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Introduction 
Investing in forestry is recommended as a good portfolio risk diversifying choice (Gyawali, 2008; 

Mei, 2019, 2015). This is because of forests’ relative illiquidity, irrelevance regarding public market 
daily pricing and exposure to end-use markets that are not ideally correlated with the economy as a 
whole (Busby et al., 2020). Investors who seek diversification benefit from holding forest assets 
(Anthony Cascio and Michael Clutter 2008) regarding its high risk-adjusted returns, low level of 
correlation with other financial asset classes (Restrepo et al., 2020) and regarding forest’s inflation-
hedging abilities (Wan et al., 2013). 

From the investor’s perspective, the main purpose of investing is to increase, or at least, 
preserve the current level of his/her wealth (Damodaran, 2002). About 80% of the world’s forests 
are owned by governments (Palo and Lehto, 2012), and governments usually are not exclusively 
profit-oriented but hold forest capital more preferably for social well-being instead (Möhring, 2001). 
Thus, it is not suppressing why the forestay perspective as a lucrative branch is neglected. 

In the recent past, the United Nation’s launched a Responsible Banking initiative (UNEP FI, 
2019) which will ensure that banks’ investments align with the society demands, sustainable 
development and with Paris Climate Agreement (EU, 2016). Also, there is The Global Ethical 
Finance Initiative with similar goals (UN, 2021). As a result, more and more investors are integrating 
environmental, social and governance (ESG) factors into their investments. This is why it is to be 
expected that the investment in the forestry sector will increase in the decades to come. Profit 
oriented investors and the academic audience are interested in research studies like this one, which 
will bring an analysis of capital-market performances and perspectives of forestry companies. 
Therefore, this paper is an attempt to fill the knowledge gap regarding the performances of investing 
in sustainable and profit-oriented forestry, particularly by purchasing stocks of publicly traded 
companies (companies that are present on capital markets, i.e. stock exchanges). 

The main reason why we have focused just on the forestry companies that are listed on stock 
exchanges is that stocks of these companies are evaluated daily by market participants and thus 
are instantaneously capturing market sentiment and perceived sector perspective. A study like this 
one should give a more realistic overview of the economic characteristics of forestry business, 
unlike e.g. Posavec et al. (2021) who evaluates State and no-market-competitive forestry. 
Furthermore, added value for the forest economics literature will be given in the segment of real 
(market) based investments, not just theoretical ones like Beljan et al. (2020) and Chudy et al. 
(2020). 
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Material and Method 
Using the PWC’s (2016) list of the Top 100 Global Forest, Paper and Packaging Industry 

Companies and combining it with 128 companies from the Yahoo Finance (YF) database on the 
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companies registered in Lumber & Wood Production (YF, 2021), we made a starting data sample 
for the analysis. In the second step, only companies whose shares are regularly publicly traded on 
stock exchanges were observed.  

For each company the Yahoo Finance profile and its Official page have been examined. Thus, 
only the companies for which it has been founded that possess or lease forests, have been taken 
for the analysis of the long-term capital-market performance of the forestry sector. 

According to Damodaran (2002) we used the basic tools to evaluate forestry companies (stocks) 
characteristics. In the first place here is the 5-year Beta coefficient (𝛽) which is “a measure of a 
stock’s systematic (market) risk or the extent to which the returns on a given stock move with the 
stock market” (Brigham and Ehrhardt, 2009). After that, in the timespan of the last 5 and 10 years, 
we have analyzed stocks’ total investment returns, and associated partial returns both capital gain 
and dividend yields. In addition, we performed general linear regression analysis to investigate the 
existence of significant positive risk-return relation for the forestry companies. Our further research 
will be expanded with the Return on Equity (ROE) and the Return on Asset (ROA) (Damodaran, 
2002) which are crucial indicators of the fundamental analysis.  

Results 
In total, we have analyzed 48 companies that have satisfied the condition of forest possession 

(ownership or lease). According to their business activities 1) forest management 2) sawmilling, 3) 
production of final products (e.g. furniture), and 4) paper production, it is possible to distinguish 
them into the type-subgroups. For this phase of our research here we present just the long-term 
capital-market performance of forestry companies for the overall sample. 

