
The forest industry in the
coastal region of British
Columbia, historically the driv-
ing force of the region’s econo-
my, has been struggling for sev-
eral years. The available supply
of timber is declining, costs
have risen and product markets
have weakened. In conse-
quence, profits have withered,
mills have closed, employment
has fallen and whole communi-
ties have lost their economic
base. The present outlook is for
more, if not accelerating,
decline.

Yet there is every reason to
believe the vast forests of this
region are capable of sustaining
a healthy industry. What would
that healthier industry look
like? What would it take to
turn things around? Would it
be worth the cost and disloca-
tion? These questions motivat-
ed the investigation that led to
this report.

Last September, the Minister
of Forests, the Honorable
Michael de Jong, appointed me
as a Special Advisor to review
the faltering forest industry in
British Columbia’s coast region
and to investigate the causes of
its weakening performance.
I was also asked to examine the
opportunities for a more pro-
ductive and sustainable indus-
try, and how it might be real-
ized. This report summarizes
my findings.

My report begins with a
brief description of the deterio-
rating condition of the coastal
forest industry, emphasizing the
recent decline in its financial
performance, production and
markets, which together have
led to the industry’s current
plight. The following three sec-
tions examine in more detail
the problems that have arisen in
harvesting, manufacturing and
marketing forest products, and
the impacts of new regulatory
measures. The final segments
consider the potential for a
more healthy, sustainable indus-
try, and the changes that would
have to be made to realize it.

In carrying out this project 
I benefited from the observa-
tions and advice of a consider-
able number of people with
interests in the coastal forest
industry – chief executives of
the major operating companies,
representatives of forest workers
and contractors, woodlot own-
ers, advocates of environmental
protection, local government
officials, First Nations leaders,
independent consultants and
others. I want to acknowledge,
especially, the assistance I
received from officials of the
Ministry of Forests, who gener-
ously responded to my many
requests for data and other
information, and particularly
Mr. Terry Chantler, who helped
me throughout this project. I
benefited, as well, from a large
number of recent staff reports,
consultants’ studies and reviews
on related matters. That said,
this is an independent review,
and I am solely responsible for
the information contained in it
and any consequent failures of
understanding.

Peter H. Pearse, C.M.

Vancouver
November, 2001
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A s this report is written,
British Columbia’s forest indus-
try is reeling from new U.S.
trade actions against Canadian
lumber. Logging operations
and sawmills throughout the
province are shutting down,
throwing thousands of employ-
ees out of work and undermin-
ing the economic foundation of
many communities.

Yet this is only one of the
forest industry’s difficulties.
The coastal sector, particularly,
is facing a declining raw materi-
al supply, excess manufacturing
capacity and obsolete equip-
ment. Low returns on capital
have deterred investment, high
costs have reduced competitive-
ness in world markets for forest
products, and a weak Japanese
market and growing foreign
competition have added to the
barriers to U.S. markets. My
purpose in the following pages
is to explain the crisis the coast
forest industry now faces, and
why it must undergo major
change.

The Industry and the Region

The coast forest industry
depends on the vast forests
stretching from Prince Rupert
to Vancouver, including all the
mainland west of the Cascade
Mountains and the offshore
islands – one of the world’s
great coniferous forest regions.

Since early European settle-
ment, the forest industry has
been the major engine of eco-
nomic development in this
region. For more than a centu-
ry it has depended upon the
original natural stock of timber
– old growth – famous for its
impressive size, quality and
value. Today, original timber is
becoming scarce in the more
developed areas and the indus-
try must adapt to managed, sec-
ond-growth forests. This transi-
tion underlies some of the
major industry difficulties 
discussed in this report.

The coastal logging industry,
made up of hundreds of large
and small operations, is now
widely dispersed throughout the
coast. It employs some 11,442
people, mostly in highly skilled
and well paid occupations, and
provides the economic base for
many coastal communities.

Forest products manufactur-
ing has always been concentrat-
ed around the southern Georgia
Strait – on southeastern
Vancouver Island, the Lower
Mainland and the Fraser estu-
ary. But there are a number of
more remote manufacturing
centres along the coast, often
providing virtually the entire
economic base of communities.
In 2000, forest products manu-
facturing employed 12,647
workers: 6,700 in lumber and
other solid wood products, the
remainder in pulp and paper.
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Net earnings in coast logging and lumber production



In 2000, the coast industry
produced forest products valued
at $3.2 billion. Most were sold
in foreign markets, mainly the
United States and Japan.
Interruptions of sales to both of
these markets in recent years
have sharply reduced the indus-
try’s earnings.

Coast forests provide much
more than timber. They pro-
vide habitat for wildlife and
spawning grounds for salmon.
First Nations depend on them
for cultural as well as economic
values. And they have become
a focus of international environ-
mental interest and concern.
Some of the forest industry’s
present problems arise from
conflicts with these other forest
values.

Symptoms of Crisis

My investigation of the coastal
forest industry has revealed
strong evidence of an industry
in crisis. All the usual measures
of economic performance lead
to the conclusion that the
industry cannot sustain itself on
its present path.

Declining earnings
The most obvious indicator of
faltering financial performance
is declining profits. Figure 1
shows the coast logging and
lumber industries’ record of net
earnings over the last decade.
Following the recession of the
early 1990s, a short-lived resur-
gence was followed by steep
decline over the last eight years.
Earnings in 2001 are expected
to be substantially negative.

Inadequate returns 
on invested capital

An important indicator of the
financial performance of an
industry is its rate of return on
invested capital. Figure 2 shows
the average rate of return on
capital employed in the coastal
logging and lumber industries
over the last 10 years appropri-
ately weighted for the propor-
tions of debt and equity capital.
The figures for 2000 and 2001
are not available, but the rate of
return in the current year will
almost certainly be negative.
The cost of capital for the coast
forest industry varies over time
and among companies, but it
has been in the order of 11 to
12 percent in recent years.

Two important conclusions
can be drawn from this evi-
dence. One is that since 1995
the industry’s return on capital
has fallen well short of its cost
of capital. This means that 
capital invested in the forest
industry earns less than it
would in other activities of sim-
ilar risk – an obvious deterrent
to investment. Returns have
been particularly low in lumber
manufacturing.
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The other observation is that
the net return has been declin-
ing. This is not a picture of an
industry that investors find
attractive, and it is becoming
increasingly unattractive.
Further evidence of investors’
pessimism is the deep slide, over
the past eight years, in the price
of shares of publicly-traded
companies operating on the
coast (and, even more telling
for financial analysts, in the
ratio of the price to the compa-
ny’s per-share book value).
This, and declining capital
investment, suggests that the
industry in its present form and
on its present path is financially
unsustainable.

Deteriorating plant 
and equipment

A third indicator of an industry
in decline, which follows from
the second, is that the industry’s
capital in plant and equipment
is deteriorating. Figure 3 shows
the decline in capital expendi-
tures in both the logging and
lumber sectors since the mid-
1990s. Over this period, capital
spending has been insufficient
to maintain the industry’s capi-
tal stock, which has declined as
a result. This is particularly so
in the forest products manufac-
turing sector, where it supports
the observation of industry
experts that coastal pulp mills
and sawmills are becoming
obsolete and hence uncompeti-
tive with producers in other
regions, most of which show
much healthier rates of capital
replacement

Uncompetitive Costs
Aging plant and equipment is
only one cause of the high costs
rendering coastal operations
uncompetitive among suppliers
of wood products in interna-
tional markets. Figure 4 com-
pares the total cost of produc-
ing lumber, the primary prod-
uct of coastal sawmills, with the
corresponding cost in other
world producing regions. Costs
on the coast are conspicuously
higher than in any other region
and more than 40 percent high-
er than the average of all other
regions. Coast producers’ costs
of both log production and
lumber manufacturing are high-
er than those of competitors,
significantly higher for logs.

The disadvantage of high
production costs is offset some-
what by the relatively high-
value products coast producers
manufacture, but not entirely,
as the coast industry’s meagre
earnings confirm.

Also conspicuous in Figure 4
is the high cost of labour rela-
tive to other regions (8).
Labour costs account for 41
percent of total lumber produc-
tion costs and are more than
double the level in the U.S .
Pacific Northwest – the most
comparable region.

The cost of producing logs
and lumber in the coast region
escalated in the 1990s. This is
a root cause of the industry’s
present economic weakness,
which I discuss below.
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Underutilized capacity
Another indicator of the effi-
ciency of an industry is the 
proportion of its capacity that is
utilized – generally, the higher
the utilization rate, the greater
the efficiency of plant and
equipment. As I explain in
more detail later, the utilization
rate in coastal forest products
manufacturing is well below the
efficient level for this industry.
Moreover, the utilization rate
has been declining over most 
of the last decade, contributing
to the high cost of manufactur-
ing lumber.

Declining raw material supply
Finally, the industry’s raw mate-
rial supply – the harvest of tim-
ber in the Coast region – can-
not be sustained at its present
level. In the next section of this
report, I explain the necessity of
reduction in the allowable
annual cut, because of the lim-
ited volume of timber available
over the next couple of decades.
The quality and value of the
timber is declining as well, and
not all of the available timber
will be economically worth-
while to harvest.

In other words, the currently
permitted level of forest har-
vesting is not sustainable, and
must be reduced. This will
force a reduction, as well, in the
scale of forest products manu-
facturing.

The Consequences: Mill

Shutdowns and Displaced

Workers

These indicators of the coastal
forest industry’s performance
are symptoms of an industry in
serious trouble. The conse-
quences of such poor perform-
ance are clearly evident in the
succession of operations’ shut-
downs and closures in recent
years. Within the last four
years alone, no less than eight
large sawmills, a pulp mill and
two panel board mills have
closed permanently and many
more have curtailed operations
or closed temporarily.
Communities heavily depend-
ent on the forest industry, such
as Port Alberni, Ladysmith,
Tahsis, Youbou, Coquitlam and
Prince Rupert, have been hit
particularly hard. All this was
happening well before the
United States applied crippling

duties against lumber imports,
effectively shutting down much
of the coastal forest industry.

Thousands of workers in
forest operations and mills have
borne the brunt of these disrup-
tions. Figure 5 shows the
decline in employment in the
coastal forest industry during
the 1990s – a decrease of 5 per-
cent in logging, 40 percent in
sawmills and 36 percent in pulp
and paper mills. This followed
an even steeper decline in the
1980s, when the number
employed fell by half.

Even more disturbing than
these recent dislocations, how-
ever, is the outlook for continu-
ing closures and loss of jobs.
The declining timber supply,
coupled with the already sub-
stantial excess capacity in man-
ufacturing plant, the increasing
scale of efficient operations, and
the losses being suffered by
many operations, will force
companies to consolidate opera-
tions further, through mergers,
buyouts and plant shutdowns.
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The 1990s Turning Point

With the benefit of hindsight, it
seems clear that the 1990s
marked a turning point in the
development of the coastal for-
est industry. During this
decade, political priority turned
from expanding the forest
industry to ways of containing
it, through a wave of provincial
regulatory controls on industrial
forest operations, including the
massive Forest Practices Code.
Vast areas of forest land were
withdrawn from commercial
use for wilderness, parks, and
other protected areas. A “super-
tumpage” was imposed on tim-
ber harvested. The industry,
especially its woods operations,
was forced to retreat.

