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1.1 Introduction

1. Section 21A of the Competition Amendment 
Act no 18 of 2018 empowers the Competition 
Commission (Commission) to “study the impact of 
any decision, ruling or judgment of the Commission, 
the Competition Tribunal or the Competition Appeal 
Court”. The Commission and the Competition 
Tribunal (Tribunal) have, since their inception, 
assessed and decided on numerous mergers and 
acquisitions in the forestry sector, the majority of 
which were approved. These decisions are set out 
in Annexure A attached hereto. While these mergers 
and acquisitions were largely approved, they raised 
a central theme which continues to persist to date 
and this relates to deepening vertical integration in 
the forestry sector and log supply access concerns, 
particularly by small integrated and non-vertically 
integrated businesses. It is for this reason that the 
Commission has conducted this impact assessment, 
to assess the cumulative impact of the Commission 
and Tribunal’s merger decisions in the forestry 
sector. The need for the impact assessment of the 
Commission and Tribunal’s merger decisions in 
the forestry sector also received impetus following 
various concerns raised in a number of abuse 
of dominance complaints investigated by the 
Commission, since its inception, which raise the 
same issues. Although the Commission decided, 
for various reasons, to non-refer some of these 
complaints, it recommended a process of advocacy 
aimed at resolving same. These complaints are set 
out in Annexure B attached hereto.

2. These concerns primarily relate to challenges 
in accessing logs by, amongst others, Small 
and Medium-sized Enterprises (SMEs) and new 
Historically Disadvantaged Persons (HDP) entrants, 

particularly from large vertically integrated players. 
Securing such access from large integrated players 
is also the focus of conduct complaints. More 
importantly, the persistence of these concerns in each 
of these mergers and the complaints investigated by 
the Commission indicates that the decisions reached 
by the Commission in these matters have not been 
able to systematically address consistent and secure 
log access to small and non-vertically integrated 
businesses. While the Commission’s advocacy efforts 
on conduct have made some inroads in addressing 
the concerns, there are still some limitations as 
long-term contracts are not extended to small 
businesses or new HDP entrants. The result is that 
there is a perpetuation of concentration and a lack 
of broader participation in the downstream forestry 
sector. In light of the above, it is pertinent that the 
Commission assesses the efficacy of its previous 
decisions given the consistency of concerns raised 
by market participants.

3. The production and supply of timber and processed 
timber products (at both the upstream and 
downstream levels of the value chain) in South 
Africa is characterised by the presence of a few large 
private commercial operations, with the exception 
of the South African Forestry Companies Limited 
(SAFCOL), a state-owned enterprise. These large 
players are generally vertically integrated across the 
value chain. In addition to these large players, there is 
a number of small plantation owners at the upstream 
level and fewer SMEs at the downstream processing 
level, complemented by small vertically integrated 
players. A large number of the small operations 
at the upstream level are linked to and exclusively 
supply the large vertically integrated firms. 

4. There are a number of economic factors that 
shape the South African forestry sector, and 
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these have a bearing on the observed move 
towards vertical integration and long-term supply 
contracting. Historically, the upstream plantation 
level experienced growth in the production and 
supply of timber products, supported by the 
presence of ample forestation areas. However, this 
picture is changing following: (i) a decline in the 
allocated afforestation areas; (ii) a move towards 
the conversion of commercial forest areas to other 
agricultural products; (iii) volatility of supply and 
demand; (iv) stringent environmental approvals and 
land claims; and (v) the local and global economic 
downturn. These developments take place against 
the backdrop of an economic context that requires 
that: (i) plantations must be located close to 
processing mills given the high cost of transport; 
and (ii) there must be a secure and consistent supply 
of good quality timber products in order to ensure 
the sustainability of firms operating in this sector.

5. The combination of the foregoing means that 
security of supply is crucial for competition in this 
sector. However, the market developments noted 
above have resulted in the decline of the production 
of the input resource i.e. sawlogs, pole logs, mining 
timber and pulpwood. In order to circumvent the 
adverse impact of these economic factors, firms 
have sought to vertically integrate backwards and 
forwards or engage in long-term supply contracting. 
The benefits of such integration or long-term 
contracting is that, broadly, these firms are able 
to stabilise both supply and demand dynamics, 
invest in their operations (given their appreciable 
insights into long-term market forecasting), plan 
and optimise their production activities and, in some 
instances, engage in cost-saving strategies such as 
product swapping. On the converse, small vertically 
integrated and non-vertically integrated SMEs and 
HDP firms are not able to enjoy such benefits and 
have to contend with the lack of security of supply 
and, more often than not, higher priced products. 

6. The impact of this is threefold. First, SMEs and HDPs 
have struggled to access a secure and steady supply 
of input resources and have, over time, had to rely 
on the open spot market with its concomitant higher 
prices. Given the unpredictable nature of supply and 
demand in the sector, this renders smaller players at 
a competitive disadvantage. Second, large vertically 
integrated firms enjoy secure and consistent access 

1 Formerly known as the Department of Agriculture, Forestry and Fisheries (DAFF) until the renaming and reformation to the 
Department of Environment, Forestry and Fisheries (DEFF) in June 2019.

to input resources through self-supply and external 
sourcing (in the form of long-term contracts, swap 
arrangements and the open market) which mitigates 
the risk of disruption in supply and makes them less 
vulnerable to external factors. This has conferred 
upon them a competitive advantage relative to their 
smaller rivals. Further, the unintended consequence 
may be that vertically integrated firms may be 
incentivised to raise their rivals’ costs or restrict 
output with the purpose of gaining market power in 
downstream markets. Third, this has resulted in high 
levels of concentration at both the upstream and 
downstream levels of the value chain, with the large 
vertically integrated firms enjoying a significantly 
large and self-reinforcing presence in these markets. 
It is important to note that while it does not appear 
that there has been an anticompetitive strategy by 
vertically integrated firms to gain or exert market 
power in these markets, the move towards vertical 
integration and long-term contracting (which seems 
to have been aimed at ensuring the stability of their 
operations) has had unintended competitive harm in 
the form of the foreclosure of SMEs and HDPs, and 
a perpetuation of concentration in the sector. This 
has resulted in a consistent stream of complaints by 
SMEs / HDP firms against the contracting practices of 
vertically integrated operators in the forestry sector 
which have tended to be one-sided and unfair. It has 
also resulted in a consistent concern over reduced 
access to log supply expressed by SME / HDP firms 
in all merger activity involving plantations.  

7. Given the importance of the forestry sector as 
a contributor to employment creation and the 
opportunity for effective participation of SMEs 
and HDPs, as recognised by the Department of 
Environment, Forestry and Fisheries (DEFF)1, there 
is a strategic imperative to ensure that these firms 
are able to sustainably enter, expand and compete 
in this sector. This objective is expressly in line 
with the objectives of the Competition Act which, 
among others, seek to ensure broader participation 
by the previously marginalised in the economy. 
Accordingly, this study advocates for the following 
actions to achieve this outcome, including not only 
the approach to competition law enforcement but 
also the use of industrial policy within the context 
of broader competition policy tools, including the 
mandates of state-owned enterprises. In particular: 



6 Forestry Sector • Non-Confidential Final Report

7.1. Competition law can seek to ensure 
existing access to upstream log supply 
by SMEs and HDPs is not eroded further 
through merger control and could in 
some specific cases assist in facilitating 
collaborative efforts by such firms to 
enhance security of supply. However, 
competition law is still likely to be more 
limited in its ability to develop greater 
levels of security of supply to SMEs and 
HDP firms. 

7.2. Industrial policy within the ambit of 
broader competition policy tools outside 
of competition law have greater scope 
to actively promote the development 
of SMEs and HDP milling operations, 
in part through the mandates of state-
owned enterprises or development 
finance institutions such as the Industrial 
Development Corporation (IDC). SAFCOL 
has the potential to contract long term 
supply agreements with SMEs and HDP 
forestry firms, and in so doing enable 
these firms to achieve some of the same 
benefits accruing to existing vertically 
integrated processors. Development 
finance institutions may also assist in 
funding investments in new equipment 
where commercial lending has failed, 
and state procurement may offer some 
stability of demand through, for instance, 
Eskom contracts. Policy may also provide 
incentives for private firms to also 
promote longer term procurement and/
or supply contracts with SMEs and HDP 
forestry firms. This stability of supply and 
demand, along with access to finance 
for investment, would assist in placing 
SMEs and HDP firms on a more equitable 
competitive footing to their vertically 
integrated rivals, and provide a solid 
platform for organic growth.

1.2 Recommendations for 
Competition Law Enforcement

8. In light of the diminishing opportunities for log 
supply to SMEs and HDP processors in the forestry 
sector, and the contribution of plantation acquisitions 
to that reduction in opportunities, merger control 
clearly has a role in preserving existing access to 

log supply. In this respect, the recommendations for 
merger control include the following: 

8.1.  Recommendation One: Notification 
of all plantation acquisitions. This 
recommendation is aimed at ensuring 
that the competition authorities can, 
on a continuous basis, have insight on 
the developments and dynamics in the 
forestry sector, particularly insofar as they 
relate to upstream access to logs and 
security to same. There is some Merger 
and Acquisition (M&A) activity in the 
forestry sector of this nature that falls 
below the merger thresholds defined in 
the Act for mandatory notification, given 
the large number of small plantations. 
However, the Act provides the basis for 
the Commission to require notification of 
mergers that fall below these thresholds. 
Forestry mergers involving plantation 
assets should be one such case.

8.2. In implementing this recommendation, it is 
important that the Commission has access 
to volume and price data in order to gauge 
the contestability of the market in terms of 
ad hoc vs continuous supply and spot vs 
contract pricing; and strategic expansion 
plans, among others. Access to this 
information will enable the competition 
authorities to monitor developments with 
a view to informing (i) their enforcement 
efforts, and (ii) any further impact studies 
that may be undertaken in this sector. The 
Commission should work in partnership 
with the DEFF to collect much more 
disaggregated information on volumes 
and prices (contractual and otherwise by 
supplier, for example) from stakeholders. 
Similarly, the Commission can, on an 
annual basis, request this data directly 
from industry players.  

8.3.  Recommendation Two: Merger regulation 
focused on preserving SME/HDP firm 
log access. In terms of merger control, 
particularly those mergers involving 
upstream plantations, the competition 
authorities should ensure that the public 
interest of preserving SME and HDP firm 
access to log supply is paramount in the 
merger assessment in order to prevent 
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continued erosion of opportunities for 
these firms to participate in forestry 
markets. In particular, there needs to be a 
specific and comprehensive assessment 
of:

8.3.1. First, the level of the contestable 
supply of logs and how this has 
been changing over time. This 
should take into account the full 
breadth of supply arrangements 
by upstream plantations. This must 
include all supply agreements, 
swap arrangements, and self-
supply vs. external supply 
arrangements and strategies (see 
Section 4.3);

8.3.2. Second, the impact of creeping 
mergers on the competitive 
landscape in the forestry sector 
given the number of M&A activity 
that involve the same firms and 
the scope for numerous small 
plantation acquisitions; and

8.3.3. Third, the scope for remedial 
action in merger control to ensure 
long-term supply agreements with 
SMEs/HDP firms where a merger 
may threaten security of supply, 
and the need to balance this 
against the longer-term concerns 
over structural change that has 
closed off more opportunities than 
it has created.

9. The Competition law tools may also provide some 
limited opportunities to facilitate SMEs and HDP 
firms in developing a greater security of supply. 
Outside of merger control, these predominately lie 
in the realm of permitting forms of cooperation that 
promote collective security of supply, including the 
following:  

9.1.  Recommendation Three: Facilitate 
cooperation arrangements between 
SMEs and HDP firms. The competition 
authorities should look to facilitate efforts 
by SME and HDP firms to cooperate 
in ways that support long-term log 
supply agreements and stable demand 
agreements. These may include collective 
purchasing or commercialisation 

arrangements, as well as joint ventures 
for the purchase of upstream plantations. 
If well designed to be no more restrictive 
than necessary, such arrangements may 
pass muster under section 4(1)(a) of the 
Act, and otherwise may be the subject 
of exemption applications, which may 
include the block exemptions that may 
be regulated by the Minister of Trade, 
Industry and Competition.

9.2. In addition, SME and HDI sawmills 
can also cooperate on innovation and 
technological developments aimed at 
increasing log yields and optimise the 
usage of logs so as to limit wastage.

9.3. Similarly, small scale growers and claimant 
communities may form co-operatives to 
enable them to move into downstream 
processing as a collective. This already 
exists in the form of NCT Forestry, a large 
co-operative, which is a good reference 
point for the kind of cooperation 
envisaged above. 

1.3 Recommendations for Industrial 
Policy and State-Owned 
Enterprise Mandates

10. SMEs and HDP forestry processors are caught in 
a vicious cycle whereby the lack of long-term log 
supply agreements also limits the firms in developing 
stable customer sales relationships and securing 
finance to make necessary investments in upgrading 
milling operations. The lack of modern facilities 
and stable demand in turn limit these firms from 
contracting on a long-term basis for logs. Similar 
challenges are faced by claimant communities 
wishing to move downstream where there is greater 
value. The state can break the vicious cycle at one or 
more of these points of failure and has an imperative 
to do so given the inability of the market to resolve 
it. Using industrial policy to direct the mandates of 
state-owned enterprises on the demand and supply 
side is one way of breaking the cycle, but the policy 
may also provide incentives to private companies to 
do the same.  

10.1.  Recommendation Four: Use policy tools 
such as industry-level agreements and 
revised SOE mandates to ensure greater 
security of input supply and greater 
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stability in sales prospects for SMEs 
and HDPs. This recommendation can be 
effected using a number of different tools 
which are set out below.

10.1.1.  Advocacy to promote long term 
supply agreements with SMEs/
HDP firms. The Commission 
should also engage in advocacy 
with SAFCOL and other large 
vertically integrated plantation 
owners to facilitate efforts at 
opening up long-term supply 
agreements of at least three to five-
year duration with SMEs and HDP 
firms specifically. In the case of 
SAFCOL, this should not be a basis 
for long term contracts with other 
large vertically integrated forestry 
firms as typically these firms have 
their own arrangements in place 
already.

10.1.2.  Vertically integrated firms to 
allocate a specified portion of log 
supply to SMEs / HDP firm long-
term contracts. As the custodian of 
state-owned plantation assets, the 
Department of Public Enterprises 
should consider expanding 
SAFCOL’s mandate to include the 
requirement to ensure a portion 
of total annual log supply output 
is reserved for long-term log 
supply contracts to SMEs and 
HDP firms. Such contracts should 
still not be extended to vertically 
integrated firms as these firms 
have existing long-term supply 
arrangements and doing so would 
unduly limit the spot market for 
SMEs/HDP firms. Consideration 
should also be given to using such 
contracts to promote new entry 
and expansion in the downstream 
milling operations by SMEs/HDP 
firms rather than SAFCOL looking 
to itself diversify downstream.  

10.1.3. Similarly, government (through the 
Department of Trade, Industry and 
Competition, Department of Public 
Enterprises and Department of 

Agriculture, Forestry and Fisheries) 
should facilitate an industry 
agreement to ensure that vertically 
integrated firms allocate a portion 
of log supply to SME / HDP firms 
through long-term contracts. 
In addition, SAFCOL should 
also make use of its minority 
shareholding in other vertically 
integrated forestry firms to similarly 
seek options for extending log 
supply contracts to SMEs and HDP 
firms on commercial terms or as 
part of B-BBEEE or CSI initiatives. 

10.1.4.  State and private sector 
procurement to support long 
term contracts with SMEs / HDP 
firms. State-owned enterprises 
and government can and should 
provide core demand in some of 
the various downstream markets. 
The government, through the DTIC 
and Department of Public Works 
and Infrastructure, may endeavour 
to determine the potential of public 
construction (schools, clinics etc.) 
as well as timber structures and 
furniture as means of providing 
opportunity for longer-term 
agreements with SMEs and HDPs. 
Similarly, State-owned enterprises 
such as Eskom must also seek to 
make opportunities for SMEs and 
HDP firms in the procurement of 
transmission poles, for example. 
The procurement mandate for the 
state and state-owned enterprises 
should not only provide 
recognition to SMEs and HDP 
firms in the awarding of contracts, 
but also seek to introduce longer 
term contracts for such firms. In 
addition, commercial firms which 
constitute important customers for 
forestry products, such as mining 
or building supply companies, 
should be incentivised to provide 
core demand by allocating a 
portion of their procurement to 
SME and HDP firms on a long-term 
contract basis. This greater stability 
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in customer demand will reinforce 
the ability of these firms to make 
necessary commitments to invest 
in upgrading mills and long-term 
log supply contracts.

11. Properly directed industrial policy within 
government can also unlock new sources of log 
supply and development finance for SMEs and 
HDP firms in forestry, including the following:

11.1.  Recommendation Five: Development 
finance to support SME /HDP mill 
upgrading and plantation acquisitions. 
State development finance institutions 
such as the IDC should be directed to 
consider smaller financing packages for 
the upgrading of milling operations for 
SMEs and HDP forestry firms, as well as the 
financing of the acquisition of plantation 
assets for longer term supply stability. The 
need for development finance is because 
commercial lenders are not making such 
investments, and some development 
finance loans which break the vicious cycle 
are likely to unlock commercial lending in 
future as the stable demand and supply 
relationships are developed by SMEs and 
HDP firms. 

11.2.  Recommendation Six: State plantation 
land parcels to be extended to SMEs 
/ HDP firms for management and 
integration of claimant communities into 
the forestry value chain. The state is in the 
process of reclaiming plantation areas 
which were contracted out on a long-term 
basis to vertically integrated firms such 
as MTO. Output from these plantations 
may be directed to support SME and HDP 
firms through long-term supply contracts 
as outlined in the fourth recommendation. 
However, if the state is minded to contract-
out the operation of these plantation areas 
once more, it should consider smaller 
parcels being made available to SME and 
HDP firms for management rather than 
granting large swathes to a single firm. 
More importantly, given that it is estimated 
that a significant portion of forestry land is 
under claim, plans may be put in place to 
support the new owners of forestry land to 
engage in forestry farming. In this regard, 

a partnership model between the old and 
new owners could be considered as it 
provides the new owners with ownership 
and strategic as well as operational 
involvement in forestry activities. In order 
to incentivise the new owners of claimed 
lands to continue with forestry activities (as 
opposed to diverting to other products), 
it may be prudent to consider agro-
forestry initiatives that will provide for the 
production of complementary high value 
agricultural products alongside forestry.

12. A number of stakeholders made submissions 
in response to the Commission’s invitation to 
provide comments on its preliminary report. 
These submissions raised a number of issues 
for the Commission’s consideration particularly 
in respect of what stakeholders argued would 
give rise to adverse investment, efficiency and 
employment effects in the sector and economy 
in general (given the importance of the sector) 
if the Commission’s recommendations were 
implemented in their current form. Some 
stakeholders went as far as submitting that the 
Commission’s recommendations ought not to 
be relied upon by government as existing policy 
documents such as the Forestry Sector Code 
already provide solutions to the concerns raised 
in the Commission’s preliminary report.  

13. The Commission welcomes and appreciates 
the submissions made by industry stakeholders 
and various government departments. In this 
regard, it notes the consistent participation of 
private firms, industry associations, government 
departments (both national and provincial) as well 
as practitioners in the competition enforcement 
environment. The submissions made have been 
incorporated, where appropriate, and served to 
improve the analytical basis upon which it made 
its findings and recommendations. 

14. Importantly, the Commission notes that none of 
the submissions made disputed it’s findings in 
relation to the critical importance of access to a 
stable, secure and consistent access to logs as a 
prerequisite for sustainable competitiveness in 
the forestry sector. Even more importantly, the 
submissions made emphasised this very point, 
accepting that deepening vertical integration 
does raise log supply access concerns, particularly 
for small integrated and non-vertically integrated 
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businesses, broadly referred to as SME and 
HDP firms. In this regard, the submissions made 
referred to the existence of a number of policy 
documents including, among others, the Forestry 
Master Plan which seeks to ensure a more 
inclusive forestry sector with the sustainability of 
SME and HDP firms at the centre; the expansion of 
the production of logs through new afforestation 
programmes; and skills transfer initiatives aimed 
at ensuring the sustainability of SME and HDP 
firms and particularly claimant communities. 

15. In addition, some submissions indicated that the 
issues raised by the Commission in its preliminary 
report were similar to those identified in other policy 
documents. However, some submissions sought 
to argue that the Commission’s recommendations 
ought to be disregarded as sector agreements 
such as the Master Plan already cater for how 
these issues will be resolved. The Commission is 
of the view that this is not the correct approach 
to resolve what is an unanimously identified and 
agreed upon problem. First, the Commission, 
in its consultations with various government 
departments noted the complementarity of the 
actions proposed to resolve the issue of log 
access for small and non-vertically integrated 
firms and the sustainable participation of claimant 
communities in the forestry sector. To this, the 
Western Cape Government’s Department of 
Economic Development and Tourism added 
its concurrence, making recommendations in 
respect of the development of an appropriate 
funding and support model to ensure the success 
of government’s interventions. The Commission 
notes and agrees with this. While the Forestry 
Sector Master Plan relies on long-term solutions 
such as new afforestation (which as agreed take 
a significantly long period to become available in 
the market), the Commission’s recommendations 
provide a more short to medium-term solution 
which will ensure the sustainable inclusion of 
small and non-vertically integrated firms and 
claimant communities in the sector. It is for this 
reason that government departments endorsed 
the Commission’s recommendations. 

16. Without dealing with each of the recommendations 
individually, the Commission notes the general 
support for the use of merger regulation to 
ensure that log access for small and non-vertically 
integrated firms and claimant communities 
is preserved. The Commission notes the 

cautions to ensure that the application of these 
recommendations must minimise the imposition 
of additional compliance costs on business. In this 
regard, the Commission welcomes proposals such 
as that made by York Timbers which seek to ensure 
that there is transparency on the developments 
on the contestable log supply in the sector and 
that the reviews of such acquisitions will, in the 
ordinary course, be conducted on a case-by-case 
basis.

17. Further, the Commission notes the view that 
its recommendations will discourage vertical 
integration in the forestry sector. The Commission, 
along with all the stakeholders that made 
submissions, recognise the benefits of security 
of supply that arises from vertical integration and 
long-term contracting. It is for this reason that the 
Commission believes that these benefits ought to 
be extended to small and non-vertically integrated 
firms and claimant communities in order to ensure 
their sustainable and competitive participation in 
the forestry sector.

18. Furthermore, while some submissions raised 
concerns in respect of the chilling of investments, 
the Commission notes that in actual fact, its 
recommendations seek to ensure stability of 
demand which should facilitate investment into 
increased production in the long-term. This is 
an important consideration for the long-term 
sustainability of the sector and inclusion of small 
and non-vertically integrated firms and claimant 
communities.

19. Lastly, in respect of the concerns raised by the 
ACLP, the Commission is of the view that it has 
conducted an impact study in terms of section 21A 
of the Competition Act and has the discretion to 
make recommendations in such an impact study.  
It is clear from the Explanatory Memorandum that 
the purpose of an impact study is to enhance 
the Commission’s advocacy powers and inform 
future action or approaches. The making of 
recommendations in an impact study is consistent 
with the purpose of section 21A.  In a market 
inquiry, recommendations are mandatory whereas 
in an impact study, recommendations are not 
peremptory. In addition, certain recommendations 
in a market inquiry are legally enforceable and 
this is not the case in respect of recommendations 
made in an impact study.
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2.1 Introduction

20. The purpose of this study is to assess2 

the impact of vertical integration, in the forestry 
sector, on competition and participation of SMEs 
and firms owned and controlled by HDP firms 
in South Africa. Specifically, the study seeks to 
explore the impact of security of supply and 
access to timber, which may be impacted by 
vertical integration and long-term contracting, on 
the ability for SMEs and HDP firms to successfully 
participate and compete in the South African 
forestry industry. 

2.2 Rationale of the Study

21. Section 21A of the Competition Amendment 
Act no 18 of 2018 empowers the Competition 
Commission (Commission) to “study the impact 
of any decision, ruling or judgment of the 
Commission, the Competition Tribunal or the 
Competition Appeal Court”. The Commission 
and the Competition Tribunal (Tribunal) have, 
since their inception, assessed and decided on 
numerous mergers and acquisitions in the forestry 
sector, the majority of which were approved. 
These decisions are set out in Annexure A 
attached hereto. While these mergers and 
acquisitions were largely approved, they raised 
a central theme which continues to persist to 
date and this relates to deepening vertical 
integration in the forestry sector and log supply 
access concerns, particularly by small integrated 
and non-vertically integrated businesses. It is for 

2 The Commission has a strategic objective of conducting ex-post reviews or impact assessments to assess the impact of 
the work it undertakes at both an industry wide level and on a case-by-case basis. Impact assessments are conducted to 
demonstrate the benefits or costs of the competition authorities’ interventions to the economy and to consumers.

this reason that the Commission has conducted 
this impact assessment, to assess the cumulative 
impact of the Commission and Tribunal’s merger 
decisions in the forestry sector. The need for 
the impact assessment of the Commission and 
Tribunal’s merger decisions in the forestry sector 
also received impetus following various concerns 
raised in a number of abuse of dominance 
complaints investigated by the Commission, 
since its inception, which raise the same issues. 
Although the Commission decided, for various 
reasons, to non-refer some of these complaints, 
it recommended a process of advocacy aimed at 
resolving same. These complaints are set out in 
Annexure B attached hereto.

22. Specifically, this study assesses the cumulative 
impact of the decisions of the Commission and 
Tribunal on transactions which typically involved 
the creation or expansion of vertical integration 
of large firms in the forestry sector. These 
transactions raised concerns, from both vertical 
and non-vertical integrated players, regarding the 
continuity of supply of timber from large vertically 
integrated firms. A detailed exposition of these 
concerns is set out in Annexure A. In addition, 
the Commission has, over time, received conduct 
complaints from participants in the forestry sector 
(outside of merger proceedings) which relate to 
challenges in accessing logs by SMEs and new 
HDP firm entrants, particularly from vertically 
integrated players as well as the state-owned 
enterprise (SOE), SAFCOL. 

SECTION 2

OVERVIEW OF THE STUDY
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23. The persistence of these concerns in each of 
these mergers and the complaints investigated 
by the Commission indicates that the decisions 
reached by the Commission in these matters 
have not been able to systematically open up 
consistent and secure log access to small and 
non-vertically integrated businesses. While the 
Commission’s advocacy efforts have made some 
inroads in addressing the concerns, there are still 
some limitations as long-terms contracts are not 
extended to small businesses. In light of the above, 
it is pertinent that the Commission must assess 
the efficacy of its previous merger decisions given 
the consistency of concerns raised by market 
participants.

24. The forestry sector and its related value chain is 
important for a developing economy like South 
Africa, both in terms of its capacity to create 
employment and its linkages as a contributor to 
growth across various sectors of the economy. 
The 2018/19 to 2020/21 Industrial Policy Action 
Plan (IPAP) recognises the strategic importance 
of the forestry sector as it provides raw materials 
to primary processing industries3 and has the 
potential to contribute significantly to economic 
growth, job creation and poverty alleviation in 
remote (rural) areas of South Africa.4

25. The forestry sector has also been earmarked to 
provide opportunities for participation of HDPs 
and SMEs and is also an important contributor 
to employment.5 In 2018, Forestry South Africa 
(Forestry SA) estimated that the forestry sector 
directly and indirectly employed 149 100 people, 
of which 59 800 were directly linked to plantation 
forestry operations (upstream) and 27  000 jobs 
linked to indirect employment.6 At the downstream 
primary processing level,  46 700 people were 
directly employed and 16 500 indirectly employed 
across the various primary processing activities.7 

 

26. The Commission is undertaking this impact 

3 For example, the forestry sector supplies industries such as the mining, construction, energy, distribution, telecommunications, 
furniture, and pulp and paper industry.

4 Department of Trade and Industry (DTI), Industrial Policy Action Plan (IPAP) 2018/19-2020/21, Economic sectors, employment 
and infrastructure development cluster: Economic Analysis 10-Year Legacy Review Key Constraints on Industrial Policy 
Transversal & Sector Focus Areas with Key Action Programmes. Available at: https://www.gov.za/sites/default/files/gcis_
document/201805/industrial-policy-action-plan.pdf

5 Ibid.

6 Forestry South Africa (December 2019). South African Forestry and Forest Products Industry 2018.

7 Ibid.

assessment into the forestry sector to inform its 
decision making in future merger or conduct 
cases and its advocacy in the forestry sector. 
Accordingly, the impact assessment is aimed at 
assisting the Commission to better understand 
the effect of vertical integration and long-term 
contracting on competition and SME/HDP firm 
participation in the sector. This study will, thus, 
give rise to greater efficacy in the Commission’s 
investigations on future notified mergers in the 
sector, its assessment of conduct, and its advocacy 
efforts to improve competition and participation 
in this sector.

2.3 Aim and Objectives of the Study

27. The Commission seeks to assess the impact of 
vertical integration in the forestry sector with 
regards to the following:

27.1. An understanding of the various 
challenges prevalent in the forestry 
market, the adverse impact this may have 
on the supply of logs, and the role of 
vertical integration as a measure to secure 
access and consistency of supply of logs 
and security of demand; and

27.2. Determining whether the evolving 
industry structure is impacting entry into, 
or participation in, the forestry sector by 
SMEs/HDP firms in the broader context of 
non-integrated upstream suppliers and 
the terms of supply to those suppliers.

2.4 Research Methodology

28. This study will make use of both quantitative and 
qualitative information collected from various 
stakeholders in the forestry sector; including 
submissions by market participants, information 
obtained via desktop research as well as non-
confidential information ascertained from the 
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Commission’s merger records. Considering 
the information and data gathered, the analysis 
conducted involved the following: 

28.1. The review of the market structure in the 
South African forestry sector; 

28.2. The review of merger reports and 
competition complaints received by the 
Commission concerning any market 
within the broader forestry sector;

28.3. The assessment on the degree of vertical 
integration between the upstream 
markets and the downstream markets; 

28.4. The assessment of the impact of vertical 
integration on the participation of SMEs 
and HDP firms in the forestry sector; and

28.5. The formulation of actions and proposals 
that the Commission advocates for as a 
means to resolve the concerns identified.

2.5 Limitations and Challenges of the 
Study

29. There have been several challenges that the 
Commission encountered in undertaking this 
study. These included (i) legal challenges, (ii) 
limited information that firms were willing to 
provide to the Commission, and (iii) limited publicly 
available information. Furthermore, the quality 
and consistency of the information obtained from 
third parties and via desktop research proved 
to be a challenge. In particular, the Commission 
encountered difficulties in obtaining data that 
covers a sufficient timeframe for the required 
analysis. Further details on the limitations of the 
study are presented in Annexure C.  

2.6 Outline of the Report

30. The report is structured as follows:

30.1. Section 3 provides a comprehensive 
background, the market structure, the 
economic factors present, and the 
industry trends of the forestry sector in 
South Africa;

30.2. Section 4 assesses the impact of vertical 
integration in the forestry sector with 
regards to its impact on security of supply 

and the ability for non-vertically integrated 
players and smaller vertically integrated 
players’ ability to access logs;

30.3. Section 5 provides a summary of 
submissions received from stakeholders 
on the Commission Preliminary Report; 
and

30.4. Section 6 provides the overall findings 
of the study as well as the Commission’s 
recommendations.
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3.1 Introduction 

31. This section provides the background to the South 
African forestry sector. Specifically, the section: 

31.1. discusses the forestry value chain; 

31.2. discusses the market structure of the 
sector, with particular reference to: (i) 
the relevant market; (ii) the ownership of 
plantations; (iii) cross-ownership between 
vertically integrated players; and lastly (iv) 
concentration and market shares of firms 
operating within the relevant market(s);

31.3. discusses the economic factors in the value 
chain of the forestry sector and include: 
(i) the location of timber products; (ii) the 
quality of timber products; and (iii) the 
supply dynamics of timber products; and 

31.4. provides insight into the industry trends, 
more specifically the section discusses, 
the (i) trends in (new) afforestation; (ii) 
conversion of forestry plantations (iii) 
economic, environmental and policy 
factors; as well as (iv) volatility of demand 
within the sector.

8 Refer to Trade & Industrial Policy Strategies (TIPS) – Report for the Department of Trade and Industry: “Case study on the 
forestry regional value chain in Southern Africa: South Africa, Mozambique and Tanzania”, February 2017. Available at:https://
www.tips.org.za/research-archive/trade-and industry/item/download/1484_36a9bd13fdcf1da1436fdbc55ac0eb31.

9 According to the Department of Environment, Forestry and Fisheries (DEFF), forestry refers to the use and management of 
forests as well as the further processing of wood products. Hence, forestry includes all activities linked to forests. Refer to DEFF 
website on forestry related activities. Available at: https://www.daff.gov.za/daffweb3/Branches/Forestry-Natural-Resources-
Management/Commercial-Forestry/Forests

3.2 Value Chain

32. In South Africa, forest resources are classified into 
three main categories: plantations, woodlands, 
and indigenous forests.8 The vast majority of 
timber grown for commercial purposes is derived 
from commercial plantations. For the purpose 
of this impact assessment, the Commission 
only considers the forests or part of the forestry 
industry relating to commercial forestry, i.e. 
commercial plantations at the upstream level 
and all primary processing activities stemming 
from these plantations at the downstream level. 
Commercial plantation forestry in South Africa 
refers to large, planted forests established 
particularly to supply raw material to satisfy mainly 
primary processors who purchase sawlogs, 
pulpwood, pole logs and mining timber. These 
plantations supply downstream operations such 
as pulp mills, sawmills, mining timber mills, pole 
treatment plants, wood chipping plants and other 
timber plants which process the raw material. 

33. The figure below presents the forestry9 

value chain and the final products produced. 

SECTION 3

BACKGROUND OF THE 
FORESTRY SECTOR
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34. The forestry value chain can be classified into the 
following three tiers:10 

34.1. The primary tier (upstream level) refers 
to plantations that produce roundwood 
or (primary) timber products such as 
sawlogs, pole logs, pulpwood and mining 
timber that are sold to distinct primary 
processing plants for further processing; 

34.2. The secondary tier (downstream 
level – primary processing) refers to 
the processing of timber products by 
pulp mills, sawmills, pole treatment 
facilities, mining timber mills and/or 
other processing plants. Many of these 
downstream facilities process the raw 
timber input into intermediate processed 
wood products such as sawn timber, 
poles, pulp, etc.; and

34.3. The tertiary tier (secondary processing) 
refers to the additional processing of 

10 Refer to Forestry South Africa. January 2019. “South African Forestry and Forest Products Industry 2017”. Available at: https://
www.forestry.co.za/uploads/File/industry_info/statistical_data/new%20layout/South%20African%20Forestry%20&%20
Forest%20Products%20Industry%20-%202017.pdf

primary processed wood products to 
manufacture end-products. For example, 
sawn timber is further processed to 
manufacture furniture, doors, windows 
and an array of other applications in 
the construction and manufacturing 
industries. Similarly, pulp is further 
processed to produce paper, packaging 
and cardboard products.

