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Exports ¢ March 2001

Exports year-to-date to March are up
15.2% compared to the same period
in 2000. The increase has been driven
mainly by unprecedented growth in
exports of energy products.

In the first three months of 2001, the
value of exports of energy products
are almost three times greater than in
the first quarter of 2000. Electricity ex-
ports recorded a tenfold increase in
value, while natural gas exports are up
three and a half times relative to the
January to March period last year.
Price inflation is the main reason for
the phenomenal growth in this sector.

Solid wood product exports have de-
clined significantly in the first quarter
compared to the first three months of
2000, down almost 17%. The single
largest component contributing to the
fall was softwood lumber exports to
the United States. Much of the decline
is due to a sharp drop in price. The In-
dustrial Product Price Index (IPPI) for
British Columbia softwood lumber fell
from 159.9 (1992=100) in March 2000
to 126.7 in March 2001. According to
Madison’s Lumber Reporter, prices for
Western Spruce Pine Fir (WSPF)
lumber dropped almost $150 per
1,000 board feet in that period (from
$468.01 to $319.42).

Exports to the United States have
risen dramatically in the first quarter of
2001 due mostly to increases in the
value of trade of electricity and natural
gas.

In contrast, exports to the Pacific Rim
dropped 15% in the first quarter of
2001 compared to the same period
last year. The value of exports to Ja-
pan was down 9%, while exports to
South Korea (-14%), China (-19%),
Taiwan (-20%), Hong Kong (-39%)
and Australia (-46%) all posted dou-
ble-digit declines.

Exports to South and Central America
jumped significantly, although com-
bined, they make up less than 1% of
BC origin exports. However, as nego-
tiations continue with the Free Trade
Agreement of the Americas, these
markets may become more important
in the future.

Unprecedented growth in the value of energy

exports to the U.S. drives total export expansion
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THE SOFTWOOD LUMBER DISPUTE

On March 31, 2001 the Canada-U.S. Softwood Lumber Agreement
(SLA) expired. The agreement had been in place since 1996 and
restricted the amount of Canadian duty-free exports of softwood
lumber to the United States. The SLA was a temporary compromise
agreement designed to avoid another long legal battle between the
two countries and, as with many compromises, there were detractors
on both sides. The expiry of the SLA has resulted in uncertainty
within the Canadian forest sector. Lumber companies in the United
States are petitioning for penalties as high as 80 percent on
Canadian lumber imports and if they are successful in their bid there
will likely be severe repercussions for lumber producers in Canada.
The possibility of retroactive duties may cause reduced shipments as
producers avoid the risk of selling their goods at a net loss after
accounting for future duties.

Dispute timeline

Disagreements over trade in lumber between Canada and the United
States have a long history, but it is in the last twenty years that the
debate has been most heated. It was in October 1982 that the U.S.
lumber industry first petitioned for a countervailing duty (CVD)
against imports of Canadian softwood lumber into the United States.
The crux of the American argument was that the Canadian system of
charging stumpage in the provinces of British Columbia, Alberta,
Ontario and Quebec should be considered a subsidy because
stumpage fees were below market rates and therefore Canadian
lumber producers had an unfair advantage over their American
counterparts. In May 1983, the U.S. Department of Commerce ruled
that the stumpage system in Canada did not confer a
counteravailable subsidy because the system of stumpage was not
directed at a specific industry or group of industries.* The ruling went
even further, stating that the system of stumpage was a reasonable
method for establishing prices and that comparing Canadian and
U.S. stumpage prices would be “arbitrary and capricious in view of
the wide differences between species composition; size, quality, and
density of timber; terrain and accessibilitg/ of the standing timber
throughout the United States and Canada.”

! According to American law (and World Trade Organization rules), in order
to be eligible for a CVD, subsidies have to be directed at a specific industry
or group of industries. Subsidies that are generally available are not
counteravailable. For example, if the Federal government started a “Buy
Canadian” campaign, the subsidised advertising would not be eligible for a
CVD.