Abroad, barriers to the
industry’s markets began to rise.
Environmental boycotts against
the industry’s products began to
influence foreign customers.
Europe restricted imports of
green lumber. The United
States took a series of actions
against Canadian lumber,
claiming unfair competition
with domestic producers. Japan
slid into recession. By 1997,
the industry’s market opportu-
nities were sharply narrowed.

At home, construction of
new mills on the coast fell away,
as did investment in capital
replacement and improvement
of existing mills. And, most
fundamentally, the industry
stopped growing and began to
contract, with mills closing at
an unprecedented rate.

Although the industry’s prof-
its rose and fell during the
1990s, it is important to recog-
nise that the decline in the lat-
ter half of the decade was not
simply the downside of a cycle.
The short-lived resurgence fol-
lowing the recession of the early
1990s disguised changes taking
place that would permanently
impair the industry’s financial
performance. Logging, already
becoming remote and costly,
was subjected to new and wide-
ranging controls on forest prac-
tices that increased costs signifi-
cantly; a change in stumpage
policy increased the price of
timber. In the mills, while out-
put declined, regulatory
requirements kept ageing and
obsolete mills operating at high
costs. And in the industry’s
major markets, aggressive new
competitors, with new and
often superior products, perma-
nently established themselves
and began expanding their mar-
ket shares. These changes will
not be reversed by a cyclical
recovery.

Further evidence that the
industry’s problems are more
than cyclical is its declining per-
formance during the 1990s,
when the conditions that his-
torically have assured its pros-
perity were all in place – a bur-
geoning U.S. economy, low
interest rates and extraordinarily
low Canadian dollar exchange
rates. Indeed, the forest indus-
try in other regions, including
elsewhere in Canada, performed
well, while the coast industry
languished.

All this presents a challenge
to the industry unprecedented
in its history, and to govern-
ment because it is so deeply
involved with the industry both
as its regulator and landlord of
the forests the industry depends
on. In the following sections I
examine in more detail the
causes of the industry’s poor
performance and the opportu-
nities for improvement.
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The contrast between British
Columbia and the rest of
Canada in the last ten years
is startling. The policy and
taxation regimes under
which the British Columbia
forest industry now operates
have made the B.C. industry
smaller and less competitive
while the industry in the rest
of Canada expanded and
earned a better return on
capital employed
— PricewaterhouseCoopers



To understand the coastal 
forest industry’s present predica-
ment we must begin with its
resource base – the forest.
The of raw material available
from the coastal forest is declin-
ing in both quantity and 
quality. This is an important
contributor to the forced
adjustment the industry is 
currently undergoing.

Rising Cost – Declining Value

Ever since the coastal forest
industry began in the mid-19th
century, it has drawn its raw
material from the original stock
of natural timber. Over the
decades, through cycles of
boom and bust, the harvest
expanded. The general pattern
was to take the nearest, most
accessible and most valuable
timber first, gradually expand-
ing up coastal valleys and
mountainsides into more
remote and lower quality tim-
ber, less valuable and costlier to
harvest. Today, loggers are
approaching the end of the
merchantable old growth in
many areas.

As the best of the original
timber has been taken, the 
premium that world markets
once paid for its exceptional size
and quality, and for its end
products, has diminished.
Moreover, because the frontier
of logging is now in remote,
difficult terrain, and logging
standards have become ever
more demanding, the cost of
harvesting has risen sharply.
Stumpage fees have increased as
well. Caught in the vise of ris-
ing costs and declining harvest
value, the primary sector of the
industry no longer earns an
adequate return, and when mar-
kets are weak, as they are today,
it suffers heavy losses. 

Logs are the end product of
the logging sector and the raw
material for the sawmilling sec-
tor, and the cost of producing
them determines, to large
degree, the health and competi-
tiveness of both sectors. In the
next section of this report I
describe the sharp increase, over
the past decade, in the cost of
producing logs on the coast.

Diminishing Supply of Timber

Aggravating these trends, the
supply of timber available to
support the industry up to now
cannot be maintained. As the
remaining stands of old-growth
timber are removed, harvesting
must be reduced for several
decades until more of the sec-
ond-growth stands, established
during the last half century,
reach maturity.

The system of regulating the
timber supply, or determining
the allowable annual cut, is
complicated and contentious.
Some knowledgeable foresters
believe the Ministry underesti-
mates growth rates and sustain-
able harvests. But for present
purposes it is sufficient to point
to one well-supported fact; the
Ministry’s present allowable
annual cut of timber in the
coastal region exceeds the sup-
ply of harvestable timber that
will be available over the next
few decades, though it may
increase to a long-term sustain-
able level thereafter. Even an
aggressive silvicultural effort,
though it might increase yields
in the more distant future,
could not significantly raise 
the volume in forests reaching
maturity in the next couple of
decades. So for this period, 
at least, the industry must 
be based on a reduced timber
supply.
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Another, quite separate,
cause for the projected decline
in the timber supply is the poli-
cy, vigorously pursued in recent
years, of setting aside vast areas
of coastal forest for protection
as parkland, wilderness and var-
ious types of reserve. In the
1990s, protected areas on the
coast more than doubled.

Figure 6 illustrates the trend
in the timber supply from the
coastal forests subject to harvest
regulation (this excludes, main-
ly, certain private forest land).
After increasing the allowable
annual cut until 1980, the
Ministry began to reduce it to
the present level of 21 million
cubic metres per year. Its best
estimate, marked by the upper
edge of the shaded band in
Figure 6, is that it will continue
to decline until it bottoms out
at roughly 17 million cubic
metres around 2040.

The Ministry’s projection of
future timber supply does not
allow for the full impact of the
setting aside, earlier this year, of
extensive tracts of forest in the
mid-coast as protected areas.
This and related effects of man-
agement plans are expected to
reduce future timber supply by
some 600,000 cubic metres per
year, which accounts for the
downward jog, in Figure 6, in
the lower edge of the shaded
band at the year 2001. New
ecosystem-based, land-use
plans, currently being complet-
ed for the coast, are also expect-
ed to encroach on the available
timber supply, which accounts
for the widening of the shaded
band. (These possibilities,
below the official projection, are
my rough estimates of likely
outcomes, for illustration pur-
poses only.)

The supply of timber limits
the viable size of both the pri-
mary (logging) sector and the
secondary (manufacturing) sec-
tor of the forest industry.
Recently, the declining allow-
able annual cut has been over-
shadowed by the reduction in
harvest rates due to economic
circumstances. By either cause,
lower harvests have contributed
to overcapacity, and the expect-
ed further decline will aggravate
the problem, adversely affecting
economic performance in both
logging and manufacturing. In
short, an efficient forest indus-
try must be trimmed to the
timber supply, and because the
timber supply over the next
couple of decades will be less
than the supply hitherto, the
capacity of the forest industry
must be reduced as well.

Changing Composition

The composition of the harvest
must also change, because it
presently consists of a much
higher proportion of the valu-
able Douglas-fir and cedar, and
a lower proportion of low-value
species, than is found in the
forest. The root of this prob-
lem is weak demand and low
prices for the more abundant
hemlock and balsam, discussed
below.
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The transition from old
growth to second growth also
involves significant changes in
the composition of the harvest.
Some of the changes will be
welcome. For example, much
of the second growth nearing
maturity is easily accessible,
close to tidewater and mills,
where roads are already in place.
Harvesting second growth usu-
ally raises fewer environmental
problems than harvesting old
growth. The trees have fewer
defects and decay, are more uni-
form, and easier to handle with
machinery. On the other hand,
the most advanced second
growth is close to urban areas
where industrial forestry con-
flicts with recreation and aes-
thetic values. And second
growth lacks the unique quali-
ties of old growth, its character-
istics not greatly different from
abundant supplies of competing
softwood timber from the
United States, Europe, Russia
and the rest of Canada.

The transition to second
growth is well advanced. The
harvest of one of the five major
companies on the coast is
already more than half second
growth, and another is
approaching that level. Figure 7
shows the rapidly increasing
proportion of second growth in
the coastal harvest.

The importance of this is
that the timber supply is chang-
ing in ways that call for differ-
ent logging and manufacturing
technology and equipment.
The end products will also be
different. These changes neces-
sitate substantial investment in
new plant and equipment and
in product and market develop-
ment.

Most of the existing mills on
the coast are designed to
process large old-growth logs.
They are not appropriate for
manufacturing second growth,
and, for practical purposes, can-
not do so economically because
they employ unsuitable technol-
ogy and are in unsuitable loca-
tions.

The industry has been slow
to reconfigure its manufactur-
ing plants to accommodate sec-
ond-growth timber, due, in
part, to government regulations
that require companies to main-
tain their existing mills. It is
also due, in part, to the existing
surplus capacity in coastal
sawmilling, and the poor finan-
cial performance of the industry
in recent years, all of which
have impeded new mill con-
struction.

Later in this report I discuss
the industry restructuring need-
ed to efficiently utilize the
expected timber supply over the
next decade. This calls for sub-
stantial new capital investment,
which will be forthcoming only
if the industry’s financial per-
formance and outlook are sig-
nificantly improved.
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The industry is not harvesting, and never has harvested, the species
and grade profile of the timber harvesting land base. In recent
years, the gap between the harvest and inventory profiles has
widened — Ian Gill, Ecotrust Canada



The harvesting or logging 
sector of the coast forest indus-
try is widely dispersed through
the mainland coast and islands,
employing some 11,400 people
in skilled occupations. This
industry permeates the undevel-
oped regions of the coast more
than any other, providing
incomes and employment to
rural communities.

The structure of this pri-
mary sector of the forest indus-
try has been shaped by provin-
cial forest policy. Early in the
last century, the province
resolved to retain ownership of
forest land, so that today, apart
from some earlier grants of land
mostly on Vancouver Island, the
forests belong to the Crown.
Rights to harvest timber are
mostly allocated to large operat-
ing companies through licences.
Sometimes the licensees log
their own timber, but they
employ contractors to harvest
more than half the total. Most
of the employees of both
licensees and contractors are
organized by the Industrial,
Wood and Allied Workers of
Canada.

After decades of gradual
concentration the coast industry
is now dominated by five large
companies, which account for
most of the timber harvested.
The remainder is harvested by a
large number of small-scale
enterprises, logging timber on
private lands or Crown timber
allocated through a variety of
licensing arrangements.

Earlier, and in Figure 4, I
noted that the cost of produc-
ing lumber in B.C. coastal mills
is the highest among the world’s
major producing regions.
Nearly 70 percent of the total
cost is the cost of raw material
– logs.

The cost of logs has
increased substantially over the
last decade. As Figure 8 indi-
cates, both of the two compo-
nents of this cost – logging cost
and stumpage – have risen.
The last couple of years shows a
modest decrease, largely due to
adjustments in stumpage
charges, but partly resulting
from modification of forest
practices regulations affecting
logging costs. The substantial
increase in the cost of produc-
ing logs during the 1990s has
resulted in serious deterioration
of the competitive position of
the whole coast forest industry.