35. Vertically integrated firms in the forestry sector 
generally refer to the firms who operate at the 
Primary and Secondary levels of the value chain. 
We deal with each of these tiers in greater detail 
below.

3.2.1 Upstream production and supply of timber - plan-
tations

36. There are three main tree genera that are grown 
in forestry plantations in South Africa namely 
pine, eucalyptus and wattle genus. There is also 
a small variety of tree genera that are grown such 

Figure 1: Forestry sector value chain

Source: Commission’s formulation based on industry research, Forestry South Africa (2019).
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as yellowwood, blackwood jacaranda, oak and 
cypress which comprise less than 1% of the trees 
that are planted and utilised in South Africa.11 
Figure 2 above graphically illustrates the common 
genera of trees grown in South Africa.

37. Forests are classified depending on the wood 
properties of the dominant tree genera grown, this 
being either softwood or hardwood. As depicted 
in Figure 2 above, softwood trees comprise of 
various pine genus and hardwood trees mainly 
comprise of either wattle or eucalyptus tree 
genera in South Africa. The differentiation between 
hardwood and softwood genera is based on the 
density and hardness of the wood. Hardwood 
genera have a higher density and requires less 

11 Refer to Forestry South Africa website. Available at: https://forestryexplained.co.za/info-graphics/homepage/introducing-our-
timber-plantations/

12 Ibid.

13 Refer to Forest Learning, “Forest types: Plantation vs natural, and softwood vs hardwood”. Available at: https://forestlearning.edu.
au/images/resources/Forest%20Types%20-%20Plantation%20vs%20Natural%20and%20Softwoods%20vs%20hardwood.pdf

14 There are two main categories of pine or softwood plantations: (i) short-rotation pine which is mainly used for pulpwood, this 
has a 12 to 15 year rotation period; and (ii) long-rotation pine which is mainly used for sawlogs and has a rotation period of 27 
to 30 years. Refer to TIPS Forestry Value Chain Report for Southern Africa, February 2017. Available at: https://www.tips.org.za/
research-archive/trade-and-industry/item/download/1484_36a9bd13fdcf1da1436fdbc55ac0eb31

15 Hardwood trees, whether of the eucalyptus or wattle variety, have a relatively shorter rotation period to softwood. This is 
generally around 8 to 10 years, depending on the application. For example, hardwood used for furniture may have a longer 
rotation period between 12 and 30 years.

time to grow to maturity than softwood trees 
which have a lower density overall and a relatively 
longer growing period.13

38. The planting and growing requirements for 
hardwood and softwood trees are different for 
each type of timber product to be produced. These 
differences largely relate to planting techniques 
and rotation cycles.14 There are also differences 
in the rotation periods used to grow either 
eucalyptus and wattle trees in the hardwood tree 
category.15 In general, the differences in rotation 
periods are important as they impact the financial 
returns of different plantations as well as the 
availability of timber for the specific application at 
the downstream level.

Figure 2: Three common species of trees planted in South Africa

Source: Multiple online sources.13
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39. Plantations will typically comprise of various 
compartments. Trees within a compartment are 
often grown for a specific downstream processing 
application, i.e. each compartment would contain 
trees of the same genus and rotation period. 
This is to ensure consistent yield of the timber 
product, thus harvesting can be segmented and 
timed according to the rotation period. The yields 
vary depending on plantation management, tree 
species and harvesting age which are segregated 
into different compartments.16

40. Plantations may also be categorised according 
to its geographic region. This will be elaborated 
further on. The common regions defined for 
the forestry sector include: (i) Mpumalanga and 
Limpopo which make up the Northern regions; 
(ii) the province of KwaZulu-Natal, which is 
considered its own region; and (iii) the Eastern 
and Western Cape (incl. the Southern Cape 

16 In general, a mature pine tree contains 1.7m3 of wood versus 2m3 of a mature eucalyptus tree. Hardwood plantations 
generally tend to have higher yields per hectare relative to softwood plantations, i.e. hardwood has a higher weight to volume 
ratio and is therefore a denser wood. Refer to TIPS Forestry Value Chain Report for Southern Africa, February 2017. Available 
at: https://www.tips.org.za/research-archive/trade-and-industry/item/download/1484_36a9bd13fdcf1da1436fdbc55ac0eb31

17 Refer to DEFF Timber Statistics, 2017/18. Available at: http://www.forestrysouthafrica.co.za/industry-information/

18 The figure presents the data according to financial year which is from July of every calendar year to June of the next calendar 
year, i.e. 2009/10 presents July 2009 to June 2010.

region) which comprises the Cape region. The 
regions are depicted in Figure 3 above which 
presents the provinces where plantation forestry 
occurs in South Africa.

41. The KwaZulu-Natal and Mpumalanga provinces 
account for the majority of plantation forestry 
land in South Africa and the Cape region is the 
smallest area. In 2017/18, the plantation areas 
in KwaZulu-Natal, Mpumalanga and Limpopo 
comprised 85% of South Africa’s total forestry 
area.17 Approximately 45% of plantations (by area) 
are located in KwaZulu-Natal.

42. The proportion split per region of hardwood and 
softwood tree species is depicted in Figure 4 
below. The figure also presents the total area in 
hectares for each type of species (hardwood and 
softwood) grown in South Africa overall for the 
period 2009/10 to 2017/18.18

Figure 3: Plantation areas in South Africa

Source: Commission’s own compilation based on Forestry SA map.

Note: Map is not depicted to scale with respect to the overall location of plantations within the regions of South Africa.
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43. As is clear from Figure 4 above, hardwood is 
mainly grown in plantations situated in KwaZulu-
Natal where over 50% is generally cultivated. 
Softwood is predominantly grown in plantations 
situated in Mpumalanga and Limpopo as well as 
the Cape region.

3.2.2 Downstream primary processing of timber

44. Figure 5 below depicts the downstream 
processing of softwood and hardwood timber by 
primary processors. The proportions presented in 
Figure 5 are based on 2016/17 values and depict 
the proportion of different timber produced (ex-
plantation) by product (i.e. sawlog, pulpwood, 

pole logs, mining timber and other) per softwood 
(pine) and hardwood (eucalyptus and wattle). 

45. Softwood is grown to produce mainly sawlogs 
which comprise 68.1% of the softwood genus 
grown whilst pulpwood comprises 29.8% and 
a very small proportion of softwood is used to 
produce either pole logs (0.9%) or logs used 
for other applications (1.2%) such as veneers 
and cable drums. Hardwood is generally grown 
for pulpwood (90.7%) purposes and a smaller 
proportion is grown for pole logs (2.7%), mining 
timber (3.7%) and other types of wood used for 
applications such as firewood or charcoal.

Figure 4: Hardwood and softwood Genera per region, 2009/10 to 2017/18

Source: DEFF Forestry Statistics 2016/17, Commission’s own compilation.
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46. Figure 5 above also summarises the particular use 
of timber products or logs grown at the upstream 
level of the value chain. The majority of timber 
produced on softwood plantations are sawlogs, 
whereas pulpwood is predominantly grown at 
hardwood plantations. Below is a summary of the 
uses of each timber product and the downstream 
market in which it is used:

46.1. Sawlogs (both softwood and hardwood) 
are received by sawmills from plantations 
to produce sawn timber products for use 
in structural and industrial applications 
such as in construction and furniture;

46.2. Pulpwood logs (both softwood and 
hardwood) are received by pulp mills, 
wood chipping plants, paper mills and 
particle board mills to produce goods 
such as pulp, wood chips, particle board 
and cellulose;

46.3. Pole logs are mainly produced from 
hardwood trees and supplied to pole 
treatment plants. This is particularly 
because hardwood trees are denser and 
more suitable for its end-application. 
Pole logs are processed to produce 
transmission poles, telephone poles, 
building poles and fencing poles. These 

are used for construction, farming or 
public infrastructure purposes;

46.4. Mining timber is only produced from 
hardwood trees (mostly eucalyptus 
hardwood). Mining timber is processed 
at mining timber mills that produce 
various products used in mines (mainly 
underground mines). For example, mining 
poles may be used as roof support or 
structures within underground mines; and

46.5. Other downstream applications of both 
hardwood and softwood species include 
timber that is used to produce charcoal, 
matches, adhesives and tannins. These 
need not be grown specifically for these 
applications as they could be provided 
from the scrapped logs that were not 
suitable for sawlogs, mining timber or pole 
log applications; or could be obtained as 
a by-product of the other common timber 
products described above (e.g. wood 
chips which are either derived from by-
products or produced from pulpwood – 
see above).

Figure 5: Downstream uses of roundwood and the primary and secondary products produced

Source: Forestry SA and DEFF Forestry statistics.
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3.3 Market Structure

3.3.1 Relevant market

47. In this subsection, we briefly summarise the 
relevant product and geographic market19 
identified in previous Commission investigations. 
This is aimed at assisting to understand the impact 
of vertical integration within the sector, specifically 
regarding the challenges of participants in the 
industry with regards to security of supply and the 
ability to access raw material. We only provide a 
summary of the more common or larger markets 
within the forestry sector.

19 Defining the relevant market is a standard practice undertaken during competition cases (M&A, enforcement and exemptions, 
and cartel cases). Defining of the relevant market consists of two dimensions, namely the relevant product market and the 
relevant geographic market.

20 Note: It should be assumed that the primary processors are located in the same region to the plantations in which they source 
their relevant timber products from.

21 Refer to merger case numbers: 2002Nov302, 2004Apr940, 2004Jul1102, 2005Sep1840, 2006Dec2676, 2009May4461, 
2009Dec4830, 2010Jun5207 and 2011Jan5604.

22 Pole logs produced at the upstream level are further delineated into two separate markets: (i) the market for the supply of 
transmission poles to transmission pole treatment plants; and (ii) the market for the supply of building and fencing poles to 
building and fencing pole treatment plants. This is discussed in more detail in the proceeding sections.

23 Transmission poles and its associated downstream processing activities is mainly based in the Northern Regions of the country.

24 Refer to merger case numbers: 2002Nov302, 2004Apr940, 2004Jul1102, 2005Sep1840, 2006Dec2676, 2009May4461, 
2009Dec4830, 2010Jun5207 and 2011Jan5604.

48. The relevant upstream market is defined according 
to the type of timber product produced at the 
plantation e.g. sawlogs, pulpwood, mining timber 
and pole logs. This determines the downstream 
market in which it would be used. 

49. Table 3-1 below presents the upstream market for 
the production and supply of timber products as 
previously defined by the Commission. The table 
also includes an indication of the geographic 
markets typically defined for the upstream markets 
presented below.

Table 3-1: The upstream market for the production and supply of timber products20 

Upstream market – product market definition Cape Region
KwaZulu-

Natal Region

Northern 

Region

The production and supply of softwood sawlogs21  

The production and supply of hardwood sawlogs 

The production and supply of softwood and/or hardwood pulpwood  

The production and supply of mining timber 

The production and supply of (hardwood or softwood) pole logs22    23

Source: Commission’s own compilation based on previous merger investigations.

50. As is clear from the above, the relevant geographic 
market for the various upstream product markets 
is regional and includes the Cape, KwaZulu-
Natal and Northern regions. Although there may 
be some overlaps in supply across these five 
provinces with respect to the sourcing of timber 
products (mainly due to certain plantations and 
primary processors operating at the borders 
of each region), for ease of assessment the 
geographic market is mainly defined as regional. 
That is, the production and supply of the timber 
products specified above falls within the specified 
three regions.

51. The downstream market refers to the processing 
of timber products sourced from players in the 
upstream market to produce various processed 
timber products. The market definition for the 
production and supply of processed timber 
products in the downstream market may be 
defined under the following:

51.1. The production and supply of sawn timber 
for industrial or structural applications at 
sawmills;24
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51.2. The production and supply of pulp (and 
other related products) at pulp mills;25

51.3. The production and supply of wood chips 
at wood chipping plants;

51.4. The production and supply of mining 
timber (used for various applications 
in mines) at mining timber mills;26 

and

51.5. The production and supply of building, 
fencing and transmission poles at pole 
treatment plants.27

52. The geographic market for processed timber 
products produced in the downstream market 
varies according to the type of processed timber. 
For example, the production and supply of 
processed mining timber is largely produced in 
the Northern Region and supplied to the regions 
in which mining customers are mainly located. 
The geographic market for the production and 
supply of pulp, wood chips and treated poles is 
considered national and for the export market. The 
production and supply of sawn timber is defined 
on a regional and national basis, depending on 

25 Refer to merger case numbers: 2009Dec4853.

26 Refer to merger case numbers: 2010Jan4882, 2013Mar0132, 2014Jul0395, 2017Jan0026.

27 Refer to merger case numbers: 2010Jun5207, 2011Jan5604, 2014Jul0395, 2016May0246, 2017Dec0013, 2019Mar0021, 
2019Apr0023.

28 Refer to DEFF (2017/18), Report on Commercial Timber Resources and Primary Roundwood Processing in South Africa, 
2016/2017. Available at: http://www.forestrysouthafrica.co.za/industry-information/.

its end application. For more detail on the distinct 
product and geographic markets, see Annexure A.

3.3.2 Ownership of plantations

53. In South Africa, ownership of plantations is split 
between private and public entities. Public entities 
include the state owned enterprise, SAFCOL and 
land owned and operated by the State (e.g. DEFF 
which owns a small proportion of forestry land in 
South Africa and may lease the land to contractors 
or other entities to manage on its behalf) and 
some local authorities (such as municipalities 
or regional government departments). Private 
entities comprise of large corporates, commercial 
farmers (medium-scale timber growers) and 
small-timber growers.

54. The figure below presents the ownership of 
plantations by type of entity for the period 2017/18. 
The majority of plantations are held by the private 
sector which accounted for 82% (977,280 Ha) of 
the total plantation area in 2017/18.28 The majority 
of private owned plantations are held by a few 
large corporations. The remaining 18% (214,358 
Ha) is held by the public sector mainly via SAFCOL 
which holds 11% of the total forestry land. 

Figure 6: Ownership of plantations by entity type, 2017/18

Source: Forestry SA, Dec 2018.
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29 Refer to Forestry SA Industry Information Documents. Available at: http://www.forestrysouthafrica.co.za/industry-information/.

30 PG Bison is a division of KAP Diversified Industrial (Pty) Ltd.

31 According to Forestry SA, Nominal land refers to the total land area owned which includes the planted area (also referred to as 
effective land), riparian areas and conservation zones.

32 Table 3-2 is based on publicly available information and does not provide a precise indication of the planted area owned by 
each firm.

33 Refer to Sappi Group website, available at: https://www.sappi.com/sappi-forests [Accessed on 11 November 2019]

34 NCT Forestry is regarded as the largest forestry marketing organisation in southern Africa, with membership of approximately 
1800 shareholding members, representing a total area of 300 000ha of afforested land in South Africa. Refer to NCT Forestry 
website. Available at: http://www.nctforest.com/?page=about [Accessed on 30 September 2020]. According to Forestry SA, 
NCT Forestry as a legal entity owns approximately 30 000ha of its own land. Refer to Forestry South Africa submission on the 
Commission’s preliminary report.

35 Refer to Mondi Group website, available at: https://www.mondigroup.com/media/10631/mondi_ir_2018_final.pdf [Accessed 
on 11 November 2019]

36 Note: this area represents total planted area for 2018/19.  Refer to SAFCOL Integrated Annual Report 2018/19. Available at: 
http://www.safcol.co.za/wp-content/uploads/2020/02/SAFCOL-Report-2018-2019.pdf

55. According to Forestry SA, there are 9 large 
corporate companies that own over 50% of 
the plantation land.29 There are an estimated 
20 000 small-scale growers that constitute 4% 
of plantation land owned. Most small-scale 
timber growers hold only 2 ha of plantation 
land each. Commercial farmers or medium-scale 
growers hold only 14.8% of forestry land across 
approximately 1 300 entities. 

Large plantation owners

56. Table 3-2 below presents the largest plantation 
owners in South Africa. These include: privately 
owned large corporates, namely, the MTO Group, 
Merensky Timbers (Pty) Ltd (Merensky), PG Bison,30 
TWK Agri (Pty) Ltd (TWK Agri), Sappi Ltd (Sappi) 
and Mondi plc (Mondi); a large co-operative, NCT 
Forestry Co-operative Limited (NCT Forestry); and 
the SOE, SAFCOL. The table below shows the 
nominal plantation land31 owned by each of these 
large plantation owners.32 

 

Table 3-2: Large plantation owners

Softwood Hardwood
Sappi (379 000 ha)33

• KwaZulu-Natal
• Mpumalanga

• KwaZulu-Natal
• Mpumalanga

NCT Forestry – Co-operative (representing 300 000 ha)34

• Mainly KwaZulu-Natal
• Small proportion based in Northern Regions and 

Cape Region

Mondi (174 184 ha)35

• KwaZulu-Natal
• Mpumalanga

• KwaZulu-Natal
• Mpumalanga

SAFCOL (118 631 ha)36

Softwood plantations (112 348 ha – 2015)
• Limpopo
• KwaZulu-Natal
• Mpumalanga

Hardwood plantation (6 041 ha – 2018)
• Mpumalanga
• Limpopo

http://www.forestrysouthafrica.co.za/industry-information/
https://www.sappi.com/sappi-forests
http://www.nctforest.com/?page=about
https://www.mondigroup.com/media/10631/mondi_ir_2018_final.pdf
http://www.safcol.co.za/wp-content/uploads/2020/02/SAFCOL-Report-2018-2019.pdf
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Softwood Hardwood

MTO Group (approximately 103 489 ha)37

MTO Cape (77 040 ha – 12 Plantations)
• Western Cape
• Eastern Cape

MTO North (26 449 ha) 
• Mpumalanga

Merensky (65 000 ha)38

Singisi Forest Products
• KwaZulu-Natal
• Eastern Cape

Northern Timbers
• Limpopo

York Timbers (58 763 ha)39

• Mpumalanga (55 077 ha)
• Unplanted areas (3 135 ha)

• Mpumalanga (551 ha)

PG Bison (43 942 ha)40

• Eastern Cape
• Western Cape

• Eastern Cape

Amathole Forestry Company (Rance Group) (15 000 ha)41

• Eastern Cape 

TWK Agri – (Own plantations 13 921 ha)42

• Mainly in Northern Regions and KwaZulu-Natal
• Small proportion based in Cape Regions

UCL Company (Pty) Ltd (5 680 ha)43

• KwaZulu-Natal

Source: Commission’s own compilation.

37 Refer to MTO Group website. Available at: https://www.mto.group/about?aboutUs=7

38 Refer to Merensky website. Available at: https://merenskytimber.com/about-2/

39 Refer to York Timbers Integrated Annual Report, 2019. Available at: http://www.york.co.za/downloads/YorkTimbers-integrated-
annual-report-2019.pdf

40 Refer to KAP Industrial Integrated Report 2019. Available at: https://www.kap.co.za/wp-content/uploads/2019/10/kap-
integrated-report-2019.pdf

41 Refer to the Rance Timber Group website. Available at: http://www.rancetimber.co.za/about-us

42 According to Forestry SA, TWK Agri owns 3 028Ha of land in South Africa with the remainder comprising land it owns in eSwatini. 
Refer to Forestry SA submission to the Commission’s Preliminary Report and TWK Agri Annual Report 2018/19. Available at: 
https://ec75f1d2-a0fc-47ae-89e7-b56cd7843651.filesusr.com/ugd/338b12_cbf1adb130574b16ac84e56ad7921fb7.pdf

43 Note: UCL Company (Pty) Ltd was previously known as Union Co-operative Ltd, some of their supply of logs is still provided by 
members that were part of the co-operative. Refer to UCL Company (Pty) Ltd Annual Report, 2019. Available at: https://www.ucl.
co.za/about-us/corporate/annual-reports.html

3.3.3 Cross-ownership between vertically integrated  
 players

57. According to Forestry SA, a large proportion of 
forestry land operated by some large private firms 
are as a result of long-term lease agreements 
concluded on certain SAFCOL plantations. In 
early 2000, parts of SAFCOL’s land was divided 
into smaller packages and placed on tender for 
sale under long-term lease agreements. The 
winners of these tenders for the four packages of 
land included Siyaqubeka, MTO Group, Amathole 
Forestry and Merensky (under Singisi Forest 

Products). SAFCOL also has minority shareholding 
in these companies. This is presented in the figure 
below which shows the percentage shareholding 
held by SAFCOL in each of these firms. SAFCOL 
still remains a state-owned enterprise.

https://www.mto.group/about?aboutUs=7
https://merenskytimber.com/about-2/
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
https://www.kap.co.za/wp-content/uploads/2019/10/kap-integrated-report-2019.pdf
https://www.kap.co.za/wp-content/uploads/2019/10/kap-integrated-report-2019.pdf
http://www.rancetimber.co.za/about-us
https://ec75f1d2-a0fc-47ae-89e7-b56cd7843651.filesusr.com/ugd/338b12_cbf1adb130574b16ac84e56ad7921fb7.pdf
https://www.ucl.co.za/about-us/corporate/annual-reports.html
https://www.ucl.co.za/about-us/corporate/annual-reports.html
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58. SAFCOL holds 25% shares in Siyaqhubeka 
(associated with Mondi in which they operate as 
a partnership), 17.58% in the MTO Group, 16% 
in Amathole Forestry (associated with the Rance 
Timber Group), and 10.9% in Singisi Forest 
Products (a subsidiary of Merensky). 

44 Refer to SAFCOL’s Integrated Annual Report, 2017/18. Available at: http://www.safcol.co.za/wp-content/uploads/2019/05/
SAFCOL-INTEGRATED-REPORT-20172018-FINAL-WEB.pdf

45 Refer to Statistics South Africa (StatsSA), Discussion document D1200 (2017), “Forestry, logging and related services industry, 
2017”, published 30 September 2019. Available at: http://www.statssa.gov.za/publications/D1200/D12002017.pdf

46 Forestry, logging and related services industry refers to: SIC code 121 (Forestry and related services) - which is the operation 
of timber plantations including wattle plantations and forest tree nurseries; the planting, replanting and conservation of 
forests; the gathering of uncultivated materials, such as gums and resins, wild rubber, saps, barks, herbs, wild fruits and flowers, 
mosses, leaves, needles, reeds and roots; the concentrating and distilling of sap; and charcoal burning when carried on in 
the forest. Forestry services include timber cruising, timber evaluation, firefighting and forest management and afforestation 
and reforestation; and SIC code 122 (Logging and related services) – which refers to logging camps, logging contractors and 
loggers primarily engaged in cutting timber and in producing rough, round hewn, or riven forest or wood raw materials. Logging 
services refers to the transport of logs in association with logging mainly within the forest.

3.3.4 Concentration and market shares

59. Table 3-3 below provides Statistics South Africa’s 
(Stats SA)45 concentration ratio estimates for the 
broader forestry, logging and related services46 
sector based on total income generated in the 
period 2014 to 2017. This includes both upstream 
and downstream activities and other related 
services.

Table 3-3: Concentration ratio for total income in the forestry, logging and related services industry, 2014-2017

Concentration ratio 2014 2015 2017

CR5 71.1% 69.6% 66.0%

CR10 79.2% 78.8% 75.3%

CR20 83.6% 83.5% 80.9%

CR50 89.8% 89.6% 87.5%

CR100 94.6% 94.5% 92.7%

Source: Stats SA (2019).

Figure 7: Four companies that SAFCOL has minority shareholding

Source: SAFCOL Integrated Annual Report, 2019.45

http://www.safcol.co.za/wp-content/uploads/2019/05/SAFCOL-INTEGRATED-REPORT-20172018-FINAL-WEB.pdf
http://www.safcol.co.za/wp-content/uploads/2019/05/SAFCOL-INTEGRATED-REPORT-20172018-FINAL-WEB.pdf
http://www.statssa.gov.za/publications/D1200/D12002017.pdf
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60. The concentration ratio for the top five enterprises 
shows that the market is concentrated as these 
firms account for roughly two-thirds of the total 
industry income in the relevant period, despite 
the fact that this has declined by about 5% over 
time. The next five companies only account for a 
further 10% in comparison, with the next 10 after 
that capturing only 5% of total industry turnover. 
The decline is just over 2% share at the CR20 and 
CR50 level, suggesting that some of the other 
large firms outside of the top 5 have gained a 
little more share, but that smaller firms are not 
gaining share in the sector. When the top 100 are 
considered, the increase in income contribution 
is about 5% more from the top 50 companies, 
which is roughly 0.1% share per firm. Compared 
to the top five, the next 95 firms within the top 
100 generated only 23.5% in 2014, 24.9% in 2015 
and 26.7% in 2017 of the total income generated 
in the sector. This underscores the high levels of 
concentration in this sector as the vast majority 
of total annual income generated by the top 100 
firms is held by only five enterprises. 

Upstream production and supply of timber

61. We provide an estimation of market shares based 
on plantation land owned or operated by plantation 

47 It is important to emphasise that these market shares are calculated using only the size of land owned by these plantation 
owners. It is in no means an indication of the volume of timber products each plantation owner can provide in any given year. 
Plantation land size is thus used as a proxy to indicate market share or size of each entity (proportionately) in the market.

48 For future merger control and abuse cases, it is important to note that the below market shares are simply a conservative 
depiction of market concentration and with more informed data a more reliable estimate may be achieved.

owners.47 These market shares are estimated at a 
national and regional level. It is important to note 
that the upstream market is typically narrower than 
at a regional level, thus concentration measures 
(provided below) will underestimate the true extent 
of concentration in the market when considered for 
a particular area.48 

National market shares of plantation land owned

62. Table 3-4 below presents the estimated market 
shares by total plantation area owned by a sample 
of 11 large plantation owners for the financial year, 
2017/18. These estimated market shares provide 
an indication of the relative size of these larger 
plantation owners. It should be noted that most of 
these plantation owners are vertically integrated 
(with the exception of BTG Pactual), and thus 
operate at the primary processing (downstream) 
level of the value chain as well. Generally, the 
timber products produced annually by these 
plantation owners are internally supplied to their 
own primary processing plants, whereby a small 
proportion is supplied to the open market or via 
supply contracts. The one exception is SAFCOL 
which has limited downstream operations and 
most of its upstream supply goes to third parties. 

Table 3-4: Market shares by plantation area owned by 11 large plantation owners, 2017/18

11 Plantation Owners
Proportion of forestry land owned 

in South Africa
HHI

Sappi 26% 676

Mondi 15% 225

SAFCOL 10% 100

NCT 6% 36

York Timbers 6% 36

Merensky 5% 25

MTO 5% 25

BTG Pactual 4% 16

PG Bison 4% 16

R&B Timber Group 1% 1

Rance Group 1% 1
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11 Plantation Owners
Proportion of forestry land owned 

in South Africa
HHI

TWK Agri 1% 1

Total of 11 plantation owners 83% 1158

Other 17% -

Total Plantation Area for 2017/18 (Ha) 1 191 638 -

Source: Multiple online sources.49 

Note: We base the estimated market shares above on publicly available information sought from the Forest Stewardship 

Council (FSC). Even if the plantation land as indicated by Forestry SA are different the above, we do not anticipate the 

estimated market shares to significantly differ.

49 Online sources include: (i) information found on some of these companies’ websites such as specific web pages and integrated 
annual reports; or (ii) Company profiles and audit documents of these companies found on the Forest Stewardship Council 
(FSC) website under their “Public Certificate Search” option.

50 HHI is calculated by squaring the market share of each player and then the summation of the squared market shares. 

51 The Federal Trade Commission (FTC), which is based in the United States (US), guidelines provide that an industry with a 
total HHI exceeding 2 500 is categorised as a highly concentrated sector or market. Available at: https://www.justice.gov/atr/
herfindahl-hirschman-index. The Office of Fair Trading (OFT) merger guidelines indicates that any market with a post-merger 
HHI greater than 1,000 may be regarded as a concentrated market, and any market with a post-merger HHI greater than 2,000 
as highly concentrated. Refer to Office of Fair Trading Merger Assessment Guidelines, September 2010.

52 Refer to the Forestry South Africa’s submission in response to the Commission’s Preliminary Report dated 25 September 2020.

63. The total area owned by the 11 large plantation 
owners comprise 83% of the total plantation area 
of South Africa. Sappi and Mondi are the first and 
second largest plantation landowners in South 
Africa accounting for about 26% and 15% of the 
total plantation area respectively. Third is SAFCOL 
which owns about 10% of the total plantations.

64. The Herfindahl-Hirschman Index (HHI)50 is also 
calculated, which is a commonly used measure 
of market concentration. The total HHI for the 11 
plantation owners equates to 1158.51 Based on 
the FTC standard, an HHI of 1158 indicates that 
the market is moderately concentrated. However, 
according to the OFT, such a market would be 
considered as concentrated. It is also noteworthy 
that the market share estimates presented above 
are limited in that they cannot tell us anything 
about the actual volume of logs that can be 
provided per annum, which is discussed in more 
detail in the next section, and are not based on 
regional or local markets. Furthermore, the HHI 
measure is not informative of the ability of SMEs 
and HDP firms to participate effectively in the 
market.

65. Forestry SA pointed out the discrepancy in the 
figures relied upon to estimated upstream market 
shares (see Table 3-4) and those cited in Table 3-2 
which reflect plantation landholdings by various 

large players in South Africa, arguing that the 
former could not be used to estimate HHI.52 In 
addition, Forestry SA submitted its own estimates 
of planted land (also referred to as effective 
land) for some players. In this regard, Forestry SA 
estimated that:

65.1. Sappi owns approximately 249 000 
hectares of planted area, which translates 
to a 21% market share;

65.2. Similarly, for the reasons stated in 
paragraph 4.1, NCT owns 3% of the 
markets share; 

65.3. York Timbers and Merensky seems to be 
swapped around, with Merensky having a 
6% market share, and York a 5% share; and

65.4. BTG Pactual has approximately 26 000 ha 
planted, which translates to a 2% market 
share.

66. In response to the above, the Commission notes 
the discrepancy raised by Forestry SA which is 
due to the differences in the relevant periods of 
the datasets in that Table 3-2 is based on 2018/19 
estimates using nominal landholdings (mostly 
sourced from the different companies’ annual 
reports with a few from their websites) while 
Table 3-4 reflects 2017/18 estimates of effective 
landholdings (approximations obtained from the 

https://www.justice.gov/atr/herfindahl-hirschman-index
https://www.justice.gov/atr/herfindahl-hirschman-index
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Forest Stewardship Council). In order to improve 
the accuracy of its market share estimates, the 
Commission requested Forestry SA to provide 
it with more up to date estimates of the various 
competitors’ landholdings. Forestry SA was not 
able to provide such information, advising the 
Commission to approach the individual firms 

53 Based on publicly available information sourced from the FSC, these are approximations and precise productive land may 
differ in reality.

directly. The Commission notes that none of the 
cited firms raised concerns with the estimated 
market shares and concentration levels upstream. 
This notwithstanding, even on the basis of the data 
reflected in Table 3-2 above, the concentration 
nature of the upstream log supply remains as 
reflected in the table below.

Table 3-5: Market shares by plantation area owned by 11 large plantation owners

Firm Estimated land holding (ha) Estimated market share (%) Estimated HHI

Sappi 379,000 31.8 1012

SAFCOL 190,000 15.9 254

Mondi 174,184 14.6 214

MTO Group 103,489 8.7 75

Merensky 65,000 5.5 30

York Timbers 58,763 4.9 24

PG Bison 43,942 3.7 14

NCT Forestry 30,000 2.5 6

Amathole Forestry Company 15,000 1.3 2

UCL Company 5,680 0.5 0

TWK Agri (South Africa only) 3,028 0.3 0

Total of the 11 Plantation Owners 1,068,086 89.6 1631

Total Plantation Area for 2017/18 (Ha) 1,191,638 - -

Source: Commission’s compilation based on Table 3-2.

67. More importantly, it is noteworthy that 
concentration measures used by the Commission 
and StatsSA are broadly consistent in that they 
indicate a highly concentrated upstream level of 
the value chain. 

Cape Region market shares

68. In the Cape Region, the majority of productive 
plantation land is owned by four large plantation 
owners.53 The plantation owners are large 
corporates who also operate at the downstream 
primary processing level. The proportion of 
productive forestry land owned by these four 
corporates are presented in Table 3-6 below. The 
total plantation area for the Cape Region depicted 
below includes both hardwood and softwood 
plantations.
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Table 3-6: Proportion of productive forestry land owned by the top 4 largest plantation owners in the Cape Region, 
2017/18

Four largest plantation owners Proportion of productive plantation land HHI

PG Bison 24% 576

MTO Cape 11% 121

Rance Group 8% 64

Merensky 7% 49

Total productive land owned by top 4 51% 810

Other 49% -

Total Cape Region Plantation Area (Ha) / Total HHI 179 282 -

Source: Multiple online sources.54 

Note: We base the estimated market shares above on publicly available information sought from the Forest Steward-

ship Council (FSC). Even if the plantation land as indicated by Forestry SA are different the above, we do not anticipate 

the estimated market shares to significantly differ.

54 Online sources include: (i) information found on some of these companies’ websites such as specific web pages and integrated 
annual report; or (ii) Company profiles and audit documents of these companies found on the Forest Stewardship Council (FSC) 
website under their “Public Certificate Search” option.

55 Online sources include: (i) information found on some of these companies’ websites such as specific web pages and integrated 
annual report; or (ii) Company profiles and audit documents of these companies found on the Forest Stewardship Council (FSC) 
website under their “Public Certificate Search” option.

69. The four large vertically integrated firms presented 
above own a combined 51% of the total forestry 
land available in the Cape Region. PG Bison is the 
largest landowner (24%) followed by MTO Group 
(11%). The Rance Group (8%) and Merensky (7%) 
are third and fourth respectively. The combined 
HHI of the four firms in the Cape Region is 810. 
This suggests that the market is not concentrated. 
However, the same limitations of the HHI measure 
to truly capture access apply in this case as well. In 
particular, merger cases in the Western Cape have 
found high levels of concentration in particular 

areas such as in the Southern Cape which includes 
the Tsitsikamma area.

