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i
PREFACE

On March 6, 1985, the United States Trade Representative (USTR) requested
the United States International Trade Commission to conduct an investigation
to update the Commission's April 1982 study, Conditions Relating to the
Importation of Softwood Lumber Into the United States, 1/ and to report on all
significant factors affecting the competitive status of the U.S. and Canadian
softwood lumber industries. 2/ The USTR requested that the Commission examine
conditions in the softwood lumber industry during 1982-84 and report any
significant developments since its earlier investigation. On March 26, 1985,
the Commission instituted the requested investigation. 3/

Effective May 31, 1985, the Commission extended the investigation by
3 months and scheduled a pub11c hearing, which was held on July 23, 1985, in

wWashington, DC. 4/

The information presented in this report was obtained from fieldwork and
Commission data files, and from information obtained from private individuals
and organizations and Government sources in the United States and Canada. The
information and analysis in this report are for the purposes of this report
only. Nothing in this report should be construed to indicate how the
Commission would find in an investigation conducted under statutory authority

covering the same or similar matter.

1/ Report to the President on Investigation No. 332-134, USITC Publication
1241, Conditions Relating to the Importation of Softwood Lumber Into the
United States: April 1982.

2/ The request from the United States Trade Representative is reproduced in
app. A.

3/ A copy of the notice of the Commission's investigation as it appeared in
the Federal Repister is reproduced in app. B.

4/ A copy of the Commission's extension of investigation and scheduling of
the public hearing as it appeared in the Federal Register is reproduced in
app. C and a list of the Witnesses appearing at the public hearing is shown in

app. D.
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Executive Summary

United States and Canadian softwood lumber producers, together, comprise
what is known as the North American softwood lumber industry and are the
principal participants in the North American lumber market. Softwood lumber
production in North America increased 31 percent from 40.7 billion board feet
in 1982 to 53.4 billion board feet in 1984 in response to the increased
housing starts in both countries. Combined, U.S. and Canadian housing starts
rose from 1.2 million starts in 1982 to 1.9 million starts in 1984, or by
59 percent. This dramatic increase is a reversal of the 1979-82 levels of
such starts; combined U.S. and Canadian softwood lumber production and housing
starts fell 20 percent and 39 percent, respectively, during the 1979-82 period.

From 1978 to 1982, annual U.S. housing starts, the major determinant of
consumption of softwood lumber in the United States fell by nearly half.
Largely in response to this drop in housing starts, U.S. production, imports,
and consumption of softwood lumber each dropped by about one-fourth.

U.S. exports of softwood lumber increased over 40 percent from 1978 to 1981,
as U.S. producers of softwood lumber expanded off-shore markets during this
period of low U.S. housing starts. In 1983 and 1984, however, a reversal
occurred in the declining trend in U.S. housing starts, largely reflecting
improved general economic conditions. During these two years, housing starts
were nearly two-thirds higher than in 1982, and U.S. production of softwood
lumber rose by nearly one third over the 1982 level; consumption increased
over one-third. Imports, mostly from Canada, increased by nearly one-half as
the U.S. demand rose. Imports as a share of U.S. consumption increased from
28 percent in 1982 to 29 percent in 1984. By 1984, U.S. exports of softwood
lumber were 16 percent below the level of 1981, largely reflecting the
increased utilization of U.S. produced softwood lumber in the expanding U.S.
housing market.

In accordance with the request from the United States Trade
Representative, the significant factors affecting the competitive status of
the U.S. and Canadian softwood lumber industries and particularlly the
significant developments affecting the competitive status of the U.S. and
Canadian softwood lumber industry since the Commission's report to the Senate
Committee on Finance, Investigation No. 332-134, under the Trade Act of 1930,
Conditions Relating to the Importation of Softwood Lumber into the United
States (USITC publication 1241), April, 1982, are
reported below.

1. A comparison of U.S. and Canadian Government policies
and regulations

o For Government-controlled lands in the United States,
management functions are retained by the Government, and
volumes of timber are put up for auction on a
sale-by-sale basis; purchasers compete for each sale. In
Canada, cutting rights are leased or licensed under a
variety of arrangements to private companies that hold
these rights over extended periods.
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o Both countries assist their respective industries exist
in order to improve economic conditions in certain
regional locations, and to improve employment
opportunities, and promote industrial expansion.

o Generally, the realized U.S. tax rate for forestry
(logging and sawmilling) is lower than the Canadian tax
rate. Overall, U.S. firms benefit from the ability to
claim stumpage revenues as capital gains, but Canadian
firms benefit from a significantly faster depreciation
schedule on plant and equipment.

o Although a ban on U.S. log exports would affect the price
and supply of stumpage, and to some degree the price of

lumber, changes in the U.S. economy and the levels in
hous1ng construction would have a greater effect on
prices and supplies.