Performance-Impeding

Regulation

Over past decades, the provin-
cial government has adopted a
host of regulations and controls
governing the way forests are
developed and timber harvest-
ed. Their purposes vary. But
many have little to do with the
way the forests themselves
should be managed; they are
designed to control the struc-
ture of the industry, its level of
activity over business cycles,
employment in particular sec-
tors and community impacts.

Later, I question the effec-
tiveness of some of these meas-
ures in meeting their objectives.
Here, I want to point out that
whether effective or not, all of
them carry a cost. Because they
prevent logging and manufac-
turing enterprises from using
timber in the most advanta-
geous way, they lower the net
return it yields and contribute
to the industry’s weak financial
performance.
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In the following paragraphs 
I highlight five particularly
troublesome regulatory arrange-
ments which are major impedi-
ments to the coast forest indus-
try’s ability to realize the full
value of the forest resources it
uses: controls on the rate of
harvesting, utilization stan-
dards, restrictions on forest
practices, the stumpage system
and the tenure system on
Crown lands. These are not the
only regulatory obstacles to effi-
cient forest use, but they have
an especially heavy impact on
the economic benefits from
commercial use of forests and
on the financial performance of
the forest industry. They illus-
trate the need for an overhaul
of the framework of govern-
ment policies and industrial
practices within which the
industry operates, which I 
discuss later in this report.

Controls on the Rate of

Harvesting

Almost all Crown timber in
British Columbia is harvested
under licences that require the
licensee to harvest an “allowable
annual cut” each year. These
rules apply as well to private
timberland incorporated into
Tree Farm Licences and
Woodlot Licences.

The annual cut of each
licensed unit is specified in
cubic metres, and in most cases
the licensee or owner must har-
vest, each year, within 50 per-
cent of the specified volume
and, more stringently, within
10 percent of the specified
amount over each five-year peri-
od. Monetary penalties apply if
the operators exceed these lim-
its, and if their harvest falls
short of them, their allowable
annual cut may be reduced
under the so-called “use it or
lose it” policy.

These cut-control regula-
tions diminish the potential
value of timber by preventing
operators from taking full
advantage of favourable markets
and cutting back when markets
are depressed. The regulations
have other adverse effects as
well. By requiring operators to
put more timber on the market
than they prefer to produce
when markets are weak, and less
when markets are strong, they
aggravate market fluctuations –
a complaint of U.S. protago-
nists in the softwood lumber
dispute.

Though not often enforced,
the penalties create uncertainty
by weakening the security of
timber rights. And from the
viewpoint of the public interest,
treating undercutting on a par
with overcutting makes little
sense, because the Crown’s obli-
gation to ensure that forests are
not overharvested is not paral-
leled by an obligation to pre-
vent underharvesting.

The actual impact of cut
controls is difficult to assess.
Probably most serious is the
pressure, after years of under-
cutting, to accelerate harvests to
meet five-year cut requirements.
Indeed, an increase in harvest-
ing in 1999 is believed to be
partly due to fears of losing
timber rights for failure to meet
five-year cut requirements.

After years of undercutting,
these cut-control rules present
government with a dilemma.
Under the “use it or lose it”
penalty, the government could
reduce the licensees’ allowable
harvests, but this would aggra-
vate the pressure on operators
to reduce mill capacities. It
might also reduce their employ-
ment in woods operations when
market conditions improve.
Alternatively, licensees might be
permitted to carry forward their
accumulated shortfall, as has
occasionally been done, but this
simply amounts to waiving the
rules.

Cut controls were designed
to ensure that harvesting con-
form to forest management
plans drawn up according to
outdated sustained-yield, forest
management theories, in which
undercutting and overcutting
are both regulated, volume is
the sole basis for regulation, and
market forces are ignored rather
than adapted to. Cut controls
serve no valid silvicultural pur-
pose. And they obviously
impair the potential returns to
forest production.
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More recently, these controls
have been defended as a means
of stabilizing employment over
business cycles. Later in this
report, I suggest that employ-
ment objectives are not effi-
ciently advanced by such
manipulations of forest manage-
ment, and the cost, though
indirect and difficult to meas-
ure, is often high, thus reducing
the returns to forest production.
Here, it is sufficient to observe
that cut controls have proven to
be conspicuously unsuccessful
as instruments for stabilizing
employment.

Clearly, rights to Crown
timber allocated to private
enterprises must be specified
quantitatively and penalties are
called for if licensees exploit
more than the quantity allocat-
ed to them over the term of
their contracts. But regulations
that force companies to cut
public timber, even when mar-
kets are so weak it means incur-
ring a loss, have the effect of
lowering the economic return
on forest resources to the detri-
ment of both companies that
harvest them and the public
that owns them.

Utilization Standards

Utilization standards specify 
the height of stumps, diameter
of tops that may be left as slash,
and the dimensions and quality
of logs that must be recovered
in logging operations. The
present standards were deter-
mined with little if any refer-
ence to economic considera-
tions. These rules have a 
major impact on the cost of
logging and, hence, on the
value of timber.

One of the few studies on
this subject found that logging
to the government’s utilization
standard, rather than to an eco-
nomic standard (that is, remov-
ing only logs that contributed a
positive net return) lowered the
net return from roughly $2000
per hectare to a loss of some
$1200 per hectare (10). I have
no reason to believe these find-
ings are unusual, though the
economic impact of utilization
standards can be expected to
vary widely, depending on for-
est conditions and market cir-
cumstances. It is because these
rules prevent operators from
responding flexibly to these
conditions that they are a seri-
ous impediment to maximizing
the value of timber.

Controls on Forest Practices

Over the decades, regulations
governing forest practices have
multiplied, from basic fire pre-
cautions to detailed rules about
road building, logging patterns,
utilization standards, silvicul-
ture and reforestation. In the
1990s, a massive new layer of
regulation was imposed on for-
est operations through several
new policies and statutes, the
most prominent being the 1995
Forest Practices Code.

The Forest Practices Code has
been controversial.
Environmental advocates have
praised its detailed requirements
for protecting wildlife, soils and
riparian areas; logging operators
have criticized its costly imposi-
tions, and foresters have com-
plained of its rigid specifica-
tions, leaving little scope for
professional judgement to deal
with varying forest conditions.
My own observations confirm
two widely held assessments of
the Code. One is that it has
brought about a significant
improvement in road building,
logging and silvicultural prac-
tices, especially with respect to
the protection of forest ecosys-
tems, environment and aesthet-
ic values. The other is that the
code’s preoccupation with rules
and procedures governing how
activities must be conducted,
rather than the desired results,
makes it complex, inefficient,
and unnecessarily costly.
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Certainly the cost of admin-
istering and enforcing the Code
is disturbingly high (4). The
Forest Practices Code is a bulky
statute of 252 sections, supple-
mented with 19 Regulations
and 38 Guidebooks. It pre-
scribes more than 4500 regula-
tory requirements that forest
operators must comply with
and Ministry officials must
enforce. One of several studies
of the cost of the Code is a
detailed analysis by a group of
independent consultants led by
KPMG Chartered Accountants
in the mid 1990s, which
showed that the Code increased
coastal forestry and logging
costs by $20 per cubic metre
(5).

Here, I do not intend to
comment on the adequacy of
the detailed provisions of the
Code either individually or col-
lectively in terms of the envi-
ronmental, silvicultural and
other standards they aspire to:
that is an exceedingly complex
issue which I cannot attempt in
this investigation. However, I
do want to draw attention to
the impact on the forest indus-
try of its awkward bureaucratic
approach to regulating behav-
iour – its emphasis on proce-
dures and process rather than
on results.

The alternative is regulations
that specify the results to be
achieved and penalties for fail-
ure to achieve them, putting the
onus on operations managers to
determine how to comply and
providing them the flexibility to
determine the most efficient
means of doing so. There are
plenty of examples of results-
based regulation of this kind,
and evaluation of forest prac-
tices controls in other countries
and regions demonstrates the
greater effectiveness of regula-
tions based on outcomes rather
than processes and procedures
(9). Sweden and Alberta are
two such examples. In British
Columbia, the Private Forest
Landowners Association, work-
ing with Ministry staff, devel-
oped such a set of regulations to
protect public values on private
forest lands in the Forest Land
Reserve. And a number of pilot
projects, aimed at testing
results-based adaptations of the
Code itself, have shown promise
(3).

In short, the present regula-
tory controls on rates of har-
vesting, utilization and forest
practices suffer from three gen-
eral failures. First, they are
almost entirely of the command
and control type, with no
incentives or effort to reward
desired behaviour. The result is
a burdensome and costly
dependence on surveillance and
enforcement. Second, they
ignore their economic implica-
tions, even when they have
major economic consequences.
And third, they are designed to
require operators to do things
in certain ways, rather than to
achieve certain results. In this
region, because of the mostly
Crown ownership of the forest
and the government’s close con-
trol of forest operations, these
weaknesses in the design of reg-
ulations have a major impact 
on the industry’s financial 
performance.

Stumpage

Stumpage is one of the most
confusing and poorly under-
stood issues of forest policy, but
also among the most important.
Few people, even within the
forest industry, fully understand
the labyrinth of stumpage
administration, and it is a sub-
ject of endless disputation.
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Stumpage is the price paid
for Crown timber. It is the
provincial government’s primary
means of recovering revenue
from timber allocated to the
forest industry. Last year, $1.4
billion was paid in stumpage
and related charges for timber
harvested.

Companies with licences to
cut Crown timber are obliged
to pay a stumpage fee on each
cubic metre harvested. The
main issue of controversy is the
method used by the Ministry to
calculate stumpage fees. The
Comparative Value Pricing
System, adopted in 1987, has
been particularly contentious.
Under this system the Ministry,
having determined an average
stumpage fee, or target rate,
with reference to lumber and
chip prices, then appraises indi-
vidual cutting permits to deter-
mine their relative value, which
is used to fix their stumpage
rates in relation to the average
rate.

Criticism of the stumpage
system is based on several com-
plaints. Forest companies argue
that the target rate takes no
account of the market value of
the timber; consequently, the
rates often exceed its value.
U.S. lumber companies pressing
for protection from imports of
Canadian lumber argue the
opposite: since rights to Crown
timber are allocated without
competition, there is no market
test of the value of timber, and
administratively set stumpage
rates are too low, giving
Canadian lumber producers an
unfair advantage in U.S. mar-
kets. This is the main U.S.
complaint in the continuing
trade dispute over Canadian
lumber sales in the United
States.

There are other grounds for
criticism as well:

• While the fees are adjusted
quarterly in response to changes
in the prices of lumber and
chips, the adjustments are
insufficient and slow.
• Fees are assessed on the
assumption that the logs will
be delivered to a particular
mill (usually the closest),
though the highest value is
obtained by delivering differ-
ent logs to different mills.
• The system is susceptible to
abuse, particularly in the way
the relative values of cutting
authorizations are determined.
• It imposes fees only on the
timber licensees actually cut,
not on all the timber allocated
to them.

The question of whether
stumpage fees are higher or
lower than the fair market value
of the timber is fundamentally
important to both the licensees
who pay them and the public
treasury receiving them. But
the public interest extends well
beyond the revenue to the need
for a healthy environment for
the forest industry, equitable
treatment of those who depend
on Crown timber, and harmo-
nious trade relations with the
United States. For the forest
industry, stumpage charges are
more than a substantial cost.
The continuing debate, uncer-
tainty, lack of confidence in the
system, and disruption of trade
arising from this issue are major
impediments to the industry’s
improved performance.