2 United States Department of Commerce as quoted in Lindsey,
Groombridge and Loungani, “Nailing the Homeowner: The Economic Impact
of Trade Protection of the Softwood Lumber Industry,” Trade Policy Analysis
no.11 (July 6, 2000), CATO Institute, pp. 2-3.

Softwood Lumber Agreement
(SLA) — an agreement between
Canada and the United States that
restricted the amount of lumber that
could be exported from British
Columbia, Alberta, Ontario and
Quebec to the United States free of
tariffs. The annual quota was 14.70
billion board feet of lumber. If the
guota was exceeded, the tariff
imposed was $50 per thousand
board feet for the amount between
14.70 and 15.35 billion board feet,
and $100 per thousand board feet
for any amount exceeding 15.35
billion board feet.

Countervailing Duty (CVD) — duty
designed to protect domestic
industry from injury caused by
imports that have benefited from
subsidies provided by government

Stumpage —fee charged to
companies for Crown timber they
have harvested

Subsidy — a financial contribution
from government that benefits a
targeted group or company
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Three years later, in May 1986, the U.S. lumber industry once again
petitioned for a CVD against Canadian softwood lumber imports.
This time the U.S. Department of Commerce reversed its earlier
decision, finding in October 1986 that Canadian stumpage systems
conferred an average subsidy of approximately 15 percent.
Commerce determined that the subsidy was directed at a specific
industry, the “Softwood Lumber Industry.”3 The case ended when
Canada and the United States agreed to a Memorandum of
Understanding (MOU) in December 1986 whereby Canada would
collect a 15 percent export tax on all exports of softwood lumber from
Canada to the United States. The MOU further stipulated that
provincial governments could reduce or eliminate the tax if measures
were implemented that would replace some or all of the export tax.

After both British Columbia and Quebec made changes to their forest
policies, Canada, feeling that the perceived subsidies to which the
United States objected no longer existed, asked the U.S. to agree to
terminate the MOU. When this request was refused, in October
1991, Canada chose to invoke its right to unilaterally terminate the
MOU. As a result, the U.S. Department of Commerce took the
unusual action of self-initiating a new CVD investigation. In May
1992 it once again found that the stumpage systems in British
Columbia, Quebec, Ontario and Alberta conferred counteravailable
subsidies on lumber producers. The Commerce Department found a
subsidy of 6.51 percent. This figure was based on a 2.91 percent
weighted average subsidy for stumpage programs in the four
provinces, plus an additional subsidy of 3.6 percent as a result of
British Columbia export restrictions on logs. Canada appealed the
ruling to binational panels established under the Free Trade
Agreement, which ruled in Canada’s favour.

The American lumber lobby expressed the intention to pursue
another CVD case a couple of years later. Canada, wary of the
mounting legal costs of fighting this battle as well as the costs to the
Canadian lumber industry as a result of market uncertainty, agreed
to a compromise and signed the Softwood Lumber Agreement in
May 1996. However, the SLA did not spell an end to the battles. The
United States closed what they thought was a loophole in the
agreement by reclassifying some processed lumber (first pre-drilled
studs, then later notched lumber and rougher-headed lumber) from a
classification in the Harmonized Tariff Schedule of the United
States (HTSUS) not covered by the SLA into a category that was
covered. This meant that certain types of value-added lumber were
now subject to quota restrictions where before they could be shipped
in unlimited quantities without being assessed duties. Canada
responded by appealing the reclassification of drilled studs to the
World Customs Organization (WCQO). The WCO ruled in Canada’s
favour; but the ruling was non-binding. However, just before the
expiry of the SLA an arbitration panel agreed to by the two countries
ruled that the United States violated the SLA by reclassifying drilled
studs and notched lumber.