KwaZulu-Natal Region market shares

70. Table 3-7 below presents the proportion of 
productive hardwood and softwood plantation 
land owned and operated by three large plantation 
owners in the KwaZulu-Natal Region for the period 
2017/18. Mondi, Sappi and Merensky’s combined 
productive plantation land area comprises 60% of 
the total plantation land area.

Table 3-7: Proportion of productive forestry land owned by large companies in the KwaZulu-Natal Region, 2017/18

Large Plantation Owners Proportion of productive land HHI

Mondi 28% 784

Sappi 24% 576

Merensky 9% 81

Total Proportion of the above large plantation owners 61% 1440

Other 39% -

Total KwaZulu-Natal Region Plantation Area (Ha) 472 425 -

Source: Multiple online sources.55 
Note: We base the estimated market shares above on publicly available information sought from the Forest Steward-
ship Council (FSC). Even if the plantation land as indicated by Forestry SA are different the above, we do not anticipate 
the estimated market shares to significantly differ.
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71. The largest plantation landowners in the KwaZulu-
Natal Region is Mondi (28%) and Sappi (24%).  
Most of the annual volumes of timber products 
(mainly pulpwood) harvested from Mondi and 
Sappi plantations are self-supplied to their own 
internal downstream plants.56 

72. The proportion of plantation land held (by either 
its members or owned by the entity itself) by NCT 
Forestry is not presented in the table above due 
to a lack of information. Similarly, the productive 
land owned by TWK Agri is not depicted in the 
table above due to a lack of information in this 
regard. However, it is important to note that TWK 
Agri and NCT Forestry business activities and 
plantation land in which they source their timber 
products are mainly based in the KwaZulu-Natal 
region. NCT Forestry supplies approximately 
6% of its timber products to the open market.57 

56 Refer to Sappi Integrated Annual Report, 2019. Available at: http://sappi-reports.co.za/reports/sappi-air-2019/pdf/full-ar-
lowres.pdf and Refer to Mondi Integrated Annual Report, 2018. Available at: https://www.mondigroup.com/media/10631/
mondi_ir_2018_final.pdf

57 Refer to NCT Forestry Website. Available at: http://www.nctforest.com/home.php?menuid=3&submenuid=4&resetnav=1.

58 Refer to FSC documents on TWK Agri. Available at: https://info.fsc.org/details.php?id=a023300000az8vsAAA&type=certificate.

59 Online sources include: (i) information found on some of these companies’ websites such as specific web pages and integrated 
annual report; (ii) Company profiles and audit documents of these companies found on the Forest Stewardship Council (FSC) 
website under their “Public Certificate Search” option.

TWK Agri receive 83% of its timber requirements 
from private timber growers.58 Since we have not 
considered the size of TWK Agri and NCT Forestry 
in this market share estimate, the HHI may be 
presumed to be relatively higher. Excluding 
TWK Agri and NCT Forestry, the estimated HHI 
is approximately 1440, indicating that the market 
is concentrated (or highly concentrated, if these 
players are considered). 

Northern Region market shares

73. Table 3-8 below presents the proportion of 
productive forestry land owned by the largest 
plantation owners in the Northern Region 
(including both hardwood and softwood 
plantations). These plantation owners include 
Sappi, SAFCOL, York Timbers, MTO North, 
Merensky and Mondi. 

Table 3-8: Proportion of productive forestry land owned by large companies in the Northern Region, 2017/18

Large plantation owners Proportion of productive land HHI

Sappi 27% 729

SAFCOL 22% 484

York Timbers 13% 169

Mondi 8% 64

MTO North 4% 16

Merensky 2% 4

Total proportion of the above large companies 76% 1466

Other 24% -

Total Northern Region plantation area (Ha) 539 931 -

Source: Multiple online sources.59 

Note: We base the estimated market shares above on publicly available information sought from the Forest 

Stewardship Council (FSC). Even if the plantation land as indicated by Forestry SA are different the above, we do not 

anticipate the estimated market shares to significantly differ.

74. As is clear from the above, these six large plantation 
owners comprise 76% of the total productive 
plantation land in the Northern Region. Similar to 
other regions, this market is concentrated, within 
an HHI of 1466.

Downstream market shares

75. This subsection provides the estimated market 
shares for the various downstream activities 
for the primary processing of timber. Due to 
lack of information, the market shares below 
are estimates from recent mergers which give  

http://sappi-reports.co.za/reports/sappi-air-2019/pdf/full-ar-lowres.pdf
http://sappi-reports.co.za/reports/sappi-air-2019/pdf/full-ar-lowres.pdf
https://www.mondigroup.com/media/10631/mondi_ir_2018_final.pdf
https://www.mondigroup.com/media/10631/mondi_ir_2018_final.pdf
http://www.nctforest.com/home.php?menuid=3&submenuid=4&resetnav=1
https://info.fsc.org/details.php?id=a023300000az8vsAAA&type=certificate
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insights in respect of the processing and supply 
of transmission poles, building and fencing poles, 
and structural sawn timber.

 

 

Downstream market for the production and supply 

of treated poles 

76. Table 3-9 below provides the estimated market 
shares for the supply of transmission poles in 
South Africa for 2017 and 2018. 

Table 3-9: Estimated national market shares for the supply of transmission poles

Source: [] Submission

77. As is apparent from the above, vertically 
integrated players have higher market shares 
compared to non-vertically integrated players. 
The combined estimated market shares of the 
vertically integrated players are 75% and 74% of 
the total market for 2017 and 2018, respectively. 
Thus, non-vertically integrated players held 25% 
and 26% market share in those respective years. 

An HHI was also calculated and shows a total 
of 1708 for 2018. According to the UK and US 
standard, this is indicative of a highly concentrated 
or moderately concentrated market, respectively. 

78. Table 3-10 below sets out the estimated national 
market shares for the supply of building and 
fencing poles.

Table 3-10: Estimated national market shares for the supply of building and fencing poles

Source: [] Submission
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79. As is clear from the above, vertically integrated 
similarly comprise the highest proportion of the 
supply of building and fencing poles in South 
Africa relative to the non-vertically integrated 
players. There is a noticeable difference of 17% 
in the combined estimated market shares of the 
above firms for the period 2017 to 2018. This 
could partly be explained by the decline (from 
32 in 2016/17 to 29 in 2017/18) in the number of 
pole treatment plants.60

80. The vertically integrated players presented above 
comprise 48% of the estimated market shares in 
2018, whilst the non-vertically integrated players 
comprised around 24% (with the “other” firms 

60 Refer to DEFF Timber Statistics, 2017/18. Available at: http://www.forestrysouthafrica.co.za/industry-information/. 

unknown). The calculated HHI for these market 
participants for 2018 is 978, which indicated that 
the market is not concentrated market. 

Downstream market for the production and supply 

of structural sawn timber

81. Table 3-11 below provides the estimated national 
market shares for the supply of structural sawn 
timber for the year 2018. Structural sawn timber 
refers to the product produced and supplied by 
structural sawmills. It should be noted that all the 
players provided in the table below are vertically 
integrated.

Table 3-11: Estimated national market shares for the supply of structural sawn timber, 2018

Source: [] Submission

82. These vertically integrated firms presented above 
constitute 75% of the market for the supply of 
structural sawn timber in South Africa. Their 
combined HHI is 980, which is indicative of a non-
concentrated market.

Conclusion

83. The tables provided above present both the 
upstream and downstream market. For the 
upstream market, the tables present an estimated 
market share of some of the largest vertically 
integrated firms based on forestry land, nationally 
and by broad region. These firms together own and 
operate a significant portion of the total forestry 
land (both hardwood and softwood plantations) 
in South Africa as well as regionally. In general, the 

upstream markets are moderately concentrated. 
However, these measures are still unlikely to capture 
the actual ability of SMEs and HDP firms to access 
logs to enter and expand within the downstream 
sectors given other long-term contracting and 
location-specific supply constraints.

84. In the upstream markets, the estimated 
market shares suggest that there is a higher 
concentration of upstream firms in the KwaZulu-
Natal and Northern Regions. KwaZulu-Natal is 
mainly dominated by Sappi and Mondi in the 
upstream. In the Northern Regions, the prominent 
upstream players also include Sappi and Mondi 
as well as SAFCOL and York Timbers. This is a 
salient feature given that the largest proportion of 

http://www.forestrysouthafrica.co.za/industry-information/
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forestry activities occur mainly in the Northern and 
KwaZulu-Natal regions.

85. For the downstream markets, it appears that 
vertically integrated firms enjoy the largest 
estimated share of these markets. On this basis, 
it seems that vertically integrated firms have 
a competitive advantage compared to non-
vertically integrated players, particularly in the 
markets for treated poles and structural sawn 
timber. A corollary may be drawn in the pole 
treatment market(s) in which we observe the 
higher concentration in the transmission pole 
market which is dominated by more vertically 
integrated players compared to the building and 
fencing pole market which is far less concentrated 
but draws in a higher number of non-vertically 
integrated players. This may be due to the fact 
that smaller pole logs for building and fencing are 
more readily available than the transmission pole 
logs, because they are generated in the periodic 
thinning that occur in plantations.

3.4 Economic Factors in the Value 
Chain

86. The economics of forestry in South Africa points 
to several key factors which should be considered 
in understanding the value chain in general. 
According to York Timbers, effective procurement 
of external logs is determined by price, volume 
and period of supply.61 These factors determine 
the strategies undertaken at the downstream 
processing level with respect to production 
optimisation, cash flow, sustainability of their 
own plantations (as they are better able to secure 
the volume of logs without having to immaturely 
stock from their own plantations), greater control 
over quality of logs to be processed and more 
competitive value margins. As will become clear 
later on in this report, these are also important for 
understanding the nature of competition at the 
different levels of the value chain. These factors, 

61 Refer to York Timbers Integrated Annual Report, 2019. Available at: http://www.york.co.za/downloads/YorkTimbers-integrated-
annual-report-2019.pdf.

62 Refer to Competition Tribunal decision, case no. 69/AM/Jul07. Available at: http://www.saflii.org/za/cases/ZACT/2008/108.
html

63 Refer to merger case numbers: 2004Jun1077, 2006Dec2676 and 2009Dec4830, 2011Jan5604, 2012Jul0395, 2013Mar0132, 
2014Jul0395, 2015Apr0186, 2016Apr0151, 2016May0246, and 2018Mar0015.

64 Refer to merger case numbers: 2004Jul1102, 2005Sep1840, 2006Dec2676 and 2009Dec4830, 2009Dec4853, 2010Jan4882, 
2010Jun5207, 2011Jan5604, 2013Mar0132, 2014Jul0395, 2016May0246, 2017Jan0026, 2017Dec0013, 2019Mar0021, and 
2019Apr0023.

inter alia, include (i) the location of the timber 
products; (ii) the quality of timber products; 
(iii) security of supply and its implications for 
vertical integration and long-term contracts; and 
(iv) supply dynamics. Each of these factors are 
discussed in greater detail below. 

3.4.1 Location of timber products

87. Timber mills are normally located in close 
proximity to the source of supply, i.e. close to 
plantations. This is due the prohibitive cost of 
transporting timber products over long distances 
from the plantations. This was recognised in the 
AC Whitcher review of the MTO Boskor merger 
where the Tribunal noted that “Transportation 
of large and heavy goods such as felled trees is 
usually considered to act as a limiting factor on 
the geographic extent of the market because of 
the high costs associated with it and the need 
for adequate rail and road infrastructure”. 62 

This view is consistent with the submissions by 
market participants in the course of other merger 
investigations as highlighted in Annexure A. In 
general, the Commission has found the supply of 
timber products from upstream plantations to fall 
within a regional geographic scope (often time 
concluded as the particular province) of between 
50km to 250km radius depending on the type of 
timber product.63

88. However, the downstream supply of primary 
processed timber (e.g. sawn timber, poles, 
mining timber and pulp) does not exhibit such 
constraints as these products can be easily 
be transported over longer distances at an 
economically viable cost. The Commission has 
previously found the geographic market for 
downstream processed timber products to be 
regional and national in scope (see Annexure A).64 
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3.4.2 Quality of timber products

89. In certain primary processing activities, such as 
sawmilling (i.e. the primary processing of sawlogs 
to various sawn timber products), the quality of 
timber products sourced from plantations is an 
important factor. Quality refers to logs which are 
consistently pruned to ensure a lower degree of 
knots and blemishes when the tree is ready for 
harvesting.65 The quality of timber products or 
logs produced at plantations may also refer to 
the grade of log which is generally measured and 
classified by the log’s dimensions, i.e. by length 
and diameter. 

90. The properties and quality of timber is a function 
of a number of factors. These include the particular 
type of species (or subspecies), environmental 
factors, genetic factors, age and position of the 
tree stem (straight versus a curved stem).66 Quality 
of timber is also a highly maintained process 
which starts before the tree is even planted. For 
example, the genetic factors of tree species may 
be manipulated to create hybrids which produce 
better yields and quality. Timber quality is also 

65 Refer to Malan, F.S. (2012). “Solid Wood Properties and Qualities of South African Grown Pine and Eucalypt Species”, in South 
African Forestry Handbook (5th ed., pp. 621-637). The Southern African Institute of Forestry (SAIF).

66 Refer to Malan, F.S. (2012). “Solid Wood Properties and Qualities of South African Grown Pine and Eucalypt Species”, in South 
African Forestry Handbook (5th ed., pp. 621-637). The Southern African Institute of Forestry (SAIF).

67 Timber produced for pulpwood is understood to not apply with respect to any physical or aesthetic quality factors given that 
the timber is produced for pulp, paper, board, etc. purposes.

linked to good forest management practices 
which relates to how the trees are managed over 
its growing period that will ensure higher quality 
timber products.

91. Primary processing facilities may be distinguished 
by the type of log they can process. For example, 
in sawmilling, higher grade (longer and thicker) 
and quality logs are used to produce sawn timber 
for furniture and construction purposes, whilst 
lower grade and smaller logs are used to produce 
pallets. Similarly, for pole treatment facilities, 
good quality poles are derived from straight trees 
with little to no knots and blemishes. Poor quality 
timber or logs may be sold off to other primary 
processes used in applications where quality is 
not a factor,67 e.g. pulp and woodchips. 

3.4.3 Supply dynamics

92. As it will become clearer in the discussion of new 
afforestation below, the supply of timber in South 
Africa has experienced some level of volatility. In 
part, this is due to rotation periods which play a 
significant role in the sector. Apart from impacting 

Figure 8: Sawlogs production volumes (m3), 1994 – 2017

Source: DEFF Timber Statistics
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the financial returns of the plantations, the long 
rotation times further affect the availability of 
timber at the downstream level.68 Development 
of a plantation takes a significant amount of time 
and professional plantations ensure a steady flow 
of supply through rotations by compartments. 
Depending on the type of wood, rotation times 
can range between 8 -30 years, thus in the event of 
natural disasters such as fires, pests, and diseases, 
supply for future years is negatively impacted. 

93. Following the end of apartheid in 1994, the 
production of both sawlogs and pulpwood 
exhibited marked levels of volatility, with minimal 
growth in volumes produced over the period 
1994 to 2017. Figure 8 above depicts the sawlog 
production volumes over the period 1994 to 2017. 
Supply has fluctuated in a cyclical manner over 
the entire period, but overall sawlog production 
in 2017 is relatively similar to the 1994 volumes.

94. The production of roundwood for sawlogs 
initially increased until 1997 wherein there was a 
sustained decline in output until about 2003 and 
thereafter the was a slight rise in output. However, 

68 According to York Timbers, the forestry industry, particularly the upstream market is capital intensive given the long-term 
nature of the industry. Investors cover various significant expenses including weed, pest and diseases control, pruning, 
infrastructure management, fire prevention measures and firefighting equipment (amongst others), while experiencing limited 
harvesting periods. Therefore, upstream processors may face limited financial returns for the first 8 to 20 years of planting. A 
plantation is only able to provide sustainable supply of timber once it is fully established and has normalised rotation of its 
timber. Refer to York Timbers’ submission on the Preliminary Forestry Impact Assessment Report, dated 16 September 2020.

the minimal rise in production was followed by 
a sustained decline from 2007 to 2017. Figure 
9 above depicts the production volumes for 
pulpwood roundwood.

95. The production of pulpwood, on the other 
hand, initially experienced a decline in volumes 
from 1994/95 to 1999/00, thereafter a period 
of sustained growth which peaked in 2006/07. 
Coinciding with the global recession, the 
production of pulpwood showed a sustained 
minimal decline from 2007/08 to 2016/17. 

3.5 Industry Trends

96. This section discusses some of the key trends in 
the forestry sector which have an impact on both 
supply and demand dynamics which underlie 
the move towards increased vertical integration 
as a means to secure supply. As observed in 
the preceding section, although the production 
of sawlogs and pulpwood has experienced a 
minimal increase in the post-apartheid period, 
there is an observed decline in production 

Figure 9: Pulpwood production volumes (tons), 1994 – 2017

Source: DEFF Timber Statistics
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following the global economic crisis. The trends 
discussed below also attest to the potential for 
a sustained period of contraction in production 
volumes going forward.

97. The key trends discussed below include: (i) the 
rate of new afforestation, which is on the decline; 
(ii) conversion of commercial forests to other 
agricultural productions, which is expected 
to further reduce output in the long-run; (iii) 
economic and environmental factors, most 
notably climate change and land expropriation 
which may potentially reduce the incentives for 
increased production going forward; and (iv) 
observed demand volatility.

3.5.1 New afforestation

98. In recent years, there has been a substantial 
decline in the rate of new afforestation. New 
afforestation refers to the planting of trees on new 
plantation land made available or permitted for 

69 Department of Environment, Forestry and Fisheries (DEFF) of the Republic of South Africa, Report on Commercial Timber 
Resources and Primary Roundwood Processing in South Africa, 2016/2017. Available at: https://www.nda.agric.za/doaDev/
sideMenu/ForestryWeb/webapp/Documents/Timber%20Statistics%20Report%202016_2017%20Final.pdf. 

70 Refer to Forestry South Africa’s submission on the Commission’s preliminary report.

use by the DEFF.69 Several factors have contributed 
to the observed decline in new afforestation. 
According to Forestry SA, suitable forestry land 
has become less available due to conversions of 
existing plantations to other agricultural products, 
stricter legislation for granting of water licenses 
and the inability of DEFF to process legitimate 
permit applications.70 Another reason for the 
decline in new afforestation can be found in 
external and internal environmental factors. These 
factors include climate change, the risk of fires, 
pests and disease, and concerns relating to land 
claims. Lastly, new afforestation is impacted by 
the volatility in demand. The factors identified 
above are further detailed in the succeeding sub-
sections. 

99. Figure 10 below presents the total plantation size 
in hectares nationally and per region from the 
period 1999/00 to 2017/18. The total plantation 
size (in hectares) from 1999/00 to 2017/18 

Figure 10: Total plantation area in hectares per region, 1999/00 to 2017/18

Source: DEFF Timber Statistics
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decreased by 10% with a 1% annual average 
rate of decline across the entire period. Broadly 
there was an initial increase in most regions 
until 2002/03 after which a decline occurred. 
The most significant decline being the size of 
KwaZulu-Natal’s plantation areas from 2004/05 to 
2005/06 in which a 9% decrease occurred within 
a one-year period. In this sample period depicted 
below, the financial year 2002/03 represented the 
largest plantation area in South Africa at 1 371 628 
hectares, the lowest being the most recent year 
financial year, 2017/18 at 1 191 638 hectares.

100. The only land available for forestry expansion is 
estimated to be approximately 151 000 ha which 
is mostly situated in Northern KwaZulu-Natal 
(Zululand – approximately 50 000 ha planned) and 
the Eastern Cape (100 000 ha).71

71 Refer to Trade & Industrial Policy Strategies (TIPS) – Report for the Department of Trade and Industry: “Case study on the 
forestry regional value chain in Southern Africa: South Africa, Mozambique and Tanzania”, February 2017. Available at:https://
www.tips.org.za/research-archive/trade-and-industry/item/download/1484_36a9bd13fdcf1da1436fdbc55ac0eb31.

72 Refer to Report on Commercial Timber Resources and Primary Roundwood Processing in South Africa, 2017/18. Available at: 
https://www.forestrysouthafrica.co.za/wp-content/uploads/2019/12/Timber-Statistics-Report-2017_2018.pdf

73 Refer to DEFF submission to the Commission for merger case no.: 2019Mar0021.

74 Refer to Report on Commercial Timber Resources and Primary Roundwood Processing in South Africa. Available at the 
Forestry SA website or DEFF website.

101. Mpumalanga accounts for 41% (488 769 ha in 
2017/18) of the total afforested areas in South 
Africa.72

 .73

102. Figure 11 above presents the total area (in 
hectares) dedicated to the growing of each of 
the timber products (sawlogs, pulpwood, mining 
timber and pole logs) for the period 1999/00 to 
2017/18. 

103. On average, the annual rate of decline for the total 
area planted for each of these timber products 
ranges between 1% to 4% across the sample 
period. The most significant rate of decline at 71% 
is with respect to mining timber logs for 1999/00 
(93 132 ha) relative to 2017/18 (27 279 ha).74 Given 
that production in this sector is largely driven 
by current and future demand expectations, the 

Figure 11: Plantation size per timber product dedicated for production in hectares, 1999/00 to 2017/18

Source: DEFF Timber Statistics
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observed production fluctuations for each of the 
timber products is indicative of likely fluctuations 
in demand. For example, the designated area 
for sawlogs significantly decreased in the period 
2006/07 and plummets to its lowest point in 
2008/09 which corresponds to a decline in market 
conditions brought on by the global financial 
crisis which in turn led to a decline in construction 
activity in South Africa. 

3.5.2 Conversions of commercial forests

104. Conversions of existing forestry plantations may 
occur in the following scenarios:

104.1. Conversions of softwood plantations to 
hardwood plantations, and vice versa;

104.2. Conversions of one timber product 
to another, e.g. sawlog production to 
pulpwood production;

104.3. Conversions of forestry plantations to 
other forms of agriculture, e.g. commercial 
forestry to fruit or nut plantations; and

104.4. Rehabilitation of forestry plantations to 
conservation areas or forests that are 
protected by the State.

105. In the Western Cape, plantation areas are likely to 
decrease further overtime due to the “exit strategy” 
in place, whereby State land used for commercial 
forestry purposes is converted overtime to 
natural vegetation by a set exit date.75 Some 
plantation areas have already been rehabilitated 
and incorporated as part of conservation areas 
falling under SANParks (South African National 
Parks) a public entity under the jurisdiction of the 
Department of Environmental Affairs. This entails 
that no further commissioning or replanting of 
commercial forests will take place past the agreed 
to exit date. This mainly impacts on the growing 
of pine species timber (softwood) for sawlog 

75 Refer to Draft Management Plan for the Garden Route National Park, March 2010. Available at: https://www.sanparks.org/
parks/garden_route/about/docs/grnp_mgmnt_plan.pdf

76 Refer to merger case no.: 2004Jul1102.

77 Refer to SA Forestry Online article, 25 April 2012, “Cape Forestry Land in Limbo”. Available at: http://saforestryonline.co.za/
articles/editors_choice/cape_forestry_land_in_limbo/ and SA Forestry Online article, 11 July 2014, “Cape timber supplies on a 
short fuse”. Available at: http://saforestryonline.co.za/articles/sawmilling_and_processing/cape_timber_supplies_on_a_short_
fuse/

78 Refer to MTO Forestry report, “MTO Exit Areas Report”, 28 June 2019. Available at: http://fliphtml5.com/zkxkw/mryw/basic

79 Refer to Garden Route National Park, Draft Park Management Plan for the Period 2020-2029. Available at: https://www.
sanparks.org/assets/docs/docs/conservation/park_man/grnp-draft-plan-for-public-comment-v2.pdf

production.

106. This exit strategy came into effect in 2001, 
following a decision made in Parliament to slowly 
phase out areas used for commercial forestry in 
the Western, Eastern and Southern Cape regions. 
In particular, approximately  hectares in the 
Western Cape and  hectares in the Southern 
Cape region.76 At this point, the government 
was responsible for managing South Africa’s 
commercial forestry plantations but had taken the 
decision to dispose of the majority interest in its 
plantation activities under MTO Forestry which 
was initially wholly owned by SAFCOL. In 2001, 
commercial forestry plantations were transferred 
to MTO Forestry to operate state plantations in 
the Western Cape region.77 As part of the lease, 
MTO Forestry would be responsible to eventually 
decommission approximately 45 000 hectares 
of commercial forestry land for conservation 
purposes by 2020.78 In 2004, MTO Forestry was 
partially privatised through the acquisition of 
75% of its shares by Cape Timber Resources (Pty) 
Ltd. In 2008, a decision was taken by Parliament 
to allow for the recommissioning of about 22 
500 hectares of the exit area for commercial 
forestry purposes. The exit strategy is overseen by 
SANParks. Since 2012, over 10 000 hectares of a 
total 18 000 hectares has already been transferred 
to SANParks for conservation.79

107. It should be noted that these “exit strategies” 
are not only a salient feature of plantation land 
situated in the Western Cape, but also applied 
to plantation land across the country. This land is 
placed under conservation and is generally still 
owned by plantation owners. 

108. Currently, conversions of forestry plantations to 
other agricultural produce has not significantly 
impacted on the total hectares available. However, 
Forestry SA states that there is continued and 
increasing conversions of plantation land to the 

https://www.sanparks.org/parks/garden_route/about/docs/grnp_mgmnt_plan.pdf
https://www.sanparks.org/parks/garden_route/about/docs/grnp_mgmnt_plan.pdf
http://fliphtml5.com/zkxkw/mryw/basic
https://www.sanparks.org/assets/docs/docs/conservation/park_man/grnp-draft-plan-for-public-comment-v2.pdf
https://www.sanparks.org/assets/docs/docs/conservation/park_man/grnp-draft-plan-for-public-comment-v2.pdf
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planting of avocados and macadamias which 
is contributing to the decline in forestry land.80 
Larger areas of land have been converted from 
softwood to hardwood over time, however these 

80 Refer to Forestry South Africa, “Forestry & Forest Products Industry Outlook for 2020”. Available at: https://www.forestry.co.za/
uploads/File/Industry%20News/2020/Forestry-and-Forest-Products-Industry-outlook-for-2020.pdf.

81 Refer to Forestry South Africa, “Forestry & Forest Products Industry Outlook for 2020”. Available at: https://www.forestry.co.za/
uploads/File/Industry%20News/2020/Forestry-and-Forest-Products-Industry-outlook-for-2020.pdf

82 Ibid.

83 Ibid.

plantations still remain part of the forestry sector. 
The areas affected by conversions is summarised 
in Table 3-12 below.

Table 3-12: Land conversions of forestry plantations, in hectares

 
Softwood to 
hardwood

Hardwood to 
Softwood

Softwood to Agriculture 
and Other uses

Hardwood to Agriculture 
and Other uses

Total 
Plantation 

Land

2009/10 736 350 3,172 354 1,271,288

2010/11 7,167 2,081 316 128 1,273,357

2011/12 2,745 7,512 78 404 1,268,441

2012/13 335 234 - 204 1,265,810

2013/14 2,315 673 78 275 1,233,259

2014/15 1,958 860 - 192 1,224,004

2015/16 3,696 2,297 85 553 1,220,544

2016/17 5,645 2,735 111 502 1,299,283

2017/18 5,390 2,476 273 372 1,191,638

Source: DEFF reports.

109. The table above does not provide the 
total productive forestry land converted to 
conservation. It should also be noted that 
conversions of plantation land from softwood 
to hardwood species (and vice versa) does not 
impact on the total productive land available, 
but rather on the availability of the types of wood 
which would still impact on the volumes of timber 
products sourced by downstream processors.

3.5.3 Economic, environmental and policy factors

110. The forestry sector is highly impacted by a number 
of factors which include, inter alia, decreased 
demand in the local economy, environmental 
factors such as climate change, the risk of fires, 
pests and disease, and policy factors relating to 
land claims.

Economic factors 

111. Economic factors include the state of the global 
economy, the national economy and other 
influences causing general supply-demand 

imbalances particularly in other industries in which 
the forestry sector serves such as the mining and 
construction industries. 

112. Locally, Forestry SA noted the low levels of 
GDP growth and investment with increasing 
unemployment as factors that have an adverse 
impact on the South African forestry sector.81 
These have affected the sawmilling, mining 
timber and pole treatment industries as these 
industries are dependent on the local market 
for the sale of their products.82 In relation to 
sawlogs, demand is dependent on the building 
and construction sector, which has been 
rather volatile causing demand volatility in the 
production of sawlogs. The demand for mining 
timber is also expected to decrease as the mining 
industry is experiencing a decline in production. 
Furthermore, pole production is likely to remain 
static or decline slightly due to a decrease in 
demand from Eskom and the building industry.83 

For pulpwood, the demand fluctuates due to 
export demand for wood chips and pulp products 
both produced from pulpwood. For example, in 

https://www.forestry.co.za/uploads/File/Industry%20News/2020/Forestry-and-Forest-Products-Industry-outlook-for-2020.pdf
https://www.forestry.co.za/uploads/File/Industry%20News/2020/Forestry-and-Forest-Products-Industry-outlook-for-2020.pdf


39Competition Commission South Africa • www.compcom.co.za

2019, TWK Agri84 exported 671 799 tons of wood 
chips which is down from 702 869 tons exported 
in 2018 due to increased global stockpile of 
wood chips. Similarly, NCT Forestry85 exported 1.5 
million tons in 2019 which was lower than the 1.6 
million tons of 2018 due to reduced offtake by the 
Japanese and Indian markets as a consequence 
of instability in the US dollar exchange rate. Sappi 
exports 70% of its pulp which is produced from 
pulpwood.86

113. Global trade dynamics also have an impact on 
vertical integration in terms of exports of primary 
processed timber products. In times of economic 
downturns in the domestic market, firms may seek 
to expand or diversify into the export of primary 
processed timber products to attain higher 
profitability. For example, part of York Timbers 
strategy is to increase the export of their primary 
processed timber products (such as plywood) 
to secure sustainability of demand.87 Thus, the 
potential to supply international markets may 
stimulate expansion of either or both upstream 
and downstream integration strategies to 
compete globally. According to Forestry SA, the 
United States and China “trade war”, and BREXIT 
have also had a significant negative impact on 
the South African pulp and paper and woodchip 
industries (where  a significant percentage of these 
products are exported) in terms of the decline 
in export prices which has also put pressure on 
local pulpwood prices and as a consequence is 
negatively affecting growers.88

84 Refer to TWK Agri Integrated Annual Report, 2019. Available at: https://ec75f1d2-a0fc-47ae-89e7-b56cd7843651.filesusr.
com/ugd/338b12_f9d32dddf30c4f1c82e72342b5c268e2.pdf

85 Refer to NCT Forestry Annual Report, 2019. Available at: http://www.nctforest.com/upload/Publications/NCT%20Annual%20
Report%202019/2/

86 Refer to Global Africa Network online article, “South African sawmills are generating energy through co-generation”, 17 
January 2020. Available at: https://www.globalafricanetwork.com/2020/01/17/company-news/south-african-sawmills-are-
generating-energy-through-co-generation/

87 Refer to York Timbers Integrated Annual Report, 2019. Available at: http://www.york.co.za/downloads/YorkTimbers-integrated-
annual-report-2019.pdf.

88 Refer to Forestry South Africa, “Forestry & Forest Products Industry Outlook for 2020”. Available at: https://www.forestry.co.za/
uploads/File/Industry%20News/2020/Forestry-and-Forest-Products-Industry-outlook-for-2020.pdf.

89 Refer to Forestry South Africa’s submission on the Commission’s preliminary report.

90 Refer to Forestry South Africa’s submission on the Commission’s preliminary report.

91 Refer to KAP Industrial Holdings Limited Integrated Annual Report, 2019. Available at: https://kap.co.za/wp-content/
uploads/2019/10/kap-integrated-report-2019.pdf

92 PG Bison estimates that approximately 845 hectares of plantation land was affected by the fires. Refer to KAP Industrial 
Holdings Limited Integrated Annual Report, 2019. Available at: https://kap.co.za/wp-content/uploads/2019/10/kap-
integrated-report-2019.pdf

Environmental factors

114. The decrease in supply of timber products may be 
affected by a number of environmental factors such 
as plantation fires, disease and pest infestations 
which impact on the productivity of plantations. 
Climate change is also a major contributing factor 
on the sustainability of long-term supply. Given 
the time lag from planting to the maturity of the 
timber, these environmental factors may have a 
delayed impact on supply. According to Forestry 
SA, corporate growers are the largest contributors 
towards research to protects the industry from the 
threat of pests and disease.89 Forestry SA further 
states that it is estimated that 15% of the annual 
volumes are negatively affected by pests and 
diseases.90 

115. Wildfires have a lagged effect on the supply of 
timber products in the market as they impact 
on plantations whose output may take a few 
years before it comes into the supply pool. 
Similarly, these fires may also adversely impact on 
downstream operations. For example, PG Bison’s 
sawmilling and pole treatment operations were 
significantly impacted by fires experienced in the 
Cape Region resulting in a loss of R68 million to 
their operating profit.91 The fires devastated their 
timber supplies at both the sawmill and pole 
treatment facilities as well as a negative impact on 
short-term supply of timber products in the area.92

116. The impact of climate change in the forestry 
sector has been highly prioritized on the global 
agenda and  South Africa  has drafted two 
position papers on mitigation and adaptation 
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strategies to deal with climate change93. DEFF 
notes that the forestry sector in South Africa 
is currently experiencing significant changes 
related to climate change and these are evident 
from increasing temperatures and decreasing 
rainfall which impact on forestry productivity.94 

The frequency and level of devastation by forest 
wildfires has also increased in recent years.95

Policy factors

117. Land restitution is a government priority following 
the enactment of the Land Right Act no 22 of 1994 
which seeks to, among others, redress the injustice 
of forced removals and historical denial to access 
to land for the marginalised black population in 
South Africa. There are seven options through 
which land claims by claimant communities can be 
resolved. These include (i) land restoration in terms 
of which the land right is restored to the claimants; 
(ii) financial compensation where monetary 
compensation is awarded to the claimant; (iii) 
development compensation which allows for the 
development socio-economic infrastructure of 
the claimant communities; (iv) offer of alternative 
State or private land to the claimant community; (v) 
partnership between the claimant community and 
current landowners which ensures the continued 
productive use of the land; (vi) priority access to 
State resources where the claimant communities 
may receive priority access to the allocation and 
development of housing and land in appropriate 
development programmes; and (vii) alternate 
redress for those claimant communities who were 
dispossessed of their land prior to 1913.