Rights to Timber

Rights to harvest Crown timber
are allocated among forest
enterprises through a variety of
licences. The two most impor-
tant forms are Tree Farm
Licences, with terms of 25
years, replaceable under an
“evergreen” renewal system
every 10 years, and Forest
Licences, with variable terms of
up to 20 years, most of which
are replaceable after five. Both
forms of tenure are allocated
and replaced without competi-
tion.
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impact of stumpage prices on
the efficient production and
use of forest resources, it is
important that those who
manage public forest land
get its determination right. 
— David Haley,
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These, and the minor types
of licences over Crown forests
are frail forms of property
rights: their terms of 25 years
or less are not long enough to
grow forest crops in this region;
their provisions for replacement
are conditional; the rights they
convey are narrowly confined to
the timber on the land; and
they are not enforceable against
third parties. Forest Licences
do not even define the area on
which the licensee will operate
over its term. And all licences
are continuously vulnerable to
changes in regulations and
restrictions on how timber may
be developed, harvested and
managed, as well as changes in
the stumpage price. In certain
circumstances the government
may delete portions of the cut-
ting rights without compensa-
tion.

The security and value of
timber rights is diminished fur-
ther by restrictions on their
transferability, which take two
forms. First, anyone contem-
plating transfer or change in
control of a licence holder must
first obtain the written consent
of the Minister. Second, if the
transfer is approved and pro-
ceeds, the licence may be
reduced by five percent of 
the allowable annual cut it
authorises. The consent
requirement creates uncertainty
about the transferability of tim-
ber rights, especially in view of
the Minister’s wide discretion
and history of varying decisions
in this matter. Uncertainty, in
turn, lowers the value of
licences, and discourages trans-
fers to users who can generate
more value from them.

The take-back provision was
introduced in an amendment to
the Forest Act in the 1980s as a
means of freeing up some of the
over-committed timber supply.
But it constitutes a significant
penalty on transfers (unless it is
reinstated to the transferee, as is
sometimes done). It is also a
deterrent to new investment in
the industry. And because it
impedes rationalization of oper-
ations, it conflicts with the pub-
lic interest in this process.

Moreover, because licences
are allocated and replaced with-
out competition, and transfers
and division of them are
restricted, the holdings of rights
and their geographical pattern
are extremely inflexible.
Licensees cannot rearrange and
adjust their rights over time to
meet changing patterns of uti-
lization, transport infrastruc-
ture, corporate restructuring
and so on. The long-run result
is reduced net returns on tim-
ber, in the form of both profits
to the users and revenues to the
Crown.

Licences to Crown timber
have been further weakened by
rights and guarantees granted to
third parties, which encroach
on licensees’ freedom to exercise
their rights to their best advan-
tage. The Forest Act requires
licensees to employ contractors
to log at least 50 percent of
their harvests under Tree Farm
Licences and a variable percent-
age – usually 50 percent also –
under Forest Licences.
Amendments adopted in 1996
further restrict their freedom to
select and change their contrac-
tors and negotiate contract
prices. As a result, individual
contractor entitlements are
secure, and they are sometimes
bought and sold.
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Licensees are further bound
by a provision in their collective
labour agreement which pro-
hibits them from reducing the
number of union positions
when employing contractors.
Whether the contracting
requirement takes precedence
over this restriction is unclear,
and this has become a subject
of litigation. The combination
of these two requirements is a
major impediment to change
and adaptation in forest opera-
tions.

Unsettled land claims of
coastal aboriginal people also
raise questions about the securi-
ty of rights to timber. While
negotiations proceed slowly,
temporary arrangements for
involving local First Nations in
industrial forest operations are
being developed in some areas.
Continuing efforts of environ-
mental groups to have more
land set aside as protected areas
add further pressure on timber
rights.

The narrow and insecure
legal form of rights to Crown
timber, the thick layer of con-
trols and restrictions on how
they may be exercised, and the
entitlements and expectations
of third parties diminishes the
value of the rights themselves.
Through the 1990s the security
of rights to Crown timber, and
the value licensees attach to
them, have declined significant-
ly. This is reflected in the val-
ues assigned to licenses in sales
and mergers of companies.
Clearly, the present forms of
tenure over Crown forest fail to
capture the potential value in
timber resources.

The low value of rights to
forest resources has a profound
effect on corporate behaviour.
Integrated companies tend to

regard their mills as their main
assets, and their timber rights
only as necessary adjuncts to
their manufacturing enterprises.
The forests they use and man-
age are a source of raw material,
but not valuable assets deserv-
ing of investment to enhance
their productivity and value.

The insecurity of tenure over
Crown forest is a major reason
for the unwillingness on the
part of the tenure holders to
invest in forest enhancement.
Studies show clearly that forest
companies invest more in silvi-
culture, per hectare, the more
secure their tenure is over the
forest – a finding that is not
surprising, but the degree to
which investment behaviour
responds to security of tenure is
striking (11). The importance
of this arises from the forest
industry’s on going shift from
dependence on the original
stock of natural timber to man-
aged second growth. These
new forests are much more
responsive to cultivation and
enhancement, so the industry’s
future prospects are linked to its
current investments in silvicul-
ture. But under the present sys-
tem the insecurity of rights to
the forest reduces incentives to
invest in it, and incentives are
further diminished by the poli-
cy of capturing for the Crown,
through stumpage charges, the
value of any increased produc-
tion resulting from silvicultural
effort.

Put another way, the present
forms of timber rights on
Crown forests were designed
years ago when the government
needed simply a means of par-
celling out nature’s endowment
of timber, much like mineral
resources. Today, as long as we
depend on the private sector to
use and manage Crown forests,
we need a tenure system that
encourages them to invest in
future forest crops, which
requires, most importantly,
long-term security of rights to
the forest land.

Another important and out-
dated feature of the tenure sys-
tem is the way it ties timber
rights to sawmills and pulp
mills. The main forms of rights
to Crown timber, Tree Farm
Licences and Forest Licences, as
well as some of the Timber
Licenses issued early in the last
century, were explicitly designed
to provide raw material to par-
ticular mills, existing or
planned. This was at a time
when provincial forest policy
was aimed at encouraging forest
industrial development, espe-
cially investment in forest prod-
ucts manufacturing. Today we
have too much manufacturing
capacity and no more timber
available for allocation. Yet
most licensees are still required
to maintain a mill and process
in it a volume of timber equal
to the volume harvested under
their licences. If the facility is
closed or the throughput
reduced below the required
level, the Ministry may suspend
or cancel the licence, or reduce
the harvest it authorizes.
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a variety of business 
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The penalty of cancellation
of timber rights has never been
invoked, but it presents a threat
to companies contemplating
closures, a threat the govern-
ment has used to exact more
mitigative measures than would
otherwise be taken.

Over the decades, this policy
has led to a variety of problems.
One is the serious structural
problem of overcapacity in
manufacturing, because compa-
nies cannot close obsolete mills
without putting their timber
rights at risk. In addition, this
policy encourages firms to man-
ufacture the logs they harvest,
eroding log markets and leaving
small, non-integrated firms that
specialize in either forestry or
manufacturing at a disadvan-
tage. In an effort to provide for
these other types of forest enter-
prise, the government, instead
of introducing more flexible
arrangements, invented special
forms of tenure for each –
woodlot licences, “value-added”
timber sales, other small busi-
ness licences, community forest
agreements – building higher
walls between the sectors and
further rigidifying the industry’s
structure in the face of chang-
ing external conditions and
needs.

The tenure system is the
centrepiece of forest policy in
British Columbia. It deter-
mines who will have access to
Crown timber, how they may
develop and use it, how much
they must pay for it and (as I
discuss later) how they may
manufacture and market it.
But the present tenure system is
obsolete, its deficiencies severely
constraining the ability of the
forest industry to generate value
from Crown forests.

The general direction of
needed reform of the tenure
system is clear – improved secu-
rity, greater flexibility in alloca-
tion and transfers of cutting
rights and in utilization of logs,
and greater freedom for compa-
nies to organize their enterpris-
es, produce their products and
market them to suit their busi-
ness needs. But the heavy bur-
den of established ownership
and contractual rights over
Crown forests makes reform of
the tenure arrangements diffi-
cult. This is undoubtedly the
most complicated and, at the
same time, most important sub-
ject of forest policy reform.

The regulatory arrangements
described above are only some
of the more conspicuous ways
in which forest policy and
administration constrain the
financial performance of the
forest industry. The cost of
many of these controls, being
indirect, is difficult to measure.
But it is undoubtedly substan-
tial in many cases, and collec-
tively these restrictions have a
major impact on the industry’s
ability to generate value from
the resources it uses.

In an earlier era, these indi-
rect costs were absorbed in
lower stumpage charges or prof-
its, borne by an expanding
industry and superior timber
resources. Today, the premium
on coastal timber has eroded,
and these costs weigh heavily
on an industry already stagger-
ing under the weight of grow-
ing competition, high produc-
tion costs and weak markets.
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— Clark Binkley, Forest Economist



The coastal forest products
industry is large and diverse. 
It includes 14 pulp and paper
mills, 47 large sawmills, 44
shake and shingle plants, and a
number of manufacturers of
veneer, plywood, panels, pulp
chips, building logs, poles and
other minor products. These
various types of manufacture
share the coast timber supply,
amounting to some 24 million
cubic metres in 2000, as illus-
trated in Figure 9.

More than 60 percent of the
total coast timber supply, about
15 million cubic metres, is
processed in large sawmills. Of
this, roughly half is turned into
lumber; most of the remainder
is processed into by-product
chips, which provide the bulk
of the raw material for pulp
mills.

During the last few years,
most of the major forest prod-
ucts companies have divested
their pulp and paper operations
on the coast, so this sector of
the industry is now largely sepa-
rate, in terms of ownership and
control, from the logging and
sawmilling sectors. Only one of
the pulp and paper manufactur-
ers holds significant timber
rights. The link between the
sectors is the supply of raw
material – mainly pulp logs and
chips – from the logging and
sawmilling sectors, mainly
through fibre supply contracts,
to pulp mills. As a result, the
pulp and paper sector is only
indirectly affected by forest
policies.

The coastal industry differs
in notable respects from that of
B.C.’s interior. It is less than
half the size, processing only 22
million cubic metres of timber
in 2000 compared to the interi-
or’s 53 million. But it produces
less of the commodity grades of
dimension lumber and more of
the higher valued products such
as flooring, door frames and
laminated products. The tim-
ber is more varied as well; more
than 40 percent of the harvest
is hemlock and balsam and
roughly a quarter each of cedar
and Douglas-fir, while interior
production is 80 percent white-
wood – spruce, pine and balsam
fir undifferentiated in dimen-
sion lumber markets.

