units) 
as opposed the 2008-2010 time period when they approached record highs after significant 
overbuilding. For instance, during the 2008-2010 timeframe, vacant homes for sale averaged 
more than 2.2 million nationwide. Since that time, the total amount has been reduced by 
more than 40% and single-family vacancy rates now stand at 1.6% of total stock--slightly 
below the 60-year average. At the same time, excess inventory has cleared, and solid job 
growth has led to a rapid increase in household formation (1.3 million formed in 2018) 
creating a need for additional housing. 
  
Put otherwise, we are operating with the view that production levels will increase from the 
current pace over the medium-term. This expectation is further supported by a less often 
discussed trend: accelerating migration within the US. For instance, US Census data shows 
that during 2018 more than 250 people moved to Dallas every day, as well as more than 100 
people (again each day) to the greater metropolitan areas of Houston, Washington, D.C., 
Austin, Phoenix, Las Vegas, Seattle, Orlando, Atlanta, and Charlotte. With low levels of supply 
and further household formation, we dismiss the idea that the recent pause will prove 
permanent on a nationwide basis-- instead believing that the production of additional 
housing stock will be necessary to satisfy further demand in these “18-hour” cities. 
  
As a result, the Fund has recently increased its exposure to certain businesses with strong ties 
to the US residential markets, including timberland owners such as Weyerhaeuser. A long-
time holding in the Fund, the US REIT is the largest private owner of timberlands in North 
America with more than 13 million acres of highly-productive acreage that is mostly located 
in the Pacific Northwest (where it grows Douglas Fir) and the US South (where it grows 
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Southern Yellow Pine). In addition, the company owns some of the largest lumber, OSB, and 
engineered wood products businesses in the US, as well as profitable real estate and 
resources subsidiaries. 
  
Weyerhaeuser is an incredibly well-capitalized company with a net debt to asset ratio below 
20% and seems poised to increase its cash flows over time, particularly as additional lumber 
capacity is added in the US South (5 million board feet of additions are planned through 2020 
or 25% of current capacity) thus increasing the demand—and likely prices—for southern saw 
logs in select wood baskets. In addition, lumber capacity closures in competing areas (i.e. 
interior British Columbia) and secular drivers for higher levels of lumber consumption (e.g., 
environmental benefits and mass-timber initiatives) should provide a further tailwind for the 
supply and demand equation in the US South. Nonetheless, the company’s common stock 
trades at a material discount to NAV implying a value of just $2,000 per acre without assigning 
any value to the wood products segment which has generated more than $1.0 billion of cash 
flow in the most recent year (or $8 per share of value at a 5 times EV/EBITDA multiple). Should 
the discount to NAV for Weyerhaeuser common persist, the company is likely to continue to 
repurchase shares below private market values and might even separate certain portions of 
its wood products business to surface value. In the meantime, the holding has a dividend yield 
in excess of 5.5%. 
 
Ryan Dobratz & Jason Wolf 
 
Portfolio Managers 
Third Avenue Real Estate Value Fund 
April 2019 
 

 
 
IMPORTANT INFORMATION 
 

This document is issued by Third Avenue Management LLC and it does not constitute or form 
part of any offer or invitation to buy or sell shares. It should be read in conjunction with the 
Fund’s Prospectus. Third Avenue Management LLC is authorized and regulated by the 
Securities and Exchange Commission. The Company’s registered office is located at 622 Third 
Avenue, 32nd Fl, New York, NY, 10017. 
 
The price of shares and income from them can go down as well as up and past performance 
is not a guide to future performance. Investors may not get back the full amount originally 
invested. A comprehensive list of risk factors is detailed in the Prospectus and an investment 
should not be contemplated until the risks are fully considered. The Prospectus can be viewed 
at www.gemini-im.com 
 
The contents of this document are based upon sources of information believed to be reliable. 
Third Avenue Management LLC has taken reasonable care to ensure the information stated 
is accurate. However, Third Avenue Management LLC makes no representation, guarantee or 
warranty that it is wholly accurate and complete. 
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The Third Avenue Real Estate Value Fund is a Sub-Fund of GemCap Investment Funds  
(Ireland) plc, an umbrella type open-ended investment company with variable capital, 
incorporated on 1 June 2010 with limited liability under the laws of Ireland with segregated 
liability between Funds. 
 
GemCap Investment Funds (Ireland) Plc, has not been registered under the United States 
Investment Company Act of 1940 as amended, nor the United States Securities Act of 1933, 
as amended. None of the shares may be offered or sold, directly or indirectly in the United 
States or to any US person, unless the securities are registered under the Act, or an exemption 
from the registration requirements of the Act is available. A US person is defined as (a) any 
individual who is a citizen or resident of the United States for federal income tax purposes; 
(b) a corporation, partnership or other entity created or organized under the laws of or 
existing in the United States; (c) an estate or trust the income of which is subject to United 
States federal income tax regardless of whether such income is effectively connected with a 
United States trade or business. 
 
The Company is authorised in Ireland by the Central Bank of Ireland pursuant to the European 
Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 
2003 (S.I. No. 211 of 2003) (the “UCITS Regulations”), as amended. 
Gemini Investment Management Ltd is the appointed Global Distributor and is responsible 
for the oversight of all distribution arrangements for the sub-fund. 

 