On March 31, 2001 the SLA expired and with no other agreement in
place, the American lumber lobby has petitioned the Department of
Commerce once again for a CVD against Canadian softwood lumber
imports.

% The argument was that due to vertical integration, the forest industry
should be considered a single industry.

Harmonized Tariff Schedule of

the United States — a classification
system that assigns codes to every

product that is involved in trade to
or from the United States

EXPORTS (B.C. ORIGIN) RELEASED MAY 2001

BC STATS

3



The American position

The basic thrust of the American argument is that stumpage rates in
Canada are set below market rates and therefore, confer a subsidy
on the companies harvesting the wood. It is also argued that log
export restrictions also confer a subsidy in that they artificially
depress the price of logs since they cannot be bid on internationally.
In the latest attack on the Canadian softwood lumber industry, the
Americans, in addition to alleging subsidies, also accuse Canadian

lumber producers of dumping lumber on the U.S. market. To the Dumping — sale of goods in a

surprise of some, the Maritime Provinces, which harvest timber foreign market at prices less than

mainly from private lands, have not been excluded from the CVD received in domestic markets, or

petition. below the cost of producing the
goods

In addition to these complaints, the United States’ lumber lobby also
suggests that these subsidies are harmful to the environment
because they encourage over-harvesting of the resource. Senators
in the United States have also argued that the Canada/U.S.
exchange rate is offering an unfair advantage to Canadian
producers.

The Canadian position

Canada’s position is that stumpage rates do not confer a subsidy
and that it is impossible to compare stumpage rates across
jurisdictions, stating that such comparisons are “arbitrary and
capricious.” Differences in terrain and accessibility, as well as quality
and quantity of timber, necessarily result in different rates of
stumpage. In addition, Canadian companies incur costs such as road
building and silviculture that are borne by the taxpayer in the United
States.

With respect to the log export restrictions, it is important to note that
several American states themselves have restrictions on the export
of logs. It is also a fact that the United States federal and state
governments offer a variety of subsidies and tax breaks to the
forestry industry. These subsidies were reported by the United
States to the WTO according to WTO rules that require them to do
so.

The environmental argument that the alleged subsidies encourage
over-harvesting is also flawed. Chances are that limiting imports from
Canadian sources would simply shift the United States import share
away from Canada to other countries where environmental
standards may be less progressive than they are in Canada.

It is the complaints of some United States senators regarding the
advantage given by the exchange rate that highlights the problems
with the American position. In a response to these statements made
on March 1, 2001, the Canadian Department of Foreign Affairs and
International Trade stated that the exchange rate argument
“underlines that this dispute has nothing to do with fair trade...It is
about protecting U.S. producers from Canadian competition.”
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The Canadian position has many supporters in the United States as
well. Many consumer groups support free trade in lumber because
instituting quotas or CVDs usually results in higher prices, which in
turn drives up the costs of industries using lumber products as an
input and consequently, the prices of the products of those
industries. Many of those lumber-using industries also take the pro-
free trade stance. In fact, the lumber lobby’s argument that putting a
CVD on imports of Canadian softwood lumber will help preserve
American jobs is flawed. There is far more employment in industries
that depend on lumber products as inputs than in the lumber-
producing industries themselves. One source suggests that
“employment in lumber-using industries exceeds employment in
lumber production by a ratio of better than 25 to 1. Driving up the
price of lumber through the use of CVDs could potentially have a far
greater negative impact on employment in the United States than
would allowing free trade in softwood lumber.

Canada’s Competitive Advantage

There are several reasons why Canada has a competitive advantage
over the United States with regard to softwood lumber. One
advantage for not only softwood lumber producers, but also all
Canadian exporters, is the Canada/U.S. exchange rate. The
relatively low Canadian dollar, which makes it cheaper for Americans
to import Canadian products, is a significant advantage for Canadian
companies. Any suggestion that the exchange rate is an unfair
advantage that confers a subsidy to Canadian lumber producers is
unsupportable. First of all, the exchange rate is the same for every
industry, and secondly, the Canadian government has made efforts
to prop up the Canadian dollar, which is counter to the idea of
subsidies.