The coastal industry is much
more diversified, and the rela-
tionships between the logging
and manufacturing sectors are
much more complicated than in
the interior. The manufactur-
ing of cedar products is almost
a separate industry. In addition
to chips produced in coastal
sawmills, coastal pulp mills
manufacture chips from whole
logs and import chips from the
interior. And, as Figure 10
shows, the two regions differ as
well in the markets they serve.
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Declining Performance

Most importantly for this
report, the coastal forest prod-
ucts industry has been faring
much worse than the interior
sector in recent years, a result of
weak and obstructed markets
for its products and sharply
increased costs of raw material
and manufacturing, which have
combined to sharply depress
earnings. Earlier, I noted the
low return on capital employed
– even lower than the return in
the logging sector, and well
below the cost of capital.

Investment in lumber manu-
facturing has declined signifi-
cantly over the last seven years,
due to a combination of low
earnings, inability to attract
new capital, and uncertainties
associated with access to mar-
kets, boycotts against coastal
products in foreign markets,
expansion of protected areas
and aboriginal land claims.
Failure to maintain capital and
unsatisfactory financial per-
formance generally, have left the
industry in a precarious state.

The pulp and paper sector
has suffered from reduced
investment also, and its com-
petitive position has seriously
slipped. It has become a high-
cost swing supplier, and in
recent years has suffered heavy
losses. A contributing factor
has been the lower harvests of
timber and reduced sawmill
production of residual chips,
which has forced pulp and
paper mills to turn to more
expensive sources of raw materi-
al, such as whole-log chipping.

Ongoing Rationalization

The unusual pressures on the
industry over the last few years
have resulted in closures and
curtailments of mills at
unprecedented rates. Since
1997 alone, no less than 11
large mills have closed perma-
nently. Many more have expe-
rienced temporary closures or
curtailment of operations. More
closures are expected.

There are three primary rea-
sons for this continuing ration-
alization. First, the amount of
raw material available to the
industry is declining. As
explained earlier, the timber
supply will continue to decline
over the foreseeable future, put-
ting pressure on more mills to
close.
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Second, there is already
excess manufacturing capacity
in coast sawmills, which is a
major contributor to the indus-
try’s uncompetitive costs.
Figure 11 indicates the increas-
ing shortfall of capacity utiliza-
tion. Today, it would take near-
ly 30 million cubic metres of
logs per year to fully utilize the
existing mill capacity, compared
to the present available timber
supply of 24 million and actual
harvest of considerably less. In
recent years lumber producers
have been operating, on aver-
age, at less than 80 percent of
capacity, while industry experts
point to an efficient rate of at
least 92 percent. In 2000, the
47 large coastal mills (those that
produced more than three mil-
lion board feet of lumber) oper-
ated, on average, at 75 percent,
and almost a third of them used
less than 50 percent of their
capacities. Clearly, achieving a
higher rate of capacity utiliza-
tion, in the face of declining
raw material supply, requires
closure of some mills.

Third, sawmills on the coast
typically operate two shifts per
day, though the trend in mod-
ern sawmills is toward three
shifts, which achieves lower
costs per unit of output. Three-
shift mills are already common
in competing regions of the
United States, Europe and else-
where, including B.C.’s interior.
The trend to three-shift opera-
tions will further reduce the
number of mills that can oper-
ate efficiently. Later in this
report I discuss the change in
the number and type of
sawmills over the next decade if
the industry moves to a more
efficient structure.

The pressure to rationalize
manufacturing operations is
building, as a result of the
changing raw material supply,
noted earlier, and the industry’s
sluggish response in adapting,
upgrading and modernizing
operations over the last decade.
Thus changes in industrial
structure, especially reductions
of capacity, may be abrupt.

Regulatory Drag on

Rationalization

It is important to note that the
unprecedented number of shut-
downs, suspensions and curtail-
ments in the last few years has
taken place in spite of govern-
mental policies and regulations
designed to prevent them.
These regulatory impediments
to industrial rationalization take
several forms. Among the most
distortive is the government’s
longstanding policy of requiring
timber to be processed locally,
in particular mills, or in mills
owned by licence holders.

Earlier, I described the
requirement of major licences
to maintain mills, a policy that
links timber rights and mills
together in artificial, legally
binding, integrated enterprises.
Other licences require the
licensees to supply timber to
particular mills under fibre sup-
ply agreements. And all these
requirements to maintain or
supply local mills are bolstered
by restrictions on the export of
logs (discussed below).
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Mill requirements oblige
licensees to maintain even obso-
lete mills, mills in locations that
are no longer suitable, and mills
unsuited to changed timber
supply or product markets.
The cost, in the form of
reduced value recovered from
logs, is often substantial – in
one reported case by as much as
$60 per cubic metre (1).

Most importantly, in the
broader context of the indus-
try’s efficient development,
these requirements force com-
panies to integrate forest opera-
tions with mills, present a barri-
er to log trading and efficient
utilization of timber, impede
rationalization of processing
facilities and perpetuate ineffi-
cient operations.

Clearly, the manufacturing
sector’s ability to evolve and
adapt to changing circum-
stances has been hampered by
the regulatory restrictions noted
above. In addition to these reg-
ulatory restraints, the govern-
ment created a general environ-
ment resistant to rationalization
of forest operations.
Companies, naturally reticent
to disrupt relations with
employees and communities
where they operate and to incur
the costs of severance and other
shutdown expenses, have been
deterred further by the provin-
cial government’s recent opposi-
tion to almost any closures or
interruption of operations. In
many cases, governmental
financial and other assistance,
sometimes in large amounts,
has been provided to companies
to keep unprofitable mills oper-
ating.

The rationale for mill
requirements and related con-
trols has been based on worthy
concerns for the stability of
employment and communities,
but they have not proven effec-
tive in advancing these goals
because they undermine the
financial viability of enterprises
on which the employment
depends. The frequency of mill
closures and consequent dislo-
cation of workers in recent
years, despite these controls,
attests to this perverse effect.
Today, the manufacturing sector
needs major restructuring, and
the search for a more stable,
sustainable and financially
healthy industry calls for a thor-
ough reconsideration of these
regulations.
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The removal of appurtenancy will reduce the vertical integration
between the management of timberlands, the harvesting of those
timberlands, and the manufacturing of forest products.  
…separation of these three activities will increase efficiency, lower
production costs, and increase the overall competitiveness of the
Coastal forest industry. — Weyerhaeuser



Maintaining access to mar-
kets for its products has fre-
quently challenged the forest
industry over the past century,
but during the last few years
obstacles to its main foreign
markets have threatened the
industry’s performance as never
before.

Foreign Barriers to Exports

For many years Japan has pro-
vided a major market for coast
lumber producers. But since
the mid-1990s a sluggish econ-
omy, a consequent slump in
housing construction, new
building restrictions in Japan
and new competitors have bat-
tered the market for coast lum-
ber. Over the same period
coastal producers have been
unable to turn to U.S. markets
because of the strictures of the
Softwood Lumber Agreement.
After that agreement expired
early this year, the United States
imposed, in August, a crippling
19.3 percent interim counter-
vailing duty on lumber ship-
ments to that country, and in
October added an anti-dump-
ing duty of close to 13 percent.

Europe, also, has restricted
imports of lumber, allegedly to
protect against destructive pests.
And an increasing number of
foreign customers are being dis-
suaded from buying forest
products from this region by
critics of the industry’s environ-
mental performance.

As this report is written,
British Columbia’s forest indus-
try is staggering under these
barriers to its markets, especially
the costly tax on exports to the
United States. It should be
noted that ad valorem charges
of the kind recently imposed
fall especially heavily on coast
producers because of the rela-
tively high-valued products they
produce. Sawmills throughout
the coast are partially or com-
pletely closed, more than half
the normal workforce is unem-
ployed, and there are continu-
ing reports of new shutdowns.

The problem of obstructed
access to foreign markets is not
entirely in the hands of the
coastal forest industry or the
government of British
Columbia. The dispute with
the United States about imports
of Canadian lumber is being
addressed in Washington,
Ottawa and elsewhere, with
Canadian interests advanced by
representatives of the federal
and other provincial govern-
ments as well as British
Columbia. Nevertheless, the
forest industry and provincial
government are influential par-
ties in these negotiations, and
they can help to ensure solidari-
ty among Canadian interest
groups and maintain the politi-
cal priority this issue deserves.
This is unquestionably the most
urgent problem affecting the
financial health of the forest
industry.

A special challenge, and one
with potentially major long-
term implications for the coast
forest industry, is the weakened
market for hemlock lumber in
Japan. Western hemlock is the
most abundant species in
coastal forests, and (with balsam
fir which is usually treated
together with it) accounts for
some 60 percent of the forest
inventory. While hemlock lum-
ber has not been as widely
accepted for structural uses as
some other species, such as
Douglas-fir, it has traditionally
found a ready market in Japan
for construction of traditional
Japanese post and beam houses.
For many years, Japan has pro-
vided the major market for
hemlock lumber where it is sold
“green” – that is, not kiln dried.
In 2000 alone, Japanese buyers
took $1.2 billion worth of
coastal lumber, accounting for
43 percent of coast production,
most of it green hemlock.
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The economic slump in
Japan after 1997 depressed
import demand for all construc-
tion materials, but the special
problem for hemlock lumber
originated with the 1995 earth-
quake that shattered the city of
Kobe. The widespread collapse
of traditional Japanese post-
and-beam houses led to
demands for earthquake-resist-
ant construction techniques and
materials. In mid 2000 the
Japanese government issued a
new building code and builders’
warranty program, which led
builders to shun green hemlock
in favour of kiln-dried lumber
readily available from
Scandinavia and elsewhere.

Western hemlock is notori-
ously difficult and costly to dry.
Moreover, there is enough kiln
drying capacity on the coast to
handle only a small fraction of
the volume previously sold in
Japan. Consequently, the mar-
ket for green hemlock lumber
has slumped and the quantity
shipped to Japan by coast pro-
ducers has declined. B.C.’s
share of Japan’s lumber imports
has fallen significantly over the
past eight years, while aggressive
European suppliers of kiln dried
lumber, laminated beams and
other advanced products have
increased their share from about
one percent to 25 percent dur-
ing the 1990s.

The government and the
industry can play a useful role
in efforts to restore markets for
hemlock lumber, in which both
have an obvious interest. A
research and development pro-
gram, sponsored by the forest
industry and the provincial and
federal governments, has already
made encouraging progress in
developing practical technolo-
gies for kiln drying hemlock
lumber. The program includes,
also, development of new prod-
ucts, marketing strategies, and
an action plan to re-position
Canadian hemlock as the
favoured material for housing
construction in Japan.
Meanwhile, a pilot project has
been initiated to test a more
market responsive method of
determining stumpage prices
for hemlock-dominant stands.

Domestic Barriers to Exports

While governments normally
endeavour to keep foreign mar-
kets open to domestically pro-
duced products, both provincial
and federal governments them-
selves obstruct the export of
certain intermediate forest
products. Logs are freely
imported into British Columbia
from Alaska, Alberta and else-
where, but the provincial gov-
ernment restricts the sale of raw
logs and pulp chips outside the
province, including other parts
of Canada, except under special
permits. This policy applies to
all logs cut on provincial Crown
land and much of the private
forest land as well.

