«

s _bushfire cRc ~ui.s

e w5 et Ry
© BUSHFIRE CRC LTD 2006

ECONOMICS OF BUSHFIRES AND BUSHFIRE MANAGEMENT
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Figure 1

Effects of Bushfires on Timber Market: Economic Model

Figure 1 is a graphical representation of the timber market, showing a shift in supply and the glut of
salvage of either saw-timber or pulp-wood stumpage offered to the market after fire event. Before the
2003 wildfires, equilibrium was at point a, the intersection of the supply curve based on the original . Quantity
available inventory, S(I,), and demand, D, establishing a price P, and a quantity of Q,. During the first
period after the fires, the time of timber salvage, a glut of damaged material ¥, entered the pulp-wood
and saw-timber markets. This material can be combined with the undamaged timber Q,. The
undamaged timber Q,, establishes a new supply curve, S(I,), however for the short-term, the time of
timber salvage, there is a second short-term supply curve S(I,, ) which is the supply curve including
the damaged material ¥ and the undamaged Inventory after the fires, I;, this new supply curve
intersects with the demand curve at point b, establishing a short-term price of P at a quantity of Q.
The salvage volume V, gradually shifts toward the price axis, meaning, its amount decreases, as the
salvage material exhausts. After the salvage was exhausted, the new equilibrium, based on the new
supply curve can be seen at point ¢, with a price of P, and a volume of Q,. Based on these methods,
timber markets were likely to have experienced both a short-term price drop, due to the salvage glut
and a long-term price rise, due to the reduction in timber inventories.
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