In addition to the competitive exchange rate, Canada simply has a
greater abundance and superior quality of timber compared to the
United States. Some American companies that use Canadian
softwood lumber in their products go so far as to insist that the
Canadian lumber is unique and American lumber is not a suitable
substitute.”

Importance of the softwood lumber industry to British Columbia

The dispute over softwood lumber is no small matter for British
Columbia. Over the last 10 years softwood lumber exported to the
United States has comprised between 15 and 20 percent of total
British Columbia origin merchandise exports.6 In 2000, 69 percent of
the total value of BC exports of softwood lumber went to the United
States amounting to just under $5 billion.

* Lindsey, Groombridge and Loungani, p.7.

® For example, in “Home Depot backs Canada in softwood lumber dispute,”
Vancouver Sun, May 15, 2001, pp. D5, D9, Bob Nardelli, chairman and CEO
of Home Depot claims that Canadian softwood lumber is unigque and is not
necessarily replacing wood harvested in the United States.

® Note that “softwood lumber” referred to in this article is defined as the
aggregate of those products that were covered by the Softwood Lumber
Agreement and as such, do not match the aggregations presented in most
BC Stats’ releases. For example, cedar siding is included in the Agreement,
and is therefore included in any figures quoted in this document, but in BC
Stats’ publications cedar siding exports are included in “selected value
added wood products” rather than softwood lumber.

There is some support in the United
States for Canada’s position,
particularly from consumer groups

The exchange rate gives Canadian
exporters a significant competitive
advantage over their American
counterparts
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Softwood Lumber exports to the U.S. constitute
a substantial portion of total B.C. origin exports
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British Columbia produces over half the softwood lumber exported
from Canada. As can be seen in the chart below, British Columbia’s
share of the American softwood lumber market has been shrinking
over the last 10 years, although the value of lumber exported has
consistently been around 5 billion dollars since 1994.

British Columbia is responsible for over half of
Canadian softwood lumber exports to the United States
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The next largest market for softwood lumber from British Columbia is
Japan. BC is responsible for about 95 percent of Canada’s softwood
lumber exports to Japan. The recent economic problems in that
country had a serious ripple effect in British Columbia and the value
of exports of softwood lumber to Japan dropped from $2.5 billion in
1996 to $1.4 billion in 1998. In 2000 exports were still well below the
1996 figure, at just over $1.6 billion. This collapse of the Japanese
market combined with restricted access to American markets due to
the SLA caused serious difficulties for many British Columbia
companies. Coastal companies that dealt mainly with Japanese
buyers and as a result were never allotted much quota for selling
their product to American buyers were left without a market in which
to sell.

Softwood lumber exported to the

United States makes up between 15

to 20 percent of total BC goods
exports

The Japanese economic meltdown

had a significant effect on some BC

lumber producers
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In addition to the importance to BC in terms of revenue generated,
the production of softwood lumber generates a significant amount of
employment in British Columbia. According to analysis of 1996
input/output data by BC Stats on final demand industry employment
shares,’” there were approximately 123,600 people whose
employment depended, either directly or indirectly, on sawmilling. In
addition, 1,400 people were dependent on logging and forest
services (such as silviculture). The sum (125,000 people) represents
almost 8 percent of total employment in the province.

For regions outside the Lower Mainland and the Capital region, the
dependence on forestry can be particularly acute. In Prince George
alone, there are seven sawmills with over 100 employees each, for a
total of over 1,200 employees.

Using final demand analysis, it is estimated that in 1996, sawmilling,
logging and forest services industries contributed just under $8.8
billion to British Columbia’'s Gross Domestic Product (GDP). This
represents over 9 percent of the total BC GDP. Clearly there is a lot
at stake with regard to the softwood lumber dispute.