Exempted from the provin-
cial restrictions is timber cut on
certain private lands, Indian
lands and other lands under
federal jurisdiction, but exports
from these lands are restricted
in a parallel fashion by the fed-
eral government. The federal
restrictions were imposed as a
wartime measure during World
War II and apply only to pri-
vate lands in British Columbia;
in other provinces private tim-
ber may be marketed freely.

Both governments allow
exemptions from their general
export prohibitions and grant
permits to export logs under
certain conditions. However,
permitted exports of sawlogs
from land under provincial reg-
ulation are subject to a heavy
export tax, or “fee in lieu of
manufacture,” based on the dif-
ference between the domestic
and export prices. All exports
of logs from Canada require a
federal permit, including those
requiring a provincial permit,
but the federal regulation does
not include an export tax.
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We are at a critical juncture where we cannot live off our deprecia-
tion any longer … This implies infusion of new capital into the
forest sector to develop new markets and products and to retool the
manufacturing capacity to produce these products and access these
markets. — Rick Jeffrey, President Truck Loggers Association



Because of these restrictions,
exports of logs from British
Columbia are modest, averaging
a little more than a million
cubic metres annually over the
last decade. Exports, mainly to
U.S. and East Asian markets,
were almost entirely from the
coast and were roughly offset by
imports to interior mills from
Alberta and the northern terri-
tories. However, during the last
few years, while lumber markets
withered, exports have more
than doubled to over 2.5 mil-
lion cubic metres.

The restrictions on log
exports are a subject of endless
debate. Advocates defend them
on grounds of promoting local
manufacturing and manufactur-
ing employment. Critics point
out that this argument is weak
when local mills do not fully
utilize the available timber sup-
ply, as is presently the case, and
even if the restrictions benefit
manufacturing employment
they have the opposite impact
on the harvesting sector.

Here it is important to note
that certain grades and species
of logs often fetch considerably
higher prices in foreign mar-
kets. Artificial barriers to such
sales have the same effect of
lowering the return on our for-
est resources as the barriers for-
eign governments put on
imports of Canadian forest
products. They are also a major
irritant in lumber trade rela-
tions with the United States.

Markets for Logs and Chips

Local markets for logs play an
important role in the forest
industry, because vigorous, easi-
ly accessible and reliable mar-
kets for trading logs are essen-
tial for ensuring timber is used
to best advantage. Log markets
facilitate the exchange of logs of
widely varying species and
grades, channeling them to the
mills that can realize their high-
est value. Moreover, markets
open to competing log buyers
guarantee forestry enterprises
full value for the logs they pro-
duce, and provide mill owners a
reliable source of raw material
at fair prices. They also open
up opportunities for small, spe-
cialized and value-added manu-
facturing enterprises. Similarly,
a vigorous, competitive market
for pulp chips serves a valuable
function for both the producers
and consumers.

The loose network of log
buyers for the integrated com-
panies, log brokers and inde-
pendent logging and sawmilling
companies, continuously buy-
ing, selling and trading logs
along the coast, comprise the
Vancouver Log Market. Over
the past five years, about 23
percent of the logs cut on the
coast passed through this mar-
ket. Vancouver Log Market
prices provide the accepted
baseline for valuing logs and
timber throughout the coast

The main concern about the
log market is that it is becom-
ing too small, with too few
buyers and sellers, and insuffi-
cient competition to serve its
function efficiently. Five large
companies account for most of
the sales, three of them for the
majority of purchases. Most
transactions are not independ-
ent purchases or sales, but
trades of one type of logs for
another, enabling integrated
companies to adjust their log
supply to better fit their mill
requirements. In these circum-
stances, independent log pro-
ducers complain that there are
insufficient buyers for truly
competitive marketing and pric-
ing. And independent
sawmillers and manufacturers
find that the market is not a
reliable source of raw material
for those who do not have logs
of their own to trade.

From the point of view of
the public interest, it is impor-
tant that log and chip markets
function effectively, openly and
competitively. They should be
big enough that milling enter-
prises can rely on them as a
source of raw material, and
buyers and sellers can rely on
the prices they generate as rep-
resenting of the full range of
domestic and export market
values.

Policy changes in the past,
notably those, referred to earli-
er, that have required licensees
of Crown timber to maintain
and operate their own mills,
have weakened the log market.
Realization of the industry’s full
economic potential calls for
strengthening it.
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In light of the unhealthy and
unsustainable condition of the
coast forest industry, what
should the government do?
Should it promote rationaliza-
tion of operations and mills or
try to maintain things as they
are? Should it intervene to steer
events or simply let them
unfold as they will? How
should social policy objectives
such as maintaining local jobs
figure in its effort to revitalize
the industry? And how much
should we leave to the private
sector?

I have found no clear gov-
ernmental policy direction to
help answer these fundamental
questions, but they must be
addressed before attempting
reforms. Certainly, the provin-
cial government is deeply
involved in managing the forest
industry; it owns most of the
forest resources and decides
how much timber will be avail-
able, how it will be allocated
among firms, how it may be
harvested and how much it will
cost. It also regulates in impor-
tant ways how and where tim-
ber may be manufactured and
the products marketed. So we
do not begin with a clean slate.

Basic Objectives

The government’s response to
the current pressures on the
industry should be answered
with reference to its objectives:
what is it that we want to
achieve? The answer, I suggest,
flows from the basic public
interest in all economic activity
– to improve people’s standard
of living. The forest industry’s
contribution to economic
improvement takes the form of
incomes of employees, profits of
investors and revenues of gov-
ernments, and less directly, of
community and regional devel-
opment. Our forest resources
provide us with an opportunity
– an enormous opportunity by
world comparisons – to gener-
ate these economic benefits
through production of forest
products.

The more value we create by
producing forest products, net
of the costs of producing them
– that is, the more efficient our
forest industry – the greater
these economic benefits will be.
So a primary concern of gov-
ernment economic policy is to
provide a framework of laws
and institutions to enable
industries like the forest indus-
try to operate efficiently.

In our mixed, market econo-
my, we rely heavily on private
enterprises to operate efficiently
– maximizing value and mini-
mizing costs – following their
financial incentives. But eco-
nomic benefits are not our only
concern, of course. We want
our governments to regulate
industrial activity to protect the
environment, provide recreation
opportunities, ensure the safety
of workers and protect the pub-
lic interest in a host of other
ways, and these interventions
often impinge on the ability of
firms to simply maximize eco-
nomic benefits. Thus the
Ministry of Forests Act requires
the Ministry to “encourage a
vigorous, efficient and world
competitive timber processing
industry in British Columbia”
but at the same time to manage
and conserve Crown forests for
the full range of commercial
and non-commercial benefits
they provide.
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I emphasize this fundamen-
tal public interest in the forest
industry here because my terms
of reference call for investiga-
tion of the “economic health,
competitiveness and sustainabil-
ity” of the industry and the
obstacles to improvement. In
any examination of British
Columbia’s forest industry it
quickly becomes apparent that
it is heavily regulated by the
provincial government, and
many regulatory controls have
little regard for economic objec-
tives. They are often rooted
instead in venerable traditions
of forestry which conflict with
economic performance.
Decisions about how much
timber may be harvested each
year – surely among the most
important economic decisions
the provincial government
makes – are based primarily on
biological and technical princi-
ples relating to stocks of timber
and growth rates measured in
cubic metres, with only second-
ary consideration of the values
involved. Controls on the
extent to which licensees may
vary harvests from one year to
the next refer only to volumes
to be cut, without reference to
economic conditions.
Standards for utilization and sil-
viculture and some of the other
controls discussed in this report
are devoid of economic ration-
ale. The cost of these policies,
in terms of reduced economic
benefits, is often very high.

Over the decades, forest pol-
icy in this province has been
shaped by social objectives as
well. In an effort to provide
community stability, companies
are restricted from closing even
obsolete mills; to promote
employment in mills the export
of logs is prohibited; the licens-
ing system and other regula-
tions are designed to protect or
promote the positions of partic-
ular groups. These controls
have little to do with managing
forest resources, but they have
become part of forest policy,
administered by the Ministry of
Forests. Many of them were
motivated by laudable social
concerns, but they have rarely
been analysed to determine
their effectiveness, or whether
there are more effective ways of
achieving the objectives.

In the past, all these con-
straints on the ability of forest
enterprises to operate efficiently
in economic terms could be
absorbed by the premium world
markets were willing to pay for
the superior products produced
from old-growth coastal timber.
That premium has now largely
disappeared along with the best
of our original stock of natural
timber, and today our produc-
ers have to compete head to
head with producers elsewhere
in intense international compe-
tition, in a world oversupplied
with wood products.

Consequently, if we are to
continue to take advantage of
the economic opportunities
afforded by our coastal forest
resources, we must re-examine
these accumulated impediments
to low-cost, internationally
competitive production. This is
not to say that we should abol-
ish all our regulatory controls,
but it does imply that we
should assess them critically, to
determine whether they serve a
useful purpose, and whether
they do so more effectively than
alternative measures.
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Accordingly, the answer to
the question about what we
want to achieve is, I suggest, a
healthy, efficient and sustain-
able forest industry. By this, I
mean an industry having cer-
tain characteristics, i.e.

• Its production of timber
should be within the sustain-
able capacity of the forests.
• The size and capacity of the
harvesting and manufacturing
sectors, operating with maxi-
mum efficiency, should be con-
sistent with the available tim-
ber supply.
• Its structure and technology
should enable it to generate the
maximum possible return on
the forest assets devoted to com-
mercial use.
• It should yield profits suffi-
cient to attract new investment
in forests and manufacturing
plants and reasonable payments
for Crown timber.
• It should be capable of
responding flexibly to changing
technologies and market condi-
tions.
• It should provide high-quali-
ty employment, as stable as
market conditions allow, while
maintaining high standards of
health, safety and environmen-
tal stewardship

There can be little doubt
that an industry with these fea-
tures is possible. Coastal British
Columbia is among the world’s
most productive softwood forest
regions. It has a well-estab-
lished industry, a strong and
skilled labour force, substantial
infrastructure and a favourable
location in relation to the
world’s biggest markets for for-
est products. In short, it has all
the components essential for a
successful industry. Its current
challenge lies in reforming a
legacy of governmental policies
and corporate practices that
have impaired its performance
and distorted its development.

The goal of a healthy, sus-
tainable industry provides a cri-
terion for assessing the efficacy
of governmental forest policies
and the industry’s own prac-
tices. In earlier sections of this
report I pointed to a variety of
policies, regulations and prac-
tices that impede the industry’s
modernization and develop-
ment. In many cases they have
a powerful influence, distorting
the structure of the industry
and impairing its performance
substantially. In the following
section of this report I suggest
that attention to these impedi-
ments can restore the industry’s
economic viability.

Toward a More Proactive

Approach

The question of whether the
government should contemplate
downsizing and rationalization
of manufacturing capacity is
answered by the facts of existing
overcapacity, declining raw
material supply and technologi-
cal change driving economies of
scale. Put simply, rationaliza-
tion is inevitable, because the
present structure is unsustain-
able. As I have already noted,
mill closures and curtailments
have been proceeding apace and
more are likely, notwithstanding
government policies aimed at
preventing them. Government
cannot force private enterprises
to operate at a loss, nor is it a
constructive economic policy to
encourage them to do so. And
if unprofitable operations are to
be made profitable, rationaliza-
tion must take place.
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A more challenging question
is whether government should
continue to resist shutdowns
and rationalization, or take
action to accommodate them.
The government’s efforts to
maintain the continuity of for-
est and milling operations in
the face of market fluctuations
and changing industrial condi-
tions by means of cut controls,
mill requirements and financial
assistance are, in the long run,
of doubtful effectiveness, as
recent closures and curtailments
demonstrate. Moreover, they all
have the effect of dissipating
economic returns and impairing
the ability of companies to
respond to changing conditions.
In the long run, they aggravate
and perpetuate the industry’s
poor economic performance.