118. It is recognised that the land restitution process will 
have an impact on the forestry sector. As such, the 
government has developed a number of policy 
documents which recognise and make provision 
for the impact on the forestry sector. These 
include the Participatory Forest Management 

93 Refer to Agriculture, Land Reform and Rural Development, 12 October 2009, “Impact of Climate Change on Forestry”. 
Parliamentary Monitoring Group (PMG). Available at: https://pmg.org.za/committee-meeting/10875/

94 Refer to South Africa’s 2nd Annual Climate Change Report 2016. Available at: https://www.environment.gov.za/
otherdocuments/reports/southafricas_secondnational_climatechange

95 Ibid.

96 Refer to Government Gazette Volume 622, 21 April 2017, Number 40803 Part 1 of 2.

97 Refer to S.R. Robertson, 2018. “The role of plantation forestry for promoting sustainability in South Africa” – Trade & Industrial 
Policy Strategies (TIPS). Available at: https://www.tips.org.za/research-archive/sustainable-growth/green-economy-coalition/
item/3582-the-role-of-plantation-forestry-for-promoting-sustainability-in-south-africa

98 Refer to Forestry South Africa (Forestry SA), 11 October 2018. Roger Godsmark, “The Impact of New Regulation on SA’s 
Forestry Contractors”. Available at: https://www.safca.co.za/wp-content/uploads/2018/11/Roger-Godsmark-Impact-of-
Regulations-AGM-11.10.18.pptx.

Policy, the National Forestry Action Programmes, 
Forestry Charter and the National Forests Act. 
All of these policy documents seek to promote 
equitable access to forestry resources, sustainable 
management and development of forests and the 
transformation of the sector. This is in recognition, 
in large part, of the fact that land claims by 
claimant communities would impact on forestry 
plantation land. By way of example, the Kranskop 
and Dukuduku land claims related to a combined 
14 000 hectares of land from Mondi. Similarly, the 
Ntendeka Wilderness Area land claim impacted on 
about 5 230 hectares of land used for forestry (and 
grassland) from SAFCOL and the then Department 
of Water, Agriculture and Forestry. About 105 978 
hectares of land currently owned by SAFCOL are 
subject to land claims across the country.

119. The DEFF has noted the concerns on the land claims 
relating to forestry plantations and acknowledges 
that the concerns are to be dealt with in terms of the 
Restitution of Land Rights Act.96 In 2008, the then 
Department of Land Affairs (now the Department 
of Rural Development and Land Reform (DRDLR)) 
approved a model for the settlement of land 
claims over forestry plantation land. This model is 
still in effect today and includes the sale of land to 
the State for transfer to land claimants and then 
the lease-back of the land by the seller from the 
claimants. One of the challenges faced by the 
sellers is the challenge and risk that once sold, the 
plantations will be used to farm other crops, as 
opposed to forestry plantations. This poses the risk 
of diversion of output from forestry to agriculture. 
The risk of diversion of output is based on the 
challenge of persuading and encouraging the 
claimants to pursue lucrative long run returns.97 It 
is estimated that between 60% and 70% of forestry 
land is under claim in South Africa in 2018.98

120. The Department of Public Enterprises also 
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recognises the risk of output moving away from 
forestry and proposes several strategies that can 
be employed in order to ensure that forestry 
production is not negatively impacted. The 
strategies, which are set out later in this report, 
are premised on ensuring the integration of 
claimant communities into the forestry sector in a 
sustainable and commercially sound manner.

3.5.4 Volatility of demand

121. The upstream production of timber products 
requires significant time and is a capital-intensive 
operation. Therefore, it may be a while before 
returns on investment can be realised through the 
sale of timber products to downstream processors. 
Given the long-term dynamics of the forestry 
sector, supply fluctuates over time. As such, the 
forecasting of future demand is important to 
ensure consistent supply of the timber products 
which may be required by the primary processors. 
99However, downstream demand for timber 
products is largely determined by the dynamics 

99 There are both demand-side and supply-side dimensions impacting the quantity or volume availability of timber products in 
the market.  For example, demand or sales of the specific timber products in year x may determine the supply in year y. Precise 
forecasting is also dependent on the upstream supplier’s perceptions of future demand which is linked to uncontrollable 
factors of the state of economy. For example, a slump in the economy in year x may also hinder the investment undertaken to 
plant and maintain timber till year y.

100 The majority of the minerals included in the construction of the index are produced underground hard rock mining techniques 
and these include gold, iron, copper, nickel, diamonds and platinum.

in the industries wherein the processed timber 
products are used. 

122. As previously indicated, demand for processed 
timber products is largely driven by the market 
dynamics at play in the industries in which these 
products are used. Some of the larger sectors that 
process timber products include the mining and 
general building sectors. As such, the observed 
volatility in the downstream processing level of 
the value chain is largely driven by the volatility in 
these sectors. 

123. Figure 12 below shows the Statistics South Africa 
(Stats SA) mining production index.100 As can be 
seen from Figure 12 below, the mining sector has 
been relatively volatile during the period 1994 to 
2017.

124. The observed volatility over this period has 
an impact on the demand for mining timber 
products. For example, Who Owns Whom reports 
that the mining timber segment has declined due 
to reduced commodity prices as a result of the 

Figure 12: Mining production index, 1994 - 2017

Source: Stats SA
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reduction in exploration and capital expansion 
investment in the mining sector.101

125. The building and construction industry is also a 
key market for structural sawn timber products 
produced from sawlogs. The demand for sawlogs 
may be measured by the economic activity 
recorded for this industry. Figure 13 above presents 
the index of buildings completed for the period 
2000 to 2018 as a proxy102 of demand volatility 
in the building and construction industry103. This 
index is attained from the South African Reserve 
Bank (SARB). It is clear that the industry has faced 
a number of fluctuations over time, for example 
a sharp decline in completed buildings after the 
2008/09 financial crisis. In addition, the figure 
shows that the number of completed buildings 
has not recovered to levels recorded during the 
2007-2008 period (in which it reached its peak) 

101 Refer to Who Owns Whom Industry Report on Forestry and Related Services, Sic Codes: 12100 and 32101. March 2018.

102 The economic activity of the building and construction industry may be measured by the indexed number of buildings 
completed annually.

103 Refer to SARB online statistical query (historical macroeconomic timeseries information, Code: KBP7064Y – “Indicators of real 
economic activity: Buildings Completed”, index is based on constant seasonally adjusted 2015 prices, i.e. Index 2015=100 as 
the base year.

104  Refer to Who Owns Whom Industry Report on Forestry and Related Services, Sic Codes: 12100 and 32101. March 2018.

105  Ibid.

106  Ibid.

over the 2000-2018 period. 

126. Furthermore, Sawmilling South Africa reported 
the decrease in demand for sawn timber products 
in early 2018 which may be ascribed to the 
long delay in construction investment, rising 
construction input and labour costs, and the 
impact of competition from the metal industry 
with light gauge steel replacing timber products 
as a construction material input.104 The decline in 
household disposable income has also impacted 
on the overall demand for furniture in which sawn 
timber is used.105

127. In the pulpwood market, demand is linked to 
end-consumer markets for paper products. For 
example, the demand for newsprint has declined 
due to the decrease in printed news in favour of 
digital news mediums,106 although Sappi reports an 

Figure 13: Index of buildings completed, 2000-2018

Source: South African Reserve Bank (SARB).
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increase in demand for alternative pulp products, 
i.e. dissolving wood pulp which is used in textiles 
and a number of other household products.107 
Furthermore, in the packaging industry, due to the 
severity of drought in the Western Cape, South 
Africa’s major fruit agricultural region, demand for 
packaging has declined as a result.108

128. Overall, demand for timber products is impacted 
by end-consumer markets which is impacted by 
a number of factors such as economic climate, 
environmental conditions, and substitutability 
of timber products with other materials such as 
metal and digital mediums.

107  Ibid.

108  Ibid.
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4.1 Introduction

129. This section discusses the economics of vertical 
integration in the forestry market. Given the 
demand and supply fluctuations, contraction in 
output and the long-term nature of the production 
process for logs, as noted in preceding sections, 
it is appropriate to conclude that logs are a 
scarce resource. It is for this reason that vertical 
integration and long-term supply contracting 
are used in this sector as a strategy to ensure 
security of supply for downstream operations. 
It is noteworthy, however, that while vertical 
integration may be beneficial to and may even 
lead to more efficient outcomes for integrated 
firms, it may also result in reduced opportunities 
for entry and expansion of other non-integrated 
firms by reducing their source of supply, or only 
supplying intermittently. In some instances, it can 
also provide, inadvertently or deliberately, the 

opportunity for vertically integrated firms to raise 
their rivals’ costs or restrict the supply of a goods 
resulting in the vertically integrated firm gaining or 
entrenching its market power. If downstream firms 
cannot gain access to an input at a competitive 
price, they may be forced to exit the market or 
rendered ineffective rivals.

4.1.1 A summary of the large vertically integrated players

130. The South African commercial forestry market 
consists of several vertically integrated firms of 
varying sizes, with the largest vertically integrated 
players being SAFCOL, and the corporates Sappi, 
Mondi, PG Bison, the MTO Group, Merensky, TWK 
Agri, NCT Forestry and the Rance Timber Group. 
Table 4-1 below shows the large (corporate) 
vertically integrated firms and their downstream 
processing plants by the different regions.

Table 4-1: Large Vertically integrated players

 Number of Plantations Number of Downstream Plants

Firm Cape Region
KwaZulu-

Natal Region

Northern  

Region
Cape Region

KwaZulu- 

Natal Region

Northern  

Region

SAFCOL
Hardwood and 

Softwood (16)
1

TWK Agri

Hardwood and softwood plantations with the 

majority situated in eSwatini which provides tim-

ber to downstream operations in South Africa

1 3

Mondi
Hardwood 

and Softwood 

Hardwood and 

Softwood
2

Sappi
Hardwood 

and Softwood

Hardwood and 

Softwood
2 2

UCL Softwood (4) 1

SECTION 4

ASSESSMENT OF VERTICAL 
INTEGRATION AND CONTRACTING
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 Number of Plantations Number of Downstream Plants

Firm Cape Region
KwaZulu-

Natal Region

Northern  

Region
Cape Region

KwaZulu- 

Natal Region

Northern  

Region

MTO

Hardwood 

and Softwood 

(8)

Hardwood (4) 3 3

PG Bison

Hardwood 

and

Softwood (2)

3

NCT Forestry
Multiple hardwood and softwood owned by 

NCT and members
3

Merensky
Hardwood 

and Softwood

Hardwood 

and Softwood
Hardwood 1 2 2

York Timbers Softwood (7) 5

Rance Timber 

Group

Hardwood 

and Softwood
2

Source: Submissions by firms (2019) and multiple online sources. 

109 Refer to the websites of the MTO Group and its subsidiaries.

110 Refer to KAP Industrial Integrated Report 2019. Available at: https://www.kap.co.za/wp-content/uploads/2019/10/kap-integrated-
report-2019.pdf

111 Refer to the Sappi website.

112 Refer to the Mondi website.

113 Refer to SAFCOL information obtained from the FSC.

114 Refer to York Timbers Integrated Annual Report, 2019. Available at: http://www.york.co.za/downloads/YorkTimbers-integrated-
annual-report-2019.pdf

131. The breakdown of these large corporates and 
SAFCOL are as follows:

131.1. The MTO Group has its operations in 
both the Cape Region and Northern 
Region. In the Cape Region, MTO has 
the highest number of plantations 
and downstream mills, with a total of 
eight plantations growing a mixture of 
hardwood and softwood compartments 
and three softwood sawmills. MTO also 
has hardwood plantations in the Northern 
Region with three pole treatment plants 
owned by subsidiaries of the Group;109 

131.2.  PG Bison has mixture of hardwood 
and softwood trees grown in their two 
plantations, and three processing plants 
which includes one softwood sawmill, a 
pole treatments plant and a particle board 
plant;110 

131.3.  Sappi and Mondi operate hardwood and 
softwood plantations owned by them and 
members or small-timber growers under 
their grower schemes in the KwaZulu-
Natal and Northern Regions. Sappi has two 
pulp mills in the KwaZulu-Natal Region, 
and a pulp mill and softwood sawmill in 
the Northern.111 Mondi operates two pulp 
mills in the KwaZulu-Natal Region;112 

131.4. In the Northern region, SAFCOL has the 
largest plantations with 16 plantations 
growing both hardwood and softwood 
tree species as well as one softwood 
sawmill all located in the Northern 
Region;113 

131.5.  York Timbers grows mainly softwood 
in their plantations which feed their 
five sawmill operations in the Northern 
Region;114 

https://www.kap.co.za/wp-content/uploads/2019/10/kap-integrated-report-2019.pdf
https://www.kap.co.za/wp-content/uploads/2019/10/kap-integrated-report-2019.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
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131.6. The Rance Timber Group operates 
Amathole Forestry (their plantations) 
which supplies mainly two their two 
softwood sawmills in the Cape Region;115 

131.7.  UCL is a smaller corporate player which 
used to be registered as Union Co-
operative, it has four owned softwood 
plantations with a number of plantations 
owners as members (still attached to UCL 
since its co-operative days) feeding a 
singular sawmill operation all located in 
the KwaZulu-Natal Region;116 

131.8.  Merensky has plantations in all the regions 
with a mixture of softwood and hardwood 
species grown in their plantations in the 
Cape Region and KwaZulu-Natal Region 
and only a hardwood plantation in the 
Northern Region. They operate three 
sawmills split between the Cape (one 
sawmill) and KwaZulu-Natal (two sawmills) 
Regions. Merensky also has a hardwood 
sawmill and a pole treatment plant located 
in the Northern Region117 

131.9.  TWK Agri has plantations in the KwaZulu-
Natal and Northern Regions of South 
Africa. However, most of its plantation 
land is located in eSwatini. Some of TWK 
Agri downstream operations are located 
in South Africa, where it operates one 
wood chipping plant in KwaZulu-Natal.118 
Through its majority share acquisition in 
Bedrock, it has 3 mining timber sawmills 
located in the Northern Region. TWK 
Agri’s remaining downstream plant is 
located in eSwatini; and 

131.10.  NCT Forestry is a large co-operative 
with members across all three regions. 
It also operates its own plantations. NCT 
Forestry has three wood chipping plants 
in the KwaZulu-Natal Region.119 According 
 

115 Refer to the Rance Timber Group website. Available at: http://www.rancetimber.co.za/about-us

116 Refer to UCL Company (Pty) Ltd Annual Report, 2019. Available at: https://www.ucl.co.za/about-us/corporate/annual-reports.html

117 Refer to Merensky website. Available at: https://merenskytimber.com/about-2/

118 Refer to TWK Agri website.

119 Refer to NCT Forestry website.

120 Refer to Forestry South Africa’s submission on the Commission’s preliminary report dated August 2020.

121 Refer to Harvard Business Review (HBR), R.D. Buzzell, January 1983 Issue: “Is Vertical Integration Profitable”. Available at: https://
hbr.org/1983/01/is-vertical-integration-profitable

to Forestry SA, NCT Forestry operates 
on a “willing buyer, willing seller” model 
and pay an annual bonus to members 
based on profits generated through its 
downstream trading of timber.120 NCT 
Forestry members are however able to 
sell their timber to other buyers and are 
not tied strictly to NCT Forestry. 

4.2 Economics of vertical   
 integration in the forestry  
 sector

132. The discussion below first sets out an overview on 
some economic literature on vertical integration, 
second, the importance of having a secure supply 
of logs for the downstream processing mills and, 
third, discusses the importance of having security 
of demand for upstream plantations.

4.2.1 Economic literature on vertical integration 

133. In this subsection, we provide a summarised 
overview of literature that evaluates the economics 
of vertical integration. There is a large body of 
economic literature that assesses the reasons 
behind a firm’s decision to vertically integrate 
which involves both supply-side and demand-side 
strategies from the perspective of both upstream 
and downstream firms in the value chain. This is to 
provide background on the economic dynamics 
of vertical integration in the forestry sector and its 
impact on competition. 

134. Vertical integration may be defined as the 
“combination, under a single ownership, of two or 
more stages of production or distribution (or both) 
that are usually separate”.121 In terms of the forestry 
sector, this combination refers to the ownership of 
plantations and processing plants by a single firm 
which will utilise the products produced at the 
plantation as an input at its processing facilities to 
produce an output.

http://www.rancetimber.co.za/about-us
https://www.ucl.co.za/about-us/corporate/annual-reports.html
https://merenskytimber.com/about-2/
https://hbr.org/1983/01/is-vertical-integration-profitable
https://hbr.org/1983/01/is-vertical-integration-profitable
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135. The factors behind a firm seeking to vertically 
integrate include the following:

135.1. If integration is considered from a price 
theory perspective, literature suggests 
that output price influences the choice 
of ownership structure of firms, where 
integration increases with the price 
level.122 For example, from a downstream 
perspective, this suggests that firms may 
decide to integrate based on the firm 
achieving lower prices if it can provide 
the raw material more cost effectively 
than a supplier. As a result, the firm may 
limit or eliminate the procurement and 
selling costs incurred when two separate 
firms own two stages of production, i.e. 
the reduction of transaction costs at these 
points of the value chain;

135.2. In addition to price theory, in a contract-
based market for inputs, the transaction 
costs of constant re-contracting for 
the supply of inputs may be high and 
reduced by integration or long-term 
contracting. This refers to the cost of 
contracting the supply of inputs from an 
external upstream supplier as opposed 
to backward integration by downstream 
firms;123 

135.3. Vertical integration may be necessary 
to provide assurances for the supply of 
critical inputs – i.e. reduce uncertainty 
of the supply of raw material. Vertical 
integration is common in a market 
characterised by uncertainty. Firms have 
an incentive to integrate to ensure a 
supply of raw material to satisfy a market 
in which there is a high probability of 
demand;124

122 Refer to Legros, P., & Newman, A.F. (2013). “A Price Theory of Vertical and Lateral Integration”. The Quarterly Journal of Economics, 
128(2), 725-770.

123 Refer to Coase, R.H. (1937). “The Nature of the Firm”. Economica, 4, 386-405.

124 Refer to Carlton, D.W. (1979). “Vertical Integration in Competitive Markets Under Uncertainty”. The Journal of Industrial Economics, 
27(3), 189-209.

125 Refer to Williamson, O.E. (1971). “The Vertical Integration of Production: Market Failure Considerations”. The American Economic 
Review, 61(2), 112-123.

126 Refer to Carlton, D.W. (1979). “Vertical Integration in Competitive Markets Under Uncertainty”. The Journal of Industrial Economics, 
27(3), 189-209.

127 Refer to Legros, P., & Newman, A.F. (2013). “A Price Theory of Vertical and Lateral Integration”. The Quarterly Journal of Economics, 
128(2), 725-770.

135.4. Vertical integration may induce efficiencies 
such as cost reductions through improved 
coordination of the firm’s production 
processes.125 For example, production 
processes may become more efficient 
given the firm’s ability to control and 
acquire a commitment of sales via the 
downstream level as well as ensure a 
particular standard of quality of raw 
material;

135.5. Backward integrated firms may be better 
equipped to innovate or more likely 
to invest in innovative technologies to 
improve the coordination of production;126 
and

135.6. Provide the vertically integrated firm with 
the ability to compete more effectively in 
a market with high barriers to entry.

136. Apart from the benefits to a firm vertically 
integrating along the value chain, challenges 
and/or inefficiencies may arise if a firm chooses 
to vertically integrate. These are important to 
consider for this study as it may explain, or support 
inefficiencies found with vertically integrated 
firms in the forestry sector during our analysis. 
The challenges to vertical integrating a firm may 
involve the following:

136.1. Considerable capital requirements 
may be necessary to integrate either 
backward or forward. For a firm looking 
to vertically integrate, high investment 
intensity may lead to low profitability 
unless the operating cost savings of 
vertical integration are substantial to be 
profitable;127 and

136.2. Greater “efficient functioning” may be 
required when combining various stages 
of production or distribution. Whether 
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from the upstream to the downstream 
operation (or vice versa), a “minimum 
efficient scale” of operation for integrated 
operations may differ for efficient overall 
production. Scale requirements may differ 
amongst vertically linked operations such 
that integrated firms must either operate 
at a scale sufficiently large enough to 
satisfy requirements at the most volume 
dependent production stage or be at 
risk of operating with inefficient scale at 
one or more of its production stages. The 
benefits of vertical integration may likely 
be more feasible for firms with greater 
market shares relative to competitors 
in the market as it involves large-scale 
operations.

137. Transaction cost economics is a popular 
theoretical approach to analysing the factors 
behind a firm’s decision to integrate along its 
industry’s value chain and vertical contractual 
relationships amongst firms. In application, 
firms either have the option to: (i) outsource the 
production of intermediary and final goods and 
services or the production and supply of inputs 
through some form of contractual relationship; or 
(ii) own both stages of production and distribution 
of inputs and outputs in the value chain (vertical 
and horizontal integration). 

138. In transaction cost economics, the incentive 
for firms to vertically integrate (regardless of 
upstream or downstream) is dependent on three 
principal dimensions:128 (i) frequency in which 
transactions recur; (ii) the degree of uncertainty 
to which the transaction occurring is subject; and 
(iii) the condition of asset specificity.129 By way of 
an example, the more frequent the transactions 
recur, the higher degree of uncertainty in which 
the transaction occurring will be available at future 
points and the larger the extent of asset specificity 
or investment such as the immovability of a 
processing plant or even the beneficial proximity 
of a production plant, suggest a situation in which 

128 Refer to Williamson, O.E. (1979). “Transaction-Cost Economics: The Governance of Contractual Relations”, The Journal of Law 
and Economics, 22(2), 233-261.

129 Asset specificity is defined as the extent to which the investment made to support a particular transaction have a higher value 
to that transaction than otherwise would have if they were used for any other purpose. In other words, a larger degree of asset 
specificity implies idiosyncratic investment which is distinct to a particular purpose and would not easily be transferable to 
another operation or type of transaction. In terms of the forestry industry, a downstream firm investing in specialised machinery 
that can only be used for a particular purpose and with particular mix of timber products would require very distinct raw material 
to produce output. 

a firm has incentive to vertically integrate if it 
lowers cost and sufficiently secures the availability 
of supply that would otherwise not be achieved 
through a contractual transaction with a supplier. 
A similar interpretation of the principles specified 
above may apply with respect to firms who are 
already vertically integrated but continue to 
supplement supply of inputs through contractual 
or even non-contractual transactions. 

4.2.2 Downstream processing: security of supply 
 of logs 

139. Access to supply of logs is the single most 
important factor to the long-term sustainability 
of downstream processors. As mentioned in the 
previous section, there are several factors that 
influence the ability for downstream firms to source 
timber products such as the location of plantations 
to downstream firms’ facilities, the quality of timber 
products required by downstream firms as well as 
continuity of supply (certainty). In addition, the 
supply of timber products is impacted by a number 
of factors such as the rate of new afforestation, 
conversions of plantations to other agricultural 
products or species, exit strategies, environmental  
factors (such as fires, pests and disease), as well 
as economic conditions that influence supply of 
timber to external downstream firms. Downstream 
firms rely on a consistent supply of logs to be 
sustainable which is sought through either supply 
contracts, the open market or both. 

140. As mentioned in the subsection above, 
uncertainty is one of the principal factors 
incentivising downstream firms to backward 
integrate to ensure security of supply. The main 
reasons for downstream firms to be integrated 
with an upstream plantation is to ensure access 
to consistent and continuous supply of logs which 
is a critical factor not only for sustainability but 
also for competitiveness. The factors impacting 
on small vertically integrated and non-integrated 
downstream firms from accessing timber products 
are as follows: 
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140.1. The lack of long-term supply contracts 
(or any transaction type that provides 
certainty, consistency and continuity of 
supply) provided by plantations owners 
may impact on the ability for small 
vertically and non-vertically integrated 
downstream firms to access logs. As will 
be discussed in the subsections below, 
small downstream players, unlike large 
corporate players, are often not able to 
secure long-term supply contracts due to 
their size;

140.2. Quality of the timber product may 
be lost due to timber procurement 
operations which has a large impact on 
timber quality (such as wood density 
or species composition) apart from 
the actual growing and maintaining of 
the timber.130 Studies have shown that 
by controlling wood quality, improved 
timber/fibre recovery and utilisation in 
timber procurement is possible.131 Hence, 
backward integration by downstream 
firms may result in the optimisation of 
timber processing and recovery rate at 
the processing plant. Optimisation and 
control of quality results from the overall 
raw material supply chain and includes 
tree improvement, management planning, 
silviculture, past the wood procurement 
stage right through to mill handling and 
processing after delivery;132

140.3. Paying higher prices for timber products 
which is inflated by the ability for large 
vertically integrated firms being able to 
push market prices higher to supplement 
their own internal log supply with those 
on the open market;

140.4. The scarcity of logs is another factor that 
raises significant concerns and challenges 
of supply to small vertically integrated 
and non-vertically integrated downstream 
firms. The scarcity of the logs can be 
attributed to various exogenous factors 
(i.e. listed in the industry trends section). 

130 Refer to Ackerman, P., Längin, D. and Olsen, G. (2012). “Timber Harvesting and Transport”, in South African Forestry Handbook 
(5th ed., pp. 353-367). The Southern African Institute of Forestry (SAIF).

131  Ibid.

132  Ibid.

This constant state of shifting demand by 
“end-customers” and supply constraints 
creates challenges for downstream 
processors. The market is highly cyclical 
causing fluctuations in the supply of 
logs. These factors create price volatility 
and may adversely affect the quality of 
logs reducing the quantity of supply in 
the market that meets the standard for 
credible certified timber.  Therefore, the 
market for the logs can be unpredictable 
in terms of supply, price and quality; and 

140.5. Vertical integration by others also 
attributed to the scarcity of logs which 
may directly or inadvertently impact 
on the ability for these firms to remain 
sustainable and competitive. It is important 
to reiterate that in the forestry sector there 
is a limited size of land available for new 
afforestation and thus the development 
of new plantations for a firm that seeks 
to backward integrate. Most backward 
integration would be sought through 
M&A, tapping into existing plantations and 
the downstream firms they supply. Under 
this scenario, backward integration would 
inevitably result in another downstream 
player(s) receiving restricted volumes 
since the integrated firm would seek to 
internally supply before selling excess 
volumes (if any) to other downstream 
players. For example, small vertically 
integrated and non-vertically integrated 
downstream firms compete for their 
required volumes with large corporates 
who have significantly larger production 
capacities and thus volume requirements.

141. The lack of access to timber products by small 
vertically integrated and non-vertically integrated 
downstream firms results in a vicious cycle which 
impedes the ability of these firms to grow, i.e. the 
less likely they are to obtain a secure, consistent 
and continuous supply of logs, the smaller they 
will remain given the presence of (large) vertically 
integrated firms in the forestry sector. Access 
to consistent and continuous supply of timber 
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products provides the following main benefits to 
downstream firms:

141.1. Downstream firms are better able to 
plan and invest in their operations. These 
investments can result in improvements 
in the efficiencies of the downstream 
processing facility through equipment 
upgrades, skills development, etc. For 
example, equipment upgrades allow for 
improved recovery of timber and perhaps 
relatively lower production costs. This 
enhances both consumer and producer 
welfare. According to Forestry SA, the only 
way downstream processors can grow is 
to have a secure log supply, which would 
make it less risky to invest further in their 
businesses;133

141.2. Capital loans (from banks and other 
financial institutions) or investors are more 
likely to grant (sufficient) loans or invest 
if a firm is able to provide assurances 
of its sustainability. As such, continuity 
(certainty) and consistency (in quality) of 
supply ensures that the downstream firms 
are able to attract and retain customers 
(i.e. have sufficient supply to meet 
customer demand). This may for example 
ensure adequate cash flow and revenue 
growth to obtain financing for further 
investment. As such, given that investment 
in downstream processing plants is highly 
dependent on a steady stream of log 
supply, uncertainty relating to access and 
consistency will deter investments into 
this sector; and

141.3. Given the volatility of the forestry sector 
with regards to the demand of processed 
timber products, vertically integrated 
players may be better able to remain 
sustainable during economic downfalls as 
they are able to mitigate price increases, 
optimise and plan for future demand (at 

133 Refer to SA Forestry Online article, 8 August 2017. “Sawmillers facing challenging future”. Available at: http://saforestryonline.
co.za/articles/sawmillers-facing-challenging-future/   

134 Refer to SA Forestry Online article, 8 August 2017. “Sawmillers facing challenging future”. Available at: http://saforestryonline.
co.za/articles/sawmillers-facing-challenging-future/   

135 York Timbers submits that it is important to note that these recovery rates are not directly comparable since the dimensional 
size of timber may differ to those elsewhere in the world. Therefore, the saw technologies used for the cutting of timber and 
processing thereof may substantially differ across different countries. As a result, the recovery rate of timber may significantly 
differ and not be comparable. Refer to York Timbers submission dated 16 September 2020 in response to the Commission’s 
Preliminary Report.

the plantation level) and quality, secure 
financing and be able to reduce cost of 
raw material input of timber products.

142. By way of an example, we present the challenges 
faced by small vertically integrated and non-
integrated downstream processors of sawlogs to 
highlight the benefits and reasons for backward 
vertical integration:

142.1. Sawmills require a reliable and minimum 
supply of sawlogs (of particular quality 
specification) in order to reach their 
minimum efficient scale to offset their 
(fixed) operating costs (this similarly 
applies to other types of timber 
processing plants). A new entrant would 
need to ensure that it can source sufficient 
volumes of raw material to be make the 
investment worthwhile;

142.2. Without a secure supply of sawlogs it is 
difficult for sawmills to secure financing 
to upgrade a facility to be efficient and 
competitive in a market. In terms of the 
downstream processors of sawn timber, 
another major challenge in the is the 
recovery rate attained from the sawlog 
itself. This refers to the volume percentage 
of a log that is turned into useable timber. 
The recovery rate for inferior grade logs 
are lower compared to higher quality 
logs. This poses a significant concern to 
sawmills that consistently receive lower 
grade logs as they incur additional costs to 
extract the wood that is usable. Currently 
the average recovery rate in South Africa is 
49%. This means that less than half of the 
sawlogs are turned into timber that can 
be sold. The global average is between 
55% and 60%.134135 South Africa ranks 
below the global average benchmark.  
The average recovery rate of the sawlogs 
further reduces the supply available in the 
market;

http://saforestryonline.co.za/articles/sawmillers-facing-challenging-future/
http://saforestryonline.co.za/articles/sawmillers-facing-challenging-future/
http://saforestryonline.co.za/articles/sawmillers-facing-challenging-future/
http://saforestryonline.co.za/articles/sawmillers-facing-challenging-future/
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142.3. A higher recovery rate can provide better 
consistency and increase the supply of logs 
thereby improving the long-term planning 
decisions. Apart from consistency of 
quality logs, another factor that influences 
the recovery rate is the technology and 
equipment used in sawmills. A better 
recovery rate is achieved if better, more 
specialised equipment is used which 
requires an investment to upgrade. The 
lack of continuity of supply results in the 
inability to invest more into upgrades. 
Sawmillers need to develop new, innovate 
products that make it possible to use 
more of the log, offcuts and residues and 
improve management and training of 
sawmill staff. This requires capital to invest 
in human resources and technology to 
improve the recovery rate.136 The required 
investment has been estimated to be in 
the order of R40 million. This required 
re-investment in sawmill equipment, 
includes new kilns and improvements 
to the boilers and factory buildings. The 
process to modernise and redesign the 
sawmill resulted in a significant increase 
in timber recovery rates, that at times the 
firm achieved recovery rates in excess of 
.137

142.4. It is also important to note that the 
limited availability of supply or short term 
contracts also affects a firm’s efficiency 
because it is difficult to forecast and 
plan, which makes it tough to meet the 
downstream supply commitments. By 
way of example, SA Forestry Online cites 
an independent sawmiller that has a one-
year log supply contract with SAFCOL 
(its biggest supplier of sawlogs) who 
complained that such short duration 
contracts make it almost impossible to 
plan ahead.138 This adversely affects the 
ability of sawmills to expand and invest in 
technology that generates efficiencies to 

136 Refer to SA Forestry Online article, 8 August 2017. “Sawmillers facing challenging future”. Available at: http://saforestryonline.
co.za/articles/sawmillers-facing-challenging-future/

137 Refer to merger case no.: 2019Mar0021. 

138 Refer to SA Forestry Online article, 8 August 2017. “Sawmillers facing challenging future”. Available at: http://saforestryonline.
co.za/articles/sawmillers-facing-challenging-future/ 

make the sawmill more competitive; and

142.5. An additional factor that is also important 
to consider is the quality of the sawlogs. 
This is dependent on the processing 
activity of the sawmills, which may require 
access to higher grade (longer and thicker) 
logs to produce the final product. Access 
to good quality logs is one of the biggest 
constraints to growth and development of 
the sawmills – particularly the independent 
sawmills. Therefore, it is imperative for 
downstream sawmills to not only secure 
access to sawlogs, but to also ensure that 
they procure good quality logs.

4.2.3 Upstream production of logs: security of 
 demand for plantations

143. Another aspect of vertical integration in the 
forestry sector is forward integration by upstream 
plantation owners into downstream processing. 
Although not a common trend in the forestry 
sector (since many large plantation owners already 
operate at the downstream level), plantations 
owners also seek to secure demand for their 
timber products by downstream processors. 
Furthermore, the value-add process by 
downstream processors may generate additional 
revenue streams for upstream firms to expand 
their business as well as allow for more informed 
planting and thus optimisation of production at 
the upstream level. This may lead to entry into or 
further expansion of downstream operations.

144. The production and supply of logs is a complex 
and intricate process. Upstream firms rely on 
revenue generated from the sale of logs produced 
at their plantations. As previously mentioned, 
there are many types of logs that plantations 
may produce and supply, given the multiple sub-
markets. The type of log (also distinct with respect 
to tree genera, i.e. hardwood or softwood) planted 
impacts on the period in which plantations expect 
to receive a return on their production. For 

http://saforestryonline.co.za/articles/sawmillers-facing-challenging-future/
http://saforestryonline.co.za/articles/sawmillers-facing-challenging-future/
http://saforestryonline.co.za/articles/sawmillers-facing-challenging-future/
http://saforestryonline.co.za/articles/sawmillers-facing-challenging-future/
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example, sawlogs require a much longer rotation 
period relative to the growth and harvesting 
periods for pole logs.139 Even though sawlogs 
may fetch a higher value per volume relative to 
pole logs, due to lengthy tree rotation periods, 
a new entrant may only generate revenue after 
20 to 30 year period compared to 8 to 12 years 
for a pole log.140 The longer the rotation period, 
the more capital resources required to endure for 
that length of time. Capital resources would be 
used to maintain the trees whilst it grows to the 
dimensions and quality required to fetch higher 
returns. This includes expenses such as fire control 
management, weeding, pruning and thinning of 
the forest (or compartment(s)), pest and disease 
control measures, fertiliser, etc. 