Subsidisation or Protectionism?

Despite repeated decisions in favour of Canada, the U.S. lumber
lobby continues to push for Countervailing Duties against Canadian
softwood lumber. Is the American persistence simply a protective
response to an ailing domestic industry, or is there really something
to their allegations of subsidisation? If the Canadian industry were
subsidised, it would follow that the lumber companies would be
making profits well above those of their American counterparts. This
has not been the case. In fact, the poor performance of several
British Columbia forest products companies has led to buy-outs by
other, larger companies, some of which are based in the United
States. The Americans cite a large number of sawmill closures in the
U.S. as proof that Canadian subsidies are harming the American
lumber industry, but there have been a significant number of mill
closures on this side of the border as well. In fact, IWA-Canada
suggests that some of the mill closures in parts of the U.S. are a
result of an increase in production in Washington and Oregon
resulting from a surge in log exports from British Columbia.®

" This analysis looks at the output according to its final demand. In other
words, a product that is to be used as input into another production process
would have its employment and output attributed to the final product. For
example, the logging employment is a small figure because only the
employment generated from harvesting logs that are exported in raw form
(i.e., the logs are the final output) are allocated to logging. All other logging
activity is allocated to the final output product such as lumber.

8 As quoted in “Accord Blamed for Lumber Glut,” Vancouver Sun, March 29,
2000, p. F14.

Certain areas of the province, like
Prince George, have substantial
employment in the forest sector,
and manufacturing of softwood
lumber is a significant component
of that employment

If the Canadian industry is
subsidised, where are the larger
than normal profits?
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The petition for duties of up to 40 percent on Canadian softwood
lumber signals a bitter turn in the softwood lumber saga. The
inclusion of the Maritime Provinces in the CVD petition and the
additional dumping charge of between 28 and 38 percent have
stepped up the American lumber industry’s action. Consequently, the
Canadian Federal government is using strong language in their
rebuff of the American actions. Pierre Pettigrew, Minister for
International Trade, released a statement in response to the U.S.
softwood lumber trade action in which he said:

This trade action is not about subsidies for our industry.
It's about protectionism. It's about the U.S. industry’s loss
of market share. Our industry is more modern and frankly,
more efficient.

The fact that the industry has petitioned for a combined dumping
charge and CVD of close to 80 percent when the previous CVD
determination made by the U.S. Department of Commerce was 6.51
percent lends credence to Pettigrew’s statement.

Conclusion

If the American lumber industry were successful in its bid for a
combined CVD and dumping charge of close to 80 percent, the
consequences for the Canadian softwood lumber industry would be
serious. According to one industry executive, the application for
penalties of up to 80 percent rather than the 40 percent figure that
was being suggested prior to the expiry of the SLA is academic. He
said, “At 40 percent | don’t think anybody in British Columbia can run
(a mill), let alone across the rest of the country."g

The irony is that if the American industry were successful in its bid
for penalties in the order of 80 percent, it would likely have serious
effects on the American economy as well. Lumber prices would
increase as Canadian imports dried up and the limited domestic
supply could come nowhere near meeting the demand. Housing
starts would decrease as housing prices rose and the industries that
depend on softwood lumber as input in their production would likely
be forced to lay off employees and possibly shut down altogether
due to increased costs.

It is impossible to predict what kind of penalties, if any, the U.S.
Department of Commerce will impose. If duties are placed on
Canadian softwood lumber products, Canada will most likely appeal
the ruling and may once again get a favourable decision.
Unfortunately, in the interim, Canada’s lumber industry will suffer.

°As guoted in Steve Mertl, “Fear, defiance greet American bid for 80 per
cent tariff on Canadian softwood,” cbc.ca, http://cbc.ca.

“It’s about protectionism.”