2. A comparision of U.S. and Canadian Forest Resources

o The productive forest land in the United States is
divided among 4 groups--farm and other private ownerships
(58 percent); national forests (18 percent); forest
industries (14 percent); and other public (10 percent).
In Canada 80 percent is under Provincial crown authority
and the remainder is under federal crown (12 percent) or
private (8 percent).

3. A comparision of U.S. aﬁd Canadian stumpage prices and appraisal
methods ’

o The appraisal systems used for sales of timber from
Government lands in the United States and British
Columbia are similar. Both are based on a residual
system in which costs of converting the standing timber
to final products, plus an allowance for profit and risk,
are deducted from a price determined for the final
products, resulting in an appraised price (calculated
worth) for the standing timber. However, the remaining
Provinces set their timber dues (s1m11ar to stumpage
rates) by regulation.

o Standing timber on public land in the United States is
usually sold at auction to the highest bidder (normally
at a price that is higher than the appraised price),
whereas in Canada it is offered under license to private
companies, which generally pay the appraised price
usually set by the Provinces. As long as they comply

- with Provincial regulations concerning their licenses,
these companies are certain of a steady supply of timber
over extended periods of time. The current available
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supply of timber in most regions of Canada is more than
sufficient to meet the productive capacity of the license
holders. 1In the United States, the allowable cut (supply)
from Government lands and the offerings from private lands
have been held at fairly constant levels in recent years,
resulting in intense competitive bidding for sales of both
Government and private timber.

Since 1982, the aggregate U.S. stumpage rate has risen
approximately $10 to $104.16 per 1,000 board feet in 1984,
largely reflecting the increased demand for wood products
by the U.S. housing industry. However, the Canadian
aggregate stumpage rate rose approximately $1 per

1,000 board feet during this period. The aggregate

" U.S. delivered log prices followed the stumpage rates,

rising nearly $20 from $186.00 in 1982 to $204.99 in 1984
while the Canadian delivered log prices remained virtually
unchanged.

Comparison of- the United States softwood lumber industry, and
fixed and variable costs of production

‘o ‘During 1982-84, the U.S. industry had about five times as

many sawmills and planing mills as the Canadian industry
and over two and one-half times as many employees. U.S.
employees worked about 300 hours more per year than their
Canadian counterparts during this period. However, the
Canadian employees produced about 100 board feet, per
hour, more softwood lumber per hour than U.S.employees.
Also, from 1982 to 1984, Canadian softwood lumber
production increased by 28 percent, whereas the U.S.
production increased 16 percent. ’

- The U.S. softwood lumber industry's total aggregate

variable cost to produce softwood lumber--total less
residual values--was $8 per 1,000 board foot higher than
Canadian costs in 1984. Overall, the United States has a
higher total aggregate variable cost and has higher
residual unit values. '

Variable production costs in coastal British Columbia, and
Oregon and Washington, such as material costs and wages,
were the highest for all Provinces and States. 1In 1984,
the average variable costs for the two areas were US$297
and US$306 per 1,000 board feet of lumber produced,
respectively.
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o The costs for wood delivered to the mill, the largest
variable cost for lumber production, are lower in Canada
than in the United States. 1In 1984 the average delivered
wood costs for Canada were US$128 per 1,000 board feet of
lumber produced and those for the United States were
US$156 per 1,000 board feet.

o When neighboring Provinces and States are compared,
similar differences in average delivered wood costs to the
mill are apparent: US$125 per 1,000 board feet of lumber
produced for British Columbia compared with US$184 for
Oregon and Washington; US$107 for the interior of British
Columbia compared with US$147 for Idaho; and US$132 for
Quebec compared with US$108 for Maine.

o Wages are the second most important variable cost of
production after delivered wood costs. 1In general, wages
averaged US$20 higher per 1,000 board feet of production
in the United States than in Canada and accounted for 30
and 27 percent of production costs, respectively, in 1984.

o Other variable costs of production such as fuel, work
contracted to others, incidental materials, and packaging
do not significantly differ between the U.S. and Canadian
softwood lumber industries.

o Fixed costs appear to be higher in the United States than

for Canada. This may be partly due to costs associated
with ownership (e.g., timber stand improvement,
protection) of timberlands for many U.S. firms.

The market

o Since 1982, production of softwood lumber in both the
United States and Canada has increased. During 1982-84,
U.S. production increased 30 percent, from 25.1 billion
board feet to 32.8 billion board feet, and Canadian
production increased 32 percent, from 15.5 billion board
feet to 20.6 billion board feet. Canadian exports to the
United States as a share of Canadian production increased
from 58 percent in 1982 to 64 percent in 1984.