As I have explained, the gov-
ernment’s policy toward shut-
downs and mill closures has
been to resist them, and often
to provide support to keep fail-
ing mills operating. But these
measures involve an assump-
tion, often mistaken, that the
company’s problems are tempo-
rary. They also involve the
premise that it is always in the
public interest to avoid closures,
regardless of any potential
improvement in industrial per-
formance.

This is not to say that gov-
ernment’s concern for stability
of employment and communi-
ties is misguided; quite the con-
trary. The point is that these
important social objectives are
not effectively served by manip-
ulating the way forests and mills
are managed. Moreover,
attempts to do so weaken the
forest economy. And healthy
forest communities and job
opportunities depend, ultimate-
ly, on a healthy forest industry.

In any event, these regulato-
ry efforts to maintain the status
quo have often failed to keep
foundering operations afloat for
long. And when a company
finally closes a mill, the govern-
ment’s power to cancel its tim-
ber rights penalizes, in effect,
the companies’ attempts to
rationalize and improve per-
formance.

An alternative to this past
policy of assisting failing opera-
tions and penalizing rationaliza-
tion is to do the opposite. To
assist the transition to a healthy,
sustainable industry, the govern-
ment should facilitate rationali-
zation rather than obstruct it,
and redirect government effort
and resources from supporting
failing enterprises to helping
workers and communities
adjust to changing circum-
stances. This would certainly
be more consistent with the
Ministry of Forests’ responsibili-
ty to “encourage a vigorous,
efficient and world-competitive
timber processing industry in
British Columbia”.
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Preceding sections of this
report have painted a bleak pic-
ture of the coast forest industry.
Declining raw material supply,
uncompetitive production costs
and obstructed access to prod-
uct markets have combined to
result in low earnings, shut-
downs and layoffs, and an
expectation of continuing
decline. In this section, I turn
to the alternative possibilities:
can the industry be a healthy,
profitable one with the charac-
teristics of efficiency and sus-
tainability I outlined above? If
so, what would it look like, and
how could it be brought about?

In the following paragraphs I
suggest how an efficient, sus-
tainable coast forest industry
would differ from its present
form and structure. This is, to
some degree, speculative.
Moreover, it should be borne in
mind that the structure of our
well-established industry can be
substantially changed only over
a period of years. On the other
hand, over long periods of time,
changes in markets, technology
and public demands affect the
development of the industry in
unpredictable ways. So I con-
fine this discussion to the fore-
seeable future of the next
decade or so.

Size and Shape of a Sustainable

Industry

We must start with the timber
supply, with reference to my
earlier discussion of trends in
the sustainable supply of tim-
ber. The Ministry predicts an
allowable annual cut of timber
on the coast a decade from now
of about 19 million cubic
metres. For reasons I explained
earlier, it is reasonable to expect
that it will turn out to be less
than this, so for present purpos-
es I estimate an allowable har-
vest of 17.5 million cubic
metres. Assuming an additional
supply from unregulated lands
at the present level of about 6
million cubic metres, and net
log exports at the present level
of roughly 2.5 million, we can
expect a total supply available
to domestic mills of about 21
million cubic metres. This is
somewhat lower than it has
been in the past, and lower,
also, than it is expected to be in
the more distant future.

However, it is important to
note that while the allowable
annual cut will decline, it does
not follow that the actual har-
vest must decline. This is
because harvests on regulated
lands have fallen considerably
short of the allowable level since
the mid-1990s, and are within
the projected allowable level for
the next decade.

We can predict with some
confidence that most coast tim-
ber will continue to be utilized
most efficiently in sawmills.
Historically, a little more than
20 percent of coast logs go
directly to pulp mills or other
uses. The percentage not use-
able in sawmills is lower for sec-
ond growth, closer to 10 per-
cent.

Over the next decade, the
second growth component of
the timber harvest can be
expected to increase sharply, to
around 10 million cubic metres,
as projected in Figure 7. Of
this, some 9 million will be
suitable for processing in
sawmills. Experience in
Washington and Oregon, where
the transition to second growth
has advanced much further,
suggests that mills designed to
efficiently process second
growth consume 650,000 to
800,000 cubic metres per year.
This implies that to efficiently
manufacture the second growth
component of the harvest, 11
to 14 of these large mills will be
needed, most of which will have
to be newly constructed.
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The remaining 11 million
cubic metres of timber supply
will consist of old growth,
about 9 million of which will
be suitable for processing in
existing mills with smaller
capacity. However, as I noted
earlier, many of these mills are
outdated, poorly located in rela-
tion to the supply of timber or
transportation infrastructure, or
otherwise inefficient. If the best
of them were upgraded with
modern technology, perhaps 20
to 25 would be needed, operat-
ing efficiently at full two-shift
capacity – about half the cur-
rent number.

If the present regulatory ties
between mills and rights to
Crown timber were loosened,
we could expect increased log
trading and more efficient uti-
lization of timber among mills.
With log markets offering a
reliable source of raw material,
new wood manufacturing enter-
prises could be expected to
emerge. There is already a con-
siderable number of small lum-
ber and other specialized mills;
they collectively manufacture a
little more than one percent of
the timber supply, but they pro-
duce high-valued products and
provide substantial employ-
ment. The type of new, special-
ized, value-added ventures that
would be developed in response
to improved log markets is dif-
ficult to predict, but this oppor-
tunity for innovation and entre-
preneurship would add diversity
and energy to the industry.

While the general direction
of changes toward a more effi-
cient industrial structure are
fairly clear, the speed with
which they will occur and the
dislocation they will cause are
less certain. In the logging sec-
tor, the change in total produc-
tion and employment from cur-
rent levels might not be highly
disruptive. However, the indus-
try will have to adjust to
increasing harvests of second
growth and geographical shifts
of operations.

In the manufacturing sector,
employment is likely to decline
as new higher-productivity mills
replace the old. But the jobs
provided will be of higher qual-
ity and more secure.

A significant opportunity for
increased employment may be
expected in new, smaller-scale,
specialized, wood manufactur-
ing enterprises that are likely to
emerge with expanded log mar-
keting. Increased employment
in forestry could be expected as
well, resulting from improve-
ment in the security of timber
rights and more flexible licens-
ing arrangements.

Financial Performance

Revitalizing the coast forest
industry will take investment,
and investors will provide the
capital only if they foresee a rea-
sonable rate of return. So we
must consider whether an effi-
ciently reconstructed industry
would be profitable enough to
attract the investment necessary.

There is reason to believe
that it could be financially
attractive. To put in perspective
the challenge of restoring the
industry’s basic financial health,
it is helpful to note that the
Coast Forest and Lumber
Association, representing the
logging and lumber producing
industries, recently forecast the
industries’ loss in the current
year at a little less than $14 per
cubic metre. Reduction of costs
or increase in revenue, or both,
of this amount would, in simi-
lar circumstances, enable the
industry to break even.

This is not adequate finan-
cial performance, of course. A
minimum measure of adequacy
is an average rate of return on
invested capital equal to the
cost of capital, which the indus-
try estimates at 12 percent.
The improvement required to
achieve this is estimated at $30
to $35 per cubic metre.
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To illustrate the possibilities
of achieving this minimal target
it is helpful to refer to the cost
of logs – the largest and most
worrisome component of lum-
ber production costs. Figure 12
summarizes the Ministry’s esti-
mates of the net value, per
cubic metre, of the timber in
each of the 332 cutting permits
issued to licensees of Crown
timber on the coast and evalu-
ated in July 2001 for stumpage
assessment purposes. (We must
be cautious in drawing conclu-
sions from the absolute values
in this compilation, because
they are intended only to estab-
lish the values of cutting per-
mits relative to the average.)
This data shows that the aver-
age value of the timber autho-
rised for harvesting was nega-
tive. Nearly two-thirds of the
total volume of timber autho-
rised for harvesting was of nega-
tive net value, in some cases as
low as minus $50 per cubic
metre. Overall, the value in
good timber is wiped out by the
losses on the poor, and the
addition of stumpage fees, not
included in Figure 12, goes a

long way to explaining the poor
financial performance of the
coast logging sector.

An obvious way to improve
the industry’s financial perform-
ance is to stop authorising and
requiring companies to log tim-
ber of negative value. To illus-
trate (again with the caution
that these numbers are only
indicative), if all the cutting
permits showing negative value
were excluded, the average value
would rise from minus $3 per
cubic metre to plus $20, an
improvement of $23 per cubic
metre over the actual average.

Excluding timber of negative
value would, of course, reduce
the timber supply, unless other
more valuable timber could be
found. Nevertheless, the aggre-
gate net return on log produc-
tion, which would accrue to
either the Crown owner or the
private user or both, would be
substantially greater. Less tim-
ber would be exploited and
more value generated.

The policy of harvesting
timber of negative value is per-
plexing. The explanation is
that it is included in the mer-
chantable timber inventory, all
of which is committed under
licences to be harvested. The
present policy of using good
timber to support the logging
of poor timber is a stark reflec-
tion of the preoccupation with
maximizing volume rather than
value, noted earlier in this
report.
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Source:   Ministry of Forests 
 * Distribution of value indexes (estimated selling price less estimated operating costs) for coast cutting permits July 2001
  Rounded to nearest $5.00

figure 12.
Relative value of timber in coast cutting permits *
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Moreover, the proportion of
timber in the positive-value cat-
egory could be increased.
Earlier I drew attention to sev-
eral regulatory measures that
impose significant costs or
reduce the value of harvests –
utilization standards, cut con-
trols, log export restrictions,
burdensome administrative
arrangements for forest prac-
tices regulation and rigid indus-
trial relationships – all of which
offer considerable scope for
improvement. The available
data indicating how much net
returns could be increased by
these means is fragmentary, but
if, for purposes of illustration
here, they produced an
improvement of, say, $25 per
cubic metre, shifting all the
data in Figure 12 to the right
by that amount, then nearly 90
percent of the total volume
would lie in the profitable
range. A shift of that magni-
tude would raise the average net
value to $26 per cubic metre.

I do not suggest that these
illustrative calculations are reli-
able or that the potential
improvement they imply could
be easily achieved. But they are
sufficient to indicate that
reform of logging and forestry
regulations could make a major
contribution to restoration of
the industry’s economic viabili-
ty. Further evidence of the
scope for financial improvement
through regulatory reform is the
significant increase in the value
of private land when it is with-
drawn from Tree Farm Licences,
which frees it from cut controls,
the forest practices regulations
and log export restrictions. The
significantly lower cost of log
production in Washington and
Oregon is also informative.