A penalty of 80 percent would have

serious consequences for the
Canadian lumber industry
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Value Added Wood Exports Grow Fast In
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ternational Trade? (released July 00)

British Columbia Shipping Smaller Portion of
Canadian Forestry Products (released June 00)

1990s Brought New Markets and New Prod-
ucts For B.C. Exports (released June 00)

United States Continues Substantial Log Ex-
ports In 1999 (released April 00)
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British Columbia Trade Becoming More Con-
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B.C. Exports Recovering In Some Asian
Markets, Still Declining In Others (released Nov
99)

British Columbia Exports to United States
Move Increasingly By Truck (released Oct 99)

Export Changes During 1990s Reduce Re-
source Dependency (released Sep 99)

British Columbia Losing Dominant Position In
World Lumber Markets (released Sep 99)

September Team Canada Mission To Visit
Japan and Australia (released Jul 99)

New Export Industries Depend Heavily On
Air Freight Services (released Jul 99)

United States Log Exports (released May 99)

British Columbia Losing Ground In United
States Lumber Market (released Apr 99)

British Columbia Export Reliance On U.S.
Market Highest Since Early 1960s (released
Mar 99)

(no article)

Diversification of Export Mix
Accelerates In 1998 (released Jan 99)

Offsetting Export Losses In Asia With Gains
In the United States Market (released Dec 98)

Half A Century of B.C. Exports,

From British Empire to the U.S. & Asia (re-
leased Nov 98)

Asian Fallout Has British Columbia Exporters
Relying Heavily On U.S. Market (released Oct
98)

No Ignoring Chinese Presence On World
Trading Scene (released Sep 98)

Falling Canadian Dollar Aids Food Exports,
But Could Bring Higher Prices (released Aug 98)
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NOTES
Countries Included Within World Regions:

(1) Western Europe: United Kingdom, Ireland, Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Iceland, Italy, Luxembourg, Netherlands, Norway, Portugal,
Spain, Sweden, Switzerland.

(2) Eastern Europe: other Europe, including all of Russia, Georgia, Kazakhstan,
Kyrgyzstan, Moldova, etc.

(3) South East Asia: Malaysia, Brunei Darussalam, Singapore, Myanmar, Kampuchea,
Laos, Indonesia, Philippines, Thailand, Vietnam.

(4) Africa: continental Africa, excluding Ethiopia, Libya, Somalia, Sudan, Egypt.

(5) South America: continental South America from Colombia and Venezuela south to
Chile and Argentina, including offshore islands, but not Caribbean.

(6) Central America and Caribbean: from Guatamala and Belize to Panama, plus Carib-
bean Islands.

(7) Pacific Rim (including Japan): Japan, Hong Kong, Malaysia, Brunei Darussalam,
Singapore, Laos, Mongolia, China, Indonesia, North Korea, South Korea, Philippines,
Macau, Taiwan, Thailand, Vietnam, Australia, Fiji, New Zealand.

(8) Pacific Rim: as above, but excluding Japan.

(9) Middle East: from Turkey and Iran south through the Arabian Peninsula. Excluding Af-
ghanistan and Pakistan, but including Cyprus, Ethiopia, Egypt, Somalia, Sudan and Libya.

‘Selected Value-added Wood Products’ category includes prefabricated houses, doors,
windows, furniture, moulding, siding, etc. It does not include panel products, shakes, shin-
gles or any pulp and paper products.

Service Offered for Detailed Trade Statistics
For B.C. government statistics users requiring more detailed information on exports or im-
ports, a special report service is offered through the address below:

Dan Schrier - Trade Statistics

BC STATS

553 Superior Street, Victoria, B.C. V8V 1X4
(250) 387-0376

This service is provided through the Trade Research and Inquiry Package (TRIP) computer
reporting system. TRIP offers user-defined tabulations of export or import statistics for
British Columbia, Canada, the United States and other countries. Tabulations can include
information on commodities, countries, U.S. states, years, months, mode of transport, etc.
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