145. For more seasoned plantation owners, production 
and supply strategies for timber production 
is planned such that trees are available on a 
sustainable basis, i.e. often on an annual basis. 
Plantation owners plan the volumes to be supplied 
in a particular year thus relying on perception 
and predictions of future demand. Plantation 
management is an ongoing exercise and occurs 
before and during the planting process and 
maintenance phases. Before planting, plantation 
owners generally rely on current demand and 
economic factors before deciding the volumes or 
types of trees to be planted. During the growth 
period, plantation owners may regularly assess 
the current tree volumes and in the early phases 
may be able to make adjustments to optimise for 
future demand. This entails knowing the volumes 
that could be derived from each compartment 
and when it can be harvested as well as any 
by-products which can be sold to supplement 
revenue generation. Therefore, the planting 
strategies by upstream firms are directly linked 
to overall market demand for processed timber 
products. For example, mining timber is grown 
specifically for end-applications associated with 
the mining industry, hence if there is a decline in 

139 As previously mentioned in the section above, sawlogs require between 20 to 30 years to reach maturation sufficient for harvest, 
whilst pole logs may take between 8 to 12 years to mature before harvest.

140 For example, in the time that it has taken a new entrant for the production and supply of sawlogs to generate revenue from its 
sawlog harvest, a pole log producer would have earned between 2 and 3 rotation periods worth of revenue. 

141 Refer to SAFCOL integrated report 2016/2017. Available at: http://www.safcol.co.za/who-we-are/integrated-reports/

142 Refer to Oberholzer, F. (2012). “Harvest Planning”, in South African Forestry Handbook (5th ed., pp. 411-416). The South African 
Institute of Forestry (SAIF).

143 Refer to Ackerman, P., Längin, D. and Olsen, G. (2012). “Timber Harvesting and Transport”, in South African Forestry Handbook 
(5th ed., pp. 353-367). SAIF.

demand for mining timber, this would impact on 
the volumes planted for future harvests. 

146. As an example of the strategies that may be 
used by upstream firms, a hardwood plantation 
may decide between growing either pole logs 
(used for transmission or building and fencing 
purposes) or sawlogs (that will be used for sawn 
timber production). In the period that it takes the 
plantation to grow hardwood sawlogs (average 
rotation period of 22 years), the plantation 
could have produced and supplied at least two 
rotations of pole logs (average rotation period 
of between 8 to 12 years). However, revenue 
may still be generated if the plantation were to 
select the 22 year rotation cycle for hardwood 
sawlogs as regular maintenance and thinning 
of the compartment is generally undertaken 
between harvests. This means that some years 
the plantation owner may be able to sell a small 
proportion of pole logs derived from a sawlog 
focused compartment. In this scenario, plantation 
owners may choose to grow sawlogs over pole 
logs (if all other factors are held constant). As 
an example of plantation rotation periods after 
harvest, SAFCOL plantations are harvested on 
an 8 to 30-year cycle, dependent on the type of 
timber products. For each harvest, SAFCOL will 
replant the harvested area which amounts to 
approximately 5% of their plantation area that is 
replanted every year. If SAFCOL harvests mature 
pine trees on a 30-year rotation cycle, then for 
every one of these compartments harvested they 
will plant another to be harvested in 30 years.141

147. Since every aspect of the tree planting and 
growing process requires an integrated planning 
process to ensure sustainability of the plantation 
and maximum returns, it is imperative for 
harvesting to take place at its scheduled time.142 
Harvesting of timber and transport costs also 
constitute a large proportion of mill-delivered 
costs of timber products.143 For example: (i) if 
harvesting occurs too early the plantation risks 

http://www.safcol.co.za/who-we-are/integrated-reports/
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hampering further maturity of the tree which 
may have implications on the overall quality at 
harvest; and (ii) if too late, then the upstream firm 
risks incurring higher deviated costs to maintain 
the trees over a longer period as well as risk the 
quality of the timber after harvest. Therefore, it is 
imperative that these operations are performed as 
efficiently and cost-effectively as possible within 
range of the strategically planned period. Given 
the sensitivity of planning the rotations this needs 
to be planned precisely. Timber is harvested 
according to a rotation plan once timber has 
reached maturity. Thus, the lack of demand at the 
time for harvesting would impact on the revenue 
generation and cash-flow of the upstream firm.

148. Given the dynamics of the upstream production 
and supply of timber products presented above, 
we provide a list of factors which may incentivise 
upstream firms to forward integrate into the 
production and supply of processed timber, i.e. 
integrate into the downstream level of the forestry 
value chain. These factors are as follows:

148.1. Upstream plantations require a secure 
demand of logs from downstream 
processors to generate revenue and 
earn a return on their investment to 
remain sustainable in the market. A key 
characteristic of the forestry sector is that 
investment decisions and implemented 
operations (in plantations) lock up capital 
for relatively long time periods.144 In 
particular, sustainability of future yields 
is driven by the upstream firm earning 
sufficiently to generate cash-flow to 
undertake daily operations and continue 
to operate in the market;

148.2. The growth of logs is a lengthy and 
extensive process. It is important to 
be able to forecast future demand to 
ensure that the correct volume of logs is 
planted and sustainably harvested from 
the plantations. The demand of specific 
timber products in the current year will 
inform and determine the supply of logs in 
future years. Therefore, plantation owners 

144 Refer to Ham, C. and Jacobson, M. (2012). “Financial Decision Making in Forestry Projects”, in South African Forestry Hand  book 
(5th ed., pp. 491-500). The South African Institute of Forestry (SAIF).

145 Refer to York Timbers’ submission on the Preliminary Forestry Impact Assessment, dated 16 September 2020.

may strategically integrate forward into 
one or more downstream processing 
market(s) to secure demand for their logs 
on a more sustainable basis; and

148.3. Owners of forestry plantations require 
that there is significant milling capacity 
specifically within close proximity of their 
forest given the associated transport costs. 
Coupled with the points above, there 
is also uncertainty on the sustainability 
of third-party downstream firms’ 
operations. Thus, a strategy to mitigate 
against unforeseen loss of downstream 
processors (whether operational, 
economical or environmentally caused) as 
long-term customers for timber, upstream 
firms may enter the downstream.

149. Furthermore, a common trend of forward 
integration is by large vertically integrated firms 
who continue to expand their downstream 
operations to include the production of other 
downstream timber products. This is important 
given that the forestry sector is highly influenced 
by economic and environmental factors which 
may impact on demand in certain years. These 
firms are in an advantageous position to engage 
in diversification because they are better able to 
mitigate log demand constraints and can therefore 
align their strategies to better performing timber 
markets. This may explain why large vertically 
integrated firms are diversifying their range of 
processed timber products as well as range of 
markets to optimise their operations. Therefore, 
vertical integration provides plantations with 
downstream security as the logs can be harvested 
when the compartments are ready and supplied to 
their processing plants. They are also better able 
to invest in research and development initiatives 
to optimise planting, maintenance and harvesting 
at the plantation level.

150. According to York Timbers, a substantial 
investment is required to maintain and grow 
a plantation.145 Therefore, it is necessary for 
downstream processors to manage their supply 
channels and ensure sustainable supply of timber 
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for sale downstream.146  As such, it is critical 
for processors of logs to integrate with timber 
producers, or alternatively enter into long-term 
supply contracts to make necessary investments.147  
Furthermore, York Timbers submitted that vertical 
integration allows firms to ensure consistency and 
continuity of supply to their downstream units, 
which is crucial for motivating investment in the 
industry.148  Stable supply is thus imperative for 
investment in the sector. 

151. As an example of forward integration, Forestry SA 
suggested NCT Forestry, a large co-operative, and 
TWK Agri.149 According to Forestry SA, both of 
these entities have business models that evolved 
from a simple agent or broker type business model 
whereby both players market the logs produced 
and supplied by its members (in NCT Forestry’s 
case under a co-operative type business model) 
or by timber suppliers (in the case of TWK Agri) 
to downstream processors.150 However, overtime 
the two businesses have similarly expanded into 
the downstream market to produce wood chips 
as to provide increased certainty and returns for 
NCT Forestry’s members and TWK Agri’s timber 
suppliers and shareholders, respectively. 

4.2.4 Conclusion on the economics of integration

152. In light of the above, it appears that vertical 
integration can be, and is, a mutually reinforcing 
strategy for firms in this sector. Vertical integration 
facilitates better planning and optimisation of 
resources. If a firm is vertically integrated, it can 
forecast the future demand of its own downstream 
processing plants to ensure efficient use of supply. 
From a backward integration perspective, vertically 
integrated firms are able to control the quality of the 
timber produced and supplied by their upstream 
unit. Furthermore, vertically integrated firms are 
able to ensure consistency and continuity of supply 
to their downstream units which is also crucial when 
motivating for investment in the industry.

153. Improved optimisation of both plantation and 
processing plant is more likely amongst vertically 
integrated firms. This is an important factor for both 
cost and production efficiencies of the industry. 
Vertically integrated players may have the financial 

146  Ibid.

147  Ibid.

148  Ibid.

149  TWK Agri was originally established by timber farmers to assist in the marketing of their timber products.

150  The suppliers of logs for both firms consist of small-scale timber growers and private commercial plantation farmers.

capability and incentive to invest in technologies 
and more novel efficient processes along the 
supply and value chain. For example, by improving 
the quality of logs being grown at plantations 
as well as invest in updated technology to better 
optimise the utilisation and recovery rate of timber 
products processed at the downstream processing 
plant(s). In other words, vertical integration may 
provide the ability for firms to minimise their costs 
and maximise profits on their operations at both 
the downstream and upstream level.

4.3 Vertical integration and the  
 observed trends

154. Given the volatility of demand and supply 
dynamics of the forestry industry, many firms 
resort to vertical integration as a business strategy 
to compete more effectively in the industry. The 
adoption of vertical integration as a business 
strategy is mainly by large corporates. Smaller 
players may similarly adopt vertical integration 
strategies as to compete within the market, 
however it may occur only to a limited extent due 
to significant barriers to entry. We also find that 
firms who are vertically integrated still compete 
against each other for excess supply emphasising 
the importance of obtaining continuity of supply 
of the necessary timber products.

155. The general strategic goal behind vertical 
integration along the forestry value chain is to 
mitigate against the risk of both supply and 
demand of timber products, as discussed above. 
Many vertically integrated firms may obtain 
market advantages through the ownership of 
plantations, which secures access to timber 
products for their downstream activities. On the 
other hand, vertically integrated firms may also 
enjoy security of demand as they are able to 
optimise their plantation operations with that of 
their downstream activities ensuring a level of 
certainty across their operations. 

156. The more prevalent vertical integration becomes in 
the market, the greater significance there is for firms 
to adopt integration strategies, whether vertically 
or horizontally. The choice by firms to vertically 
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integrate may largely be accredited to the lack 
of alternative options to secure supply of timber 
products that is either at the required quality and 
frequency (or duration) to meet market demands 
and fluctuations, and at a sustainable price to ensure 
competitiveness in the downstream markets.

157. In this section, we discuss the observed trends 
and strategies adopted by a number of players in 
the forestry sector. The discussion includes:

157.1. the internal versus external supply of 
timber products and how this impacts 
firms commercially and competitively;

157.2. the strategy behind firms expanding their 
upstream presence and/or diversifying or 
expanding their downstream processing 
activities; and

157.3. alternative sources of supply of timber 
products between vertically integrated 
firms e.g. swap arrangements.

151 Refer to York Timbers Integrated Annual Report, 2019. Available at: http://www.york.co.za/downloads/YorkTimbers-
integrated-annual-report-2019.pdf

4.3.1 Internal and external supply of timber products

158. For vertically integrated players, internal and 
external procurement of timber products is 
a common feature in their operations. Most 
vertically integrated players are not completely 
self-sufficient in that they are not able to internally 
provide all their required intake. As such, in 
order to augment their internal supply, they 
source additional logs from external sources, 
and this may include contracted volumes or spot 
purchases as well swap arrangements. In addition, 
large vertically integrated players supply both 
non- and other vertically integrated players with 
logs. Therefore, a proportion of their volumes 
produced at the plantation are also supplied to 
other players in the market.

159. Table 4-2 below presents several vertically 
integrated players and their proportion of volume 
intake from their own plantations and external 
sources, and the volumes supplied to internal and 
external downstream processing facilities. 

Table 4-2: External vs Internal intake and supply of logs by vertically integrated firms

Source: [] Submission.

160. The above shows that large vertically integrated 
players obtain a higher proportion of their timber 
products from their own plantations. However, 
large vertically integrated players still rely on 
alternative plantation sources to supplement their 
log intake to their downstream processing facility 
or facilities. Smaller vertically integrated players 
generally absorb all of the timber produced at 
their own plantations. However, this would only 
account for a relatively smaller portion of their total 

timber requirements. Therefore, the bulk of the 
log requirements of smaller vertically integrated 
players relies also on alternative sources of supply. 

161. Excess volume requirements are supplemented 
by purchasing timber from external sources either 
through supply contracts (which include swap 
agreements) and the open market. York Timbers 
states that it is a strategy to complement internal 
log supply to its mills with external log sources 
to ensure sustained profitability.151 It further 

http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
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suggests that internal log supply is still important 
as internal log prices are generally lower than 
external logs.152

162. The table above also shows that many large 
vertically integrated firms also supply a proportion 
of their plantation production to external third 
parties. The proportions presented above also 
suggest that third party sales of logs occur even 
when the large vertically integrated firms also 
seek additional volumes from external sources. 
There are a few general reasons to explain this 
observed trend and these, inter alia, include:

162.1. excess volumes may be required to 
supplement self-supply in instances 
where own plantations do not produce 
enough of the requisite quality logs for 
that period, i.e. external volumes are 
sourced to supplement the quality that is 
not produced internally; and

162.2. own plantations may be located in 
a different region to their primary 
processing facilities and thus it may be 
more cost effective to seek timber supply 
closer to the facility. 

4.3.2 Direction of integration

163. As discussed in the background section, a large 
proportion of the forestry land available in South 
Africa is owned and controlled by few large 
corporates and SAFCOL (see Table 24). These 
large players are all vertically integrated in various 

152 Ibid.

downstream markets of the forestry value chain. 
Apart from the large corporates highlighted in the 
background section, there are also several non-
corporate vertically integrated players. However, 
corporate players are significant given that they 
also supply a large proportion of timber volumes 
to downstream players.

164. Evidence from previous mergers and through 
desktop research shows that there is a strategy 
for expansion of existing integration by these 
large corporates at either (or both) the upstream 
and downstream levels of the value chain. 
Most strategies for further integration concern 
expansion at the upstream level, i.e. the acquisition 
of plantations or adoption of partnerships that are 
sought to increase volumes of timber products. 
However, we also observe large corporates 
expanding and diversifying their downstream 
operations. The list of mergers assessed by the 
Commission is provided in Annexure A which 
includes a brief description of each of the mergers.

165. Overall, vertical integration appears to be a 
strategic decision which forestry firms undertake 
to ensure their sustainability in the sector. 

4.3.3 Integration at the upstream level

166. Table 4-3 below presents the strategies for 
upstream integration by large corporates. 



57Competition Commission South Africa • www.compcom.co.za

Table 4-3: Upstream integration strategies by large vertically integrated players

Firm Upstream integration strategy

Mondi153 Mondi acquired 11 000 hectares of well-located land in KwaZulu-Natal in May 2018 in order to 

enhance its security of log supply at its Richards Bay mill and improve cost competitiveness.

Sappi154 Sappi regards ownership of plantations in South Africa as a key strategic resource as it ensures 

access to low-cost fibre (wood) for pulp production and ensures continuity of supply. Sappi also 

ensures security of log supply through investments in and development of SME’s or small-scale 

timber growers, who it funds under the condition that they enter into long term supply contracts 

with Sappi.

SAFCOL155 SAFCOL has a horizontal integration strategy to procure the management of state-owned forests 

to expand SAFCOL’s reach in the market. 

York Timbers156 York requires a specific product mix selling basket. As a result, York Timbers has evaluated seeking 

deals with other vertically integrated players for supply as well as the expansion of its plantations. 

The strategy behind this is based on maintaining lower costs at its primary processing plants.157 

MTO Group158 The MTO Group has been involved in several mergers where it acquired additional plantation 

areas across South Africa.

Source: Multiple online sources.

153 Refer to Mondi Integrated Annual Report, 2018. Available at: https://www.mondigroup.com/media/10631/mondi_ir_2018_final.pdf

154 Refer to Sappi Integrated Annual Report, 2019. Available at: http://sappi-reports.co.za/reports/sappi-air-2019/pdf/full-ar-
lowres.pdf

155 Refer to SAFCOL Integrated Annual Report, 2017/18. Available at: http://www.safcol.co.za/wp-content/uploads/2019/05/
SAFCOL-INTEGRATED-REPORT-20172018-FINAL-WEB.pdf

156 Refer to York Timbers Integrated Annual Report, 2019. Available at: http://www.york.co.za/downloads/YorkTimbers-integrated-
annual-report-2019.pdf

157 Refer to York Timbers Integrated Annual Report, 2019. Available at: http://www.york.co.za/downloads/YorkTimbers-integrated-
annual-report-2019.pdf

158 Based on a number of mergers notified to the Commission concerning the MTO Group and their affiliated shareholders and 
subsidiaries. See Annexure A for the list of mergers.

159 According to York Timbers, SAFCOL has inflated log prices (specifically sawlogs) by 15% above the industry average in the 
Mpumalanga and Limpopo. Higher prices result in lower profitability of downstream processors over time. Refer to York Timbers 
Integrated Annual Report, 2019. Available at: http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf

160 Refer to Mondi Integrated Annual Report, 2018. Available at: https://www.mondigroup.com/media/10631/mondi_ir_2018_final.pdf

161 Refer to KAP Industrial Holdings Limited Integrated Annual Report, 2019. Available at: https://kap.co.za/wp-content/
uploads/2019/10/kap-integrated-report-2019.pdf

162 Refer to  .

163 Refer to  .

164 Refer to  . 

167. According to York Timbers, the lack of long-term 
supply agreements and no clear pricing policy 
specifically by SAFCOL (the largest supplier 
of sawlogs in the Northern Region) has led to 
concerns about security of supply.159 As shown 
in the table, York Timbers states that outside of 
alternative suppliers and/or alternative purchasing 
arrangements, the only other option is to expand 
its upstream forestry operations. Mondi has 
adopted a similarly integrated business model to 
ensure security of supply and reduce exposure to 
raw material price volatility. This, it believes, will 
assist the business to manage sustainability risks 
and opportunities more holistically.160 In addition, 

Mondi acquired plantations located closer to its 
processing facilities to reduce transport costs. PG 
Bison states that owning and operating timber 
plantations is important to provide sustainable 
access to strategic raw material inputs.161 

168. Firms have also secured the supply of timber 
products through acquisitions of existing 
plantation land. This includes:

168.1.  ;162 

168.2.  ;163 and  

168.3.  .164  

https://www.mondigroup.com/media/10631/mondi_ir_2018_final.pdf
http://sappi-reports.co.za/reports/sappi-air-2019/pdf/full-ar-lowres.pdf
http://sappi-reports.co.za/reports/sappi-air-2019/pdf/full-ar-lowres.pdf
http://www.safcol.co.za/wp-content/uploads/2019/05/SAFCOL-INTEGRATED-REPORT-20172018-FINAL-WEB.pdf
http://www.safcol.co.za/wp-content/uploads/2019/05/SAFCOL-INTEGRATED-REPORT-20172018-FINAL-WEB.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
http://www.york.co.za/downloads/YorkTimbers-integrated-annual-report-2019.pdf
https://www.mondigroup.com/media/10631/mondi_ir_2018_final.pdf
https://kap.co.za/wp-content/uploads/2019/10/kap-integrated-report-2019.pdf
https://kap.co.za/wp-content/uploads/2019/10/kap-integrated-report-2019.pdf
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169. Large corporate players such as Sappi, Mondi 
and NCT Forests have also invested in grower 
schemes which specifically target communities 
and small-scale timber growers close to their 
downstream operations. Sappi’s initiative, Sappi 
Khulisa,165  assists small scale farmers with their 
farm operations and also offers these farmers 
guarantees that it will buy a percentage of the 
crop and secure the balance of the crop through 
a right of first refusal.166  The growers under 
Sappi’s initiative have the ability to supply to 
other markets.167  The programme involves over 
4 000 growers and about 137 SMEs, with a total 
of 425 001 tons delivered to Sappi’s operations 
(in 2019).168  Similarly, Mondi’s subsidiary, Mondi 
Zimele, assists small scale timber growers in the 
industry169 and provides it with an additional 
source of logs. NCT Forests also supports small-
scale timber growers who contribute between 
15% to 20% of its total supply of pulpwood per 
annum to their mills.170

165 Sappi Khulisa evolved from the initial initiative known as Project Grow, which is Sappi’s Corporate Social Investment scheme 
set up in 1983. The initiative assists small farmers in rural communities through ensuring that growers have access to an 
interest-free loan that covers numerous farming input costs such as seedlings and fertiliser and provides these growers with 
annual maintenance. Growers are provided with advances for the work that is carried out over the tree growing period/cycle 
which is generally between eight to ten years. In terms of Sappi Khulisa, it also focuses on the whole value chain including 
growers and contractors who service them. Refer to Sappi’s website. Available at: https://www.sappi.com/sa-forestry-project-
grow and https://cdn-s3.sappi.com/s3fs-public/2019-Sappi-Southern-Africa-Corporate-Citizenship-Report-2.pdf

166 Sappi further submits that growers are offered the opportunity to seek out more lucrative markets for a percentage of 
the crop, but if the grower cannot find a buyer, then Sappi will purchase the timber. Refer to Sappi’s submission dated 16 
September 2020 in response to the Commission’s Preliminary Report.

167 Refer to Sappi’s submission dated 16 September 2020 in response to the Commission’s Preliminary Report.

168 See Sappi Southern Africa Corporate Citizenship Report, 2019. Available at: https://cdn-s3.sappi.com/s3fs-public/2019-Sappi-
Southern-Africa-Corporate-Citizenship-Report-2.pdf

169 Refer to Mondi Zimele website. Available at: http://www.mondizimele.co.za/index.html

170 Refer to NCT Forestry Co-operative Limited Annual Report, 2019. Available at: http://www.nctforest.com/upload/Publications/
NCT%20Annual%20Report%202019/2/

171 Refer to SAFCOL Integrated Annual Report, 2018/19. Available at: http://pmg-assets.s3-website-eu-west-1.amazonaws.com/
SAFCOL_Annual_Report_201819.pdf

172 Refer to TWK Agri Annual Financial Report, 2017/18. Available at: https://ec75f1d2-a0fc-47ae-89e7-b56cd7843651.filesusr.
com/ugd/338b12_9c5277ee9d5c4dc08d1e05e30a75bf13.pdf

4.3.4 Integration at the downstream level

170. Apart from forestry firm’s seeking to expand or 
enter into the upstream production and supply of 
timber products, there is also integration into the 
downstream level of the value chain. For existing 
vertically integrated firms, further downstream 
integration either includes expansion of existing 
core downstream operations or the diversification 
into additional downstream operations. As 
a vertically integrated firm, diversification of 
downstream operations may be a strategy to 
ensure security of demand for their timber 
products at the upstream or simply an additional 
revenue stream.

171. Table 4-4 below highlights a number of large 
corporates who have undertaken a strategy of 
further vertical integration into the downstream 
level of the value chain.

Table 4-4: Downstream integration in the forestry sector

Firm Downstream integration strategy

SAFCOL171 Vertical integration strategy into additional downstream processing activities 
in being undertaken by SAFCOL. For example, the upgrading of SAFCOL’s 
softwood sawmill, Timbadola, as well as the establishment of a pole treatment 
plant to be located in Mpumalanga.

TWK Agri TWK Agri acquired controlling shares in Bedrock to diversify their down-
stream product range and to unlock addition synergies in future.172 Bedrock 
is one of two dominant players in the downstream processing of mining tim-
ber products.

MTO Group MTO Group has undertaken a number of merger and acquisitions over the 
years to expand their downstream processing, i.e. in sawmilling and pole 
treatment processing activities.

Source: Multiple online sources and the Commission’s previous merger reports.

https://www.sappi.com/sa-forestry-project-grow
https://www.sappi.com/sa-forestry-project-grow
http://www.mondizimele.co.za/index.html
http://www.nctforest.com/upload/Publications/NCT%20Annual%20Report%202019/2/
http://www.nctforest.com/upload/Publications/NCT%20Annual%20Report%202019/2/
http://pmg-assets.s3-website-eu-west-1.amazonaws.com/SAFCOL_Annual_Report_201819.pdf
http://pmg-assets.s3-website-eu-west-1.amazonaws.com/SAFCOL_Annual_Report_201819.pdf
https://ec75f1d2-a0fc-47ae-89e7-b56cd7843651.filesusr.com/ugd/338b12_9c5277ee9d5c4dc08d1e05e30a75bf13.pdf
https://ec75f1d2-a0fc-47ae-89e7-b56cd7843651.filesusr.com/ugd/338b12_9c5277ee9d5c4dc08d1e05e30a75bf13.pdf
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172. Sappi’s is completely vertically integrated along 
the value chain in that it produces most of its 
own pulpwood to feed its core business that is 
the production and supply of pulp and paper 
products. However, they are also vertically 
integrated in the upstream for the production 
and supply of softwood sawlogs that is processed 
in their downstream sawmill business, Lomati 
Sawmills.173 This is an example of diversification 
of large companies outside of their core business.

4.3.5 Integration through shareholding and joint 
 ventures

173. Upstream and downstream integration may also 
be through strategic shareholding in forestry firms 
or byway of joint ventures. This is important to 
consider as it is natural to expect shareholders to 
preferably supply volumes of timber products to 
firms in which they have shareholding. Similarly, 
joint ventures are another route to secure both 
supply and demand of timber products depending 
on the direction of the firms’ relationship with 
each other. This is a clear strategy undertaken by 
SAFCOL, York Timbers, TWK Agri, NCT Forestry 
and UCL Company.

174. SAFCOL’s current strategy is to diversify their 
revenue streams in part through partnerships 
and further vertical integration into alternative 
downstream activities.174 SAFCOL strives for value 
adding partnerships that will assist them to enter 
into new products, services and markets to grow 
revenue and market share. These partnerships 
include governments, State Owned Companies, 
communities, private companies, learning and 
research institutes. In terms of vertical integration 
strategies, SAFCOL look to increase their financial 
position. As shown in Section 3 above, SAFCOL 
already has minority shareholding in some of 
the large corporate players of the industry, such 

173 Refer to Global Africa Network, online article: “South African sawmills are generating energy through co-generation”, 17 
January 2020. Available at: https://www.globalafricanetwork.com/2020/01/17/company-news/south-african-sawmills-are-
generating-energy-through-co-generation/

174 Refer to SAFCOL Integrated Annual Report, 2018/19. Available at: http://pmg-assets.s3-website-eu-west-1.amazonaws.com/
SAFCOL_Annual_Report_201819.pdf.

175 Based on information obtained from NCT Forestry’s website.

176 Refer to UCL Company website. Available at: https://www.ucl.co.za/business-units/sawmilling-unit.html

177 Refer to TWK Agri blog dated 04 November 2019. Available at: https://www.twkagri.com/post/manage-your-blog-from-your-
live-site

178 Refer to Bedrock Management Brief, May 2017. Available at: http://www.bedrockms.co.za/news/news-2017/management-
brief-May2017.php

179 Refer to .

as MTO Group, the Rance Timber Group, and 
indirectly with Merensky and Mondi.

175. TWK Agri and NCT Forestry are both large timber 
co-operatives in South Africa. Their business 
model consists of shareholding by members who 
are mainly timber growers that provide timber 
products to the co-operatives for a return. TWK 
Agri and NCT Forestry both operate downstream 
processing plants which use a proportion of 
member’s timber products that is converted to 
wood chips for the export market.175 The co-
operatives also act as agents that market the 
timber products on behalf members to other 
downstream players in the market.

176. Similarly, UCL Company (formerly known as Union 
Co-operative) operates an integrated timber 
business consisting of the production of their own 
sawlogs to be processed at their sawmill. Apart 
from its internal supply, UCL also supplements its 
requirements through volumes from surrounding 
timber growers who mostly have shareholding in 
UCL Company.176

177. There have also been a number of joint ventures 
between vertically integrated players and 
downstream processors. For example, TWK 
Agri has controlling shareholding (of 50.1%) in 
Bedrock Mining Support, which provides TWK 
Agri with an expanded downstream portfolio 
into mining timber milling.177 TWK Agri is able 
to provide security of demand for members who 
grow mining timber in that it can be processed 
at Bedrock Mining Support. Alternatively, the 
acquisition also gives Bedrock access to significant 
timber resources.178

178. In addition, Ramanas Farms (Pty) Ltd (Ramanas) 
is jointly held by the MTO Group and the Treated 
Timber Products Group.179 Ramanas is a hardwood 
plantation in the Sabie, Mpumalanga region. MTO 
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holds % shares in Ramanas and Treated Timber 
Products Group the remaining %. Both firms 
are vertically integrated and receive supply of 
hardwood timber products such as pole logs from 
the Ramanas plantation.180

4.3.6 Procurement and selling strategies

179. There are a number of procurement and selling 
strategies undertaken either by upstream 
suppliers, between vertically integrated players, 
and between vertically integrated players and 
non-vertically integrated players in the sector. 
Between vertically integrated players, swap 
arrangements are popular to ensure security of 
supply at a cost-effective manner when vertically 
integrated players’ plantations and/or processing 
plants are closely located.

Swap arrangements

180. Swap arrangements are concluded mainly 
between large vertically integrated players as 
they are better able to sufficiently supplement 
each other’s timber product requirements. A swap 
arrangement is basically a non-monetary barter 
system in which agreed volumes of specific types 
of timber products are exchanged between two 
firms.

181. Swap arrangements appear to be a salient feature 
amongst large corporates to mitigate against 
security of supply concerns caused by proximity 
issues, i.e. ensuring sustainable volumes of 
raw material without incurring large transport 
costs (amongst others). Firms engage in swap 
arrangements often when a firm’s processing 
facility is located closer to the other’s plantation 
(and vice versa). These agreements are meant 

180 Refer to .

181 Refer to SA Forestry Online article: “Singisi: Balancing forestry and community”, 02 March 2013. Available at: http://
saforestryonline.co.za/articles/business_profiles/singisi_balancing_forestry_and_community/.

182 Refer to Get News online article: “Multimillion forestry investment for Singisi”, 02 January 2018. Available at: https://getnews.
co.za/r133-million-pg-bison-investments-helps-save-200-singisi-forest-jobs/

183 Refer to Sappi Integrated Annual Report, 2019. Available at: http://sappi-reports.co.za/reports/sappi-air-2019/pdf/full-ar-
lowres.pdf

184 Refer to Sappi website. Available at: https://www.sappi.com/sappi-forests

185 Refer to Competition Tribunal Reasons for Decision on large merger between Mondi Limited and Mondi Shanduka Newsprint 
(Pty) Ltd, dated 12 November 2012, case no. 76/LM/Jul12. Available at: http://www.saflii.org/za/cases/ZACT/2012/100.html

186 To further note, Sappi has a pulp mill in the south coast region of KwaZulu-Natal and another in Mpumalanga, whilst Mondi 
has a pulp mill in the north coast region of KwaZulu-Natal. It should be noted that both Sappi and Mondi have plantations 
in Mpumalanga and KwaZulu-Natal. As an example of the swap arrangement, Sappi could send timber from its northern 
KwaZulu-Natal plantation which is closer to Mondi’s KwaZulu-Natal pulp mill, whilst Mondi’s south coast plantation can feed 
Sappi’s south coast pulp mill. Refer to Forestry South Africa’s submission on the Commission’s preliminary report dated 25 
September 2020.

to reduce costs and ensure security of supply 
compared to logs purchased at the open market 
which is possible when both firms are vertically 
integrated. This provides the involved firms with 
a competitive advantage in the market as they are 
able to secure product at cost (in instances where 
they are exchanging comparable products) and 
save on transport costs. 

182. PG Bison and Merensky have a swap arrangement 
in the Cape Region whereby PG Bison exchanges 
pulpwood (from its NECF plantation) and wood 
chips (from its sawmill) to Merensky in exchange 
for pine sawlogs from its Singisi Plantations.181 The 
distance between the plantations and sawmills in 
question of the two firms is approximately 45km 
apart. According to Merensky, their Langeni 
Sawmill would have had to reduce the number of 
workers to keep the sawmill running optimally if it 
was not for the swap arrangement concluded with 
PG Bison.182

183. According to Sappi, vertical integration can also 
enable firms to better manage risk as well as 
enable production and logistics optimisation.183 

 As a result, part of Sappi’s business strategy to ensure 
security of supply of timber (mainly pulpwood) is 
via land or timber delivery swap arrangements.184 

Sappi and Mondi have a swap arrangement of 
hardwood timber products between each other’s 
plantations and pulp mill facilities.185 According to 
Forestry SA, the arrangement is on a one-to-one 
basis186.

184. Since swap agreements are mainly entered into 
between two (or more) large vertically integrated 
players, we use Sappi as an example to illustrate 
the flow of supply between firms under a swap 
agreement as well as the alternative sources 
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of supply available to them. This is illustrated in 
Figure 14 above.

185. The above figure summarises the procurement 
strategies for timber products by Sappi. Sappi 
is used as an example; however, this may well 
apply to a number of large corporates or vertically 
integrated players such as (inter alia) Mondi, PG 
Bison, Merensky, TWK Agri and NCT Forestry. 
Sappi receives timber products from a number of 
different sources. Internal supply includes its own 
plantations and the Sappi Project Grow initiative. 
External sources include timber products sourced 
through swap arrangements and other third 
parties who are either vertically integrated or non-
vertically integrated. 