0 Although increases of softwood lumber production varied by
region, production in all U.S. regions rose during
1982-84. Production in the Western United States
accounted for a greater share of total production in 1984
than in 1982 (up from 55 percent in 1982 to 58 percent in
1984) and continued to be the leading softwood lumber
producing region in the United States. The South's share
fell from 41 percent in 1982 to 38 percent in 1984.
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o Canadian softwood lumber production rose in all regions
during 1982-84, with the exception of coastal British
Columbia; however, the interior region of British Columbia
increased production by nearly one-third.  During 1982-84,
the western Provinces slipped from 71 percent of
production to 70 percent. Production in all Canadian
Provinces rose during 1982-84.

o The U.S. supply situation is complicated by the variety of

* timberland ownership, which differs significantly by
region. In the North and South, private ownership
dominates. In the West, two segments of the sawmilling
industry emerge: Those producers dependent on others,
especially the Government, for timber, and those producers
with significant holdings of their own. In Canada, with a
few exceptions, the sawmilling industry is entirely )
dependent on public timber.

o During 1982-84, the exchange rate of the U.S. dollar
appreciated in real terms by 1.2 percent vis-a-vis the
Canadian dollar, continuing a strengthening of the U.S.
dollar which has occurred since at least 1977. This has
given the Canadian producers a price advantage in selling
lumber in the U.S. market.

S. A comparison of U.S. and Canadian marketing practices

o The U.S. and Canadian industries follow virtually the same
marketing practices. Competition for sales of similar
lumber species, sizes, and grades is almost entirely by
price. Lumber prices for all major species grades and
sizes have increased, by between 10 and 20 percent, in
response to increased demand, although the price increases
may have been mitigated because of increases in supply.

o In 1984, Douglas fir 2x4's (f.o.b. mill) sold at
US$182 per 1,000 board feet (U.S. lumber) and $159 per
1,000 board feet (Canadian). 1/ Southern pine 2x4's sold
at $230 per 1,000 board feet compared to
spruce-pine-fir 2x4's (from the British Columbia interior)
that sold at $154 per 1,000 board feet (f.o.b. mill).

o Canadian imports are shipped predominantly into the
Southern United States and compete strongly with local
production and shipments from producers in the South.
Eastern Canadian producers ship into the northern U.S. and
sell at similar prices to U.S producers in the same market.

1/ The softwood lumber prices are unweighted averages throughout the report
because there are no weighted average figures known to exist.
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o Shipments from British Columbia to the Northeastern and
North Central States have declined in recent years. These
have been replaced mostly by shipments from Eastern
Canada. It is likely that these shipments will continue
to compete strongly with Western and local U.S. supplies
as well as with shipments from British Columbia, owing to
shorter transport distances and lower production costs.

o Since 1977, shipments by producers in the Western United
States into the Southern, Northeastern, and North Central
States have gradually decreased. This is due to several
factors, including high transportation costs, competition
from Canadian and Southern U.S. shipments to these States,
and growing markets in the Southwestern United States.

6. U.S. and Canadian transportation costs

o All Canadian lumber shippers to markets in the Eastern
United States generally have lower costs for rail
transport than Western U.S. lumber shippers. Rail
shipments are the preferred method of shipment over long
distances. Although recent changes in U.S. regulations
concerning freight charges have led to more competitive
rates in the United States, Canadian shippers still have
lower in-country freight charges.

o Waterborne shipments of lumber from the U.S. west coast to
the U.S. Atlantic coast are nonexistent, except in the
rare case of the lumber first beéing shipped into Canada
and then being shipped to the U.S. East coast. The
required use of U.S. ships in intracoastal trade under the
provisions of the Merchant Marine Act of 1920 have reduced
waterborne shipments, and significant shipments of
softwood lumber from British Columbia are now virtually
the only shipments by water to the U.S. Atlantic coast.



_ Description and Uses
Description

The term "softwood lumber" (imports, exports, or production) relates to a .
wide variety of products--such as boards, planks, timbers,. framing materials,
moldings, flooring, or siding--produced from coniferous species of trees. 1/
However, for purposes of this investigation, the term "softwood lumber" refers
only to those products included in the Tariff Schedules of the United States
Annotated (1985) (TSUSA) in items 202.03-202.30 (rough, dressed, or worked
softwood lumber). 2/ Specifically excluded are drilled and treated lumber,
wood siding, and edge-glued or end-glued wood not over 6 feet in length or
over 15 inches in width.