There are other promising
avenues of improvement as
well. If the manufacturing
industry were free to rationalize
operations, lower lumber pro-
duction costs would result.
Financial performance surveys
of coastal mills reveal an
extraordinarily wide range of
costs and operating earnings per
thousand board feet of lumber
produced – a reflection of the
diversity of operations as well as
the regulatory rigidities and dis-
tortions noted earlier in this
report. If rationalization result-
ed in closure of the worst-per-
forming quarter or half of the
existing mills, average operating
earnings would increase sub-
stantially. Another important
area for potential improvement
in costs is the arrangements
governing the relationships
between operating companies,
labour and contractors.

In short, restoration of mini-
mal financial health to the
industry, based on the bench-
mark of earning its cost of capi-
tal, is a reasonable and achiev-
able short-term target. But the
regulatory changes discussed
above will not be sufficient to
enable the industry to operate
at maximum efficiency. That
will require more profound
changes in the forest tenure sys-
tem and method of allocating
rights, in log markets and in
corporate management.

Private Sector Responsibilities

While there is wide scope for
improving the industry’s finan-
cial performance by streamlin-
ing governmental regulations
and practices, the private sector
will have to play its part in
putting the industry back on its
feet. Companies, labour
unions, contractors and other
private sector groups will have
to be prepared to make changes,
and sacrifices, to restore the
industry to economic health.

Forest products companies,
given encouragement through
governmental reforms, must
respond to new opportunities
for investment. Restoration of
this region as a favoured source
of forest products in world mar-
kets will take substantial invest-
ment in mill upgrading and
replacement, forest develop-
ment and silviculture, industrial
infrastructure and product
development.

To regain its competitive
position among world supply
regions, the industry must
aggressively reduce its operating
costs as well. Particularly
urgent is the need to address
the exceptionally high cost of
labour. This is not simply a
problem of wage rates; it needs
to be considered as part of the
larger problem of productivity,
which is affected by training,
work rules and working condi-
tions, technology and the
sophistication of plant and
equipment. A related matter is
the inflexible arrangements
between operating companies
and organizations of labour and
contractors. In view of the
extent to which these relation-
ships have become institutional-
ized and intractable, significant
reform will likely be difficult
and may require governmental
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involvement. In any event the
improvements in productivity
and competitiveness needed to
secure the industry’s strength in
world markets will call for an
unusual degree of cooperation
and joint effort.

A vigorous new effort in
product development is needed
as well. The coast industry’s
declining market share in its
major markets in recent years
has been associated with intru-
sions of new products from
Europe and other competing
regions designed to better meet
consumers’ needs. Methods of
marketing have also fallen
behind and competitors have
been keen to exploit these
weaknesses. The coast industry
finds itself in a rapidly changing
market environment in which
wood products are plentiful,
their character and quality are
developing rapidly, and they are
being aggressively marketed by
sophisticated competitors keen
to respond to the requirements
of customers. The government
and the industry have a com-
mon interest in restoring and
maintaining world demand for
coast forest products, which will
require much stronger effort in
this new environment.

A particularly important case
in point is the market for hem-
lock lumber. The coast indus-
try’s fortunes depend heavily on
the manufacture of high quality
lumber from hemlock and mar-
ket acceptance of it, especially
in Japan.

Ongoing treaty negotiations
challenge the forest industry to
find ways of reconciling logging
and other activities with the
unsettled interests of aboriginal
people. Some progress has been
made in establishing coopera-
tive and mutually beneficial
arrangements between operat-
ing companies and local native
organizations. Earlier this year,
the provincial government and
First Nations in the north and
central coast signed a protocol,
supported also by logging com-
panies, environmental groups
and local governments, estab-
lishing a framework for recog-
nising First Nations’ interests
and exploring opportunities for
their participation in resource
development. This will help to
reduce uncertainty about these
processes. But there remains a
heavy task to implement the
commitments.

To realize its full potential
the industry must also respond
to public concerns, here and
abroad, about its environmental
and social impacts. Although
significant improvements in for-
est practices have been made in
recent years, the forest industry
has some way to go to reassure
residents of British Columbia
about the environmental
impacts of industrial forest
operations. Until there is more
confidence that environmental
effects are acceptable and forest
practices are sustainable, uncer-
tainty and interruptions of
operations will almost certainly
continue. The security of for-
eign markets also depends on
assurances to environmental
groups elsewhere, through certi-
fication and other methods,
that coastal forests are well
managed and used.

The foreseeable scale of
rationalization of manufactur-
ing operations presents a threat
of economic and social disrup-
tion to many communities.
Acceptance of such changes will
depend on much more coherent
and consistent strategies on the
part of industry and govern-
ment for cushioning the
impacts, and helping people
and communities adjust.

Most importantly, stakehold-
ers in the forest industry must
recognise that its present struc-
ture is not sustainable and that
fundamental changes, even
painful ones, must be made.
They must be ready and willing
to accept change, to share the
burden of change, and to coop-
erate in bringing it about. This
need for cooperative effort will
require their confidence in the
process, which will depend heav-
ily on clear direction and leader-
ship from the government.
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The coastal forest industry is
in critical condition. This
report has documented a pro-
gressive deterioration in its
financial performance, especial-
ly over the last six years. Its rate
of return on capital has fallen
well below its cost of capital.
Investment has withered, and
plant and equipment is aging.
Pulp mills and sawmills have
closed at an unprecedented rate,
disrupting workers and commu-
nities throughout the coast.
The outlook is for further
decline. In short, its perform-
ance is unsustainable.

The crisis has been brought
to a head by sharply reduced
opportunities in both of the
industry’s two major product
markets, the United States and
Japan. But other threats to the
industry’s performance are of
our own making and have been
growing for many years.
Restrictions on the ability of
companies to adjust production
in response to market condi-
tions, requirements to operate
mills even though they are
obsolete and uneconomic,
inflexible rules governing uti-
lization standards and forest
practices, and numerous other
regulations impair earnings and
prevent realization of maximum
value from the forest resources
used. The industry has failed to
keep pace with changes in the
timber supply, new products
and technologies for producing
them, and labour costs and pro-
ductivity. As international com-
petition in forest products mar-
kets has stiffened in recent
years, and the quantity and
quality of coastal timber has
declined, these failings have
become costly impediments to
the industry’s performance.

These growing pressures
must be seen in the context of
an inhospitable political climate
for the forest industry in recent
years. Strong critics of its envi-
ronmental performance have
restricted its access to timber at
home and to markets abroad.
Unsettled native land claims
have added further uncertainty
about the timber supply. And
over the last decade, as the
industry’s condition has deterio-
rated, the provincial govern-
ment has failed to resolve any of
these issues: indeed, its actions,
especially on land allocation,
forest practices and the
stumpage system have aggravat-
ed the industry’s difficulties.
Certainly, the industry has
lacked clear direction from gov-
ernment about its future in the
provincial economy.

Because of this recent histo-
ry, the government can do a
great deal to improve the indus-
try’s economic performance by
simply allowing it more flexibil-
ity to respond to market forces
and opportunities, and by
reversing the overburden of reg-
ulatory controls accumulated
over past decades. Firm action
on this front would not only
help to improve earnings but
would demonstrate the govern-
ment’s resolve to restore the
industry’s place in the provincial
economy, an important step in
rebuilding investor confidence.

My mandate does not
extend to recommending the
changes that should be made to
solve the industry’s problems,
but this investigation has led
me to certain conclusions about
how the government might best
proceed in developing and exe-
cuting an action plan. In view
of the present bleak outlook for
the coastal forest sector, the
government should act quickly
to enable the industry to
improve its financial perform-
ance. The most urgent issue is
the dispute with the United
States over trade in lumber.
This deserves top priority, at
the highest levels, in Ottawa
and Victoria.

A reasonable resolution of
the problem of exports of lum-
ber to the United States will
enable coastal operations to
begin to get back to work, but
will not likely be sufficient to
yield adequate returns to the
industry. To start the process of
improvement, the government
should begin streamlining and
reforming the regulatory obsta-
cles to improved financial per-
formance noted in this report.
Restrictive regulations should
be modified or eliminated with
a view toward reducing costs
and increasing the value of for-
est production, wherever there
are opportunities to do so with-
out compromising worker safe-
ty or environmental standards.
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Among candidates for modi-
fication or elimination are the
penalties for closing poorly-
performing mills. Since mill
shutdowns are almost inevitable
in any event, the action plan
should include a simultaneous
review of the measures to be
taken by both companies and
governments to mitigate
impacts and facilitate adjust-
ment.

These initial steps in policy
reform should be designed to
leave open the full range of
options for more profound
changes to come. But it will be
important for the government
to outline a clear direction and
vigorous process for reform, to
overcome the uncertainty and
inaction of recent years and to
give operating companies the
confidence they need to plan
for the future and make invest-
ment decisions. For this reason,
also, the initial measures should
be bold. And to the extent pos-
sible, they should complement
any changes in stumpage policy
and other arrangements arising
from negotiations with the
United States over access to
lumber markets.

Simultaneously, the compa-
nies and organizations of labour
and contractors involved in the
industry should be challenged
to develop their own plans for
cost reduction and improve-
ments in productivity, product
development and marketing.

Some issues will take longer,
and call for a more measured,
investigative process. Most
important is the forest tenure
system, the cornerstone of
provincial forest policy. The
elaborate array of licences and
other forms of rights to forest
resources and their attendant
regulatory arrangements is
exceedingly complicated, and
existing contractual obligations
and commitments over most of
the timber supply constrain the
scope and speed of practicable
change. It is, nevertheless, over-
due for thorough reform, but
for this, more time and more
structured, consultative arrange-
ments are needed.

The economic development
of British Columbia over the
last century and our enviable
standard of living today, owe
much to the forest industry.
This report has painted a dis-
turbing picture of an industry
in peril. But I want to close by
emphasizing that it can be
turned around. With sufficient
effort and determination the
coast forest industry can be
redirected onto a much more
promising path. This will take
a good deal of cooperation,
compromise and willingness to
incur short-term pain among
the many groups affected by the
changes, but a transformation
to healthy, sustainable industry
is undoubtedly within reach.

My investigations over
recent months have left me
with the impression that every-
one involved in the forest
industry, and especially the
leaders of timber companies,
unions, contractors and the
Ministry of Forests, have been
preoccupied over the past
decade by one crisis after anoth-
er. The distraction of immedi-
ate problems has made it diffi-
cult for them to plan for the
future, to think about where
they would like to be a decade
from now, and to plan strategi-
cally how to get there. Nor has
the government provided clear
policy direction. As a result the
coast forest industry, dispute its
potential, has been adrift, and
sinking.

Nevertheless, today there is
clearly a readiness for major
change. The companies
involved in the industry, labour
representatives, contractors and
other stakeholders almost unan-
imously voiced a need for a
thorough review and overhaul
of the way the coast forest
industry operates and the gov-
ernment regulates it. Even as
my investigation was underway,
companies and others, as well as
the government, were proposing
and debating fundamental
reforms. Moreover, while many
differences exist, there is also
considerable agreement on the
broad direction of needed
change. In this respect the
industry’s crisis presents the
government with an opportuni-
ty for bold leadership, an
opportunity to seize the readi-
ness for change and steer the
industry toward a more pros-
perous and sustainable future.
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