Long-term supply agreements as a consequence 

of an acquisition or joint shareholding

186. Previous merger investigations provide evidence 
that supply agreements tend to be concluded as 
part of the merger conditions between the parties. 
For example, mergers concerning an acquirer 

187 Refer to Competition Tribunal Reasons for Decision of Large Merger between TWK Agri (Pty) Ltd and Bedrock Mining Support 
(Pty) Ltd, Case No.: LM207Jan17. Available at: http://www.comptrib.co.za/case-detail/7422 

188 Refer to TWK Agri blog. Available at: https://www.twkagri.com/post/manage-your-blog-from-your-live-site

189 Refer to .

190 Refer to . 

191 Refer to .

purchasing plantation assets from another forestry 
firm often results in the acquirer taking on existing 
supply contracts or negotiating supply contracts 
with the seller. 

187. For example, in the MTO and Bedrock merger, a 
long-term supply agreement was concluded with 
MTO as a condition to the acquisition whereby 
Bedrock sold its entire plantation land (of 30 000 
hectares) to MTO in 2014. 187 A ten-year renewable 
timber supply contract with MTO was agreed to.188 
 189

188.  .190

189. Following the unwinding of the implemented 
2006 merger between MTO and Boskor, a 
decision was taken by the merged entity to return 
Boskor sawmills to its original holding company, 
the Swartland Group. Upon the unwinding of the 
merged entity,  was granted a long-term supply 
agreement for softwood sawlogs from .191

Figure 14: Illustration of Sappi’s sources of supply for timber products

Source: Commission’s own interpretation based on online sources.

http://www.comptrib.co.za/case-detail/7422
https://www.twkagri.com/post/manage-your-blog-from-your-live-site
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Selling strategies by large timber product suppli-

ers

190. 188. Selling strategies of large timber 
product suppliers in the market also influence 
the procurement strategies of downstream 
firms. For example, SAFCOL, a large supplier of 
timber products in the Northern Region has been 
implicated in a number of alleged complaints 
received by the Commission since 2005.

191. Prior to 2007, SAFCOL through KLF mainly sold 
its logs using both long-term supply contracts 
and via open market sales. The Commission 
concluded its investigation in 2007 stemming from 
a complaint received by a small sawmiller in the 
Northern Region alleging that small downstream 
players were excluded from long terms supply 
contracts.192 Furthermore, outside of long-term 
supply contracts held with larger downstream 
players, these large players would also compete 
with small players in the open market leading 
to inflated prices for logs. The complaint was 
originally referred to the Tribunal, however a 
remedy was sought by SAFCOL and agreed to 
by the Commission leading to the dismissal of 
the referral. The remedy was implemented which 
involves SAFCOL ending its offer of long-term 
supply contracts in perpetuity, however existing 
long-term contracts would still be honoured.

192. After 2007, SAFCOL implemented a price list-
based selling strategy. Under this new sales 
process, the remaining long-term contract holders 
and open market customers would be provided 
with set prices.193 Open market customers would 
then determine the volumes required at the set 
prices. . This ultimately led to a restructuring 
in their sales price strategy which is still held at 
present.194 

193. The current sales process is auction based and 
relies on specific auction pools in which customers 
bid their volumes based on set prices within 
the particular auction pool. .195 . Volumes 
bid must include a bundle of log types. . . 
The rationale behind the auction based selling 
process by SAFCOL was sought to provide a fairer 

192 Refer to enforcement case, .

193 Refer to .

194 Ibid.

195 Ibid.

196 Ibid.

mechanism for pricing and distribution of logs 
relative to long-term supply contracts and the 
price list-based sales mechanism.196

194. Since the inception of the new auction process, the 
Commission has received a number of complaints 
against SAFCOL regarding the manipulation of 
the auction process to inflate sales prices and the 
refusal to supply downstream firms on a long-
term basis. These further allegations are being 
investigated by the Commission.

195. The evolution of SAFCOL’s sales strategy provides 
an example on how sales or pricing strategies 
impact on downstream firm’s procurement of 
logs. In this current scenario, we find a number 
of players (regardless of size and level of 
integration) that still prefer to enter into long-
term supply agreements to remain sustainable in 
the downstream market (for reasons provided in 
Sections 4.2.2 above). 

196. In addition, small downstream firms would still face 
a disadvantage when competing with larger firms 
(often time vertically integrated firms seeking only 
to supplement their own internal volumes) falling 
within the same auction pool as their volumes 
would undoubtedly be lower relative to large 
firms. Under the scenario of oversubscription 
of volumes bid by customers in an auction pool 
would result in a secondary round of bidding at 
higher prices. As a result, this would exclude a 
number of mainly smaller downstream players 
from accessing their required volumes. The trade-
off would be for these small players to compete 
in other (undersubscribed) auction pools which 
would be further away from their downstream 
processing facility, however the distance to 
transport the logs may well still present a higher 
cost or overall price of logs to smaller players.

197. Ultimately, given the market structure of the 
forestry sector, the lack of long-term supply 
contracts by large timber product suppliers may 
indeed be an unfavourable and anti-competitive 
strategy in the market(s) overall. Overall, the 
sustainability of downstream firms (regardless 
of a firm’s level of integration) relies on security 
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of supply of logs which is influenced by quality, 
price and certainty of supply. For those able 
to sufficiently backward integrate (internally 
supplying from their own plantations), then vertical 
integration provides to some extent security of 
supply to these downstream firms. However, non-
vertically integrated firms (including those with 
minimal internal supply capabilities) must rely 
on a sustainable source of supply to attain their 
volume requirements of logs that is provided at 
a consistent and continuous basis to effectively 
compete at the downstream.

198. Overall, the selling strategies of upstream firms is 
an important consideration as it also impacts on 
the procurement strategies of timber products by 
downstream firms. In a market characterised by 
scarcity of resources, vertical integration becomes 
a more common feature in the market at the 
expense of smaller players and unconcentrated 
markets. However, vertical integration should not 
always be interpreted as an anticompetitive act, 
but rather one that addresses market inequalities 
by a firm as a result of the lack of access to 
resources and security of supply. 

4.4 The ability for small vertically 
integrated firms and SME’s 
to effectively compete

199. This section discusses the impact, of vertical 
integration on SMEs and HDPs. The section shows 
that there is a policy objective by government to 
integrate SMEs and HDPs in the forestry sector. 
However, there are several challenges to the 
realisation of this objective. These, inter alia, 
include the high barriers to entry at both the 
upstream and downstream levels of the value 
chain, the lack of security of supply and the high 
cost of reliance on the open market for input 
supply. Broadly, this section demonstrates that 
small vertically integrated and non-vertically 
integrated firms are at a competitive disadvantage 
relative to their vertically integrated rivals. 

4.4.1 The promotion of small business participation  
 in forestry

200. According to Forestry SA, the forestry sector 
is characterised by high barriers to entry and 

197 The programme seeks to implement the provision of, training and extension services, as well as financial and business services 
to SMME forestry enterprises. See DEFF strategic plan 2016/17 – 2019/20.

expansion, which deters entry and/or expansion 
by SMEs and HDP’s. In its attempts to alleviate 
the barriers to entry and expansion, DEFF 
has brought together small-scale farmers and 
cooperatives. Through the establishment of 
small-scale cooperatives, small-scale farmers 
can be developed to increase their productivity 
and income. This is achieved by assisting them 
collectively to negotiate better prices for seeds, 
fertiliser, transport and storage. In addition, 
cooperatives help farmers expand their market 
access and capture more of the value chain by 
getting involved in agro-processing activities. 

201. In its 2016/17 to 2019/20 strategic plan, the 
DEFF compiled a draft Forestry Enterprise 
Development (FED) strategy which proposed a 
Forestry Enterprise Development Programme 
which sought to develop market-driven, 
profitable business ventures involving previously 
disadvantaged individuals and communities 
and SMMEs, based on the sustainable use of 
forests and forest resources. Four categories 
of enterprises were targeted, namely: (i) 
timber-production enterprises; (ii) contracting 
enterprises; (iii) timber processing, value adding 
and marketing enterprises; and (iv) non-timber 
forest-product enterprises.197

4.4.2 Barriers to entry and expansion in the upstream  
 market

202. As discussed in previous sections, access to a 
consistent and good quality supply of logs is 
considered as the single most important factor 
to the long-term sustainability of downstream 
processors. For vertically integrated firms, having 
ownership to a plantation(s) provides security of 
supply and first preference to good quality logs 
for their processing units. However, backward 
integration, particularly by small players, is 
challenging as the barriers to entry and expansion 
at the upstream plantations level of the value 
chain are significantly high. These barriers are 
described below.

203. The forestry industry is subject to a number of 
stringent regulations and firms requires licences 
to operate in this market. The National Water Act 
(Act No 34 of 1998) declares timber plantations 
as stream flow reduction activities therefore all 
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commercial plantation must be registered as 
water users. The issuing of this licence, by the 
Department of Water and Sanitation (DWS) and 
the Department of Environmental Affairs (DEA), 
takes approximately 300 days. In addition, 
permits are required by provincial agriculture 
departments before planting can commence. The 
species planted for commercial forestry in South 
Africa are viewed as category two weeds therefore 
all planting must be regulated. 

204. A new entrant would require access to commercial 
forestry land. This can be accessed via direct 
ownership of commercial forestry land or via 
the leasing of land or compartments of existing 
plantations. A significant amount of capital is 
required to purchase new or existing plantations 
and fund the operational costs of the business. 
198.  A return is only earned on the investment 
when the merchantable timber is harvested.

205.  .

206.  .199  

207. In this regard, quite a substantial amount of start-
up capital and access to long-term capital is 
required to fund all activities and resources for 
planting and managing of the plantation. This 
reduces the possibility of small firms entering or 
expanding their production to increase the supply 
of logs. These challenging conditions may explain 
the observed lack of (i) significant increase in the 
overall capacity of plantations and (ii) entry in the 
upstream market in the last ten years. 

4.4.3 Behaviour of other market participants and its  
 impact on SMEs and HDPs

208. As mentioned in section 4.2.2, logs are a scarce 
resource given the environmental and economic 
factors that affect the production and supply of 
logs. The scarcity of logs makes it particularly 
challenging for smaller vertically integrated 
firms that do not own large plantation bases, and 
SMEs and HDPs that do not own any plantations 
to secure access to logs. The behaviour of the 
other market participants also contributes to 
the difficulty of securing access to the logs, The 
Commission has observed the following types 

198 Refer to .

199 Refer to .

of behaviour in the market that are unfavourable 
towards SMEs and HDPs:

208.1. Large vertically integrated firms securing 
the logs produced on its plantations for 
their own downstream activities;

208.2. Large vertically integrated firms bidding 
in the open market for the supply of logs 
which increases the purchase price of logs 
for the smaller players; 

208.3. Plantation owners, including small scale 
farmers prefer to trade in the open market 
as opposed to long-term contracting. This 
provides them with the option to convert 
their land to more profitable uses such as 
agricultural to earn a higher return; 

208.4. Plantation owners increasing their supply 
to the export market to improve their 
profits; and

208.5. Vertically integrated firms are engaging 
in expansion projects which has the effect 
of reducing the supply of logs available in 
the market. 

209. When market participants engage in the above 
listed behaviours, while not intentional, it reduces 
the ability for smaller vertically integrated firms, 
SMEs and HDPs to access a consistent and high-
quality supply of logs.  

Large vertically integrated firms securing their 

self-supply

210. The large vertically integrated firms have large 
plantations that produce a high volume of logs to 
meet their downstream processing requirements. 
The large vertically integrated firms supply the 
remaining volumes to smaller vertically integrated 
firms and non-integrated downstream firms 
through long term contracts or sales in the open 
market or a combination of both. Long-term 
supply contracts are the preferred method of 
purchasing timber products from plantations. 
This is due to the assurance of receiving fixed 
volume of logs at a set price for a defined period 
of time. This also facilitates improved forecasting 
and planning to optimise production and secure 
investment for expansions (see section 4.2). 
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211. For example, MTO, supplies smaller vertically 
integrated firms and non-integrated sawmills with 
sawlogs via long term contracts. However, some 
of the customers of MTO have been experiencing 
a decline in their contractual volumes. .200 , 
a non-vertically integrated downstream player 
has been experiencing a decline in its contractual 
volumes.  sources % of its timber from large 
suppliers  through formal supply contracts.201 
The remaining % of timber is sourced through 
standing sales mainly from small timber growers. 
This timber is mainly purchased via a tender 
process. In the past,  was able to securely source 
% of its timber requirements via long-term 
supply agreements, but this has since decreased 
to %.202 MTO has also decided that it will not 
renew some of its long-term contracts. According 
to , a small sawmill, it is completely reliant on a 
long-term supply contract with  which expires 
on .203

212. The decline in long term contracts may be 
attributed to the large vertically integrated firms 
securing their own self-supply given the scarcity 
of logs. In particular, there may be certain events 
that adversely affect the future supply of logs to a 
plantation owner’s downstream mill. For example, 
MTO experienced a devasting fire in 2017 where 
MTO lost 1 800 ha plantation at Kruisfontein, at 
least 2 200 ha at Witelsbosch and 5 600 ha plus 
the sawmill at Longmore.204 In addition, as part 
of the State’s exit strategy, MTO is required to 
decommission approximately 45 000 hectares 
of commercial forestry land for conservation 
purposes by 2020. Under these circumstances 
MTO is experiencing uncertainty in the future 
production and supply of sawlogs. Therefore, it is 
a rational strategy to expect that their sawmills will 
be given first priority of supply and as a result less 
supply is available to customers. Whilst rational for 
itself, this has material effects on non-integrated 

200 Refer to .

201 Refer to .

202 Ibid.

203 Refer to . 

204 Refer to SA Forestry Online article, 3 July 2017, “Knysna’s Great Fire of 2017”. Available at: http://saforestryonline.co.za/articles/
knysnas-great-fire-of-2017/. 

205 Refer to .

206 Refer to .

207 Refer to .

208 Refer to Competition Commission and IDC report. “The role of government in promoting a competitive landscape and 
addressing challenges that hamper growth and development in the Sawmilling sector”, 31 January 2012. 

firms currently reliant on it for supply as equal 
misery may not apply. 

Large firms bidding in the open market for the 
supply of sawlogs

213. Logs can also be purchased in the open market 
but SMEs and HDPs are likely to experience 
challenges when procuring logs in this market. 
These challenges are discussed below:

213.1. Firstly, downstream firms have to wait 
for compartments to become available 
and the logs are often sold on an auction 
basis. .205 

213.2. Secondly, when SMEs and HDPs procure 
logs in the open market they compete 
with the larger players that bid up the 
price for the logs. .206 .207 The larger 
firms are procuring additional volumes 
so they can afford to pay a higher price 
for the extra volumes compared to SMEs 
and HDPs that are purchasing their entire 
milling requirements in the open market. 
This behaviour while unintentional can 
adversely impact the smaller downstream 
players as it increases the price for logs. 

213.3. Thirdly, the open market may also create 
inefficiencies as sawmills may procure 
logs they do not require. .208

214. The competitive impact associated with largely 
relying on the open market for input supply is 
the lack of security of supply and the fact that the 
prices for logs in the open market also tend to be 
higher than the contractual volumes. In addition, 
there is difficulty in securing specific quality of 
timber product which impacts on the ability for 
primary processors to be competitive in the 
market. 
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Supply from small scale farmers

215. Small-scale farmers also provide a source of 
access to logs. While this is an alternative source 
of supply it be not be feasible for SMEs and HDPs 
that require a consistent and long-term supply of 
logs. The small-scale farmers operate on a much 
smaller scale than the larger plantation owners so 
the volumes produced will be significantly less. 
The farmers may also prefer to grow logs that have 
a shorter rotation period to ensure a more regular 
cash flow so there might be a preference to grow 
only certain logs.  For example, pole logs have a 
shorter rotation period of 8 to 12 years compared 
to sawlogs which has a rotation period of 20-
30 years. This may reduce the production and 
supply of specific sawlogs that is needed to meet 
demand at the secondary processing level of the 
supply chain.  In addition, small-scale farmers may 
be more susceptive to the environmental and 
economic conditions of the market which may 
negatively affect the volumes produced on their 
plantations. For example, in the event of a fire, 
a farmer may lose their entire supply and it may 
take a significant period of time to replenish the 
plantations as this requires considerable capital. 
Given the concerns surrounding consistency and 
quality of supply, SMEs and HDPs cannot rely 
on small-scale farmers to procure the necessary 
volumes to be sustainable in the long term.

216. SMEs and HDPs also prefer to enter into long 
term contracts to secure access to logs, but small-
scale farmers may also be reluctant to contract 
for volumes. They may want the option to adapt 
their production or convert their land to more 
profitable uses. Small-scale farmers may elect to 
adjust their production in response to variations in 
downstream demand. In such instances, trees that 
are initially intended to be grown to produce a 
certain log but might be felled earlier than initially 
intended to be used for other applications. .209 

209 Refer to .

210 Refer to NCT Forestry website. Available at: http://www.nctforest.com/home.php?menuid=4&submenuid=8. 

211 Refer to SA Forestry Online article, 9 January 2017. Available at: http://saforestryonline.co.za/articles/ncts-small-scale-growers-
visit-richards-bay-woodchips-mill/.

212 Refer to NCT Forestry Co-operative Limited Annual Report, 2019. Available at: http://www.nctforest.com/upload/Publications/
NCT%20Annual%20Report%202019/2/.. 

213 Refer to .

Export market

217. There are also vertically integrated firms that are 
increasing their export sales by converting the logs 
into alternative products that can be sold in the 
export market or acquiring downstream plants to 
grow their export business. Although, it is a rational 
strategy for a firm to expand its operations and 
improve its profits, the unintended consequence is 
that it does reduce the supply of logs in the local 
market. Examples of firms engaging in plans to 
increase their export business are discussed below. 

217.1. In 2003, NCT increased its export activities 
by investing in its third wood chip 
processing and export plant in the port of 
Durban. Commissioned in August 2004, 
this R80-million mill exported its first 
load of wood chips to Japan in February 
2005.210 NCT has been increasing its 
capacity for exporting hardwood chips 
through Richards Bay over the past few 
years to meet expanding markets from 
the Far East. NCT had a strong demand 
for woodchips in Japan and has also 
increased their increased trade with China. 
NCT’s has a strategy of having operations 
in different companies and countries. NCT 
has had markets opening up in Japan, 
India and China, and this trend is expected 
to continue for the foreseeable future.211 
In their annual report they indicated that 
the brand is of good quality and reliable 
which has assisted in securing new 
customers in China and Indonesia and 
ensuring a promising outlook for 2020.212 

217.2.  .213

Supply used in expansions projects

218. Vertically integrated firms have embarked on 
growth strategies which require additional 
volumes of logs. Securing access to sustainable 
log supply underpins the investment in processing 
facilities. Examples of firms engaging in expansion 
projects are discussed below.
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218.1. SAFCOL one of the larger market 
participants is increasing its vertical 
integration to grow its business. In its 
2018 Annual Report, SAFCOL mentions 
plans to explore opportunities to further 
increase the vertical integration during 
the year. This includes plans to upgrade 
their Timbadola facility. There is also the 
possibility of establishing a sawmill and 
other timber value-adding activities, a 
timber frame structure manufacturing 
plant and a pole manufacturing plant. 
There may be an opportunity for a 
collaboration with the Sabie Forestry 
Industrial Technology Park for Timber 
processing in Sabie.214 

218.2. Mondi has also been expanding its 
projects at a number of it packaging 
operations.215 It has also completed 
a number of acquisitions last year to 
increase its production capabilities.  

219. It is an expected strategy that vertically integrated 
firms will engage in expansion projects in the 
downstream market as firms want to improve their 
sales and increase profits. This may also improve 
their stability and make the firm less vulnerable to 
external factors.

220. Firms engage in different behaviours to secure 
access to logs and to ensure they maximise the 
return from the production of their logs. While 
these strategies are reasonable and rational, they 
tend to reduce the supply of logs in the market for 
SMEs and HDPs. The impact of these strategies on 
SMEs and HDP is discussed in the section below. 

4.4.4 The impact of market participants behaviours  
 on SMEs and HDPs

221. Based on the dynamics of forestry sector it is 
challenging for SMEs and HDPs to secure access 
to logs. Integrating into the upstream market is not 
a feasible option given the significant barriers to 
entry and expansion. Also, with the general scarcity 
of the logs and the current market conditions, 
large vertically integrated firms are reducing the 

214 Refer to SAFCOL Integrated Annual Report, 2018/19. Available at: http://pmg-assets.s3-website-eu-west-1.amazonaws.com/
SAFCOL_Annual_Report_201819.pdf.

215 Refer to Mondi Integrated Annual Report, 2018. Available at: https://www.mondigroup.com/media/10631/mondi_ir_2018_
final.pdf.

216 Refer to .

contractual volumes supplied to customers or not 
offering long-term contracts. If the larger vertically 
integrated firms currently operating in the market 
are experiencing difficulty in securing long-term 
contracts, then it will be even more challenging 
for SMEs and HDPs. 

222.  216. Some of the downstream processors also 
have small orders and are experiencing difficulties 
in securing supply as they are at the lower end of the 
scale in terms of priority. Since the SMEs and HDPs 
are entirely new to the market they have not yet 
built trust and relationships in this market. They have 
not established a networking base like the more 
established players that enables them to receive 
priority in term of supply. The established market 
participants have built and managed relationships 
in the sector which is vital as assists in growing their 
business. SMEs and HDPs have limited financial 
capital, human resources and information which 
exposes them to risks.  In this market, especially 
being a SME and HDP, networking is imperative 
as it enables vital connections with suppliers and 
customers to grow their business. Networking 
also facilitates interaction with potential investors, 
business partners or clients that may provide 
opportunities for growth. This may assist in locating 
the best suppliers, products, and identifying trends 
in technology development, all of which can 
improve the effectiveness and competitiveness of 
the business. Therefore, it not sufficient to just enter 
a market, but to also build a strong network to obtain 
skills and knowledge to identify opportunities and 
risks, manage uncertainties and strengthen their 
internal capabilities and performance. 

223. Without a consistent and long-term supply of logs 
and a strong networking base SME’s and HDP’s 
cannot secure access to investment to expand their 
business or invest in new technologies to improve 
their efficiencies. Due to the large investment 
required, investors need to have certainty that 
the downstream plant will operate for a sufficient 
period to recover the investment. It would be risky 
for a financial institution or investors to invest in 
a downstream processor that cannot secure the 
main input. In this sector it is also important to 
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have capital to update the processing plant with 
new technology and equipment. This can improve 
the recovery rate and other production processes 
to enhance the effectiveness and competitiveness 
of downstream plants. 

224. An additional concern is that the lack of supply 
makes it difficult to forecast and plan production 
to commit to downstream customers. Customers 
at the secondary processing level will also need 
security of supply from the downstream primary 
processor. They may be hesitant to transact with 
downstream primary processors that do not 
have a secure supply of logs to produce the final 
product as this can harm their business. This can 
also impact the ability of a downstream processor 
to secure a tender. .217  

225. As a consequence of the factors mentioned 
above, some of the smaller players have been 
experiencing difficulties in securing access to 
logs which has adversely affected their business. 
For example, in the sawmilling market, due to 
a shortage of sawlogs, several sawmills have 
exited the market, particularly SME’s due to a 
lack of security of log supply.  Sawmills Parkes 
and Fletcher’s in Knysna, Urbans in George, and 
Grootbrak have exited the market due to limited 
availability of sawlogs and the high sawlog prices 
that adversely affected their ability to compete 
in the market. Other sawmills had to reduce 
their operations and purchase their sawn timber 
from other sawmills locally or further afield. This 
hinders the ability of sawmills to be operational in 
the market or expand their production because of 
uncertainty in supply.218

4.4.5 Recent developments in the market

226. There have been recent developments in the 
open market sales for logs. SAFCOL has published 
adverts in different newspapers such as City 
Press and LowVelder that encourage SMME’s to 
participate in the sales. The advert specifies that 
the open market log sales is for the period 01 April 
2020 to 31 March 2021 for pine and eucalyptus 
from the KZN, Mpumalanga and Limpopo 
plantations.  According to SAFCOL, 148 clients 
registered to take part in the auction process of 
which 27 are possible new entrants. Of the new 

217 Refer to .

218 SA Forestry Online, Cape Timber supplies on a short fuse, 11 July 2014. Accessed http://saforestryonline.co.za/articles/
sawmilling_and_processing/cape_timber_supplies_on_a_short_fuse/.

entrants, 10 have a processing facility, while the 
other 17 may be agents purchasing the logs to 
sell in the downstream market.  KLF is also offering 
50% of the available annual volume on multi-year 
contracts to customers subject to compliance 
with certain criteria and 50% is available for the 
monthly contract.  This seems to suggest that 
attempts are being made by SAFCOL to provide 
access of logs to SMME’s and new entrants.
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227. Following the publication of the Commission’s 
preliminary forestry impact assessment report 
(preliminary report), several submissions were 
received from stakeholders in the forestry industry. 
In general, many of the stakeholders welcomed the 
Commission’s findings and recommendations, with 
some also providing comments and suggestions 
to improve the contents of the preliminary report. 
These comments and suggestions have been 
reviewed and incorporated into this final version 
of the report. The subsections below also provide 
a summary of the submissions received from 
stakeholders. 

5.1 Government Departments 
and Institutions

228. It is important to note that prior to the publication 
of its preliminary report, the Commission held 
meetings with the Department of Trade, Industry 
and Competition, the Department of Public 
Enterprises, and the Department of Environment, 
Forestry and Fisheries, to solicit their input on 
its findings and recommendations. This input 
was incorporated into the preliminary report 
and thus not repeated here. As such, only the 
submission from the Western Cape Government’s 
Department of Economic Development and 
Tourism is reflected below. 

Western Cape Government219

229. The Western Cape Government expressed 
overall support for the Commission’s objectives 

219 Refer to submission by Western Cape Government dated 31 August 2020.

220 Refer to Forestry South Africa’s submission in response to the Commission’s Preliminary Report dated 25 September 2020.

to level the playing field for SME’s, noting that the 
recommendations are sound and concurred that 
the major barrier facing these firms is access to 
log supply. However, they submitted that there is 
a need for an “exit strategy on existing plantations 
linked to a clear business plan of re-establishing 
these plantations with the required capital 
investment” which must be addressed by DTIC, 
the Department of Agricultural, Land Reform 
and Rural Development (DALRRD) with Public 
Works (as it is responsible for State leases). They 
submitted that SMMEs do not have the capital 
required to re-establish the plantations needed 
to ensure an increase in the supply of timber. 
They did suggest that this needs to be They also 
submitted that the financing mechanisms that 
have been recommended need to be clearly 
identified and realistic to improve access to logs 
as this “is a barrier to the overall exit strategy and 
market entry for SMME’s in the industry.”

5.2 Industry Associations

Forestry South Africa (Forestry SA)220

230. Forestry SA is an association which represents 
the interests of its members in relation to the 
promotion and wellbeing of the South African 
commercial forestry industry. Forestry SA’s 
members represent over 90% of the industry.

231. Forestry SA provided a number of comments 
and amendments to be made to the contents 
of the report. The Commission has noted these 

SECTION 5

SUBMISSIONS IN RESPONSE 
TO THE COMMISSION’S 

PRELIMINARY FINDINGS AND 
RECOMMENDATIONS
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comments and have implemented where possible. 
Forestry SA further noted that the Commission 
failed to consult widely with stakeholders prior to 
publishing its preliminary report. In terms of the 
more substantial comments provided by Forestry 
SA, we highlight these below:

231.1. Forestry SA submitted that the forestry 
sector (especially the pulp and paper 
subsector), has been constrained for 
decades due to the failure of the State to 
meet its stated objectives in the forestry 
sector which include: new afforestation, 
the recapitalisation of degraded State-
owned plantations, the exit by the State 
from the direct management of forests, 
the funding of SMEs and HDPs, and the 
funding for research, development and 
innovation. According to Forestry SA, 
these objectives have been repeatedly 
captured in national planning documents 
like the National Forestry Action Plan, the 
Forests Sector Code, numerous iterations 
of the IPAP, the Agricultural Policy Action 
Plan, the Public Private Growth Initiative 
and the Forestry Sector Road Map. Forestry 
SA decried the fact that the Commission’s 
report does not make reference to most 
of these documents and the failures by 
the State to support entry of more HDPs 
and SMEs. More importantly, Forestry 
SA submitted that the Commission’s 
recommendations will lead to further 
State-led interference in the forestry 
industry, where available timber is already 
diminishing. 

231.2. Forestry SA further stated that the 
Commission’s report did not reference 
the Forests Sector Code in relation to the 
barriers and constraints facing SMEs and 
HDPs and thus the need for their promotion 
in this sector. It submitted that the 
Commission’s recommendations should 
have been tested against the barriers, 
recommendations and commitments 
already identified and contained in the 
Forest Sector Code. This notwithstanding, 
Forestry SA acknowledged that there are 
some aspects in which the Commission’s 
report aligns with those in the Forest 

221  Refer to Sawmilling South Africa’s letter in response to the Commission’s Preliminary Report, dated 28 August 2020.

Sector Code, while there are many 
areas in which the Commission’s report 
significantly differs with what has already 
been agreed to (by the State, private 
sector and organised labour) in the 
Forest Sector Code. This also includes the 
planning documents such as the PPGI and 
the Forestry Sector Master Plan.

231.3. Forestry SA also submitted that the 
Commission’s view that there is a lack 
of secure and consistent supply of logs 
to SMEs and HDP firms is generalised 
as there are some companies who have 
ringfenced sustainable supply of logs to 
these firms. It noted a firm that is part of 
the Small Sawmillers Value Add project 
initiated by the DTIC to facilitate further 
processing activities by SMEs and HDP 
firms, although this project has since been 
stopped by DEFF due concerns regarding 
mismanagement, among others.

232. Overall, Forestry SA submitted that the 
Commission’s findings and recommendations 
should not be relied upon by government, 
either for development or refinement of policy 
or legislation, or as justification for any organ of 
State (including the Commission) to interfere 
in the business of M&A and timber swops. 
Forestry SA’s comments on the Commission’s 
recommendations are further detailed in section 
5.5. 

Sawmilling South Africa (SSA)221

233. Sawmilling South Africa (SSA) represents members 
throughout South Africa with approximately 75% 
of the total production of the sawmilling industry. 
Members comprise of both large and SME 
producers. SSA agreed with the findings in the 
Commission’s preliminary report. 

234. SSA also submitted that it is an active participant 
on the working groups in the drafting of the current 
Forestry Masterplan for South Africa which has 
been initiated by the Office of the State President 
through the PPGI. As many of SSA’s members fall 
into the category of SMEs and HDP owned firms, 
SSA stated that it is acutely aware of the challenges 
faced in the industry. In this regard, SSA submitted 
that the Forestry Masterplan currently being 
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developed already contains plans to address many 
of the concerns and recommendations raised by 
the Commission. As such, SSA has confidence that 
the Forestry Masterplan will be able to adequately 
address the majority of the concerns raised in 
the Commission’s report and see no further need 
for the Commission to address certain matters 
further in parallel with those recommended in the 
Forestry Masterplan.

South African Wood Preservers Association              
(SAWPA)222

235. SAWPA did not submit any substantive comments 
since the supply of raw material to timber/pole 
treatment plants is not an area in which they can 
get involved. SAWPA however noted that pole 
treatment plants do not have their own plantations 
and are dependent on supply of pole raw material 
from larger suppliers that have become vertically 
integrated. As such, SAWPA noted that non-
integrated pole treatment firms are finding it 
difficult to source suitable material which was 
previously not the case.

Crickmay & Associates223

236. Crickmay and Associates (Crickmay) provided 
several suggestions and comments to improve the 
language and terminology used in the preliminary 
report. These have been noted and incorporated 
under the relevant sections and context. 

5.3 Forestry and Related 
Services Market Players

York Timbers224

237. York Timbers’ overarching concern related to how 
“a too simplistic approach to the restructuring 
of the industry, as necessary as that is, could 
have significant detrimental effects to the overall 
competitiveness of the sector, to the detriment 
of various downstream industries and the 
developmental challenges of the South African 
economy”. In this regard, York Timbers submitted 
that the structure and nature of the forestry 
naturally favour the participation of large players 
with the requisite capital resources that can allow 

222 Refer to South African Wood Preservers Association email in response to the Commission’s Preliminary Report, dated 9 
September 2020.

223 Refer to Crickmay & Associates email in response to the Commission’s Preliminary Report, dated 10 September 2020.

224 Refer to York Timbers’ letter in response to the Commission’s Preliminary Report, dated 16 September 2020.

for sustainable investment in the sector. These 
concern the following findings in the Commission’s 
preliminary report:

237.1. York Timbers confirmed the Commission’s 
findings that economies of scale and 
scope through vertical integration 
give rise to significant efficiency gains. 
However, they further submitted that the 
structure of the forestry sector allows 
for these benefits to be passed on to 
consumers and downstream participants. 
As such, York Timbers argued that the 
proposals set out in the study may have 
unintended consequences of eroding 
efficiency gains which would impact on 
the industry’s domestic and international 
competitiveness. 

237.2. York Timbers further noted the 
Commission’s finding of vertical 
integration resulting in benefits mainly for 
larger integrated firms at the expense of 
raising barriers to entry for smaller players. 
However, it submitted that addressing this 
through discouraging vertical integration 
or economies of scale could potentially 
lead to disinvestment in the industry. As a 
such, disinvestment by larger integrated 
players would result in: (1) the decline in 
industry output levels; (2) shortages that 
would drive up prices; (3) substitution to 
imports; and (4) a decrease activity in the 
downstream sectors.

237.3. In terms of the broader objectives to 
promote transformation and a greater 
spread of ownership in the forestry sector, 
York Timbers expressed a concerned 
that there is a structural misalignment 
between the efficiency requirements of 
the industry and the need for redress to 
enhance inclusivity and participation for 
SME and HDP firms and that this cannot 
be overcome in a simplistic manner. 
York Timbers submitted that plans for 
the inclusion of SME and HDP firms are 
set out in the Forestry MasterPlan which 
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was agreed between government and 
the industry. Although York Timbers is in 
alignment with these objectives, it is of 
the view that the necessary investments 
in technology cannot be secured without 
security of supply (achieved by integration 
or long-term supply contracts).

238. The recommendations set out in the Commission’s 
preliminary report may thus have a negative 
impact on the South African economy, and in 
particular on employment in rural areas, according 
to York Timbers. York Timbers’ comments on the 
recommendations are summarised in Section 
5.5 below. Further comments from York Timbers 
concerning the industry are also noted and 
incorporated into the sections above.