The term "softwood lumber,"” when associated with U.S. exports, generally
will refer only to articles covered by Schedule B items 202.0420-202.3140

(rough, dressed, or worked softwood lumber), 3/ which excludes drilled and
treated lumber, wood siding, and edge-glued or end-glued wood not over 6 feet
in length or over 15 inches in width.

The U.S. softwood lumber production figures presented in this
investigation are estimated by the staff of the U.S. International Trade
Commission, from selected industry and Government statistics, and are
comparable with U.S. Department of Commerce import and export data.

According to the extent or stage of manufacture, lumber (both softwood
and hardwood) is classified in the TSUSA as follows: ’

Rough lumber--lumber just as it comes from the saw, whether in its
original sawed size or edged, resawn, crosscut, or trimmed to
smaller sizes.

Dressed lumber--lumber that has been dfessed or surfaced by plan-
ing on at least one edge or face. '

WOrked'lumber-—lumber that has been matched.(tongue—and—grooved),
shiplapped (rabbeted or lapped joint), or patterned on a matching

machine, sticker, or molder.

Most lumber is also classified into three general size categories--board,
dimension, or timber. The term "board" is generally used to describe lumber
less than 2 inches thick and 1 or more inches wide. Boards less than 4 inches
wide and 1 inch thick are referred to as strips. Dimension lumber generally
refers to lumber 2 inches thick, but can include lumber up to but not
including 5 inches thick, and over 2 inches wide. Dimension lumber may be
classified as framing, joists, planks, studs, rafters, and so forth. Timbers
are 5 inches or more in the smallest surface dimension and are sometimes
referred to as beams, posts, girders, and so forth.

1/ Hardwood lumber is produced from deciduous trees.
2/ For statutory descriptions of these item numbers, see the excerpt from
the TSUSA in app. E.
3/ For descriptions of these item numbers, see the excerpt from Schedule B
in app. F.
1
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Lumber is classified according to its moisture content as green or
dried. 1/ Often, more than half the weight of green lumber is moisture.
Some lumber is used green, because various characteristics of the wood
make such use easier or more economical. However, to prevent warping,
most lumber is seasoned by drying before retail sale.

Generally, lumber is measured by the board foot, a three-dimensional
unit which, for tariff purposes, is described as--
The quantity of lumber contained in, or derived (by drying,
dressing, or working, or any combination of these processes) from, a
piece of rough green lumber 1 inch in thickness, 12 inches in width,
and 1 foot in length, or the equivalent of such piece in other
dimensions. 2/

The aforementioned description of a board foot is on a rough green
basis. In addition, the American Lumber Standards for Softwood Lumber 3/ sets
forth minimum measurements for dressed lumber. For example, a rough 2"x4"
piece of lumber can be a minimum of 1-1/2"x3-1/2" when dressed.

Softwood lumber is graded at the sawmill on characteristics that affect
its strength, durability, utility, and/or appearance. Some common defects
that lower the grade are knots, splits, shake (separation of annual rings),
wane (bark or lack of wood on corner or edge), and pitch pockets. Standard
rules for grading of lumber are published by regional lumber manufacturing or
marketing organizations; they vary with geographic regions and species of
lumber. Figure 1 shows the three major softwood lumber producing geographic
regions in the United States and figure 2 shows the Canadian Provincial
regions, and the Territories.

The lumber standards (grading rules) used in Quebec and the Northeastern
United States, accepted by the American Lumber Standards Committee in the late
1960's, grades the lumber originating from Quebec as having a higher stress
rating than similar lumber in the United States--a result of tighter annual
ring growth. Recently, however, U.S. producers, through the Northeastern
Lumber Manufacturers Association, expressed concern that Canadian
mills--primarily along the Quebec and Maine border--using U.S. grown timber
(balsam fir and eastern spruces), were grading their lumber produced from such
timber by the Canadian standards, thus giving it a higher stress rating than
the U.S. product produced from such timber.

Although the stress rating difference between the U.S. and Canadian
product is slight, it does have a large impact in certain designs used by the
home-building industry. Through industry and Government (both U.S. and
Canadian) discussions, it was recently agreed that the lumber standards used
will be those in force in the country where the timber is grown. Thus, since
July 1, 1985, all Canadian mills using U.S. grown timber have graded and
stamped all lumber produced from such timber by the U.S., rules as set forth
by the Northeastern Lumber Manufacturers Association. '

1/ Generally, lumber with a moisture content of 19 percent or under is
considered dried.

2/ Tariff Schedules of the United States Annotated (1985), p. 2-6.

3/ These standards are published by the U.S. Department of Commerce in
cooperation with manufacturers, distributors, and users.
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Uses

Softwood lumber is readily workable, has a high strength-to-weight ratio,
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