The positive last five-year Beta coefficients (𝛽) are ranging from 0.21 to 3.46 and amount to 1.15 
on average. It is important to stress that in the overall sample there are three companies with 
negative Beta values, and when taking those into the account the forestry average is 1.06. This 
indicates that from the inventor’s point of view the overall forestry sector is on average more volatile 
(risky) than the capital market as a whole (by the market it is meant on the overall Stock Exchange 
market).  

An important measure of investment performance is the capital gain which is representing the 
change of the stock price over time. The average capital gain in the last 5 years (2016-2020) is -
1.6% annually and in last the 10 years (2011-2020) it amounts to -0.2% annually. Of course, in the 
mentioned period, there are few companies which capital gain is quite high, up to 26% annually in 
the last 5 years. However, on average, the negative capital gain has been realized in the forestry 
sector. Besides the capital gain, the stockholders expect an investment return in the shape of 
dividend payments (which is not mandatory and reflect the company’s dividend policy). In the last 5 
years about 94%, and in the last 10 years about 75% of companies in the sample make a dividend 
payment. The average dividend payment was 2.3% annually in the last 5 years (max. 9.2%), 
respectively 2.7% annually in the last 10 years (max 19%).  

Finally, the total return is the sum of capital gain and the dividend yield. It represents the level of 
investors (stockholder) wealth increase which is mathematically expressed by compound interest. 
So, for our sample, the total returns are ranging from -42.4% to 30.8% annually in 5 years and from 
-28.2% to 34.4% annually in 10 years. Those figures are indicating that an investor could lose or 
gain a significant amount of his capital if holding an undiversified investment portfolio. However, the 
total return averages 0.8% annually for the last 5 observed years, and 2.6% annually for the last 10 
observed years. Meaning that an investor whose portfolio was solely consisting of shares of all 
forestry companies could easily achieve an investment profit in the long run.  

Furthermore, our linear regression analysis points out that companies that are involved in the 
paper production business are perceived as more risky (measured by a beta coefficient) and are 
also on average generating significantly higher investment profits (measured by a total return) for 
their stockholders. 
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Discussion 
Regarding the final sample it needs to stress that only those companies which are present on a 

stock exchange and which are possessing forest land have been taken as relevant for this research 
(48 companies in total). If some stock is traded on more than one stock exchange, we obtained the 
data from the stock exchange where a larger trade turnover is realized. In the case of using the data 
from other stock exchange, it is possible that the presented results would vary to some extent. In 
addition, since sometime investors’ domestic currency does not correspond to the currency in which 
stock price is listed on stock exchange, some positive/negative foreign exchange differences (risks) 
are possible. Also one should take into account the level of inflation over time. Thus, to obtain real 
total returns, one should subtract the inflation (2.16% (USIC, 2020)) from the observed nominal total 
returns.  

Observed negative Beta coefficients are more than interesting phenomena (3 companies in the 
sample). That indicates that those forestry companies are inversely correlated with the overall 
market. This makes them ideal candidates for hedging portfolio returns in times when markets go 
down. In other words, in the situation when the stock market is declining, the investors might be 
looking to secure their wealth by investing in stocks with a negative Beta. Here we see that some 
forestry companies could be perceived as a favorable investment opportunity in a case of stock 
market decline. 

Conclusion 
Overall, the analysis has shown that investing in publicly traded forestry companies, worldwide, 

has its economic justification. But looking into detail it is evident that there is a wide range of value 
of Beta coefficients, capital gains, dividend yields and total returns. It can be assumed that those 
differences are a result of different forest characteristics and what is the most important, the 
company’s business activities (doing just silviculture and forest management, or sawmilling, or 
producing final products (e.g. furniture), or paper production, or the combination of all named 
activities). Forestry companies who besides silviculture and forest management are performing 
other business activities, and by that extending the added-value-chain, are those with the higher 
rate of operating profit and investor’s return, but also have a higher level of systematic (market) risk. 

The conclusion is that the long-term capital-market performance of forestry companies on 
average is positive and is likely to be positive in the future. Thus, the recommendation is that a 
reasonable portfolio manager should consider investing in the forestry branch because the risk-
return contribution of these stocks might be beneficial for his/her investment portfolio. 
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