Sappi225

239. Sappi submitted that the competitiveness of SME’s 
and HDP owned firms in the downstream forestry 
markets is not dependent on them being vertically 
integrated as security of supply can be achieved 
through other means. In this regard, Sappi stated 
that upstream market operations are highly 
capital and time-intensive such that significant 
capital is required to develop sustainable forestry 
plantations. Therefore, it is mostly only large 
public companies or Government that are able 
to own and operate such land for commercial 
forestry purposes and SME’s and HDP owned 
firms generally do not invest at the upstream level.

240. Sappi further suggested that security of supply is 
largely dependent on the ability of downstream 
firms or units to establish and secure contracts 
rather than through the size of plantations or 
ownership of plantations. As such, access to timber 
is not the issue as there is sufficient capacity in the 
upstream market for downstream processors, but 
rather the solution is to have sustainable long-term 
economic growth to ensure the competitiveness of 
SME’s and HDP own firms in the forestry industry. 
In this regard, Sappi suggested that various 
initiatives could be implemented to facilitate long-
term contracting in the industry and on SAFCOL. 
A detailed summary of Sappi’s comments on the 
recommendations are presented in Section 5.5.

225  Refer to Sappi’s letter in response to the Commission’s Preliminary Report, dated 16 September 2020.

226  Refer to TimRite’s email in response to the Commission’s Preliminary Report, dated 16 September 2020.

227  Refer to UCL Company’s email in response to the Commission’s Preliminary Report, dated 10 September 2020.

228  Refer to United Forest Products’ email in response to the Commission’s Preliminary Report, dated 16 September 2020.

Timrite226

241. TimRite submitted that it welcomes the report’s 
recommendations regarding the application of 
competition law to monitor activity in the sector 
as well as the industrial initiatives proposed. 
They noted that it is important to have access to 
plantations and long-term supply agreements to 
ensure the security of supply of mining timber, 
a small portion of the total sector, but one of the 
areas that has declined over 70%. They pointed out 
that a key challenge in the sector is the transfer of 
expertise and ensuring that land claimants and rural 
communities have the necessary skills to manage 
plantations upstream as well as in downstream 
milling and processing areas on a long-term 
sustainable basis. They believe that this transfer 
is best achieved through the type of partnerships 
and joint ventures proposed in the report.

UCL Company227

242. UCL submitted that it supports the 
recommendations set out in the report. They 
agree with the stated objective to promote 
‘employment creation and the opportunity for 
effective participation of SMEs and HDPs’ and 
that ‘there is a strategic imperative to ensure that 
these firms are able to sustainably enter, expand 
and compete in this sector.’ In particular, they 
support the recommendation that mergers and 
acquisitions are monitored in order to ensure that 
the above objective is adequately supported. They 
have long been of the view that the large forestry 
companies have been buying forestry land and 
plantations at prices and volumes that are not 
viable for SMEs and that this has led to reduced 
opportunities for SME’s and new entrants. This in 
turn results in sustainability risks and the inability 
to compete effectively for raw material supplies 
and market share.

United Forest Products (UFP)228

243. United Forest Products did not submit any 
comments or suggestions. They noted that the 
report was elaborate with noble recommendations. 
They are particularly interested in the sixth 
recommendation which is where they believe 
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they can make a meaningful contribution. They 
submitted that there is a lot of old forestry areas 
in their immediate vicinity viz. DEFF plantations 
and land awarded as land claim property. UFP is 
willing to invest time to help train young people 
and monitor forestry activities.

5.4 Association of Competition 
Law Practitioners (ACLP)

244. The ACLP limited its submissions to procedural 
concerns which are briefly summarised as follows:

244.1. the Commission’s seeming reliance on 
section 21A of the Competition Act as 
opposed to Chapter 4A of the Competition 
Act to ostensibly conduct a market inquiry. 
In this regard, the ACLP submitted that 
the basis for the Commission’s reliance on 
section 21A of the Competition Act was 
unclear and unjustified either in law or in 
the preliminary report;

244.2. the Commission’s seeming reliance on 
section 21A of the Competition Act to 
propose recommendations in the Draft 
Report despite the absence of provisions 
in section 21A of the Competition Act 
which empower the Commission to do 
so. This, the ACLP argued, rendered the 
status of the recommendations unclear 
and gives rise to legal uncertainty; and 

244.3. the Commission’s procedural recommen-
dation which seeks to make the notification 
of certain small mergers in the forestry 
sector notifiable despite the provisions of 
the Competition Act. The ACLP argued 
that this recommendation is at odds with 
section 13 of the Competition Act as it 
does not permit a pre-emptive, blanket 
requirement to notify small mergers. As 
such, any recommendation of such nature 
would be beyond the powers conferred 
upon the Commission by the Competition 
Act and that legislative amendments would 
be required in order to make provision for 
the Commission’s intended action.

229 According to FSA, almost 70% of South Africa’s roundwood production is pulpwood which is mainly used in the production 
of pulp and paper products (generates an estimated 50% of earnings from the export market). The pulp and paper subsector 
does not lend itself to direct participation of SMEs, as it is highly scale-driven and capital-intensive. FSA state that the 
Commission’s Preliminary Report tacitly acknowledges this and most of the recommendations are correctly related to the solid 
wood subsectors (e.g. sawmilling and pole production). 

245. Broadly, the ACLP cautioned the Commission 
from over regulation of commercial dealings 
as this may give rise to Type 1 error risks for the 
development economy, lead to a chilling of 
investment and capital deployment. 

5.5 Summary of submissions 
on the Commission’s 
recommendations

246. Under this subsection, we summarise the 
significant comments and suggestions made on 
each of the recommendations published in the 
Commission’s preliminary report.

Mandatory notification of all plantation acquisitions

247. The Western Cape Government expressed 
support for the mandatory notification of small 
mergers in this sector, however cautioned that this 
must be linked to understanding the role of the 
acquisition on the supply side of the market and 
that there must be clarity on how the pricing and 
volume information referred will be used. 

248.  Forestry SA submitted that it does not support this 
recommendation for a number of reasons. It stated 
that acquisitions are an important mechanism 
through which vertically integrated firms can 
secure feedstock required to grow their businesses 
and increase employment and economic output 
in the sector. Thus placing any form of limitation 
on the practice to ostensibly promote HDPs and 
SMEs in the sector is likely to discourage further 
investment by the private sector and increase the 
number of rent-seeking intermediaries, instead of 
value adding for SMEs. Therefore, the Commission 
should only require notification of small mergers 
which raise either public interest or competition 
concerns as to not impose significant costs on 
merging parties and result in any delays in the 
implementation of these mergers. Furthermore, 
Forestry SA submitted that the recommendations 
relating to the monitoring of M&A are too broad 
and should be confined to those involving only the 
sawmilling and pole production subsectors.229 
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249.  York Timbers submitted concerns that over 
regulation of the industry may discourage 
investment in the sector. This is particularly with 
regards to the long-term investment requirements 
for forestry assets and the importance of 
opportunities created through integration. Without 
further investment, growth in the industry may 
be stifled which would ultimately lead to greater 
harm to the consumer and competitiveness in the 
market. In this regard, York Timbers’ suggested 
an amendment to the effect that the Commission 
should be informed of all small mergers in the 
industry and, upon receipt, decide as to whether a 
formal merger notification is required. In addition, 
York Timbers proposed that in order to ensure 
that procompetitive investments are not deterred, 
the Commission must clearly indicate that merger 
cases will be assessed on a case-by-case bases and 
that SME and HDP firm participation is not elevated 
above the considerations of competitiveness and 
economic efficiency.

250. Similarly, Sappi submitted that this 
recommendation by provide more visibility to 
transactions in the industry, it will however not 
solve the challenges identified in the report. In 
this respect, Sappi stated that further regulation 
in the form of mandatory notification of small 
mergers will further increase the cost of business 
and constitute a barrier to entry and expansion. 
Furthermore, any added delays in process 
will likely compromise proper forestry crop 
maintenance and establishment that leads to 
the loss in yield, increase in risks and potentially 
undermines sustainable forestry projects.

Merger regulation focussed on preserving SME/
HDP firm log access

251. The Western Cape Government indicated that 
there must be clarity on the tools to be used 
to ensure merger control regime that seeks to 
preserve log access for SME and HDP firms. 

252.  Forestry SA submitted that it is not appropriate 
for the Commission to regard preserving SME 
and HDP firm access to log supply as “paramount” 
in any merger assessment. However, it accepted 
that the assessment proposed by the Commission 
is necessary, and in some instances, “creeping 
mergers” may potentially be relevant to the 
assessment of a particular proposed merger 
transaction. However, it expected that the impact 
of any such prior transactions would be reflected 

when the Commission calculates market shares 
as part of its normal assessment process. Overall, 
Forestry SA submitted that imposing conditions on 
merging parties which require them to enter into, 
or maintain, long term supply agreements with 
SME/HDP firms may not be appropriate in every 
instance, and conditions of this nature would have 
to be assessed on a case-by-case basis, in light 
of the surrounding circumstances in the relevant 
market/s, and commercial realities. 

253.  York Timbers submitted that focus on SMEs and 
HDPs may lead to lost opportunities to sustain 
efficiencies in the market as it could impede the 
requisite investment in technology and expansion 
necessary to promote increased productivity 
and limit wastage during timber harvests. Given 
that the forestry industry is capital intensive, York 
Timbers stated that the growth and expansion of 
larger players allows for the investment of better 
technologies and efficiency gains which increase 
the competitiveness of South Africa in the global 
market. York Timbers argued that the significance 
of the industry to the South African economy 
underscores the need to facilitate growth and 
expansion of players, which is directly dependant 
on the efficiency gains accrued through the 
vertical integration of timber producers and 
processors. Furthermore, York Timbers noted 
that the Forestry Masterplan and the DTIC 
Recommendations make a clear case for the 
development of the downstream market in order 
to stimulate the timber construction market in 
South Africa and thereby create new opportunities 
for entrepreneurship, particularly for SMEs and 
HDPs, including job creation. Therefore, York 
Timbers cautioned against a policy stance that 
elevates the developmental goal of SME and 
HDP participation above economic efficiency 
and competitiveness, since the loss of economic 
efficiencies and international competitiveness 
could ultimately undermine the developmental 
goals if South African production is replaced 
with imports from more competitive international 
entities.

Facilitate cooperation arrangements between 
SMEs and HDP firms

254. The Western Cape Government submitted that 
they support the use of policy tools such as the 
industry-level agreements and further indicated 
that these recommendations should be reflected 
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within the relevant departments such as the DTIC 
and DALRRD. 

255.  York Timbers submitted that it may be appropriate 
to facilitate cooperation between SMEs and 
HDPs, particularly in instances where collective 
bargaining arrangements may allow such suppliers 
to purchase pockets of plantation land adequate 
to meet their needs rather than competing with 
large corporates for access to the same timber. 
York Timbers noted that collective purchasing 
of upstream plantations may potentially lead 
to SMEs and HDP firms gaining access to more 
geographically appropriate plantations and a 
reduction in costs and increase in efficiency gains. 
This, in its view, supports the case for security of 
supply within the industry and that even SMEs 
or HDPs are incentivised to either integrate or 
conclude long-term supply contracts in order to 
sustain business.

256.  Sappi submitted that the Commission should at 
all times act independently and in the interest of 
a free market. Hence, SME’s and HDP’s should 
through their own initiatives and motivation apply 
for exemptions if required which should not be 
done by the Commission.

Use policy tools such as industry-level agree-
ments and revised SOE mandates to ensure great-
er security of input supply and greater stability in 
sales prospects for SMEs and HDPs

257.  Forestry SA submitted that it supports certain 
parts of this recommendation. It supports the 
notion that SMEs and HDPs be awarded long term 
contracts to assist them with security of supply. 
However, it suggests that care must be taken to 
ensure that timber contracts are only issued to 
bona fide timber processing facilities, and not to 
entities trading in timber. Such entities would only 
increase prices, and SMEs and HDPs would not 
benefit from the contracts. It does not agree that 
SAFCOL should not issue long terms contracts 
to large vertically integrated forestry firms. This is 
due to the following:

257.1. Several of these large companies do not 
have their own arrangements in place 
to secure their feedstock, as suggested 
in the Commission’s report, so limiting 
SAFCOL to supply only SMEs and 
HDPs on these grounds would be both 
monopolistic behaviour and damaging to 

the companies who depend on SAFCOL 
for their supply.

257.2. The sawmilling industry’s investment 
commitments in the PPGI and Masterplan, 
are predicated on the State ensuring that 
SAFCOL’s timber resources can specifically 
be made accessible at transparent 
prices and in secure supply agreements, 
otherwise the sub-sector will need to 
revisit their investment commitments as 
made to the President.

257.3. Large companies have large investments 
in place and employ thousands of people. 
Reducing their volume will force them to 
reduce their staff component and will 
threaten their planned investments.

258. Lastly, Forestry SA submitted that the State 
should provide incentives to private companies 
to enter into long term supply agreements with 
SMEs and HDPs. The Forest Sector Code already 
makes provision for this and other forms of SME 
development and support throughout the various 
value chains of the forestry sector.

259. The Western Cape Government suggested that 
these policy tools should also be reflected by the 
relevant government departments.

State plantation land parcels to be extended to 
SMEs / HDP firms for management and integra-
tion of claimant communities into the forestry val-
ue chain

260. The Western Cape Government pointed out that 
the change of leases and ownership of state owner 
land needs to be accompanied by robust business 
plans with key partners, with a specific focus on 
developing broader support mechanisms for 
claimant community owned businesses in order 
to ensure their success and avoid disrupting the 
supply of logs into the value chain. They lamented 
the uncoordinated nature of current mechanisms 
for land transfers and their lack of success. 

5.6 The Commission’s Response 
to the submissions on its 
preliminary report

261. The Commission welcomes and appreciates 
the submissions made by industry stakeholders 
and various government departments. In this 
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regard, it notes the consistent participation of 
private firms, industry associations, government 
departments (both national and provincial) as well 
as practitioners in the competition enforcement 
environment. The submissions made have been 
incorporated, where appropriate, and served to 
improve the analytical basis upon which it made 
its findings and recommendations. 

262. Importantly, the Commission notes that none of 
the submissions made disputed the findings of the 
Commission in relation to the critical importance 
of access to a stable, secure and consistent access 
to logs as a prerequisite for the sustainable 
competitiveness in the forestry sector. Even more 
importantly, the submissions made emphasised 
this very point, accepting that deepening vertical 
integration does raise log supply access concerns, 
particularly for small integrated and non-vertically 
integrated businesses, broadly referred to as SME 
and HDP firms. In this regard, the submissions 
made referred to the existence of a number of 
policy documents including, among others, the 
Forestry Master Plan which seeks to ensure a more 
inclusive forestry sector with the sustainability of 
SME and HDP firms at the centre; the expansion of 
the production of logs through new afforestation 
programmes; and skills transfer initiatives aimed 
at ensuring the sustainability of SME and HDP 
firms and particularly claimant communities. 

263. In addition, some submissions indicated that the 
issues raised by the Commission in its preliminary 
report were similar to those identified in other policy 
documents. However, some submissions sought 
to argue that the Commission’s recommendations 
ought to be disregarded as sector agreements 
such as the Master Plan already cater for how 
these issues will be resolved. The Commission is 
of the view that this is not the correct approach 
to resolve what is an unanimously identified and 
agreed upon problem. First, the Commission, 
in its consultations with various government 
departments noted the complementarity of the 
actions proposed to resolve the issue of log 
access for small and non-vertically integrated 
firms and the sustainable participation of claimant 
communities in the forestry sector. To this, the 
Western Cape Government’s Department of 
Economic Development and Tourism added 
its concurrence, making recommendations in 
respect of the development of an appropriate 
funding and support model to ensure the success 

of government’s interventions. The Commission 
notes and agrees with this. While the Forestry 
Sector Master Plan relies on long-term solutions 
such as new afforestation (which as agreed takes 
significantly long period to become available in 
the market), the Commission’s recommendations 
provide a more short to medium-term solution 
which will ensure the sustainable inclusion of 
small and non-vertically integrated firms and 
claimant communities in the sector. It is for this 
reason that government departments endorsed 
the Commission’s recommendations. 

264. Without dealing with of the recommendations 
individually, the Commission notes the general 
support for the use of merger regulation to 
ensure that log access for small and non-vertically 
integrated firms and claimant communities 
is preserved. The Commission notes the 
cautions to ensure that the application of these 
recommendations must minimise the imposition 
of additional compliance costs on business. In this 
regard, the Commission welcomes proposals such 
as that made by York Timbers which seek to ensure 
that there is transparency on the developments 
on the contestable log supply in the sector and 
that the reviews of such acquisitions will, in the 
ordinary course, be conducted on a case-by-case 
basis.

265. Further, the Commission notes the view that 
its recommendations will discourage vertical 
integration in the forestry sector. The Commission, 
along with all the stakeholders that made 
submissions, recognise the benefits of security 
of supply that arises from vertical integration and 
long-term contracting. It is for this reason that the 
Commission believes that these benefits ought to 
be extended to small and non-vertically integrated 
firms and claimant communities in order to ensure 
their sustainable and competitive participation in 
the forestry sector.

266. Lastly, while some submissions raised concerns 
in respect of the chilling of investments, 
the Commission notes that in actual fact, its 
recommendations seek to ensure stability of 
demand which should facilitate investment into 
increased production in the long-term. This is 
an important consideration for the long-term 
sustainability of the sector and inclusion of small 
and non-vertically integrated firms and claimant 
communities.
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Response to the ACLP

267. Given that the concerns raised by the ACLP raised 
important procedural questions, we deal with 
these separately below.

Ad Concern 1: The Commission’s seeming reliance 
on section 21A of the Competition Act as opposed 
to Chapter 4A of the Competition Act to ostensibly 
conduct a market inquiry

268. Section 21A of the Competition Act mandates 
the Commission to conduct an impact study as 
follows:

“21A.   Impact Studies — (1) The Competition 
Commission may study the impact of any decision, 
ruling or judgment of the Commission, the 
Competition Tribunal or the Competition Appeal 
Court.”

269. Section 21A is framed in broad terms and empowers 
the Commission to “study the impact of any decision, 
ruling or judgment” of the competition authorities.  
The Commission is of the view that it has correctly 
conducted the impact study under section 21A of 
the Competition Act.  To conduct the exercise under 
Chapter 4A of the Competition Act, which deals with 
market inquiries, would have been inappropriate as 
the impact study assesses the cumulative impact of 
merger decisions in the forestry sector. As noted in 
paragraphs 21 and 22 above, this impact assessment 
is based on the merger decisions reached by the 
Commission and Tribunal in the forestry sector. 
To illustrate, the vertical integration, trends in 
concentration levels and ownership dynamics that are 
considered in this impact assessment arise, in large 
part, from the merger decisions of the Commission 
and Tribunal which effectively approved the various 
transactions over time. The impact study therefore 
falls squarely within the ambit of section 21A of the 
Competition Act.

270. Lastly, it is important to note that the Competition 
Act does not prescribe a structure, style or format 
for an impact study under section 21A.  The 
Commission is therefore free to draft an impact 
study in any structure, style or format it wishes to. 
In this regard, it is important that to contextualise 
the assessment and its findings, all relevant 
economic factors and market dynamics that 
impact on competition in the sector are properly 
set out. The comprehensive background to the 
sector, for example, serves this very purpose and 
provides the foundation for the assessment which 
ensues. Similarly, the cumulative assessment, as 

opposed to a single decision, allows for analytical 
ease given the consistency of the issues raised in 
these mergers and investigations.

Ad Concern 2: The Commission’s seeming reliance 
on section 21A of the Competition Act to make 
recommendations in the Draft Report despite 
the absence of provisions in section 21A of the 
Competition Act which empower the Commission 
to do so

Explanatory Memorandum to the 2018 
Competition Amendment Bill (“Explanatory 
Memorandum”)

271. According to the Explanatory Memorandum, 
section 21A “creates a new power for the 
Commission to study the impact of earlier decisions 
by the Commission, Tribunal or Competition 
Appeal Court. This power enhances the 
Commission’s advocacy powers. The studies will 
provide valuable insights into the impact of the Act, 
on the competitiveness of South African markets 
and inform future action or approaches, including 
measures to enhance competition, whether in 
mergers, market inquiries or enforcement cases.” 
[underlining our emphasis]

272. It is clear from the explanatory memorandum that 
the purpose of section 21A was to enhance the 
Commission’s advocacy powers and to provide a 
tool that will inform future action or approaches in 
various facets of the Commission’s mandate.  The 
making of a recommendation within the context 
of an impact study is consistent with the purpose 
of the section 21A.  

273. In Cool Ideas, the Constitutional Court said the 
following at paragraph 28 of its judgment:

“A fundamental tenet of statutory interpretation 
is that the words in a statute must be given their 
ordinary grammatical meaning, unless to do 
so would result in an absurdity. There are three 
important interrelated riders to this general 
principle, namely: 

(a) that statutory provisions should always be 
interpreted purposively; 

(b) the relevant statutory provision must be 
properly contextualised; and 

(c)  all statutes must be construed consistently 
with the Constitution, that is, where reasonably 
possible, legislative provisions ought to be 
interpreted to preserve their constitutional 
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validity. This proviso to the general principle 
is closely related to the purposive approach 
referred to in (a).” [underlining our emphasis]

274. This well-established approach to statutory 
interpretation by the Constitutional Court has been 
cited in various judgments, including the recent 
Constitutional Court judgment in Pickfords230 at 
paragraph 34.

Power of the Commission to make 
recommendations under section 21A

275. The wording of section 21A does not make any 
express reference to ‘recommendations’.  The 
wording only refers to ‘an impact study report’.  

276. Interpretation of a statute is subject to three 
important riders – the interpretation must be 
purposive, contextual and consistent with the 
Constitution.  Using these tools of statutory 
interpretation, the Commission is of the view 
that impact studies conducted in terms of 
section 21A of the Competition Act may include 
recommendations. The study of an impact of a 
decision, ruling or judgement of the Commission, 
the Competition Tribunal or the Competition 
Appeal Court may point to the need for policy, 
legislative or other changes that may be required. 
This interpretation is fortified by the Explanatory 
Memorandum, referenced above, which states 
that the purpose of section 21A is to enhance 
the Commission’s advocacy powers as well as to 
inform future action or approaches.

277. The wording of section 21A of the Competition 
Act does not oblige the Commission make 
recommendations in an impact study i.e. it is 
discretionary. This is contrast to section 43E of 
the Act dealing with market inquiries where the 
wording is clear that the Commission “must submit 
the report to the Minister with recommendations” 
i.e. it is obligatory for the Commission’s report from 
a market inquiry to contain recommendations. 
In addition, certain recommendations made in 
a market inquiry are legally enforceable.  For 
example, in a market inquiry, the Commission 
may recommend a divestiture to the Competition 
Tribunal and it may make an appropriate order in 
relation thereto (section 43D(2)).    

278. In addition, we also wish to illustrate that in 
principle there is no reason why a report cannot 
include recommendations where appropriate.   

230  (CCT123/19) [2020] ZACC 14; 2020 (10) BCLR 1204 (CC) (24 June 2020).

The following sections of the Competition Act 
do not expressly exclude or include the word 
‘recommendations’:

• Section 21(k) – “over time, review legislation 
and public regulations, and report to the 
Minister concerning any provision that 
permits uncompetitive behaviour”

• Section 21(2) – “In addition to the functions 
listed in subsection (1), the Competition 
Commission may—

(a) report to the Minister on any matter re-
lating to the application of this Act;

(b) enquire into and report to the Minister 
on any matter concerning the purposes 
of this Act; and

(c) […]”

279. The Commission is therefore of the view that 
an impact study in terms of section 21A of the 
Competition Act may include recommendations 
as long as the recommendations are rationally 
related to the impact study.

Ad Concern 3: The Commission’s procedural 
recommendation which seeks to make the 
notification of certain small mergers in the forestry 
sector notifiable despite the provisions of the 
Competition Act

280. Although it is not mandatory to notify a small 
merger, there are two exceptions to this position 
– firstly, the Commission can call for notification of 
small mergers, and, secondly, where the parties 
themselves may voluntarily notify a small merger.  
As stated above, the Commission’s position is that 
an impact study in terms of section 21A of the 
Competition Act may include recommendations 
as long as the recommendations are rationally 
related to the impact study.  The Commission’s 
stance is that the procedural recommendation 
relating to the notification of certain small mergers 
is rationally related to the impact study in question.

281. In any event, the Commission is empowered in 
terms of section 78 to issue guidelines to indicate 
its policy approach in respect of any matter within 
its jurisdiction in terms of the Competition Act.  
This would include notification of small mergers.
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6.1 Introduction

282. This impact assessment was conducted on the basis 
of the merger decisions reached by the Commission 
and the Competition Tribunal (Tribunal) in the 
forestry sector. These decisions, which were largely 
approvals, are beleaguered by a central theme 
which arose in these mergers and continues to 
persist to date; the deepening vertical integration 
in the forestry sector and log supply access 
concerns, particularly by small integrated and non-
vertically integrated businesses. It is for this reason 
that the Commission has conducted this impact 
assessment, to assess the cumulative impact of the 
Commission and Tribunal’s merger decisions in the 
forestry sector. The need for the impact assessment 
of the Commission and Tribunal’s merger decisions 
in the forestry sector also received impetus 
following various concerns raised in a number of 
abuse of dominance complaints investigated by 
the Commission, since its inception, which raise the 
same issues. Although the Commission decided, 
for various reasons, to non-refer some of these 
complaints, it recommended a process of advocacy 
aimed at resolving same.

283. These concerns primarily relate to challenges in 
accessing logs by, amongst others, SMEs and new 
HDP entrants, particularly from large vertically 
integrated players. Securing such access from large 
integrated players is also the focus of conduct 
complaints. More importantly, the persistence 
of these concerns in each of these mergers and 
the complaints investigated by the Commission 
indicates that the decisions reached by the 
Commission in these matters have not been able 
to systematically address consistent and secure 
log access to small and non-vertically integrated 
businesses. While the Commission’s advocacy 

efforts on conduct have made some inroads in 
addressing the concerns, there are still some 
limitations as long-terms contracts are not extended 
to small businesses or new HDP entrants. The result 
is that there is a perpetuation of concentration and 
a lack of broader participation in the downstream 
forestry sector. In light of the above, it is pertinent that 
the Commission assess the efficacy of its previous 
decisions given the consistency of concerns raised 
by market participants. 

284. The South African forestry value chain consists of 
two levels, the upstream growing of plantations 
for the production and supply of timber products 
and the downstream primary processing levels 
which produces and supply processed timber 
products. The timber products supplied include 
sawlogs, pole logs, pulpwood and mining timber. 
The processed timber products include, among 
others, sawn and mining timber, transmission 
poles, pulp produced in pulp mills, sawmills, pole 
treatment facilities and mining timber mills.  The 
geographic scope for the production and supply 
of timber products is broadly regional since the 
logs cannot be transported over long distances 
due to the weight and bulk of the wood. However, 
the production and supply of processed timber 
products occurs on both a regional and national 
basis. 

285. The production and supply of timber and 
processed timber products (at both the upstream 
and downstream levels of the value chain) is 
characterised by the presence of a few large 
private commercial operations, with the exception 
of SAFCOL, the state-owned enterprise. These 
large players are generally vertically integrated 
across the value chain. In addition to these large 
players, there are numerous small operations at 
the upstream plantations level and a few SMEs at 

SECTION 6

INSIGHTS AND 
RECOMMENDATIONS
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the downstream processing level, complemented 
by some small vertically integrated players. A large 
number of the small operations at the upstream 
level are linked to and exclusively supply the large 
vertically integrated firms. 

286. Vertical integration can be beneficial as it 
mitigates the risk of disruption in supply and 
makes firms less vulnerable to external factors by 
owning plantations in which they can access logs. 
With the unpredictable nature of the industry it 
is challenging for non-integrated firms to secure 
access to logs. Vertical integration also allows 
firm to better plan and optimise their supply, 
providing a certain level of certainty. This confers 
a competitive advantage upon these vertically 
integrated firms, which is crucial given that security 
of supply of one of the most fundamental tenets 
of competition in this market. The unintended 
consequence, however, may be that vertically 
integrated firms may be incentivised to raise their 
rivals’ costs or restrict output with the purpose of 
gaining market power in downstream markets

287. There are a number of economic factors that 
shape the South African forestry sector and have 
a bearing on the observed move towards vertical 
integration and long-term supply contracting. 
Historically, the upstream plantations level 
experienced growth in the production and supply 
of timber products, supported by the presence 
of ample forestation areas. However, this picture 
has since changed following (i) a decline in the 
allocated afforestation areas; (ii) a move towards 
the conversion of commercial forest areas to other 
agricultural products; (iii) volatility of supply and 
demand; (iv) stringent environmental approvals 
and land claims; and (v) the local and global 
economic downturn. These developments take 
place against the backdrop of an economic 
context that requires that (i) plantations must be 
located close to processing mills given the high 
cost of transport; and (ii) there must be a secure 
and consistent supply of good quality timber 
products in order to ensure the sustainability of 
firms operating in this sector.

288. The combination of the foregoing means that 
security of supply is crucial for competition in 
this sector. However, the market developments 
noted above have resulted in the decline of the 
production of the input resource i.e. logs, poles 
and pulpwood. In order to circumvent the adverse 
impact of these features, firms have sought to 

integrate backwards and forwards or engage in 
long-term supply contracting. The benefits of such 
integration or long-term contracting is that, broadly, 
these firms are able to stabilise both supply and 
demand dynamics, invest in their operations (given 
their appreciable insights into long-term market 
forecasting), plan and optimise their production 
activities and, in some instances, engage in cost-
saving strategies such as product swapping. On 
the converse, small vertically integrated and non-
vertically integrated SMEs and HDP firms are not 
able to enjoy such benefits and have to contend 
with the lack of security of supply and, more often 
than not, higher priced products. 

289. The impact of this is threefold. First, SMEs and 
HDPs have struggled to access a secure and 
steady supply of input resources and have, 
over time, had to rely on the open spot market 
with its concomitant higher prices. Given the 
unpredictable nature of supply and demand in the 
sector, this renders smaller players at a competitive 
disadvantage. Second, large vertically integrated 
firms enjoy secure and consistent access to 
input resources through self-supply and external 
sourcing (in the form of long-term contracts, swap 
arrangements and the open market) as it mitigates 
the risk of disruption in supply and makes them less 
vulnerable to external factors. This has conferred 
upon them a competitive advantage relative 
to their smaller rivals. Further, the unintended 
consequence may be that vertically integrated 
firms may be incentivised to raise their rivals’ costs 
or restrict output with the purpose of gaining 
market power in downstream markets. Third, this 
has resulted in high levels of concentration at both 
the upstream and downstream levels of the value 
chain, with the large vertically integrated firms 
enjoying a significantly large and self-reinforcing 
presence in these markets. It is important to note 
that while it does not appear that there has been 
an anticompetitive strategy by vertically integrated 
firms to gain or exert market power in these markets, 
the move towards vertical integration and long-
term contracting (which seems to have been aimed 
at ensuring the stability of their operations) has had 
unintended competitive harm in the form of the 
foreclosure of SMEs and HDPs, and a perpetuation 
of concentration in the sector. This has resulted in 
a consistent stream of complaints by SMEs / HDP 
firms against the contracting practices of vertically 
integrated operators in the forestry sector which 
have tended to be one-sided and unfair. It has 
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also resulted in a consistent concern over reduced 
access to log supply expressed by SME / HDP firms 
in all merger activity involving plantations.  

290. Given the importance of the forestry sector as 
a contributor to employment creation and the 
opportunity for effective participation of SMEs 
and HDPs, as recognised by the DEFF, there 
is a strategic imperative to ensure that these 
firms are able to sustainably enter, expand and 
compete in this sector. This objective is expressly 
in line with the objectives of the Competitive Act 
which, among others, seek to ensure broader 
participation by the previously marginalised in 
the economy. Accordingly, this study proposes 
a number of recommendations to achieve this 
outcome, including not only the approach to 
competition law enforcement but also the use 
of industrial policy within the context of broader 
competition policy tools, including the mandates 
of state-owned enterprises. In particular:

290.1. Competition law can seek to ensure 
existing access to upstream log supply 
by SMEs and HDPs is not eroded further 
through merger control and could in 
some specific cases assist in facilitating 
collaborative efforts by such firms to 
enhance security of supply. However, 
competition law is still likely to be more 
limited in its ability to develop greater 
levels of security of supply to SMEs and 
HDP firms. 

290.2. Industrial policy within the ambit of 
broader competition policy tools outside 
of competition law have greater scope 
to actively promote the development of 
SMEs and HDP milling operations, in part 
through the mandates of state-owned 
enterprises or development finance 
institutions such as the IDC. SAFCOL 
has the potential to contract long term 
supply agreements with SMEs and HDP 
forestry firms, and in so doing enable 
these firms to achieve some of the same 
benefits accruing to existing vertically 
integrated processors. Development 
finance institutions may also assist in 
funding investments in new equipment 
where commercial lending has failed, 
and state procurement may offer some 
stability of demand through, for instance, 
Eskom contracts. Policy may also provide 

incentives for private firms to also 
promote longer term procurement and/
or supply contracts with SMEs and HDP 
forestry firms. This stability of supply and 
demand, along with access to finance 
for investment, would assist in placing 
SMEs and HDP firms on a more equitable 
competitive footing to their vertically 
integrated rivals, and provide a solid 
platform for organic growth.

6.2 Recommendations for 
Competition Law Enforcement

291. In light of the diminishing opportunities for 
log supply to SMEs and HDP processors in the 
forestry sector, and the contribution of plantation 
acquisitions to that reduction in opportunities, 
merger control clearly has a role in preserving 
existing access to log supply. In this respect, the 
recommendations for merger control include the 
following: 

291.1.  Recommendation One: Notification 
of all plantation acquisitions. This 
recommendation is aimed at ensuring 
that the competition authorities can, 
on a continuous basis, have insight on 
the developments and dynamics in the 
forestry sector, particularly insofar as they 
relate to upstream access to logs and 
security to same. There is some Merger 
and Acquisition (M&A) activity in the 
forestry sector of this nature that falls 
below the merger thresholds defined in 
the Act for mandatory notification, given 
the large number of small plantations. 
However, the Act provides the basis for 
the Commission to require notification of 
mergers that fall below these thresholds. 
Forestry mergers involving plantation 
assets should be one such case.

291.2. In implementing this recommendation, it is 
important that the Commission has access 
to volume and price data in order to gauge 
the contestability of the market in terms of 
ad hoc vs continuous supply and spot vs 
contract pricing; and strategic expansion 
plans, among others. Access to this 
information will enable the competition 
authorities to monitor developments with 
a view to informing (i) their enforcement 
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efforts, and (ii) any further impact studies 
that may be undertaken in this sector. The 
Commission should work in partnership 
with the DEFF to collect much more 
disaggregated information on volumes 
and prices (contractual and otherwise by 
supplier, for example) from stakeholders. 
Similarly, the Commission can, on an 
annual basis, request this data directly 
from industry players.  

291.3.  Recommendation Two: Merger regulation 
focussed on preserving SME/HDP firm 
log access. In terms of merger control, 
particularly those mergers involving 
upstream plantations, the competition 
authorities should ensure that the public 
interest of preserving SME and HDP firm 
access to log supply is paramount in the 
merger assessment in order to prevent 
continued erosion of opportunities for these 
firms to participate in forestry markets. In 
particular, there needs to be a specific and 
comprehensive assessment of:

291.3.1. First, the level of the 
contestable supply of logs and 
how this has been changing 
over time. This should take 
into account the full breadth 
of supply arrangements by 
upstream plantations. This must 
include all supply agreements, 
swap arrangements, and self-
supply vs. external supply 
arrangements and strategies 
(see Section 4.3);

291.3.2. Second, the impact of creeping 
mergers on the competitive 
landscape in the forestry 
sector given the number of 
M&A activity that involve the 
same firms and the scope for 
numerous small plantation 
acquisitions; and

291.3.3. Third, the scope for remedial 
action in merger control to 
ensure long-term supply 
agreements with SMEs/HDP 
firms where a merger may 
threaten security of supply, and 
the need to balance this against 

the longer-term concerns over 
structural change that has 
closed off more opportunities 
than it has created.

292. The Competition law tools may also provide some 
limited opportunities to facilitate SMEs and HDP 
firms in developing a greater security of supply. 
Outside of merger control, these predominately 
lie in the realm of permitting forms of cooperation 
that promote collective security of supply, 
including the following:  

292.1.  Recommendation Three: Facilitate 
cooperation arrangements between 
SMEs and HDP firms. The competition 
authorities should look to facilitate efforts 
by SME and HDP firms to cooperate 
in ways that support long-term log 
supply agreements and stable demand 
agreements. These may include collective 
purchasing or commercialisation 
arrangements, as well as joint ventures 
for the purchase of upstream plantations. 
If well designed to be no more restrictive 
than necessary, such arrangements may 
pass muster under section 4(1)(a) of the 
Act, and otherwise may be the subject 
of exemption applications, which may 
include the block exemptions that may 
be regulated by the Minister of Trade, 
Industry and Competition.

292.2. In addition, SME and HDI sawmills 
can also cooperate on innovation and 
technological developments aimed at 
increasing log yields and optimise the 
usage of logs so as to limit wastage.

292.3. Similarly, small scale growers and claimant 
communities may form co-operatives to 
enable them to move into the downstream 
processing as a collective. This already 
exists in the form of NCT Forestry, a large 
co-operative, which is a good reference 
point for the kind of cooperation 
envisaged above. 

6.3 Recommendations for 
Industrial Policy and State-
Owned Enterprise Mandates

293. SMEs and HDP forestry processors are caught 
in a vicious cycle whereby the lack of long-term 
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log supply agreements also limits the firms in 
developing stable customer sales relationships 
and securing finance to make necessary 
investments in upgrading milling operations. 
The lack of modern facilities and stable demand 
in turn limit these firms from contracting on a 
long-term basis for logs. Similar challenges are 
faced by claimant communities wishing to move 
downstream where there is greater value. The 
state can break the vicious cycle at one or more 
of these points of failure and has an imperative to 
do so given the inability of the market to resolve 
it. Using industrial policy to direct the mandates 
of state-owned enterprises on the demand and 
supply side is one way of breaking the cycle, but 
the policy may also provide incentives to private 
companies to do the same.  

293.1.  Recommendation Four: Use policy tools 
such as industry-level agreements and 
revised SOE mandates to ensure greater 
security of input supply and greater 
stability in sales prospects for SMEs 
and HDPs. This recommendation can be 
effected using a number of different tools 
which are set out below.

293.2.  Advocacy to promote long term supply 
agreements with SMEs/HDP firms. The 
Commission should also engage in 
advocacy with SAFCOL and other large 
vertically integrated plantation owners 
to facilitate efforts at opening up long-
term supply agreements of at least three 
to five-year duration with SMEs and HDP 
firms specifically. In the case of SAFCOL, 
this should not be a basis for long term 
contracts with other large vertically 
integrated forestry firms as typically these 
firms have their own arrangements in 
place already.

293.3.  Vertically integrated firms to allocate a 
specified portion of log supply to SMEs 
/ HDP firm long-term contracts. As the 
custodian of state-owned plantation 
assets, the Department of Public 
Enterprises should consider expanding 
SAFCOL’s mandate to include the 
requirement to ensure a portion of total 
annual log supply output is reserved for 
long-term log supply contracts to SMEs 
and HDP firms. Such contracts should still 
not be extended to vertically integrated 

firms as these firms have existing long-
term supply arrangements and doing so 
would unduly limit the spot market for 
SMEs/HDP firms. Consideration should 
also be given to using such contracts to 
promote new entry and expansion in the 
downstream milling operations by SMEs/
HDP firms rather than SAFCOL looking to 
itself diversify downstream.  

293.4. Similarly, government (through the 
Department of Trade, Industry and 
Competition, Department of Public 
Enterprises and Department of 
Agriculture, Forestry and Fisheries) should 
facilitate an industry agreement to ensure 
that vertically integrated firms allocate a 
portion of log supply to SME / HDP firms 
through long-term contracts. In addition, 
SAFCOL should also make use of its 
minority shareholding in other vertically 
integrated forestry firms to similarly 
seek options for extending log supply 
contracts to SMEs and HDP firms on 
commercial terms or as part of B-BBEEE 
or CSI initiatives.

293.5.  State and private sector procurement to 
support long term contracts with SMEs 
/ HDP firms. State-owned enterprises 
and government can and should provide 
core demand in some of the various 
downstream markets. The government, 
through the dtic and department of public 
works and infrastructure, may endeavour 
to determine the potential of public 
construction (schools, clinics etc.) as well 
as timber structures and furniture as means 
of providing opportunity for longer-term 
agreements with SMEs and HDPs. Similarly, 
State-owned enterprises such as Eskom 
must also seek to make opportunities for 
SMEs and HDP firms in the procurement 
of transmission poles, for example. The 
procurement mandate for the state and 
state-owned enterprises should not only 
provide recognition to SMEs and HDP firms 
in the awarding of contracts, but also seek 
to introduce longer term contracts for such 
firms. In addition, commercial firms which 
constitute important customers for forestry 
products, such as mining or building 
supply companies, should be incentivised 
to provide core demand by allocating a 
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portion of their procurement to SME and 
HDP firms on a long-term contract basis. 
This greater stability in customer demand 
will reinforce the ability of these firms to 
make necessary commitments to invest in 
upgrading mills and long-term log supply 
contracts.

294. Properly directed industrial policy within 
government can also unlock new sources of log 
supply and development finance for SMEs and 
HDP firms in forestry, including the following:

294.1.  Recommendation Five: Development 
finance to support SME /HDP mill 
upgrading and plantation acquisitions. 
State development finance institutions 
such as the IDC should be directed to 
consider smaller financing packages for 
the upgrading of milling operations for 
SMEs and HDP forestry firms, as well as the 
financing of the acquisition of plantation 
assets for longer term supply stability. The 
need for development finance is because 
commercial lenders are not making such 
investments, and some development 
finance loans which break the vicious cycle 
are likely to unlock commercial lending in 
future as the stable demand and supply 
relationships are developed by SMEs and 
HDP firms. 

294.2.  Recommendation Six: State plantation 
land parcels to be extended to SMEs 
/ HDP firms for management and 
integration of claimant communities into 
the forestry value chain. The state is in the 
process of reclaiming plantation areas 
which were contracted out on a long-term 
basis to vertically integrated firms such 
as MTO. Output from these plantations 
may be directed to support SME and HDP 
firms through long-term supply contracts 
as outlined in the fourth recommendation. 
However, if the state is minded to contract-
out the operation of these plantation areas 
once more, it should consider smaller 
parcels being made available to SME and 
HDP firms for management rather than 
granting large swathes to a single firm. 
More importantly, given that it is estimated 
that a significant portion of forestry land is 
under claim, plans may be put in place to 
support the new owners of forestry land to 

engage in forestry farming. In this regard, 
a partnership model between the old and 
new owners could be considered as it 
provides the new owners with ownership 
and strategic as well as operational 
involvement in forestry activities. In order 
to incentivise the new owners of claimed 
lands to continue with forestry activities (as 
opposed to diverting to other products), 
it may be prudent to consider agro-
forestry initiatives that will provide for the 
production of complementary high value 
agricultural products alongside forestry.

295. A number of stakeholders made submissions 
in response to the Commission’s invitation to 
provide comments on its preliminary report. 
These submissions raised a number of issues 
for the Commission’s consideration particularly 
in respect of what stakeholders argued would 
give rise to adverse investment, efficiency and 
employment effects in the sector and economy 
in general (given the importance of the sector) 
if the Commission’s recommendations were 
implemented in their current form. Some 
stakeholders went as far as submitting that the 
Commission’s recommendations ought not to 
be relied upon by government as existing policy 
documents such as the Forestry Sector Code 
already provide solutions to the concerns raised 
in the Commission’s preliminary report.  

296. The Commission welcomes and appreciates 
the submissions made by industry stakeholders 
and various government departments. In this 
regard, it notes the consistent participation of 
private firms, industry associations, government 
departments (both national and provincial) as well 
as practitioners in the competition enforcement 
environment. The submissions made have been 
incorporated, where appropriate, and served to 
improve the analytical basis upon which it made 
its findings and recommendations. 

297. Importantly, the Commission notes that none of 
the submissions made disputed it’s findings in 
relation to the critical importance of access to a 
stable, secure and consistent access to logs as a 
prerequisite for the sustainable competitiveness 
in the forestry sector. Even more importantly, the 
submissions made emphasised this very point, 
accepting that deepening vertical integration 
does raise log supply access concerns, particularly 
for small integrated and non-vertically integrated 
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businesses, broadly referred to as SME and 
HDP firms. In this regard, the submissions made 
referred to the existence of a number of policy 
documents including, among others, the Forestry 
Master Plan which seeks to ensure a more 
inclusive forestry sector with the sustainability of 
SME and HDP firms at the centre; the expansion of 
the production of logs through new afforestation 
programmes; and skills transfer initiatives aimed 
at ensuring the sustainability of SME and HDP 
firms and particularly claimant communities. 

298. In addition, some submissions indicated that the 
issues raised by the Commission in its preliminary 
report were similar to those identified in other policy 
documents. However, some submissions sought 
to argue that the Commission’s recommendations 
ought to be disregarded as sector agreements 
such as the Master Plan already cater for how 
these issues will be resolved. The Commission is 
of the view that this is not the correct approach 
to resolve what is an unanimously identified and 
agreed upon problem. First, the Commission, 
in its consultations with various government 
departments noted the complementarity of the 
actions proposed to resolve the issue of log 
access for small and non-vertically integrated 
firms and the sustainable participation of claimant 
communities in the forestry sector. To this, the 
Western Cape Government’s Department of 
Economic Development and Tourism added 
its concurrence, making recommendations in 
respect of the development of an appropriate 
funding and support model to ensure the success 
of government’s interventions. The Commission 
notes and agrees with this. While the Forestry 
Sector Master Plan relies on long-term solutions 
such as new afforestation (which as agreed take 
a significantly long period to become available in 
the market), the Commission’s recommendations 
provide a more short to medium-term solution 
which will ensure the sustainable inclusion of 
small and non-vertically integrated firms and 
claimant communities in the sector. It is for this 
reason that government departments endorsed 
the Commission’s recommendations. 

299. Without dealing with each of the recommendations 
individually, the Commission notes the general 
support for the use of merger regulation to 
ensure that log access for small and non-vertically 
integrated firms and claimant communities 
is preserved. The Commission notes the 
cautions to ensure that the application of these 

recommendations must minimise the imposition 
of additional compliance costs on business. In this 
regard, the Commission welcomes proposals such 
as that made by York Timbers which seek to ensure 
that there is transparency on the developments on 
the contestable log supply in the sector and that 
the reviews of such acquisitions will, in the ordinary 
course, be conducted on a case-by-case basis.

300. Further, the Commission notes the view that 
its recommendations will discourage vertical 
integration in the forestry sector. The Commission, 
along with all the stakeholders that made 
submissions, recognise the benefits of security 
of supply that arises from vertical integration and 
long-term contracting. It is for this reason that the 
Commission believes that these benefits ought to 
be extended to small and non-vertically integrated 
firms and claimant communities in order to ensure 
their sustainable and competitive participation in 
the forestry sector.

301. Furthermore, while some submissions raised 
concerns in respect of the chilling of investments, 
the Commission notes that in actual fact, its 
recommendations seek to ensure stability of 
demand which should facilitate investment into 
increased production in the long-term. This is 
an important consideration for the long-term 
sustainability of the sector and inclusion of small 
and non-vertically integrated firms and claimant 
communities.

302. Lastly, in respect of the concerns raised by the 
ACLP, the Commission is of the view that it has 
conducted an impact study in terms of section 21A 
of the Competition Act and has the discretion to 
make recommendations in such an impact study.  
It is clear from the Explanatory Memorandum 
that the purpose of an impact study is to enhance 
the Commission’s advocacy powers and inform 
future action or approaches. The making of 
recommendations in an impact study is consistent 
with the purpose of section 21A.  In a market 
inquiry, recommendations are mandatory whereas 
in an impact study, recommendations are not 
peremptory. In addition, certain recommendations 
in a market inquiry are legally enforceable and 
this is not the case in respect of recommendations 
made in an impact study.
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Case 
Number

Acquiring 
Firm

Target Firm Size Phase Status Overlap Product Market Geographic Market

2001Mar20 Mondi Lim-
ited

Quickstep 
262 (Pty) Ltd

- - Approved - - -

2002Nov302 Orono Trad-
ing 51 (Pty) 
Ltd (Wholly 
owned sub-
sidiary of the 
Swartland 
Group (Pty) 
Ltd

Boskor 
Timber 
Processors 
division of 
Bonuskor 
Houtverw-
erkers (Pty) 
Ltd

I - Approved Vertical • Upstream market 
for sawn timber 
from pinewood 
(softwood)

• Downstream 
market for the 
manufacture of 
wooden window 
casements, wood-
en doorframes 
and wooden doors

• Downstream (or 
upstream) market 
for the produc-
tion and supply 
of sawn timber is 
national

• Downstream 
market for the 
supply of wooden 
window case-
ments, wooden 
doorframes and 
wooden doors is 
national

2004Apr940 Steinhoff 
Southern 
Cape (Pty) 
Ltd

Kota 
Sawmills 
(Pty) Ltd

I - Approved Vertical • No market 
definition was 
concluded how-
ever it involves the 
upstream market 
for the production 
and supply of logs 
to various down-
stream operations; 
and 

• the downstream 
market for the 
production and 
supply of sawn 
timber products

• No geographic 
market definition 
was concluded 
however it involves 
upstream planta-
tions and down-
stream sawmill 
activities based in 
the Southern Cape

2004Jun1077 Bonheur 
50 General 
Trading (Pty) 
Ltd

Komatiland 
Forests (Pty) 
Ltd

I - Prohibited Horizontal 
and vertical

• Upstream market: 
Production and 
supply of softwood 
sawlogs to inde-
pendent sawmills, 
veneer plants and 
plywood plants

• Downstream 
market: Produc-
tion and supply of 
sawn timber (via 
sawmills)

• Upstream produc-
tion and supply 
of sawlogs to 
sawmills is within 
100km from the 
plantation

• Downstream 
production and 
supply of sawn 
timber is national

ANNEXURE A

SUMMARY OF THE                        
ASSESSED MERGERS
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Case 
Number

Acquiring 
Firm

Target Firm Size Phase Status Overlap Product Market Geographic Market

2004Jul1102 Cape Timber 
Resources 
(Pty) Ltd

MTO 
Forestry (Pty) 
Ltd

I - Approved Horizontal 
and vertical

• The upstream mar-
ket for the produc-
tion and supply of 
softwood sawlogs. 
Since sawlogs, 
veneer logs and 
pulpwood are 
generally derived 
from the same 
sawlog

• The upstream mar-
ket for the produc-
tion and supply of 
softwood poles

• The downstream 
market for the pro-
duction and sup-
ply of sawn timber, 
veneers, plywood, 
blockboard and 
laminated board

• The upstream pro-
duction and sup-
ply of softwood 
sawlogs in Boland, 
George/Knysna 
and Tsitsikamma 
(regional)

• Downstream mar-
ket is national and 
import

2005Sep1840 Steinhoff Af-
rica Holdings 
(Pty) Ltd

The North 
Eastern Cape 
Forest Joint 
Venture and 
Goeiehoop 
Farming (Pty) 
Ltd

L 2 Approved No overlap 
as such but 
strength-
ening of 
down-
stream 
activities

• Upstream market 
for sawlogs

• Downstream 
market for sawn 
timber

• Upstream market 
for pulp logs

• Downstream 
market for particle-
board

• Upstream – re-
gional

• Downstream - 
national

2006Dec2676 / 
2009Dec4830

MTO Forest-
ry (Pty) Ltd

Boskor 
Saagmeule 
(Pty) Ltd 
& Boskor 
Ripplant (Pty) 
Ltd

I 3 Approved / 
Conditionally 
approved / 
abandoned

Vertical • Upstream market 
for the production 
and supply of 
softwood sawlogs 
used in the pro-
duction of sawn 
timber

• Downstream mar-
ket of saw milling 
for the production 
of structural grade 
timber

• Upstream: re-
stricted to sawmill 
localities not more 
than a 150km 
radius from plan-
tations

• Downstream: 
Western Cape, 
Eastern Cape and 
Southern Cape 
regions and to 
a small extent 
regional imports & 
overseas import

2009May4461 Cape Pine 
Investment 
Holdings 
Limited

Cape Timber 
Resources 
(Pty) Ltd

I Approved Horizontal 
and Vertical

• Upstream market 
for softwood 
sawlogs

• Downstream 
market for sawn 
timber
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Case 
Number

Acquiring 
Firm

Target Firm Size Phase Status Overlap Product Market Geographic Market

2009Dec4853 Sappi Man-
ufacturing 
(Pty) Ltd

The Assets 
of the 
Sjonajona 
plantation, 
owned and 
operated 
by Mondi 
Limited

I 2 Approved Horizontal 
and Vertical

• Upstream market: 
no competition 
concerns arises in 
both the narrowly 
(separate market 
for pulpwood 
and sawlogs) and 
a broadly (com-
bined market for 
pulpwood and 
sawlogs defined 
market

• Downstream 
market: relevant 
market is the 
market for pulp 
and paper milling 
and the market for 
sawlog milling

• Upstream market 
is regional – 
Mpumalanga 
province

• Downstream mar-
ket is national

2010Jan4882 Bedrock Min-
ing Support 
(Pty) Ltd

Letaba, 
Numbi and 
De Kaap 
businesses 
of Mondi 
Limited

I 3 (Prohibited)

Conditionally 
approved 
overall

Vertical • The upstream sup-
ply of hardwood 
with a diameter of 
9cm to 26cm

• Downstream 
market as those 
products that 
provide stand up 
support whether 
it be timber based 
or composite 
good including 
timber and either 
steel or cement, or 
just timber, steel or 
cement.

• Upstream market: 
Mpumalanga 
North, Limpopo 
and Mpumalan-
ga North/South 
(including the 
Piggs Peak area in 
Swaziland).

• Downstream 
market: Limpo-
po, Free State, 
Gauteng and 
North West Prov-
inces.

2010Jun5207 ASF Hold-
ings MU

Cape Pine 
Investment 
Holdings 
Limited

I 2 Approved Horizontal • Upstream market 
concerned relates 
to sawlogs and 
poles

• Downstream mar-
kets relate to sawn 
lumber made from 
the sawlogs and 
another market 
for poles which 
find use in fencing, 
telephone and ag-
ricultural purposes

• Regional up-
stream market (no 
overlap)

• Downstream mar-
ket is national
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Case 
Number

Acquiring 
Firm

Target Firm Size Phase Status Overlap Product Market Geographic Market

2011Jan5604 Steinhoff 
Southern 
Cape (Pty) 
Ltd

PJ Van 
Reenen (Pty) 
Ltd

I 3 Conditionally 
Approved

Horizontal 
and vertical

• Upstream market 
for production and 
supply of sawlogs 
and poles

• Downstream mar-
ket for production 
and supply of 
sawn timber

• Downstream 
market for the 
manufacture of 
treated poles

• Upstream market 
within 150km of 
the MPs facilities

• Downstream 
market for sawn 
timber is WC, EC, 
SC and possibly 
parts of Southern 
KZN

• Downstream 
market for treated 
poles is WC, EC, 
SC and possibly 
parts of Southern 
KZN

2011Dec0393 ASF 
Holdings MU

Global 
Emerging 
Markets 
Forestry 
Investors 
III LLC and 
Peak Forest 
Products

I 2 Approved Horizontal 
and vertical

• Upstream market 
for production and 
supply of unpro-
cessed timber

• Upstream market 
is regional

• No geographic 
overlaps

2012Jul0395 Mondi 
Limited

Mondi 
Shanduka 
Newsprint 
(Pty) Ltd

L  2 Approved Horizontal • Upstream market 
for the production 
and supply of 
hardwood pulp 
logs, sawlogs and 
hardwood poles  

• Within 150km 
radius of the MPs 
plantations in KZN

2013Mar0132 ASF
Holdings MU 
(Mauritius)

Ramanas 
Farms (Pty) 
Ltd

I 2 Approved Horizontal 
and vertical

• Upstream market 
for the supply of 
mining timber logs 
(with a diameter 
of 9cm-26cm) not 
exceeding 150km 
radius

• Downstream mar-
ket for the milling 
of mining timber 
products (under-
ground support 
structures)

• Mpumalanga 
areas – within 
150km
 

• Downstream 
market is multi-re-
gional including 
Limpopo, Free 
State, Gauteng 
and Northwest 
provinces stretch-
ing 
for at most 
600kms

2014Jul0395 MTO
Forestry (Pty) 
Ltd

Bedrock 
Fibre 
Resources, 
a division 
of Bedrock 
Mining 
Support (Pty) 
Ltd

I 2 Approved Vertical • Upstream market 
for hardwood logs 
incl. sawlogs, pole 
logs, pulp logs 
and mining timber 
logs

• Downstream 
market for milling 
of mine timber 
and treated pole 
logs for telephone, 
transmission and 
building and 
fencing

• Upstream market 
100km to 150km 
radius

• Downstream 
market: LP, FS. GP 
and NW for min-
ing support and 
treated poles



90 Forestry Sector • Non-Confidential Final Report

Case 
Number

Acquiring 
Firm

Target Firm Size Phase Status Overlap Product Market Geographic Market

2015Apr0186 Brambles 
Limited

Braecroft 
Timbers 
Proprietary 
Limited & 
Weather-
board (Pty) 
Ltd

I 2 Approved Horizontal 
and vertical

• Upstream market 
for supply of 
softwood sawlogs 
used for pro-
duction of sawn 
timber

• Within 150km of 
MPs forestry plan-
tations in KZN

2016Apr0151 UCL Compa-
ny Propri-
etary Limited

Lion Match 
forestry (Pty) 
Ltd

I 2 Approved Horizontal 
and vertical

• Upstream market: 
for the supply of 
pine sawlogs

• Downstream mar-
ket for the supply 
of structural timber

• Upstream market: 
within 150km of 
Greytown (KZN)

• Downstream mar-
ket: within 600km 
of Greytown (KZN)

2016May0246 Masonite Af-
rica Limited

World 
Hardwood 
(Pty) and 
Grey West 
Fencing (Pty) 
Ltd

I 2 Approved Horizontal 
and vertical

• Upstream market: 
for the supply of 
hardwood timber 
logs

• Downstream mar-
ket for the supply 
of treated poles 

• Upstream market: 
within 150km of 
MPs plantation, not 
beyond KZN

• Downstream - 
national

2017Jan0026 TWK Agri 
(Pty) Ltd

Bedrock 
Mining 
Support (Pty) 
Ltd

L 2 Approved Vertical • Upstream market 
for the supply 
of timber in the 
Mpumalanga 
region incl. parts 
of eSwatini

• Downstream mar-
ket for the manu-
facture and supply 
of timber-based 
mining support 
products within 
South Africa

• Upstream market: 
Mpumalanga and 
parts of eSwatini

• Downstream mar-
ket in South Africa

2017May0022 Montigny 
Investments 
Limited (Swa-
ziland)

The trustees 
of the time 
being of the 
DH Scharf 
Trust in 
respect of 
its interest 
in the TDM 
Group

I 2 Approved Horizontal 
and Vertical

• The downstream 
market for the 
production and 
supply of sawn 
timber

2017Dec0013 Mondi Lim-
ited

The Draycott 
And 
Greytown 
Plantations, 
Currently 
Operated 
By World 
Hardwood 
(Pty) Ltd

L 3 Approved Horizontal 
and vertical

• Upstream market 
for the production 
& supply of hard-
wood pulpwood 
and untreated 
hardwood poles

• Downstream 
market for produc-
tion & supply of 
hardwood pulp, 
treated telephone 
and transmission 
poles, fencing and 
building materials

• Upstream market 
in KZN

• National down-
stream market



91Competition Commission South Africa • www.compcom.co.za

Case 
Number

Acquiring 
Firm

Target Firm Size Phase Status Overlap Product Market Geographic Market

2018Mar0015 NCT Forestry 
Co-operative 
Limited

The 22 
Properties 
and 
associated 
assets (‘the 
Properties’) 
being 
disposed 
and involving 
by Silicon 
Smelters 
Proprietary 
limited

I 2 Approved Horizontal • Market for the 
production & sup-
ply of hardwood 
pulpwood

• Within 250km 
radius of the MPs 
plantations in KZN

2019Mar0021 Africa For-
estry Fund II 
Limited (AFF)

Vuka 
Holdings 
control Vuka 
Timbers (Pty) 
Ltd

I 3 Prohibited Horizontal 
and vertical

• Upstream market 
for the supply of 
hardwood (i) trans-
mission pole logs 
and (ii) building 
and fencing pole 
logs

• downstream 
market for the 
production and 
supply of treated 
transmission poles

• downstream mar-
ket for the produc-
tion and supply of 
treated building 
and fencing poles

• Upstream market 
in the greater 
lowveld region 
which consist of 
Mpumalanga, Lim-
popo and eSwatini 
areas

• National down-
stream market for 
the production 
and supply of 
treated transmis-
sion poles (with 
regional dynamics)

• downstream mar-
ket for the produc-
tion and supply of 
treated building 
and fencing poles 
(national)

2019Apr0023 Mphome Ag-
ric (Pty) Ltd

The business 
being 
disposed of 
by Silicon 
Smelters 
(Pty) Ltd

I 3 Approved Horizontal 
and Vertical

• Upstream market 
for the supply of 
transmission pole 
logs

• Upstream market 
for the supply of 
building and fenc-
ing pole logs

• Upstream market 
for the supply of 
sawlogs

• Downstream mar-
ket for the supply 
of treated building 
and fencing poles

• Upstream market 
in Mpumalanga, 
Limpopo and 
eSwatini

• Downstream mar-
ket in South Africa 
(National)
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Table 1: List of concerns raised in recent mergers

Merger case

 number
Merging parties Summary of concerns

2006Dec2676 / 

2009Dec4830231

MTO Forestry (Pty) Ltd & Boskor 

sawmills

• Concerns raised by sawmillers and pallet 
manufacturers on the merged entity potentially 
refusing to supply the essential input of softwood 
sawlogs

• Input foreclosure concerns raised by vertically 
integrated competitors

2011Jan5604232 Steinhoff Southern Cape (Pty) Ltd 

(“SSC”) & PJ van Reenen (Pty) Ltd

• Potential foreclosure concerns for the supply of 
sawlogs by the merged entity to competing sawmill 
players and pole logs to competing pole treatment 
plants

• PJ van Reenen supplies superior quality timber 
to downstream players and competitors at a 
downstream level are concerned of receiving 
inferior quality logs

• Upstream player concerned that the merged entity, 
particularly SSC will stop procuring timber from 
them

2013Mar0132 ASF Holdings MU & Ramanas Farms 

(Pty) Ltd

• Input foreclosure concern raised by customer for 
mining timber that operates a sawmill on the target 
firm’s plantation – concern that the merged entity 
will not supply it post-merger as the merged entity 
may prefer to supply its own milling operations in 
Swaziland

2014Jul0395 MTO Forestry (Pty) Ltd & Bedrock 

Fibre Resources

• Concerns by downstream players with respect to 
the supply of pole logs and mining timber

2016May0246 World Hardwood (Pty) Ltd, Warhorse 

Private Equity (Pty) Ltd and Grey 

West Fencing (Pty) Ltd & Masonite 

Africa Limited

• Customer foreclosure concerns as the merging 
parties comprise % of the supply of timber

231 Refer to merger investigation report of the intermediate merger between MTO Forestry (Pty) Ltd and Boskor Sawmills (Pty) Ltd. 
Merger case no.: 2006Dec2676.

232 Refer to merger investigation report of the intermediate merger between Steinhoff Southern Cape (Pty) Ltd and PJ van 
Reenen (Pty) Ltd. Merger case no.: 2011Jan5604.
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Table 2: Complaints investigated by the Commission

Case number Firms Description of complaint

2005Jun1674  vs Komatiland 

Forestry (KLF) 

(wholly owned 

subsidiary of 

SAFCOL)

•  , a small non-long-term contract holding sawmill lodged a complaint 

against KLF for possible abuse of dominant position conduct

• They alleged that small sawmills were forced to pay higher prices on the open 

market compared to long-term contract holders

• The Commission found that small efficient sawmills were excluded from the 

market due to larger sawmills with long-term contracts being able to bid at 

higher prices for sawlogs on the open market

• Long-term contract customers are more willing to pay a premium on the open 

market as only additional volumes are purchased via the open market

• The Commission referred the investigation to the Tribunal which was later 

withdrawn following KLF’s remedy to end all long-term contracting

2011May0038 Commission 

vs Komatiland 

Forestry

• A complaint was initiated by the Commission following evidence uncovered in 

a Scoping Study undertaken by the Commission on the forestry sector

• The Scoping Study raised potential competition issues regarding the sale of 

sawlogs by KLF

2013Oct0510  vs Komatiland 

Forestry

• Complaint lodged by , a sawmill operating in Mpumalanga

•   alleged that KLF were manipulating its auction process by reducing the 

volume of sawlogs available for uptake at the auction to realise higher selling 

prices

• The complaint was non-referred

2016May0218  vs Komatiland 

Forestry

• Complaint is based on KLF/SAFCOL’s refusal to supply  and other market 

players (downstream players) on a long-term basis which restricted access to 

funding as most funders require long-term guarantees

• The Commission recommended a referral of the complaint

2016May0240  vs Komatiland 

Forestry

• The owner of  alleged that SAFCOL abused its dominance by refusing to 

supply sawlogs

• The lack of supply subsequently lead to  being unable to recommission their 

sawmill

• The matter was referred for further screening

2018Dec0036 Screening case 

on Komatiland 

Forestry /  

SAFCOL

• Complaint based on refusal to deal, excessive pricing and engagement in 

exclusionary acts by KLF/SAFCOL for the provision of logs

ANNEXURE B

COMPLAINTS RECEIVED 
BY THE COMMISSION
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303. During our engagements with the market 
participants, we have encountered several 
challenges, most of which emanate from the 
Competition Amendment Act No. 18 of 2018 
(Amendment Act), under section 17 which 
provides the insertion of Section 21A to the 
Competition Act No. 89 of 1998 (as amended) 
(Act), which states:

“21A. (1) The Competition Commission may 
study the impact of any decision, ruling 
or judgement of the Commission, the 
Competition Tribunal or the Competition 
Appeal Court.

(2)  The Commission may request information 
from any firm in order to compile its impact 
study report.

(3)  The Commission must submit its report to the 
Minister and publish its report in the Gazette 
within 15 business days after submitting it to 
the Minister.

(4)  The Minister must table in the National 
Assembly any impact study report within 
10 business days after receiving the report 
from the Commission and, if Parliament is 
not sitting, within 10 business days after the 
commencement of the next sitting.

(5)  Sections 44 and 45A, read with the changes 
required by the context, apply to the 
Commission’s request for information from a 
firm and the publication of the report.

(6)  A firm that receives a request for information 
in terms of subsection (2) may lodge an 
objection with the Competition Tribunal 
within 20 business days of receiving the 
request.

(7)  The Competition Tribunal must determine 
the objection referred to in subsection (6) 

and may make any appropriate order after 
having considered all relevant information, 
including –

(a)  the nature and extent of the information 
requested;

(b) the purpose and scope of the impact 
study; and

(c)  the relevance of the information 
requested to the impact study.”

304. The team understands the above amendment 
to mean that the Commission has “investigative” 
powers to request for information when 
undertaking an impact assessment, powers that 
were previously not the prior the amendment. 
These include the ability to request for information, 
the ability to summon the information requested if 
not received.

305. During our engagements with market participants, 
the team has encountered the following:

305.1. Some market participants are unwilling to 
participate and have refused to respond 
to the Commission’s information requests;

305.2. Some market participants, through 
their legal representatives are making it 
challenging for the Commission to seek 
the requested information from their 
client’s byway of legal hurdles under 
the disguise of the amendment, such 
as requesting confidential decisions 
and merger reports before submitting 
information as per the Commission’s RFI;

305.3. Market participants also queried whether 
they would be able to review and submit 

ANNEXURE C

LIMITATIONS AND 
CHALLENGES
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comments on the final draft of the impact 
assessment before it is submitted to 
parliament and published in the gazette;

305.4. In addition, it was also queried to how the 
confidential information would be treated 
in the impact assessment when presented 
to parliament and in the gazette; and

305.5. Third parties are stating that they do not 
keep the requested information for long 
periods, thus the information request 
for certain periods are not able to be 
submitted.
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